November 15, 2021
VIA ELECTRONIC SUBMISSION
Attn: Steven Seitz, Director, Federal Insurance Office
Re:

Request for Information on the Insurance Sector and Climate-Related Financial Risks

The Institute for Policy Integrity (“Policy Integrity”) at New York University School of Law,
Environmental Defense Fund (“EDF”), Columbia Law School’s Sabin Center for Climate
Change Law (“Sabin Center”), the Initiative on Climate Risk and Resilience Law (“ICRRL”),
and Professor Madison Condon1 respectfully submit the following comments to the Federal
Insurance Office (“FIO”) regarding its request for public input on FIO’s future work on the
insurance sector and climate-related financial risks.2 Policy Integrity is a non-partisan think tank
dedicated to improving the quality of government decisionmaking through advocacy and
scholarship in the fields of administrative law, economics, and public policy. EDF is a nonpartisan, non-governmental environmental organization representing over two million members
and supporters nationwide. Since 1967, EDF has linked law, policy, science, and economics to
create innovative and cost-effective solutions to today’s most pressing environmental problems.
The Sabin Center develops and promulgates legal techniques to address climate change and
trains law students and lawyers in their use. ICRRL is a joint initiative of Policy Integrity, EDF,
Columbia Law School’s Sabin Center for Climate Change Law, and Vanderbilt Law School,
focused on legal efforts on climate risk and resilience, particularly at the intersection of practice
and scholarship.3
Professor Madison Condon joins these comments in her individual capacity. Professor Condon is
an Associate Professor of Law at Boston University School of Law and an Affiliated Scholar at
Policy Integrity. Her scholarship focuses on climate change and its relationship to corporate
governance, market risk, and financial regulators.
In its Request for Information, FIO poses nineteen questions related to insurance supervision and
regulation, insurance markets and mitigation/resilience, and insurance sector engagement. In
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response, Policy Integrity, EDF, and ICRRL make the following eleven recommendations for
FIO’s consideration, each of which is discussed in further detail below.4
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FIO should consider three ways in which insurers engage with climate-related financial
risk: as underwriters, investors, and risk carriers. (Question 1)
In addition to FIO’s listed priorities, FIO should also investigate the role of public
insurance in providing insurance access, particularly given the challenges of insuring
highly correlated risks. (Question 2)
FIO should, in coordination with the National Association of Insurance Commissioners
(“NAIC”) and with its fellow members of the Financial Stability Oversight Council
(“FSOC”), including the Securities and Exchange Commission (“SEC”), create model
disclosure standards, with an eye towards international harmonization. (Question 4)
FIO should use its data collection and dissemination authorities to monitor the extent of
physical and transition risk in the industry; to assess changes in insurance access; to
create a recommended framework for uniform disclosure; and to stress test the insurance
industry. In so doing, FIO should coordinate with SEC and other agencies to ensure
insurers have access to necessary information. (Question 5)
FIO should monitor and analyze the risk that insurers will be unable to repay claims due
to losses from their climate-related investment risks and consult with states to create
model rules for integrating climate risk into capitalization requirements. (Question 5)
FIO should, in coordination with other agencies, establish a verified, open-source
centralized database for climate-related information, which would improve consistency
among disclosures, prevent the shifting of private risk to the public, and improve
information access both for investors and policyholders. (Question 6)
FIO should take note of approaches by California, Connecticut, New York, and the
International Association of Insurance Supervisors (“IAIS”) in assessing current
supervisory and regulatory issues and gaps in climate-related financial risk. (Question 9)
FIO should consider the impacts of fat-tail risks and synergistic risks in assessing the
potential for major disruptions of insurance coverage. FIO should investigate the viability
of community-based catastrophe insurance, bundling hazard insurance, and resiliencebased premium pricing as potential solutions to these disruptions. (Question 10)
FIO should assess the availability and affordability of insurance coverage by considering
the term length and predictability, the premium cost as compared to the local household
income and housing costs, and the prevalence of insurance in the market. (Question 14)
In balancing insurer solvency with availability and affordability of insurance, FIO should
assess how improved resilience measures could reduce overall insurance expenditures.
(Question 14)
FIO should assess the efforts of insurers to reduce their climate impact through their
underwriting activities, investment holdings, and business operations. (Question 17)

In parentheses after each recommendation, we list the FIO question to which it is most pertinent, although please
note there may be overlap between questions.
