
 

Environmental Social Governance (ESG) issues continue to climb in importance for many investors and 

policy makers over the last few months. There has been a steady increase in US regulatory and supervisory 

activities to monitor climate-related systemic risks and assess their impact on global financial stability. 

Here are some more notable regulatory developments that banks should pay attention to related to 

(E)nvironmental climate risk disclosures in the first half of 2021: 

• 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. The Climate and ESG Task Force is the SEC’s latest initiative to improve quality 

and clarity of disclosures related to climate change and ESG.  Its creation signals that regulators 

are likely to take more enforcement actions against firms involved in misconduct related to ESG 

claims.  

• 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.  

• Global regulators took a first step on Jul 26, 2021, to unlock the "black box" of corporate ESG 

ratings, suggesting formal oversight of a sector which helps channel trillions of dollars into 

climate-friendly investment funds. 

• ESG assets are on track to account for more than one third of total assets under management 

worldwide surpassing $35 trillion in 2020 up from $30.6 trillion in 2018 and $22.8 trillion in 

2016. 

• NYDFS announces that New York–regulated banks and credit unions can earn credit under the 

state’s CRA for making climate-friendly loans 

• OCC appointed Darrin Benhart as its first Climate Change Risk Officer in a newly created 

position and joined the Network of Central Banks and Supervisors for Greening the Financial 

System (NGFS) to collaborate with central banks and peer supervisors to share best practices 

and contribute to the development of climate risk management in the financial sector. 

https://www.sec.gov/sec-response-climate-and-esg-risks-and-opportunities
https://home.treasury.gov/news/press-releases/jy0271
https://mondovisione.com/media-and-resources/news/esg-assets-rising-to-50-trillion-will-reshape-1405-trillion-of-global-aum-by/
https://www.dfs.ny.gov/industry_guidance/industry_letters/il20210209_cra_consideration
https://www.occ.gov/news-issuances/news-releases/2021/nr-occ-2021-78.html


So what are some of the risks posed by climate change to financial institutions? Climate change could 

manifest as a financial risk to banks either through changes in the physical climate or from the process 

of transitioning to a low-carbon economy, including changes in climate policy or in the regulation of 

financial institutions with respect to risks posed by climate change. Climate-related physical risks include 

both acute weather events and chronic shifts in the climate. Potential physical risks from climate change 

may include altered distribution and intensity of rainfall, prolonged droughts or flooding, increased 

frequency of wildfires, rising sea levels, or a rising heat index. Also, “transition risks” can arise from the 

process of adjusting to a low-carbon economy, these include: 

• Policy-based shifts - Demand and supply-side changes as measured through policy intervention 

factors that impact or depend on policymakers, regulators, and legislators.  

• Market-based shifts – Demand and supply-side changes as measured through structural and 

behavioral factors that impact or depend on consumers, intermediaries, and producers. 

• Technology-based shifts – Demand and supply-side changes as measured through operational 

factors that impact or depend upon consumers, intermediaries, and producers.  

These types of transition risks could be further accelerated by the occurrence of changes or 

characteristics in the physical climate. So, what are some of the ESG factors that can make it more 

complex for supervisors when incorporating these types of risks into your next Board report?  

1. Several ESG factors have traditionally been considered non-financial but are increasingly being 

recognized to have an impact on profits, capital, and 

costs.  

2. There is uncertainty about timing of the impact of these 

factors. 

3. ESG factors have negative externalities. Costs of those 

activities is born by third parties or by the society at large 

and not fully captured by market mechanisms.  

4. Impact from activities and interactions with different 

stakeholders within upstream and downstream value 

chains have an impact on aggregate ESG risk.  

5. There is increased sensitivity to changes in public policies. Federal agencies have already begun 

devoting substantial resources to ESG issues.  

In addition to traditional legal liability, like lawsuits or enforcement actions, ESG-related risks also 

include risks to corporate reputation, risks associated with project financing, risks associated with lack of 

diversity, equity, and inclusion, risks based on lobbying, and from lack of corporate ESG coordination. 

Therefore, it’s important to keep track and monitor ESG related risks that could impact the bottom line 

at your financial institution.  

Interested in learning more? Download SRA’s ESG – How to Get the Board-on-Board Whitepaper here. 

https://www.srarisk.com/post/whitepaper-esg-how-to-get-the-board-on-board

