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An OECD study found that 90% of carbon 
emissions are “not priced at a level 
reflecting even a conservative estimate 
of their climate cost.” The carbon price, 
in this context, means the cost to the 
polluter through carbon taxes, energy use 
taxes, and the price of tradable emissions 
permits.

About 60% of emissions are not priced at 
all, and much of the rest are priced at less 
than $30 a tonne, which the OECD judges 
to be an inadequate estimate of the climate 
damage done. Road transport is the most 
likely sector to be subject to carbon prices, 
but it accounts for only a small proportion 
of total emissions

“Our world needs effective carbon rates 
now, before time runs out,” says Angel 
Gurría, Secretary-General of the OECD. 
Many organizations, including the World 
Bank, believe carbon pricing is essential if 
countries are to meet their climate goals.

Despite the lack of external carbon pricing, 
a growing number of companies are 
adopting internal pricing, according to a 
CDP report. Those in the US, Brazil, Mexico, 
India and Japan are among the most active 
in doing so. However, many businesses 
have no plans to price their emissions. 
“Companies not yet incorporating a price 
on carbon are at risk from having a too-
short business planning horizon,” CDP said.

Attempts to use market mechanisms to 
curb emissions have so far delivered mixed 
results (at best) – despite the fact that 
about 41 major countries now have carbon 
prices.

For instance, the market for UN carbon 
credits – which were introduced under the 
1997 Kyoto protocol – has been in a multi-
year slump, with prices currently 98% 
below their highs in 2008.

But there appears to be a renewed focus on 
getting carbon markets to function more 
effectively. Canada plans to introduce a 
national carbon price by the end of this 
year, while China intends to launch a 
national emissions trading market in 2017, 
which will be the world’s largest. 

“ ”
90% of carbon emissions are “not priced at a level reflecting 
even a conservative estimate of their climate cost. 
-OECD Study

CARBON MISPRICING
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http://www.bloomberg.com/news/articles/2016-07-15/canada-to-introduce-national-carbon-price-in-2016-minister-says
http://asia.nikkei.com/magazine/20161013-Asia-s-new-vanguard/Viewpoints/Craig-Hart-Doubts-swirl-over-China-s-carbon-trading-plan
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POLLUTION FEARS GROW
What happened? Reaction What next?

Further evidence emerged of the harmful 
effects of air pollution in 3Q. According 
to the WHO, airborne particulates kill 
3 million people a year globally – China 
alone accounts for 1 million of the deaths.
Research into pollution is revealing new 
dangers. One recent study identified a 
possible link with Alzheimer’s. Another 
says poor quality air may increase glucose 
intolerance, which is “a precursor of 
diabetes.” Toxic air has also been associated 
with an increase in road accidents, possibly 
because it impairs drivers’ mental capacity.

“What we are learning is, this is very 
bad,” said an official from the WHO, 
which published the first country-by-
country study of air pollution deaths this 
September. 

“Disgracefully – and illegally – we are still 
subjected to excruciatingly dirty air,” says 
ClientEarth, an environmental charity 
that uses legal action to try to force 
governments and companies to address 
environmental concerns. ClientEarth has 
just successfully sued the UK Government 
for failing to meet pollution targets.

One problem is that existing laws – 
including the US’ Clean Air Act – are not 
properly enforced, while monitoring is 
often patchy.

The WHO hopes that a better 
understanding of pollution will spur 
initiatives to tackle it. “Countries are 
confronted with the reality of better 
data,” it said. “Now there are no excuses 
for not taking action.”

But despite mounting public concern, 
there is little evidence to suggest that 
the problem will be solved any time soon 
– especially in the worst hit regions of 
South East Asia and the former Eastern 
bloc countries. The OECD estimates that 
the cost of air pollution – in terms of 
lower worker productivity, higher health 
spending, and lower crop yields – could 
exceed 1% of global GDP by 2060.