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A. FIO should consider three ways in which insurers engage with climate-related
financial risk: as underwriters, investors, and risk carriers. (Question 1)
In addressing the action items contained in the Executive Order on Climate-Related Financial
Risk,5 FIO should consider how insurers face and create climate-related financial risk as
underwriters, as investors, and as sellers of insurance-linked securities and issuers of stocks.6 In
analyzing each of these levels, FIO should consider both types of climate-related risk: physical
risk and transition risk.7 Physical risks are risks arising from climate-related disasters and shocks
(e.g., hurricanes, floods, droughts) and long-term persistent changes (e.g., heat stress, sea level
rise).8 Transition risks are financial risks that arise from efforts to mitigate or adapt to climate
change (e.g., policy changes or shifts in consumer behavior that reduce fossil fuel use,
technological changes).9 Broadly speaking, insurers’ underwriting risk can be managed by
increasing access to information about physical climate risk, decreasing exposure to the fossil
fuel sector, and improving resilience efforts. Investing risk would decrease with climate risk
disclosure from invested assets. Similarly, insurers would propagate less risk into the market if
they were required to disclose their own risk and if that risk were accounted for in capitalization
requirements.
1. Underwriting Risk
Insurers face climate risk as underwriters. Climate change is fundamentally reshaping the
underlying risk of insurance policies.10 Not only are wildfires, flooding, and other adverse events
becoming more frequent and intense, but once-cyclical events are changing their patterns.11
When risk changes dynamically, “the actuarial practice of averaging the past to anticipate the
future is not valid.”12 In other words, not only is there more risk, but in order to underwrite risk
accurately, insurers will need to move away from existing actuarial practices to ones that can
manage this variation. This discrepancy can have significant financial consequences. According
to S&P Global, reinsurers may be underestimating their losses from natural catastrophes by
33%–50%, by treating a one-in-ten year loss as a one-in-twenty or one-in-thirty year loss.13 This
underestimate would represent about 91% of the industry’s capital buffer.14 If these reinsurers
defaulted, either policyholders, the government, or both, could end up paying for the insurance
industry’s miscalculations.
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Conversely, insurers may increase climate risk because their underwriting reduces the risk and
cost of engaging in certain climate risky activities. For example, flood insurance makes coastal
homes more desirable. Similarly, for some industries, such as oil and gas, insurance availability
and costs may make project investments more attractive. By underwriting oil and gas drilling
risk, insurers make drilling easier.15 Oil and gas drilling, in turn, exacerbates climate change,
increasing climate-related physical risk throughout the rest of an insurers’ portfolio. It is unclear
whether the industry’s continued engagement with oil and gas underwriting is actually costjustified. Total premiums from oil and gas projects represent only one percent of all property and
casualty (“P&C”) insurance premiums—new oil and gas projects represent only one tenth of one
percent of the P&C market16—but increase risk on the balance of the portfolio. Interestingly,
insurance companies have ceased underwriting coal projects, after determining that reducing coal
exposure improves their stock valuation.17 There has not yet been a similar exodus from oil and
gas and it is unclear whether this continued underwriting is driven by cost considerations or
political factors.18
FIO should assess both the physical risk that insurers face throughout their underwriting
portfolios, and also how insurers’ role as underwriters can increase risk throughout the rest of the
system.
2. Investing Risk
On the other side of the balance sheet, insurers face climate risk as investors. Insurers operate as
a reverse bank, taking premium payments upfront in exchange for an uncertain future debt, as
opposed to lending out money in exchange for uncertain future payment. While holding this
money, insurers invest; the U.S. insurance industry holds about $7.5 trillion in assets.19 But such
investments may not be accurately priced due to issuers’ failure to disclose climate risks to their
own assets and operations. This mispricing may, in turn, jeopardize insurers’ ability to fulfill
their financial obligations to policyholders.
Insurers expose themselves to unknown financial risk when they invest in companies that face
undisclosed climate risk, a well-explored concern that has been discussed at length in other
15
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contexts.20 These concerns extend beyond any single investment or entity21 and represent a
systemic risk: the “climate bubble” created by the overvaluation of assets has been compared to
the 2008 housing bubble.22 When insurers invest in public stocks, these risks transfer into the
insurers’ portfolio. SEC has been working on a rule that would require public companies to
disclose the extent of their climate risk.23 This critical step would allow insurer-investors to
better target investments.
