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ABSTRACT 

 

Financial markets increasingly face material risks from climate change both physical (extreme weather, sea-level 

rise) and transition (policy, technology, market shifts). This paper reviews the evolution of climate-risk disclosure 

practices in financial markets, synthesizing regulatory guidance, voluntary disclosure initiatives, investor-led 

requests and academic evidence on disclosure drivers and market effects. Using institutional and reporting data 

(notably Carbon Disclosure Project (CDP) surveys and major regulatory guidance), the paper documents three 

broad trends: rising corporate participation in voluntary reporting platforms, uneven quality and comparability of 

disclosures and increasing investor pressure that began to translate into measurable changes in corporate practice.  

We analyze the implications for market transparency, asset pricing and financial stability and discuss the limits of 

voluntary self-reporting compared with mandatory approaches. The paper concludes with policy recommendations 

for regulators, investors and firms to improve the usefulness of climate-related financial information emphasizing 

standardized metrics, scenario analysis and verification and suggests an agenda for future empirical research. All 

data and evidence cited are drawn from sources published through 2015. 
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INTRODUCTION 

 

Climate change is not only an environmental or policy problem; it is a financial one. As climate-related physical events and 

the global transition to a low-carbon economy accelerate, firms and financial institutions face risks that can affect cash 

flows, asset values and the stability of financial markets. Investors and regulators therefore require better information about 

these risks to make efficient allocation and stewardship decisions. This paper examines how climate-risk disclosure in 

financial markets, the empirical evidence about drivers and market consequences of disclosure and the implications for 

policy and market practice. The scope is deliberately capped at evidence available: this allows focus on the formative era in 

which voluntary disclosure initiatives (notably the Carbon Disclosure Project, investor networks and early regulatory 

guidance) shaped practice, but before a wave of policy standardization that accelerated in later years. Key sources used 

include CDP global reporting data, regulatory guidance (e.g., the U.S. SEC’s 2010 interpretive release), and academic 

studies of disclosure effects.  

 

 2. Background: frameworks and actors  

 

To understand trends in disclosure we must outline the main frameworks and actors: 

Voluntary disclosure platforms. The Carbon Disclosure Project (CDP) was the dominant investor-requested disclosure 

platform, collecting standardized questionnaires from thousands of companies and publishing scores for disclosure 

completeness and quality; CDP reporting by major companies had risen markedly by mid-decade.  

 

Investor pressure and initiatives. Institutional investors (asset managers and owners) used shareholder engagement and 

sign-on letters to press firms for climate-related information. The Principles for Responsible Investment (PRI), investor 

coalitions and major asset owners framed investor demands that encouraged disclosure. Evidence on policy and investor-

led consequences of disclosure regulation was emerging by 2015.  

 

Regulatory guidance. In the U.S., the Securities and Exchange Commission issued an interpretive release in 2010 clarifying 

that existing disclosure rules (e.g., MD&A, risk factors) might require climate-related information where material pushing 

climate risk into mainstream disclosure channels even without a new mandatory standard. European and other national 

regulators issued similar guidance or consultations in the same period.  These actors together shaped the baseline disclosure 

landscape: increasing quantity of reported information, but considerable variation in form, depth, and reliability. 
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LITERATURE REVIEW 
 

Academic and practitioner literature examined three related questions: (1) What explains variation in company disclosure? 

(2) Does disclosure affect market outcomes? (3) What is the role of regulation and investor pressure? 

 

1. Determinants of disclosure. Studies found that disclosure likelihood and depth correlate with firm size, industry carbon 

intensity, ownership structure and exposure to regulatory or stakeholder pressure. Firms in high-emission sectors (energy, 

materials, utilities) and larger firms were more likely to respond to CDP and to provide richer information. Institutional 

ownership and investor engagement were positively associated with disclosure activity.  

 

2. Market effects of disclosure. Early empirical work offered mixed evidence. Some studies suggested markets did react to 

disclosure, pricing in demonstrated risk-management capabilities or exposing previously hidden liabilities; others showed 

limited immediate effects, pointing to measurement problems and limited comparability of voluntary reports. Cross-country 

work and natural experiments on mandatory reporting regimes offered tentative evidence that improved disclosure can 

influence investor behavior and firm valuation.  

 

3. Regulation v/s voluntary reporting. A debate existed in the literature whether voluntary investor-led disclosure (e.g., 

CDP) could deliver comparable benefits to formal mandatory frameworks. Several scholars argued that voluntary 

mechanisms spur innovation and early adoption, while others highlighted the limits of voluntary disclosure in achieving 

consistent, comparable data for capital markets. There was growing interest in hybrid approaches voluntary guidance with 

regulatory backstops.  

 

 4. Data overview and methods  
This paper synthesizes descriptive statistics and qualitative evidence reported by the CDP (global and regional 2015 

reports), key regulatory releases (notably the SEC 2010 interpretive release) and peer-reviewed literature. Where CDP 

scores and response rates are cited, they reflect the situation as summarized in CDP’s 2015 publications and related 

corporate reporting analyses. Regulatory and policy descriptions rely on primary agency documents (SEC release 2010). 

Academic results cited are from studies published through 2015 or chapters summarizing research up to that date.  

