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Safeguarding Macroeconomic Stability
in the 21st Century

OPERATIONALIZING CLIMATE ACROSS IMF ACTIVITIES

Stephanie Segal, Claire Peraldi Decitre, Salvatore Serravalle

The macro-criticality of climate is increasingly evident in, inter alia,
economic losses from extreme weather events, shifting trade and
financial flows, and investments in resilience. As the only institution
mandated to promote international monetary cooperation and
empowered to facilitate consultation and collaboration on
international monetary problems, the International Monetary Fund
(IMF, the “Fund”) plays an important role in deepening our
understanding of climate’s macro-criticality and impact on financial
stability.

Executive summary

The adoption of an institutional climate strategy in 2021, which emphasizes the macro-
criticality of climate, was an important step in shaping the integration of climate into the
Fund's core activities. Over the next 12-24 months, a series of IMF policy reviews will
provide an opportunity to assess and refine the Fund's approach to climate, thereby
fostering greater macroeconomic and financial stability.

This briefing provides recommendations in relation to each of the Fund's core activities -
surveillance, lending, and capacity development - as well as considerations for the Fund's
approach to debt sustainability. It grounds these recommendations in a more explicit link
between IMF activities and countries’ climate considerations and commitments, which in
turn can facilitate global cooperation.
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How the Fund can advance its work integrating climate into ...

Surveillance

Continue implementing the Fund’'s 2021 climate strategy and strengthen its integration
into bilateral and multilateral surveillance.

Include a one-page summary of members’ main climate considerations in all Article IV
reports.

Continue to reflect spillover effects of climate in multilateral surveillance, particularly
flagship reports.

Streamline modelling efforts through consolidation and targeted support.

Continue to advance coverage of climate in financial surveillance to better identify risks
to financial stability stemming from physical and transition risks.

Lending

Ensure alignment of Upper Credit Tranche (UCT) program design with countries’ climate
commitments.

Evaluate options and provide proposals to evolve the Resilience and Sustainability Trust
(RST) in preparation for the 2027/28 RST review.

Capacity development (CD)

Protect the demand-driven nature of IMF CD and ensure the Fund and its partners have
the technical skills to respond to members’ needs.

Maintain and diversify funding for CD as integral to the effectiveness of surveillance and
lending.

Prioritize data collection capacity in climate-related macro-critical areas.

Debt Sustainability Analysis (DSA)

Enhance realism of outlooks in DSA alternative scenarios, using existing climate models
and tools.

Revise the criteria triggering a stress test for natural disasters and fine tune quantifying
methods.

Extend the low-income country (LIC-DSA) forecast to 30 years, creating consistency with
the Sovereign Risk and Debt Sustainability Analysis and World Bank Group’s Country
Climate and Development Reports (CCDR).
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Introduction

The international system is experiencing a moment of acute stress and transformation.
Faith in multilateralism has been shaken by a sense that economic costs and benefits have
not been shared fairly within and between nations, undermining support for the very
institutions charged with making the world a safer, more stable, and more prosperous
place. That scepticism extends to the international monetary and financial system, as well
as the international climate architecture, with implications for the IMF. Yet, this moment of
disruption and dislocation makes the Fund's role in promoting cooperation, through
consultation with its members and backed by rigorous, near-, medium- and long-term
economic analysis, more important than ever.

Regarding climate, global warming due to human activity is well established. In addition,
there is growing understanding of its economic and financial impacts, the cost of inaction,’
and effective policies to mitigate and adapt to these risks. Impacts are no longer a distant
risk but have already taken lives and livelihoods. In 2025 disaster insured losses topped
$100 billion for the sixth year in a row,? with total costs running far higher.®> While there
may well be a “reprioritization” away from climate and environmental risks in the near-
term, over the medium- to long-term, climate risks remain at the fore.! The IMF's role in
helping its members understand and deal with these risks is essential if policymakers and
economic actors are to be prepared for the 21st century economy and beyond.

Over the next 12-24 months, the IMF is undertaking a series of consequential reviews that
will shape its operations in the years to come. They include reviews of IMF surveillance; the
Financial Sector Assessment Program (FSAP); IMF program design and conditionality; the
joint IMF-World Bank debt sustainability framework for low-income countries (LIC-DSF);
and the first-ever full review of the Resilience and Sustainability Trust (RST). In addition, the
IMF's Independent Evaluation Office (IEO) is expected to publish its report on the IMF and
climate change in spring 2026.

Periodic assessments of IMF activities are standard practice, intended to improve the
Fund’s capacity to serve its members and promote global macroeconomic and financial
stability. These upcoming reviews will be the first since the institution adopted a strategy*
recognizing the macro-criticality of climate to help members address climate change-
related policy challenges through IMF surveillance and capacity development. They will also

" Nicholas Stern, 2006, The Economics of Climate Change: The Stern Review

2 Bloomberg, December 2025, Disaster Insured Losses Top $100 Billion for Sixth Year in a Row

3 Munich Re, 2026, Climate change presses on: Devastating wildfires and intense thunderstorms exacerbate
losses for insurers

4IMF Executive Board Meeting, 2021, The Chair's Summing Up—IMF Strategy to Help Members Address
Climate Change Related Policy Challenges—Priorities, Modes of Delivery, and Budget Implications

E3G.ORG


https://www.lse.ac.uk/GranthamInstitute/publication/the-economics-of-climate-change-the-stern-review/
https://www.bloomberg.com/news/articles/2025-10-15/disaster-insured-losses-top-100-billion-for-sixth-year-in-a-row?utm_source=cbnewsletter&utm_medium=email&utm_term=2025-10-16&utm_campaign=Daily+Briefing+Record+renewables+growth+UK+must+prepare+for+2C+EU+woos+US+states
https://www.munichre.com/en/company/media-relations/media-information-and-corporate-news/media-information/2026/natural-disaster-figures-2025.html
https://www.munichre.com/en/company/media-relations/media-information-and-corporate-news/media-information/2026/natural-disaster-figures-2025.html
https://www.imf.org/en/publications/selected-decisions/description/su/21/108
https://www.imf.org/en/publications/selected-decisions/description/su/21/108

SAFEGUARDING MACROECONOMIC STABILITY IN THE 21ST CENTURY | COHERENCE IN THE INTERNATIONAL SYSTEM

be the first since the creation of a new lending facility® to assist members in addressing
longer-term structural challenges such as climate change.

