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Abstract
To achieve the climate goals of the Paris Agreement, the bulk of identified fossil fuel 
resources cannot be burned and have to stay in the ground. This fact leads to a situation 
where a significant part of the fossil fuels already recorded in company balance sheets will 
become stranded assets in the near future. Since 2015, central banks have identified climate 
change as a large risk for financial stability, stranded assets constituting a significant ele-
ment of this risk. To protect the economy from this risk, central banks need novel tools. 
The aim of this paper is to outline a new “climate bailout” tool which would enable fossil 
fuel industry actors, both in the Global North and Global South to sell their potentially 
stranded assets to central banks (mainly from the Global North) upon committing them-
selves to invest the received money into new and additional renewable energy (RE). Mul-
tilateral development banks and other development finance institutions would support this 
process, while central banks would take a new kind of long-term, low-yield green climate 
asset onto their balance sheets. The newly financed RE would substitute for lost fossil fuel 
energy supply and stabilise related prices. We demonstrate that a climate bailout would not 
only be in line with the general mandates of central banks, namely maintaining price stabil-
ity and preserving the stability of the financial sector, but would also provide a new tool for 
central banks to counter fossil fuel price shock-induced inflation (fossilflation). We show 
how countries both from the Global South and the Global North could benefit from the 
implementation of this new financial tool.
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1 Introduction

Climate change poses new questions for the financial sector, as for many parts of societies. 
Climate finance can be broken down into adaptation and mitigation finance, the latter being 
dominated by the need to shut down fossil fuels and build up renewable energy (RE) sys-
tems, as part of the global response to climate change.

In 2009, at COP15 in Copenhagen, Global North governments promised USD 100 bil-
lion of annual climate finance. As of 2023, this commitment is over a decade “in the mak-
ing” and has still not been fulfilled, with negative effects on the speed of negotiations and 
trust between countries in the UNFCCC. So, on the one hand, the world is struggling to 
raise the promised amount of climate finance per year. On the other hand, the world needs 
to mobilise even more climate finance: An external finance need of USD 1 trillion per 
year by 2030 has been identified for emerging markets and developing countries other than 
China alone (Songwe et  al., 2022). However, the problem is not a lack of private green 
investment capital. Rather, there is a shortage of clean energy investment opportunities 
with adequate risk and return characteristics, both globally and especially in these coun-
tries (Waldron & Gould, 2021: 45).

Transforming a fossil fuel-based economy into a fully renewable one requires a huge 
amount of investments (McCollum et al., 2018; Peake & Ekins, 2017) that sometimes gen-
erate a return, such as investments in renewables which have already outpaced fossil fuel 
investments in the energy sector (IEA, 2023). But some costs arise that may not be attrac-
tive investments under current circumstances, such as grid enhancement, storage systems, 
insulation and other efficiency investments (OECD, The World Bank, & United Nations 
Environment Programme, 2018: 24). The assumption is that if they were, we would already 
be seeing them on a much larger scale. A stable financing framework is necessary in each 
case to implement these investments.

A stable legal framework also needs to exist to make a RE investment, especially in the 
Global South, calculable and thereby bankable, because it is not a lack of “green money” 
but a lack of bankable projects that is holding the energy transition back (IRENA Coali-
tion for Action, 2018). The scale and speed needed for aligning this energy sector transfor-
mation with the climate emergency’s short timeframes is unprecedented. This singularity 
applies also to the problem of stranded fossil fuel assets discussed in more detail below.

In this context, a rewriting of the rules of finance to make them better fit for dealing with 
climate change has been proposed by Mia Mottley, Prime Minister of Barbados at COP26, 
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and turned into the “Bridgetown agenda”. The search for new tools that allow unlocking 
necessary capital for the tasks at hand also motivates the current article. We turn to central 
banks as an actor that could play an important role in unlocking resources on the necessary 
scale for a swift global energy sector transformation.

Central banks have demonstrated that they are capable of acting in a very fast man-
ner during the financial crisis of 2008 and the COVID-19 pandemic. These instances of 
“bailing out” the financial system and threatened economies have been crucial to overcome 
these crises. With the same urgency, we argue, a “climate bailout” could help overcome the 
climate crisis.

Climate change in fact poses several challenges for financial stability—a key goal for 
central banks. This fact has been acknowledged by central banks at least since 2015 (Car-
ney, 2015). The Network for Greening the Financial System has identified two kinds of 
financial risk resulting from climate change: physical and the transition impact (NGFS Sec-
retariat, 2019). Assessing these risks is a very complex task, and there are serious meth-
odological problems for modelling them (Barnett et al., 2020; Eren et al., 2022; Hansen, 
2022) and quantifying associated costs (Bolton et al., 2020; Campiglio et al., 2023; Deghi 
et al., 2020; European Central Bank, 2021; OECD, 2021; Packer et al., 2022).

2  The upcoming stranded asset crisis

The Carbon Tracker Initiative has pointed to potentially “stranded assets” for over a decade 
(Carbon Tracker Initiative, 2011). These refer to fossil fuel resources and infrastructure 
which become uneconomic due to a transition away from fossil fuels. Fossil fuel resources 
in danger of becoming stranded assets include oil, gas and coal which are still in the 
ground, but are already included in the books of fossil fuel companies as reserves. Infra-
structure assets that could be stranded include fossil fuel power plants, refineries, pipelines 
and “upstream” extraction infrastructure and even real estate. Large amounts of stranded 
assets could seriously endanger financial stability. The transmission channels that bring 
“transition risk” expressed by government policies, investor or consumer sentiment, or 
technological change to bear on established risk categories such as credit, market, liquidity 
and operational risk can be divided into micro- and macroeconomic transmission channels 
(Basel Committee on Banking Supervision, 2021: 4, Fig. 1).

2.1  Size of the issue

Different authors have tried to quantify stranded assets in different sectors and with 
different methodologies (see Daumas, 2023 for a recent overview of the literature). 
While there are a number of estimates that use non-monetary metrics such as capacity 
of coal power plants or potential emissions of fossil fuel reserves, the most interest-
ing analyses for central banks are those that quantify a financial impact. An important 
distinction in this regard is between book value of fossil fuels and foregone income 
streams. While Carbon Tracker has quantified the issue at slightly over USD 1 tril-
lion, 0.6 trillion of which for assets listed at stock exchanges (Allen & Coffin, 2022), 
and pointed to USD 9 trillions of lost profits for “petrostates” (Coffin et  al., 2021), 
Mercure et al. (2018) have quantified what they call values at risk at USD 12 trillion. 
Other estimates reach as high as USD 44 trillion for all fossil fuel reserves that could 
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be stranded under a 1.5 °C compatible pathway (Hansen, 2022) (Daumas, 2023, gives 
a full picture of the range of methodologies and resulting estimates that can be found 
in the literature).

The amounts are, on the one hand, potentially too high for public budgets to cope 
and thus merit bringing central banks into the picture, and on the other hand, they 
are on a scale that is certainly within reach for central banks, judging from existing 
precedents.

