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Scenario: Federal Debt Crisis Sparked by Climate-Related Disaster Spending 
Paul Bodnar and Tamara Grbusic, Rocky Mountain Institute 

 
U.S. federal disaster recovery spending on climate-related disasters has risen dramatically in the 
last two decades and can be expected to increase non-linearly in the future. This note argues that 
escalating costs borne by the federal government could shake market confidence in the 
sustainability of U.S. debt levels, potentially triggering a sovereign debt crisis. 
 
An economic downturn caused by mounting climate-related fiscal pressures is not a far-fetched 
fantasy, but a realistic present-day scenario. In 2017, Congress approved a supplemental 
appropriations package of $136 billion for climate-related recovery (over 10% of the discretionary 
federal budget).  The Government Accountability Office (GAO) estimates that of the $430 billion 
the federal government spent on weather-related disaster recovery in 2005-2018, $226 billion was 
expended in the last two years alone. The National Oceanic and Atmospheric Administration 
(NOAA) calculates that the average annual number of disasters causing over $1 billion in damages 
doubled from 6.3 between 1980-2018 to 12.6 between 2014-2018.  
 
As bad as these figures are, they are projected to get even worse thanks to two factors: first, 
increasing absolute property losses due to more frequent and intense weather events, and second, 
a larger share of losses borne by the government as private insurance walks away from coastal real 
estate. The 2018 National Climate Assessment warns of more frequent heat waves, wildfires, and 
coastal flooding in the coming decades. The Union of Concerned Scientists estimates that over $1 
trillion worth of property will be at risk of chronic flooding by 2100. The Insurance Journal cites 
a study estimating $10 trillion at risk for residential and commercial properties located in more 
than 100 coastal counties of 18 eastern and Gulf Coast states. 
 
Some insurers already compare U.S. coastal real estate to junk bonds. Most property insurance is 
renewed annually, and private insurers will not hesitate to declare areas of the country uninsurable 
due to chronic storm damage and flooding. The ensuing sharp rise in uninsured losses would 
further strain already-indebted federal programs such as NFIP.  Fire presents similar risks: in 2018, 
the utility behemoth PG&E was forced to declare bankruptcy in the wake of California wildfires 
when its insurance policy of $1.4 billion paled in comparison to damages of up to $30 billion.  
 
These numbers become even more problematic when put in the context of rising fiscal pressures 
and escalating national debt. Most disaster relief spending has been approved by Congress as 
supplemental packages after the disasters have already happened, rather than being planned into 
the federal budget ex ante. Considering that in 2017 the supplemental disaster package added over 
10% to the planned federal discretionary budget, a non-linear increase in such spending would 
squeeze funding for other items such as national defense, education, health, and economic 
assistance. Non-discretionary spending (e.g., Medicare) would also face pressure.  
 
These trends could destabilize the one factor that allows the U.S. government to maintain and 
expand such colossal debt levels in the first place: its extraordinarily low cost of borrowing. The 
cost of servicing the nation’s $22 trillion in outstanding debt is just 9% of the annual $4.1 trillion 
federal budget. U.S. Treasuries have traditionally been considered the safest haven for investors, 
but there are signs that this is already changing. In 2011, S&P downgraded U.S. federal debt for 
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the first time in history from AAA to AA+, citing doubtful “long-term fiscal sustainability” and 
government’s questionable ability to maintain sustainable debt levels as reasons behind the 
downgrade. In their words, further downgrading is possible if “new fiscal pressures […] result in 
a higher general government debt trajectory than we currently assume in our base case.”  
 
Government debt burden as percentage of GDP that S&P forecast at the time of the downgrade 
has already been exceeded. Yet to fund climate disaster expenses of the magnitude described 
above, the federal government would have to significantly escalate its borrowing. There are signs 
rating agencies are increasingly focused on climate-specific fiscal pressures. Citing the recent 
acquisition by Moody’s of a climate data company, the New York Times wrote in July 2019: “The 
purchase is the latest in a series of moves by rating agencies to better account for the effects of 
climate change on the ability of governments to pay back the money they borrow by issuing bonds. 
Global warming can threaten that ability in a variety of ways […] Investors’ odds of citing climate 
change as important to the municipal bond market tripled between 2018 and 2019.”  
 
The more ratings agencies understand disaster recovery spending as a chronic and material part of 
federal outlays, the more they will consider them equivalent to non-discretionary spending to 
which credit ratings are especially sensitive. Credit downgrades driven by ballooning disaster 
spending projections could trigger a spiral into sovereign debt crisis.  To demonstrate its ability to 
maintain a sustainable debt load (including debt service), the government would need to cut 
discretionary spending, and the resulting austerity could easily push the economy into a prolonged 
recession. 
 
What can the government do to reduce its long-term exposure to climate-related disaster recovery 
expenditures? Reduce U.S. greenhouse gas emissions, of course. The prospect of a climate-
induced fiscal crisis should prompt the federal government to use its full arsenal of policy and 
spending tools to drive decarbonization of the global economy as quickly as possible.  In particular, 
the scenario outlined in this note provides a special case in favor of carbon pricing. The current 
debate about carbon taxes and fees should be balanced against the federal “climate disaster tax” 
that Americans are already paying – the equivalent of $1,000 per taxpayer in 2017 alone.1 In 
addition to driving emission reductions, a carbon tax would increase government revenues and 
lower the danger of credit rating downgrades. A portion could also be spent on adaptation and 
resilience, mitigating the size of disaster recovery outlays.    
 
Unfortunately, the decades-long time lag between carbon emissions reduction and climate impacts 
limits our ability to avoid costs in the short- and medium-term, and the U.S. share of global 
emissions is 16% and declining. But there is no doubt that aggressive action to reduce emissions 
worldwide under U.S. leadership can reduce the long-term exposure of today’s young Americans 
to future federal insolvency.  One important next step would be to model future federal disaster 
spending based on the latest projections from the National Climate Assessment and information 
on likely insurance industry decisions regarding property coverage under various scenarios.  

 
1 $136 billion in supplemental appropriations for climate-related recovery in 2017 divided by approximately 140 
million U.S. taxpayers. 
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