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The Center for American Progress (“CAP”) welcomes the opportunity to submit comments in
response to the Federal Housing Finance Agency (FHFA)’s Climate and Natural Disaster Risk
Management Request for Input (RFI). CAP is an independent, nonpartisan policy institute
dedicated to improving the lives of Americans through bold, progressive ideas and action. As
part of its core mission, CAP conducts research and develops policy ideas that help enhance the
economic security of all Americans, boost their opportunities for advancement, and promote

equality.

Climate change represents an increasing threat and major risk to the stability of financial markets
and the overall economy. At the same time, systemic racism continues to combine with climate-
related disasters to disproportionately affect low-income communities of color.! As the FHFA’s
RFI indicates, natural disasters represent a critical threat to the national housing finance market
as they can lead to an increase in delinquencies and defaults which can impact the ability of the

GSEs to provide liquidity.
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CAP commends the FHFA’s commitment to addressing climate change and encourages the
FHFA to give more weight to the systemic risks of climate change and recognize systemic
environmental racism in order to promote equitable community investment, access to credit, and

climate resilience.?

Climate change poses a critical threat to the national financial market and the overall

economy.

Severe weather events, a byproduct of climate change, have been on the rise. A series of
hurricanes, wildfires and floods have resulted in billions of dollars in climate-related property
losses, including homes built in areas that are prone to floods, fires and extreme weather.®
According to the National Oceanic and Atmospheric Administration’s (NOAA)’s National
Centers for Environmental Information (NCEI), the U.S. has experienced 285 weather and
climate disasters with damage costs reaching or exceeding $1 billion from 1980 to 2020. In 2020
alone, 22 severe disasters -- wildfires, floods and storms -- cost the nation a total of $95 billion in
damages.* The threat that climate change-related events pose on the housing market has been
particularly critical during the global pandemic. In 2020, CoreLogic estimated that nearly 7.4
million single- and multifamily homes with more than $1.8 trillion in reconstruction cost value
were at risk of storm surge and possible mandatory evacuation.® Further, a 2020 NBER analysis
notes that homes in floodplains are overvalued by $34 billion, posing important challenges to the

stability of real estate markets as climate risks worsen.®

Natural disasters that damage or destroy homes securing mortgage loans held by the Enterprises
jeopardize the ability of borrowers to make principal and interest payments on mortgage loans,
often leading to an increase in delinquency and default rates and loan loss severity in the
Enterprises’ book of business. In addition, major natural disasters can discourage housing
activity, such as housing construction and purchases, and can result in the deterioration of
housing conditions in the affected areas and adjacent areas, with ripple negative effects on the

volume of originations, home prices, and property values.” As property values decrease, the
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mortgage obligations of homeowners residing in vulnerable areas remain fixed, potentially
leading to homes being worth less money than what was owed on them and, thus, to an increase

in negative equity rates and foreclosures.

As a significant number of home mortgages are backed by the Federal Government, climate-
related disasters represent a serious concern for U.S. taxpayers. The taxpayer-backed
Government Sponsored Enterprises (GSEs) guarantee about half of the nation’s residential
mortgages, a large portion of which are tied to homes built in floodplains and areas susceptible to
natural disasters. More homes are being built, mortgage originations have increased, and a large
portion of mortgages are backed in or adjacent to floodplains.® The National Flood Insurance
Program, however, is inadequate to cover the potential exposure to flooding-related risk. The
program is insolvent after having paid out more than it collected for several years.® In addition,
several climate-induced damages may not be insurable.'® The Enterprises hold more than 60
percent of mortgages on homes in areas outside the 100-year floodplain, where fewer
homeowners are purchasing federally-backed flood insurance.!! When homes in these areas are
severely damaged, and homeowners are not current on flood insurance, cannot sustain repair
costs, and are forced to abandon them, the Enterprises ultimately remain responsible for the

damaged homes and taxpayers are left on the hook for mortgage defaults.