Economic developments in member countries support the characterization of climate as
macro-critical - from sudden debt servicing challenges following natural disasters, to
commodity price volatility, to gradual shifts in a country’s energy imports and exports.® An
important goal for these reviews, therefore, is to identify how the Fund can more
successfully integrate climate into its activities.

This briefing provides recommendations in each of the Fund's core activities - surveillance,
lending, and capacity development - as well as considerations for the Fund’'s approach to
debt sustainability. It grounds these recommendations in a more explicit link between IMF
activities and countries’ climate considerations and commitments. In general, many
recommendations are within the purview of IMF management in guiding implementation
of the Fund's activities. But they also require the support, often evidenced through the
Board's review and decisions, of IMF members.

Coherence in the international system

The Fund's role in the system should focus on understanding the economic and
financial impacts of climate and ensuring that climate commitments are underpinned
by sound economic and financial policies.

Notwithstanding current stress in the international system, the world has never been more
interconnected. Shocks in one country or region can reverberate globally. Greater dialogue
between international financial actors, national authorities responsible for climate
commitments, and national authorities responsible for relevant economic policies, could
result in stronger alignment between climate targets and macroeconomic policies. The
international financial institutions (IFIs), including the IMF, World Bank, and regional
development banks, can support and reflect the alignment of national climate
commitments with their economic and financial outcomes, thereby fostering more
effective cooperation across the international system.

The IMF is neither a formal party to the United Nations Framework Convention on Climate
Change (UNFCCC), nor a signatory of the Paris Agreement. However, it participates in
international climate discussions as a key institutional partner and technical advisor,

5 IMF, Selected Decisions, Decision No. 17231-(22/37), April 13, 2022, as amended by Decision No. 17469-(23/39),
May 18, 2023, Attachment A Instrument to Establish the Resilience and Sustainability Trust
6 E3G, 2025, Climate change as a macroeconomic risk multiplier
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drawing on its macroeconomic and financial expertise, and broad membership base, which
overwhelmingly consists of countries that are party to the UNFCCC and signatories to the
Paris Agreement. In addition, the Fund’s Articles of Agreement establish the IMF as an
instrument for “consultation and collaboration on international monetary problems”,
underscoring the institution’s role in addressing systemic issues.

Meeting climate commitments requires both domestic reforms and an evolution in the
international system, further reinforcing the relevance of IMF engagement. To avoid
duplication and mission creep, well-defined institutional mandates and a clear division of
labour are essential. Fundamentally, the Fund's role in the system should focus on
understanding the economic and financial impacts of climate and ensuring that climate
commitments are underpinned by sound economic and financial policies, thus bridging
climate diplomacy with economic and financial reality.

IMF engagement is particularly vital for integrating climate-relevant policies into
macroeconomic frameworks through its surveillance and capacity development functions.
Given the vast financing needs on the one hand, and country-level absorption capacity
underscored in recent IMF studies on the other," the Fund's engagement is indispensable
for aligning international pledges with realistic fiscal and financial capacities. The objective
is not to dilute climate ambition nor to “crowd out” macroeconomic issues, but to mitigate
the risk of overcommitting beyond implementation capabilities, while making progress
toward committed goals, thereby safeguarding the credibility and resilience of the global
system.

A feedback loop between macroeconomic conditions and climate commitments is critical
to align ambition with the economic and financial realities of implementation. A valuable
model would be one that supports cross-sectoral and cross-functional coordination to
ensure that commitments are informed by economic and financial expertise (e.g. as Brazil
attempted with the Task Force on a Global Mobilization against Climate Change (TFCLIMA)
in 2024). Such integration enhances implementation, prevents unrealistic pledges, and
strengthens trust in the integrity of the international climate system. The Fund’s
surveillance work, and specifically in-country IMF Article IV missions, provide the
opportunity to foster this sort of cross-functional coordination.
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Macro-criticality of climate”

“Executive Directors [...] concurred that climate change is a global existential
threat that poses critical macroeconomic and financial policy challenges for
the whole Fund membership in the coming years and decades.”

IMF Strategy to Help Members Address Climate Change Related Policy
Challenges—Priorities, Modes of Delivery, and Budget Implications

An increasingly vast body of research demonstrates the relationship between climate and
economic outcomes.™ Many of the world's largest investors explicitly take climate into
account in their operations, committing to greenhouse gas (GHG) emissions reduction
targets, portfolio-level disclosure, and stress testing.® Notwithstanding these
developments, global emissions continue to rise, along with global temperatures and the
human, physical, and financial toll associated with increasingly severe weather-related
events. Hurricane Melissa, which struck the Caribbean in October 2025, and Super
Typhoon Fung-Wong, which slammed into the Philippines in November 2025, are recent
and tragic examples of the “more frequent extreme weather events and natural disasters”
referenced by the Chair of the International Monetary and Financial Committee® and
fuelled by a warming climate. Recent analysis by E3G™? illustrates how climate shocks
impact debt sustainability, trade and supply chains, energy markets, price and financial
stability, and labour productivity; and require the Fund to be equipped with the tools to
effectively monitor and assess macroeconomic and financial risks from climate change.

For its part, the IMF assesses the “macro-criticality” of climate - that is, its impact on
members' present or prospective balance of payments and domestic stability - using its
macroeconomic framework, where climate impacts, risks, and policies manifest in
economic outcomes: growth, inflation, fiscal balance, external position and financial
stability. As such, and even without a Board-endorsed “climate strategy”, the Fund would
necessarily integrate climate into its activities, based on its founding Articles, institutional
policy guidance, and perhaps most importantly, its members’ needs.

