
US regulators rapidly develop a framework 
to address climate-related risks
Leading off1

There is a growing linkage between climate policy and global financial 
markets. Previously, the prevailing view in the United States (US) 
equated climate risk more with a social good that was essentially 
outside most regulatory agencies’ realms. Now, climate risk is 
viewed as a financial risk.2 The new administration is building off 
this momentum and pursuing a whole-of-government approach 
permeating into the US financial regulatory agencies.

The catalyst for much of this regulatory action in the United States 
occurred in September 2020, when the Climate-Related Market 
Risk Subcommittee of the Commodity Futures Trading Commission 
(CFTC) published its highly anticipated report recognizing how 
a changing climate could pose systemic risks to the US financial 
system, and anticipating meaningful change on the horizon.3 The 
CFTC report jolted the financial regulatory community into seeing 
the interconnectedness of regulators’ ability to respond to these 
risks, using the various tools and levers within the government to 
coordinate a consistent approach.

That meaningful change on the horizon is now here. Over the past 
several months, there has been a steady increase in US regulatory 
and supervisory activities to monitor these climate-related 
systemic risks and assess their impact on global financial stability, 
accompanied by growing climate awareness among leading financial 
institutions. With the United States playing catch-up globally, it may 
continue looking toward EU and UK financial regulators as a model. 
Still, the opportunity for the United States to regain a sense of 
leadership is real.

This month’s digest will look at the US Securities and Exchange 
Commission’s (SEC) recent flurry of activity to integrate climate and 
environmental, social, and governance (ESG) considerations into the 
agency’s broader regulatory framework. The SEC plans to enhance 
its focus on climate-related disclosures in public company filings and 
identify any material gaps or misstatements in issuers’ disclosure of 
climate risks under existing rules. Recent Congressional hearings, 
including the nominating hearing for SEC chair, bring these issues and 
their political dynamics into sharper focus.
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The digest will also look at the interrelationships across the US 
financial regulatory agencies, including recent public statements 
on climate stress tests and the integration of climate risks into the 
Community Reinvestment Act (CRA).4 

The current landscape
Closer scrutiny of climate-related disclosures in public company 
filings is to come. Acting SEC Chair Allison Herren Lee said the 
SEC would review weaknesses in existing guidance and voluntary 
disclosure programs as the agency considers additional measures. 
The SEC created a new climate task force to identify ESG misconduct 
on the heels of announcing it will prioritize climate risks in its 2021 
examination priorities. In response to these developments, public 
companies should prepare for greater enforcement scrutiny by 
confirming the accuracy of statements in public filings about ESG 
programs, initiatives, and plans. 

On March 4, 2021, the SEC announced a newly created Climate and 
ESG Task Force in the Division of Enforcement to be led by Kelly 
Gibson, the acting deputy director of enforcement.5 The new task 
force will seek to proactively identify ESG-related misconduct using 
“sophisticated data analysis to mine and assess information across 
registrants, to identify potential violations.”6 Its initial focus will be to 
review public company disclosures “to identify any material gaps or 
misstatements in issuers’ disclosure of climate risks under existing 
rules.”7 The Climate and ESG Task Force will also review investment 
advisers’ and funds’ disclosures and compliance systems relating to 
their ESG strategies. 

The SEC’s enforcement division is expected to use automated 
searches of SEC filings to identify potential outliers in disclosures 
or other practices, as they have done with other emerging risks. 
The Climate and ESG Task Force will also evaluate and pursue tips, 
referrals, and whistleblower complaints on ESG-related issues and 
provide expertise to teams working on ESG-related matters across 
the division.8

The Climate and ESG Task Force is the SEC’s latest initiative 
concerning climate change and ESG. On March 3, 2021, the 
SEC’s Division of Examinations announced its 2021 examination 
priorities, including plans to focus on climate risks “by examining 
proxy voting policies and practices to ensure voting aligns with 
investors’ best interests and expectations.”9 The SEC will also 
closely look at business continuity plans (BCP), particularly those of 
systemically important registrants, given the “intensifying physical 
risks associated with climate change.”10 It also plans to scrutinize 
investment adviser disclosures and practices relating to their ESG 
products and services.

Last month, Acting Chair Lee directed the Division of Corporation 
Finance to review company disclosures,11 including assessing 
compliance with federal securities laws and the SEC’s 2010 
guidance.12 In his recent confirmation hearing before the Senate 
Banking Committee, President Biden’s nominee for SEC chair, 
Gary Gensler, said that companies “should not be able to hide” 
their climate risks from investors.13 He also said that disclosure 
regimes on climate risk could be pro-issuer, pro-corporation, and 
pro-investor.14 

Additionally, the House Financial Services Subcommittee on Investor 
Protection featured ESG disclosure in its hearing, “Climate Change 
and Social Responsibility: Helping Corporate Boards and Investors 
Make Decisions for a Sustainable World,” held on February 25, 2021.15

Critical analysis
The Climate and ESG Task Force is unique because it is focused on 
a single disclosure issue that has not been the subject of significant 
prior enforcement actions. Its creation signals that regulators are 
likely to take more enforcement actions against firms involved in 
misconduct related to ESG claims. Shareholders are pressuring the 
financial firms and their regulators to be more proactive on ESG 
disclosures, particularly those related to climate risks.

There is some disagreement on how to approach climate-risk 
disclosure issues, especially from Congress. However, SEC Acting Chair 
Lee is making it very clear how closely the SEC will be considering this 
emerging risk, including moving ahead with efforts across its offices 
and divisions to account for how climate and ESG intersect with its 
regulatory framework.16 Indeed, the SEC seems to be moving very 
quickly to focus on possible “greenwashing.” There is potential that this 
approach will have an extraterritorial reach—for overseas (including 
UK) companies that issue securities in the United States and, 
potentially, for overseas funds that United States advisers market. 

