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serious. Warming of 5°C is consistent with 

US$7trn in losses—more than the total market 

capitalisation of the London Stock Exchange—

while 6°C of warming is consistent with a present 

value loss of US$13.8trn to manageable fina ncial  

assets, roughly 10% of their global total. Table 1 

highlights the extent of these losses.

Tail risks need to be taken very seriously when 

considering climate change. As highlighted by 

the 2008 fin

a

ncial  cr isis, tail risks are subject to 

miscalculation, but ignoring them can lead to 

exceedingly negatively outcomes. The estimated 

harms depicted in the modelling are conservative 

in nature, and the average result combines a 

range of unlikely but less damaging outcomes 

as well as the more extreme negative outcomes. 

This brings down the expected losses. It should 

be recognised that unless climate change is 

mitigated, the modelling depicts a permanent 

divergence towards a path of lower growth 

and diminished prosperity. Accordingly, it is 

important to recognise that losses from climate 

change do not merely represent market volatility 

or business cycles but permanent impairments to 

total assets.

Understandably, as the size of the expected losses 

is very heavily influ

e

nced by the discount rate 

employed, a discount rate more appropriate for 

the public sector regulators examining systemic 

risk would be signific

a

nt l y lower. For comparison, 

the climate VaR expected using the discount rates 

applied by the Stern Review are more than three 

times those of a private-sector investor. This may 

explain some of the unwillingness on the part of 

the private sector to address these issues. It does 

not, however, excuse government inaction on an 

issue of systemic risk.

This is particularly the case as there are 

opportunities to greatly reduce the risks from 

climate change. Table 2 presents the percentage 

reduction in the climate VaR of a mitigation 

scenario consistent with a 66% probability of 

remaining under 2°C of warming, relative to the 

Figure 3: Range of expected losses discounted from a government perspective, in accordance with the Stern 
Review  

Present value loss to current manageable assets (trillion $, 2015 prices)

Source: Vivid Economics.
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Figure 2: Losses to the capital stock are, like losses to current financial assets, primarily incurred in the latter 
half of the century 

Damage to future capital stock (% loss in year due to climate change)

Note: Losses are not discounted. The losses over time are consistent with paths to the respective temperature levels being reached in 2105.

Source: Vivid Economics.
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The idea 



What gets measured gets done 

The mere act of tracking key indicators makes 

it much more likely that changes in those 

indicators will be positive. 
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Thanks for your time! 
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