2.2  On top: stranded liabilities

A topic that has not received much attention in academic literature is that of “stranded 
liabilities” (Schuwerk et al., 2020). It refers to asset retirement obligations—costs for envi-
ronmental remediation and plugging wells—which can get “stranded” when a company 
goes bankrupt. In such a case, the public steps in and absorbs the costs. In theory, there 
are financial mechanisms in place to assure that such costs are covered. In practice, these 
mechanisms are only partly functional, with money set aside being either too little, or prac-
tices such as blanket bonds for many wells at once, or self-bonding (Heard, 2017) which 
cease to function properly in the case of a bankruptcy. This has led to a situation where 
bankruptcies can lead to significant stranded liabilities in the coal (Macey & Salovaara, 
2019) and oil and gas industries (Schuwerk & Rogers, 2020).

The issue is not well studied on a global scale, but some partial results indicate 
that it is sizeable: In California, about USD 100 million are available for an estimated 
need of over USD 9 billion to plug roughly 100,000 wells (Boomhower et  al., 2018: 
28, Table 8), while the US EPA estimates a total of 2.1 million unplugged abandoned 
wells for the US alone (Raimi et al., 2020). Offshore wells in particular are expensive 
to plug: The 82,257 wells in the US Gulf of Mexico have been estimated to cost USD 
44.4 billion to plug and abandon (Agerton et al., 2023). How to improve the regulatory 
framework is a topic of active discussion in the US (Fitch, 2021; Gouzoules, 2022; 
Rusco, 2019), where a federal rule already exists that prior owners can be held liable 
in the event of a bankruptcy. Internationally famous cases such as the Niger Delta in 
Nigeria (United Nations Environment Programme, 2011) or Lago Agrio in Ecuador 
(Gomez, 2013) testify to the current lack of institutional and legal means to oblige fos-
sil fuel companies to clean up behind themselves.

Schuwerk et al. (2020: 6) have pointed to a dynamic that could give the topic par-
ticular relevance for financial stability: the interaction between asset stranding and 
liability stranding. Because current rules allow operators to push retirement costs fur-
ther into the future and discount them in the present, the stranding of an asset raises 
the present costs of retirement. A perceived crisis with environmental liabilities being 
purposefully stranded (Boomhower, 2019) could very plausibly provoke a regulatory 
reaction of stricter rules around retirement obligations in future—which, in turn, could 
lead to additional assets becoming stranded.

When a fossil fuel company declares bankruptcy, its climate liabilities also get 
stranded. Climate damages attributable to fossil fuels have been estimated at USD 69.6 
trillion over the period 2025–50 (Grasso & Heede, 2023). How this “bill” is going to 
be footed is currently unclear. The climate bailout we will discuss in the next chapter 
could be a way to bring the financial burdens of both asset retirement obligations and 
climate damages into a more structured process where the bill will be paid.
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2.3  Why not let markets alone deal with it

Lord Nicholas Stern’s evaluation that climate change is history’s biggest market failure is 
well known (Stern, 2007: viii). This can largely be blamed on the time horizons of eco-
nomic decisions and the huge externalities that are not priced in when opting for fossil 
fuels. The International Monetary Fund has published a working paper that estimates these 
externalities and considered fossil fuel subsidies on this basis to lie at around 5 trillion 
per year in the mid-2010s (Coady et al., 2019). A challenge in transforming this situation 
with large unaccounted damages being caused on an ongoing basis is the lock-in dynamic, 
where sunk costs are high and maintain an unprofitable industry operating even when it is 
no longer competitive against cleaner alternatives from a full lifecycle perspective (Erick-
son et al., 2015; Seto et al., 2016; Unruh, 2000). Locked-in fossil fuels will require addi-
tional resources to be unlocked.

An additional concern is that today’s energy markets are getting distorted by subsi-
dies. These have the effect of making fossil fuel projects financially much more attrac-
tive (Achakulwisut et  al., 2021; Lunden & Fjaertoft, 2014) and, in the worst case, push 
uneconomic projects forward (Erickson et al., 2017). When risks and rewards are distrib-
uted unevenly in time or among institutions, it becomes possible to move forward with big, 
risky projects on the basis of “optimism bias”, leading to cost overruns (EY, 2014: 9). Big 
fossil fuel projects tend to generate path dependencies of their own, including constituen-
cies in favour of maintaining or deepening the fossil fuel status quo (Brauers & Oei, 2020; 
Corral-Montoya et al., 2022; Haley, 2011; Newell & Johnstone, 2018). In cases such as the 
German coal phase-out, big fossil fuel actors have shown quite capable of defending their 
economic interests in the face of policy efforts towards a swift energy transition (Brauers 
et  al., 2020), reaping benefits such as big subsidies (Furnaro, 2023). A close connexion 
between politics and fossil fuel projects can thus shield them to a certain degree from the 
market. For both coal-powered electricity and fossil gas deliveries, there is a tendency to 
put in place long-term contracts which make it difficult to exit the technology, even if the 
economics of renewables have advanced so much that building new renewable facilities 
would be cheaper than just the operating cost of written-off fossil fuel facilities [see Bodnar 
et al., 2020, for a global evaluation of coal power plants and Brauers et al. (2021) for fossil 
gas lock-in].

2.4  The potential role of central banks

The huge global problem of climate change needs a similarly huge global solution. And 
the only economic institutions which have the power to handle the economic size of cli-
mate change are central banks, in particular from the Global North. Central banks which 
create internationally accepted reserve currencies are capable of purchasing bonds from 
states and other economic entities to provide the needed liquidity for the biggest economies 
to surmount obstacles of the magnitude of the financial crisis in 2008 and the COVID-19 
pandemic. This unique economic capability of central banks could also be used to support 
the global RE transition and overcome the stranded asset issue. One possible new tool to do 
this is a climate bailout laid out below.

One potential strong point of central banks for the topic at hand is their independence. 
There is a wide literature discussing this topic [see Vasicek et al. (2023) for a recent over-
view] but for our focus on ending fossil fuels, a specific dimension of independence is 
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important: Central banks could potentially be better shielded from the influence of fossil 
fuel actors on politics (Fagan-Watson et al., 2015; Markussen & Svendsen, 2005). Com-
pared to other public institutions, central bank operations are normally more based on eco-
nomic science, with research departments actively debating different ideas and concepts 
and explicit channels for evidence-based learning (although there may be other inherent 
biases, too [see Fabo et  al., 2021)]. This may place them as an important neutral actor 
in the final term of the fossil fuel age where the public’s best interest aligns with a swift 
energy transition. In the current political–economic configuration, fossil fuel interests con-
tinue to determine the way of the global economy in spite of more and more severe climate 
change impacts. Year after year of UNFCCC Conferences of the Parties with declarations 
that emissions should be brought down contrast with constantly rising greenhouse gas 
emissions. When taking this emissions outcome perspective, the question suggests itself 
whether the political game is constantly being won by fossil fuel interests, which have an 
incentive to delay the energy transition as long as possible and whether additional interven-
tions by new actors are needed for a different dynamic.

3  The “Climate Bailout” proposal

3.1  Basic elements: how it works

The basic idea of the climate bailout is to give fossil fuel companies a way out of their cur-
rent, obsolete business model, so that the fossil raw materials that are no longer allowed to 
be burned remain in the ground, and at the same time, RE is built up that can replace the 
fossil energies.

