Nnited States Denate

WASHINGTON, DC 20510

March 9, 2023

The Honorable Janet Yellen
Secretary

U.S. Department of the Treasury
1500 Pennsylvania Avenue NW
Washington, D.C. 20220

Dear Secretary Yellen:

We are following up on an August 2021 letter' sent by Senator Warren to then-Climate
Counselor John E. Morton to once again urge the U.S. Department of the Treasury (Treasury, the
Department) to take swift and aggressive action to tackle the climate crisis, which threatens our
nation’s health, security, and financial system. This is especially pertinent given that Counselor
Morton stepped down from his role at the end of last year, presenting you with an opportunity to
appoint a new Climate Counselor to lead this critical work.?

We were pleased that during your Senate Finance Committee confirmation hearing in January
2021, you announced your intention to appoint a “very senior level” official to lead Treasury’s
climate efforts.’ But almost two years have now elapsed since Treasury established a Climate
Hub in April 2021, with Climate Counselor Morton leading a new coordinated climate strategy
encompassing a broad range of climate-related principals,* and the limited action taken by
Treasury and Counselor Morton in this intervening period is concerning. Your speech earlier this
week to the Climate Financial Risk Advisory Committee, in which you acknowledged that “[a]s
climate change intensifies, natural disasters and warming temperatures can lead to declines in
asset values that could cascade through the financial system,” and that “a delayed and disorderly
transition to a net-zero economy can lead to shocks to the financial system as well,”* only
underscores that Treasury has not yet acted with decisive leadership in addressing these threats.
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Counselor Morton had the unique responsibility of leading efforts to “[b]ring to bear the full
force of the Treasury Department on domestic and international policymaking, leveraging
finance and financial risk mitigation to confront the threat of climate change” and “coordinate
and enhance existing climate-related activities by harnessing the tools, capabilities, and expertise
from across the Department.”® But during his tenure, he failed to make rapid progress on
fulfilling those responsibilities. This is particularly concerning given Treasury’s centralizing role
in developing economic policies and coordinating across the financial regulatory bodies.’

Given this Treasury and Climate Hub inactivity, we write to learn about how you plan to
reposition and reinvigorate the Hub in order to support the Biden administration’s “whole-of-
government approach to climate change.” We are therefore seeking information on the progress
made by Counselor Morton in the 20 months’ he was in this role, and on your plans for the
Climate Hub and the Climate Counselor position moving forward.

Lack of Progress by the Climate Hub

In Treasury’s response to the August 2021 letter from Senator Warren seeking updates on the
Climate Hub’s work, the Department stated that it was “fully committed” to “keeping a keen eye
on the impacts of and opportunities to address climate change across all of the Department of
Treasury’s work.”"® The response also stated that “the Climate Hub has organized its work and
established that the overarching goal of the Department’s climate-related activities is to support
the Administration’s aim of achieving net-zero greenhouse gas emissions economy by mid-
century, and to do so while working to ensure a just and resilient transition.”" The Department
emphasized that the Climate Hub is focused on [emphasis removed] “harnessing Treasury’s
collective climate expertise to inform, guide, incentivize, and mobilize financial flows for
climate mitigation and climate adaptation,” including:"

e informing market participants by, through engagement with the Financial Stability
Oversight Committee (FSOC) and various international standard-setting bodies,
improving the availability of information on climate-related risks and opportunities so
that climate considerations can be fully integrated into financial decision-making;

e guiding the transition to a net-zero world by, through Treasury’s co-chair role in the G20
Sustainable Finance Working Group (SFWG) and other multilateral and bilateral
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engagements, coordinating approaches and developing and promoting best practices to
facilitate private investment that supports the transition to net-zero;

e incentivizing this transition by employing Treasury’s tax, budget, regulatory, and
oversight authorities to incentivize private capital flows to a net-zero posture; and

e mobilizing the transition by using Treasury’s voice and vote at the multilateral
development banks (MDBs) and other climate finance institutions to push for increased
levels of climate finance, including by crowding in higher levels of private capital.

Although the Department anticipated “[moving] nimbly and efficiently in prioritizing climate
action”" through the Climate Hub, we have seen few reports of how the Hub has worked to
achieve these goals since the August 2021 update. Just three Treasury press releases mention
Counselor Morton," two of which consist of one-paragraph descriptions of international trips."
The Climate Hub lacks a dedicated Treasury webpage and has only announced one public-facing
action on Treasury’s website since its creation, a roundtable hosted one year ago in March 2022
in conjunction with another Treasury office, the Office of State and Local Finance.'* And while
we recognize that the Climate Hub did support the Federal Insurance Office’s (FIO) assessment
of climate change’s effect on insurance availability and affordability via a “proposed data
collection from large writers of homeowners insurance on their underwriting metrics and related
insurance policy information,”'” outside of these few actions, the Climate Hub does not appear to
have met its objectives.