According to the U.S. Commodity Futures Trading Commission, the GSEs may have insufficient
discretion to screen and price mortgages based on climate risk, as they are limited by regulations
guiding their underwriting activities.*? Also, it is difficult to assess future flood-related risks
because of the increasing unpredictability of major natural disasters and because flood maps are
outdated.
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Communities of color are on the front lines of climate change

The GSEs have the mission to serve all markets at all times and don’t charge higher fees to
guarantee mortgages on homes located in floodplains, despite the risk of property losses. If they
were to do so, the Enterprises would disproportionally affect low- and moderate-income
communities and communities of color which are particularly vulnerable to the effects of climate
change and tend to be located in low-lying areas due to decades of systemic environmental
racism.*® By charging location-based higher fees, the Enterprises would raise the cost of
borrowing in underserved communities of color. Higher borrowing costs, in turn, would
discourage lending in those communities, depress home prices, and perpetuate patterns of

disinvestment.

For decades, legal forms of discrimination, racially biased housing policies, and racist lending
practices have played a critical role in segregating people of color, particularly African
Americans, into neighborhoods that face chronic disinvestment and higher levels of lead
exposure, poorer air quality, and exposure to toxic chemicals due to their close proximity to
landfills, hazardous waste sites, and other industrial facilities.!* Race represents the main
determinant of the placement of toxic facilities in the United States.*® Black and brown
communities represent the majority of nearly 2 million Americans who reside within a mile of
sites that are vulnerable to flooding.'® African Americans and Latinos are more exposed to fine
particulate matter (PM2.5) air pollution, the largest environmental health risk factor in the United
States. Such exposure is disproportionately caused by consumption of goods and services—such
as automobiles and electricity—mainly by non-Hispanic whites but disproportionately inhaled by
people of color.l” The disproportionate presence of people with disabilities among communities

of color makes their vulnerability to climate change and natural disasters even more critical.*8

Environmental racism is unquestionably related to climate change because it determines who is

most likely to suffer most from the consequences of activities that produce global warming.*®
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Low- and moderate-income communities of color find themselves on the front lines of climate
change, as their often outdated housing and infrastructure—including a lack of adequate
insulation and air conditioning—is more vulnerable to the adverse effects of extreme weather
and climate change.?® These communities are often located in hazardous areas, such as
floodplains and fire zones.?! As the global sea level rises, African American coastal communities

in the South are at great risk of displacement.??

Communities of color have the fewest resources with which to prepare for extreme climate
events. The impact of Hurricane Katrina on African American New Orleans residents was
greatly exacerbated by residential segregation and the barriers that residents faced in
preparedness and evacuation, including limited access to personal vehicles and greater
dependence on public transportation.? In fact, in 2011 and 2012, the majority of communities
most harmed by costly natural disasters were LMI families.?* Moreover, communities of color do
not always receive as many federal relief dollars as do wealthier, predominantly non-Hispanic

white ones, which exacerbates income inequality and the racial wealth gap.?

Numerous studies have documented the disproportionate exposure of people of color to land uses
and activities that exacerbate climate change. Historical redlining, the siting of affordable
housing, and past uneven disinvestment have greatly shaped the character of urban development
and the uneven distribution of ecological benefits, including access to amenities such as
greenspace.?® Federal programs, such as those that provided incentives for major highway
construction across low-income neighborhoods of color, have also increased the likelihood of
these communities being exposed not only to higher levels of pollution but also to higher levels
of heat.?” Extreme heat is considered one of the most serious threats to human health in urban
areas across the United States.?® Heat accounted for more deaths than flooding and hurricanes
combined from 1990 to 2019.%° Because of climate change, extreme heat events are becoming
more common and more intense, and studies of extreme heat point to racial disparities in heat-
related mortality.>® Land cover characteristics in racially segregated areas contribute to heat-

related health disparities.3! Some studies also connect land use planning and zoning to the urban
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heat island effect because of the influence that they have on the location, density, mix of
buildings and structures, and construction materials of the built environment in cities.? Further,
areas that have experienced systematic disinvestment driven by racial bias through practices such
as redlining are more vulnerable to heat because their built environments often feature heat-

retaining materials and limited greenspace.

In order to boost the FHFA’s capacity to address climate change-related risks and systemic

environmental racism, CAP offers the following broad recommendations.

Expand and improve data collection to assess climate change-related risks in all
communities

The FHFA should collect climate and environmental justice data to assess the risks climate
change and natural disasters pose on the housing finance market as a whole, but especially in the
most vulnerable communities — LMI communities and communities of color — in order to
enhance mitigation activities and boost investment and climate resilience where it is needed the

most.