7 See IMF, 2021, Background Paper on Integrating Climate Change into Article IV Consultations, Annex | for

detail on the legal framework for Article IV consultations as it pertains to coverage of climate change; and Annex I
for detail on the detrimental impact of climate change on growth and macroeconomic stability.

8 For example, Norges Bank Investment Management, with $2 trillion in assets under management, characterizes
climate risk as financial risk and notes the centrality of climate targets to its investment strategy.

° IMF, 2025, Chair's Statement Fifty-Second Meeting of the IMFC - Mr. Mohammed Aljadaan, Minister for
Finance of Saudi Arabia

0 E3G, 2025, Climate change as a macroeconomic risk multiplier
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Still, there is a gap between acknowledging the economic impacts of climate and countries
introducing domestic policies to respond to the macroeconomic and financial impacts. The
IMF plays an important role in helping to fill that gap. A recent IMF working paper™ outlines
key channels through which climate change can affect the economy and offers a useful
jumping-off point for how the Fund can more successfully integrate climate into its work.

Surveillance

The macro-criticality of climate change impacts, investments in resilience, and
transition planning to meet mitigation goals, warrants more systematic coverage in
IMF surveillance.

The IMF established an institutional approach to integrate climate into surveillance starting
in 2021 with completion of the 2021 Comprehensive Surveillance Review (CSR) and Board
approval of the IMF's climate strategy. The former named “economic sustainability” among
surveillance priorities and called for coverage of trends and policies that may impact a
member’s longer-term stability and sustainability, including those related to climate
change.™ The latter clarified institutional support for a “more comprehensive coverage of
climate change-related policy challenges in Article IV consultations, where macro-critical”.

As an input to the 2021 CSR, Fund staff published a background paper with the goal of
clarifying the extent to which climate change is a relevant topic for IMF surveillance. It
found that the IMF's Articles of Agreement, along with the 2012 Integrated Surveillance
Decision (ISD), provide a clear mandate for the IMF to cover climate in bilateral surveillance:
through mandatory coverage of monetary, fiscal, and financial sector policies that are
relevant to climate, and in cases where domestic policies associated with adaptation and
the management of the transition to a low-carbon economy significantly influence present
or prospective balance of payments or domestic stability. The paper acknowledged that
transition management is a possible surveillance topic for most countries, given the need
to adjust macroeconomic policies to meet countries’ commitments under the Paris

" IMF Working Paper, 2025, Integrating Climate Change into Macroeconomic Analysis: A Review of Impact
Channels, Data, Models, and Scenarios

'21bid., “Climate change can pose threats to economic stability through: more frequent and severe natural
disasters; destruction of physical capital; deterioration in human health; loss in productivity and output; increase
in inequality and social instability; rise in fiscal and financial instability; climate migration; and cross-border capital

flows.
3 IMF, 2021, 2021 Comprehensive Surveillance Review—Background Paper on Integrating Climate Change

into Article IV Consultations
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Agreement; and that mitigation and transition management will typically be discussed as a
package.

While agreeing that “the macroeconomic relevance of climate change mitigation is beyond
doubt”, the Fund takes a more “pragmatic” approach to mitigation, describing it as a global
policy challenge and therefore something to be covered in the Fund’'s multilateral
surveillance, and not necessarily in all Article IV consultations.™

In terms of implementation, the 2022 staff guidance note’® is the authoritative resource for
country teams engaged in Article IV surveillance. Per that guidance, mandatory climate
coverage depends on staff's assessment of macro-criticality based on, among others,
ambition of a country’s domestic mitigation targets, an economy’s vulnerability to the
global energy transition, and a country’'s exposure to climate risk. Given the inherent
subjectivity of staff guidance, there is scope to improve even-handedness and surveillance
consistency across countries, and to more systematically link country commitments on
both adaptation and mitigation to economic projections.

In addition, the Fund and the World Bank (WB), its sister institution, have already built an
operational toolkit that can help countries understand the economic impacts of climate
risks and policies. Among these tools,'® the Quantitative Climate Assessment Fiscal Tool (Q-
CRAFT) helps governments assess the fiscal risks posed by climate change; the WB's
Country Climate Development Reports (CCDR)'” support countries to identify how to
accelerate their development ambitions in line with their own nationally determined
contributions and long-term strategies; the Climate Policy Assessment Tool (CPAT) supports
simulations of emissions and macro-fiscal effects of mitigation instruments; and the IMF-
ENV model integrates direct and indirect effects of climate, energy, and trade policies in a
general equilibrium framework.

These operational tools should be utilised by country teams, yet a recent report'® found
only "partial uptake” of them in Article IV consultations, with gaps "especially outside of
advanced economies and Resilience and Sustainability Facility (RSF) programmes".

4 Per the 2022 Guidance Note for Surveillance under Article IV Consultations, coverage of mitigation in Article

IV consultations is strongly encouraged for the 20 largest emitters and encouraged for others.
'S IMF, 2022, Guidance Note for Surveillance under Article IV Consultations
'6 See IMF Working Paper, 2025, Section 3. Climate-Macro Models and Tools in_Integrating Climate Change into

Macroeconomic Analysis: A Review of Impact Channels, Data, Models, and Scenarios

7 Published CCDRs already cover 88 countries and territories and will be rolled out to at all WBG countries over
the next four years. See more at https://www.worldbank.org/en/publication/country-climate-development-

reports, accessed 16 January 2026
8 Recourse, 2025, Green rhetoric, grey reality: IMF surveillance and climate action 2022-2025 Executive

summary
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Specific recommendations regarding IMF surveillance activities
include:

Continue implementing the Fund's 2021 climate strategy and strengthen its
integration into bilateral and multilateral surveillance.

Continue recognizing the macro-criticality of climate and clearly indicate areas of IMF
strengths and future engagement.

Include a one-page summary of members’ main climate considerations in all
Article IV reports.

This one-pager would promote consistency, even-handedness, and transparency.
Leveraging existing data from the IMF's Country Indicator Dashboard (CID) and, where
available, the World Bank’s Country Climate Development Reports (CCDR), this summary
should include each country's emission levels, trend, and commitments; energy mix;
dominant emission sources; and the country’'s 3-6 main climate-related exposures
(physical, fiscal, transition needs) and opportunities. (See illustrative Table 1 in the
Annex.)

