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A moment for action
This week’s COP26 summit in Glasgow represents a vital opportunity to set out a clear path towards a zero-carbon world.
Eliminating carbon emissions is the only way to stave off catastrophic climate change. The window for this transition to
take place quickly enough to meet the aims of the Paris Agreement is closing rapidly but – crucially – it remains open.

Credible green transition paths
There may be some costs involved in the transition, but there are opportunities as well. Technological progress has
massively cut the cost of solar power and it is now one of the cheapest sources of electricity the world has ever seen. In
fact, according to the International Energy Agency, more than half of the additional emissions reductions required to meet
the Paris Agreement aims could be gained at no extra cost to electricity customers.[ ]

But we cannot currently rely solely on renewable energy sources, and there are still sectors where the necessary
technology is not yet mature. We do not know for sure what our economies will look like in 30 years and how exactly
climate change will affect us in the future.

That uncertainty can be paralysing, especially when combined with a misguided belief that we cannot affect things
individually, or that it is already too late. Yet we can all make a difference, and we each have a role to play.

Central banks have learned over recent decades that a credible inflation target can help focus expectations throughout
the economy. Governments can similarly guide people and businesses to take meaningful and coordinated steps to limit
climate change by providing well-communicated and credible transition paths. Clear signposts break long and difficult
journeys into more manageable stages.

In part, those transition paths require carbon pricing that fully reflects its current and future environmental and social
costs. This is far from the case at present. Even worse, fossil fuels received $450 billion of explicit subsidies in 2020.[ ]

Sharp increases in energy prices can affect the most vulnerable in society, so careful thought is needed to ensure a just
transition where the benefits are shared equitably.

Those paths also require substantial technological innovation and investment in climate mitigation. Public investment can
catalyse private investment, and the financial sector has an important role to play. Financial institutions should outline in
transition plans how they plan to adapt to a carbon-free world. The Glasgow Financial Alliance for Net Zero[ ] is taking
the first steps in that direction. Complete, internationally consistent and auditable disclosure data can help to ensure
funds flow to where they are needed most, while avoiding the risk of greenwashing.

The ECB’s contributions to combating climate change
Central banks also have a role to play. The impact of natural catastrophes and the green transition on inflation directly
affects the ECB’s primary mandate of price stability, which is why we are paying increasing attention to climate change.[ ]

It also creates risks for the banks we supervise and for the ECB’s own balance sheet.

We are not alone in our concern. Around 100 central banks and financial supervisors worldwide have come together as
part of the Network for Greening the Financial System.[ ] The Network seeks to contribute to the development of climate
and environmental risk management within the financial sector and mobilise finance to support the green transition.
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Yesterday the ECB publicly pledged to contribute, within our field of responsibility, to decisive action by policymakers to
implement the Paris Agreement and mitigate the consequences of climate change.[ ] Climate change was an important

consideration in our recent strategy review[ ], and we have an ambitious roadmap in place that sets out our work agenda
[ ].

Our economy-wide climate stress test shows the benefits of acting early on climate issues.[ ] The short-term costs of the
green transition are heavily outweighed in the long run by the benefits of avoiding costly disasters such as wildfires,
heatwaves and droughts. Clearer intermediate milestones on the path to reaching net zero emissions in 2050 could help
guide our way.

The path ahead
We now face a real choice. As we rebuild and remake our economies following the disruption of the pandemic, we have
the opportunity to move away from carbon. The road ahead may seem daunting, but we know our destination and much
of the path is already well lit. Transitioning to a zero-carbon world is the only way to ensure a brighter future for all of
humanity. In the words of Antoine de Saint-Exupéry, “The time for action is now. It is never too late to do something.”

This blog post appeared as an opinion piece in the following publications: Der Standard (Austria), Le Soir and De Morgen
(Belgium), 24 Chasa (Bulgaria), Jutarnji list (Croatia), Phileleftheros (Cyprus), Postimees (Estonia), Helsingin Sanomat
(Finland), Les Echos (France), Frankfurter Allgemeine Zeitung (Germany), Ta Nea (Greece), Irish Times (Ireland), La
Repubblica (Italy), Delfi.lv (Latvia), LRT, 15 min.lt, Delfi.lt and Verslo žinios (Lithuania), Times of Malta (Malta), Jornal de
Negócios (Portugal), Denník N (Slovakia), Delo (Slovenia) and El País (Spain).
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