 

Methodologically, the paper uses a narrative-synthesis approach: (i) report aggregate trends in response rates and disclosure 

scores from CDP; (ii) summarize empirical findings in the literature on drivers and outcomes of disclosure; (iii) integrate 

insights into implications for market functioning and policy. 

 

 5. Empirical trends  
Drawing on CDP’s 2015 reports and corroborating sources, three empirical trends stand out: 

5.1 Rising participation in investor-led disclosure platforms. An increasing number of large public firms submitted CDP 

responses and investor signatories to CDP continued to grow. The spread of CDP-style questionnaires improved coverage 

of emissions data and management practices among large listed firms, especially in developed markets. Nevertheless, many 

small and medium firms and firms in certain emerging markets remained under-represented.  

 

5.2 Variation in disclosure quality and comparability. CDP scoring revealed substantial variation: some firms provided 

complete, quantified emissions inventories and scenario analyses, while others offered narrative, qualitative statements. 

Differences in accounting boundaries (what counts in Scope 1/2/3), data assurance practices, and the absence of 

standardized scenario-analysis templates limited cross-firm comparability. 

 

5.3 Growing investor and regulatory attention but limited mandatory reporting. Investor pressure was increasingly effective 

at eliciting disclosures, yet formal mandatory disclosure regimes specifically targeted at climate risk remained rare. The 

SEC’s 2010 interpretive release signaled that material climate risks should be disclosed under existing securities laws, but it 

did not create a new mandatory climate-specific standard; similar approaches were evident elsewhere (guidance, Q&A 

documents) rather than prescriptive requirements.  

 

These trends imply that markets were better informed than a decade earlier, but still lacked the standardized, audited and 

fully comparable climate-related financial metrics that would make disclosures fully actionable for broad capital-allocation 

decisions. 

 

 6. Implications for markets, pricing, and financial stability 
From the observed trends we can draw several implications: 
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6.1 Information asymmetries remain significant. The uneven quality and inconsistent boundaries of voluntary reports mean 

investors still faced substantial information asymmetry when assessing firms’ climate exposures. This reduces market 

efficiency and can produce mispricing of climate-related risks. 

 

6.2 Asset-pricing implications are context dependent. Where disclosure reveals concrete, material liabilities (e.g., stranded 

assets in high-carbon sectors or quantified physical-risk exposures), pricing effects can be significant. However, the limited 

comparability and sparse use of forward-looking metrics (like scenario analysis) diminished the immediate price impact for 

many firms. Academic evidence supports heterogeneous pricing effects tied to disclosure quality and materiality.  

 

6.3 Implications for financial institutions and systemic risk. Banks and insurers that underweight climate exposures risk 

capital misallocation and potential concentration of climate-sensitive assets. Although full systemic stress from climate 

risks was not yet evident, regulators and central banks had begun to flag financial-sector vulnerabilities and to encourage 

better risk reporting practices. The lack of mandatory, standardized disclosures complicated macroprudential assessment.  

 

7. Policy and market practice recommendations  

 

Based on the evidence available, the following recommendations are plausible and practical: 

 

1. Move toward standardized, materiality-based disclosure metrics: Standardized metrics (e.g., consistent treatment of 

Scope 1/2/3 emissions, common scenario parameters) would improve comparability while respecting materiality principles. 

 

2. Encourage verified reporting and assurance: Third-party assurance over key quantitative metrics (emissions, financial 

impact estimates) would raise confidence among investors. 

 

3. Require forward-looking climate information for material exposures: Where climate risk is material, require disclosures 

that include scenario analysis and description of management strategies (consistent with the SEC’s emphasis on MD&A 

and risk factors where material). 

 

4. Support capacity-building for smaller firms and emerging markets: Investor-focused platforms can expand outreach and 

lower reporting burdens for smaller companies, improving coverage. 

 

5. Integrate disclosure into supervisory workflows for financial institutions: Regulators and supervisors should use 

disclosure data to inform stress-testing, capital assessments, and macro prudential surveillance.  

 

8. Limitations and research agenda 

 

This paper synthesizes evidence available; important limitations include: 

 

Data heterogeneity: CDP and voluntary disclosures vary in scope and assurance; cross-study comparisons are constrained. 

 

Causality challenges: Is better disclosure causing market outcomes, or are better-performing firms more likely to disclose? 

Empirical identification is difficult and was actively debated. 

 

Evolving policy landscape: Because policy developments after 2015 (e.g., later standardization efforts and the Task Force 

on Climate-related Financial Disclosures launched in late 2015/2016) materially changed the disclosure environment, the 

conclusions here are most relevant for the pre 2016 era. 

Future research (post-2015 focus) should exploit natural experiments from regulatory changes, examine the role of 

assurance and measure the systemic implications of improved disclosure in stress testing frameworks. 

 

CONCLUSION 

 

Climate-risk disclosure in financial markets had become significantly more prominent: investor-led platforms like CDP 

expanded coverage, regulators (notably the SEC) clarified that material climate risks fall within existing disclosure 

obligations and academic evidence began to document heterogeneity in disclosure drivers and market effects. But voluntary 

disclosure alone had limitations particularly in comparability, verification and forward-looking content leaving room for 

standardized, materiality-focused regulatory and market responses. Enhancing the quality and comparability of climate-

related financial disclosures (through standardized metrics, assurance and integration into supervisory processes) is a 

necessary step to allow markets to price climate risk more accurately and to support resilient financial systems. 
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