To implement the climate bailout developed here, it is first necessary to identify the 
fossil raw materials that must remain in the ground because their burning would make it 
impossible to achieve climate goals. The companies that own these raw materials and have 
already accounted for them as assets fear that the value of these raw materials might fall 
sharply in the near future, if they can no longer be used for energy. This threatens the com-
panies with high and possibly existential balance sheet losses, even threatening financial 
stability. The climate bailout is a last resort out of this dilemma because it enables compa-
nies to sell their fossil assets which are in danger of becoming stranded before they become 
worthless. However, the sale of these commodities is only made possible if the compa-
nies simultaneously commit to investing in RE and the associated infrastructure with the 
proceeds.

3.1.1  Converting presumably stranded assets into renewable energies

The coupling of the expansion of RE with the non-use of fossil raw materials envisaged 
in this proposal has an important energy-related reason: If fossil raw materials remain in 
the ground, they are no longer available for energy use and must be replaced by RE. This 
applies equally to oil, gas and coal. With the transition from fossil fuels to electricity from 
renewable sources, great efficiency gains are realised. In this way, the current high primary 
energy consumption can be reduced to about one-third. Thus, only a part of the current 
energy production needs to be replaced. Nevertheless, the supply of renewables must be 
increased in the course of the phase-out of fossil energy sources. The climate bailout links 
these two elements and thereby improves the stability of the energy sector.
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The fossil fuel companies can sell their unmined fossil resources (and associated 
infrastructure, such as mines and refineries) to designated financial institutions, such 
as national or multilateral development banks (MDB). The MDBs bundle the stranded 
assets into new "Climate Bailout Bonds" (CBB). Since the market value of fossil 
resources that can no longer be extracted and the associated infrastructure will fall 
sharply in the future, the MDBs must be enabled to sell on the CBBs directly and with-
out loss to central banks. To this end, the central banks must establish in advance how 
many CBBs they are planning to buy from the MDBs.

3.1.2  Determining the price for presumably stranded assets

First, the price for the fossil raw materials remaining in the ground must be deter-
mined. Here, it seems sensible to take the CO2 content of the raw materials remaining 
in the ground as a reference. A fixed amount of money could be paid per tonne of CO2. 
This amount must be high enough for companies to have an interest in getting rid of 
their fossil assets that could get stranded. At the same time, it must not be too high, 
because only the losses threatened by stranding are to be limited and no extra profit 
is to be financed. Here, the MDBs could apply a trial-and-error procedure that allows 
timely price adjustments in order to find the price corridor that achieves the desired 
steering effect. An ex-ante quantitative analysis could be useful for calculating a start-
ing price. Potential sellers must also be aware that the sales price will fall over time, so 
waiting too long is not a sensible strategy.

Once a price (or price corridor) per tonne of CO2 has been determined, the process 
can continue with a bidding competition between the companies willing to sell. Only 
the companies that will build the most RE (or other climate friendly measures) with 
the sales proceeds will be selected. Where and how much RE they want to build up 
must be explained in detail by the companies in advance in a transparent and credible 
manner. Only new and additional RE projects would be eligible that do not crowd out 
other RE investors.

If the expansion targets are not met, sanctions must be imposed, such as the repay-
ment of the sales price. In any case, the sanctions must be strong enough to deter unre-
liable bidders. Bidders can also invest in other infrastructure necessary for the energy 
transition, such as grid enhancement, storage systems and the necessary reconversion 
plants. It would also be possible to invest in higher efficiency, better thermal insulation 
and the construction of heat pump systems, as well as the conversion of the industry’s 
process heating needs to electricity from renewable sources.

It is also important for a functioning bidding competition that the central banks par-
ticipating in the procedure must determine in advance a maximum amount with which 
the MDBs can buy up the stranded assets, bundle them into CBBs and resell them to the 
central banks. The bidding process ensures that the largest possible renewable capacity is 
achieved per CBB bought up by the central bank. However, in order to reduce emissions 
as much as possible, the maximum amount of CBBs to be bought up by the central bank 
should not be too limited. Rather, the aim should be a bidding competition in which the 
majority of companies can sell their stranded assets in exchange for the creation of new 
RE. However, there must also be a minimum amount of RE to be built up per fossil raw 
material unit sold, to avoid an unjustified gain for the sellers of the fossil assets. If the mini-
mum amount is not achieved, no purchase is made by the MDBs.
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3.1.3  The refinancing process via the central bank

The task of buying up and bundling in CBBs could be taken on by national development 
banks or MDBs. In any case, the procedure must be coordinated with the related central 
bank, and the MDBs must receive a fee for the service of bundling in CBBs and moni-
toring the implementation of the contractually agreed RE build-up, which must be paid 
by the sellers of the fossil assets.

The possibility for the MDBs to refinance the CBB purchases at the central bank 
without losses is crucial for the climate bailout. No private economic entity whose 
objective is to make profits can buy such barely liquid, very low-yield CBBs. Public 
budgets would also be overburdened in view of the extent of the decommissioning of 
fossil raw materials and their infrastructure necessary to save the climate. The same 
applies to other private financiers. The central bank takes the CBBs onto its balance 
sheet as a new asset at their nominal value. CBBs consisting of fossil fuels that are also 
suitable for non-energy use can continue to generate a financial return if the raw materi-
als are sold for this use. Therefore, the infrastructure required for extraction and pro-
cessing (e.g. wells, pipelines, mines and refineries) may still be able to generate a partial 
return when non-energy uses are continued.

3.2  Widening the central bank toolbox

Why should a central bank, besides preventing climate damages, have an interest in buying 
up largely illiquid low-yield bonds like CBBs and adding them to its balance sheet at nomi-
nal value? The aftermath of the great financial crisis of 2008 has shown that most central 
banks have no monetary policy tool to directly stimulate economies when interest rates are 
already very low. This lack led the European Central Bank (ECB)—as a substitute action—
to buy a wide variety of assets on a large scale in order to pump new liquidity into the mar-
kets, intended as an expansionary stimulus. But also this tool works only in an indirect way. 
This shortcoming could be remedied with a monetary policy tool that exerts a direct effect 
on real investments in the green energy transition, e.g. via purchases of CBBs.

The current sources of inflation in the euro area are supply/demand shocks and bot-
tlenecks in the value chains. At the same time, recent developments show that the central 
banks do not have an effective tool against “fossilflation”—inflation triggered by rising fos-
sil energy prices—(Schnabel, 2022) either. A monetary policy tool that has a direct, damp-
ening effect on rising energy costs would make it much easier for a central bank to fulfil its 
main mandate of price stability in the medium term. This could be achieved through a tool 
that leads to the expansion of renewables and lowers the economy’s dependence on price-
volatile fossil fuels. RE prices are more stable than volatile fossil fuels and show a declin-
ing trend in the long run (IRENA, 2023).

The price-stabilising effect would be even greater if the substitution of fossil energies 
were promoted by many central banks on a global scale. In addition, central banks could 
avoid the dilemma of making urgently needed investments in the energy transition more 
expensive and thus more difficult by raising interest rates. Furthermore, a climate bailout 
would reduce the number of fossil energy assets stranded by the energy transition and thus 
also improve the overall stability of the financial sector.

