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May 14, 2020

David M. Gillers, Subcommittee Alternate Designated Federal Officer and Chief of Staff to Commissioner
Rostin Behnam, CFTC

Climate-Related Market Risk Subcommittee Under the Market Risk Advisory Committee, 85 Fed. Reg.
20,678

The following comments to the Commaodity Futures Trading Commission relate to the
Climate-Related Market Risk Subcommittee’s report to the Market Risk Advisory Committee
on climate change-related financial and market risks.

Climate change is a systemic and growing risk to our economy, yet is not priced into most
market decisions today because of multiple market failures including a lack of information
and a mismatch in time horizons for assessing risks considered material. The financial
system requires transparent, uniform disclosure of climate risks, based on the best available
science, to evaluate which companies are best prepared to weather the physical and transition
risks of climate change. Despite efforts by some lawmakers and domestic financial bodies,
corporate America currently lacks sufficient incentive to disclose accurate, standardized, and
comparable metrics regarding their climate risks — particularly within the fossil fuel industry.
Financial institutions are not properly pricing climate risks into financial assets, increasingly
creating an unstable financial system with broader implications for the economy and the
public. The statement “what is measured is managed” applies here, as the lack of consistent,
accurate, and comparable measurement of climate-related financial metrics suggests a lack of
management of climate-related financial risks. A suite of interventions, including but not
limited to mandated and standardized disclosure and a robust price on carbon, is needed to
help mitigate climate risks.

Climate Change is a Systemic Risk

Climate change has the potential to affect companies in two main ways. First, the physical
risks of climate change — rising sea levels,* worsening or intensifying heat waves,? flooding,
droughts, wildfires,® and storms — directly threaten company and individual assets, supply
chains, national infrastructure, and the economy. 2019 was the fifth consecutive year in
which the U.S. experienced 10 or more billion-dollar weather and climate disaster events,
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with the total cost of billion-dollar disasters over the last 5 years exceeding $525 billion.* By
2045, within the lifetime of a typical mortgage issued today, about 325,000 U.S. coastal
homes and commercial properties worth $136 billion will be at risk of chronic flooding due
to sea level rise.® By the end of the century that increases to approximately 2.5 million US
coastal properties currently worth more than $1 trillion.® Uniform, transparent disclosure of
these kinds of risks is vital to ensuring that homebuyers, banks, insurers, investors, and others
have full information and can take steps to reduce their exposure to financial losses.

Second, global efforts to mitigate the effects of climate change and lower the emissions of
heat-trapping gases could also dramatically affect the value of corporate assets if left
unmanaged. The Task Force on Climate-related Financial Disclosures (TCFD) concluded that
the reduction in heat-trapping emissions “coupled with rapidly declining costs and increased
deployment of clean and energy-efficient technologies could have significant, near-term
financial implications for organizations dependent on extracting, producing, and using coal,
oil, and natural gas.”’

At a recent Federal Reserve conference, it was clearly highlighted that climate change will
have sweeping effects on our economy and financial system.® Furthermore, the impacts of
climate change—including its economic toll—fall disproportionately on low income
communities and communities of color.

The findings of the Intergovernmental Panel on Climate Change Special Report on Global
Warming of 1.5°C® and the Fourth National Climate Assessment® underscore the urgent
need to reduce emissions to net-zero by mid-century. Burning fossil fuels for electricity, heat,
and transportation is the largest source of global warming emissions. Scientists can now
quantify! the global warming emissions, global average temperature increase, and sea level
rise attributable to the product-related emissions of particular fossil fuel companies. Recent
science also points to the growing risks of reaching climate tipping points, triggering truly
catastrophic and irreversible impacts.
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Mandatory Disclosure for the Fossil Fuel Industry

While disclosure has improved since the Securities and Exchange Commission issued its
2010 guidelines*? for public companies to report on material regulatory, physical, and
market-related risks and opportunities related to climate change, there is no economy-wide
mandate for climate-related financial risk reporting. Mandatory disclosure based on the
Climate Risk Disclosure Act®® or another legislative vehicle will help investors appropriately
assess climate-related risks and accelerate the transition to a low carbon economy.

The energy sector, as defined by the TCFD* and encompassing the oil and gas, coal, and
electric utility industries, is inextricably linked to climate change; detailed disclosure is
therefore required to accurately assess these companies’ climate-related risks. The fossil fuel
industry faces a unique mix of climate-related financial risks, such as potential regulations to
reduce emissions, market competition from renewable energy technologies, climate damages
lawsuits, and reputational damage for knowingly deceiving®® the public and shareholders*®
about the climate risks of its products.t” The industry is also particularly vulnerable to
physical damages to infrastructure and operations due to acute climate impacts.

Mandatory disclosure, particularly by fossil fuel companies, will help the market
appropriately assess the risk of climate change and generate pressure for more ambitious
corporate climate action.'® Investments in the energy sector by asset managers and financial
institutions could have an outsized impact on the financial system’s bottom line in the event
of a rapid transition to a low-carbon economy. Investors need comprehensive, consistent, and
comparable information on corporate management of climate risks to make sound financial
decisions, reward leaders, and encourage better management of climate risks.
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Carbon Tax & Suite of Climate Policies

Federal financial regulators have a unique position to take robust and rapid action to address

climate risk. Mandated disclosure requirements and a robust carbon tax are necessary steps

to ensure climate risks are priced into the larger economy. In addition, a comprehensive suite
of policies are needed to ensure a just and equitable transition to net zero emissions by 2050

and to help build climate resilience.
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