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Federal Deposit Insurance Corporation
550, 17" Street NW,
Washington, DC 20429

Submitted via: https://regulations.gov/

Dear Sir / Madam,

Statement of Principles for Climate-Related Financial Risk Management for Large Financial
Institutions (RIN 3064— ZA32) (“Request for Comment”)

MSCI" welcomes the opportunity to comment on the Request for Comment. As a leading provider
of climate risk data and analytics to the global investment community, MSCI has collected
climate-related and environmental, social and governance (ESG) disclosures from thousands of
companies globally for over two decades and developed tools to assist investors in their analysis
of climate and ESG risk to their portfolios. The systematic consideration of climate factors in the
risk management process of banks and financial institutions is still at an early stage.

For the purposes of our response to the Request for Comment, we have analyzed how listed U.S.
based banks compare to the global sector average on climate-risk management practice from
our Financing Environmental Impact Key Issue ratings methodology for banks/lenders.? Our
research illustrates that the U.S. based banks lag the remainder of the global banking sector on
selected indicators related to ESG and climate risk management practices. Please refer to Annex
1 attached, for detailed findings.

For the purposes of this submission, we comment in more detail in Annex 2 on those matters
where we believe MSCI's expertise and experience to be most relevant. As a provider of climate
risk data and analytics, we have an interest in the proposals and have the following general
comments:

1. Enhancing the scope of banks covered. The physical and transition risks associated with
climate change have the potential to impact banks of all sizes. Smaller banks with a less
diversified portfolio and higher regional exposure may be more vulnerable to climate-related risks
than larger banks with a wider geographical footprint and diversified loan book. This is supported
by our analysis of the exposure of U.S. based banks to environmental risks in lending and
underwriting activities, as well as limited risk mitigation (please refer to our response to Question
1in Annex 2).

2. Using a well-established set of reference scenarios for stress testing. Technology exists
today to quantitatively assess the resilience of investment portfolios to a net-zero climate
transition and physical climate risks under a range of scenarios. The data and methodologies can

1 MSCI ESG Ratings, research and data are produced by MSCI ESG Research LLC, a subsidiary of MSCI Inc.
2 Please refer to the MSCI ESG Ratings Methodology
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also be applied to a financial institution’s business lines. To enhance the comparability of stress
test results, a single set of reference scenarios e.g. from the Network for Greening the Financial
System (NGFS), that support the shift from a qualitative to a quantitative approach over a clearly
defined time horizon would be meaningful.

3. Align with international standard setters to minimize burden and optimize results. The
framework published by the TCFD has advanced the convergence of climate-related reporting to
be more robust and consistent, emerging national and international standards build on this, but
we also observe divergences, limiting data comparability for investors.3# The Financial Stability
Board (FSB) just published an interim report on supervisory and regulatory approaches to
addressing climate-related risks that also calls for a more consistent global approach to reduce
the risk of harmful market fragmentation.®

We provide the following attachments:

e Annex1
Detailed findings of our research on U.S. based banks’ current approach to climate risk
management.

e Annex2
Specific responses to the Request for Comment.

e Annex3

Additional research paper references relating to the impact of a net-zero transition and
physical climate risks on different asset classes and the use of climate scenarios for
portfolio optimization, risk management and regulatory reporting purposes.

We would welcome a discussion with your Office to provide additional granular information on
how financial institutions can determine climate-related financial risks that are material and
various tools and strategies that are currently available to incorporate climate risks into their risk
management framework.

Please do not hesitate to contact us to discuss our submission.
Yours Sincerely,

/s

Linda-Eling Lee

Managing Director, Global Head of ESG Research
MSCI Inc.

8 Publications | Task Force on Climate-Related Financial Disclosures (fsb-tcfd.org)
4 As TCFD Comes of Age, Regulators Take a Varied Approach (MSCI | April 2022)
5 Supervisory and Regulatory Approaches to Climate-related Risks (FSB | 29 April 2022)
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Annex 1

Research on U.S. based banks’ current approach to climate risk management

MSCI ACWI Index® is a set of large- and mid-cap stocks across 23 developed and 24 emerging
markets. It covers more than 2,900 constituents across 11 sectors and approximately 85% of the
free float-adjusted market capitalization in each market. MSCI ACWI Investable Market Index
(IMI)’ captures large, mid and small cap representation across 23 Developed Markets (DM) and
24 Emerging Markets (EM) countries. With 9,329 constituents, the index is comprehensive,
covering approximately 99% of the global equity investment opportunity set.

