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Central banks like the European Central Bank (ECB) have started incorporating
climate change considerations into their monetary policy tools. This Note refers
to this phenomenon as green monetary policy (GMP). Given the crucial role of
central banks and other monetary authorities in bank supervision and regulation,
GMP has emerged as a solution to tackle the continued financing of fossil fuels and
industries that have accelerated climate change. Among central banks, the ECB has
emerged as a leader in GMP. However, the United States Federal Reserve Board (the
Fed) has signaled a refusal to engage in any climate policymaking, including GMP.
This paper argues that the Fed should follow the ECB by implementing GMP,
given the central banks’ similar structure, general tools of monetary policy, and
monetary policy-related goals. Although the Fed, unlike the ECB, does not have a
secondary mandate to support general economic policies including environmental
and climate-related goals, the Fed and the ECB are both mandated to promote
price stability and act as a supervisor of financial risk. This Note analyzes the
implications of the potential implementation of GMP by the Fed, comparing it to
the ECB’s GMP, structure, and statutory mandates. It also explores key concerns
and counterarguments in the literature against Fed implementation of GMP, which
deal with independence, accountability, and mission creep. Despite these concerns,
the Fed should continue to research climate change’s impact on macroeconomic
stability and apply climate change considerations in its collateral policy, as the
ECB has already done.
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INTRODUCTION

The era of climate change —and climate-oriented central banking —
hasarrived. Atthe time of writing, the pasteight years have been the eight
hottest on record.! Climate change has and will continue to exacerbate
existing inequalities.> As called for in the Paris Agreement, a forty-
five percent reduction in greenhouse gas emissions is required to keep
global warming to no more than 1.5 degrees Celsius.> As governmental
climate action becomes more urgent, central banks around the world
have started to incorporate climate change considerations into their
rulemaking and policies.

Central banks are key institutional players in influencing the
investment landscape that exacerbates global warming, both within
their monetary policymaking and supervisory roles. Banks and their
regulators play a large role in financing greenhouse gas emissions.
According to the Sierra Club, banks around the world provided $669
billion to finance fossil fuels in 2022, with U.S. banks accounting for

1 See 2023 Was the World’s Warmest Year on Record, by Far, NAT'L OCEANIC &
ATMOSPHERIC ADMIN. (Jan. 12, 2024), https://www.noaa.gov/news/2023-was-worlds-warmest-
year-on-record-by-far [https:/perma.cc/SBJ-PHA]; Henry Fountain & Mira Rojanasakul,
The Last 8 Years Were the Hottest on Record, N.Y. Times (Jan. 10, 2023), https://www.nytimes.
com/interactive/2023/climate/earth-hottest-years.html [https://perma.cc/FFC6-NDZQ)].

2 See, e.g., Noah S. Diffenbaugh & Marshall Burke, Global Warming Has Increased
Global Economic Inequality, 116 Proc. NaT’L Acap. Scis. 9808 (2019) (providing empirical
evidence that global warming has already exacerbated economic inequalities between
countries); Kenneth A. Gould & Tammy L. Lewis, Resilience Gentrification: Environmental
Privilege in an Age of Coastal Climate Disasters, 3 FRONTIERS SUSTAINABLE CITiES 1, 3 (2021)
(describing the process by which responses to climate events result in greater inequality).

3 See For a Livable Climate: Net-Zero Commitments Must Be Backed by Credible
Action, UNITED NATIONS CLIMATE ACTION, https://www.un.org/en/climatechange/net-zero-
coalition [https://perma.cc/DT7U-QJ84]; Paris Agreement to the United Nations Framework
Convention on Climate Change art. 2, Dec. 12, 2015, T.I.A.S. No. 16-1104.
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twenty-eight percent of financing.* Banks lend out their balance sheet
assets, providing funding to companies and projects in the economy.
Today, banks also fund carbon-intensive energy industries and emission-
heavy industries like manufacturing. In the United States, climate policy
is increasingly at the forefront of bank regulatory bodies including the
Securities and Exchange Commission.’

Some central banks, like the European Central Bank (ECB),
incorporate climate concerns in their monetary policy tools, a process
this Note calls green monetary policy (GMP). GMP can incentivize
green investment and limit central bank lending services to financial
institutions based on their exposure to “brown,” or less climate-friendly,
investments.® The ECB’s green monetary policy is joined by those of
other central banks, including the Bank of England’s green corporate
bond purchasing scheme’ and the Bank of Japan’s zero-interest
financing to green lenders® In contrast, the United States Federal
Reserve Board (Fed) has signaled a refusal to expand its monetary
policy tools to consider environmental and broader social concerns for
fear of becoming a “climate policymaker.””

4 See Banking on Climate Chaos: Fossil Fuel Finance Report 2023, SIERRA CLUB 4, https://
www.bankingonclimatechaos.org/wp-content/uploads/2023/08/BOCC_2023_vF.pdf [https:/
perma.cc/PY3Y-U9U7].

5 The Securities and Exchange Commission has proposed rule changes requiring
companies to include climate-related disclosures. See The Enhancement and Standardization
of Climate-Related Disclosures for Investors, Securities Act Release No. 33-11042, Exchange
Act Release No. 34-94478, 89 Fed. Reg. 21668 (Mar. 28, 2024).

6 See Liz Alderman, Lagarde Vows to Put Climate Change on the E.C.B.’s Agenda, N.Y.
Times (Sept. 4, 2019), https://www.nytimes.com/2019/09/04/business/climate-change-ecb-
lagarde.html [https://perma.cc/DGY6-EQ3S].

7 See Greening Our Corporate Bond Purchase Scheme (CBPS), BANK OF ENGLAND
(Jan. 31, 2023), https://www.bankofengland.co.uk/markets/greening-the-corporate-bond-
purchase-scheme [https://perma.cc/9BW9-GLZE] (explaining that the United Kingdom will
adjust their CBPS system to support a transition to a net-zero emission economy).

8 See Outline of Transactions for Climate Response Financing Operations, BANK OF
JaraN (Aug. 1, 2024), https://www.boj.or.jp/en/mopo/measures/mkt_ope/ope_x/opetori22.
htm [https://perma.cc/C8ST-V48G] (outlining efforts to support financing for climate change
responses). The ECB further cemented its position as a leader of climate central banking
with the announcement of its climate-centered work program for 2024-2025, which included
an expansion of its monetary policy tools. See Press Release, European Central Bank, ECB
Steps Up Climate Work with Focus on Green Transition, Climate and Nature-Related Risks
(Jan. 30, 2024) (on file with author).

9 See Graham S. Steele, Confronting the ‘Climate Lehman Moment’: The Case for
Macroprudential Climate Regulation, 30 CorNELL J.L. & Pus. Por’y 109 (2020); Emma
Newburger, Powell Reiterates Fed Is Not Going To Become a ‘Climate Policymaker’, CNBC
(Jan. 10, 2023), https://www.cnbc.com/2023/01/10/powell-reiterates-fed-is-not-going-to-
become-a-climate-policymaker.html [https:/perma.cc/79WT-NPQR] (quoting Fed Chairman
Jerome Powell reiterating that the Fed will “not get involved in issues like climate change”);
Ben Winck, Fed’s Reluctance to Go Green Will Cost the Earth, REUTERS (Mar. 7, 2023),
https://www.reuters.com/breakingviews/feds-reluctance-go-green-will-cost-earth-2023-03-07
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Green monetary policy takes place within the existing conventional
monetary policy role of central banks. As monetary policymaking
bodies, the ECB and the Fed use various tools to change the money
supply in their respective jurisdictions. Central banks deploy monetary
policy with the goal of adjusting the total supply of money to manage
economic fluctuations and achieve price stability through stable rates
of inflation.?

Along with their monetary policy roles, both central banks also act
as key bank supervisors for their respective jurisdictions, responsible
for maintaining the soundness of the financial system and of individual
depository institutions. Both central banks have taken steps to
incorporate climate risk considerations into their supervisory roles.
The ECB has implemented Eurozone-wide stress tests!! incorporating
climate scenarios, and banks are required to integrate climate and
environmental risks into their risk management practices.'> In 2021, the
Fed created a Financial Stability Climate Committee to address climate-
related risks to financial stability.”> And in 2023, the Fed implemented
guidance for banks to account for climate risk in its “Principles for
Climate-Related Financial Risk Management for Large Financial
Institutions” (Principles).!4

[https://perma.cc/HSNB-6T9Z] (criticizing the Fed’s argument that it should not tackle
climate change without an explicit order from Congress).

10 See Monetary Policy and Central Banking, INT'L MONETARY FUND (Jan. 2023), https://
www.imf.org/en/About/Factsheets/Sheets/2023/monetary-policy-and-central-banking
[https://perma.cc/R5SA2-W6XR] (explaining the goals of monetary policy).

11 Traditional stress tests primarily measure the impact of various economic scenarios on
a bank’s ability to absorb losses on its capital. See Stress Tests, Bp. GOVERNORS FED. REs. Sys.
(June 22, 2022), https://www.federalreserve.gov/supervisionreg/stress-tests-capital-planning.
htm [https:/perma.cc/LIL8-JIKI] (explaining that the stress tests assess whether banks are
sufficiently capitalized).

12 See Press Release, European Central Bank, ECB Publishes Final Guide on Climate-
Related and Environmental Risks for Banks (Nov. 27 2020), https://www.bankingsupervision.
europa.eu/press/pr/date/2020/html/ssm.pr201127~5642b6e68d.en.html [https://perma.cc/
QCW4-LW4H] (explaining that climate-related and environmental risk disclosures lag
behind).

13 See Governor Lael Brainard, Speech at “Transform Tomorrow Today” Ceres
Conference: Financial Stability Implications of Climate Change (Mar. 23,2021), https://www.
federalreserve.gov/newsevents/speech/brainard20210323a.htm [https://perma.cc/NL8G-88HA ]
(mentioning that the Fed was in the process of creating the FSCC).

14 See Principles for Climate-Related Financial Risk Management for Large Financial
Institutions, 88 Fed. Reg. 74183 (Oct. 30, 2023). Although the Principles did not establish
any specific requirements or mechanisms for enforcement, the public response was divisive.
On one hand, the Principles were critiqued as an overstep of the Fed’s authority and an
unwise divergence from its core competencies. See Editorial Board, The Fed’s New Climate-
Change Mandate, WALL ST. J. (Oct. 25, 2023), https://www.wsj.com/articles/federal-reserve-
climate-banks-regulation-jerome-powell-michelle-bowman-7857f0d9 [https://perma.cc/
Y4MZ-LKZM]. Some also critiqued the Principles as a mere gesture towards climate change
but empty of substantive force. See Jeanna Smialek, Climate Protesters Get in Fed’s Face as
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The more controversial question is whether the Fed should follow
in the ECB’s footsteps in implementing climate considerations into its
monetary policy tools, engaging in GMP. The ECB and Fed have often
converged in their monetary policy. Not only is the ECB modeled after
the Fed, but both central banks also use similar monetary policy tools
to achieve similar macroeconomic goals, and the banks have influenced
each other’s monetary policy decisions.”> As such, it may be wise for
the Fed to look across the pond to the ECB, whose proactive stance on
climate change helps to further reduce emissions and mitigate climate
risk. If the Fed implemented GMP, bank financing of carbon-intensive
industries and projects would be disincentivized, resulting in reduced
emissions in line with the Paris Agreement’s goals. The ECB’s existing
GMP tools serve as a good model for the Fed due to the similarities
between the banks’ institutional structures and the existing tools the
banks use.

However, differences between the Fed and ECB’s structures and
statutory authorizations raise questions as to whether the Fed can follow
in the ECB’s footsteps in implementing GMP. The Fed’s monetary
policy mandate is to promote “maximum employment, stable prices,
and moderate long-term interest rates.”'* The ECB’s monetary mandate
includes a secondary directive to “support the general economic
policies” of the European Union, which include environmental and
climate-related goals.'” The statutory authorization of the Fed has no
such secondary mandate. In addition, academics claim that goals of
climate change mitigation stray far from the statutory mandates of the
Fed, leading to suboptimal policy outcomes and negative implications
for central bank independence,'® which may be less of a concern in

Policy Clash Grows Louder, N.Y. Times (Dec. 1, 2023), https://www.nytimes.com/2023/12/01/
business/economy/federal-reserve-climate-protesters.html [https:/perma.cc/8XS4-HDGW]
(calling the Principles “less toothy” than what overseas counterparts are doing).

15 See infra Part I; see also Stephen G. Cecchetti & Réisin O’Sullivan, The European
Central Bank and the Federal Reserve, 19 OxrorD REV. oF Econ. Por’y 30, 32, 39 (Spring 2003)
(explaining the similarities between the ECB and the Fed and how both have influenced the
other’s policy decisions).

16 Federal Reserve Act § 2A, 12 U.S.C. § 225a.

17 Consolidated Version of the Treaty on the Functioning of the European Union art. 127,
Oct. 26,2012, 2012 O.J. (C 326) 47, 102 [hereinafter TFEU].

18 See, e.g., Lev Menand, The Logic and Limits of the Federal Reserve Act, 40 YALE J.
REG. 197 (2023) (cautioning against an expansion of the Fed’s statutory mandate); Christina
Parajon Skinner, Central Banks and Climate Change, 74 VanD. L. Rev. 1301, 1358 (2021)
[hereinafter Central Banks and Climate Change] (arguing that engaging in climate change
initiatives would likely compromise independence); Peter Conti-Brown & David A.
Wishnick, Technocratic Pragmatism, Bureaucratic Expertise, and the Federal Reserve, 130
YaLe L.J. 636, 692 (2021) [hereinafter Technocratic Pragmatism] (conceding that the Fed
might be right to hesitate to use Monetary Policy for Green Initiatives).
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the Eurozone because the ECB is structured more as an independent
institution."

This Note argues that despite differences in statutory authorization
and policy-related concerns outlined above, the Fed should implement
climate concerns in its monetary policy tools as the ECB has already
done. Part I compares the similar tools of monetary policy in the
United States and the European Union and describes how the ECB
has used its tools to integrate climate considerations into its policies.
Part IT addresses challenges to GMP for the Fed: considerations about
independence, mission creep, and accountability. Part III argues that
the price stability and supervisory mandates of the Fed support green
monetary policy through a greening collateral requirement.