The one-pager should include a summary with links to the authorities’ objectives and
commitments (e.g. Nationally Determined Contributions, National Adaptation Plans, or
Country Platforms, when existing); announced mitigation and adaptation policy
measures; relevant developments since the last Article IV; and staff's assessment of
macro implications.

The one-pager should highlight countries’ most significant risks. For example, to support
members vulnerable to physical risks and with low capacity, the IMF should
leverage its expertise to help manage risks by assessing investment gaps and outlining
financing options. Capacity, political viability, or governance challenges should also be
considered if expected to significantly hinder progress. For fossil fuel-exporting
countries, analyze transition risk channels (including declining external demand,
volatility in fossil revenue, and stranded-asset exposure) and transition management
advice. In line with past guidance, coverage of a country’s contribution to the global
mitigation effort is strongly encouraged for the 20 largest emitters of greenhouse
gases."

Continue to reflect spillover effects of climate in multilateral surveillance,
particularly flagship reports.

Flagship reports should continue to reflect recent climate impact and risk developments
and their spillover effects, including from the largest emitters. As articulated in the 2012

9 IMF, 2021, 2021 Comprehensive Surveillance Review—Background Paper on Integrating Climate Change
into Article IV Consultations.
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ISD, while the Fund “may not and will not require a member to change its policies [...] it
may, however, discuss the impact of members' policies on the effective operation of the
international monetary system and may suggest alternative policies [...]"

Recognizing ongoing efforts,?° streamline modelling efforts through
consolidation and targeted support.

To enhance efficiency and consistency, consolidate the current range of macroeconomic
climate models into a smaller, strategic set that meets institutional and country needs
while minimizing redundancy. Alongside this effort, identify staff barriers to effective model
use - such as training gaps, tool complexity, or unclear ownership - and address them with
targeted support. Maintain and align relevant data through collaboration with existing
initiatives and institutions to ensure data integrity and continuity.

Continue to advance coverage of climate in financial surveillance to better
identify risks to financial stability stemming from physical and transition risks.

IMF financial sector surveillance, including in the context of the Financial Sector
Assessment Program (FSAP), is a valuable tool for identifying and understanding climate-
related financial stability risks. While FSAPs are voluntary for a majority of IMF members,
they are mandatory for members with Systemically Important Financial Sectors (SIFS),
where capacity to engage climate-related financial risks is often advanced. Recent FSAPs for
Canada, the Netherlands, and Norway, among others, provide a template for coverage of
climate-related financial stability risks.

Lending

IMF lending and associated conditionality is intended to smooth adjustments in a
country's balance of payments, including those related to energy transition,
investment in resilience, and climate impacts, and should avoid elements that run
counter to countries’ climate goals.

While all IMF members participate in IMF surveillance as an obligation of membership, IMF
lending programs directly impact only the subset of countries who request IMF financial
support. Per the IMF's Articles, the temporary use of IMF resources is designed “to correct
maladjustments in balance of payments without resorting to measures destructive of

20 See IMF Working Paper, 2025, Section 3. Climate-Macro Models and Tools in Integrating Climate Change into
Macroeconomic Analysis: A Review of Impact Channels, Data, Models, and Scenarios
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national or international prosperity” and “to shorten the duration and lessen the degree of
disequilibrium in the international balances of payments of members”.

Over the years, the IMF has evolved its lending toolkit to more effectively meet members’
needs, for example, creating the Extended Fund Facility (EFF)?' to provide “medium-term
assistance” for countries whose balance of payments needs stem from structural
challenges; and the Flexible Credit Line (FCL)??> and Precautionary Credit Line (PCL) to
provide precautionary resources when no actual balance of payment (BOP) need exists.

In 2022, the Fund further evolved its toolkit, creating the Resilience and Sustainability
Facility (RSF)?3 to support members in addressing “longer-term structural challenges
relating to climate change and pandemic preparedness”. Unlike the IMF's traditional Stand-
By Arrangement (SBA), EFF, and FCL/PCL, the RSF lends resources from the Resilience and
Sustainability Trust, a trust fund separate from the IMF's General Resources Account (GRA)
and managed by the IMF. Lending under the RSF must be joint with an “Upper Credit
Tranche” (UCT) quality program such as an SBA or EFF but is subject to different policies
and conditionality. This relationship presents two distinct questions concerning climate
integration in the context of IMF lending:

First, should climate factor into program design and conditionality for programs
financed using the Fund's general resources?

Second, given the Fund’s founding purpose of shortening BOP disequilibrium, should
the IMF provide longer-term support, including as Trustee to the RST, especially in
those cases where the associated conditionality lies outside the traditional expertise of
the Fund?

On the first question, principles guiding program conditionality?* emphasize measures
that are important to achieve the program’s goals and normally consist of macroeconomic
variables and structural measures that are within the Fund's core areas of responsibility
(e.g., macroeconomic stabilization; monetary, fiscal, and exchange rate policies; and
financial system issues related to domestic and international financial markets). While the
guidance doesn't preclude conditionality outside these areas, it does require an
explanation as to their importance to program success and calls on other multilateral
institutions, particularly the World Bank, for specific expertise.

Unlike surveillance and capacity development, the Fund does not have a climate strategy
for IMF lending. Nor does it have a policy to align its operations with the Paris Agreement,

21 |MF, Selected Decisions, Decision No. 17231-(22/37), April 13, 2022, as amended by Decision No. 17469-(23/39),
May 18, 2023, Attachment A. Instrument to Establish the Resilience and Sustainability Trust.

22 |MF, Selected Decisions, Decision No. 14283-(09/29), as amended, Flexible Credit Line (FCL) Arrangements.
Z See https://www.imf.org/en/topics/resilience-and-sustainability-trust, accessed 7 January 2026.