In the charts below, we display performance among the U.S. based banks in the MSCI ACWI Index
(21 banks) and the MSCI ACWI IMI Index (ca. 196 banks), versus all the banks in MSCI's ESG
Rating coverage with available data, in MSCI ACWI Index (ca. 242) and MSCI ACWI IMI Index (ca.
566 banks?), respectively.

The graphical representation compares the banks based on the areas of Governance, Strategy
and Risk Management.

a. Governance

Oversight of ESG risk management in financing activities

The chart below shows that the U.S. banks that are constituents of the MSCI ACWI IMI Index lag
other banks with respect to non-disclosure of where responsibility for oversight of ESG risk

management in financing activities sits. The U.S banks in the MSCI ACWI Index fare better when
compared with all banks in the MSCI ACWI Index with respect to this parameter.

Oversight of ESG risk management in financing activities

eyt |
MSCI ACWI
U.S. Banks in
wisca acun |
L |
MSCI ACWI
el | |
MSCI ACWI IMI
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
m Not disclosed or no clear responsibility CSR or Sustainahility Committee
m Dedicated Environmental and Social Risk Management Team m Chief Risk Officer

m Head of Business or CEO

Source: MSCI ESG Research LLC, as of May 30, 2022. The x-axis shows the % of companies assessed to have policies/practices aligned
with the respective category on the chart. The practices are ordered from the weakest (no evidence) to what we consider the best
practice.

Evidence of board-level engagement on climate-related risks

6 MSCI’s All Country World Index

7 MSCI’s Investable Market Index

8 Based on companies in the Banks and Investment Banking & Brokerage industries that have Financing Environmental Impact as a
weighted Key Issue
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The chart below shows that U.S. banks that are constituents of the MSCI ACWI IMI Index lag other
banks in the index in demonstrating board level engagement on climate-related risks. The U.S
banks in the MSCI ACWI Index are more or less at par when compared with all banks in the MSCI
ACWI Index.

Evidence of board-level engagement on climate-related risks
vt |
MSCI ACWI
U.s. Banks in
wasct acwer i1 A

All Banks in
MSCI ACWI

Shoder |
MSCI ACWI IMI
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

m Mo evidence
Some evidence of board engagement on climate risks
m Board is engaged with climate risks, evidence of interaction with business
m Board is actively engaged with climate risks, evidence of proactive engagement with business strategy

Source: MSCI ESG Research LLC, as of May 30, 2022. The x-axis shows the % of companies assessed to have policies/practices aligned
with the respective category on the chart. The practices are ordered from the weakest (no evidence) to what we consider the best
practice.

b. Strategy

Company conducts climate-related risk analysis

The chart below shows that the U.S. banks from the MSCI ACWI IMI Index lag other banks in the
Index in analyzing climate-related risks. Whereas U.S banks in the MSCI ACWI Index fare better
when compared with all banks in the MSCI ACWI Index.

Company conducts climate-related risk analysis
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Some mention of climate change risk awareness
m Evidence of review of business risks associated with climate change for some segments
m In depth review of business risks associated with climate change and associated actions
m Comprehensive materiality assessment of group wide business risks associated with climate change, including scenario modelling or sensitivity analysis

Source: MSCI ESG Research LLC, as of May 30, 2022. The x-axis shows the % of companies assessed to have policies/practices aligned
with the respective category on the chart. The practices are ordered from the weakest (no evidence) to what we consider the best
practice.



Formal management systems to assess ESG risks in financing activities

The below graph demonstrates that the U.S. banks from the MSCI ACWI IMI Index carries an
extensive scope to have a formal management system to assess ESG risks in its financing
activities. Whereas U.S. banks from the MSCI ACWI Index are somewhat at par with their peers
when compared with all banks in the MSCI ACWI Index.