For insurers, however, SEC action may be insufficient, because insurers also invest heavily in
less-regulated sources, such as municipal debt. Municipal debt typically makes up between 30
and 45% of P&C and life insurers’ capital.24 Municipal debt is subject to fewer disclosure
requirements than other types of debt and issuers are not required to report their exposure to
physical and transition risk.25 The FSOC Climate Report urged Committee members to
investigate how their authorities could be used to improve municipal disclosures.26 FIO should
stay abreast of this work.
Managing investment risk is arguably more challenging than managing underwriting risk. To
manage underwriting risk, as discussed above, insurers may choose to offer shorter policies, back
out of certain markets, or otherwise decrease their exposure to risk. It is not clear, however, that
insurers have the necessary tools to manage their investment portfolios in ways that accurately
reflect climate risk.
3. Climate Risk Propagation
Finally, insurers may propagate climate risk through the rest of the marketplace by issuing stock
and by selling insurance-linked securities and other insurance investment products that,
themselves, carry undisclosed climate risk. While publicly traded insurance companies are
subject to SEC disclosures, those companies represent only a quarter of insurance firms.27
Mutual insurance companies and private insurance companies would not be covered. Lack of
climate risk disclosure spreads the risk of default to unwitting policyholders—who might choose
20
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to purchase insurance from a different firm if they believed there was a risk of default—and to
the broader financial system.
B. In addition to FIO’s listed priorities, FIO should also investigate the role of public
insurance in providing insurance access, particularly given the challenges of
insuring highly correlated risks. (Question 2)
Although the Executive Order specifically calls on FIO to assess “the potential for major
disruptions of private insurance coverage,”28 FIO should also examine the role of public
insurance offerings in improving insurance access and resilience. Public insurance is a critical
piece of this puzzle because many climate-related risks are challenging to insure due to their
correlated nature, while other risks are not currently covered by existing private insurance
offerings.
Insurers prefer to underwrite uncorrelated risks.29 As an illustrative example, consider that while
car accidents happen frequently, these accidents occur with a degree of randomness. This pattern
allows an insurer to estimate how often car crashes will occur and charge premiums such that it
can pay out in a predictable manner. In contrast, climate change-related risks tend to be heavily
correlated. For example, droughts, floods, and wildfires all tend to affect large geographic areas
at the same time. These spikes in risk can be challenging for insurers to manage.30 Similarly,
climate risk threatens whole industries at a time. For example, physical risks could starkly reduce
tourism in a given region, while transition risks could lead to shifts in automobile manufacturing,
air travel, and energy production.
Where the private market does not provide insurance, costs are borne either by those afflicted by
the harm, or by governments, whether through public insurance programs or post-disaster relief
efforts. The National Flood Insurance Program (“NFIP”), for example, was created in part
because Congress found “many factors have made it uneconomic for the private industry alone to
make flood insurance available to those in need,” leading to reduced private coverage.31
Similarly, California’s Fair Access to Insurance Requirements (“FAIR”) plan—a state wildfire
insurance program—exists to provide an option for homeowners who cannot qualify for private
wildfire insurance.32
Better understanding public coverage—including who is benefitting from public insurance and
who is bearing risk—is necessary to accurately account for how climate risk is being distributed
throughout the economy and society, and to understand the role the insurance system plays in
that risk. For example, a moral hazard theory of insurance hypothesizes that governmental
28
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subsidies through public insurance increase the likelihood that individuals purchase homes in atrisk areas because the individual is able to off-load a portion of that risk onto the public.33 In line
with a moral hazard theory, the NFIP, for example, has been criticized for subsidizing wealthy
coastal homeowners at the expense of poorer inland communities.34 At the same time, while the
moral hazard criticism of public insurance makes sense in the context of wealthy policyholders
seeking an ocean view, it does not account for the fact that, even with public insurance offerings,
many homeowners do not have insurance. Nationwide, only one-in-six households have flood
insurance (in high risk areas, this increases to 30%).35 According to an analysis of FEMA data,
“only 17% of homeowners in the eight counties most directly affected by Hurricane Harvey had
flood insurance.”36 Beyond this, homes theoretically covered by government insurance may not
actually receive the protection they are paying for. A number of empirical studies have suggested
that Black and low-income NFIP claimants are more likely to be denied grants under the
program and, if accepted, collect a lower average payout.37 Although FEMA is currently working
to restructure the NFIP to be more equitable and to better reflect risk in the face of climate
change,38 the historical gaps in the program suggest that NFIP and other public insurance
programs could benefit from research by FIO to investigate whether risk is being equitably
distributed and, if not, how that distribution could be improved.