24|MF, Selected Decisions, Decision No. 12864-(02/102), as amended, Guidelines on Conditionality.
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in contrast to the multilateral development banks.?® In fact, the Fund's conditionality
guidelines specify that “the Fund is fully responsible for the establishment and monitoring
of all conditions attached to the use of its resources. There will be no cross-conditionality,
under which the use of the Fund's resources would be directly subjected to the rules or
decisions of other organizations.” Given that IMF programs are ultimately owned by
country authorities, under current practice a program could include climate targets that fit
in the Fund's core areas of responsibility (e.g., elimination of fossil fuel subsidies to meet
fiscal targets). Conversely, elements that address short-term BOP pressures (e.g. foreign
reserve targets that depend on future fossil fuel exports) may result in IMF lending
programs that appear inconsistent with countries’ climate commitments.

On the second question, views on the RST are mixed. On the one hand, demand for RST
resources has been strong, with 26 RSF arrangements approved since 2022, and another
13 RSF arrangements projected to be approved in 2026 according to the IMF's May 2025
resource adequacy update for IMF-managed trust funds.?® For the donors who supported
its creation - the RST has received donations from 21 donors - its function is welcome; and
even non-donor countries have noted the importance of cheaper and longer-duration
lending in helping the IMF gain traction on climate issues with members. Aside from this
ongoing strong demand from members, the potential for climate-related conditionality that
is also macro-critical creates a strong case to continue the Fund’s role.

On the other hand, some observers have questioned whether the IMF should engage in
longer-term BOP lending, noting that many of the reforms supported by the RST are “well
outside of the IMF's mandate”.?” Even some of the original donors to the RST are open to
considering different modalities for engagement on longer-term structural challenges, for
example, using IMF policy coordination instruments as part of a “lead-agency framework”
between the World Bank and the IMF.

In any event, the RST's existence as a trust fund, distinct from but administered by the IMF,
means its future lies largely in the hands of RST donors. It is premature to speak definitively
on the future of the RST, but potential options should be thoroughly evaluated to guide
future decisions. Donors could consider replenishing the RST with continued support and
evolving the RST, for example, to target transition-related BOP shocks for fossil fuel
exporters, or to bolster recovery from climate shocks low-income countries.

2 https://www.worldbank.org/en/publication/paris-alignment/joint-mdb-paris-alignment-approach,
accessed 7 January 2026.

26 |MF, May 2025, 2025 Update of Resource Adequacy of the Poverty Reduction and Growth Trust, Resilience
and Sustainability Trust, and Debt Relief Trusts

27 Center for Global Development, 2025, The IMF and Climate Change

E3G.ORG 12


https://www.worldbank.org/en/publication/paris-alignment/joint-mdb-paris-alignment-approach
https://www.imf.org/en/-/media/files/publications/pp/2025/english/ppea2025017.pdf
https://www.imf.org/en/-/media/files/publications/pp/2025/english/ppea2025017.pdf
https://www.cgdev.org/sites/default/files/imf-and-climate-change-focus-what-matters-greater-impact.pdf

SAFEGUARDING MACROECONOMIC STABILITY IN THE 21ST CENTURY | CAPACITY DEVELOPMENT

Specific recommendations regarding IMF lending activities include:
Ensure alignment of UCT program design with countries’ climate commitments.

IMF program design should guard against implicit lock-in of future fossil fuel exports at
odds with likely transition scenarios and/or country commitments. This “do no harm”
principle should consider the IMF's mandate to facilitate adjustments in a member's
balance of payments. To support alignment, countries’ NDCs, NAPs, and Country Platforms
can be referenced in catalysing IMF and other sources of finance, including to boost
country resilience. (See one paragraph summary in the Annex). The upcoming review of
IMF program design and conditionality should cover these issues of alignment, energy
transition, and fiscal space for investment in adaptation and resilience.

Evaluate options and provide proposals to evolve the RST in preparation for the
2027/28 RST review.

Options should include an evaluation of possible future funding sources, as well as an
evolution of the RST, for example, targeting transition-related BOP shocks for fossil fuel

exporters, or bolstering recovery from climate shocks for low-income countries.
Capacity development

Acknowledging the technical demands of integrating climate into macroeconomic
planning and analysis, IMF CD should support authorities’ efforts to manage risks
and implement climate policies.

Capacity development (CD), comprising technical assistance for institutions and training for
individuals, is a core function of the IMF, accounting for roughly one-third of its direct work
with member countries. IMF CD is “demand-driven” - meaning it is requested by the
country - and technically voluntary for both the member and the Fund, although in practice
IMF CD often emanates from program conditionality and surveillance. The most recent
review of the IMF's CD activities took place in 2024 and was informed by the 2022 IEO
evaluation of the Fund's CD work.Z The review, which reflected the 2021 climate strategy,
garnered Executive Board support for “demand-driven CD that focuses on the Fund’s
comparative advantages and is well integrated with surveillance and lending activities".

Given the standard five-year review cycle, the next review of the Fund’'s CD activities is not
expected until 2029. However, past reviews consistently underscore the importance of
integrating CD with surveillance and lending activities given their mutually reinforcing

28 |MF, 2024, 2024 Review of the IMF’s Capacity Development Strategy
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nature. As such, outcomes from this year's CSR and Review of Program Design and
Conditionality will be highly relevant to the Fund's CD work.

The 2024 review of the IMF's CD strategy called attention to the macroeconomic and
financial stability impacts of climate change and noted the Fund's efforts to address the
growing demand for “climate-informed CD"” within areas of Fund expertise, including:

Fiscal management (e.g., mitigation, identification of fiscal risks related to climate
change, climate-responsive public financial management (PFM) assessments).

Financial sector (e.g., tools and capacity building for country analysis of financial
sector climate risk; strengthening the climate information architecture).

Data and statistics (e.g., policy-relevant climate statistics; methodological and data
reporting frameworks, including under the G20 Data Gaps Initiative 3).

Legal frameworks, financial integrity, and anti-corruption (e.g., guidance on legal
frameworks, financial integrity, and anti-corruption related to climate change).

Macroeconomic framework and modelling (e.g., support to build macro scenarios
that reflect climate change shocks, mitigation, and adaptation policies).

