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THE ROLE OF INTERNATIONAL FINANCIAL GOVERNANCE AND
REGULATION INSTITUTIONS (IFGRIS) IN THE LOW-CARBON
CLIMATE-RESILIENT TRANSITION

1. Typology and traditional roles of
IFGRIs
The role of international financial
governance and regulation
institutions (IFGIs or IFGRIs) stems
from the one of the financial sector
(i.e., banks, insurances) which “is to
match savers and investors, and to
manage risks in line with fiduciary
duties” in the economy (Zou, 2015).
Traditionally, there have three types
of roles:
 ➞ They set standards, guidelines
and rules, either voluntary or
binding in the financial sector. 
 
The Basel III framework was
designed in response to the financial
crisis by the Basel Committee on
Banking Supervision (BCBS) as part of
a renewed banking regulatory
framework, it tightens liquidity and
capital requirements for banks. The
Solvency II framework implements
the same type of rules for insurance
in Europe. Despite the international
consensus on these regulations,
member States are individually
responsible for their enforcement.
 

The Objectives and Principles of
Securities Regulation issued by the
International Organization of
Securities Commissions (IOSCO). It is
an element of the 12 Key Standards
for Sound Financial Systems. The
latter standards, defined by the
Financial Stability Board (FSB), are
used in the bilateral assessments of
the IMF and the World Bank (Zou,
2015).
 ➞ They provide technical
assistance in the implementation
of these standards. It is also
described as a surveillance process
of countries’ fiscal and policy
developments.
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Under the IMF Article IV, “bilateral
surveillance” is regularly conducted
besides the country economic
surveys conducted by the OECD. The
risks included in this Article IV were
expanded by the Integrated
Surveillance Decision (2012) after the
financial crisis to include multilateral
(across borders) “spillover” analysis.
 
Research on policy issues by
dedicated departments within the
IMF, OECD, BIS and IOSCO also
influence “agenda-setting,
policymaking and coordination
among member countries at the
technical level” (Zou, 2015).
 
 ➞ They ensure the financial
system stability thanks to financial
assistance provided to countries
most in need. 

Figure 1 - History of Basel agreements

Source: Mizuho FG

Figure 2 – Basel III & Solvency II : Different histories and drivers
Source: Nematrian Limited, 2013
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Above all, their main role is to
identify the potential financial
systemic risks. IFGRIs design and
implement 3 types of regulations
in the financial sector: stress
testing, disclosures and prudential
requirements (Repetto, 2016). 
 
IFGRIs can be classified into three
types: 
➞ International and regional
organizations, including UN bodies
(UNCCC, UNEP), the International
Monetary Fund (IMF), the OECD,
AfDB, etc. Resulting from the states’
will to cooperate on certain matters,
their role is to provide analysis,
identify best practices and issue
recommendations or calls. 
=> Role of information, capacity-
building and guidance.
 
➞ Central banks : They control
macroeconomic policies according to
their mandate and have the authority
to implement the lending conditions
to commercial banks. 
=> Role of systemic risks
management and regulation of loan
origination
 
➞ Finance regulation authorities:
Their role is to design and implement
regulations and to ensure that risks
are taken into account by financial
actors. For instance, at the regional
level, the Security and Exchange
Committee (SEC) in the United States,
as well as the Autorité des Marchés
Financiers (AMF) in France, can issue
regulations and impose sanctions to
companies.
=> Role of market regulation and
risks assessments
 
At the international or at a broader
regional level, there are a number of
international organizations, such as
the International Organization of
Securities Commissions (IOSCO) or
the Basel Committee on Banking
Supervision (BCBS) (see below).
 
2. A role to integrate climate-
related risks into investments
practices
Despite the urgent need to
mainstream climate change
considerations into the financial
governance, two main issues
prevent

prevent a complete paradigm
change: differing mandates
between IFGRIs and a lack of a clear
discussion between institutions and
the academic sphere (Zou, 2015).  
 
In fact, IFGRIs and the financial
sectors have an immediate long-term
interest in mitigating and adapting to
climate change as a source of
physical shocks and systemic risks,
hence the need to foster
cooperation between them. Thus,
climate change affects the value of
fixed capital (i.e. extreme weather
events) and is therefore a source of
short-term instability and it has a
systemic impact on the world
economy (see the WEF, Global Risks
Report, 2019). An additional risk is
that, after repeated crisis, the
traditional toolkit of IFGRIs will lose its
efficiency (i.e. unconventional
monetary policies). Co-operation
between governance and financial
institutions has already taken place,
as illustrated by the cooperation
between the IMF, the G20 and the
FSB during multilateral surveillance
reviews, although efforts could also
be directed towards UNFCCC bodies
(more details see: Morel et al., 2015).
Particularly, the creation of the FSB
by the G20 members in 2015 was a
landmark decision.
 
3. Current policies aligned with the
transition to a LCCRE
Current policies include those aimed
at influencing the “demand of capital,
or the creation of low-carbon
investment opportunities”, those
aimed at influencing “the supply of
capital, by either raising finance from
new sources or by reorienting exiting
flows away from carbon-intensive
investments”, and “innovations in
financial instruments and investment
practices of the financial community
whose purpose is to “match” demand
and supply corresponding to investor
needs. (Morel et al., 2015). Moreover,
demand-side policies facilitate
international policy coordination,
information sharing, technical
assistance and surveillance.
International regulatory instruments
are also used (i.e. rules, principles,
guidelines, standards, network,
negotiations).
 

Figure 3 – International financial
regulation architecture)

Source: CRS In Focus IF10129, Introduction to
Financial Services: International Supervision
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Demand-side policies

Supply-side policies

Matching D-S policies

Fiscal policies at national and regional
levels

 
Information sharing policies (i.e. the
OECD - G-20 initiative on fighting tax

Base Erosion and Profit Shifting
(BEPS))

 

Creation of liquid, standardized
financial assets

 
Monetary policies

Standardization (ie., Green Bonds)
 

Securitization (ie., disclosure
requirements)
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- The Task force on Climate-related Financial Disclosure (TCFD), an FBS-G20 initiative, set up
in December 2015. It is the most visible international initiative concerning climate finance
regulation. Headed by Michael Bloomberg, it recognized the lack of transparency about the risks
posed by climate change, and the necessity for industries and investors to understand those 

Annex 1 – Key initiatives

risks (Repetto, 2016). The TCFD mandate was to “develop voluntary, consistent climate-related financial risk
disclosures for use by companies in providing information to investors, lenders, insurers, and other stakeholders”. It
“considered the physical, liability and transition risks associated with climate change and what constitutes effective
financial disclosures across industries”. The final report released on June 29th, 2017 includes a set of
recommendations and a technical supplement on scenario analysis, following a bottom-up approach.
 
- The Securities and Exchange Commission (SEC): The role of the US finance regulator and main authority since its
creation in 1934 is to provide investors with corporate risks and opportunities information and to protect them
thanks to corporate reporting. In response to a growing concern about climate change related risks, on February
2010, the SEC issued an Interpretive Guidance on climate disclosure, an initiative backed by more than “100
institutional investors (about $7 trillion), thereby taking into account “the financial impact of climate change”. It urges
companies to disclose ““material” regulatory, physical, and indirect risks and opportunities related to climate change.”
However, many criticisms have arisen, especially in the last two years, from the civil society (e.g. Carbon Tracker
Initiative, CERES), but also from investors, accusing the SEC of not applying the 2010 Guidance.