1
MoNETARY PoLicy TooLs oF THE FED AND ECB AnD THE ECB’s
GREEN MONETARY PoLicYy

The ECB’s green monetary policy demonstrates that conventional
monetary actions can be structured to create incentives towards cleaner
investment. The ECB serves as a useful comparative model of green mon-
etary policy for the Fed system because the two central banks share simi-
lar structures, mandates, and tools. The Fed and ECB are both statutorily
mandated to conduct monetary policy for their respective jurisdictions.
In addition, though the banks’ supervisory roles are distinct from their
monetary policy roles, they both still consider supervisory concerns when
deploying monetary policy. The ECB and Fed also use similar monetary
policy tools—namely reserve requirements, lending facilities, and open
market operations—to influence the interest rate that financial institu-
tions charge each other for overnight borrowing, which in turn impacts
the cost of borrowing for the rest of the economy and the money supply.?’

19 See Cecchetti & O’Sullivan, supra note 15, at 31-32 (“Care has been taken to ensure
that the ECB is independent from political influence, thereby avoiding problems that
plagued the monetary policy of industrialized and emerging countries alike in the post-
Second-World-War period.”).

20 See About the FOMC, Bp. oF GOVERNORS OF THE FED. Rsrv. Sys. (Dec. 18, 2024),
https://www.federalreserve.gov/monetarypolicy/fomc.htm [https:/perma.cc/8VXX-XQ56]
(explaining monetary policy mechanisms and their impact on the economy). While the Fed
claims to have three primary tools, after the 2008 crisis and partially due to the rise of shadow
banks—lending and banking services conducted by non-depository institutions—the Fed has
expanded its toolkit to include the interest on reserve balances (the rate paid by balances
maintained by or on behalf of eligible institutions) and term deposit facilities (removing
deposits from depository institutions’ reserve accounts). See Jane E. Ehring & Scott A. Wolla,
The Fed’s New Monetary Policy Tools, FED. Rsrv. BANK OF ST. Louts (Aug. 3,2020), https://www.
stlouisfed.org/publications/page-one-economics/2020/08/03/the-feds-new-monetary-policy-
tools [https://perma.cc/UR72-YXKK] (explaining the Fed’s historical and current monetary
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The ECB has used its lending facilities and open market operations in
particular to incentivize green lending.?!

A. Lending Facilities and Green Collateral

The ECB has used its lending facilities to promote investment in
green sectors by conditioning the collateral that it accepts for its loans,
and the Fed could use a similar tool. Both the Fed and ECB offer a
variety of lending facilities, which are loans offered to member banks.
Lending facilities are a conduit for monetary policy as central banks
adjust the rate at which banks can borrow, known as the interest
rate. The higher the interest rate, the less banks will be encouraged
to borrow from the Fed; consequently, banks are less incentivized to
lend money out, meaning there is less money circulating.??> In the wider
economy, a higher interest rate makes it more expensive for consumers
to borrow and invest, making a contractionary impact on the economy.
Conversely, a lower discount rate (a type of interest rate) means more
bank lending and lower costs of borrowing for consumers, which tends
to have an expansionary role in the economy.??

In the Fed system, the main lending facility is the discount window
facility. The discount window is the Fed’s overnight lending facility,
whereby member banks borrow overnight from their regional Reserve
Bank at an interest rate called a discount rate.”* Aside from the discount
window facility, Section 13(3) of the Federal Reserve Act (FRA) allows
emergency lending to non-financial institutions in “unusual and exigent
circumstances.”” During the 2008 Financial Crisis and COVID-19

policy implementation); Federal Reserve Balance Sheet Developments, BD. OF GOVERNORS
of THE FED. Rsrv. Sys. (Dec. 18, 2017), https://www.federalreserve.gov/monetarypolicy/bsd-
monetary-policy-tools-201711.htm#:~:text=Since [https://perma.cc/9PDD-SING]|.

21 See infra Section I.A. Reserve requirements, not discussed here, refer to the fraction of
deposits that member banks are required to hold in the central banking system. The logic of
reserve requirements is that the higher the amount in reserves, the less banks will lend out,
with a contractionary impact on the economy. See Joshua N. Feinman, Reserve Requirements:
History, Current Practice, and Potential Reform, FED. Rsrv. BULLETIN 569, 569 (June 1993),
https://www.federalreserve.gov/monetarypolicy/0693lead.pdf [https:/perma.cc/E9ZU-DEPT]
(“[H]igher reserve requirements may smooth the implementation of monetary policy and
damp volatility in the reserves market.”).

22 See Gordon H. Sellon, Jr., The Role of the Discount Rate in Monetary Policy: A Theoretical
Analysis, FED. Rsrv. BANK oF KaNnsas City EcoN. REv. 7 (June 1980), https://www.kansascityfed.
org/documents/1321/1980-The %20Role %200f %20the %20Discount % 20Rate %20in %20
Monetary %?20Policy: %20A %20Theoretical %20Analysis.pdf [https://perma.cc/SZ7Z-4QYS].

23 See id.

24 See Gary Gorton & Andrew Metrick, The Federal Reserve and Panic Prevention: The
Roles of Financial Regulation and Lender of Last Resort, 27 J. EcoN. PErsPs. 45 (2013).

25 Federal Reserve Act § 13(3), 12 US.C. § 343(3)(A).
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pandemic, the Fed engaged in emergency lending to non-financial
institutions, including to small businesses and municipalities.?

The ECB also has a variety of lending facilities and sets interest
rates for these loans—loans which impact interest rates in the economy
writ large.”” The ECB’s lending facilities include its marginal lending
facility, which is its overnight lending facility, and its main refinancing
facility, which allows borrowing for up to one week.?® The marginal
lending facility is an analog to the Fed’s discount window. In addition,
Emergency Liquidity Assistance is provided by national central banks
of Eurozone countries with approval and oversight by the ECB’s
Governing Council.?

Central bank lending for the above lending facilities in both the
Fed and ECB spheres requires adequate collateralization—that is,
loans made by central banks must be secured by assets of borrowing
member banks. In case of nonpayment or loan default, a central bank
can seize the assets that have been put up as collateral. In the Fed
system, discount window loans are collateralized “to the satisfaction” of
the lending Reserve Bank.* Emergency loans made under Section 13(3)
must also be collateralized.?' Similarly, in the ECB, borrowing from the
central bank requires adequate collateralization.?

Collateral policy has emerged as a tool through which the ECB has
implemented climate considerations. Since 2020, the ECB has accepted

26 See CARES Act, Pub. L. No. 116-136, § 4003 (2020) (authorizing the Fed’s emergency
lending). These lending facilities included the Municipal Liquidity Facility, Main Street
Lending Program, Commercial Paper Funding Facility, Primary Dealer Credit Facility, Money
Market Mutual Fund Liquidity Facility, the Paycheck Protection Program Liquidity Facility,
and more. See Funding, Credit, Liquidity, and Loan Facilities, BD. OF GOVERNORS OF THE
FeD. Rsrv. Sys., https://www.federalreserve.gov/funding-credit-liquidity-and-loan-facilities.
htm [https://perma.cc/6FV2-Z58G] (listing facilities used during COVID-19 pandemic). The
Fed’s lending during COVID has been criticized as furthering racial inequalities, particularly
for PPP loans. See Sabrina T. Howell, Theresa Kuchler, David Snitkof, Johannes Stroebel
& Jun Wong, Lender Automation and Racial Disparities in Credit Access (Nat’l Bureau of
Econ. Rsch., Working Paper No. 29364, 2021), https://www.nber.org/digest/202112/racial-
disparities-paycheck-protection-program-lending [https://perma.cc/9QQL-4AKY].

27 See Decisions, Statements & Accounts, EUR. CENT. BANK, https://www.ecb.europa.eu/
mopo/decisions/html/index.en.html [https:/perma.cc/2UND-VRRK] (listing ECD lending
facilities and other monetary policy tools).

28 d.

29 See Emergency Liquidity Assistance (ELA) and Monetary Policy, EUR. CENT. BANK,
https://www.ecb.europa.eu/mopo/ela/html/index.en.html [https://perma.cc/ WF3B-9P4F]. To
note, the ELA does not offer loans to non-financial institutions.

30 Federal Reserve Act § 10B(a).

31 Federal Reserve Act § 13(3).

32 Protocol (No 4) on the Statute of the European System of Central Banks and of the
European Central Bank art. 18.1, 2022.



June 2025] GREEN MONETARY POLICY 941

sustainability-linked bonds as collateral for its credit operations.’
In 2022, the ECB committed to limit the share of assets that can be
pledged as collateral for entities with a high carbon footprint, set to be
implemented by 2024.>* The ECB has also made a formal commitment
to condition collateral eligibility on the environmental sustainability
disclosure program called the Corporate Sustainability Reporting
Directive, set to be implemented by 2026.%

The ECB is currently assessing incorporating climate change risks
when reviewing haircuts applied to corporate bonds used as collateral.
Both the Fed and ECB apply haircuts, which are reductions in the
value of collateral that a bank puts up, based on the risk or volatility of
the collateral.’” In this way, collateralization incorporates supervisory
concerns; that is, it assures that the risks to individual depository
institutions and the financial system in a case of default are adequately
mitigated.® To create a green collateral policy, a central bank could
increase the haircut for “brown” assets pledged as collateral or,
alternatively, decrease the haircut for green assets pledged. Increasing
the haircut for a class of assets tends to decrease the price and investment
level for that class of assets; conversely, decreasing the haircut for a class
of assets tends to increase its price and investment level.* Therefore,
increasing the haircut for brown assets would reduce their investment
in the wider economy, and decreasing the haircut for green assets would
increase their investment in the wider economy, decreasing emissions.
Although the ECB has not yet implemented its green collateral policy,

33 See Press Release, European Central Bank, ECB to Accept Sustainability-Linked
Bonds as Collateral (Sept. 22, 2020), https://www.ecb.europa.cu/press/pr/date/2020/html/ecb.
pr200922~482e4a5a90.en.html [https:/perma.cc/3P24-BSCW].

34 See Press Release, European Central Bank, ECB Takes Further Steps to Incorporate
Climate Change into Its Monetary Policy Operations (July 4, 2022), https://www.ecb.europa.
eu/press/pr/date/2022/html/ecb.pr220704~4f48a72462.en.html [https:/perma.cc/E7R4-69N5].

35 1d.

36 Adapting Central Bank Operations to a Hotter World, NETWORK FOR GREENING THE
FiN. Sys. 5 tbl.1 (Mar. 2021), https://www.ngfs.net/sites/default/files/media/2021/06/17/mgfs_
monetary_policy_operations_final.pdf [https://perma.cc/4XXQ-BKZM].

37 For example, if a bank pledges $1 million in fair market value estimate of Treasury
bonds at a ten percent haircut, effectively $900,000 will be pledged. In other words, borrowing
from short-term facilities requires a member bank to demonstrate financial soundness by
pledging marketable securities or other assets.

38 See Alexandre Chailloux, Simon Gray & Rebecca McCaughrin, Central Bank Collateral
Frameworks: Principles and Policies 7 (Int. Monetary Fund, Working Paper No. WP/08/222,
2008), https://www.imf.org/external/pubs/ft/wp/2008/wp08222.pdf [https://perma.cc/CZW9-
GUSL] (“Central banks take collateral because the consequences of loss—in the rare case
of default—are particularly serious . . ..”).

39 See Andrei Shleifer & Robert W. Vishny, Liquidation Values and Debt Capacity: A
Market Equilibrium Approach, 47 J. FIN. 1343, 1361 (1992) (discussing how the liquidity of
an asset impacts investments in those assets).
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economic models show their ability to redirect investment into cleaner
sectors* and that green monetary policy has a complementary role to
green fiscal policy in achieving emission reductions.*!

B. Open Market Operations

Open Market Operations (OMOs) are another key tool of
monetary policy and have been used to implement the ECB’s green
monetary policy. OMOs generally refer to the purchase and sale of
securities in the open market. By buying long-term assets, a central
bank improves the liquidity of an asset and lowers interest rates.*? In
turn, the money supply expands, and long-term interest rates decrease,
making it easier for consumers and corporations to borrow money and
invest. When a central bank sells securities, the money supply contracts,
and long-term interest rates increase. In the Fed zone, a large-scale
format of OMOs known as Quantitative Easing (QE) emerged as a
novel response to the 2008 Financial Crisis and continued to be the
primary tool of monetary policy during the COVID-19 pandemic.
Similar to and likely inspired by the Fed, the ECB started relying more

40 See Andrew McConnell, Boyan Yanovski & Kai Lessmann, Central Bank Collateral as
a Green Monetary Policy Instrument, 22 CLIMATE PoL’y 339, 339 (2021) (finding that brown-
and green-based haircuts do incentivize neutral investing).

41 See Ryan Rafaty, Geoffroy Dolphin & Felix Pretis, Carbon Pricing and the Elasticity of
CO2 Emissions (Resources for the Future, Working Paper No. 21-33, 2021), https://media.rff.
org/documents/wp_21-33_tUca3j8.pdf [https://perma.cc/TDL7-KM4D]. To note, however, in
December 2022 during its process of increasing haircuts to pre-pandemic levels, the ECB
announced it would not climate-adjust its haircut schedule. The ECB argued that the existing
schedule already protects against risks under a “single materiality” risk approach—that is,
an approach that considers only the risks that banks face from climate change, rather than a
“double materiality” approach, which also considers the impacts that a bank’s actions have
on climate change. See infra Part I11.

42 See Open Market Operations, BD. oOF GOVERNORS OF THE FED. Rsrv. Sys., https:/
www.federalreserve.gov/monetarypolicy/openmarket.htm [https:/perma.cc/2U8J-ZWFU]
(Dec. 18, 2024) (explaining that the Fed expanded long-term securities through OMOs to
put downward pressure on interest rates).