IN THE NEWS

GLOBAL AMBIENT AIR POLLUTION

Source: World Health Organization, 2016

 Annual mean ambient 
PM2.5 (µg/m3)
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http://www.nytimes.com/2016/09/21/well/live/air-pollution-is-linked-to-a-diabetes-marker.html?_r=0
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http://www.telegraph.co.uk/science/2016/10/03/air-pollution-could-be-to-blame-for-hundreds-of-traffic-accident/
https://www.theguardian.com/environment/2016/sep/27/more-than-million-died-due-air-pollution-china-one-year
https://www.theguardian.com/environment/2016/oct/17/morally-and-legally-the-uk-government-has-failed-us-on-air-pollution
https://www.theguardian.com/environment/2016/oct/17/morally-and-legally-the-uk-government-has-failed-us-on-air-pollution
http://www.clientearth.org/major-victory-health-uk-high-court-government-inaction-air-pollution/
http://www.huffingtonpost.com/entry/clean-air-act_us_57f7ad24e4b0e655eab38e8f
http://www.huffingtonpost.com/entry/clean-air-act_us_57f7ad24e4b0e655eab38e8f
https://www.theguardian.com/environment/2016/sep/27/more-than-million-died-due-air-pollution-china-one-year
http://www.marketwatch.com/story/air-pollution-will-kill-more-than-200-million-people-in-the-next-45-years-2016-08-15
http://maps.who.int/airpollution/
http://maps.who.int/airpollution/
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EXPLAINER

PARIS DEAL: CAN IT WEATHER THE POLITICAL CLIMATE?

When will the climate deal come 
into force? 

On November 4th this year, 30 days after the 
second and final threshold – that countries 
generating 55% of global emissions ratify 
the deal – was reached. The first threshold 
– having 55 signatory nations – was passed 
on September 21st.

Why was the deal ratified so 
quickly?

Partly because international leaders 
wanted to get the job done before the U.S. 
presidential election, for fear that – in the 
event of a Republican victory – Donald Trump 
would “make good on his campaign promise 
to blow it all up.” More broadly, the speed 
of ratification suggests a sense of urgency to 
act on climate change. As Secretary of State 
John Kerry noted, “we’ve got to move faster, 
because the rate of [climate] change is just 
so dynamic it’s scary.” 

Is there still public support for the 
deal? 

Groups representing major investors are 
certainly in favor of it. In August, 130 
institutions representing $13 trillion of 
assets called on governments to “accelerate 
investment in clean energy and [force] 
disclosure of climate-related financial risk.” 

The Paris Agreement will come into effect much sooner than many people expected. A move 
towards a cleaner-energy economy appears ever more likely, but investors should not expect 
an orderly transition.

However, with Brexit and the US elections 
dominating the news agenda, it’s fair to 
say that the climate deal has not been 
front-of-mind for many people since last 
December (see chart).

Will the commitments made in Paris 
be adhered to?

Countries are not allowed to pull out of the 
agreement for three years once it comes 
into effect, but the deal is far from “Trump-
proof” – or indeed safe from back-tracking 
by politicians in any of the other signatory 
countries (103 at time of going to press). 
That’s why the outcome of the US election 
matters. In contrast to her opponent, Hillary 
Clinton has voiced strong support for the 
Paris agreement and says countries must be 
held to their commitments. 

Why might governments fail to 
meet their promises?

First, the national targets are voluntary 
– enforced by peer pressure rather than 
international law – and an administration 
could simply not try to meet them. There 
may also be legal ways to pull out of the 
deal, at least in the US. A third reason to be 
cautious is that, as Danish academic Jorgen 
Olesen points out, “the politicians that 
agreed to this are not the ones that have 
to achieve the targets in the end.” Political 
sentiment could be radically different in five 
years’ time, let alone 10 or 20 years. Finally, 
and perhaps most crucially, many scientists 
think the targets are unachievable anyway.

How so?

There’s broad scientific consensus that the 
national commitments are not enough to 
restrict global warming to the target of 
1.5C above pre-industrial temperatures.  
A recent academic paper argues that – 
absent an immediate and dramatic cut 
in emissions – the only way to achieve 
this will be to extract CO2 from the 
atmosphere, which is wildly expensive and 
of “uncertain feasibility.” Simply put, many 
scientists don’t see it happening. According 
to Professor Oleson, “it’s too late to only 
think about mitigation. We probably need 
to adapt to a 3oC or 4oC world.” 