Formal management systems to assess ESGrisks in financing activities
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mNo evidence

Existence of polices to assess ESG risks in financing activities, but no evidence of supporting management system
m Some evidence of management systems in place for assessing ESG risks in financing activities
m Evidence of strong management systems in place for assessing ESG risks in financing activities

Source: MSCI ESG Research LLC, as of May 30, 2022. The x-axis shows the % of companies assessed to have policies/practices aligned
with the respective category on the chart. The practices are ordered from the weakest (no evidence) to what we consider the best
practice.

c. Risk Management
Involvement of Group Credit Risk in ESG due diligence

The below graph demonstrates that the majority of U.S. banks from the MSCI ACWI IMI Index do
not disclose whether the group credit division is involved in conducting due diligence and detailed
assessment of the credit portfolio on ESG issues. Whereas U.S. banks from the MSCI ACWI Index
fare better than their peers when compared with all banks in the MSCI ACWI Index.

Involvement of Group Credit Risk in ESG due diligence
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m Not Disclosed
Some evidence of professional credit involvement in ESG due diligence

m Direct involvement of group credit, including examples of deep dive assessments for ESG intensive industries

Source: MSCI ESG Research LLC, as of May 30, 2022. The x-axis shows the % of companies assessed to have policies/practices aligned
with the respective category on the chart. The practices are ordered from the weakest (no evidence) to what we consider the best
practice.



Formal training of risk officers & bankers on ESG risks & procedures

The below graph demonstrates that the majority of U.S. banks from the MSCI ACWI IMI Index do
not disclose evidence on whether any formal training of risk officers and bankers are conducted
on ESG risks and procedures as compared to their global peers.

Formal training of risk officers & bankers on ESG risks & procedures
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m Mot Disclosed
General statements on ESG training for employees
m Critical risk staff trained on ESG risks and procedures
m Majority of credit risk staff trained on ESG risks and procedures
m All banking staff trained on ESG risks and procedures, evidence of legitimate ESG training programs provided

Source: MSCI ESG Research LLC, as of May 30, 2022. The x-axis shows the % of companies assessed to have policies/practices aligned
with the respective category on the chart. The practices are ordered from the weakest (no evidence) to what we consider the best
practice.

ESG due diligence triggers & risk escalation processes clearly defined
In the below chart, U.S. banks fare better than rest of the banks in defining ESG due diligence

triggers and having risk escalation processes, as compared to the rest in the MSCI ACWI index.
However, U.S. banks lag their peers when compared with all banks in the MSCI ACWI IMI Index.

ESG duediligence triggers & risk escalation processes clearly defined
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® Some evidence provided of ESG risk escalation mechanisms

m ESGrisk escalation process clearly defined, details provided on thresholds for triggering escalation

m ESGrisk escalation process clearly defined, details provided on thresholds for triggering escalation, examples provided of extra due diligence where necessary
Source: MSCI ESG Research LLC, as of May 30, 2022. The x-axis shows the % of companies assessed to have policies/practices aligned
with the respective category on the chart. The practices are ordered from the weakest (no evidence) to what we consider the best
practice.
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Annex 2
MSCI responses to the questions posed in the Request for Comment
Applicability

Question 1: What additional factors, for example asset size, location, and business model,
should inform financial institutions’ adoption of these principles?

We understand the focus of the Federal Deposit Insurance Corporation (FDIC) Request for
Comment is on the largest financial institutions, but note that the high size threshold of USD100
billion in total consolidated assets may potentially exclude the vast majority of financial
institutions in the U.S. According to the most recent statistics from the Federal Reserve, there are
only around 30-35 U.S. banks which hold total assets over $100bn.° Similarly, according to the
FDIC top 100 banks and thrifts nationally, there are 35 financial institutions that hold total assets
exceeding $100bn.™°

In our ESG Ratings, MSCI uses a rules-based methodology to identify industry leaders (AAA to
AA) and laggards (B and CCC rated) according to their exposure to ESG risks and how well they
manage those risks relative to peers. MSCI ESG Ratings serve as a tool to evaluate banks’ long-
term resilience to financially relevant ESG risks, including environmental risks.