To summarise the expansion of the central banks toolkit: The climate bailout tool 
expands the toolkit in four ways:
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1. It can stimulate the economy in a more direct way than ordinary asset purchases.
2. It expands the toolkit for fulfilling the central banks new mandate on climate change.
3. As it is a kind of monetary financing, the tool will support the fast energy transition 

without burdening the national budget.
4. The tool will support the way out of highly volatile fossil fuel prices.

3.3  Central bank mandates and a climate bailout

A climate bailout would expand the monetary policy toolbox of central banks. We will dis-
cuss the question whether the presented climate bailout is in line with the general mandate 
of central banks, taking the example of the ECB. In principle, an adjustment of the central 
banks’ mandates is also possible, but could require a time budget that is no longer available 
with regard to the climate crisis.

The current Treaty on the Functioning of the European Union (TFEU) provides that 
the primary objective of the ECB is to maintain price stability (Article 127 TFEU). At 
the same time, Article 127 TFEU states that the ECB shall support the general economic 
policies of the Union with a view to contributing to the achievement of the objectives laid 
down in Article 3 of the Treaty on European Union (TEU). This applies as soon as the 
primary objective of price stability is not thereby jeopardised. Among other things, Article 
3 of the TEU explicitly names "a high level of protection and improvement of the quality 
of the environment" as an objective. At the latest with the ratification of the Paris Agree-
ment by the EU states, it can be claimed that the "high level of environmental protection" 
also means global climate protection. Thus, three reasons can be identified in the European 
Treaties that make a climate bailout as a monetary policy tool appear not only permissi-
ble, but also even imperative: First, it supports financial stability, second, it helps the ECB 
achieve price stability and, third, it helps it fulfil its (secondary) mandate to support the EU 
in implementing climate protection. This also disproves recurring criticisms that the ECB’s 
activities in the area of climate protection represent an overstretching of its mandate.

3.3.1  A climate bailout and the role of state financing

Other critics, however, might object that the purchase of CBBs, with very long, even per-
petual maturities and low earning power, constitutes a form of monetary state financing, 
because—indirectly—objectives are pursued that could be met with ordinary budget funds 
(Hülsewig & Steinbach, 2021). However, the direct acquisition of bonds from public devel-
opment banks (such as MDBs) by the ECB is permitted under Art. 123, para. 2 (TFEU) 
and thus does not fall under the prohibition of monetary state financing. This would also 
apply for the direct purchases of CBBs issued by MDBs from the central bank in the con-
text of a climate bailout. In addition, budget financing through the purchase of government 
bonds by the ECB (monetary government financing) is only prohibited if it is carried out 
directly (Art. 123, para. 1, TFEU). As soon as these purchases are made indirectly, they are 
permitted. This view has also been confirmed by the European Court of Justice (Redaktion 
Beck-Aktuell, 2018).

The ECB made very successful use of the monetary policy tool of indirect purchases 
of bonds of government and other issuers both in dealing with the financial crisis of 2008 
and with the COVID-19 pandemic. It was only through the mass purchase of these bonds 
that the enormous financial tasks that the states had to perform could be borne by the 
public budgets, and the crises could be mastered. Nevertheless, there is a discussion on 
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the adverse consequences and possible drawbacks of the ECB purchase programmes [see 
Beckmann et al. (2020) for a detailed overview]. Successfully mastering the climate crisis 
might not be possible via financing from ordinary, tax-based budgetary resources alone 
either. We, therefore, suggest an approach similar to the one taken to deal with the financial 
and COVID crises.

3.3.2  Climate Bailout Bonds (CBB) as permanent part of a central bank balance sheet

The ECB’s new climate bailout tool means that the part of the asset side of the ECB’s 
balance sheet consisting of CBBs has very little, if any, liquidity left and is, therefore, no 
longer available for balance sheet-reducing monetary policy actions, such as asset sales to 
the financial markets by the ECB. However, in any case, only a relatively small part of the 
balance sheet needs to be available for such measures. Empirical evidence [see, for exam-
ple Board of Governors of the Federal Reserve System (US) (2023) for the US] shows that 
the monetary base as major part of the balance sheets of central banks grows moderately 
and continuously in economically normal times and is only reduced again when existen-
tial crisis situations have previously led to a very strong and rapid increase in the balance 
sheet total. It is thus plausible to regard a substantial part of a central bank balance sheet as 
permanent.

4  Discussion

4.1  Benefits

One important benefit of the climate bailout proposal consists in the incentive change of 
the fossil fuel lobby groups from promoting fossil fuels and hampering renewables towards 
a lobby group that will support a better legal framework for renewables. Until now, fossil 
fuel companies gain their revenues with coal, gas and oil and every year in which they can 
postpone the transformation into renewables they can earn a lot of money with this behav-
iour. Upon the implementation of the climate bailout, the fossil fuel companies would have 
a strong incentive to get rid of their stranded assets to avoid future losses and to do this 
they must—according to the bailout plan—heavily invest into new and additional renewa-
bles. Hence, it can be assumed that fossil fuel companies would change their lobby activi-
ties towards promoting a new legal framework which will support a fast climate friendly 
energy transition.

Even though the international dimension of a climate bailout may seem like an unwar-
ranted “giving away” of resources to a foreign country by a central bank, there is a way in 
which a central bank can provide financial resources to other countries and create a benefit 
at home: via “home economy clauses”. If these are established in a climate bailout mecha-
nism, this would mean that a set portion, for example 50%, of the money paid to entities in 
other countries for their stranded assets needs to be spent on goods and services from the 
central bank’s home economy. This means, to stick with the 50% example, that half of the 
money would necessarily flow back into the home economy and stimulate economic activ-
ity there, namely those sectors which produce goods or deliver services relevant for a swift 
RE transformation. In money system implications, the outcome would be quite similar 
to quantitative easing and COVID bonds described above. It would not meet the “market 
neutrality” principle sought for quantitative easing by those who see this as an important 
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principle of central bank action. But then, this principle has been criticised for being biased 
towards fossil fuel companies which emit more corporate bonds than zero-carbon energy 
companies (Matikainen et al., 2017).

As Heede and Oreskes (2016) have pointed out, the bulk of fossil fuel reserves is not in 
the hands of private companies, but rather controlled by state-owned enterprises, many of 
which are in the Global South. In principle, this could make innovative mechanisms such 
as a climate bailout easier, because, on both sides of the table, we have institutions that 
are meant to look out for the best interest of society rather than private profit, including 
the very big interest of successfully confronting the climate emergency and meeting the 
Paris climate targets. Whether this is enough to enable countries which are today heavily 
dependent on fossil fuel export revenue to embrace a swift transition is questionable. But 
we assume that at least the prospects of a financial flow in the case of non-extraction would 
make these countries more willing to look at alternative options to the current “business as 
usual” which tends to aim for extracting all reserves as quickly as possible. What should 
not be forgotten in all this is that the objective cannot be to create another import-depend-
ent sector in the Global South economies, but must rather be to make an initial transfer of 
capital and technology that seeds the growth of a domestic RE industry that can sustain 
itself.