Member surveys conducted as part of the 2024 CDSR emphasized the need to align CD
with country priorities. Discussion with IMF staff revealed that interest from IMF members
on climate-related capacity development “has exploded in recent years"”, consistent with
findings from an AidData survey of “heavy-user” low-income developing country recipients
of Fund CD conducted as part of the 2024 CDSR, which noted recipients’ interests in
additional CD in governance, PFM, climate, revenue mobilization, financial sector issues,
and macroeconomic diagnostics. In particular, IMF CD should be responsive to demand for
energy-transition macro-fiscal diagnostics for fossil fuel exporters, including tools to
estimate transition-related revenue risks, diversification needs, stranded-asset exposure,
and contingent liabilities from state-owned energy enterprises. CD can support countries to
build medium-term fiscal frameworks that incorporate transition scenarios and mitigate
volatility.

In addition, large investment needs associated with adaptation and mitigation underscore
the importance of traditional areas of IMF CD. A large portion of funding for investment will
come from domestic resources, underscoring the importance of CD focused on domestic
resource mobilization. PFM and procurement reform are also important in the context of
climate, especially for vulnerable countries with limited technical capacity to manage
investment inflows. A 2022 policy brief> from the Peterson Institute for International
Economics flags the risk of corruption in climate finance given the massive investment

29 peterson Institute for International Economics, 2022, Corruption risks loom large over financing of green

infrastructure
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needs for public infrastructure and proposes to link the provision of climate finance to
specific legal and institutional measures, which in turn can be supported with IMF CD.

Funding for IMF CD relies on a combination of resources from the IMF's internal
(administrative) budget and external contributions, with the latter experiencing
considerable growth starting in 2010. While the growth of external financing has allowed
the IMF to scale up delivery of CD, both the 2022 IEO evaluation and 2024 CDSR highlighted
potential risks associated with dependence on external flows, including the risk of diverging
priorities between members and donors. The 2024 review also highlighted the potential
impact a shift in donor financing could have on continuity of CD delivery, with knock-on
effects for Fund surveillance.

Specific recommendations regarding IMF CD activities include:

Protect the demand-driven nature of IMF CD and ensure the Fund and its
partners have the technical skills to respond to members’ needs.

Growing demand for climate-informed CD may require ongoing investment in technical
capacity within areas of the Fund's expertise.

Maintain and diversify funding for CD as integral to the effectiveness of
surveillance and lending.

Ongoing strong demand for CD, including in climate-relevant areas, argues in favour of
maintaining, and perhaps even expanding, the Fund’s CD budget. Funding sources should
be diverse to avoid over-dependence on a single funder and to protect against potential
misalignment between members' needs and donors’ support.

Prioritize data collection capacity in climate-related macro-critical areas.

Data disparities in the current iteration of the IMF's CID illustrates the work needed to
standardize data availability and timeliness. This effort may also entail streamlining of data
reported to emphasize those data which truly reflect macro-criticality - for example,
investment in collection and standardization of fiscal and trade-related indicators, such as
fossil fuel subsidies, embodied emissions in trade, and climate impact exposures.
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Debt sustainability

The robust integration of climate change impacts and risks is needed for the Fund's
debt sustainability analysis to provide early warning of the potential risks of debt
distress so that preventative action can be taken.

In 2005, the IMF and World Bank introduced the debt sustainability framework for low-
income countries (DSF or “LIC-DSA"), a joint analytical tool designed to send early signals on
countries' borrowing capacity; bolster sustainable and inclusive growth; and strengthen
resilience to shocks.* Its results are used to determine counties’ eligibility for grants and
other concessional support (e.g., very long maturity debt), as well as to establish non-
concessional borrowing limits and conditionality in the context of an IMF program.

Official and private creditors, as well as other participants such as credit rating agencies,
use LIC-DSA results to inform their analysis and judgment regarding a country’s economic
and financial outlook. Importantly, as highlighted in the 2024 supplement to the LIC-DSA
staff guidance note, the LIC-DSA is used in debt restructuring situations to illustrate how
debt sustainability can be restored.?

The IMF's October 2025 Fiscal Monitor reports that 55 countries are already experiencing
or at high risk of debt distress. At the same time, the United Nations Intergovernmental
Panel on Climate Change (IPCC) finds that low-income countries are more vulnerable to
rising climate impacts,3? with many facing a “debt-climate nexus” where debt pressures
exacerbate vulnerability to climate impacts and climate impacts in turn worsen debt
pressures.

Conscious of such vulnerabilities, a growing number of country pilot programs have used
climate models to better understand climate-associated macroeconomic and fiscal risks.3*
The 2024 supplement to staff guidance for the LIC-DSA also formally introduced sensitivity
to climate impacts into the LIC-DSA analysis, under specific conditions.

The upcoming LIC-DSF review is an opportunity to consolidate progress made to better
incorporate macroeconomic risks related to climate change into DSAs, enabling a more

30 Independent Evaluation Office, 2025, IMF Engagement on Debt Issues in Low-Income Countries
31 IMF, August 2024, Supplement to 2018 Guidance Note on the Bank-Fund Debt Sustainability Framework
for Low Income Countries

321PCC, 2022, Sixth Assessment Report, Poverty, Livelihoods and Sustainable Development

33 Expert Review on Debt, Nature and Climate, 2024, Tackling the Vicious Circle

34 |MF Working Paper, 2025, Integrating Climate Change into Macroeconomic Analysis: A Review of Impact
Channels, Data, Models, and Scenarios
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realistic and even-handed analysis. To this effect, the upcoming review provides an
opportunity to address shortcomings in the current approach, such as:

» Reliance on historical data to identify vulnerability and risks, including in natural
disaster stress tests.* As highlighted by the IMF, “as frequency and intensity of
extreme weather events increase with climate change, past data becomes less reliable
for predicting future economic performance”.3¢