As regards environmental risks for the banking sector, we measure how exposed banks are to
environmental risks in lending and underwriting activities and assess their risk mitigation
practices. As can be seen in the graph below, 38% of U.S. banks within the MSCI ACWI Index
achieved a slightly above average ESG Rating of A as of May 30, 2022, while if the sample expands
to all the banks in the ACWI IMI Index — including small cap representation — this shifts to 41% of
U.S. banks having a slightly below average ESG Rating of BB."

ESG Ratings Distribtion of all the banks* in the MSCI ACWI Index
47%

38%
26% 6% oo, 5
16% 199 2% 208%% 2% %49y, 20,
rc . I | 0r. i | 3%1 1
Lo 3% 5% " 2% 99
0% 1% Io%. o%- 0%0% 2% 2%
= | —
AAA AA A BEB BB B Ccc
mUS Europe m Rest of World m All the banks* in the MSCI ACWI Index

9 Federal Reserve Statistical Release, Large Commercial Banks (Fed | 30 September 2021)

0 Top 100 Banks and Thrifts Nationally by Asset Size (FDIC)

11 Based on companies in the Banks and Investment Banking & Brokerage industries that have Financing Environmental Impact as a
weighted Key Issue.
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ESG Ratings Distribution of all banks* in the MSCIACWI IMI Index
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Taking the above findings into account, where the aim is to have a more comprehensive
understanding of macroprudential climate-related risks, there may be benefits of lowering the
$100bn threshold to bring in scope a greater part of the U.S. banking system through a phase-in
approach. Alternatively, a proportionate application may be considered to align supervisory
expectations with the risk profile and business model of the financial institutions. Financial
institutions that are outside the threshold of holding assets over $100bn may be invited to
consider these principles as a best practice.

Tailoring

Question 2: How could future guidance assist a financial institution in developing its climate-
related financial risk management practices commensurate to its size, complexity, risk profile,
and scope of operations?

No comment.
General

Question 3: What challenges do financial institutions face in incorporating these draft principles
into their risk management systems? How should the FDIC further engage with financial
institutions to understand those challenges?

Jurisdictions that have already implemented climate stress tests for financial institutions may
offer useful examples. In 2019, the Bank of England established an industry forum, the Climate
Financial Risk Forum (CFRF), to support further regulatory engagement around climate-related
financial risk management, which was jointly convened by the Prudential Regulatory Authority
and the Financial Conduct Authority to build capacity and share best practice.?

Question 4: Would regulations or guidelines prescribing particular risk management practices
be helpful to financial institutions as they adjust to doing business in a changing climate?

No comment.

12 Climate Financial Risk Forum | Bank of England
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Current Risk Management Practices

Question 5: What specific tools or strategies have financial institutions used to successfully
incorporate climate-related financial risks into their risk management frameworks?

From our work with clients, we have seen interest by some large U.S. banks to integrate climate
risk assessments into their enterprise level risk management system within established climate
data modelling teams. These teams are focused on building a better understanding of
quantitative climate data factors ranging from transition to physical risks. However, the number
of U.S. banks carrying out climate risk assessments at this granular level is still relatively small in
our experience.

We also work with large U.S. banks that integrate climate-related data into their credit risk
management process. Banks are able to integrate climate and ESG data into their centralized
credit risk system to supplement the due diligence process of their underwriting activities.

Adding to this, banks that operate asset and wealth management lines of business are integrating
climate data into risk, investment, and portfolio reporting transparency processes to meet
emerging regulatory standards, asset owner requirements, and to ensure that they are able to
understand the short and long-term climate risks that may impact the performance of their
portfolios.

Beyond these areas, we also observe interest in climate and ESG products coming from capital
markets and investment banking teams, sales and trading teams, sell side research teams and
asset servicing.

Question 6: How do financial institutions determine when climate-related financial risks are
material and warrant greater than routine attention by the board and management?

The FSB interim report on Supervisory and Regulatory Approaches to Climate-related Risk,
published in April 20223, calls for alignment in particular with regards to the following areas:
sufficiently granular data on sectors or economic activities that are sensitive, vulnerable or
exposed to physical, transition and liability risks; financial institutions’ exposures to such sectors
or economic activities; geographical location of financial institutions’ exposures most prone to
physical risk; and financial institutions’ and their counterparties’ reporting of carbon-related
metrics, including Scope 1, 2, and 3 Greenhouse Gas (GHG) emissions.

