
 

 

NGFS Short-Term Scenarios: 
Sharper Modelling, Some Old 
Narratives 

 

NGFS Short Term Scenarios: What are they? How are they intended to be used? The NGFS Short 
Term Scenarios1 are a set of alternative climate futures, with a focus in the next 5 years, quantified 
through state of the art analytical tools (models) to help central banks, supervisors, and other 
financial institutions better understand and manage immediate climate-related risks.2. It’s worth 
noting that these scenarios are not predictions of the exact future but plausible pathways that 
depict potential impacts of climate change and the corresponding policy responses within a 
near-term horizon of about five years. Specifically, the NGFS short-term scenarios include four 
distinct narratives (Box 1. Short-term scenario narratives). There is also a baseline scenario 
incorporating climate targets committed by January 2023 (e.g. GHG reduction targets or carbon 
price targets, share of renewable electricity in a country’s energy mix) and calibrated using the 
October 2023 IMF World Economic Outlook macroeconomic variables.  

2 Among them: i. Financial stability analysis and stress testing; ii. Monetary policy calibration; iii. Risk management and planning. 

1 Reference: NGFS Short-term Climate Scenarios for central banks and supervisors | Network for Greening the Financial System. 

 

https://www.ngfs.net/en/publications-and-statistics/publications/ngfs-short-term-climate-scenarios-central-banks-and-supervisors
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Box 1. Short-term scenario narratives 

From 2050 to the Next Five Years. On May 7, 2025, the Network for Greening the 
Financial System (NGFS) published its first short-term climate scenarios, shifting the 
climate challenge from a distant 2050 horizon to the five-year window. For years, 
regulators and financial institutions have called for tools that translate climate dynamics 
into immediately usable financial variables; sectoral default probabilities, inflation under 
energy constraints, sovereign risk premium volatility. While NGFS long-term pathways 
offered useful strategic visions, they lacked the granularity needed for near-term decisions 
on asset allocation and insurance coverage. The four new scenarios address this gap, 
incorporating transition policies, acute physical shocks, and macro-financial interactions 
projected through 2030. 

1. Highway to Paris: Represents an orderly, technology-driven transition where ambitious 
climate policies are implemented gradually and coordinated globally. Carbon taxes are 
increased progressively, and 80% of revenues are fully recycled into green technologies 
R&D, resulting in moderate economic impacts. This scenario limits global GDP losses to 
around 0.4% compared to a baseline scenario by 2030, has contained inflation, and a 
decreasing weighted average cost of capital in low-carbon sectors. 

2. Sudden Wake-Up Call: Captures the risks of a delayed and abrupt transition. In this 
scenario, policymakers act suddenly in 2027, triggering steep and uncoordinated carbon 
prices. This leads to significant immediate shocks to the economy, causing global GDP to 
drop by approximately 1.3% compared to the baseline by 2030, with unemployment 
increasing significantly due to the rapid transition. The scenario describes inertia 
followed by panic: three years of inaction, then a brutal regulatory shift in 2027 causes 
the global price of CO₂ per ton to soar. 

3. Diverging Realities: Combines transition risks and physical risks, reflecting a world 
where climate policies differ greatly between advanced economies (which pursue 
aggressive green transitions) and emerging markets and developing economies (EMDEs), 
which suffer repeated severe climate-related events and supply-chain disruptions. This 
scenario highlights significant macroeconomic impacts, including elevated costs of 
transition in advanced economies due to shortages of critical raw materials and severe 
economic disruptions in EMDEs.3  

4. Disasters and Policy Stagnation: This scenario models severe physical risks through 
extreme but plausible (return period of 1 in every 50 years) regional weather events, 
such as droughts, heatwaves, wildfires (in 2026), and floods and storms (in 2027). These 
events lead to substantial regional GDP losses and wider global impacts through trade 
and financial networks. Regional GDP losses are as high as -6% in Asia and -12.5% in 
Africa, but commercial and financial contagion spreads the shock globally. 

 

3 The combination of heatwaves, droughts, and wildfires are assumed to occur in Asia in 2025, in South America in 2026, and in Africa in 2027. 
Floods and storms occur in Asia in 2028, in South America in 2029, and in Africa in 2030. These events are less severe than in Disasters and 
Policy Stagnation (return period of 1 in every 20 years).  
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FIG 1. WORLD GDP. % DEVIATION FROM BASELINE  

 

The results are shown as differences from Baseline, to highlight the properties of individual scenarios. Source: BBVA Research from NGFS 
Short-Term Scenarios for central banks and supervisors May 2025 

What are the key innovations of the NGFS’s modelling approach? 

一 Modelling of Compound Extreme Climate Events: Some scenarios incorporate simultaneous 
occurrences of multiple climate hazards such as floods, storms, heatwaves, droughts, and 
wildfires, making them particularly effective for assessing systemic financial and economic risks. 