The FHFA should promote and support collaboration and alignment among different agencies in
terms of data collection and distribution, especially with regards to the geographic targets
defined for the affordable housing goals and for Duty to Serve purposes. An example on how to
align data collection strategies for geographic targeting is presented in CAP’s report A CRA To
Meet the Challenge of Climate Change.®* No indicators related to environmental justice and
climate change are currently included in the criteria adopted for the delineation of underserved
areas to guide the GSEs in meeting their location-based affordable housing goals. CAP’s report
offers a practical example of how race, income, and environmental and climate factors could be
incorporated into a set of revised criteria for geographic targeting purposes.®® The Environmental
Protection Agency (EPA) provides several environmental indicators at the census block group
level and other geographies through the Environmental Justice Screening and Mapping Tool

(EJScreen) and other portals.®® Indicators at the block group level can be aggregated at the
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census tract level for analysis purposes and for merging data coming from other sources, such as

U.S. Census Bureau’s American Community Survey and Home Mortgage Disclosure Act data.

We encourage collaboration with agencies such as the U.S. Geological Survey (USGS), among
others, in order to obtain elevation data across the United States. Elevation data are critical when
examining flooding risks, as floods are more likely to affect communities in low-lying areas.
Like land surface temperature, elevation data are usually provided in the form of satellite
imagery for small geographic areas that necessitate significant data processing and aggregation
in order to be later utilized in statistical and Geographic Information Systems (GIS) modeling. It
is important to have access to such data at the census tract level for the entire U.S. territory in
order to facilitate statistical modeling and GIS analysis. The FHFA should establish a research
unit that is responsible for the identification, processing, and standardization of climate data

coming from different sources, both public and proprietary.

The collection of climate data from multiple sources and coordination and consulting with other
agencies and stakeholders are of paramount importance for the assessment of climate risk in the
housing finance market, and for stress testing, scenario analysis, and geographic targeting. In
addition, the FHFA should increase transparency and disclosure, especially with regards to
prospective buyers. For instance, the FHFA should mandate the GSEs to measure and disclosure
the carbon footprint of each residential loan backed by the Enterprises and make it available in a

public, open-access database.

Institutionalize climate change as a priority for the GSEs and incentivize the types of
investment activities that reverse decades of environmental racism

The FHFA should institutionalize climate change as a corporate priority for the Enterprises. The
FHFA’s Strategic Plan and Annual Scorecard Assessments should reflect long-term and short-
term climate-related goals and objectives that the Enterprises would be required to meet.
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As discussed above, communities of color face critical challenges related to climate change and
environmental racism. It is very important for the FHFA to incentivize the types of investment
activities that reverse decades of environmental racism and promote economic stability, natural
disaster risk mitigation, and climate resilience in underserved communities of color. The FHFA
should ensure that the Enterprises comply with fair lending laws and prohibit harmful and

problematic products in order to avoid discriminatory outcomes.

Besides specifically targeting low-income communities of color that are vulnerable to climate
change and environmental racism, the FHFA should prioritize the types of activities that have the
strongest potential to advance community resilience in the most climate-vulnerable communities
without placing additional financial burdens on individual homeowners and communities. The
FHFA should also spread the risk across the Enterprises’ entire portfolio, rather than price it into
individual loans. The FHFA should encourage the development of energy-efficient and climate-
resilient homes — for example, through electrification, solar power, and other sources of clean
energy that reduce greenhouse gas emission — by revising the GSEs’ Duty to Serve requirements
and by providing incentives to lenders and housing providers while protecting consumers from
predatory and costly practices. Coordination between the FHFA and the Consumer Financial

Protection Bureau (CFPB) is crucial for borrower protection purposes.

The Multifamily Volume Cap represents one of the levers within the FHFA’s statutory and
regulatory framework that can be used to incentivize the GSEs to increase their focus on climate
change initiatives. Every year, the FHFA sets a volume cap for the amount of business that the
Enterprises can conduct in the multifamily housing market. When these caps were first
established, loans that met green standards were exempt from the volume cap. In 2019, however,
the green exemption was removed. CAP recommends that the green exemption is reinstated in
order for the Enterprises to ramp up the production of mortgage products that reward energy and

water efficiency.

Thank you for the opportunity to submit comments in response to the Climate and Natural

Disaster Risk Management RFI.
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Any questions regarding this comment letter or related issues should be directed to Michela

Zonta at mzonta@americanprogress.org.

Sincerely,

Michela Zonta, Senior Policy Analyst, Housing Policy, Economic Policy, Center for American

Progress
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