Climate-related financial risk exposures should be clearly defined, aligned with the financial
institution’s risk appetite, and supported by appropriate quantitative metrics. Materiality
assessments should be conducted by the financial institution regularly to reflect the speed at
which the understanding of climate risks grows and also the increasing frequency and scale of
the risks themselves.

13 Supervisory and Regulatory Approaches to Climate-related Risks (Pg. 14 - Quantitative Metrics) (FSB | 29 April 2022)
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MSCI is able to support financial institutions to assess their material climate risks by providing
access to over 900 climate change metrics including emission data, fossil fuel exposure, clean
tech solutions and forward-looking indicators (see table below) to facilitate integration into
traditional financial risk and portfolio management.

Forward-looking climate risk indicators that can be used for scenario analysis
Climate Value-at-Risk Helps financial institutions estimate scenario-specific
valuation impact/ risk for transition and physical impacts and
captures policy risk across value chain, cleantech opportunities
and physical climate risks.

Output: % of asset or loan value, security or issuer specific.
Use Case: risk management, scenario analysis.

Implied Temperature Rise Designed to estimate how companies and portfolios align with
global temperature targets and captures companies’ budget
and projected emissions across all 3 scopes.

Output: °C of warming (2100), issuer specific.

Use Case: reporting, portfolio construction, engagement, target
setting.

Low Carbon Transition Score | Built to assess current and potential exposure to transition
risks & opportunities through both companies’ operations &
business model.

Output: 0-10 score & 5 categories, issuer specific.
Use Case: portfolio construction, asset allocation.

Question 7: What time horizon do financial institutions consider relevant when identifying and
assessing the materiality of climate-related financial risks?

No comment.

Question 8: What, if any, specific products, practices, and strategies—for example, insurance or
derivatives contracts or other capital market instruments—do financial institutions use to
hedge, transfer, or mitigate climate-related financial risks?

No comment.

Question 9: What, if any, climate-related financial products or services— for example, “green
bonds,” derivatives, dedicated investment funds, or other instruments that take climate-related
considerations into account—do financial institutions offer to clients and customers? What
risks, if any, do these products or services pose?

No comment.
Question 10: How do financial institutions currently consider the impacts of climate-related

financial risk mitigation strategies and financial products on households and communities,
10



specifically LMI and other disadvantaged communities? Should the agencies modify existing
regulations and guidance, such as those associated with the Community Reinvestment Act, to
address the impact climate-related financial risks may have on LMI and other disadvantaged
communities?

No comment.
Data, Disclosures, and Reporting

Question 11: What, if any, specific climate-related data, metrics, tools and models from
borrowers and other counterparties do financial institutions need to identify, measure, monitor,
and control their own climate-related financial risks? How do financial institutions currently
obtain this information? What gaps and other concerns are there with respect to these data,
metrics, tools or models?

A number of banks globally obtain a range of ESG and climate-related information and tools from
MSCI. These include:

(i) Investment portfolio
MSCI offers the following tools to banks to identify, measure, monitor, report and control their
own climate-related financial risks.

a. External Reporting - Report to investors, shareholders and other stakeholders on the climate-
alignment of portfolios, progress against net-zero commitments and alignment with key
temperature thresholds.

b. Climate Risk Management / Scenario Analysis - Identify and understand climate risk exposures
and trends within and across funds and portfolios. Deepen insight into climate-related risks and
opportunities, stress test portfolios and model scenarios to inform investment decision-making.
c. Internal Reporting — Streamline internal reporting of risks associated with the transition to a
net-zero economy and the physical manifestations of a warming world. Visualize climate risk
exposures and trends at the enterprise level and across funds and portfolios.

d. TCFD Aligned Reporting - Understand bank’s complete carbon footprint and report on climate-
related governance, strategy, risk management, and metrics and targets in line with the TCFD.
Available as a managed service that features portfolio-data management, batch reporting and
customization capabilities.

