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Building Climate-Resilient Finance in the Recovery:
Guidelines for Lawmakers and Regulators

The urgent work of recovering from the COVID-19 pandemic must prioritize public health,
provide economic relief directly to people, and protect democracy. The federal-level recovery
must not bail out the fossil fuel industry or give unchecked power to Wall Street.'

Measures taken in the recovery will shape our country’s economy, including our impact on the
climate, for the next decade and beyond. The science is clear -- we must cut global carbon
emissions in half by 2030. What we do in the recovery could make or break that goal.

The steps we take regarding the financial system are crucial. The current crisis has already
shown the riskiness of big financial companies placing bets on fossil fuels. In this recovery, we
face a clear choice: bail out the fragile, already over-leveraged,” fossil financial system and lock
in the looming climate crash, or keep building a resilient green financial infrastructure that will
serve as a stable foundation going forward.

Lawmakers must resist calls from Wall Street to roll back regulations and instead take clear,
decisive actions that require banks, asset managers, insurers, and other financial institutions to
phase out support for fossil fuels in order to safeguard the American people and the U.S.
financial system from further climate risks. Those actions must include:

e Bail out people, not polluters. The COVID crisis has underlined the fundamental
weakness of fossil fuel companies and shown the riskiness of financial institutions’ big
bets on fossil fuels.’ It has also shown the recklessness of the fossil fuel industry, which
is advancing construction of new projects despite the risks of COVID-19, and the
recklessness of Wall Street in pouring money into these destructive and heavily-indebted
companies despite numerous warnings over many years of the fragility of their business
model.*

' As articulated by the People’s Bailout and the No Fossil Fuel Bailout Coalition.

2 See, e.g., Pandemic Crisis, Systemic Decline: Why Exploiting the COVID-19 Crisis Will Not Save the
Oil, Gas, and Plastic Industries, Center for International Environmental Law, April 2020.

3 Capital One, for example, has already asked for an exemption because of bad swap bets on oil and gas
clients. See “CFTC’s Bailout of Capital One Sets a Dangerous Precedent,” Stop the Money Pipeline, 27
March 2020.

4 See, for example, “Reckless Keystone XL Decision by TC Energy Endorsed by JPMorgan Chase, Citi
and Canadian Peers,” Rainforest Action Network, Indigenous Environmental Network, 350 Seattle and
Amazon Watch, 3 April 2020.



https://thepeoplesbailout.org/
https://www.biologicaldiversity.org/programs/climate_law_institute/pdfs/Protect-People-Dont-Bail-Out-Fossil-Fuel-Polluters_April-20-2020.pdf
https://www.ciel.org/reports/pandemic-crisis-systemic-decline/
https://www.ciel.org/reports/pandemic-crisis-systemic-decline/
https://stopthemoneypipeline.com/capital-one-bailout/
https://www.ran.org/press-releases/reckless-keystone-xl-decision-backed-by-chase-citi-and-banks/
https://www.ran.org/press-releases/reckless-keystone-xl-decision-backed-by-chase-citi-and-banks/
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The prudent path forward requires banks, asset managers, asset owners and insurers to
stop driving the expansion of fossil fuels and deforestation, and commit to zeroing out
their involvement with climate-risk sectors. A common-sense guardrail should be:
financial companies can’t take public money without committing to phase out their fossil
financing, while ensuring a just transition to a zero-carbon economy.

Furthermore, the COVID crisis should not be an excuse for deregulation of fossil finance,
nor waivers of existing regulation.

Relatedly, bankruptcy law should be changed so that creditors take their proper place in
line: fossil fuel companies entering bankruptcy must pay lifetime benefits to their
workers, restore environmental damage, and discharge any other regulatory obligations
before resolving other claims.

Make sure banks can’t own or trade fossils. As fossil fuel companies crater, banks are
reportedly maneuvering to take over assets from their most indebted clients outright.’
Lawmakers should repeal the authority for banks to own physical assets like oil
refineries, pipelines, tankers, power plants, and coal mines and trade commodities, or
commodity companies that explore, drill, refine, transport, or export fossil fuels,
specifically including such fossil fuels as crude oil, fracked gas, and coal.®

Conduct real climate risk oversight. Banks and other financial institutions are
reportedly using the crisis as an excuse to shirk common-sense climate risk
responsibilities.” Regulators should incorporate climate risk into their prudential
regulatory and supervisory framework.® That includes:
o Mandating climate risk and impact disclosures and stress testing for financial
institutions and the financial system as a whole, as well as issuing regulations to
address and mitigate those risks,’

5 “Private Banks Owning Oil Companies is a Recipe for Disaster,” Stop the Money Pipeline, 10 April 2020.

® The Protect Consumers from Market Manipulation Act would accomplish this. Under current statute, the

Federal Reserve has authority to restrict this much more than it currently does, though to date it has not
completed a pending rulemaking process to do so.

’” See, e.g., “Banks plead for rethink over post-crisis rules,” Financial Times, 19 March 2020.

8 See Climate Change Threatens the Stability of the Financial System, Gregg Gelzinis and Graham

Steele, 21 November 2019, and A Requlatory Green Light: How Dodd Frank Can Address Wall Street’s
Role in the Climate Crisis, Graham Steele, January 2020.

® This could happen via regulatory action from agencies like the Federal Reserve. If the Fed doesn't act,
Congress could pass legislation to require disclosures and stress testing, like the Climate Change
Financial Risk Act of 2019.



https://stopthemoneypipeline.com/private-banks-owning-oil-companies-is-a-recipe-for-disaster/
https://tlaib.house.gov/media/press-releases/reps-garc-tlaib-introduce-bill-protect-consumers-market-manipulation
https://www.ft.com/content/0827a58e-693d-11ea-800d-da70cff6e4d3
https://cdn.americanprogress.org/content/uploads/2019/11/20072438/Climate-Change-Financial-Stability-brief.pdf
https://greatdemocracyinitiative.org/document/dodd-frank-and-the-climate-crisis/
https://greatdemocracyinitiative.org/document/dodd-frank-and-the-climate-crisis/
https://www.schatz.senate.gov/download/climate-change-financial-risk-act-of-2019
https://www.schatz.senate.gov/download/climate-change-financial-risk-act-of-2019
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o Lawmakers closing a glaring regulatory loophole by designating large asset
managers and insurance companies as systemically important financial
institutions, and

o The Federal Reserve joining, as a full member, the Network on the Greening of
the Financial System, an international network of central banks and supervisors
working together to address climate risk to national and global financial systems.

e Invest in climate-resilient communities. Lawmakers should establish a climate
investment mandate to ensure that financial institutions with a federal charter invest a
certain percentage into climate change mitigation, resilience and just transition efforts,
with specific prioritization for communities and areas most impacted by environmental
racism.