FIO has the authority to research state and federal public insurance in this manner. In addition to
granting FIO the authority to “monitor all aspects of the insurance industry,” Dodd-Frank
specifically gave FIO the ability to “monitor the extent to which traditionally underserved
communities and consumers, minorities . . . and low- and moderate-income persons have access
to affordable insurance products regarding all lines of insurance, except health insurance.”39
Public programs fill gaps in private insurance and, therefore, in evaluating insurance access, it is
proper and necessary for FIO to consider public programs.40 Thus, FIO clearly has authority to
research public state and federal insurance programs.
33
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C. FIO should, in coordination with NAIC and with its fellow members of FSOC,
including SEC, create model disclosure standards, with an eye towards
international harmonization. (Question 4)
As discussed in Part A, insurers face climate risk on both sides of the balance sheet, as both
underwriters and as investors.41 This risk can also propagate through the financial sector, as other
market participants purchase securities issued by insurance companies. Although a forthcoming
SEC disclosure rule will likely ameliorate some concerns in this area by requiring publiclytraded insurance companies to assess and report their climate risk, privately held or mutuallyheld insurance companies will not be subject to those disclosure requirements. FIO should
consider options for filling any gaps left by the SEC disclosure regime. For example, FIO, in
consultation with state regulators and NAIC, could consider creating model disclosure standards
for mutual and private insurance companies. To ensure comparability with public disclosure
rules, FIO should also coordinate with SEC.
Model disclosures would benefit policyholders, investors, regulators, and insurers. Policyholders
need adequate information in order to understand the insurer’s investment and credit risks and
the resultant risks associated with the policy. For example, a policyholder needs to know that an
insurer will be able to cover claims made under the policy. Similarly, investors need to know
whether to invest in insurance companies and regulators need to understand whether insurance
companies are adequately capitalized. Finally, given that approximately one-third of insurers
surveyed under NAIC’s Insurer Climate Risk Disclosure Data Survey said that they had not
considered how climate change could impact their investment portfolio,42 insurers themselves
may benefit from the disclosure process because the process would encourage the insurer to
grapple with its internal climate risk. In other words, a well-functioning market requires that the
insurance sector makes disclosures regarding its climate-related financial risk.
Working with states to create a model disclosure rule is within FIO’s authority. FIO is
empowered to “consult with the States . . . regarding insurance matters of national importance”43
and to “advise the Secretary on major domestic . . . insurance policy issues.”44 Climate-related
financial risk is clearly a major domestic policy issue and a matter of national importance, as
evidenced both by the potential scope of the issue—a climate bubble could echo through the
economy with a shock the magnitude of the Great Recession45—and the attention given to the
issue by the Biden administration, FSOC, and state regulators.46 In its recent report, FSOC
recognized climate change as an “emerging threat to the financial stability of the United
States.”47 As such, FIO has the authority to consult state regulators and to advise the Secretary of
the Treasury on matters related to climate-related financial risk. Developing model disclosures
for climate risk, in coordination with state regulators, would be such a consultation; FIO would
41
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merely be acting as an information aggregator to assist in offering a path forward for state
regulators. This is well within the bounds of FIO’s information-gathering and disseminating
functions.
Recognizing that SEC has been carefully studying climate change risk disclosure, FIO should
avoid duplicating efforts by coordinating closely with SEC to create comparable frameworks. At
the same time, FIO should maintain an eye towards international harmonization with other
reporting frameworks, such as those developed by the Task Force on Climate-Related Financial
Disclosures (“TCFD”) and the Sustainability Accounting Standards Board (“SASB”) , as
consistency in disclosure across international jurisdictions would be valuable from both the
underwriting and investment perspectives, improving comparability of disclosures for investors,
attracting foreign investment, and minimizing compliance costs for multinational firms. Second,
in developing model disclosure standards, FIO should also heed that sector-specific guidance is
likely necessary, as insurance policies vary greatly in duration and risk. Different lifespans (e.g.,
a 1-year vs 10-year policy) and different risk exposures (e.g., correlated risks from wildfires vs.
statistical impacts from excess heat exposure) could lead to different needs. Third, FIO should
also consider, in particular, how information might impact policyholders. For example, perhaps a
model disclosure should include an estimate of the trajectory for how premiums may increase
over time. This would allow policyholders to be aware of how their future coverage may change.