(ii) Loans and lending activities
Assessing climate risks in banks’ lending activities can be challenging, due to limited disclosure
by credit counterparties. MSCI’s environmental risk exposure analysis includes:

e A focus on commercial lending, as the environmental impact from this type of lending is
easier to trace and quantify compared to retail lending.

e An analysis of the commercial loan book to determine the lender’s concentration in different
industries.
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e Assignment of an Environmental Intensity Score to each loan segment and calculating a
Weighted Average Financing Intensity of the loan book.

e Comparing the scores among all banks to arrive at a final picture of the environmental
intensity of each lender’s loan portfolio relative to peers.

(iii) Capital markets and investment banking

In our continued engagement with U.S. based banks, we observe that they are incorporating the
use of climate-related data and tools in their capital markets and investment banking divisions.
For example, MSCI is beginning to provide ESG and climate assessments of pre-IPO private
companies to support investment banking teams advising those companies. Banks’ sales and
trading teams are also using ESG ratings and climate metrics to support issuance of OTC and
structured products that integrate ESG and climate considerations into their portfolio
constructions.

Question 12: How could existing regulatory reporting requirements be augmented to better
capture financial institutions’ exposure to climate-related financial risks?

MSCI supports a framework that supplements quantitative disclosures with a qualitative overlay
of a financial institution’s views on its climate risks and opportunities. However, “boilerplate
statements” should be discouraged in favor of meaningful disclosure that explains how these
risks and opportunities are being managed and how they might be expected to impact the
financial institution in the foreseeable future. MSCI supports alignment of public disclosures that
align with the TCFD recommendations, particularly as they pertain to quantitative and forward-
looking metrics and targets. We note this was also a recommendation (Recommendation 3.2) put
forward by the Financial Stability Oversight Council (FSOC) in its Report on Climate-Related
Financial Risk.™

In practice, countries diverge in their implementation of TCFD-style disclosure, as we assessed in
a recent research blog (see chart below)."

4 FSOC's Report on Climate-Related Financial Risk (FSOC | 2021)
5 As TCFD Comes of Age, Regulators Take a Varied Approach (MSCI | April 2022)
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TCFD-aligned regulations around the world measured against six criteria

Scenario Double
analysis materiality

j Forward-looking
1 approach

Enter into force

: Scope of firms

Stringency

Brazil In 2022 O

g Canada 2023 or later O
u.s. 2023 or later

EU In 2022

France Already in place

South Africa  In consultation stage

UK. In 2022 O
Australia Already in place O
China Already in place (.
Hong Kong Already in place O O
India In 2022 O
New Zealand 2023 or later
Singapore Already in place I

Transition Plans All listed firms All firms in-scope Yes Mandatory

Targets Just financial firms Certain firms Optional Partially mandatory
Only certain listed firms/sectors  Not immediately No To become mandatory
No Voluntary

Scenario Analysis Question

13: Scenario analysis is an important component of climate risk management that requires
assumptions about plausible future states of the world. How do financial institutions use climate
scenario models, analysis, or tools and what challenges do they face?

MSCI agrees that climate scenario models, analysis or tools are of paramount importance to
gauge the effects of climate change spread across various time horizons. Scenario analysis
provides a powerful tool for financial institutions to understand the implications of climate
change for their portfolios. However, one of the major challenges is the use of varied scenarios
and tools by financial institutions, which means that results may not be comparable. Secondly,
financial institutions are expected to determine which climate-related and environmental risks are
material in the short, medium and long term with regard to their business strategy by using
scenario analysis. The assumptions can span from quantitative and/or qualitative factors and
not solely based on historical experiences.

We note that there are a range of models currently available in the market to assist financial
institutions with forward-looking scenario analysis for certain lines of business. Financial
institutions use tools made available by MSCI, such as Climate Value-at-Risk to gain a forward-
looking lens when conducting scenario analysis. For example, by calculating the financial risks
from climate change per security and per scenario, Climate Value-at-Risk provides a framework
that can help banks identify and understand these risks and take necessary action for effective
risk management and regulatory reporting purposes. The MSCI Climate Value-at-Risk model has
three main underlying components which can be used separately or in aggregate:
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1. Policy risk: This component aggregates future policy costs based on an end of the century
time horizon. By overlaying climate policy outlooks and future emission reduction price
estimates onto company data, the model provides insights into how current and forthcoming
climate policies could affect companies.