A climate bailout may prove beneficial from two additional angles: Firstly, the payment 
of climate debt is a long-standing demand of the climate justice movement and various 
governments (Pickering & Barry, 2013). Climate reparations owed by fossil fuel com-
panies for climate damages caused since 1988 have been quantified at USD 23.2 trillion 
(Grasso & Heede, 2023). The sheer size makes it understandable that the political will for 
climate debt payments is not there yet. The US even brought a clause into the Paris Agree-
ment that attempts to explicitly shirk that responsibility. A climate bailout could potentially 
help break the ice by generating sizable resources that could be counted towards climate 
debt without placing an additional burden on government budgets.

Secondly, from the perspective of intergenerational equity, fossil fuel endowments 
should be considered “family silver” that is not to be sold, but to be conserved (Basu & 
Pegg, 2020). Considering fossil fuels, and in particular oil and gas “too valuable to burn” 
makes sense when considering the many potential non-burning uses that these materials 
have and which generate much higher value to society. When further taking into account 
the huge externalities of their burning, selling off these endowments for quick burning 
appears like one of the least attractive options. Via a climate bailout, central banks could 
take over ownership of fossil fuels and hold onto them long enough for human societies to 
develop methods to use these materials in a better, non-burning way.

4.2  Potential critiques

Every new tool for central banks will need to withstand many critiques. We want to con-
sider at least a few of them in a very brief manner.

The first critique would be that the tool could itself generate risk of inflation. But the 
global additional amount of investments into renewable and other climate friendly meas-
ures would be very small in relation to the global GDP. Hence, only a very small inflation-
ary pressure would occur from implementing the climate bailout.

The question could also be raised: Why have central banks not already done this? 
This is indeed a very good question. To answer it, we need to keep in mind that central 
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banks have started to regard climate change as part of their mandate only since around 
2015. As necessarily conservative institutions, they need time to go beyond their usual 
approach.

In particular in the Euro area, there is a discussion about whether the mandate of the 
ECB would allow new tools which deal with any kinds of state financing. But, in the 
end, this is a question of political will and not of the words into the EU treaty.

Another critical question the proposal may raise is: Why should we support the old 
fossil fuel industry by getting rid of their stranded assets? The unpleasant answer is that 
the fossil fuel industry exists as a very powerful entity and will hamper the urgently 
needed energy transition in the absence of a solid incentive to change their behaviour, 
an “exit ramp” if you will. Moral hazard is an important topic to be taken into account 
in the further design of the mechanism and can build on some existing thinking and 
analysis on the question [see, e.g. Daumas and Salin (2021), Scott Cato and Fletcher 
(2020)].

Related to the previous concern, a climate bailout could be viewed as another fossil 
fuel subsidy. Farming subsidies are one possible analogy, where farmers are paid for 
not farming their land. While the climate bailout mechanism provides resources that are 
not currently afforded by the market for unlocking an end to fossil fuels, we argue that 
it provides an opportunity to include certain costs, such as environmental and climate 
liabilities which markets currently ignore or discount. See also Sect. 2.3 of this article 
(“Why not let markets alone deal with it”) for several additional reasons why the prob-
lem can’t be expected to “solve itself”. Rather than subsidising a fossil fuel status quo, 
a climate bailout would provide a last exit offer from the authorities, which could also 
build legitimacy for stronger regulatory action on ending fossil fuel burning.

5  Conclusion

Financing the needed investments for addressing climate change requires unconven-
tional and innovative tools at a massive scale. The climate bailout is a tool that can 
address two problems at once: RE growing too slowly, and financial instability resulting 
from stranded fossil fuel assets. Details for implementing a climate bailout remain to 
be worked out. While central banks are conservative organisations, they helped over-
come the 2008 financial crisis and the COVID-19 pandemic by developing a number of 
ground-breaking new financial tools. Thus, there is hope that they may also deploy new 
financial tools to address the climate emergency. It could bring much needed progress 
in the climate finance field, but will surely not be a silver bullet. Central banks will also 
need a formal, or at least informal, permission from their parliament or government to 
implement a climate bailout which could be interpreted by some as overstepping their 
mandate. We hope to have shown that it would not only fall within their current man-
date, but also would actually allow them to meet it better.

References

Achakulwisut, P., Erickson, P., & Koplow, D. (2021). Effect of Subsidies and Regulatory Exemptions on 
2020–2030 Oil and Gas Production and Profits in the United States. Environmental Research Let-
ters, 16(8), 084023. https:// doi. org/ 10. 1088/ 1748- 9326/ ac0a10

https://doi.org/10.1088/1748-9326/ac0a10


229“Climate Bailout”: a new tool for central banks to limit the…

1 3

Agerton, M., Narra, S., Snyder, B., & Upton, G. B. (2023). Financial Liabilities and Environmental 
Implications of Unplugged Wells for the Gulf of Mexico and Coastal Waters. Nature Energy, 8(5), 
536–547. https:// doi. org/ 10. 1038/ s41560- 023- 01248-1

Allen, T., & Coffin, M. (2022). Unburnable carbon: Ten years on. Carbon Tracker Initiative.
Barnett, M., Brock, W., & Hansen, L. P. (2020). ‘Pricing Uncertainty Induced by Climate Change’ 

edited by H. Hong. The Review of Financial Studies, 33(3), 1024–1066. https:// doi. org/ 10. 1093/ 
rfs/ hhz144

Basel Committee on Banking Supervision. (2021). Climate related risk drivers and their transmission chan-
nels. Bank for International Settlements.

Basu, R., & Pegg, S. (2020). Minerals are a shared inheritance: Accounting for the resource curse. The 
Extractive Industries and Society, 7(4), 1369–1376. https:// doi. org/ 10. 1016/j. exis. 2020. 08. 001

Beckmann, J., Fiedler, S., Gern, K.J., Kooths, S., Quast, J., & Wolters, M. (2020). The ECB’s Asset Pur-
chase Programmes: Effectiveness, Risks, Alternatives. IN-DEPTH ANALYSIS, Requested by the ECON 
committee. European Parliament, Policy Department for Economic, Scientific and Quality of Life Poli-
cies, Directorate-General for Internal Policies.

Board of Governors of the Federal Reserve System (US). (2023). Monetary Base; Total [BOGMBASE]. 
FRED, Federal Reserve Bank of St. Louis. Retrieved December 29, 2023, from https:// fred. stlou isfed. 
org/ series/ BOGMB ASE.

Bodnar, P., Gray, M., Grbusic, T., Herz, S., Lonsdale, A., Mardell, S., Ott, C., Sundaresan, S., & Varadara-
jan, U. (2020). How to Retire Early: Making Accelerated Coal Phaseout Feasible and Just. Rocky 
Mountain Institute.

Bolton, P., Després, M., Pereira da Silva, L., Samama, F., & Svartzman, R. (2020). The Green Swan. Central 
Banking and Financial Stability in the Age of Climate Change. Bank for International Settlements.