D. FIO should use its data collection and dissemination authorities to monitor the
extent of physical and transition risk in the industry; to assess changes in insurance
access; to create a recommended framework for uniform disclosure; and to stress
test the insurance industry. In so doing, FIO should coordinate with SEC and other
agencies to ensure insurers have access to necessary information. (Question 5)
FIO has broad authority to collect and disseminate climate risk data from insurers, provided the
purpose is related to FIO’s monitoring and consulting functions. FIO should use this power to
gather information on the industry’s exposure to climate-related risk, aggregate that data, and
report on broad patterns within the industry in terms of climate exposure. This power could also
be used to assess how access to insurance is changing and who is bearing the risk of those
changes, to create a recommended framework for uniform disclosure and risk-accounting
practices, and to monitor how the insurance industry would manage in certain climate risk
scenarios.
FIO has the authority to collect and disseminate information from insurance companies, up to
and including the ability to subpoena. FIO may require an insurer or its affiliates to submit such
data or information “as [FIO] may reasonably require in carrying out [its] functions.” Although
FIO is required to coordinate with relevant federal agencies and state insurance regulators, as
well as to consult publicly available sources, before requesting data or information directly from
insurers, the Director is not required to collect data from the other regulators if the information is
unavailable or unable “to be obtained in a timely manner.”48 In such a case, FIO may collect the
information directly.49 In other words, FIO is not required to go to extreme lengths to gather
information from state regulators or other federal agencies, but only to coordinate to the extent
48
49
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that the data could be obtained in a “timely manner.”50 Finally, FIO may also subpoena
information from insurance companies, upon a written finding by the Director that the data or
information is required to carry out the Office’s functions—which include monitoring all aspects
of the insurance industry—and that the Office has properly coordinated with state agencies and
other federal regulators.51 The nonpublic data collected by FIO retains any privileges it would
otherwise have, and continues to be subject to any confidentiality agreements under which the
data was furnished to the insurer.52 The data may be shared with state regulators and is subject to
Freedom of Information Act requests.53
E. FIO should monitor and analyze the risk that insurers will be unable to repay
claims due to losses from their climate-related investment risks and consult with
states to create model rules for integrating climate risk into capitalization
requirements. (Question 5)
Creating model disclosures will protect the economy from systemic risk of insurer default. That
said, given the heightened risk that some insurers’ policies face from climate change, and the
potential risk of an insurers’ investment portfolio in light of undisclosed climate-related risk, FIO
should monitor and assess the risk that insurers may be unable to repay claims due to losses from
their climate-related investment risks. Further, FIO should work with states to develop
recommendations on how to consider capitalization in the context of climate risk. In so doing,
FIO should also coordinate with the Federal Reserve and the Office of the Comptroller of the
Currency, which are currently working on supervisory guidance to include climate risk as an
element in the appropriate capitalization in banks.
Although much focus has been given to transition risks of climate change and, in particular, the
risk that a company loses value due to “stranded assets,”54 stranded assets are only a part of a
larger problem: the rest of an insurer’s portfolio may also face climate-related transition risks
from technological change, reputational risk, or other liability or policy risks.55 As discussed in
Part A, insurers are large holders of fixed-income assets, such as municipal debt, which are
subject to fewer reporting requirements.56 This means insurers will not necessarily have a firm
grasp on the physical and transition risks embedded in the debt.
Defaults or widespread devaluations of these investments could threaten insurers’ ability to meet
policyholder claims. This is especially salient because the types of physical risks that might lead
to increased insurance claims—consider, for example, widespread wildfires—could be
50
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associated with a decline in investment values or defaults. In order to reduce the risk of default,
FIO should coordinate with state regulators to assess how climate risk could be considered in the
capitalization context to ensure insurers remain adequately capitalized to manage claims, even in
the face of known (and unknown) climate risk.
F. FIO should, in coordination with other agencies, establish a verified, open-source
centralized database for climate-related information on the insurance sector, which
would improve consistency among disclosures, prevent the shifting of private risk to
the public, and improve information access both for investors and policyholders.
(Question 6)
When data on climate harms is kept private, it causes damage to the financial system by leading
to inconsistency among disclosures, making it hard for investors to accurately target investment.