FSOC’s Inaction on Climate

We are also troubled that the inactivity of the Climate Hub extends to Treasury’s leadership of
FSOC." President Biden’s May 20, 2021 Executive Order (EO) on climate-related financial risk
sought “to advance consistent, clear, intelligible, comparable, and accurate disclosure of climate-
related financial risk” in order to “lead the global economy to a more prosperous and sustainable
future.”” The EO directed the Treasury Secretary, as the chair of FSOC, to engage with FSOC
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members and “[issue] a report...on any efforts by FSOC member agencies to integrate
consideration of climate-related financial risk in their policies and programs.”” While the
resulting October 2021 FSOC report did, for the first time, identify climate change as “an
emerging and increasing threat to U.S. financial stability” and recommend that member agencies
address climate-related risks to financial stability,”’ FSOC — including in its recent 2022 Annual
Report — has yet to formally recommend that banking regulators finalize their proposed
principles for climate risk management or lay out recommendations for what steps regulators
should take after those principles are finalized.” For example, the Office of the Comptroller of
the Currency has not finalized its draft principles over a year after initially proposing them.*
Clearly, Treasury has not fulfilled its commitment that the Climate Hub would engage with
FSOC in order to fully integrate climate considerations into financial decision-making.*

These failures are troubling because the United States financial regulatory system continues to
fall behind its peers in other countries. The European Central Bank (ECB) and the Bank of
England have both conducted far more robust scenario analyses than those planned by the
Federal Reserve.” Indeed, the ECB expects all banks to incorporate climate risk into their capital
assessment and stress testing procedures by 2024.% This is the emerging global standard. In
December, the Basel Committee on Banking Supervision, the “primary global standard setter for
the prudential regulation of banks,” emphasized that banks need to take climate risk into
consideration when deciding capital adequacy.” Back home in the U.S., regulators have not
formally said that companies need to identify climate risk, and are explicitly disclaiming any
capital implications from climate risk assessments.” Given Treasury’s leadership position in
FSOC, the Department and the Climate Hub must do more to mobilize our financial regulators to

financial-risk/.
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implement strong guidelines to ensure that banks and financial institutions are adequately
prepared for climate-related financial disruptions.”

Treasury’s Lack of Leadership on the Paris Agreement

The Climate Hub has also not spurred Treasury to use its leadership at the International
Monetary Fund (IMF) to support the goals of the Paris Agreement. President Biden’s January
2021 Executive Order on Tackling the Climate Crisis at Home and Abroad instructed Treasury to
“develop a strategy for how the voice and vote of the United States can be used in international
financial institutions, including...the International Monetary Fund, to promote financing
programs, economic stimulus packages, and debt relief initiatives that are aligned with and
support the goals of the Paris Agreement.”* The U.S. is the largest shareholder of the IMF
board,* and yet since the January 2021 EQO, the board has in a number of cases “supported the
creation of new tax policies that subsidize coal and gas™* and approved several reports and loan
programs that endorse or enable fossil fuel expansion in countries around the world and deter a
just transition to green, resilient economies.** Treasury must use the United States’ power as
majority shareholder to end the IMF’s role in the expansion of fossil fuels, and guide the body
towards policies that support climate action.

Along with his public-facing actions, Counselor Morton met with banks, insurers, and asset
managers privately on their net zero commitments.* The specifics of those conversations are not
public, but it is imperative that Treasury and the Climate Hub take a leading role in shaping the
way our financial system transitions in accordance with the U.S.’s Paris commitments. Many
financial institutions have made commitments to reach net zero emissions by 2050 with limited
to no plans for actually reaching that goal.* Treasury should follow the global trend and publicly
propose standards for such transition plans and monitor the financial system’s progress toward
achieving them. In contrast to Treasury’s inactivity, other countries are acting quickly: for
example, in April 2022, the United Kingdom’s (UK) HM Treasury launched the Transition Plan
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Taskforce (TPT) to “develop the gold standard for private sector climate transition plans,”** and
has already announced implementation plans.”” The gap between U.S. action and that of countries
like the UK is continuing to grow, and it is crucial that Treasury take stock of this gap and work
diligently to close it.

Additionally, at the United Nations Climate Change Conference (COP 26) in 2021, President
Biden signed on to the Glasgow Commitment to “end new direct public support for the
international unabated fossil fuel energy sector” by the end of 2022.** The Biden Administration
has developed guidance on the implementation of this commitment through the U.S. Export-
Import Bank, U.S. International Development Finance Corporation, and other agencies, but it has
refused to make it public, despite requests from several of us to do so.* Treasury has failed here
too in leading the push to make the document public and helping in its implementation.