一 Cross-regional Transmission of Shocks: The scenarios explicitly model short-term spillover 
effects of both transition and physical shocks across regions through global trade and financial 
linkages. This innovation helps capture how climate impacts in one region can propagate globally, 
affecting financial stability and economic resilience worldwide. The scenarios provide detailed 
projections across a broad range of sectors (50 sectors) and countries (46 countries). 

一 Framework for Integrating Climate Risks with Business Cycles: By combining climate policies, 
extreme weather events, economic trends, and sectoral dynamics, the NGFS scenarios create a 
comprehensive framework to explore the interplay between climate risks and business cycles. In 
this vein, the NGFS’s modeling approach captured the interactions and feedback mechanisms 
between the real economy and the financial sector (Figure 2).  
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FIG 2. TRANSMISSION CHANNELS AND FEEDBACK MECHANISMS IN THE NGFS 
SHORT-TERM SCENARIO MODELLING FRAMEWORK (*) 

 

Source: NGFS Short-Term Scenarios for central banks and supervisors May 2025. (*) Due to the short time horizon of the NGFS short-term 
scenarios, impacts of emission trajectories onto short-term physical risk are not modelled 

But, some caveats remain…The relevance of a scenario is defined by the combination of its 
probability of occurrence and the divergence (severity) from the baseline scenario. In this regard, 
some of the scenario narratives may have lost relevance since they were proposed more than 
two years ago, while others rely on a combination of highly improbable acute climate events, 
making them better suited to stress-testing exercises than to calibrating the impacts of 
reasonably likely events. While the scenarios employ a raft of modelling improvements, the 
whole exercise remains mired in “model land”,4 stuck in simulations that bear little resemblance 
to the real world. 

Net Zero relevance? The first category includes retaining a scenario such as High Way to Paris, 
which assumes a globally coordinated and orderly transition across geographies and sectors to 
reach net-zero by 2050 -an outcome that now appears increasingly unlikely. Being net zero at 
the end of the 2040s (having a zero emissions intensity ratio at that time) is in the very unlikely 
range (below 15%) with the current mix of activity and emissions (Figure 3). To make a leap in 
emission intensity trend that sets its path on a trajectory consistent with net-zero, innovation for 
improving efficiency is necessary; and innovation is fostered by ambitious climate policies.5 

Will climate policies among advanced economies move in the same direction? The three NGFS 
short term scenarios that include transition risks (Highway to Paris, Sudden Wake Up Call and 
Diverging Realities) share a common assumption: within the group of advanced economies there 
are no relevant differences in how climate policies behave; whether more or less ambitious or 
coordinated, they all aim at decarbonization. By contrast, the current U.S. government’s policies 

5 Still, net-zero may remain more plausible than the most extreme short-term physical risk scenarios in the short term. More importantly, given 
the NGFS’s mandate of contributing to a sustainable economy, the inclusion of at least one net-zero scenario seems a necessary benchmark, 
even if it no longer represents a plausible case. 

4 Simplistic NGFS climate scenarios are stuck in 'model land'. Mark Cliffe. Green Central Banking. May 14, 2025. 

 

https://greencentralbanking.com/2025/05/14/ngfs-short-term-climate-scenarios-simplistic/?utm_source=newsletter&utm_medium=email&utm_campaign=20250516
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promote an energy mix centered on fossil fuels rather than renewables, hinder the transition to 
electric vehicles, and relax regulations on greenhouse-gas emissions.6 

Why do transition and physical risks seem orthogonal? The NGFS treats transition and physical 
risks as surprisingly separable. Of the four scenarios, only one combines both types of risk (and 
even then, it does so asymmetrically by assigning physical risks to countries that do not 
transition); the others isolate either transition or physical impacts. This separation is 
conceptually awkward: acute physical risks are expected to intensify over the next five years, 
regardless of policy paths. While this division may be motivated by the desire to distinguish 
scenario narratives, it leads to inconsistencies. For example, transition scenarios exclude physical 
risk quantification entirely -even though near-term physical impacts are largely 
path-independent, driven by the atmospheric stock of greenhouse gases rather than marginal 
emission reductions. In Diverging Realities, for instance, physical events occur only in 
non-transitioning countries, ignoring the global nature of climate dynamics. Since emissions 
accumulate globally, no single country or bloc can insulate itself from physical risks merely by 
adopting ambitious policies. 