P Underappreciation of risk. While country teams’ medium-term projections (the
“baseline” covering years 1-5) are the logical starting point for the DSA, macro forecasts
are informed by past performance, which inadequately capture increasingly severe
climate shocks and impacts on a country’s future economic outlook. Given existing and
expected macro-critical impacts linked to climate change, current baselines could be
biased toward overly optimistic outcomes,3” with a growing gap as time horizons extend.
The DSA can provide country authorities with greater realism through climate-adjusted
scenarios covering short- and long-term effects, (see Box 1) informed by a small set of
rigorous climate models.8 3

b Restrictive triggers for natural disasters stress testing with overly optimistic
outlooks. The current application trigger for natural disaster stress testing set by the
IMF for LIC-DSAs in 2018 covers “small developing natural disaster-prone states and LIC
that meet a frequency of two disasters every three years” and “economic losses above 5
percent of GDP per year”. On one hand, this narrow set may completely overlook a
growing list of countries vulnerable to extreme weather events and losses. On the other,
even in cases where stress tests are run, outlooks may be overly optimistic.V

Once the LIC-DSA more fully reflects climate considerations, many countries may see
elevated risk of debt pressures.*° Such results should prompt discussions on financing
options and ways to meet needs for additional support, notably for investment in

35 As a first step, data underpinning DSAs should consistently be of high quality, as comprehensive as technically
feasible, and up to date with the latest scientific evidence. See data specific recommendations on page 10
(surveillance) and page 15 (capacity development).

36 IMF Working Paper, 2025, Integrating Climate Change into Macroeconomic Analysis: A Review of Impact
Channels, Data, Models, and Scenarios

37 Optimistic projections are a recurring institutional weakness. See IEO, Dec 2025, IMF advice on fiscal policy:
evaluation report 2025

38 See IMF, 2024, Supplement to 2018 Guidance Note on the Bank-Fund Debt Sustainability Framework for
Low Income Countries “ page 7, footnote 10.

39 See also IMF Working Paper, 2025, Section 3. Climate-Macro Models and Tools in_Integrating Climate Change
into Macroeconomic Analysis: A Review of Impact Channels, Data, Models, and Scenarios

40 As highlighted by both the IMF in its 2025 working paper and the Circle of Finance Ministers on the Baku to
Belem Roadmap, while DSAs “record the costs of adaptation, clean-energy and nature investments, they don't

account for their growth and resilience-enhancing returns. This means that countries which invest in resilience are
not rewarded for it in DSAs, which inevitably reduces the incentive to invest. The IMF and World Bank have
acknowledged these gaps and are now engaged in a revision of their methodologies.”
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resilience, to preserve countries’ solvency and strengthen macroeconomic and financial
stability.

Specific recommendations regarding IMF LIC-DSA include:

Enhance realism of outlooks in DSA alternative scenarios, using existing climate
models and tools.

The DSA can provide country authorities with greater realism through climate-adjusted
scenarios covering short and long-term effects (see Box 1). These scenarios should be
informed by a small set of rigorous climate models and debt specific tools (e.g., the
Quantified Climate Risk Assessment Fiscal Tool, (Q-CRAFT), and the Debt-Investment-
Growth and Natural Disasters toolkit (DIGNAD)). To enhance robustness and even-
handedness, we support IMF efforts to consolidate methods to a smaller set of models
while remaining responsive to more granular and dynamic approaches (e.g. incorporating
complex feedback loops, tipping points)."

Revise the criteria triggering a stress test for natural disasters and fine tune
quantifying methods.

P The LIC-DSA review should align with the new Sovereign Risk and Debt Sustainability
Framework (SRDSF) Guidance Note, triggering a natural disaster stress test for
“countries that meet the following criteria: (i) two natural disaster events in a three-year
window; (ii) cumulative economic loss of at least 5 percent of GDP caused by the natural
disaster events in that window". #'

P Going further, given LICs' lower debt carrying capacity and weaker resilience to extreme
weather events, the threshold for GDP impact could be lowered. Recent IMF work on
“large disasters” amounting to at least 1% of GDP could inform this choice.*

P As possible, methods should evolve to apply multiple shocks; enhance country-
specificity and risk transmission across sectors; and reflect the non-linear impact of
shocks on countries’ ability to respond and raise new capital.

Extend the LIC-DSA forecast to 30 years.

Extending the LIC-DSA forecast would be consistent with the SRDSF#* and CCDR. Moreover,
this will enable more realistic cost-benefit analyses for policymakers faced with balancing
short- and medium- to long-term fiscal needs and risks.

41 IMF, 2022, Staff Guidance Note on the Sovereign Risk and Debt Sustainability Framework for Market
Access Countries

42 IMF Working Papers, 2025, Understanding the Macroeconomic Effects of Natural Disasters

4 Formerly known as the Market Access Debt Sustainability Analysis.
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» Box 1. Reflecting climate-related physical risks and transition
needs in DSA alternative scenarios.
A country’s DSA should include a “business as usual” analysis (e.g. SSP2-4.5)

which adds to the baseline economic impacts tied to current emission trajectories
and climate policies.

Based on staff judgment and country demand, the following scenarios could also
be shown:

P A “high adaptation” scenario reflecting domestic needs and benefits.

P A “high investment” scenario reflecting macroeconomic gains tied to domestic
low-carbon energy sources and infrastructure deployment (not shown in graph).

P A pessimistic scenario (e.g. policy reversal SSP3-7.0) reflecting economic impacts
of global mitigation policies (or lack thereof).

Illustrative graph of a country’s alternative DSA scenarios

Debt-to-
GDP ratio

4 Pessimistic

scenario

Business as usual

- Debt carrying
capacity

Current baseline*

High adaptation
scenario

S
rd

Time horizon

* Current baseline modeled from macroeconomic forecast, at risk of being overly optimistic.
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Conclusion

The IMF deserves credit for recognizing the importance of integrating climate into its
operations, including with the adoption of a formal institutional policy starting in 2021.

The upcoming reviews provide an opportunity for the Fund to further evolve and fine-tune
its approach, informed by economic and financial developments, members' needs, and the
goal of a coherent international system. This effort is a work in progress but must aim at
better understanding the economic and financial impacts of climate change and climate
commitments, at the country-level and globally.

Including a one-page climate summary in all Article IV consultations is an important next
step, along with continued coverage of climate in multilateral surveillance.

