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When Climate Change Becomes a Credit Problem.

Climate change is now a credit issue for city and state governments vulnerable to extreme weather
events and natural disasters made worse by global warming. And that will make a complicated
problem a lot easier for people to understand, because it could hit them where they feel it: in their
wallets.

In a welcome but long overdue development, one of the world’s leading credit-rating agencies,
Moody’s Investors Service, announced recently that it would give more weight to climate change
risks in evaluating the creditworthiness of state and local governments.

Coming in the aftermath of hurricanes that severely damaged parts of Houston and much of the
United States Virgin Islands and Puerto Rico this year, the message from Moody’s was clear.
Governments must prepare for heat waves, droughts, flooding and coastal storm surges or face
credit downgrades that will make it more expensive for them to borrow money for public services
and for improvements in roads, bridges and other infrastructure.

That could mean higher taxes for the people who live in those communities. Even for governments
that act to reduce their exposure to climate risks, the costs of doing so “could also become an
ongoing credit challenge,” Michael Wertz, a Moody’s vice president, said.

And there are many communities in harm’s way: Just in terms of coastal flooding, for instance,
Moody’s reports that 43 percent of coastal homes in Georgia lie in floodplains vulnerable to
inundation; in Florida and Mississippi, the number is 38 percent; in Louisiana, 34 percent and in
Texas, 26 percent.

Credit agencies have been under pressure for years to give greater weight to the dangers posed by
climate change as they evaluate the risks of government bonds. As Moody’s put it: Climate change is
expected to increase the nation’s “exposure and vulnerability to a range of factors such as severe
heat, changes in precipitation patterns and rising sea levels.” And those factors, the rating agency
said, “are projected to drive an increased frequency of extreme weather occurrences, or climate
shocks,” like droughts, wildfires, flood and storms.

In short, Moody’s is making it clear that there is a potential climate risk bubble in which an extreme
weather event causes damages so catastrophic that taxpayers, insurers, lenders, states and
municipalities suffer damages or losses of hundreds of billions of dollars and local and state
government face downgrades in their credit worthiness, affecting their ability to borrow money.

This scenario isn’t outlandish. In Puerto Rico, it could cost up to $95 billion to pay for and repair the
damage caused by Hurricanes Irma and Maria. What if a storm of Maria’s ferocity had hit South
Florida dead on?

Smaller credit-rating and bond investor firms are already taking climate risks into account. But the
Big Three rating agencies (the other two are Standard & Poor’s and Fitch Ratings) have been slow to
take climate risks seriously.
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Perhaps Moody’s decision might also strengthen the hand of activist shareholder groups that
maintain fossil fuel-related industries may see their oil, coal and natural gas assets stranded below
ground as efforts to combat climate change ramp up.

Moody’s is trying to get ahead of the curve. The company and the other major credit-rating firms
badly missed the subprime housing bubble that helped push the economy into recession and were
widely criticized for it.

Now the agency is warning, “Long-term climate changes, including rising global temperatures and
sea levels, are forecast to drive increased extreme weather patterns and other vulnerabilities like
flooding that might put negative credit pressure” on municipalities and states.

Moody’s warnings go beyond the risks of coastal storm damage, more frequent and severe droughts,
wildfires and heat waves.

The company put it this way: “In addition to loss of life and threats to public health and safety, these
events present a multitude of challenges in the form of compromised crop yields, economic
disruption, damage to physical infrastructure, increased energy demand, recovery and restoration
costs, and the cost of adaptive strategies for prevention or impact mitigation. These challenges can
result in lower revenue, increased expense, impaired assets, higher liabilities and increased debt,
among other effects.”

As one of the Big Three credit rating agencies, Moody’s credit advice to individual and institutional
investors carries enormous weight in the lending and capital markets.

If the other major ratings agencies follow, the pressure will be on municipal and state governments
around the country to address the underlying climate risks they face or confront the very real
possibility that the costs of borrowing money will suddenly become a lot more expensive.

And that’s not something taxpayers will like.
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