Are feedback loops fully captured across the interactions of the three models? The NGFS 
modelling framework orchestrates three distinct models -GEM-E3, EIRIN, and CLIMACRED- like 
sections of a symphony: GEM-E3, a computable general equilibrium model, traces the 
reallocation of capital, labour, energy, and materials (KLEM7) under carbon pricing, mapping 
sectoral redistribution and innovation dynamics. EIRIN, a stock-flow consistent model with 
heterogeneous agents, introduces financial sector reactions: credit rationing under tighter 
capital requirements, household consumption elasticities by wealth quintile, and central bank 
responses via an extended Taylor rule incorporating climate variables. Finally, CLIMACRED 
translates these macro-financial trajectories into firm-level credit risk, sovereign spreads, and 
sector-specific capital costs by simulating cash flow degradation and asset loss from physical 
events. However, the modular nature of the NGFS modelling framework creates frictions in 
capturing dynamic, second-round feedback. Consider inflation: while the NGFS states that 
financial expectations, market stress, and monetary policy reactions, simulated in EIRIN and 
CLIMACRED, are subsequently fed back into GEM-E3 for a final aggregate pass, this integration 
appears only partial. In practice, inflation results are reported solely for EIRIN, not for GEM-E3, 
suggesting that these second-round effects are not fully reflected across all variables. The same 
applies to interest rates, which also seem disconnected from the financial stress outcomes 
derived from CLIMACRED. This compartmentalization means that macroeconomic variables, 
particularly inflation, may respond differently if the full loop, including financial frictions and 
asset revaluation, were consistently incorporated. As it stands, the separation between modules 
limits the system’s ability to simulate the nonlinear, endogenous feedbacks that are central to 
understanding climate-financial macro dynamics.  

7 KLEMS is a framework in economics used to analyze industry-level production and growth. It stands for capital (K), labor (L), energy (E), materials 
(M), and services (S) inputs, which are the main factors used in the production process. By tracking these inputs, KLEMS helps economists 
understand how changes in these factors contribute to overall economic growth and productivity. 

6 “Clean Energy Transition: Investors’ Expectations Diverge, Driven by Decoupling Policies”. BBVA Research. April 11, 2025. 

 

https://docs.google.com/document/d/1u0hoMohO_coBmEfwVYXoaD421jCnLC6roOWnT2brEMk/edit?usp=sharing
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FIG.3. WORLD. GHG INTENSITY. 
EMISSION PER UNIT OF GDP 
(1979=100) 

 

FIG. 4. U.S. CLIMATE POLICY 
UNCERTAINTY 

 

 

 

Source: BBVA Research Global. What are the most likely long 
term climate scenarios? Not the most ambitious. 

 Shaded areas correspond to the presidency of Donald J. Trump. 
Source: Gavriilidis, K. (2021). Measuring Climate Policy 
Uncertainty by Konstantinos Gavriilidis. 

 

Global 
Global Critical Minerals Outlook 2025 – Analysis - IEA 21 May 
2025. Diversification is the cornerstone of energy security, yet 
critical minerals are moving in the opposite direction. 

Global 

Fires Drove Record-breaking Tropical Forest Loss in 2024 | World 
Resources Institute Research.  21 May 2025. The tropics lost a 
record-shattering 6.7 million hectares of primary rainforest in 2024, 
an area nearly the size of Panama. Driven largely by massive fires, 
that’s more than any other year in at least the last two decades. 

Europe 

ESOTC 2024: Your guide to Europe’s changing climate | 
Copernicus.  19 May 2025. The ESOTC 2024 report presents a 
detailed overview of climate conditions across Europe and the 
Arctic in 2024. 

 

  

 

https://www.bbvaresearch.com/en/publicaciones/global-what-are-the-most-likely-long-term-climate-scenarios-not-the-most-ambitious/
https://www.bbvaresearch.com/en/publicaciones/global-what-are-the-most-likely-long-term-climate-scenarios-not-the-most-ambitious/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3847388
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3847388
https://www.iea.org/reports/global-critical-minerals-outlook-2025
https://gfr.wri.org/latest-analysis-deforestation-trends
https://gfr.wri.org/latest-analysis-deforestation-trends
https://climate.copernicus.eu/esotc-2024-your-guide-europes-changing-climate
https://climate.copernicus.eu/esotc-2024-your-guide-europes-changing-climate
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DISCLAIMER 

The present document does not constitute an “Investment Recommendation”, as defined in Regulation (EU) No 596/2014 of the 
European Parliament and of the Council of 16 April 2014 on market abuse (“MAR”). In particular, this document does not constitute 
“Investment Research” nor “Marketing Material”, for the purposes of article 36 of the Regulation (EU) 2017/565 of 25 April 2016 
supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational requirements and 
operating conditions for investment firms and defined terms for the purposes of that Directive (MIFID II). 

Readers should be aware that under no circumstances should they base their investment decisions on the information contained in 
this document. Those persons or entities offering investment products to these potential investors are legally required to provide the 
information needed for them to take an appropriate investment decision. 

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses data or 
opinions regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider to be reliable, 
and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit, regarding its 
accuracy, integrity or correctness. 

This document and its contents are subject to changes without prior notice depending on variables such as the economic context or 
market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes. 

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in 
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision 
of any kind. 

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public 
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited, except in 
cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com. 
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