This leads to inefficiency in capital investment. In contrast, publicly available information can
prevent the shifting of private risk to the public. FIO should, in coordination with other federal
agencies, establish a verified, open-source, centralized database for climate-related information
on the insurance sector. Such a database could benefit the insurance sector by creating
consistency between climate-related risk disclosures, improving access to information for
investors in insurance (both in terms of policyholders and institutional investors), and assisting
policyholders in better understanding their risk, prior to purchasing a policy. 57 Such a database
would also be in line with FSOC’s recent report on Climate-Related Financial Risk, which
recommends that, “FSOC members make climate-related data for which they are the custodians
freely available to the public, as appropriate and subject to any applicable data confidentiality
requirements.”58
In making such a database, FIO should coordinate with other federal agencies, where possible. In
addition, FIO should also consider strategies for disseminating more (and more reliable) data to
individual policyholders. Insurers are better able to see aggregated and regional level
information, as compared to individual market participant. As homeowners and small businesses
may not have the information necessary to reduce their climate risk exposure, making reliable
information available to putative policyholders could improve resilience to climate change and
reduce the prevalence of gaps in insurance coverage. For example, reliable data on climate risk
could serve as a warning to consumers looking to purchase a home in an at-risk area. This would
allow a potential homeowner to understand the risk they would face prior to committing to a
purchase. Access to this information could nudge consumers to purchase elsewhere. While the
question posed in the RFI contemplates an insurer-facing database, we recommend simply that
the database be designed in a way that is interpretable to policyholders, as well.
A climate risk database of this sort is squarely within FIO’s existing authority. At the direction of
the Secretary of the Treasury, FIO has the authority to “monitor all aspects of the insurance
industry, including identifying issues or gaps in the regulation of insurers” and, in so doing, FIO
may “analyze and disseminate data and information” and “issue reports regarding all lines of
insurance except health insurance.”59 A database of physical risk would allow FIO to monitor the
57
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insurance sector for systemic climate change risk. Making the database public would not
undermine the critical role the database would play in assisting FIO in monitoring the insurance
market. Under these authorities, the RFI properly contemplates creating an open-source database
that would provide information on climate risk to insurers.60
G. FIO should take note of approaches by California, Connecticut, New York, and the
IAIS in assessing current supervisory and regulatory issues and gaps in climaterelated financial risk. (Question 9)
FIO need not write on a blank slate in assessing the current supervisory and regulatory issues and
gaps in climate-related financial risk. Approaches by California, Connecticut, New York, and the
IAIS are instructive.
In assessing the supervisory and regulatory gaps in insurance that are exacerbated by climate
change, California focused largely on how improving resilience can reduce the insurance gap
burden and made several recommendations.61 First, the state stressed the importance of improved
accurate hazard mapping and disclosure.62 Second, the state noted that recovery money is often
used to build homes in the same spot but, instead, the money should be used to build more
resilient homes, thereby decreasing the likelihood another insurance payout would be needed
down the line.63 Along the same vein, California argued that decisionmakers should focus on
closing the protection gap in insurance by retrofitting homes, reducing landscape-scale threats,
and implementing basic disaster insurance for lower-income residents.64 Investing in “natural
infrastructure,”—for example, by protecting wetlands, improving forestry management, and
increasing urban greening—could also encourage resilience.65 In terms of mitigation, engaging
in innovative solutions such as community-level insurance and parametric insurance could
reduce the protection gap.66
Connecticut recently became the first state to pass climate-related insurance legislation in the
United States. This legislation requires that, in regulating insurers, the state incorporates a
required 45% reduction in the states’ emissions, including by addressing thermal coal, tar sands,
and gas.67 Connecticut is home to some of the world’s largest oil, gas, and coal insurers, so this
legislation could have a substantial impact.68 The legislation will require biennual reporting,
beginning April 2022.69 The areas of interest for the report include: “risk based capital
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requirements, regular supervisory examinations, and risk and solvency assessments” among
others.70
In March 2021, New York Department of Financial Services (NYDFS) issued proposed
guidance on how insurers should integrate climate risk into their self-assessments, scenario
planning, and public disclosures.71 This guidance was finalized on November 15, 2021.72 The
guidance urges insurers to consider how climate risk might impact their investments and sets the
expectation that insurers integrate climate risks into their Own Risk and Solvency Assessment.73
If an insurer determines climate risk is immaterial, it is nonetheless expected to provide an
explanation for that determination.74 NYDFS also sets an expectation that insurers integrate
climate risk into their scenario planning, particularly in evaluating how extreme weather might
impact their business model.75 In addition to required SEC disclosures and the NAIC survey—
which, in New York, is required for all insurers with annual premiums above $100 million—
NYDFS’ guidance requires all insurers to “publicly disclose how climate risks are integrated into
their corporate governance and risk management” including how risks are determined to be
material or not, operational issues posed by climate change, physical and transition risks, and
how those risks might impact the insurer on both sides of the balance sheet.76 In particular,
NYDFS “expects insurers to engage with the TCFD framework.”77
Finally, IAIS has analyzed outcomes from the TCFD survey to assess the current field. IAIS
found that 73% of insurers think their business will be affected by climate change and that 76%
of insurers already disclose some climate-relevant information, although, this varies widely by
jurisdiction.78 Despite these numbers, only 20% of insurers have taken (or plan to take) steps to
implement TCFD Recommendations, although this 20% represents 60% of the total premium
volume of respondents.79
H. FIO should consider the impacts of fat-tail risks and synergistic risks in assessing
the potential for major disruptions of insurance coverage. FIO should investigate
the viability of community-based catastrophe insurance, bundling hazard insurance,
and resilience-based premium pricing as potential solutions to these disruptions.