Boomhower, J., Shybut, M., & Daniel DeCillis, M. (2018). Orphan Wells in California: An Initial Assess-
ment of the State’s Potential Liabilities to Plug  and Decommission Orphan Oil and Gas Wells. An 
Independent Review of Scientific & Technical Information. Emerging Topic Report. California Council 
on Science and Technology.

Boomhower, J. (2019). Drilling like there’s no tomorrow: Bankruptcy, insurance, and environmental risk. 
American Economic Review, 109(2), 391–426. https:// doi. org/ 10. 1257/ aer. 20160 346

Brauers, H., Braunger, I., & Jewell, J. (2021). Liquefied natural gas expansion plans in Germany: The risk of 
gas lock-in under energy transitions. Energy Research & Social Science, 76, 102059. https:// doi. org/ 10. 
1016/j. erss. 2021. 102059

Brauers, H., & Oei, P.-Y. (2020). The Political Economy of Coal in Poland: Drivers and Barriers for a Shift 
Away from Fossil Fuels. Energy Policy, 144, 111621. https:// doi. org/ 10. 1016/j. enpol. 2020. 111621

Brauers, H., Oei, P.-Y., & Walk, P. (2020). Comparing coal phase-out pathways: The United Kingdom’s 
and Germany’s diverging transitions. Environmental Innovation and Societal Transitions, 37, 238–253. 
https:// doi. org/ 10. 1016/j. eist. 2020. 09. 001

Campiglio, E., Daumas, L., Monnin, P., & Von Jagow, A. (2023). Climate-related risks in financial assets. 
Journal of Economic Surveys, 37(3), 950–992. https:// doi. org/ 10. 1111/ joes. 12525

Carbon Tracker Initiative. (2011). Unburnable Carbon—Are the World’s Financial Markets Carrying a 
Carbon Bubble? Carbon Tracker Initiative.

Carney, M. (2015). Breaking the tragedy of the horizon–Climate change and financial stability. Lloyd’s of 
London, Speech. Speech.

Coady, M. D., Parry, I., Le, N. P., & Shang, B. (2019). Global fossil fuel subsidies remain large: An update 
based on country-level estimates. IMF Working Papers 2019(089), 1. https:// doi. org/ 10. 5089/ 97814 
84393 178. 001

Coffin, M., & Grant, A. (2021). Beyond petrostates. The burning need to cut oil dependence in the energy 
transition. Carbon Tracker Initiative.

Corral-Montoya, F., Telias, M., & Malz, N. (2022). Unveiling the Political Economy of Fossil Fuel Extrac-
tivism in Colombia: Tracing the Processes of Phase-in, Entrenchment, and Lock-In. Energy Research 
& Social Science, 88, 102377. https:// doi. org/ 10. 1016/j. erss. 2021. 102377

Daumas, L., & Salin, M. (2021). A “Climate Bad Bank” to navigate stranded assets? Exploring an emerging 
policy proposal. Available at: https:// ec. europa. eu/ econo my_ finan ce/ arc20 21/ docum ents/ poste rs/A_ 
clima te_ bad_ bank_ to_ navig ate_ stran ded_ assets_ Explo ring_ an_ emerg ing_ policy_ propo sal_ paper. pdf, 
accessed 27/2/2024.

Daumas, L. (2023). Financial stability, stranded assets and the low‐carbon transition—A critical review 
of the theoretical and applied literatures. Journal of Economic Surveys. https:// doi. org/ 10. 1111/ joes. 
12551

https://doi.org/10.1038/s41560-023-01248-1
https://doi.org/10.1093/rfs/hhz144
https://doi.org/10.1093/rfs/hhz144
https://doi.org/10.1016/j.exis.2020.08.001
https://fred.stlouisfed.org/series/BOGMBASE
https://fred.stlouisfed.org/series/BOGMBASE
https://doi.org/10.1257/aer.20160346
https://doi.org/10.1016/j.erss.2021.102059
https://doi.org/10.1016/j.erss.2021.102059
https://doi.org/10.1016/j.enpol.2020.111621
https://doi.org/10.1016/j.eist.2020.09.001
https://doi.org/10.1111/joes.12525
https://doi.org/10.5089/9781484393178.001
https://doi.org/10.5089/9781484393178.001
https://doi.org/10.1016/j.erss.2021.102377
https://ec.europa.eu/economy_finance/arc2021/documents/posters/A_climate_bad_bank_to_navigate_stranded_assets_Exploring_an_emerging_policy_proposal_paper.pdf
https://ec.europa.eu/economy_finance/arc2021/documents/posters/A_climate_bad_bank_to_navigate_stranded_assets_Exploring_an_emerging_policy_proposal_paper.pdf
https://doi.org/10.1111/joes.12551
https://doi.org/10.1111/joes.12551


230 M. Kroll, K. Kühne 

1 3

Deghi, A., Feng, A., Gan, Z. K., Khadarina, O., Suntheim, F., & Xu, Y. (2020). Chapter 5: Climate change: 
physical risk and equity prices. In Global financial stability report: Markets in the time of COVID-19 
(pp. 85–102). International Monetary Fund.

Eren, E., Merten, F., & Verhoeven, N. (2022). Pricing of climate risks in financial markets: A summary of 
the literature. Bank for International Settlements, Monetary and Economic Department.

Erickson, P., Down, A., Lazarus, M., & Koplow, D. (2017). Effect of Subsidies to Fossil Fuel Compa-
nies on United States Crude Oil Production. Nature Energy, 2(11), 891. https:// doi. org/ 10. 1038/ 
s41560- 017- 0009-8

Erickson, P., Kartha, S., Lazarus, M., & Tempest, K. (2015). Assessing carbon lock-in. Environmental 
Research Letters, 10(8), 084023. https:// doi. org/ 10. 1088/ 1748- 9326/ 10/8/ 084023

European Central Bank. (2021). Climate-Related Risk and Financial Stability: ECB/ESRB Project Team on 
Climate Risk Monitoring. Publications Office.

EY. (2014). Spotlight on oil and gas megaprojects. Report, EY Global Oil & Gas Center. Available at: http:// 
web. archi ve. org/ web/ 20140 82518 4740/ http:// www. ey. com/ Publi cation/ vwLUA ssets/ EY- spotl ight- on- 
oil- and- gas- megap rojec ts/ $FILE/ EY- spotl ight- on- oil- and- gas- megap rojec ts. pdf, accessed 28/2/2024.

Fabo, B., Jančoková, M., Kempf, E., & Pástor, Ľ. (2021). Fifty Shades of QE: Comparing Findings of Cen-
tral Bankers and Academics. Journal of Monetary Economics, 120, 1–20. https:// doi. org/ 10. 1016/j. 
jmone co. 2021. 04. 001

Fagan-Watson, B., Elliott, B., & Watson, T. (2015). Lobbying by Trade Associations on EU Climate Policy. 
85. Retrieved February 1, 2024, from http:// www. psi. org. uk/ site/ proje ct_ detail/ lobby ing_ by_ trade_ 
assoc iatio ns_ on_ eu_ clima te_ policy.

Fitch, H. (2021). Idle and orphan oil and gas wells: State and provincial regulatory strategies. Interstate Oil 
and Gas Compact Commission.