43 See John C. Williams, Unconventional Monetary Policy: Lessons from the Past Three
Years, Fed. Rsrv. Bank of S.F. Econ. Letter (Oct. 3, 2011); Eric Milstein & David Wessel,
What Did the Fed Do in Response to the COVID-19 Crisis?, BROOKINGS INsT. (Jan. 2, 2024),
https://www.brookings.edu/articles/fed-response-to-covid19 [https://perma.cc/68XE-N2GM]
(stating that large-scale asset purchases exist in the unconventional policy arena). Although
the history of Quantitative Easing dates back to 1961, it was not widely used until the 2008
crisis. /d. Likewise, during the two crises, the ECB increased its QE functions and Open
Market Operations by increasing the volume of its long-term refinancing operations. See
Stanley Fischer, Comparing Monetary Policy Responses of Major Central Banks to the Great
Financial Crisis and the COVID-19 Pandemic 6, 13 (Working Paper, Nov. 2021), https:/
mitsloan.mit.edu/sites/default/files/2022-01/Monetary-Policy-Research-Paper-Stanley-
Fischer-Nov2021.pdf [https://perma.cc/ZSMU-YFSJ] (explaining monetary policy uses in the
2008 financial crisis, the interim, and then the COVID-19 pandemic).
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on QE after the 2008 Recession and continued using QE throughout
the COVID-19 pandemic.* Today, the ECB’s regular OMOs takes the
form of regular reverse refinancing operations.* The ECB’s non-regular
OMOs, which are longer-term refinancing operations, include its asset
purchase program (APP), whereby the ECB and national central banks
buy corporate sector bonds, public sector bonds, and asset-backed
securities.* Through the APP, the ECB lowers the rate of credit for the
broader economy and bolsters consumption.

The ECB’s OMOs have emerged as a key tool of its green monetary
policy. By 2018, the ECB had started purchasing green bonds as a part
of its existing APP through its Corporate Sector Purchasing Programme
(CSPP).#” Although the APP did not have an explicit environmental
target, the ECB bought green bonds issued by corporations as well as
the public sector.* Then, in 2021, the ECB started “tilting” its corporate
bond purchases toward more climate-friendly companies, rather than
maintaining principles of market neutrality. Consequently, the ECB’s
program improved the liquidity of bonds linked to climate-friendly
investments, incentivizing more lending in those areas.® In 2023, the
Governing Council decided to tilt even further towards companies
with better climate performance.* To determine the composition of its
bond portfolio, the ECB created a climate score, weighing an issuer’s

44 How Does the ECB’s Asset Purchase Programme Work?, EUR. CENT. BaNk (Nov. 25,
2022), https://www.ecb.europa.eu/ecb/educational/explainers/tell-me-more/html/app.
en.html [https://perma.cc/H4KB-C84Y]. For a discussion of the efficacy of the APP, see
Philippe Andrade, Johannes Breckenfelder, Fiorella De Fiore, Peter Karadi & Oreste
Tristani, The ECB’s Asset Purchase Programme: An Early Assessment 31 & n.15 (Eur. Cent.
Bank Working Paper Series No. 1956, Sept. 2016), https://www.ecb.europa.eu/pub/pdf/
scpwps/ecbwp1956.en.pdf [https://perma.cc/YDP6-226D)].

45 These are transactions that provide liquidity to banks with a frequency and duration of
one week. See The Eurosystem’s Instruments, EUR. CENT. BANK https://www.ecb.europa.eu/
mopo/implement/html/index.en.html [https://perma.cc/SORV-CGD7].

46 See Asset Purchase Programmes, EUR. CENT. BANK, https://www.ecb.europa.eu/mopo/
implement/app/html/index.en.html [https:/perma.cc/ WH2Y-994H] (explaining how the
APP works).

47 See Roberto A. De Santis, Katja Hettler, Madelaine Roos & Fabio Tamburrini,
Purchases of Green Bonds Under the Eurosystem’s Asset Purchase Programme, EUR. CENT.
Bank Econ. BuLL., Issue 7, Nov. 2018, at 21, https://www.ecb.europa.eu/pub/economic-
bulletin/focus/2018/html/ecb.ebbox201807_01.en.html [https:/perma.cc/L225-TMTK].

48 See id. (noting that the ECB purchased green bonds both as part of its CSPP and its
Public Sector Purchasing Programme).

49 See FAQ on Purchases of Corporate Sector Debt Instruments Under the Eurosystem’s
Monetary Policy Purchase Programmes, EUR. CENT. Bank (Feb. 13, 2024), https://www.ecb.
europa.eu/mopo/implement/app/html/ecb.faq_cspp.en.html [https://perma.cc/L2L7-P597].

50 See id. (“As of March 2023 . . . only securities of issuers with a better climate
performance and green bonds that comply with a stringent identification process will
continue to be purchased . ...”).
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past emissions, its objectives to reduce greenhouse gas emissions in the
future, and the quality of its emissions reporting.”!

As part of its tightening monetary policy, the Governing Council
decided to stop reinvestments under the APP, including the CSPP, as
of July 2023. In other words, it let these bonds mature and expired its
green tilting program.” It did, however, decide to fully reinvest corporate
debt instruments under the pandemic emergency purchase program—
ultimately with an intent to tilt toward issuers with better climate
performance.” Following the end of its corporate bond purchase program,
the ECB also has discussed creating a targeted green lending mechanism,
as the Bank of Japan and People’s Bank of China have already done.>*

The ECB’s CSPP demonstrates that green monetary policy
increases investment in climate-friendly industries and lowers
greenhouse gas emissions. From 2018 to 2022, while the size of the ECB
CSPP increased by 123%, the total carbon emissions emanating from
corporations whose bonds were purchased under the CSPP increased
only by 62%.,> reflecting that the ECB’s green tilting program indeed

51 Press Release, European Central Bank, ECB Provides Details on How It Aims to
Decarbonise Its Corporate Bond Holdings (Sept. 19, 2022), https://www.ecb.europa.eu/press/
pr/date/2022/html/ecb.pr220919~fae53c59bd.en.html [https:/perma.cc/Y33E-88Q4]; see also
Dirk Schoenmaker, Greening Monetary Policy,21 CLIMATE PoL’y 583-84 (2021), https://www.
tandfonline.com/doi/pdf/10.1080/14693062.2020.1868392 [https://perma.cc/HSF5-QSRU]
(discussing possible alternative eligibility criteria).

52 See Greenpeace Says ECB Has Broken Climate Pledge with End of Bond Buying,
REUTERS, July 25,2023, https://www.reuters.com/sustainability/sustainable-finance-reporting/
greenpeace-says-ecb-has-broken-climate-pledge-with-end-bond-buying-2023-07-25 [https://
perma.cc/PAUG-AT72R].

53 Still, there is criticism that the tilting policy continues to finance polluting companies.
See, e.g., European Central Bank’s Asset Purchases: Tilting Away From EU Objectives,
REecram FIN. (Aug. 3, 2023), https:/reclaimfinance.org/site/en/2023/08/03/european-central-
banks-asset-purchases-tilting-away-from-eu-objectives [https://perma.cc/6FHW-NFPQ]
(criticizing the tilting methodology for not cutting support to all polluting companies);
YANNIS DAFERMOS, DANIELA GABOR, MARIA NIKOLAIDI, JAKUB GOGOLEWSKI & MAURICIO
VARGAS, BROKEN Promises: THE ECB’s WIDENING Paris Gap (2023), https://www.greenpeace.
de/publikationen/EZB_Report %20_Broken_promises.pdf [https://perma.cc/YTX6-PD3H]
(arguing the ECBs titling approach contravenes the Paris Agreement).

54 See Graham Caswell, Lagarde Seeks ECB Green Targeted Lending, GREEN CENT.
BaNkING (June 10, 2022), https://greencentralbanking.com/2022/06/10/lagarde-seeks-ecb-
green-targeted-lending [https:/perma.cc/48HS-QNFW] (pointing to programs in China
and Japan as examples of green targeted lending); Martin Adler, Gonzalo Camba-Méndez,
Tomislav DzZaja, Andrés Manzanares, Matteo Metra & Giorgio Vocalelli, The Valuation
Haircuts Applied to Eligible Marketable Assets for ECB Credit Operations 30-31 (Eur. Cent.
Bank Occasional Paper Series, Occasional Paper No. 312, 2023), https://www.ecb.europa.eu/
pub/pdf/scpops/ecb.op312~3f4457b95c.en.pdf [https:/perma.cc/N22X-AHC7] (advocating
that climate impact be taken into account when determining valuation haircuts).

55 Frank Elderson & Isabel Schnabel, How Green is Our Balance Sheet?, EURr. CENT.
Bank: ECB Brog (Mar. 24, 2023), https://www.ecb.europa.eu/press/blog/date/2023/html/ecb.
blog.230324~f417b719fd.en.html [https://perma.cc/9X6B-WQY3].
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reduced bank funding available for carbon-intensive companies.
Although now phased out, this policy increased the cost of capital for
fossil fuels, reducing the amount of new investment in greenhouse gas-
intensive sectors.>

However, the Fed faces a legal challenge that forecloses it from
following the ECB’s green OMO program. Unlike the ECB, which has
statutory authorization to buy and sell securities of nonfinancial entities,”’
the Fed is not statutorily authorized to provide liquidity to corporations
in non-emergency situations. Section 14 of the Federal Reserve Act does
not authorize purchases of private bonds,® and Section 13(3) of the
FRA permits lending to nonbanks only in emergencies, as it did during
COVID-19.% Likewise, the Fed would be limited in its authorization
to create a green tilted corporate purchase program. To note, the slow-
onset nature of climate change requires a broader view of emergencies
than sudden events like COVID that may permit lending to nonbanks
under Section 13(3). However, given further limitations to Section
13(3) imposed by the Dodd-Frank Act after the 2008 financial crisis,®

56 See Cedric Merle, Romane Di Nacera & Lauréne Chenevat, Climate Worst Performers
Under Strain from ECB’s Green QFE, Collateral and Parliamentary Proposals for Capital
Rules Changes, Natixis (Nov. 4, 2022), https:/gsh.cib.natixis.com/our-center-of-expertise/
articles/climate-worst-performers-under-strain-from-ecb-s-green-qe-collateral-and-
parliamentary-proposals-for-capital-rules-changes [https://perma.cc/SUVH-SITM] (reporting
that green tilting policies strained high-polluting companies); see also Raphael Abiry, Marien
Ferdinandusse, Alexander Ludwig & Carolin Nerlich, Climate Change Mitigation: How
Effective Is Green Quantitative Easing? 3 (Eur. Cent. Bank, Working Paper No. 2701, 2022),
https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2701~72d8bfaa67en.pdf  [https://perma.
cc/P8UQ-MQQ6] (comparing impact of green quantitative easing to carbon tax); Donia
Aloui, Ramzi Benkraiem, Khaled Guesmi & Samuel Vigne, The European Central Bank
and Green Finance: How Would the Green Quantitative Easing Affect Investors’ Behavior
During Times of Crisis?, 85 INT’L. REV. OF FIN. ANALysIS, art. 102464, 7-8 (2022) (concluding
that green quantitative easing increases green investment).

57 Protocol on the Statute of the European System of Central Banks and of the
European Central Bank, art. 18.1, 2022, 1992 O.J. (C 191) 78 (“[T]he ECB and the national
central banks may: operate in the financial markets by buying and selling outright (spot
and forward) or under repurchase agreement and by lending or borrowing claims and
marketable instruments . . . .”).

58 See Federal Reserve Act § 14(b)(1), 12 U.S.C. § 226 (“Every Federal reserve bank
shall have power . .. to buy and sell in the open market . . . any obligations which is a direct
obligation of, or fully guaranteed as to . . . any agency of the United States.”).

59 See Federal Reserve Act § 13(3)(C)—(D), 12 US.C. § 226; see also Milstein &
Wessel, supra note 43. One might envision § 13(3) being invoked during a more imminent
climate-related emergency, such as an agricultural wipeout necessitating Fed support to
the agricultural sector. But providing liquidity to industries impacted by climate change is
different than supplying less liquidity to industries that cause climate change.

60 After the 2008 Recession, the Dodd-Frank Act limited the Fed’s emergency lending
provisions. It imposed limitations on § 13(3): the Fed may no longer lend to individual
entities, only to participants in a “program or facility with broad-based eligibility;” the
Secretary of the Treasury must approve any invocation of this authority, and the Fed cannot
lend to insolvent institutions. See Federal Reserve Act § 13(3)(A)-(B), 12 US.C. § 226.
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Congress is unlikely to expand the Fed’s emergency lending powers.
Thus, out of the ECB’s existing green monetary policy tools, collateral
policy emerges as the one that the Fed can most readily replicate and
use to shape the investment landscape based on climate effects.!

While the ECB has integrated climate considerations in its open
market operations and has made commitments to green collateral
policy in its lending operations, the Fed has refused to use its monetary
policy tools in a similar fashion, despite the rising need for climate
action. This is particularly puzzling because the ECB and Fed already
use very similar tools of monetary policy, so the Fed would not lack
the technological infrastructure to carry out a similar GMP. Although
the Fed may be statutorily foreclosed from pursuing a green OMO
program, there are no such limitations to pursuing a green collateral
program.®> In the next Part, I explore the structural considerations as
to why the Fed may have hesitated to take strong climate action in the
form of GMP.

11
STRUCTURAL CONSIDERATIONS FOR GREEN MONETARY PoLICcYy

Despite the benefits of green monetary policy in reducing the
effects of climate change, concerns about central bank independence,
accountability, and mission creep pose complications for an expanded
role of the Federal Reserve System into GMP. Indeed, scholars have
already raised these concerns in the context of the European Central
Bank’s green monetary policy, arguing that the ECB’s policies are
an example of unchecked mission creep, whereby central banks are
acting outside their statutory mandates.®> This Section considers the
implications of using monetary policy to effectuate climate-related
goals on central bank independence, accountability, and mission creep.

A key feature of modern-day central banks, including the Fed,
is independence from short-term political pressures.* Indeed, the
legislative history of the Federal Reserve Act and the Treaty of the
Founding of the European Union highlight the importance of central

61 See infra Part I11.

62 See infra Part I11.

63 See, e.g., John Ryan, Is the European Central Bank Too Big to Succeed?, THE FUTURE OF
THE EUROPEAN CENTRAL BANK 3-9 (LSE Ideas 2018) (arguing the ECB lacks statutory and
democratic accountability); The Rights and Wrongs of Central Bank Greenery, ECONOMIST
(Dec. 14, 2019), https://www.economist.com/leaders/2019/12/14/the-rights-and-wrongs-of-
central-bank-greenery [https://perma.cc/TPS5-PD2L].

