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ADDRESSING CLIMATE MITIGATION

In recent years, the monetary
authorities seem to be more and
more concerned by climate change
issues and tend to create initiatives
to contravene present and future
crisis. The launch of the Network for
Greening the Financial System
(NGFS), the recent speeches of Benoît
Coeuré, member of the ECB’s
executive board and François Villeroy
de Galhau, Banque de France’s
governor have shown the increasing
willingness of monetary policy’s
stakeholders to interest themselves
in climate-related risks for the
financial stability. 
 
This essay aims to offer examples of
technique of unconventional
monetary policies objecting at
catalyzing investment in the fight
against climate change. These
political and technical solutions
concern an evolution of mandate
given to instances at international
level: central banks and International
Monetary Fund (IMF). These
mechanisms put condition of liquidity
provision to the debt emitters to
investment in projects contributing to
mitigation and adaptation at climate
change. 
 
IMF’s Special Drawing Rights (SDR)
The Special Drawing Rights (SDR) are
supplementary foreign-exchange
reserve assets defined and
maintained by the IMF. They were
created in 1969 to diversify and
complete official foreign-exchange
reserve of member states. It
represents however a virtual debt on
currency, freely usable by IMF’s
member states. The SDR can be
exchanged against 5 currencies freely
usable: dollar of the US, euro, yuan,
yen and livre sterling. The SDR
allocation can only be engaged
during a global long-term need to

complete existing reserve assets. It
would be a question then for the
developed countries to give a part of
their SDR to an international fund.
The level of participation would
match with IMF Member States’
shares.
 
This instrument could be used by
the IMF to condition its loans at the
implementation of an
environmental policy in affected
countries. However, these
hypotheses stay very improbable at
this stage. In fact, it would lead to a
double constraint for countries
which need monetary liquidities to
wipe out these public debts. Adding
to the structural reforms, the
country would be required to invest
in ecological transition which would
require more structural reforms to 
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fill public green investments.
However, even if its principal mission
consists in international financial
stability preservation, the IMF doesn’t
have at this stage integrated explicitly
financial risks linked to climate
change in its mandate.
 
Central banks’ green monetary
policies
After the economic crisis of the
Eurozone which started in 2010, the
ECB decided to support the debt of
countries by emitting liquidity on
markets. The monetary policy which
consists of making evolve interest
rates was not enough: it is the
beginning of the Quantitative Easing
(QE). QE are principal non-
conventional measures of central
banks since the financial crisis of
2007-2008 and have been completed 

Figure 1: the rationale behind quantitative easing (Source: BBC, 2016)
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by a huge asset purchase program[1]
by central banks to assure the
maximum stability to financial
markets.
 
All these policies have for vocation, in
relation or not with the guidance
of interest rate, to increase the policy
rate of central banks to bring positive
signals at the return of the inflation.
In euro zone, The ECB has spent
EUR2.6 trillion (USD3 trillion) over
almost four years, buying up mostly
government but also corporate debt,
asset-backed securities and covered
bonds — at a pace of 1.3 million
euros a minute. That equates to
roughly EUR7,600 for every person in
the currency bloc[2]. 80% of the
amount of asset is linked to the
sovereign debt.   These transactions
have been realized by member states
of central banks of the euro zone with
a proportional amount of
contribution of their country in the
capital of ECB[3]. According to the
report of ECB, the QE would have an
important short-term effect on
growth in the euro zone and weak at
medium term[4].
 
Economists start to propose new
ideas concerning the potential
orientation of QE looking to
environmental (Green QE), social
(initiative QE for People) value or to
be inclined to directly finance public
investments (Strategic QE) among
others.
 
   a) The rationale behind the Green
Quantitative Easing (Green QE)
This mechanism, suggested by
economists such as Alain Grandjean,
Richard Murphy, and Colin Hines,
would push central bank to condition
liquidity infusion and/or asset
purchase programs to low carbon or
green investments from recipient
Member States. It also consists of
buyback risky bonds from ECB to
commercial banks which have been
remunerated for this risk[5].
 
As the Article 123 of Lisbon Treaty
prohibits ECB to buy public debt on
the primary market, a commercial
bank could buy green bonds and sell
them after to ECB to overstep this
interdiction.

The emitter gets benefitted from the
reimbursement of the credit
depending on the amount of
guaranteed carbon certificates.
In the case of the Eurozone,
guarantees from governments on
“carbon assets” through investment
would permit the ECB to record to its
balance sheet assets the value of
guaranteed carbon assets in
exchange of carbon certificates.
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   b)    Carbon certificates
Another proposal of Aglietta et al.
(2015) aims at conditioning these ECB
loans through a system of carbon
certificates. It would be defined by an
estimated carbon social value (CSV).
 
These certificates would have notional
prices which represent the value of
avoided emissions applied to new
investments.   The CSV would then be
converted into monetary units,
creating “carbon assets” which
correspond at the value of GHG
emissions avoided by low-carbon
investments. In other words,
monetary financing of carbon assets
would apply to the creation of new
real assets.
 
However, even if numerous
parameters determine potentially this
value making the implementation
more complex, European political
treaties remains as the fundamental
element to establish this kind of
mechanism and its political
negotiation would be too complex to
be plausible. It would rather be the
ECB and national central banks to fix
the value of carbon assets for a
precise duration and for a maximal
quantity of carbon asset.
 
The advantage for companies
supporting innovative project would
be the certainty of increasing the CSV
and thus the value of carbon assets
throughout time. Through the
monetary value attributed to new
carbon assets, low-carbon investment
would be paid for their fair action
against climate change. Then, it would
be necessary to be certain of the
signal-price given. An independent
expertise organism could assure the
control and following of low-carbon
projects. This institution follows a
specific typology of green projects,
which could be defined in a near
future by the European
Commission[1]. Finally, if the project is
accepted, it will receive “carbon
certificates”.   Then, a financial
institution would refinance low-carbon
loans given by commercial banks
depending on the value of carbon
certificates. This system would permit
to act as it paid a service for reducing
emissions.
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- The Climate Finance Pact: this initiative aims at marking ECB’s QE to EIB to give to Member
States zero rate financing which should be used in totality to energy transition.   European
members will have the possibility to obtain a drawing right which will reach 2% of the GDP
during 30 years. With this system, France would have for example each year zero rate EUR45
billon, and for Germany EUR65 billion.
 
- The Network for Greening the Financial System (NGFS): started in December 2017, this
network composed of 18 central banks and regulators and 5 international organizations and
works on methods and good practices to fight against climate risks. It remains interesting by a
common norm to evaluate independently the impacts of investments. 
 
- QE4People: initiative launched by 65 economists internationally well-known, this initiative
offers the ECB’s QE to be shared between each citizen of the euro zone. It will permit to give
EUR175/month to the totality of euro zone’s inhabitants (see Van Lerven).

Annex 1 – Significant initiatives
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