2. Technology opportunities: This component is based on company-specific data on the patents
each company holds related to low-carbon technologies, providing insights into how
companies’ strategic investments could affect their future competitive positioning in a low
carbon economy.

3. Physical risks: This component estimates the impact and financial risk relating to several
extreme weather hazards, such as extreme heat and cold and flood risk. An extensive asset
location database comprising of over 400,000 company facilities has been overlaid with
hazards maps. Based on sector-based vulnerabilities, each location’s climate-related revenue
loss for eight extreme weather hazards is computed with the help of damage and business
interruption functions.

Question 14: What factors are most salient for the FDIC to consider when designing and
executing scenario analysis exercises?

MSCI notes that using different models and scenarios leads to results that are not comparable.
While this gives financial institutions some flexibility to choose a model for self-examination, it is
important for the market to be able to effectively compare the results of a prescribed scenario
analysis on various financial institutions. This could be solved by having a minimum set of
specific climate scenarios to consider. It would further be helpful if the FDIC guidance around
scenario analysis were to provide examples of acceptable Representative Concentration
Pathways (RCPs), Integrated Assessment Models (IAMs) and/or Shared Socioeconomic
Pathways (SSPs) and prescribe precise time horizons.

Regulators around the world are adopting scenarios developed by the NGFS and requiring banks
and financial institutions to align their climate stress tests accordingly (e.g., Bank of England’®,
European Central Bank'’, Hong Kong Monetary Authority'8). We observe that financial authorities,
including regulators and supervisory bodies, are increasingly involved in assessing climate-
related financial risks and conducting stress tests for banks and insurance companies to quantify
their exposure to these risks. Such exercises were completed in the Netherlands and France, and
are underway in the EU, UK, Australia, Singapore and Canada.' More countries are expected to
integrate climate-related risks into macroprudential regimes for the financial sector, in the
future.?® We support improved climate data collection from financial institutions to make stress
tests comparable and evaluate whether climate change risks threaten financial stability.

16 Key elements of the 2021 Biennial Exploratory Scenario: Financial risks from climate change (Bank of England | 2021)

7 ECB Banking Supervision launches 2022 climate risk stress test (europa.eu) (ECB | January 2022)

'8 Pilot Banking Sector Climate Risk Stress Test (hkma.gov.hk) (HKMA | December 2021)

9 FSl Insights on policy implementation No 34 Stress-testing banks for climate change — a comparison of practices (FSI | July 2021)
20 NGFS publishes the report “Scenarios in Action: a progress report on global supervisory and central bank climate scenario exercises”

Banque de France (NGFS | October 2021)
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https://www.bankofengland.co.uk/stress-testing/2021/key-elements-2021-biennial-exploratory-scenario-financial-risks-climate-change
https://www.bankingsupervision.europa.eu/press/pr/date/2022/html/ssm.pr220127~bd20df4d3a.en.html
https://www.hkma.gov.hk/media/eng/doc/key-functions/banking-stability/Pilot_banking_sector_climate_risk_stress_test.pdf
https://www.bis.org/fsi/publ/insights34.pdf
https://www.ngfs.net/en/communique-de-presse/ngfs-publishes-report-scenarios-action-progress-report-global-supervisory-and-central-bank-climate
https://www.ngfs.net/en/communique-de-presse/ngfs-publishes-report-scenarios-action-progress-report-global-supervisory-and-central-bank-climate

Annex 3

Additional research on the impact of a net-zero transition and physical climate risks on
different asset classes and use of climate scenarios for portfolio optimization, risk
management and regulatory reporting purposes

MSCI Research

Details

Link

Climate scenario analysis at
MSCI

Introduces our approach to
climate scenario to help
clients identify and
understand financial risks
from climate change and
take actions.

Scenario Analysis - MSCI

Breaking Down Corporate
Net Zero Climate Targets

An increasing number of
companies are setting net-
zero climate targets. This
MSCI report outlines an
analytical framework to
assess these targets.

Breaking Down Corporate
Net-Zero Climate Target

(msci.com)

Net-Zero Knowledge Hub

The Net-Zero Knowledge
Hub brings together
information from MSCI and
other thought leaders that
professional investors,
issuers and financial
intermediaries can draw
upon as they map out plans
to decarbonize their
portfolios and
organizations.