64 See Peter Conti-Brown, Introduction: Ulysses and the Chaperone, in THE POWER AND
INDEPENDENCE OF THE FEDERAL RESERVE 1, 1-4 (2016) (discussing the modern phenomenon
of central bank independence).
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bank independence.® Institutional design features of both the Fed
and ECB were designed to maintain independence from political
pressures. Key features of this goal include long tenures for the Fed
Board of Governors and the ECB Executive Board (fourteen years
and eight years, respectively), limited judicial review of monetary
policy decisions,’ and obstacles to central bank officer removal. In the
Fed system, monetary policy is created by the Federal Open Markets
Committee, which consists of the seven members of the Board of
Governors, the president of the Federal Reserve Bank of New York,
and four presidents of Regional Banks on a rotating basis.*” In the
ECB System, monetary policy is formulated by the Governing Council
of the ECB, which is comprised of the six-member Executive Board
and governors of the twelve national central banks.®® Although Fed
governors can be removed by the President “for cause,”® this has never
been challenged in court.”” ECB members can only be removed in case
of serious misconduct by the EU Court of Justice on application by
the Governing Council or Executive Board, rather than by a politically
elected party.”

An independent structure shielded from political interference
enables central banks to align monetary policy with real economic
conditions rather than partisan pressures.’? If short-term partisan cycles

65 See id. (highlighting the importance of independence in the legislative history of the
Federal Reserve Act).

66 See infra notes 103-06 and accompanying text.

67 [d. While Reserve Bank Federal Open Markets Committee members may be removed
by the Board of Governors or the boards of directors of their Reserve Banks, they are still
considered inferior officers more shielded from political pressure. See Appointment and
Removal of Fed. Rsrv. Bank Members of the Fed. Open Mkt. Comm., 43 Op. O.L.C. at *2
(Oct. 23,2019).

68 Stephen G. Cecchetti & Roisin O’Sullivan, The European Central Bank and the Federal
Reserve, 19 Oxrorp REv. oF Econ. Pory 30, 32 (2003).

69 12 US.C. § 242 (2010); see also Humphrey’s Executor v. United States, 295 U.S. 602,
629 (1935) (holding that the President can remove quasi-legislative officers for cause). But
see Seila Law LLC v. Consumer Fin. Prot. Bureau, 140 S.Ct. 2183, 2198 (2020) (limiting the
holding of Humphrey’s Executor to agencies with sufficiently similar characteristics to the
FTC).

70 However, in 2018, President Donald Trump reignited discussions on Fed governor
removal, when he announced considerations on removing Jerome Powell. See Peter Conti-
Brown, What Happens if Trump Tries to Fire Fed Chair Jerome Powell?, BROOKINGS INST.
(Sept. 9, 2019), https://www.brookings.edu/articles/what-happens-if-trump-tries-to-fire-fed-
chair-jerome-powell [https://perma.cc/M7RU-ABRS].

71 Grégory Claeys & Marta Dominguez-Jiménez, How Can the European Parliament
Better Oversee the European Central Bank?, EUr. ParL. Doc. PE 652.747 (Sept. 2020) at
13, https://www.europarl.europa.eu/cmsdata/211436/1_BRUEGEL-final.pdf [https://perma.
cc/Y2SB-6LC7].

72 For a defense of the Fed’s independence, see generally Neil H. Buchanan & Michael
C. Dorf, Don’t End or Audit the Fed: Central Bank Independence in an Age of Austerity,
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drove monetary policy, it would be destabilizing for the economy and
lead to suboptimal outcomes.” Some argue that the Fed’s independent
structure means that its statutory mandate should be construed
especially narrowly because there is less oversight over its actions.’
According to this perspective, unlike the Fed’s supervisory function,
which it shares with other agencies like the FDIC, the Fed’s monopolistic
domain over monetary policy requires particular public confidence that
is best supported by a narrow mandate,” which would also foreclose
green monetary policy.

Integrating climate change considerations might threaten the Fed’s
independence more than the ECB’s because the Fed’s independence
is in a more fragile state. The European Parliament has little power
over the ECB compared to congressional power over the Fed; a change
to the statutes that govern the ECB requires a lengthier process than
amending a congressional statute.”® In addition, in the Fed system, the
members of the Board of Governors are appointed by the president and
confirmed by the Senate, providing a channel through which short-term
politics might influence the Fed’s decisions.”” By contrast, members of
the ECB Executive Board are appointed by the European Council after
approval by the European Parliament and Governing Council of the
ECB.” Because of the increased oversight, the Fed faces more difficulty
in implementing climate policy.

In addition, the Fed’s responses to the 2008 financial crisis,
the COVID-19 pandemic, and the bank failures of 2023 have fueled

102 CorneLL L. REv. 1 (2016) (proffering various reasons why the Fed should remain
independent).

73 See Jerry L. Jordan & William J. Luther, Central Bank Independence and the Federal
Reserve’s New Operating Regime, 84 Q. Rev. Econ. & Fin. 510, 512 (2022) (stating that “an
independent central bank, insulated from short-term political pressure, is more likely to
implement desirable policies”).

74 See Central Banks and Climate Change, supra note 18, at 1359 (“Fed independence
would likely be eroded by climate-related mission creep.”). See generally Carola C. Binder
& Christina P. Skinner, The Legitimacy of the Federal Reserve, 28 Stan. J.L. Bus. & FIN.
443 (2023) (arguing expansion of Fed power may undermine public trust and cede political
power); Christina Parajon Skinner, Central Bank Activism, 71 Duke L. J. 247 (2021)
(contending central bank activism can be erosive).

75 See Technocratic Pragmatism, supra note 18, at 692 (urging the Fed to act with caution
on green monetary policy until it develops sufficient expertise in the area).

76 See Karl Whelan, Accountability at the Fed and the ECB, EUr. ParL. Doc. PE 652.745
at 9-10 (Sept. 2020).

77 See Jerry L. Jordan & William J. Luther, Central Bank Independence and the Federal
Reserve’s New Operating Regime, 84 Q. Rev. Econ. & FIn. 510, 511 (2022) (discussing how
Senate confirmation can politicize Fed appointments).

78 TFEU art. 283.
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concerns that the central bank wields too much power.” Criticism
regarding unchecked central bank independence and calls for increased
Fed accountability have been levied by pundits on both sides of the
political spectrum. In 2023, Senators Elizabeth Warren and Thom Tillis
introduced the Financial Regulators Transparency Act to strengthen
congressional oversight of the Fed.® Separately, Republican lawmakers
introduced legislation calling to limit “political” activities of the Fed,
including “activist” research on issues such as climate change.®!

Given this backdrop, the Fed is particularly cautious about
overstepping its statutory mandate by taking on novel objectives,
including climate change mitigation. The Fed’s official position regarding
climate change, evidenced in a speech by Chair Jerome Powell, is that
while climate change has widespread distributional impacts, it would
be “inappropriate for us to use ... monetary policy or supervisory
tools to promote a greener economy.”® In that same speech, the Fed
cited concerns about independence, reaffirming that political decisions,
including on climate policy, are the domain of elected branches of
government.® Its independence already in a precarious position as a
result of its response to previous crises,* the Fed has been especially
cautious in expanding its reach into “political” areas like climate
change.®> However, the current characterization of climate change as
a “political” issue should not foreclose the Fed from pursuing green
monetary policy.

79 See Menand, supra note 18, at 271 (“The Fed’s response to the COVID-19 pandemic
revealed how relying on the Fed to act outside the chartered banking system leads to
troubling distributional consequences.”).

80 See Press Release, Elizabeth Warren & Thom Tillis, Sens., Senators Warren, Tillis Lead
Bipartisan Group of Senators to Advance Federal Reserve Accountability (Mar. 31, 2023),
https://www.warren.senate.gov/newsroom/press-releases/senators-warren-tillis-lead-
bipartisan-group-of-senators-to-advance-federal-reserve-accountability [https://perma.
cc/8LLU-778]].

81 Press Release, Senate Comm. on Banking, Hous. & Urb. Affs., Toomey, Republican
Senators Introduce Federal Reserve Reform Legislation (Dec. 21, 2022), https:/www.
banking.senate.gov/newsroom/minority/toomey-republican-senators-introduce-federal-
reserve-reform-legislation [https://perma.cc/88RG-5MHU].

82 Jerome H. Powell, Chair, Fed. Rsrv., Remarks at the Symposium on Central Bank
Independence 3 (Jan. 10, 2023), https://www.federalreserve.gov/newsevents/speech/
powell20230110a.htm [https://perma.cc/NAN9-LH5K].

83 Id.

84 See Andrew Restuccia, Nick Timiraos & Alex Leary, Trump Allies Draw Up Plans to
Blunt Fed’s Independence, WALL ST. J. (Apr. 26, 2024), https://www.wsj.com/economy/central-
banking/trump-allies-federal-reserve-independence-54423c2f [https://perma.cc/VSID-XJF7]
(reporting on President Trump’s attempts to influence the Fed out of anger about interest rate
cuts).

85 See Central Banks and Climate Change, supra note 18, at 1358-59 (discussing the virtues
of institutional independence and arguing that central bank politicization has several risks).
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It is well documented that in the United States, climate change has
been a politicized —that is, partisan—issue, with climate change denial
even being described as a “foundational element of conservatism.”% On
the other hand, in the Eurozone and in most of the rest of the world,
climate change has for many years earned broad-based and inter-party
support.’’” Because of the politicized nature of climate change in the
United States, GMP might threaten independence in the Fed more than
in the ECB.®

However, if the Fed waits to take a stronger role in climate policy
until climate change becomes an apolitical issue, it may be too late
for its policies to have the impact of reducing emissions below the
1.5 degrees called for in the Paris Agreement.® It is well documented
that the impacts of climate change are often not experienced until
years or decades after causes of climate change.” In addition, there is
no fixed definition of what counts as a political issue, and issues that
were traditionally thought of as political in the past no longer carry that
label today. And even if climate change is considered a political issue,
political concerns have often permeated Fed monetary policy tools.
For example, the Fed, through its implementation of the Community

86 Shelley Boulianne & Stephanie Belland, Climate Denial in Canada and the United States,
59 CaN. REv. Socro. 369, 373 (2022), https://www.ncbi.nlm.nih.gov/pmc/articles/PMC9539953
[https://perma.cc/S6YU-SEBF]; see also Laura Silver, Americans See Different Global Threats
Facing the Country Now Than in March 2020, PEw RscH. CTr. (June 6, 2022), https://www.
pewresearch.org/short-reads/2022/06/06/americans-see-different-global-threats-facing-the-
country-now-than-in-march-2020 [https://perma.cc/NORC-5PUD] (describing divergence
between Democrats and Republicans on perceptions of climate change); Alec Tyson, Cary
Funk & Brian Kennedy, What the Data Says About Americans’ Views of Climate Change,
PEw RscH. C1r. (Aug. 9, 2023), https://www.pewresearch.org/short-reads/2023/08/09/what-
the-data-says-about-americans-views-of-climate-change [https://perma.cc/XYC8-JG7X]
(presenting data that shows a significantly higher proportion of Democrats than Republicans
view climate change as a major threat). Much previous research has found an association
between climate change denial (broadly construed) and right-wing or conservative ideology
(or identifying as Republican) in the United States. See Boulianne & Belland, supra.

87 See generally Monica DiLeo, Glenn D. Rudebusch & Jens van’'t Klooster, Why the
Fed and ECB Parted Ways on Climate Change (Hutchins Ctr. on Fiscal & Monetary Pol’y,
Working Paper No. 88, 2023) (describing through a norm-formation model the divergence
between ECB and Fed climate policy and arguing that the domestic political context of a
central bank is most influential at early stages of norm formation). United States climate
NGOs campaigned for Federal Reserve climate action much later than in the Eurozone. /d.
at12.

88 See id. at 19 (asserting that the Fed and ECB have diverged on approaches to climate
change despite similar understandings of central bank independence).

89 See For a Livable Climate: Net-Zero Commitments Must Be Backed by Credible
Action, UNITED NATIONS: NET ZERO CoOAL., https://www.un.org/en/climatechange/net-zero-
coalition [https://perma.cc/B8ZG-ELLK] (asserting that emissions must be reduced forty-
three percent by 2030 to keep emissions below 1.5 degrees).

90 See generally CLIMATE CHANGE 2014: MITIGATION OF CLIMATE CHANGE (Ottmar
Edenhofer et al. eds., 2014) (discussing the evolution of climate change and its consequences).
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Reinvestment Act (CRA), has incentivized lending for home mortgages,
small businesses, low-income people, and racial minorities—an action
which cannot easily be linked to its monetary policy mandate.”* Through
this implementation, the Fed ultimately provides in-need communities
with financial stability and growth opportunities.”? To be sure, the
Fed implemented the CRA requirements under express statutory
authorization; although there is no similar climate-related statute, this
example shows that Fed independence is not necessarily a cause of
structural concern whenever its actions implicate a political issue.
There are also concerns about climate policy leading the Fed to pick
winners and losers “in violation of principles of market neutrality,” but
these concerns are overstated. This argument assumes that the current
state of the market is neutral, and efforts to steer investment away
from fossil fuels would disturb that neutrality. However, this is a flawed
assumption. Current holdings by central banks may already be skewed
towards funders of brown energy, and are therefore not neutral.*
Furthermore, market neutrality depends on accurate pricing of social
risks and economic costs, the pricing of which empirically has been shown
to be inaccurate.” For example, proponents of carbon pricing through
tax policy argue that current pricing for carbon underestimates the true
economic cost, including the social costs, of greenhouse gas emissions.*
Bank regulators agree that financial instruments are likely underpricing
climate risk.”” By tilting or pricing haircuts based on a climate score,

91 See Community Reinvestment Act of 1977, FED. Rsrv. HisT. (May 8, 2023), https://www.
federalreservehistory.org/essays/community-reinvestment-act [https://perma.cc/2J94-ZFJA]
(explaining the CRAs role in the Civil Rights Movement).

92 See id. (explaining the residual benefits of the Fed’s Community Development
function).

93 See Rosa M. Lastra & Christina P. Skinner, Sustainable Central Banking, 63 VA. J. INT'L
L. 398, 443 (2023).

94 See ALISON KirscH ET AL., BANKING ON CLIMATE CHAos: FossiL FUEL FINANCE
REePorT 2022 8-13 (2022), https://www.banktrack.org/download/banking_on_climate_
chaos_2022/2022_banking_on_climate_chaos.pdf [https://perma.cc/D4MC-7DYE] (showing
that America’s largest commercial and investment banks contribute significantly to fossil
fuel financing).