Other notable US regulatory developments17

 • Treasury Secretary Janet Yellen says climate stress tests 
would be revealing to both regulators and financial firms 
themselves in terms of managing their risks and that  
Treasury may play a role in facilitating them in the  
United States. During a Q&A session at the New York Times’ 
DealBook DC Policy Project conference, she suggested that 
climate stress tests would be different from typical banking stress 
tests.18 For instance, climate stress tests would likely not be used 
to impose capital requirements or limit dividend payouts. She 
also said that it is conceivable that insurance regulators may also 
want to do stress tests. 
 
Secretary Yellen expressed enthusiasm for the “new movement 
now toward stress testing of financial institutions and the 
recognition that financial institutions can be affected” by both 
physical risks and risks due to price changes and stranded 
assets.19 She finds it “encouraging that the Federal Reserve 
Board (Fed) has indicated that it is looking at [climate stress 
tests]. I think that is something that at Treasury we may be able to 
discuss and facilitate in the United States.”20 
 
During her Senate confirmation hearing, Secretary Yellen 
proposed new efforts by the Treasury to address climate risks in 
the financial system, including creating a hub within Treasury to 
review financial stability risks and seek tax policy incentives for 
addressing climate change.21 Under her leadership, Treasury 
appears poised to take a leading role in sewing together activities 
and actions across the financial regulatory community, including 
through the Treasury-led Financial Stability Oversight Council. 
Treasury knows it does not have all the tools at its disposal (and 
that the individual regulatory authorities do) but is planning to be 
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active in coordinating and encouraging different agencies to pull 
their levers in unison so that there is a consistent and seamless 
approach. The goal would be that when the Fed does something 
(e.g., climate stress tests or climate scenario analysis), it will be 
in sync with what the SEC does (e.g., mandatory disclosure and 
enforcement of climate risks). 

 • Federal Reserve Board Governor Lael Brainard endorses 
mandatory climate risk disclosures for public companies  
and encourages climate-related scenario analysis as a  
helpful but distinct approach from the Fed’s existing 
regulatory stress tests at banks. On February 18, 2021, in her 
remarks prepared for the Institute of International Finance’s 
US Climate Finance Summit, Governor Brainard highlighted 
the importance of improved climate-related data, disclosures, 
and modeling techniques to understand risks better and 
reduce related uncertainty. She said that voluntary climate risk 
disclosures had been an essential first step but “are prone to 
variable quality, incompleteness and a lack of actionable data.”22 
Instead, she said, “moving toward standardized, reliable and 
mandatory disclosures could provide better access to the data 
required to appropriately manage risks.”23  
 
Governor Brainard also said that additional scenario analysis 
might help identify climate risks at financial firms. However, she 
noted it would be distinct from the Fed’s existing regulatory 
stress tests, due to different approaches toward analyzing 
shorter-term and longer-term risks. “Scenario analysis is an 
exploratory exercise that allows banks and supervisors to assess 
business model resilience to a range of long-run scenarios,” 
she said. “It seeks to understand the effects of climate-related 
risks on a range of financial markets and institutions, as well 
as the potentially complex dynamics among them. By contrast, 
traditional stress tests are a regulatory exercise to assess the 
capital adequacy of banks to specific macroeconomic scenarios 
and financial market shocks over the short run.”24 

 • NYDFS announces that New York–regulated banks and credit 
unions can earn credit under the state’s CRA for making 
climate-friendly loans. The New York State Department of 
Financial Services (NYDFS) said that banks and credit unions 
could earn credit under the state’s CRA by financing activities 
that bolster climate adaption, resiliency, and mitigation efforts 
in low-to-moderate-income communities (LMIs). These financing 
activities would include lending for solar projects to enhance 
community development and weatherization of energy sources 
to reduce power loss or improve efficiency.25  
 
In a similar vein, in a recent advance notice of proposed 
rulemaking on the CRA, the Fed for the first time sought feedback 
on providing CRA credit to encourage loans and investments 
that promote disaster preparedness and climate resilience to 
LMIs. The feedback from the comment period will soon be made 
public.26  
 

The Biden administration has sought to establish a stronger 
linkage of the interrelationships across financial inclusion, racial 
inequity, and susceptibility to climate risks under the umbrella of 
“environmental justice.”

Additional Deloitte perspective on climate 
risks
For additional insight, please see our ongoing series on how climate 
risks are shaping US financial regulatory initiatives and the impact 
these developments may have on the financial services industry and 
the broader economy.

 • Deloitte’s monthly Creating a climate of change digest: 
Climate risk regulatory developments in financial services 

 • Global foreword to 2021 financial markets regulatory outlook, 
highlighting climate risks in FSI

 • US climate risk

 • 2021 UK/EU financial markets regulatory outlook on 
sustainability

“The effects of climate change 
are inescapable and include far-
reaching economic and financial 
consequences for many households 
and businesses. However, the 
precise magnitude, timing, and 
form of these effects are uncertain. 
Over the past year, central banks 
and financial supervisors around 
the world—including the Federal 
Reserve—have made progress on a 
path to identify, assess, and manage 
the resulting climate-related 
financial risks.” 
—  Glenn Rudebusch, executive vice president and senior policy 

advisor, Federal Reserve Bank of San Francisco, February 2021

https://www2.deloitte.com/us/en/pages/financial-services/articles/climate-change-financial-risk-regulations.html
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