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Why GAO Did This Study

Climate change is expected to have
widespread economic impacts and
pose risks to investments held by
retirement plans, including the federal
government’s TSP. As of November
2020, TSP had 6 million active and
retired federal employee participants
and nearly $700 billion in assets. GAO
was asked to examine how the agency
that oversees TSP has addressed its
exposure to such risks.

This report examines (1) what is known
about retirement plans’ exposure to
climate change-related investment
risks, (2) what comparable retirement
plans in other countries have done to
address risks from climate change and
how they communicate this information
to the public, and (3) what steps FRTIB
has taken to address investment risks
from climate change.

GAO reviewed relevant literature and
interviewed representatives from
investment consulting firms and other
stakeholders knowledgeable about
climate change and its possible
financial impacts. GAO reviewed
documents and interviewed officials
from selected retirement plans for
public- and private-sector employees in
the United Kingdom, Japan, and
Sweden identified as examples of
plans that are addressing climate risks.
GAO also reviewed TSP documents,
and interviewed FRTIB officials.

What GAO Recommends

GAO recommends that FRTIB
evaluate TSP’s investment offerings in
light of risks related to climate change.
FRTIB did not indicate whether it
agreed or disagreed with the
recommendation and stated that it
subscribes to a strict indexing
discipline and efficient market theory.

View GAO-21-327. For more information,
contact Tranchau (Kris) T. Nguyen at (202)
512-7215 or NguyenTT@gao.gov.
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Federal Workers’ Portfolios Should Be Evaluated For
Possible Financial Risks Related to Climate Change

What GAO Found

Retirement plans’ investments, including those of the Thrift Savings Plan (TSP)
for federal employees, could be exposed to financial risks from climate change,
according to GAQ's literature review and interviews with stakeholders
knowledgeable about climate change and financial markets. Stakeholders said
climate-related events, from natural disasters to changes in government policy,
are expected to impact much of the economy and thereby investment returns
(see figure). Retirement plans can assess their exposure to these risks by
analyzing the potential financial performance of holdings in their portfolios under
projected climate change scenarios.

How Climate Change Could Impact Retirement Plan Investments

Risk exposure

Economic losses
(e.g., cost of damaged
infrastructure)

Stranded assets
(e.g., devaluation
of carbon holdings)

Inaccurate valuation
(e.g., assets not
reflecting cost
of carbon)

Physical Risks Transition Risks

More frequent and severe
adverse natural events

Changes made in response
to climate change issues

Droughts
Heat waves and wildfires
Floods (inland and coastal)

New technology
Climate policy shifts
Consumer preferences

Source: GAO analysis of reports from Mercer and Task Force on Climate-related Financial Disclosures (TCFD). | GAO-21-327

GAO reviewed retirement plans in the United Kingdom, Japan, and Sweden that
had taken steps to incorporate climate change risks into their plan management.
Officials from these plans described using engagement—such as outreach to
corporate boards—to encourage companies in which they invest to address their
financial risks from climate change. Officials had taken other steps as well, such
as incorporating climate change as a financial risk into their policies and
practices. Officials communicate information on climate-related investment risks
through public disclosures and reports.

The agency that oversees TSP, the Federal Retirement Thrift Investment Board
(FRTIB), has not taken steps to assess the risks to TSP’s investments from
climate change as part of its process for evaluating investment options. Officials
told us that they use a passive investment strategy and do not focus on risks to a
specific industry or company. FRTIB is required by statute to invest TSP’s funds
passively, however, it has previously identified and addressed investment risks.
For example, in the 1990s, FRTIB reviewed its investment policies and
recommended adding an international equities fund and a small- and medium-
capitalization stock fund, both passively managed, to incorporate classes of
assets that it determined were missing from TSP’s investment mix. Stakeholders
in the financial sector, including an advisory panel to a federal financial regulator,
have stated that it is important to consider the investment risks from climate
change. Evaluating such risks is also consistent with GAO’s Disaster Resilience
Framework. Taking action to understand the financial risks that climate change
poses to the TSP would enhance FRTIB’s risk management and help it protect
the retirement savings of federal workers.
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