95 See generally Matthias Thiemann, Tim Biittner & Oliver Kessler, Beyond Market
Neutrality? Central Banks and the Problem of Climate Change, 9 FIN. Soc. 14 (2023) (arguing
that the social cost of emissions represents the best quantifier of climate damage).

96 See Richard L. Revesz & Max Sarinsky, The Social Cost of Greenhouse Gases: Legal,
Economic, and Institutional Perspective, 39 YALE J. REG. 856, 889-93 (2021) (highlighting the
ways in which administrative agencies can internalize the social cost of climate change).

97 See Egemen Eren, Floortje Merten & Niek Verhoeven, Pricing of Climate Risks in
Financial Markets: A Summary of the Literature 2 (Bank for Int’l Settlements, Working
Paper No. 130, 2022), https://www.bis.org/publ/bppdf/bispap130.pdf [https:/perma.cc/STRC-
U74A] (reporting that “an overwhelming majority” of surveyed finance academics and
experts agreed climate risk is underpriced).
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monetary policy tools can help, not hinder, market neutrality, thus
promoting a more accurate pricing of financial instruments.

Furthermore, the Fed’s conventional monetary policies, even
without climate considerations, already inevitably lead to some groups
benefitting over others. For example, by promoting a low interest rate
environment and therefore a stronger stock market, the Fed increases
income inequality as wealthy households benefit disproportionately
from gains in the stock market.” Similarly, monetary policy actions affect
asset prices—including stocks and real estate—which impact certain
investors and sectors more than others. In implementing GMP, the Fed
must frame its policies not as picking winners and losers among specific
industries, but rather as carrying out its primary statutory mandate of
maintaining price stability, which will be discussed in Part III. As Peter
Conti-Brown and David A. Wishnick argue, a robust account of Fed
independence does not foreclose it from engaging in areas prone to
partisan pressure.”” The Fed should not avoid tackling controversial or
political issues like climate change; rather, the Fed’s judgment on these
issues should be independent from partisan interference.!®

Lastly, the Fed would remain subject to accountability —asits powers
are subject to congressional oversight. If Congress decides to change
the Fed’s mandate to more clearly forbid GMP, it could do so. But until
then, the Fed’s mandates do not foreclose it from using monetary policy
tools to incentivize green investment in order to limit climate change
and its detrimental impacts on price stability. If the Fed conducts GMP, it
will continue to report to various congressional committees, such as the
House Financial Services Committee and Senate Banking Committee,
which hold hearings, conduct investigations, and review the Federal
Reserve’s activities to ensure it is fulfilling its statutory mandates.!%!
This process ensures transparency and communication regarding the
Fed’s approach to climate-related risks. In addition, the Fed presents
biannual written reports to Congress on its monetary policy, which are
publicly viewable.!”? Providing objective analysis based on its research

98 Allen Sloan & Cezary Podkul, How the Federal Reserve is Increasing Wealth Inequality,
ProPusLica (Apr. 27, 2021, 6:00 AM), https://www.propublica.org/article/how-the-federal-
reserve-is-increasing-wealth-inequality [https://perma.cc/4K43-J8GT)].

99 Technocratic Pragmatism, supra note 18, at 697.

100 7.

101" See Federal Reserve Act § 2B, 12 U.S.C. § 225b (requiring the presentment of monetary
policy updates and forecasts and the appearance of the Chair of the Federal Reserve Board
before Congress).

102 Monetary Policy Report, FED. Rsrv. BD., https://www.federalreserve.gov/monetarypolicy/
publications/mpr_default.htm [https:/perma.cc/WJIL-6XLE].
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and scientific fact regarding climate change mitigates accusations that
the Fed is basing green monetary policy on partisan interests.

But for green monetary policy to survive judicial review in the
United States, the Fed must position it as a continuation of past practice
rather than a completely novel undertaking. While judicial review of
the Fed’s monetary policy decisions has been almost nonexistent after
Raichlev. Federal Reserve Bank of New York,'% green monetary policy
might invite a challenge that climate considerations within monetary
policy are of major political and economic significance, which the
Fed cannot regulate without clear congressional authorization.!
But defenders of GMP can point to the intentional broadness of the
Fed’s mandate,!> which has served important social purposes in the
past. For example, during the COVID-19 pandemic, the Fed’s OMOs
and lending facilities brought liquidity into credit markets which
stabilized the economy.!? Although climate change might not be the
same type of sudden contractionary economic event as a pandemic,
the Fed’s actions during the COVID-19 pandemic demonstrate the
utility of a broad construction of the Fed’s mandate in addressing
emergencies. While it is true that there is no environmental mandate
for the Fed, the economic significance of GMP is arguably lesser
in magnitude than the Fed’s conventional stabilization efforts of
the macroeconomy. Monetary policy already impacts trillions of
assets held by banks and the functioning of the entire economy by

103 34 F.2d 910, 915 (2d Cir. 1929) (“It would be an unthinkable burden upon any banking
system if its open market sales and discount rates were to be subject to judicial review.”); see
also Steven M. Davidoff & David Zaring, Regulation by Deal: The Government’s Response
to the Financial Crisis, 61 ApmIN. L. Rev. 463, 478 (2009) (“[I]n administering the discount
window and providing assistance to banks, the Federal Reserve’s actions are effectively
removed from judicial review.”). For an argument that courts should not indiscriminately
refuse to review Fed decisions, see Steffi Ostrowski, Note, Judging the Fed, 131 YALE L.J. 726
(2021).

104 See generally West Virginia v. EPA, 597 U.S. 697 (2022) (holding that the EPA
lacked authority under the Clean Air Act to require industry-wide emissions caps, as this
“generation shifting” presents a major question). The overturning of Chevron v. Nat.
Res. Def., 467 U.S. 837 (1984), in Loper Bright Enters. v. Raimondo, 144 S. Ct. 2244 (2024),
may portend reduced judicial deference to the Fed’s hypothetical interpretation of “stable
prices” in its monetary policy mandate as including climate change impacts. Already in 2024,
one lawsuit has been filed against the Fed, arguing that federal agencies overstepped their
authority by promulgating regulations that violate the Community Reinvestment Act. Tex.
Bankers Ass’n v. Off. of the Comptroller, No. 24-cv-025-Z-BR, 2024 WL 1349308, at *1-2
(N.D. Tex. Mar. 29, 2024).

105 See Raichle, 34 F.2d at 913 (outlining the “broad purposes” of the Federal Reserve
Act). As Conti-Brown and Wishnick argue regarding the Fed’s supervisory role, “Congress
has given the Fed leading responsibility to reduce the systemic risk posed by a wide range of
financial entities.” Technocratic Pragmatism, supra note 18, at 688.

106 Technocratic Pragmatism, supra note 18, at 684-86.
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design. GMP would arguably not be more economically significant
than normal monetary policy. Further, the Fed has often acted in
historically unprecedented ways, such as by expanding quantitative
easing to maintain price stability during COVID,!"’ such that invoking
climate considerations is neither more economically significant nor
novel than past decisions.!%

111
THE FED’S STATUTORY MANDATES SUPPORT GREEN MONETARY
PoLricy

Despite the aforementioned concerns about mission creep,
independence, and increased judicial review, the Fed’s statutory
mandate of price stability supports green monetary policy. The Fed and
ECB share a price stability mandate, which implicates climate change
because climate change increases inflation volatility and impacts the
prices of energy and agricultural goods in the economy.'” In addition,
the Fed and ECB both implement bank supervisory concerns into
monetary policy in their respective jurisdictions, which I argue
should include climate risk factors. In light of these similarities and
the urgency of climate action, the Fed should consider implementing
a green collateral policy, a step the ECB has already committed to
taking.

A. The Fed’s Price Stability Mandate Supports GMP
1. GMP May Rest Solely on the Price Stability Mandate

Both the Fed and ECB have a primary mandate of maintaining
price stability.!'® The text of the Fed’s monetary policy mandate, which
is commonly known as the “dual mandate,”!!! states that:

107 Stanley Fischer, Comparing Monetary Policy Responses of Major Central Banks
to the Great Financial Crisis and the COVID-19 Pandemic 11 (Nov. 2021) (unpublished
research paper) (on file with the MIT Sloan School of Management), https://mitsloan.mit.
edu/sites/detfault/files/2022-01/Monetary-Policy-Research-Paper-Stanley-Fischer-Nov2021.
pdf [https://perma.cc/SCMP-LKT4].

108 See infra Part II1. For an analysis of how the major questions doctrine will impact
climate change regulation more broadly, see Jonas J. Monast, Major Questions About the
Major Questions Doctrine, 68 ADMIN. L. REv. 445 (2016).

109 See Maximilian Kotz, Friderike Kuik, Eliza Lis & Christiane Nickel, Global Warming
and Heat Extremes to Enhance Inflationary Pressures, 5 Commc’Ns EArTH & Env'T 1, 8 (2024)
(finding empirical support that future temperature conditions will result in inflationary
pressures on food and energy in the short-, medium-, and long-term).

110 Federal Reserve Act § 2A, 12 U.S.C. § 225a; TFEU art. 127

11 See Willem Thorbecke, A Dual Mandate for the Federal Reserve: The Pursuit of Price
Stability and Full Employment, 28 E. Econ. J. 255, 255 (2002).
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The Board of Governors of the Federal Reserve System and the
Federal Open Market Committee shall maintain long run growth of
the monetary and credit aggregates commensurate with the economy’s
long run potential to increase production, so as to promote effectively
the goals of maximum employment, stable prices, and moderate long-
term interest rates.'\?

Today, the Fed defines an inflation rate of two percent as consistent
with its price stability and maximum employment mandates.!!3

While the monetary goals and tools of the Fed and ECB are
similar,'* a key difference between the Fed’s and ECB’s statutory
mandates poses a challenge for the Fed to incorporate GMP. Unlike
the Fed, the ECB’s mandate includes a secondary mandate to “support
the general economic policies in the [European] Union with a view
to contributing to the achievement of the Union’s objectives as laid
down in Article 3 of the Treaty on European Union [TFEU].”!!5 These
objectives include “balanced economic growth and price stability, a
highly competitive social market economy, aiming at full employment
and social progress, and a high level of protection and improvement of
the quality of the environment.”" In contrast, the Federal Reserve does
not have a similar secondary mandate of supporting broader policies,
much less an environmental policy. Indeed, some argue that the Fed’s
lack of secondary mandate forecloses it from addressing climate change
through its monetary policy.!!’

In fact, the ECB’s secondary mandate has recently emerged as a
justification for the ECB’s GMP. But before its 2021 Strategy Review,
the ECB rarely relied on its secondary mandate as an explicit legal basis

112 Federal Reserve Act § 2A, 12 U.S.C. § 225a (emphasis added).

113 Statement, Federal Open Market Committee, Statement on Longer-Run Goals and
Monetary Policy Strategy (Jan. 24, 2012), https://www.federalreserve.gov/monetarypolicy/
filessFOMC_LongerRunGoals.pdf [https://perma.cc/UZAT-9RXH].

114 See supra Part 1.

15 TFEU art. 127,

116 Consolidated Version of the Treaty on European Union art. 3, June 6, 2016, 2016 O.J.
(C 202) 17 (emphasis added). Although Article 127 of the TFEU points to Article 3 of the
Treaty on European Union to delineate which of the Union’s objectives should be supported,
Article 191 explicitly states that “Union policy on the environment shall contribute to the
pursuit of . . . promoting measures at international level to deal with regional or worldwide
environmental problems, and in particular combating climate change.” TFEU art. 191
(emphasis added).

17 See Christina Parajon Skinner, Central Bank Activism, 71 DUKE L.J. 247,290-91 (2021)
(“[U]nlike the ECB and the Bank of England, the Fed does not have a secondary mandate in
its constitutive statute that directs the central bank to have regard to the environmental goals
of the government.”); David T. Zaring & Jeffery Y. Zhang, The Federal Reserve’s Mandates,
108 MinN. L. REv. 333, 352-53 (2023) (concluding that the major questions doctrine likely
precludes the Fed from adopting policy objectives beyond its core statutory mandate).
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for monetary policy measures.''8 Starting from the ECB’s 2021 Strategy
Review, the secondary mandate has served as a justification for the
ECB’s climate policy.!"” Supported by the resolutions of EU governing
bodies including the European Parliament,'* the ECB has recognized
its green monetary policy as conducted in reference to its secondary
mandate to support the green transition of the economy in line with the
EU’s climate neutrality objectives.!?!

Despite the importance of the ECB’s secondary mandate to its
green monetary policy, the price stability mandate has remained a
persistent justification for the ECB’s climate policy. The Fed’s analogous
mandate can likewise justify its foray into climate policy. Price stability
remains the ECB’s primary mandate: The text of Article 3 of the
TFEU clearly states that the secondary mandate should be conducted
“without prejudice to . . . price stability.”'?2 The ECB, unlike the Fed,
recognizes that climate change’s impact on price stability justifies green
monetary policy. Indeed, the ECB’s 2021 Policy Strategy Statement,
the first of its kind in eighteen years, identified that “[c]limate change
has profound implications for price stability through its impact on
the structure and cyclical dynamics of the economy and the financial
system.”'? Furthermore, a 2021 ECB-sponsored report highlighted

18 See TFEU, supra note 17, at 13; Jens van’'t Klooster & Nik de Boer, What to Do with the
ECB’s Secondary Mandate, 61 J. CommoN MKT. StuD. 730, 733 (2023) (noting that the words
“secondary mandate” were only mentioned ten times in speeches by the ECB Governing
Council from 1998 to 2020, while the term “primary objective” or “primary mandate” was
used over 500 times). Although the secondary mandate existed in the Maastricht Treaty from
the founding of the ECB in 1992, the ECB’s 2003 strategy review marked a shift towards a
narrower concentration on its primary mandate of price stability. /d. at 731.

119 van’t Klooster & de Boer, supra note 118, at 730.