Furnaro, A. (2023). The Last Subsidy: Regulating Devaluation in the German Coal Phase-Out. New Politi-
cal Economy, 28(2), 190–205. https:// doi. org/ 10. 1080/ 13563 467. 2022. 20845 23

Gómez, M.A., The Global Chase: Seeking the Recognition and Enforcement of the Lago Agrio Judgment 
Outside of Ecuador (August 1, 2013). Stanford Journal of Complex Litigation, Vol. 1, No. 199, 429-
466, 2013, Florida International University Legal Studies Research Paper No. 13-14, Available at 
SSRN: https:// ssrn. com/ abstr act= 23076 39

Gouzoules, A. (2022). Going concerns and environmental concerns: Mitigating climate change through 
bankruptcy reform. Boston College Law Review, 63(7), 2169–2225.

Grasso, M., & Heede, R. (2023). Time to Pay the Piper: Fossil Fuel Companies’ Reparations for Climate 
Damages. One Earth, 6(5), 459–463. https:// doi. org/ 10. 1016/j. oneear. 2023. 04. 012

Haley, B. (2011). From Staples Trap to Carbon Trap: Canada’s Peculiar Form of Carbon Lock-In. Studies in 
Political Economy, 88(1), 97–132. https:// doi. org/ 10. 1080/ 19187 033. 2011. 11675 011

Hansen, T. A. (2022). Stranded Assets and Reduced Profits: Analyzing the Economic Underpinnings of 
the Fossil Fuel Industry’s Resistance to Climate Stabilization. Renewable and Sustainable Energy 
Reviews, 158, 112144. https:// doi. org/ 10. 1016/j. rser. 2022. 112144

Heard, J. (2017). Bankruptcy’s Role in the Growing Dilemma of Self-Bonding in the Coal Industry. Emory 
Bankruptcy Developments Journal, 34(1), 205.

Heede, R., & Oreskes, N. (2016). Potential emissions of CO2 and methane from proved reserves of fos-
sil fuels: An alternative analysis. Global Environmental Change, 36, 12–20. https:// doi. org/ 10. 1016/j. 
gloen vcha. 2015. 10. 005

Hülsewig, O., & Steinbach, A. (2021). Monetary financing and fiscal discipline. International Review of 
Law and Economics, 68, 106004. https:// doi. org/ 10. 1016/j. irle. 2021. 106004

IEA. (2023). World Energy Investment 2023. International Energy Agency.
IRENA Coalition for Action. (2018). Scaling up renewable energy investment in emerging markets: Chal-

lenges, risks and solutions. IRENA. https:// coali tion. irena. org/-/ media/ Files/ IRENA/ Coali tion- for- 
Action/ Publi cation/ Coali tion- for- Action_ Scali ng- up- RE- Inves tment_ 2018. pdf

IRENA. (2023). Renewable Power Generation Costs in 2022. International Renewable Energy Agency.
Lunden, L. P., & Fjaertoft, D. (2014). Government Support to Upstream Oil & Gas in Russia: How Sub-

sidies Influence the Yamal LNG and Prirazlomnoe Projects. International Institute for Sustainable 
Development.

Macey, J., & Salovaara, J. (2019). Bankruptcy as Bailout: Coal Company Insolvency and the Erosion of 
Federal Law.

Markussen, P., & Svendsen, G. T. (2005). Industry Lobbying and the Political Economy of GHG Trade in 
the European Union. Energy Policy, 33(2), 245–255. https:// doi. org/ 10. 1016/ S0301- 4215(03) 00238-6

Matikainen, S., Campiglio, E., & Zenghelis, D. (2017). The climate impact of quantitative easing. Policy 
paper. Centre for Climate Change Economics and Policy and Grantham Research Institute on Cli-
mate Change and the Environment.

https://doi.org/10.1038/s41560-017-0009-8
https://doi.org/10.1038/s41560-017-0009-8
https://doi.org/10.1088/1748-9326/10/8/084023
http://web.archive.org/web/20140825184740/http://www.ey.com/Publication/vwLUAssets/EY-spotlight-on-oil-and-gas-megaprojects/$FILE/EY-spotlight-on-oil-and-gas-megaprojects.pdf
http://web.archive.org/web/20140825184740/http://www.ey.com/Publication/vwLUAssets/EY-spotlight-on-oil-and-gas-megaprojects/$FILE/EY-spotlight-on-oil-and-gas-megaprojects.pdf
http://web.archive.org/web/20140825184740/http://www.ey.com/Publication/vwLUAssets/EY-spotlight-on-oil-and-gas-megaprojects/$FILE/EY-spotlight-on-oil-and-gas-megaprojects.pdf
https://doi.org/10.1016/j.jmoneco.2021.04.001
https://doi.org/10.1016/j.jmoneco.2021.04.001
http://www.psi.org.uk/site/project_detail/lobbying_by_trade_associations_on_eu_climate_policy
http://www.psi.org.uk/site/project_detail/lobbying_by_trade_associations_on_eu_climate_policy
https://doi.org/10.1080/13563467.2022.2084523
https://ssrn.com/abstract=2307639
https://doi.org/10.1016/j.oneear.2023.04.012
https://doi.org/10.1080/19187033.2011.11675011
https://doi.org/10.1016/j.rser.2022.112144
https://doi.org/10.1016/j.gloenvcha.2015.10.005
https://doi.org/10.1016/j.gloenvcha.2015.10.005
https://doi.org/10.1016/j.irle.2021.106004
https://coalition.irena.org/-/media/Files/IRENA/Coalition-for-Action/Publication/Coalition-for-Action_Scaling-up-RE-Investment_2018.pdf
https://coalition.irena.org/-/media/Files/IRENA/Coalition-for-Action/Publication/Coalition-for-Action_Scaling-up-RE-Investment_2018.pdf
https://doi.org/10.1016/S0301-4215(03)00238-6


231“Climate Bailout”: a new tool for central banks to limit the…

1 3

McCollum, D. L., Zhou, W., Bertram, C., De Boer, H.-S., Bosetti, V., Busch, S., Després, J., Drouet, L., 
Emmerling, J., Fay, M., Fricko, O., Fujimori, S., Gidden, M., Harmsen, M., Huppmann, D., Iyer, 
G., Krey, V., Kriegler, E., Nicolas, C., … Riahi, K. (2018). Energy investment needs for fulfilling 
the Paris agreement and achieving the sustainable development goals. Nature Energy, 3(7), 589–
599. https:// doi. org/ 10. 1038/ s41560- 018- 0179-z

Mercure, J. F., Pollitt, H., Viñuales, J. E., Edwards, N. R., Holden, P. B., Chewpreecha, U., Salas, P., 
Sognnaes, I., Lam, A., & Knobloch, F. (2018). Macroeconomic impact of stranded fossil fuel 
assets. Nature Climate Change, 8(7), 588–593. https:// doi. org/ 10. 1038/ s41558- 018- 0182-1

Newell, P., & Johnstone, P. (2018). The Political Economy of Incumbency. Fossil Fuel Subsidies in 
Global and Historical Context. In J. Skovgaard & H. van Asselt (Eds.), The politics of fossil fuel 
subsidies and their reform (pp. 66–80). Cambridge: Cambridge University Press.

