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Abstract: Climate Change and Sovereign Risk provides a 

comprehensive analysis of the ways in which climate risks affect sovereign 

risk. New empirical evidence demonstrates how climate risk and resilience 

influence the cost of sovereign borrowing, with econometric analysis showing 

that higher climate risk vulnerability leads to significant rises in sovereign bond 

yields. 
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Climate change is a global challenge that has the potential to cause 

significant economic, social, and environmental impacts in the future. These 

impacts are not limited to environmental damage, but they also pose a 

significant threat to the stability of the global economy. Climate change and its 

impacts on economic growth, fiscal stability, and public finances can have 

serious consequences for sovereigns, leading to increased sovereign risk. 

Sovereign risk is the risk that a government will default on its debt obligations, 

and it can be affected by a range of factors, including economic growth, fiscal 

stability, and environmental risks. 

The link between climate change and sovereign risk is complex and 

multifaceted. Climate change can affect sovereign risk in several ways, 

including through its impact on economic growth, fiscal stability, and public 

finances. Climate change can also increase the likelihood of natural disasters, 

such as hurricanes, floods, and droughts, which can have significant economic 

and fiscal impacts on sovereigns. 

One of the primary ways in which climate change can affect sovereign risk 

is through its impact on economic growth. Climate change can lead to lower 

productivity, higher production costs, and reduced output in sectors such as 

agriculture and tourism, which can ultimately lead to slower economic growth. 

This slower economic growth can increase the risk of default, as the 

government may have difficulty generating the revenue needed to service its 

debt obligations. 

Another way in which climate change can affect sovereign risk is through 

its impact on fiscal stability. Climate change can lead to higher government 

spending on disaster relief, health care, and infrastructure repair and 

maintenance, which can increase government debt levels. Higher debt levels 
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can increase the risk of default, as the government may have difficulty servicing 

its debt obligations. 

Climate change can also have an impact on public finances. For example, 

changes in temperature and precipitation patterns can affect tax revenues, as 

reduced agricultural output can lead to lower income and sales tax receipts. 

Climate change can also lead to increased spending on adaptation and 

mitigation measures, such as the construction of sea walls or the installation of 

renewable energy infrastructure, which can further strain public finances. 

The potential impacts of climate change on sovereign risk have not gone 

unnoticed by the global financial community. In recent years, several 

international organizations, including the International Monetary Fund (IMF), 

have called for increased attention to the potential risks posed by climate 

change to sovereigns. The IMF has highlighted the need for improved climate 

risk assessments, increased investment in adaptation and mitigation 

measures, and greater transparency and disclosure of climate-related risks by 

sovereigns. 

In response to these calls, many sovereigns have taken steps to address 

climate change and its potential impacts on sovereign risk. For example, some 

governments have implemented carbon pricing mechanisms, which can help 

to reduce greenhouse gas emissions and generate revenue that can be used 

to fund climate adaptation and mitigation measures. Others have implemented 

renewable energy targets, which can help to reduce dependence on fossil fuels 

and increase the use of renewable energy sources. 

Despite these efforts, there is still much work to be done to fully 

understand and address the potential impacts of climate change on sovereign 

risk. Continued research and analysis are needed to better understand the link 

between climate change and sovereign risk and to identify effective strategies 

for mitigating this risk. Additionally, greater international cooperation and 

coordination will be necessary to address the global nature of climate change 

and its potential impacts on sovereigns around the world. 

In conclusion, climate change and sovereign risk are closely intertwined, 

and the potential impacts of climate change on sovereigns cannot be ignored. 

The global financial community must continue to work together to improve our 

understanding of this link and to identify effective strategies for mitigating this 

risk. By taking action now, we can help to protect the stability of the global 

economy and ensure a sustainable future for generations to come. 
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