120 1n 2018, the European Parliament made a resolution for the EU’s 2030 GHG emission
reduction target of fifty-five percent, and the next year declared a climate emergency in
Europe, calling all Member States to commit to net-zero by 2050. Combating Climate Change,
Fact SHEETS oN THE EUr. UNION (Apr. 2024), https://www.europarl.europa.eu/factsheets/
en/sheet/72/combating-climate-change [https://perma.cc/825M-BQ6L]. In December 2019,
the European Council endorsed a binding EU target of a net domestic reduction of at least
fifty-five percent in greenhouse gas emissions by 2030 compared to 1990. European Council
Meeting, Eur. Council (Dec. 10-11, 2020), https://www.consilium.europa.eu/en/meetings/
european-council/2020/12/10-11 [https://perma.cc/BW3B-P9K3]. In 2023, the European
Parliament introduced a section in the resolution of recognizing the role of the EU’s secondary
mandate. Adua Dalla Costa, EU Parliament Tackles ECB’s ‘Long-Neglected’ Secondary
Mandate, GREEN CENT. BANKING (Feb. 27,2023), https://greencentralbanking.com/2023/02/27/
eu-ecb-secondary-mandate [https://perma.cc/Y3JH-8TBR]. Article 191 of the TFEU makes
combating climate change an explicit objective of EU environmental policy.

121 Press Release, ECB Takes Further Steps to Incorporate Climate Change into its
Monetary Policy Operations, supra note 34.

122 TFEU art. 127

123 The ECB’s Monetary Policy Strategy Statement, EUR. CENT. BANK, https://www.ecb.
europa.eu/home/search/review/html/ecb.strategyreview_monpol_strategy_statement.
en.html [https:/perma.cc/STAE-T5SX]. This was reiterated again in 2022. Press Release,



June 2025] GREEN MONETARY POLICY 957

that climate risks “make it necessary to carefully consider a number
of design features of the ECB’s monetary policy strategy,”'** including
price stability. Researchers and policymakers at the ECB recognize that
adjusting policy in accord with the consequences of climate change is
essential to its primary objective of maintaining price stability.'?
Climate change impacts price stability through various pathways.
First, the economic transition in response to and in preparation for climate
change, including investment in climate-friendly infrastructure and
carbon pricing, may increase prices.'?® Second, climate-related disasters,
such as droughts and storms, may also lead to supply shocks in food
and agriculture, creating inflationary pressures.'?” Climate change might
also cause demand shocks, including through decreased investment in a
more uncertain risk environment.!?8 Increases in temperature may also

Eur. Cent. Bank, ECB Climate Agenda 2022 (July 4, 2022), https://www.ecb.ecuropa.eu/press/
pr/date/2022/html/ecb.pr220704_annex~cb39c2dcbb.en.pdf [https:/perma.cc/X6TN-YV4H]
(“Climate change and the transition to a greener economy affect our primary objective of
maintaining price stability due to their impact on our economy and on the risk profile and
value of the assets on the Eurosystem balance sheet.”).

124 Climate Change and Monetary Policy in the Euro Area 15 (Eur. Cent. Bank,
Occasional Paper Series No. 271, 2021), https://www.ecb.europa.eu/pub/pdf/scpops/ecb.
op271~36775d43c8.en.pdf [https://perma.cc/FN99-BPVS].

125 See Frank Elderson, Member, ECB Exec. Bd., Monetary Climate in the Climate and
Nature Crises: Preserving a “Stabilitdtskultur,” Speech at the Bertelsmann Stiftung (Nov. 22,
2023), https://www.ecb.europa.eu/press/key/date/2023/html/ecb.sp231122~e12db02da3.
en.html [https:/perma.cc/SSWR-ACLJ] (stating that stability can only be maintained by taking
climate into account); Friderike Kuik, Christiane Nickel, Miles Parker & Wolfgang Modery,
The Price of Inaction: What a Hotter Climate Means for Monetary Policy, ECB Broc (Dec.
18 2023), https://www.ecb.europa.eu/press/blog/date/2023/html/ecb.blog231218~6291e67d1e.
en.html [https:/perma.cc/A47B-S3KB] (describing how climate change could hinder the
price stability mandate); Christine Lagarde, Painting the Bigger Picture: Keeping Climate
Change on the Agenda, ECB Broc (Nov. 7, 2022), https://www.ecb.europa.eu/press/blog/
date/2022/html/ecb.blog221107~1dd017c¢80d.en.html [https:/perma.cc/5V34-ZH6J] (calling
for an implementation of climate change concerns into price stability analysis).

126 Tena Boneva, Gianluigi Ferrucci & Francesco Paolo Mongelli, To Be or Not To
Be “Green”: How Can Monetary Policy React to Climate Change?, 8 (Eur. Cent. Bank,
Occasional Paper Series No. 285, 2021), https://www.ecb.europa.eu/pub/pdf/scpops/ech.
0p285~be7d631055.en.pdf [https://perma.cc/C7D9-3NMX] (arguing that extreme weather
events can be thought of as supply shocks, increasing prices and lowering output).

127 Serhan Cevik & Joao Tovar Jalles, Eye of the Storm: The Impact of Climate Shocks
on Inflation and Growth 10-12 (Int’l Monetary Fund, Working Paper No. 87 2023),
https://www3.nd.edu/~nmark/Climate/Climate %20Shocks % 200n %20Inflation %20and %
20Growth.pdf [https://perma.cc/SQHT-87XN] (finding that climate change elevates the
risk of droughts, extreme temperatures, and severe storms); Warwick J. McKibbin, Adele
C. Morris, Peter J. Wilcoxen & Augustus J. Panton, Climate Change and Monetary Policy:
Dealing with Disruption, BRookiNGs (Nov. 30,2017), https://www.brookings.edu/wp-content/
uploads/2017/12/es_20171201_climatechangeandmonetarypolicy.pdf [https://perma.cc/
R3V7-YG2D] (noting that emissions mitigation policies and extreme weather events both
present shocks that may affect which monetary rule may be optimal).

128 See McKibbin, supra note 127, at 1; Boneva, supra note 126, at 8.
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lower labor productivity, also reducing the interest rate.'? Furthermore,
price stability has never been simply about maintaining stable prices
just for the sake of it; rather, price stability has been construed as a
way to maintain national economic stability.’*® Given the inherently
destabilizing phenomena attendant to a changing climate, it is difficult
to imagine a future where national economic stability persists without
Fed intervention.

2. Researching the Link Between Climate Change and Price
Stability

As is the case for many central banks, research is a key function
of the Fed. The Fed Board employs more than 500 researchers,
who produce economic analyses and forecasts for the Board of the
Governors and Federal Open Market Committee (FOMC), which sets
monetary policy.’*! Since its founding, the Fed has conducted research
and policy not only on the financial sector, but on employment and
household spending,'3> making the research function fall firmly within
the core competencies of the Fed. In the Federal Reserve System,
research is conducted both by the researchers in the Federal Reserve
Board as well as regional Federal Reserve Banks on “a wide variety of
economic and financial topics related to the fulfillment of its mission,
objectives, and functions.”!** Many of the Fed’s research working papers
are available on its website. The Fed has often published substantial
research before taking action; for example, prior to engaging in QE
and forward guidance in response to the 2008 Financial Crisis, the Fed
published extensive research on these unconventional monetary policy

129 Tsabel Schnabel, Climate Change and Monetary Policy, IMF FIN. & DEv. MaG. (Sept.
2021), https://www.imf.org/en/Publications/fandd/issues/2021/09/isabel-schnabel-ECB-climate-
change [https:/perma.cc/2E3P-D3GD].

130 See David C. Wheelock, Overview: The History of the Federal Reserve, Fed. Rsrv. Hist.
(Sept. 13,2021), https://www.federalreservehistory.org/essays/federal-reserve-history [https://
perma.cc/5XC8-E3GY]. To note, the initial FRA did not include a monetary policy mandate,
but following the monetarist school, price stability became a core mandate of many central
banks. See REP. Jim SaxTon, 108TH CoNG., JOINT EcoN. ComM., PRICE STABILITY AND INFLATION
TARGETS: A LEGISLATIVE History 1 (July 2004), https://www.jec.senate.gov/public/_cache/
files/2902£316-8ba9-4ac3-acc4-591358d8218f/price-stability-and-inflation-targets —-07-14-04.
pdf [https://perma.cc/ AUK4-9S8D] (highlighting that “a broad international consensus now
exists among the public, policymakers, and economists that . . . price stability is desirable”).

131 Meet the Researchers, FED. Rsrv. Bp., https://www.federalreserve.gov/econres/
researchers.htm [https://perma.cc/STEL-TL7D].

132 See Economic Research, FED. Rsrv. Bp., https://www.federalreserve.gov/econres.htm
[https://perma.cc/SU35-XBPS].

133 Research & Analysis, FED. Rsrv. Bp., https://www.federalreserve.gov/publications/
research-and-analysis.htm [https:/perma.cc/WS3Q-M3SF].
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tools.’** Publicized research is especially important as an accountability
measure for the public, which is particularly important given the Fed’s
independence.

However, the Fed’s published research on the link between climate
change and price stability falls behind that of the ECB. Both the Fed
and ECB conduct research on a wide range of economic topics,'* but
the ECB has taken more advanced steps by publicizing research studies
on the link between price stability and climate change,* even if these
studies do not represent the views of the ECB itself. The Fed Board
has not publicized findings on the impacts of climate change on price
stability, leading to uncertainty about whether the Fed has conducted
sufficient research in this area.’”” The Fed should use its research function
to further fund, publicize, and theorize the link between climate change
and price stability to better justify green monetary policy through its
primary mandate.

Perhaps due to their limited role in setting monetary policy,'?
regional Federal Reserve Banks tend to focus their research on climate
resilience by looking at the impacts of climate change on financial
institutions and the financial system, rather than on price stability.!*

134 See Ben S. Bernanke, Vincent R. Reinhart & Brian P. Sack, Monetary Policy Alternatives
at the Zero Bound: An Empirical Assessment (Fed. Rsrv. Bd., Working Paper No. 2004-48,
2004), https://www.federalreserve.gov/pubs/feds/2004/200448/200448pap.pdf [https://perma.
cc/Z458-742C] (discussing various policy options available to central banks when interest
rates are near zero, including asset purchases and communication strategies to influence
expectations); Gauti B. Eggertsson & Michael Woodford, The Zero Bound on Interest Rates
and Optimal Monetary Policy (Brookings Inst., Brookings Papers on Economic Activity No. 1,
2003), https://www.brookings.edu/wp-content/uploads/2003/01/2003a_bpea_eggertsson.pdf
[https://perma.cc/F78D-XURS] (exploring the theoretical basis for using forward guidance
and QE to manage expectations and stimulate the economy when conventional tools are
exhausted).

135 See Economic Research, supra note 132 (identifying research divisions of the Fed,
including financial stability, international finance, monetary affairs, and supervision and
regulation).

136 See, e.g., Boneva et al., supra note 126; Francesco Paolo Mongelli, Wolfgang Pointner
& Jan Willem van den End, The Effects of Climate Change on the Natural Rate of Interest:
A Critical Survey (Eur. Cent. Bank, Working Paper Series No. 2744, 2022), https://www.ecb.
europa.eu/pub/pdf/scpwps/ecb.wp2744~9c3a54bedf.en.pdf [https:/perma.cc/Y7TFX-G4R7]
(reviewing literature about the impact of climate change on the natural rate of interest).

137" A search through the Federal Reserve Board Research Page finds no results for
climate and price stability. Note, however, that there is at least one study showing that
climate change may make severe economic contractions more likely. See, e.g., Michael T.
Kiley, Growth at Risk from Climate Change 9 (Divs. of Rsch. & Stats. and Monetary Affs.,
Fed. Rsrv. Bd., Working Paper No. 2021-054, 2021), https://www.federalreserve.gov/econres/
feds/files/2021054pap.pdf [https://perma.cc/ED2F-JJPT].

138 However, some Federal Reserve Bank Governors do sit on the FOMC.

139 See, e.g., Kevin J. Stiroh, Climate Change and Double Materiality in a Micro- and
Macroprudential Context 2 (Fed. Rsrv. Bd., Working Paper No. 2022-066, 2022), https://
www.federalreserve.gov/econres/feds/files/2022066pap.pdf [https://perma.cc/2CX6-2HU4]|
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The publicized research conducted by the Fed Board also tends to
focus on climate risk not as it pertains to price stability, but rather in
relation to financial risks to individual banks (microprudential risk)
and the financial system (macroprudential risk).'* Fed policymakers
might be looking at research conducted by other central banks, as well
as international monetary bodies such as the Bank for International
Settlements'#! and the International Monetary Fund.!*> The Fed might
even already be conducting this research but hesitating to publish any
findings due to fear of backlash and accusations of mission creep.'*?
However, the fact that the Fed itself is not publicizing this type of
research may indicate that the link between climate change and the

(researching impacts of climate change on a macro-level to the financial system, rather than
the economy as a whole). But see Michael D. Bauer, Eric A. Offner & Glenn D. Rudebusch,
The Effect of U.S. Climate Policy on Financial Markets: An Event Study of the Inflation
Reduction Act (Fed. Rsrv. Bank of S.F., Working Paper No. 2023-30, 2023), https://www.
frbsf.org/wp-content/uploads/wp2023-30.pdf [https://perma.cc/R8FV-BST3] (describing the
results of an event study to show that transition risks addressed by the Inflation Reduction
Act may be manageable). Still, this Fed S.F. study does not apply its findings to or necessarily
have any implications on the Fed’s monetary policy.

140 See, e.g., Samuel G. Hanson, Anil K. Kashyap & Jeremy C. Stein, A Macroprudential
Approach to Financial Regulation, 25 J. EcoN. PERSPECTIVES 3, 3—4 (2011), https://scholar.
harvard.edu/files/stein/files/a-macropurdenital-final.pdf [https://perma.cc/FFT3-JCDS]
(comparing the ability of the microprudential regulatory framework in place and a potential
macroprudential one in preventing financial crises); HYEYooN JuNg, JoAo A. C. SaNTOS
& LEE SELTZER, FED. Rsrv. BANK OoF N.Y., U.S. BANKS” EXPOSURES TO CLIMATE TRANSITION
Risks 1-3 (2024), https://www.newyorkfed.org/medialibrary/media/research/staff_reports/
sr1058.pdf?sc_lang=en [https://perma.cc/WZ73-2L8Q] (evaluating the impact of climate
transition policies on U.S. financial institutions); VIRAL V. ACHARYA ET AL., FED. Rsrv. BANK
oF N.Y., CLIMATE STRESS TESTING 1 (2023), https://www.newyorkfed.org/medialibrary/media/
research/staff_reports/sr1059.pdf?sc_lang=en [https:/perma.cc/’XC4A-DPWA] (analyzing
how to manage climate risks to financial stability using stress testing). But see Climate
Change: Implications for Macroeconomics, FED. Rsrv. Bank oF N.Y. (May 13, 2022), https://
www.newyorkfed.org/research/conference/2022/Climate-Change [https:/perma.cc/WT9V-
YVXT] (describing a symposium for climate change’s impact on macroeconomic stability
hosted by the Fed Bank of New York).