NGFS Secretariat. (2019). A call for action. Climate change as a source of financial risk. Network for 
Greening the Financial System.

OECD, The World Bank, and United Nations Environment Programme. (2018). Financing climate 
futures: Rethinking infrastructure. OECD.

OECD. (2021). Financial markets and climate transition. Opportunities, challenges and policy implica-
tions. OECD.

Packer, F., Patalano, R., Cheng, G., Afota, A., & Biermann, L. (2022). Enhancing market transparency 
in green and transition finance. Technical document. Network for Greening the Financial System.

Peake, S., & Ekins, P. (2017). Exploring the financial and investment implications of the Paris agree-
ment. Climate Policy, 17(7), 832–852. https:// doi. org/ 10. 1080/ 14693 062. 2016. 12586 33

Pickering, J., & Barry, C. (2013). On the concept of climate debt: Its moral and political value. In Global 
political justice. Routledge.

Raimi, D., Nerurkar, N., & Bordoff, J. (2020). Green stimulus for oil and gas workers: Policy paper. 
Columbia University Center on Global Energy Policy and Resources for the Future.

Redaktion Beck-Aktuell. (2018).EuGH: PSPP-Anleihekaufprogramm der EZB mit EU-Recht vereinbar. 
Aktuell. Retrieved December 31, 2023, from https:// rsw. beck. de/ aktue ll/ daily/ meldu ng/ detail/ eugh- 
pspp- anlei hekau fprog ramm- der- ezb- mit- eu- recht- verei nbar.

Rusco, F. (2019). OIL AND GAS: Bureau of Land Management Should Address Risks from Insufficient 
Bonds to Reclaim Wells. Report to Congressional Requesters. GAO-19-615. United States Govern-
ment Accountability Office.

Schnabel, I. (2022). A new age of energy inflation: Climateflation, fossilflation and greenflatio. In 
Speech by Isabel Schnabel, Member of the Executive Board of the ECB, at a Panel on “Monetary 
Policy and Climate Change” at The ECB and Its Watchers XXII Conference. Retrieved December 
29, 2023, from https:// www. ecb. europa. eu/ press/ key/ date/ 2022/ html/ ecb. sp220 317_ 2~dbb35 82f0a. 
en. html.

Schuwerk, R., Rogers, G., & Horton, T. (2020). The flip side: Stranded assets and stranded liabilities. 
Analyst Note, Carbon Tracker Initiative, February 2020. Available at: https:// carbo ntrac ker. org/ 
repor ts/ the- flip- side- stran ded- assets- and- stran ded- liabi lities/, accessed 28/2/2024.

Schuwerk, R., & Rogers, G. (2020). It’s Closing Time: The Huge Bill to Abandon Oilfields Comes Early. 
Carbon Tracker Initiative.

Scott Cato, M., & Fletcher, C. (2020). Introducing Sell-by Dates for Stranded Assets: Ensuring an 
Orderly Transition to a Sustainable Economy. Journal of Sustainable Finance & Investment, 10(4), 
335–348. https:// doi. org/ 10. 1080/ 20430 795. 2019. 16872 06

Seto, K. C., Davis, S. J., Mitchell, R. B., Stokes, E. C., Unruh, G., & Ürge-Vorsatz, D. (2016). Car-
bon lock-in: Types, causes, and policy implications. Annual Review of Environment and Resources, 
41(1), 425–452. https:// doi. org/ 10. 1146/ annur ev- envir on- 110615- 085934

Songwe, V., Stern, N., & Bhattacharya, A. (2022). Finance for climate action: scaling up investment for 
climate and development. Policy publication. Grantham Research Institute on Climate Change and 
the Environment, London School of Economics and Political Science.

Stern, N. H., (ed.). (2007). The economics of climate change: The stern review. Cambridge University Press.
United Nations Environment Programme. (ed). (2011). Environmental Assessment of Ogoniland. United 

Nations Environment Programme.
Unruh, G. C. (2000). Understanding carbon lock-in. Energy Policy, 28(12), 817–830. https:// doi. org/ 10. 

1016/ S0301- 4215(00) 00070-7
Vasicek, O., Uhrova, N., Janickova, L. D., Wroblowsky, T., & Navratil, B. (2023). Central Bank Independ-

ence: Where Do We Stand? Economies, 11(4), 109. https:// doi. org/ 10. 3390/ econo mies1 10401 09
Waldron, M., & Gould, T. (2021). Financing Clean Energy Transitions in Emerging and Developing Econo-

mies. International Energy Agency.

https://doi.org/10.1038/s41560-018-0179-z
https://doi.org/10.1038/s41558-018-0182-1
https://doi.org/10.1080/14693062.2016.1258633
https://rsw.beck.de/aktuell/daily/meldung/detail/eugh-pspp-anleihekaufprogramm-der-ezb-mit-eu-recht-vereinbar
https://rsw.beck.de/aktuell/daily/meldung/detail/eugh-pspp-anleihekaufprogramm-der-ezb-mit-eu-recht-vereinbar
https://www.ecb.europa.eu/press/key/date/2022/html/ecb.sp220317_2~dbb3582f0a.en.html
https://www.ecb.europa.eu/press/key/date/2022/html/ecb.sp220317_2~dbb3582f0a.en.html
https://carbontracker.org/reports/the-flip-side-stranded-assets-and-stranded-liabilities/
https://carbontracker.org/reports/the-flip-side-stranded-assets-and-stranded-liabilities/
https://doi.org/10.1080/20430795.2019.1687206
https://doi.org/10.1146/annurev-environ-110615-085934
https://doi.org/10.1016/S0301-4215(00)00070-7
https://doi.org/10.1016/S0301-4215(00)00070-7
https://doi.org/10.3390/economies11040109


232 M. Kroll, K. Kühne 

1 3

Publisher’s Note Springer Nature remains neutral with regard to jurisdictional claims in published maps and 
institutional affiliations.

Springer Nature or its licensor (e.g. a society or other partner) holds exclusive rights to this article under 
a publishing agreement with the author(s) or other rightsholder(s); author self-archiving of the accepted 
manuscript version of this article is solely governed by the terms of such publishing agreement and applicable 
law.


	“Climate Bailout”: a new tool for central banks to limit the financial risk resulting from climate change
	Abstract
	1 Introduction
	2 The upcoming stranded asset crisis
	2.1 Size of the issue
	2.2 On top: stranded liabilities
	2.3 Why not let markets alone deal with it
	2.4 The potential role of central banks

	3 The “Climate Bailout” proposal
	3.1 Basic elements: how it works
	3.1.1 Converting presumably stranded assets into renewable energies
	3.1.2 Determining the price for presumably stranded assets
	3.1.3 The refinancing process via the central bank

	3.2 Widening the central bank toolbox
	3.3 Central bank mandates and a climate bailout
	3.3.1 A climate bailout and the role of state financing
	3.3.2 Climate Bailout Bonds (CBB) as permanent part of a central bank balance sheet


	4 Discussion
	4.1 Benefits
	4.2 Potential critiques

	5 Conclusion
	References