IMF surveillance, lending, and capacity development should work in concert with one
another and with the activities of partner institutions.
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Table 1: lllustrative template for one-page summary of members’ main climate considerations

proposed for all Article IV reports.

Emissions trend, levels,
and commitments

Significant country-
specific climate-related
risk #1

e.g. infrastructure
vulnerability to sea level
rise.

Optional - Significant
country-specific climate-
related risk #4

e.g. transition management
of fossil fuel assets.

Energy mix

Significant country-specific
climate-related risk #2

e.g. agricultural vulnerability
from water stress.

Optional - Significant
country-specific climate-
related risk #5

e.g. disaster risk insurance
and financial stability.

Main emissions sources

Significant country-
specific climate-related
risk #3

e.g. investment need for
resilience building.

Optional - Significant
country-specific climate-
related opportunity #6

e.g. high growth potential
from new low-carbon
technologies.

One-paragraph summary with links to the authorities’ objectives and commitments (e.g.

Nationally Determined Contributions, National Adaptation Plans, or Country Platforms,

when existing); announced mitigation and adaptation policy measures; relevant

developments since the last Article IV, and staff's assessment of macro implications.

One-paragraph discussion of significant risks tailored to country characteristics (e.g.

countries vulnerable to physical risks and with low capacity the IMF; fossil fuel-exporting

countries; the 20 largest GHG emitters).

E3G.ORG
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Endnotes

"While there may well be a “reprioritization” away from climate and environmental risks in the near-term, over the
medium- to long-term, climate risks remain at the fore. For example, nearly three-fourths of those surveyed in the
World Economic Forum’s most recent Global Risks Perception Survey expect a “turbulent” or “stormy” outlook for
environmental risks over the next ten years, with the top three risks listed as 1) extreme weather events; 2)
biodiversity loss and ecosystem collapse; and 3) critical change to Earth systems.

i The IMF's recent analysis for the 4th Financing for Development Conference underscores the financing challenge
for achieving the Sustainable Development Goals (SDGs) by 2030, in particular with regard to states’ absorption
capacity. Estimated cumulative financing needs for 136 developing countries range between $9 trillion and $12
trillion over 2025-29. Meeting this need would require an unprecedented rise in public spending, far surpassing
historically observed absorption capacities in developing economies. Accounting for realistic constraints, the IMF
estimates about $3.5 trillion could be effectively channelled by 2029, with the target timeline potentially extending
to 2040. This illustrates inherent limits to the pace and scale at which countries can absorb and deploy new
financial resources.

it An increasingly vast body of research demonstrates the relationship between climate and economic outcomes.
For example, see Burke and Tanutama, 2019, Climatic Constraints on Aggregate Economic Output, National
Bureau of Economic Research, Working Paper No. 25779 on the relationship between climate change and lower
economic growth; Burke, M., Hsiang, S. & Miguel, E., 2015, Global Non-linear Effect of Temperature on
Economic Production, Nature 527, 235-239 on the relationship between climate change and widening income

inequality; Hsiang, 2025, The Global Economic Impact of Climate Change: An Empirical Perspective, National
Bureau of Economic Research, Working Paper No. 34357; Ferguson, J., Burke, M., Miguel, E. and Hsiang, S., 2025,
Climate Change, Conflict, and the Risk of Economic Collapse in Africa, National Bureau of Economic Research,
Working Paper No. 34320.

v IMF outlooks may be overly optimistic, particularly regarding members’ ability to respond to disasters. Most
recently, Jamaica’s Article IV report from June 2025 estimated from its natural disaster stress test “a one-off
increase of 8.8 percentage points of GDP consistent with the estimated damages from tropical cyclones

“Charley” and “Ilvan” in 2004.” Less than 4 months later, Hurricane Melissa made landfall, marking the world as one
of the most intense Atlantic storms ever recorded. Within a week of the disaster, Jamaica’s prime minister
estimated damages equivalent to one-third of the country’'s 2024 GDP. By mid-November 2025, the WB and
Inter-American Development Bank (IDB) estimated the physical damage at a total $8.8 billion - equivalent to
41% of the country's 2024 GDP.

Already in 2016 an IMF report on Small States Resilience to Natural Disasters and Climate Change and The
Role of The IMF highlighted in that in Vanuatu’'s 2015 cyclone Fund staff estimated that measured GDP growth in
2015 would be reduced by only 5.5% of GDP as a result of the cyclone. After the fact, production losses were
estimated in the WB's Post Disaster Need Assessment (PDNA) at 24% of GDP. “Similarly, the PDNA for Samoa
estimated production losses at over 12 percent of GDP, while the staff report requesting RCF financing estimated
the GDP impact at 1.1 percent of GDP.”

vV See IMF, 2024, Supplement to 2018 Guidance Note on the Bank-Fund Debt Sustainability Framework for
Low Income Countries. “Alternative scenarios can be calibrated using the findings from the World Bank’s CCDRs,
IMF's CPDs and Climate Public Investment Management Assessment (C-PIMA) and government's Fiscal Risk
Statements (FSRs). Approaches used in these analyses include the WB's MANAGE and Climate Change Macro-Fiscal
(CC-MFMod) models, the IMF DIGNAD, Natural Disasters Public Debt Dynamics Tool (ND_DDT), the Quantitative
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Climate Risk Assessment Fiscal Tool (Q-CRAFT) and Kahn et al. (2021), and the World Bank-IMF CPAT models. If
information is available, coverage of some of the following climate scenarios could be helpful: IPCC's SSP1-2.6,
SSP2-4.5, SSP3-7.0"

I The Shared Socioeconomic Pathways (SSP) are IPCC scenarios that map how various plausible socioeconomic
development scenarios could shape greenhouse gas emissions and climate change. They are categorized as five
broad trajectories, each declined with different scenarios. A crucial limit of these pathways is their exclusion of
tipping points. The SSP2-4.5 scenario is the closest to current policies, with warming of 2.7°C by 2100 with a very
likely range of 2.1°C to 3.5°C.
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