141 See PATRICK BOLTON, MORGAN DESPRES, LUlS AWAZU PEREIRA DA SiLvA, FREDERIC
SAMAMA & ROMAIN SVARTZMAN, BANK FOR INT’L SETTLEMENTS, THE GREEN SWAN: CENTRAL
BANKING AND FINANCIAL STABILITY IN THE AGE OF CLIMATE CHANGE 16 (2020), https://www.
bis.org/publ/othp31.pdf [https://perma.cc/JS4L-8LLG] (describing climate change as a source
of monetary instability).

142 See Alain Kabundi, Montfort Mlachila & Jiaxiong Yao, How Persistent are Climate-
Related Price Shocks? Implications for Monetary Policy 4 (Int’l Monetary Fund, Working
Paper No. 22/207, 2022), https://www.imf.org/en/Publications/WP/Issues/2022/10/28/How-
Persistent-are-Climate-Related-Price-Shocks-Implications-for-Monetary-Policy-525048
[https://perma.cc/8CQZ-MQZX] (“[W]e find that the impact of climate shocks on inflation
depends on the type and intensity of shocks, country income level, and monetary policy
regime.”).

143 See supra Part I1.
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Fed’s price stability mandate is left undertheorized.'** Even under a very
constrained understanding of the Fed’s role, developing technological
expertise on a subject with potential widespread economic implications
fits within the Fed’s mandate.'

The uncertainty of the specific impacts of climate change and the
potentially catastrophic effects should counsel the Fed to take a more
proactive stance on climate change, not to wait to predict every single
climate scenario with accuracy before it takes climate action.'* Due to
the complexity of the economy, the Fed often conducts monetary policy
with a level of uncertainty and risk, adapting to new financial situations
as it has done for its entire history.!¥” And even if climate change
scenarios might not be fully predictable,'*® there are ways to more
precisely forecast the impacts of climate change based on geographic and
economic conditions.'* In fact, the ECB has implemented GMP despite
not defining one sure pathway through which climate change impacts
price stability. ECB-funded research projects in 2021 theorized various
pathways through which climate change can impact prices and, even
without complete certainty, placed climate change within the ECB’s

144 Cf NETWORK FOR GREENING THE FINANCIAL SYSTEM, MONETARY PoLICY AND CLIMATE
CHANGE: KEY TAKEAWAYS FROM THE MEMBERSHIP SURVEY AND AREAS FOR FURTHER ANALYSIS
8,11 (2023), https://www.ngfs.net/sites/default/files/monetary_policy_and_climate_change_-_
key_takeaways_from_the_membership_survey.pdf [https://perma.cc/3LI9-6J5V] (identifying
areas for further research of the physical and transition risks on monetary policy).

145 Peter Conti-Brown and David Wishnick have described the Fed’s current approach to
climate change at this point as “discursive,” focused on developing technological expertise in
this realm rather than policymaking. Technocratic Pragmatism, supra note 18, at 692.

146 See Renée Cho, What Uncertainties Remain in Climate Science?, CoLuM. CLIMATE
ScH.: STaTE OF THE PLANET (Jan. 12, 2023), https://news.climate.columbia.edu/2023/01/12/
what-uncertainties-remain-in-climate-science [https:/perma.cc/T3YN-ATVQ] (describing
the uncertainties of the impacts of climate change).

147 The Fed’s official publications and reports often highlight the challenges and
uncertainties in conducting monetary policy. See, e.g., Michelle W. Bowman, Member,
Bd. of Governors of the Fed. Rsrv. Sys., Remarks at Spring 2024 Meeting of the Shadow
Open Market Committee, Risks and Uncertainty in Monetary Policy: Current and Past
Considerations 1-2 (Apr. 5, 2024), https://www.federalreserve.gov/newsevents/speech/files/
bowman20240405a.pdf [https:/perma.cc/9L3P-4BZB] (explaining that macroeconomic
concepts such as the natural rate of employment and economic output, which form the bases
of monetary policy decision-making, are phenomena that can only be observed with “a
considerable degree of uncertainty”).

148 See Geoffrey Heal & Antony Millner, Uncertainty and Decision Making in Climate
Change Economics, 8 Rev. ENv'T Econ. PoL. 120, 121 (“The scientific community has
constructed models that attempt to quantify the relationship between future climate and
GHG emissions, but it is still highly uncertain.”). Central Banks and Climate Change, supra
note 18, at 1323-24 (arguing that due to the lack of certainty in climate scenarios, central
banks should not implement considerations into its monetary policy).

149 Cf, e.g., Cevik & Jalles, supra note 127, at 10 (disaggregating data based on country
income group to analyze impact of climate change on inflation).
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price stability mandate.'® Other agencies of the federal government
have already identified climate change’s impact on aggregate supply
and demand. Janet Yellen, former Chair of the Fed and current Treasury
Secretary, has stated that weather-related supply shocks can raise prices
for consumers.’” The Environmental Protection Agency has observed
that climate change will disrupt the food supply and increase prices.'>

The current politicization of climate change should not foreclose
the Fed from at the very least using its research function to analyze
the link between climate change and price stability. The full slow-onset
impacts of climate change, including temperature change and sea level
rise, are not projected to be felt until years after the causative source.!>?
By the time climate change is depoliticized in the United States, there
may not be enough time for the Fed to develop institutional capabilities.
Rather than limiting the Fed’s scope of expertise to traditional banking,
Fed policy should adapt and prepare for the economic impacts of
climate change and work to mitigate its effects.

Lastly, climate change is incipient—over the past ten years, global
temperatures have risen by 0.6 degrees Celsius.’>* In the past decade,
there has been an increase in natural disaster events;!% even so, the
full impact of these temperature changes are yet to be felt. We are not
completely certain of how climate change scenarios will impact price
stability, but that uncertainty is a reason for, and not against, pursuing
central bank research. Such research can improve the predictive models
for climate change’s impact on the economy. The Fed, like the ECB has

150 See, e.g., Boneva et al., supra note 126, at 7 (identifying multiple channels through
which climate change affects price stability); Elderson & Schnabel, supra note 55 (same).

151 Janet L. Yellen, Sec’y, Dep’t of the Treasury, Remarks at Cypress Creek Renewables
in North Carolina (Sept. 27, 2022), https://home.treasury.gov/news/press-releases/jy0976
[https://perma.cc/7GPY-N7CM] (“[C]limate change can manifest itself through an increase
in acute, weather-related supply shocks. These are near-term, sharp reductions in capacity
that can raise prices.”). To note, this statement was made after Secretary Yellen’s time at
the Fed, highlighting the concerns regarding independence. See supra notes 64-88 and
accompanying text.

152 Climate Impacts on Agriculture and Food Supply, ENV'T PROT. AGENCY, https:/
climatechange.chicago.gov/climate-impacts/climate-impacts-agriculture-and-food-supply#ref3
[https://perma.cc/RTMT-BRIJ7] (describing how climate change may make it harder to “grow
crops, raise animals, and catch fish” in the future).

153 See Kees van der Geest & Romy van den Berg, Slow-Onset Events: A Review of the
Evidence From the IPCC Special Reports on Land, Oceans and Cryosphere, 50 CURRENT
Or. IN ENV’T SusTAINABILITY 109, 109 (2021).

154 Rebecca Lindsey & Luann Dahlman, Climate Change: Global Temperature, CLIMATE.
Gov, (Jan. 18, 2024), https://www.climate.gov/news-features/understanding-climate/climate-
change-global-temperature [https://perma.cc/U4YV-YAMG].

155 See INTERGOVERNMENTAL PANEL ON CLIMATE CHANGE, CLIMATE CHANGE 2023 SYNTHESIS
REPORT: SUMMARY FOR POLICYMAKERS 5 (2023), https://www.ipcc.ch/report/ar6/syr/downloads/
report/TIPCC_AR6_SYR_SPM.pdf [https://perma.cc/FQ6Q-MG2P] (“Human influence has
likely increased the chance of compound extreme events since the 1950s, including increases
in the frequency of concurrent heatwaves and droughts . .. .”).
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done, should assess the various pathways through which climate change
impacts the macroeconomy, including through increased investment in
alternative forms of energy, disaster-related supply shocks, and overall
economic contraction due to reduced productivity. By publishing this
research, the Fed can remain accountable to its price stability mandate
while pursuing green monetary policy.

B. The Supervisory Mandate Justification for GMP

GMP tools like green collateral policy can also find statutory
authorization within the supervisory role of the Fed. Both the ECB
and Fed act as key bank supervisors for their respective jurisdictions,
responsible for maintaining the soundness of the financial system
and of individual depository institutions.”* And both the ECB and
Fed recognize the impact of climate change on bank supervision and
financial stability. For example, the Principles for Climate-Related
Financial Risk Management released by the Fed conceptualize climate
change concerns within existing financial stability risk frameworks.!>
Climate change risks fall into two broad categories. The first is physical
risks, which are related to the physical impacts of climate change,
such as weather events that harm property and assets.!”® The second
is transition risks, which encompass the financial costs related to shifts
in response to climate change —for example, an increase in the costs
of certain minerals needed for battery production.’ Physical and
transition risks can materialize as credit risks, increasing the likelihood
of loan default. In fact, the impacts of climate change —specifically the
financial burdens from California wildfires—have already led to the
bankruptcy of PG&E.' These risks can also materialize as market
risks, contributing to price instability.!6!

156 See supra notes 11-14 and accompanying text.

157 Principles for Climate-Related Financial Risk Management for Large Financial
Institutions, 88 Fed. Reg. 74183, 74183 (Oct. 30,2023) (describing the Principles as “consistent
with the risk management framework described in the agencies’ existing rules and guidance”).

158 [d. at 74186 (“As a result, the financial sector may experience credit and market risks
associated with loss of income, defaults, and changes in the values of assets . .. .”).

159 See id.; see also OFF. oF INSPECTOR GEN., BD. OF GOVERNORS OF THE FED. RSRv. Sys.
AND CoNSUMER FIN. PrROT. BUREAU, THE BOARD’S APPROACH TO CLIMATE RI1SK SUPERVISION AT
FinaNcIAL INsTITUTIONS 7 (2023), https://oig.federalreserve.gov/reports/board-oig-insights-
climate-risk-jul2023.pdf [https://perma.cc/6C33-F6YG].

160 See Russell Gold, PG&E: The First Climate-Change Bankruptcy, Probably Not the
Last, WALL St. J. (Jan. 18, 2019), https://www.wsj.com/articles/pg-e-wildfires-and-the-first-
climate-change-bankruptcy-11547820006 [https://perma.cc/75Y6-X9A5] (“PG&E Corp.’s
bankruptcy could mark a business milestone: the first major corporate casualty of climate
change. Few people expect it will be the last.”).

161 See Principles for Climate-Related Financial Management for Large Financial
Institutions, 88 Fed. Reg. at 74186.
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While it may seem unconventional to use monetary policy tools
to meet supervisory goals, the Fed’s monetary policy tools already
incorporate factors regarding risk and financial soundness. For example,
the discount window function of the Fed, which provides liquidity to
banks, also maintains the stability of individual financial institutions,
which is a supervisory consideration.'® Eligibility for the discount
window depends on the financial soundness of an institution and the
collateral it pledges.'®® Limiting collateral issued by entities with a
high carbon footprint can be characterized not only as a measure to
protect the economy writ large, but as a credit risk because climate
change can reduce a bank’s ability to repay its loans.'** This is significant
because climate concerns are intelligible within economic or financial
frameworks that fall clearly in the purview of the Fed’s financial
risk supervisory role, which has been codified in various statutes,
including the Federal Reserve Act, Bank Holding Company Act, and
Dodd-Frank Wall Street Reform and Consumer Protection Act.!%
Thus, implementing climate credit risk into collateral requirements
would be more of a continuation of the Fed’s existing practice of
implementing supervisory risks into monetary policy.

However, central banks, including the Fed and ECB, tend to use
a single, or financial, materiality approach—that is, one that looks at
climate change’s impact on the financial system, rather than the financial

162 See supra note 38 and accompanying text.

163 Frequently Asked Questions, FED. Rsrv. Disc. WINDOW, https://www.frbdiscountwindow.
org/en/Pages/General-Information/Frequently-Asked-Questions.aspx [https://perma.
cc/SMPC-LXLQ] (“Eligibility for primary credit is limited to depository institutions that are
in generally sound financial condition.”).

164 See ECB Tukes Further Steps to Incorporate Climate Change into its Monetary
Policy Operations, supra note 34 (explaining that limiting collateral that can be pledged by
companies with high carbon footprints reduces credit-related financial risks); Colleen M.
Baker, The Federal Reserve as Collateral’s Last Resort, 96 NoTRE DAME L. REv. 1381, 1382
(2021) (describing how collateral policy can incentivize credit allocation).

