Guidance 3a: BCBS transmission channels framework

Figure 1. Climate risk drivers manifest as prudential risks

Climate risk drivers could bring about microprudential risks to supervised financial institutions. These risks may mani-
fest through a variety of transmission channels.

Climate Risk Drivers

Physical risks, acute
Hurricanes, droughts,
floods, wildfires

Physical risks, chronic

Higher temperature, sea

level rise, environmental
degradation

Transition risks
Climate policy, technology,
regulation, market
sentiment, consumer
preferences

Transmission Channels

Micro channels

Nonfinancial corporates

« Profitability

- Balance sheets, e.g.,
commercial property values,
stranded assets

Households

+ Income and spending

- Balance sheets, e.g., residential
property values

Economic and financial

+ Government policy

+ Capital investment and labor
productivity

- Sectoral reallocation of output

Socloeconomic

+ Population migration

+ Changes in consumption
patterns

Note: Examples are indicative and not exhaustive.

Microprudential Risks

Credit risk
Higher probability of default
(PD) or loss given default
(LGD), collateral values

Market risk
Repricing of financial
instruments, fire sales

Operational risk
Business disruptions,
legal and liability risk

Liquidity risk
High-quality liquid asset
(HQLA) demand,
refinancing risk

Source: BIS/BCBS guidance on transmission channels
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