(Question 10)
In assessing the potential for major disruptions of insurance coverage, FIO should first research
existing disruptions and gaps in insurance, especially in low-income communities and
communities of color. FIO should then consider how fat tail and synergistic risks might lead to
70
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further future disruptions and how novel solutions, such as community-based insurance,
insurance bundling, and resilience-based premium planning might decrease coverage gaps.
Low-income communities and communities of color are more likely to suffer from climate
harms than wealthier or whiter communities, and yet recover less from public insurance
programs.80 After Hurricane Harvey, Black residents were less likely to receive assistance from
FEMA than were white residents, even though Black residents faced greater property damage.81
Today, climate gentrification risks pushing low-income communities away from the previously
cheap inland in cities like Miami, as wealthy residents move inland from the coast in response to
climate change.82 Before looking at how disruptions in insurance coverage will evolve, FIO
should first account for existing disruptions and gaps in coverage.
In looking to future disruptions, FIO should consider fat tail and synergistic risks. Fat tail risks
are risks that carry a low likelihood but are nonetheless worth preparing for because of the very
high damage that would occur if the risk were realized.83 For example, the Intergovernmental
Panel on Climate Change (“IPCC”) provides central estimates of average increased temperatures,
however, there is a chance that warming could be much greater than anticipated.84 Such fat tail
risks could cause major disruptions; FIO should research how the insurance system could be
made robust to less likely, but higher risk, climate scenarios.
Synergistic or correlated risks are risks that tend to affect a large geographic area all at once.
Consider, for example, wildfires, floods, droughts, or heat stress. As discussed in Part B, these
types of risks are often insured by the government—the insurer of last resort—because it is not
profitable for private companies to insure such correlated risks.85 Insurers that offer short
policies—such as property and casualty insurers that often have an annual policy cycle—may
respond to correlated risks by pulling out of the market.86 There is already evidence of this
happening in California, where property insurers are no longer willing to cover wildfire
damage.87 When an insurer pulls out of a market, it creates a gap in coverage and accessibility.
There are many potential solutions on the underwriting side, which FIO should research and
assess. These include Community-Based Catastrophe Insurance, under which an entire
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community is insured together.88 A similar idea is to bundle hazard insurance in order to create a
more evenly geographically-distributed risk profile.89 For example, an insurer might bundle
wildfire risk and flood risk.90 A potential downside of bundling hazards in this way is that it may
dampen economic incentives that would otherwise drive people to live in less risky areas.
Another option, on the underwriting side, is to consider resilience strategies in insurance
premium pricing.91 Under such a scheme, a home made from fireproof materials would have a
lower wildfire premium than one that does not. Such a policy could encourage adaptive behavior
and resilience-based home improvements. As noted in Part B, FIO should also consider the role
of public insurance.
I. FIO should assess the availability and affordability of insurance coverage by
considering the term length and predictability, the premium cost as compared to the
local household income and housing costs, and the prevalence of insurance in the
market. (Question 14).