165 See Brainard, supra note 13, at 2-3 (identifying ways that climate change implicates
the Fed’s mandates); Federal Reserve Act, ch. 6, 38 Stat. 251 (1913) (codified as amended
in scattered sections of 12 U.S.C.) (explaining that the statute’s purpose is “to Establish a
More Effective Supervision of Banking in the United States”); Bank Holding Company
Act of 1956, Pub. L. 84-511, 70 Stat. 133 (codified in 12 U.S.C. ch. 17); Dodd-Frank Wall
Street Reform and Consumer Protection Act, Pub. L. No. 111-203, 124 Stat. 1376 (codified
in scattered sections primarily within 12 U.S.C.). Section 9 of the FRA grants the Federal
Reserve the authority to supervise state-chartered banks that choose to become members
of the Federal Reserve System. 12 U.S.C. §§ 321-338. Section 21 of the Act authorizes the
Federal Reserve to regulate and examine member banks, including ensuring compliance
with applicable banking laws and regulations. 12 U.S.C. §§ 481-486. The Bank Holding
Company Act gives the Fed the authority to supervise and regulate bank holding companies
(BHCs), which includes maintaining sound financial conditions. 12 U.S.C. § 1843(k)(1).
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system’s impact on climate change.'* Despite this limitation, researchers
at both the ECB and Fed have started to explore the double materiality
approach, which defines risk as also encompassing an entity’s impact
on society and the environment, including the acceleration of climate
change.’” The double materiality approach includes the environmental
and social impacts of bank lending on industries that contribute to
environmental degradation and climate change. Applying financial
risks to green monetary policy with a single risk materiality approach
is unlikely alone to result in a change in the investment landscape from
fossil fuels to greener technologies because the conception of risk under
this approach focuses on impacts to financial institutions, rather than
society writ large.

While the ECB itself has not implemented the double materi-
ality approach, the European Union has published double material-
ity standards for securities reporting in the European Sustainability
Reporting Standards and European Union Corporate Sustainability
Reporting Directive.!®® These standards require companies to disclose
the impacts of their activities on the environment. As a response, the
ECB “welcome[d] the identification of double materiality as a key
principle for the identification of sustainability information for all
stakeholders,”!® and expects to require compliance with the European
Union Corporate Sustainability Reporting Directive to put up credit

166 But see Stiroh, supra note 139, at 4 (showing that the concept of double materiality can
be coherently embedded in a macroprudential framework).

167 See Frederick Alexander, One Small Step from Financial Materiality to Sesquimateriality:
A Critical Conceptual Leap for the ISSB, HARv. L. ScH. F. oN Corp. GOVERNANCE (May 4,2022),
https://corpgov.law.harvard.edu/2022/05/04/one-small-step-from-financial-materiality-to-
sesquimateriality-a-critical-conceptual-leap-for-the-issb  [https://perma.cc/WCA4-CXWA];
see also Régis Gourdel, Irene Monasterolo, Nepomuk Dunz, Andrea Mazzocchetti & Laura
Parisi, The Double Materiality of Climate Physical and Transition Risks in the Euro Area (Eur.
Cent. Bank, Working Paper No. 2665, 2023), https://www.ecb.europa.eu/pub/pdf/scpwps/
ecb.wp2665~622858d454.en.pdf [https://perma.cc/G39E-RMDD] (arguing that double
materiality recognizes “a feedback loop between climate change and the financial system”).
The single materiality approach is sometimes described as an “outside-in” approach, while
the double materiality approach is described as an “inside-out” approach. Stiroh, supra note
139, at 3.

168 See Directive 2022/2464 of the European Parliament and of the Council of 14 December
2022 amending Regulation (EU) No 537/2014, Directive 2004/109/EC, Directive 2006/43/EC
and Directive 2013/34/EU, as regards corporate sustainability reporting, 2022 O.J. (L 322) 15,
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:320221.2464 [https://
perma.cc/498R-2H7C] (noting that the European Union’s reporting requirements adopt a
double materiality perspective).

169 Eur. CeEnT. BANK, ECB RESPONSES TO THE EFRAG’s PuBLic CONSULTATION ON THE
FirsT SET OF DRAFT EUROPEAN SUSTAINABILITY REPORTING STANDARDS 11 (2022), https://www.
ecb.europa.eu/pub/pdf/other/ecb.replyEFRAGpublicconsultation2022~2a291805eff.en.pdf
[https://perma.cc/ ASEA-9PSX].
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claims for collateral.'”” But in the United States securities reporting
context, the text of the SEC’s recently finalized climate disclosure rules
does not incorporate a double materiality approach.'” The Principles
released by the Federal Reserve also do not support a double material-
ity approach (as all of the risks are framed in terms of impacts to the
financial system, which is consistent with a single materiality approach),
so the Fed’s existing supervisory framework is less amenable to broader
climate policy, which has the effect of incentivizing investment away
from climate change-mitigating industries.

Adopting a double materiality standard does not necessarily fall
outside of the supervisory mandate of the Fed, which focuses on financial
system stability, if we assume the impacts of climate change on consumers
and individuals can be categorized as impacts on the financial system.
For example, reductions of labor productivity or housing disruptions due
to climate change could impact the financial health of banks since banks
rely on consumer repayment of loans for their financial health. But what
if the link between climate change does not have even an indirect impact
on financial institutions? As described in Section III.A, unlike the ECB,
which has a secondary mandate to support the EU’s economic policies,
the Fed’s supervisory mandate is also confined to risks faced by financial
institutions and the financial system. Even with this limitation, however,
the Fed in its supervisory role can implement a quasi-double materiality
approach, taking a more holistic conception of limiting emissions in
order to maintain financial system stability.

C. Green Collateral as Fed Green Monetary Policy

Supported by both its price stability and supervisory mandates,
the Fed should consider implementing a green collateral policy, as the
ECB has already done.!”> The Fed could give a higher haircut to loans
secured by holdings in brown industries, or a lower haircut to loans
secured by holdings in green industries.!”® Alternatively, the Fed could

170 See Press Release, European Central Bank, supra note 34 (explaining that the new
collateral requirements will take effect in 2026).

171 The Enhancement and Standardization of Climate-Related Disclosures for Investors,
17 CER. §§ 210, 229, 230, 232, 239, 249 (2024) (requiring public companies to report climate-
related data in their public filings); see Jessica B. Magee et al., SEC Adopts Landmark Climate
Disclosure Rules, HoLLaND & KNiGHT (Mar. 11, 2024), https://www.hklaw.com/en/insights/
publications/2024/03/sec-adopts-landmark-climate-disclosure-rules [https://perma.cc/X8X9-
ETDW] (observing that the SEC’s climate-related disclosure rules do not incorporate
double materiality).

172 See supra Section LA.

173 See Benjamin J. Marsico, Green Haircuts: Federal Risk Collateral Framework Policies
that Incorporate Climate Risk, 26 N.C. BANKING INsT. 137 156-57 (2022) (arguing that
offering different haircuts based on their collateral can better protect central banks).
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limit the share of corporate bonds issued by entities with a high
carbon footprint that can be pledged as collateral, a plan that the ECB
committed to implementing by the end of 2024.7* Collateral policy
would have the effect of increasing financing costs and decreasing the
volume of carbon-intensive investments while decreasing the financing
costs of green investment, thereby reducing carbon emissions and the
rate of climate change in turn.!”

Controlling collateral policy is firmly within the Fed’s existing
statutory authorization. As provided by Section 10B of the Federal
Reserve Act, collateral for Fed lending through the discount window
currently must be “to the satisfaction” of regional Federal Reserve
Banks,'7 giving Regional Banks considerable latitude in deciding what
factors to use for assessing collateral, which could include climate
considerations. This latitude is similar to that given by Article 18.1 of
the ECB statute, which requires that the ECB and national central
banks conduct credit operations with lending based on “adequate”
collateral,’”” and under which the ECB has implemented climate risk
into collateral requirements. Regional Federal Reserve Banks currently
determine eligibility for the discount window primarily based on an
institution’s supervisory rating and capitalization data.'” Regional
Banks could also implement considerations of climate risk and climate
impacts into the supervisory ratings of member banks to qualify for
discount window lending.

Professor Christina Skinner argues that central bank attempts
to fashion a discount window policy to shape the credit market
will not be successful.'” Professor Skinner points to evidence from
the 1920s when there were numerous unsuccessful proposals for a
penalty discount rate for lending to banks who extended credit for
“nonessential uses.”!8 These proposals were criticized as impractical,
as it was difficult to “distinguish between essential and nonessential

174 See Press Release, European Central Bank, supra note 34.

175 See McConnell et al., supra note 40.

176 12 US.C. § 347b(a); see also Regulation A, 12 C.ER. § 201 (2024) (detailing that
satisfactory collateral “generally includes” certain types of securities, including corporate
debt).

177 Protocol on the Statute of the European System of Central Banks and of the European
Central Bank, art. 18.1, 2022 O.J. (C 202) 230.

178 See Frequently Asked Questions, supra note 163.

179 Central Banks and Climate Change, supranote 18, at 1351 (citing CLAY J. ANDERSON, FED.
Rsrv. BANK OF PHILA., FUNDAMENTAL REAPPRAISAL OF THE D1SCOUNT MECHANISM: EVOLUTION
OF THE ROLE AND FUNCTIONING OF THE D1SCOUNT MEcHANISM 4, 10, 31 (1966), https:/fraser.
stlouisfed.org/files/docs/historical/federal %20reserve %20history/discountmech/evolrole_
ander.pdf [https://perma.cc/TX6S-X5WG] (arguing that this practice was not successful nor
politically popular in the past).

180 [d. (internal quotation marks omitted).
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uses of bank credit.”'®! However, the weakness of these proposals can
be overcome in a climate context and should not dissuade the Fed
from applying a climate-oriented collateral policy. As applied to a
green collateral framework, a climate score to determine a haircut
based on a bank borrower’s emissions is more easily definable than
the distinction between an “essential and nonessential use” of credit.
Rather than simply delineating between essential and nonessential, a
climate score is calculated through measurable emissions.'s? A green
collateral policy also does not force a member bank to stop making
loans to climate-change-causing projects or to only make loans to
green companies.

A Fed green collateral policy can increase climate-friendly
investment while decreasing carbon-intensive investment and
emissions by decreasing the financing costs of the former and
increasing those of the latter.'$* In a sense, green collateral policy works
to shape the credit market away from a type of investment, the most
comprehensive version of which is bank divestment. Past examples of
bank divestment have succeeded in reducing emissions. For example,
bank divestment from coal has led to a decrease in carbon dioxide
emissions, and a similar result may arise from decreased investment
in brown industries.'® The Fed can promote bank divestment through
its policies. The efficacy of conditioning discount window collateral
lending by the Fed may, however, be limited by the current stigma
against discount window lending and Section 13(3) lending,'$> which
is less present in the ECB sphere.'® In other words, the Fed’s lending
facilities are effectively limited to financial institutions in distress, so

181 Jd. (internal quotation marks omitted).

182 [d. (internal quotation marks omitted).

183 See McConnell et al., supra note 40.

184 See Barbara DeLollis, What Happens When Banks Ditch Coal: The Impact Is ‘More
than Anyone Thought,” HARv. Bus. ScH. WORKING KNOWLEDGE (Apr. 18, 2023), https://hbswk.
hbs.edu/item/what-happens-when-banks-divest-from-coal-climate-change [https://perma.cc/
FSUW-TTGH] (explaining that divestment policies led to coal firms borrowing less, leading
to a reduction in carbon dioxide emissions from facility closures).

185 See Alex Harris, The Fed Tells Banks Not to Be Shy About Asking It for Money,
BroomBERG (Jan. 26, 2024), https://www.bloomberg.com/news/articles/2024-01-26/fed-aims-
to-end-discount-window-stigma-for-banks-who-borrow-from-it [https://perma.cc/4QCJ-
S9GA] (describing the stigma associated with using the discount window and how the Fed is
attempting to reduce it). For a general criticism about the efficacy of green lending programs
and green capital requirements, see Jay Cullen, Central Banks and Climate Change: Mission
Impossible?, 9 J. FIN. REG. 174 (2023).

186 Helene Lee & Asani Sarkar, Is Stigma Attached to the European Central Bank’s
Marginal Lending Facility?, FED. Rsrv. BANK oF N.Y.: LiBErTY ST. ECoN. (Apr. 16, 2018),
https://libertystreeteconomics.newyorkfed.org/2018/04/is-stigma-attached-to-the-european-
central-banks-marginal-lending-facility [https://perma.cc/342Z-BW3Q] (using statistical
evidence to show banks’ comfort in using the ECB’s lending facility).
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a collateral policy would have less widespread effects than the ECB'’s.
In addition, although GMP might raise the cost of bank borrowing
for carbon-intensive investment, these brown investments might
secure funding from non-banks such as private equity firms or through
banking in non-regulated jurisdictions. Still, a green collateral policy
would likely reduce bank investment into carbon-intensive sectors
and aid in the slowing of climate change.'®’

Lastly, using tools of monetary policy —such as collateral policies —
to effectuate climate policy is compatible with general monetary
policy, despite concerns that juggling multiple mandates could result in
suboptimal policy outcomes.'$® As an example, the ECB’s tilting of its
corporate sector bond purchases was compatible with its expansionary
monetary policy after the COVID-19 pandemic; the ECB was already
buying bonds in the general bond market, so tilting these purchases
still allowed for economic expansion.'® In a period of contractionary
monetary policy, the ECB did not continue to buy green bonds, which
would have an expansionary effect, but rather it reduced its green
corporate bond purchases.'” Consequently, green collateral policy does
not impact the total volume of Fed lending—it would simply reallocate
the collateral class makeup within the Fed’s lending portfolios.

CONCLUSION

As the key bank regulator in the United States, the Fed should
deploy the monetary policy tools at its disposal to tilt investment into
green sectors and reduce the billions of dollars that go into bank funding
of fossil fuels each year. Especially as carbon pricing through fiscal policy
faces challenges, monetary policy can help fill the gap of federal inertia
around sufficient climate action. To be sure, green monetary policy in the
legal and political context of the United States faces hurdles, including
concerns about preserving the Fed’s independence and accountability
while preventing mission creep. Changes in judicial review of agency
decisions also position Fed decisions, which have traditionally been
treated with apparent deference, under more scrutiny. But there are
good reasons for the Federal Reserve to consider climate within its
monetary policy—the Fed is statutorily authorized to enact policies
while considering the health of the entire economy. Climate change, as

187 See Rafaty et al., supra note 41, at 9; McConnell et al., supra note 40.

188 See David T. Zaring & Jeffery Y. Zhang, The Federal Reserve’s Mandates, 108 MINN. L.
REv. 333, 371 (2023) (claiming agencies perform better when focusing on “core objectives”
given the limited tools at their disposal).

189 See supra note 53.

190 See id.
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a global phenomenon, will have widespread economic effects, including
on price stability. While the Fed cannot replicate the ECB’s green
lending facilities without a change in congressional authorization, the
Fed legally can, and normatively should, both publish research linking
climate change to price stability and incorporate green collateral
policies into its monetary policy toolkit.
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