Net-Zero Knowledge Hub (net-

zero-hub.com)

Corporate Bonds and
Climate-Change Risk

In this report, MSCI focuses
on the portfolios of
developed-market corporate
bonds and studies the
financial materiality of
climate-change risk for
these portfolios.

In Transition to a New
Economy: Corporate Bonds
and Climate-Change Risk

(msci.com)

How Climate Change Could
Impact Credit Risk

This MSCI article
investigates how different
climate scenarios could
impact the five-year default
probability of a large USD
and EUR bond issuers.

How Climate Change Could

Impact Credit Risk - MSCI
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https://www.msci.com/our-solutions/esg-investing/climate-solutions/scenario-analysis
https://www.msci.com/documents/10199/9172b38f-5d67-4346-a15b-9b8233f81da0
https://www.msci.com/documents/10199/9172b38f-5d67-4346-a15b-9b8233f81da0
https://www.msci.com/documents/10199/9172b38f-5d67-4346-a15b-9b8233f81da0
https://www.net-zero-hub.com/
https://www.net-zero-hub.com/
https://www.msci.com/documents/10199/9b3495be-97d6-f9b6-3546-5125e0a6aa80
https://www.msci.com/documents/10199/9b3495be-97d6-f9b6-3546-5125e0a6aa80
https://www.msci.com/documents/10199/9b3495be-97d6-f9b6-3546-5125e0a6aa80
https://www.msci.com/documents/10199/9b3495be-97d6-f9b6-3546-5125e0a6aa80
https://www.msci.com/www/blog-posts/how-climate-change-could-impact/02803746523
https://www.msci.com/www/blog-posts/how-climate-change-could-impact/02803746523

MSCI Research

Details

Link

Stress Testing Portfolios for
Climate-Change Risk

Climate scenario analysis
provides a powerful tool for
understanding the
implications of climate
change in portfolios. Using
two of these scenarios,
MSCI finds significantly
higher costs for energy
companies in a “late action”
scenario but also rising
impacts for otherwise less
exposed firms like those
within food and staples
retail.

Stress Testing Portfolios for
Climate-Change Risk - MSCI

Net-Zero Alignment:
Portfolio Construction
Approaches for Investors

How can investors align
with a net-zero pathway in
their portfolios? The report
uses MSCI’s Implied
Temperature Rise (ITR)
metric, which aims to show
the temperature alignment
of companies, portfolios
and funds with global
climate targets.

Net-Zero Alighment

(msci.com)

Understanding Carbon
Exposure in Private Assets

Since the Paris Agreement,
there has been growing
scrutiny on carbon
emissions by public
companies, but it is much
tougher for investors to
evaluate their exposure to
carbon from privately held
assets.

Understanding Carbon
Exposure in Private Assets -
MSCI

New Frontiers in Carbon
Footprinting: Private-Equity
and Debt Funds

In this article, MSCI partners
with Burgiss to estimate
carbon-emission intensities
of private-equity and -debt
funds with reported revenue
figures in the Burgiss
Transparency Database.

New Frontiers in Carbon Foot
printing: Private-Equity and -
Debt Funds - MSCI
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https://www.msci.com/www/blog-posts/stress-testing-portfolios-for/02785189682
https://www.msci.com/www/blog-posts/stress-testing-portfolios-for/02785189682
https://www.msci.com/documents/10199/6e5fd0b5-2d0a-e928-2b34-415dd31e464a
https://www.msci.com/documents/10199/6e5fd0b5-2d0a-e928-2b34-415dd31e464a
https://www.msci.com/www/blog-posts/understanding-carbon-exposure/02796011861
https://www.msci.com/www/blog-posts/understanding-carbon-exposure/02796011861
https://www.msci.com/www/blog-posts/understanding-carbon-exposure/02796011861
https://www.msci.com/www/blog-posts/new-frontiers-in-carbon/02873357369
https://www.msci.com/www/blog-posts/new-frontiers-in-carbon/02873357369
https://www.msci.com/www/blog-posts/new-frontiers-in-carbon/02873357369