Conclusion

There is much to be done for Treasury, and the Climate Hub in particular, to fulfill its purpose in
leading the Administration’s work to address the climate crisis and related financial risk. With
Counselor Morton’s departure from the role, it is all the more important to assess the role of the
Climate Hub over the past 22 months and to ensure that the next Climate Counselor is more
effective in carrying out the Hub’s crucial responsibilities. Treasury must develop a bold agenda
to address the climate crisis, address the risks posed to the financial system, and guide the
transition to a clean energy economy. To that end, in order to better understand Counselor
Morton’s work and your plans for the future of the Climate Counselor role,* we ask that you
provide answers to the following questions no later than March 23, 2023:

1. Please describe the role the Climate Hub has played thus far in helping Treasury meet the
requirements of President Biden’s May 20, 2021 EO.

2. According to a December 2022 report, Treasury officials at the time had yet to identify
candidates to replace Counselor Morton.* Please describe your timeline for hiring a new
Climate Counselor.
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37 Transition Plan Taskforce, “TPT hosted Webinars on Framework and Guidance,”
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transition/.

3 Letter from Senators Ed Markey, Elizabeth Warren, Jeff Merkley, and Bernie Sanders to President Joe Biden,
December 21, 2022,
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3. Will you commit to launching a public-facing Climate Hub webpage that is regularly
updated with the Climate Hub’s activities?

4. In Treasury’s response to my earlier letter, the Department noted that “coordination”
remains one of the most significant challenges in developing and implementing a strong
regulatory agenda to ensure the financial system is adequately prepared for climate-
related disruptions.” Please describe how you have worked to improve coordination
across our financial regulatory agencies in the year and a half since your response letter.

5. According to Treasury, its climate policy strategy is to “support the Biden-Harris
Administration’s critical climate-related goals,” and includes the following objectives:*

® Mobilizing financial resources for climate-friendly investments at

home and abroad, and prioritizing the expedited transition of high-
emitting sectors and industries;

® Leveraging economic and tax policies to support building climate-

resilient infrastructure and ensuring the transition to a net-zero
decarbonized economy;

® Ensuring that environmental justice considerations feature

centrally in programs, policies, and activities given the
disproportionate impacts that climate change has on disadvantaged
communities;

® Ensuring that policies designed and implemented to assist with the

transition to a lower-carbon economy are broadly just and
equitable and support well-paying jobs;

® Helping household, businesses, workers, and investors analyze,

stay informed about, and adapt to the economic and financial risks
and opportunities associated with climate change;

® Promoting globally consistent approaches to climate-related
financial risks; and
® Understanding and mitigating the risks that climate change poses

to the stability of the U.S. and global financial system and
economy.

Regarding these policy goals outlined in Treasury’s climate strategy:

a. What is your updated timeline for implementing these goals?

2 Letter from U.S. Department of Treasury Office of Legislative Affairs Deputy Assistant Secretary for Banking
and Finance Craig Radcliffe to Senator Elizabeth Warren, August 18, 2021,
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b. Which of these do you plan on prioritizing and why?

6. Please describe the Climate Hub’s progress to date on the goals outlined above in regard
to [emphasis removed] “harnessing Treasury’s collective climate expertise to inform,
guide, incentivize, and mobilize financial flows for climate mitigation and climate
adaptation.”*

7. Please describe your strategy on how Treasury will use its “voice and vote”* at the IMF
to support the goals of the Paris Agreement, as instructed by the Executive Order on
Tackling the Climate Crisis at Home and Abroad.

8. Will you make public the guidance on implementation of the Glasgow commitment to
end overseas fossil fuel finance by the end of 2022?

9. How many staff members did you have who are devoted to working on climate-related
issues in April 2021, when you announced the Climate Hub, and how many do you have
now? How many of these are senior positions?

10. What actions are Treasury and the Climate Hub taking to help close the gap between
banking regulators in the U.S. and other countries regarding climate risk?

11. Describe your engagement with frontline communities — those that experience the ““first
and worst’ consequences of climate change”* and are “most often communities of color,
Indigenous, and low-income”*” — and your continued plan for engagement with civil
society.

12. How will you ensure that U.S. financial institutions have science-based plans in place to
meet their public net zero by 2050 commitments? What will you do to encourage
institutions that do not have such plans in place to implement them?

a. How will Treasury and the Climate Hub encourage U.S. financial institutions that
do not have public commitments to net zero in place to make and meet those
commitments?

b. Many financial institutions are retreating from their decarbonization and net-zero
commitments.” Describe your plan for highlighting which institutions are leading
on the clean energy transition and which are lagging on supporting these goals.

“Id.
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13. Please describe how Treasury and the Climate Hub will address attempts by the fossil
fuel industry and organizations tied to the fossil fuel industry to prohibit the consideration
of environmental, social, and governance (ESG) factors in investment and financial
decisions and to oppose financial regulations that would require the disclosure of climate-
related financial risks,* and what resources you will provide to businesses, investors, and
financial regulators to assess climate-related financial risks?

Thank you for your attention to this important matter. I look forward to your response.

Sincerely,

%W %W Gl ). Miehae,

Elizhbeth Warren Sheldon Whitehouse Edward J. Markey
United States Senator United States Senator United States Senator
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