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Executive summary

In 2021, the International Monetary Fund

(IMF) published its Climate Strategy, focused
mostly on the coverage of climate-related
policy challenges in its surveillance activities.
Acknowledging the impact of climate change
on macroeconomic and financial stability, the
strategy proposed ambitious targets, including
the coverage of challenges around transition
management, adaptation, and mitigation,
where relevant to the IMF's mandate.

This report assesses how the IMF integrated
climate change into its core surveillance
activities — namely, the country-level
economic evaluations known as Article

IV consultations — between 2022 and
mid-2025. Drawing on a systematic review
of 60 reports across a representative set

of countries, we evaluate the scope, framing,
and coherence of the Fund's climate-
related advice.

While progress has been slow, as key findings
below show, the ongoing Comprehensive
Surveillance Review (CSR) risks stopping

this crucial work. This review should be the
opportunity to identify the shortcomings in the
integration of climate in the Fund's surveillance
work, including its fiscal, financial, monetary
and exchange rate policy advice.

With climate scientists warning of the
irreversible damage to ecosystems and human
systems that breaching 1.5 degrees Celsius

of warming would entail, it is clear that, more
than ever, climate change should be central

to the IMF's mandate of macroeconomic and
financial stability.

Key findings:

= Strong but declining climate coverage.
52 of the 60 Article IVs analysed explicitly
mention nationally agreed climate strategies
and 9 out of 12 Financial Sector Assessment
Programs (FSAPs) covered climate. While
the IMF has made high-level commitments
to integrate climate into surveillance,
references to climate in Article IV reports
have steadily declined over the last three
years. Coverage is concentrated in advanced
economies, while low- and middle-income
countries receive the least attention.*

= Austerity bias continues to undermine
climate action. Fiscal austerity undermines
climate action by reducing the fiscal space
for investment in adaptation, mitigation,
and social protection. In nearly two-thirds
of countries sampled, the IMF projected
fiscal contraction in the year following the
Article IV consultation. This imbalance
reflects a persistent pattern: too much
weight on spending efficiency and fiscal
consolidation, and too little precedence
given to environmental objectives and just
transition concerns.

=» Market-based instruments dominate.
The IMF continues to prioritise carbon
pricing and fossil fuel subsidy reform
as the centrepiece of climate policy.
Such recommendations are framed
simultaneously as fiscal and environmental
measures, reflecting the Fund's emphasis
on efficiency and price signals. The IMF
recommended reductions to electricity, gas
or fuel subsidies in nearly three-quarters
of the countries in our sample, more often
in low- and middle-income countries than
in advanced economies, raising concerns
about evenhandedness.

1 This marks a reversal of the upward trend observed between 2015 and 2022 (IEO 2024, 34), a retreat that may reflect a waning
of attention as staff face competing priorities, resource constraints, and the perception that climate concerns are better

addressed through specialised facilities such as the RSF.
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= Support for green industrial policy
remains rare and uneven. Among the
60 Article IV reports analysed, only
a quarter contained recommendations
that clearly reflect green industrial policy
thinking — such as public investment
in renewables, industrial coordination
or technology development. Strikingly,
such recommendations were heavily
concentrated in advanced economies.

=» Decreasing explicit support for fossil
fuel expansion, but lack of public finance
support for renewables. Only 7 out
of 60 reports explicitly support fossil fuel
expansion for the sake of macroeconomic
stability.? Recommendations towards
diversification of energy systems are
superficial, and only 13 out of 60 Article
IVs promote the public sector involvement
in expanding renewables.

= Partial uptake of climate diagnostics.
The IMF has developed new tools — such
as CPAT, DIGNAD, and IMF-ENV — to assess
the macroeconomic impacts of climate
risks and policies. Yet these have been
applied only sparingly, especially outside
of advanced economies and Resilience and
Sustainability Facility (RSF) programmes.
Distributional analysis has been particularly
limited, with few cases modelling the
inequality impacts of carbon pricing
or energy reforms.

Our research finds a widening gap between
the Fund's original ambition in its 2021 Climate
Strategy and operational practice. On the one
hand, the Fund's Climate Strategy recognises
climate change as a ‘macro-critical’ issue,

and has developed tools and frameworks

to incorporate it into surveillance.

On the other hand, the practical application
of these commitments remains uneven,
narrow in scope, and constrained by legacy
frameworks of fiscal conservatism and market
liberalisation.

This divergence undermines the IMF's stated
goal of supporting an inclusive and just green
transition, while also threatening its ability

to fulfil its core mandate of safeguarding the
macroeconomic stability of its members,
particularly as climate impacts intensify around
the world. It also raises critical questions about
the alignment of IMF surveillance with the
Paris Agreement: Incremental, market-centred
reforms are insufficient to deliver the scale

of systemic change required to keep warming
below 1.5°C.

Most notably, the IMF's climate advice risks
reproducing a two-track system:

Wealthier economies receive
recommendations on innovation, industrial
policy, and long-term green investment; while

Lower-income countries are steered toward
efficiency measures, energy subsidy removal
without ensuring accompanying social
safeguards, and fiscal retrenchment. Such
measures may generate near-term savings
but undermine their long-term capacity for
climate action.

Addressing these gaps requires a more robust
and less fragmented approach to climate

at the IMF: Building internal capacity and
diversity of expertise, engaging with external
specialists in climate finance and industrial
policy, and working more constructively with
climate-vulnerable countries. Without such
steps, the Fund will remain reactive, unable

to credibly support its members in navigating
climate risks that are already macro-critical.

2 These include Namibia, Guyana, Equatorial Guinea, Trinidad and Tobago, Albania, Céte d'lvoire, and Kyrgyz Republic.
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Recommendations

@ Climate change should be treated

as a core macro-financial risk, and

be integrated into the IMF’s core policy
advice. Every Article IV report should state
whether the IMF's core policy advice (fiscal,
monetary, financial, exchange rate) enables
or undermines countries’ climate mitigation
and adaptation plans. If not, staff must
present alternatives.

Climate surveillance coverage must
follow Paris Agreement principles,
including equity and common but
differentiated responsibilities, while
supporting sustainable development and
poverty eradication. This means advanced
economies must take the lead, and
recognise spillover effects from their fiscal,
monetary, financial and climate policies
onto low- and middle-income countries.

Upgrade analytics: Science-based
recommendations on the impact of the
climate crisis on macroeconomic and
financial stability should be acknowledged
and tipping-points properly incorporated
in modelling.

Do no harm: Make ex-ante and ex-post
distributional and climate impact
assessments mandatory, published, and
used to adjust advice. This should lead

to clear subsidy reform guidance, requiring
equity analysis, compensation plans,
phased sequencing and safeguards before
recommending energy price reforms.
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® Tools must have a clear purpose: If staff
apply models (CPAT, ENV, DIGNAD),
they must show how results shaped the
policy package.

® Financing annex: Require a ‘climate
financing map' in surveillance (public
Vs private, concessional vs market,
domestic vs external).

® Inclusive consultation: Country teams must
engage unions, civil society organisations,
parliaments, and publish a summary
of inputs in staff reports.

® Move beyond one-size-fits-all carbon
pricing and provide green industrial
policy guidance. Staff should assess public
investment, state owned enterprises' roles,
and industrial strategies as macro-critical,
not just pricing tools — and apply them
evenhandedly across country groups.

@ Stay in the macro lane: When issues lie
outside IMF tools, flag macro relevance
but refer governments to multilateral
bodies such as the UNFCCC, ILO, OHCHR,
and UN Women.