In assessing the availability and affordability of insurance coverage, FIO should consider the
following factors:
Term-length and predictability: P&C insurance policies often have annual terms, or terms of
only a few years.92 This is a short span, particularly when compared to a thirty-year mortgage,
which sometimes is conditioned on insurance on the property.93 As such, the presence of longerterm or price-consistent insurance products may be a useful indicator of affordability. Shorterduration policies could create a gap in coverage if an insurer increases premiums from year to
year, or chooses to stop offering coverage altogether.
Insurance costs as related to median household income: Another useful metric of
affordability may be the cost of insurance as compared to the area median income.94 Looking at
insurance costs alone could obscure gaps in affordability, as what is affordable to residents of
one neighborhood may not be affordable in another.
Insurance costs as related to median housing cost: In addition to considering median
household income, when considering P&C insurance, it could be particularly useful to compare
insurance costs as a percent of median housing costs (e.g., median rent, median mortgage).
Combined, these metrics would give a fuller picture of how large of an insurance burden is being
faced by residents.
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Percent of homeowners with an insurance policy: Another way to assess affordability and
availability of coverage would be to measure how many homeowners actually possess an
insurance policy in a given area. P&C insurers often note that their climate risk is low because of
the short-term length of their policies, allowing insurers to pull-out of high risk areas. This could
lead to large gaps in insurance coverage. Estimating how many homeowners are insured may
give insight into accessibility.
The metrics discussed in this section are potential options for evaluating whether insurance is
affordable, but are not an exhaustive list.
J. In balancing insurer solvency with availability and affordability of insurance, FIO
should assess how improved resilience measures could reduce overall insurance
expenditures. (Question 14)
As discussed in Part B, insurers may increase premiums or pull out of markets when faced with
high risks. In researching how to balance insurer solvency with availability and affordability of
insurance, FIO should investigate how improved resilience measures could reduce insurance
expenditures and narrow gaps in coverage. Using the metrics identified in Part I, FIO should
research how improved spending on resilience could diminish gaps in insurance while also
reducing federal insurance payouts.95 Resilience measures are estimated to return six dollars in
savings for every dollar spent.96 FIO should also examine how shifts in coverage—for example,
due to P&C insurers declining to extend policies—could especially harm low-income
communities and communities of color. And, finally, FIO should monitor and assess where the
funding from “last resort” federal and state insurers ultimately lands. Is public funding reaching
those in most need or feeding a moral hazard problem among wealthy homeowners? 97 By
investigating these areas, FIO will be able to generate actionable recommendations for state
insurers and other federal agencies.
K. FIO should assess the efforts of insurers to reduce their climate impact through
their underwriting activities, investment holdings, and business operations.
(Question 17)
FIO should research whether and how insurers are working to reduce the greenhouse gas
emissions and subsequent climate damages associated with their operations. In undertaking this
assessment, FIO should consider emissions associated with insurers’ underwriting activities,
investment holdings, and business operations, including downstream emissions enabled by these
activities.
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With regard to underwriting activities, FIO could assess the degree to which insurers are
underwriting the oil and gas industry and the collective downstream emissions supported by that
underwriting activity. As noted above, insurance is a required precursor to oil, gas, and coal
development, yet the insurance industry actually derives comparatively few profits from this line
of work—new projects represent about a tenth of one percent of premiums. Reducing insurer
activity in this area could result in decreased oil and gas development with small impacts to the
insurers’ bottom line.98
With regard to investment holdings, FIO could also consider examining the mix of investments
of insurers: are the investments over-reliant on fossil fuels and other carbon intensive industries?
Or is the insurer investing in funds that meet environmental, social, and governance (“ESG”)
criteria? An analysis by S&P Global showed that carbon exposure varied widely by insurer, with
some insurers having little, if any, holdings in the fossil fuel industry, while others have exposure
of up to 30% of their total assets—a startling number when one considers the possibility that
fossil fuel assets could become stranded.99 On the other hand, some insurers are shifting to ESG
investing because of its capacity to deliver better long-term risk-adjusted returns, while
providing protection against high volatility.100 FIO could use a tool, such as the New York Fed’s
CRISK metric, to estimate an insurer’s exposure to transition risk from stranded assets,101
although again, it is important to note that stranded assets represent only a fraction of an
insurer’s transition risk. As a general matter, assessing whether an insurer is investing in funds
that will increase climate risk or funds that will mitigate climate risk is a reasonable metric to
track industry progress towards sustainability.
Finally, FIO could examine how insurers are reducing their emissions directly produced by their
business operations—their “Scope 1” emissions—by considering the carbon footprints of
insurers’ offices and other direct activities.
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