Source: Google Trends. Vertical axis indicates worldwide 
search activity relative to a peak level of 100.
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http://www.climatechangenews.com/2016/07/29/hillary-clinton-paris-climate-deal-must-be-enforced/
http://www.climatechangenews.com/2016/07/29/hillary-clinton-paris-climate-deal-must-be-enforced/
http://edition.cnn.com/2016/10/07/opinions/sutter-paris-agreement-ratification/
http://edition.cnn.com/2016/10/07/opinions/sutter-paris-agreement-ratification/
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What does this mean for the 
economy?

One UK politician eulogized this October 
that the Paris agreement “sets us on 
an irreversible trajectory on which all 
investment, all regulation and all industrial 
strategy must start to align with a global 
economy powered by 100% clean energy.” 
From an investment perspective, the reality 
is likely to be far more complicated and 
uncertain.

Why?

First, the starkly opposing stances of the 
candidates for the US presidency highlight 
that climate policy could shift abruptly – not 
only in the US, but in any signatory country 
(there are 193 signatories but only 102 have 
ratified it at the time of going to press.) 
Second, climate impacts are hard to predict 
and often very localized. Finally, even if 
you’re able to forecast political and climatic 
conditions correctly, you’ve still got the 
difficulty of working out how they are likely 
to influence asset prices.

Are we already seeing sustainability 
issues shape investment markets?

Increasing numbers of market participants 
seem to believe that sustainability factors 
influence asset prices. But the mistake 
some of them make is to underestimate the 
complexity of the resulting market dynamics. 
Take the coal industry, which has brought to 
its knees in 2015 partly on expectations that 
it will be all-but extinguished by regulation 
aimed at tackling climate change. Some 
investors had already written off the sector. 
Yet spot prices for the commodity have 
nearly tripled this year since China cut its 

output.

What are the implications for 
investment strategy?

The uncertainties that hang over the Paris 
agreement highlight that it’s dangerous 
to assume we are progressing inexorably 
toward a clean-energy future, and that the 
financial and economic implications are 
obvious and easily predictable. The speed 
with which the deal has come into force 
suggests that sustainability factors are likely 
to become increasingly influential on asset 
prices. But we think that will only make 
investors’ jobs harder.

www.sicm.com
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https://www.bloomberg.com/gadfly/articles/2016-05-10/coal-s-stranded-assets
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In May 2016... VW is dropped from the MSCI ACWI ESG index, a benchmark of companies with high ESG scores, primarily over governance concerns. 
Sustainalytics and Vigeo also rank the company well below its peers for governance. Most of VW’s environmental ratings are relatively high. 
Here’s what happened next.

Sept 18th VW admits using software 
to cheat emissions tests and is ordered by the 
US Environmental Protection Agency (EPA) 
to recall almost 500,000 vehicles. A few days 
later, the carmaker reveals the same software 
was installed on 11 million vehicles worldwide, 
starting in 2009.

Sept 21st VW’s share price falls 
by 23% to €132. By early October it had 
slumped to about €100. The violent price 
reaction “flummoxe[s]” some investors, US 
academics would later claim, arguing that 
“much of the information in the EPA notice 
was already in the public domain.”

Sept 23rd Nordea Asset Management bans its portfolio 
managers from buying any more of VW’s stock and bonds. The 
Norwegian institution later says that the scandal altered its 
perception of sustainable investing: “What has changed is we 
understand the materiality of [ESG] much more.” A year later, 
its prohibition remains in force.

Sept 23rd - October 3rd The 
US Justice Department launches a criminal 
investigation. Class-action lawsuits are filed in the 
US and Canada. Switzerland and Australia suspend 
sales of some VW models. France and Italy are 
among the nations to launch investigations.

October 4th VW’s woes quickly spread up its supply 
chain. Businesses dependent on the automaker see their 
share prices fall.

October 6th VW is dropped from the Dow Jones 
Sustainability Index.

October 15th VW says it will recall 8.5 million diesel cars across 
Europe. A week later, a poll reveals that two-thirds of Germans still trust 
VW and believe the scandal will be soon be forgotten.

October 28th VW announces its first quarterly loss for 15 years.

December 10th VW’s Chief Executive Matthias Mueller pins VW’s problems on 
a failure of governance and culture, saying: “There were weaknesses in our procedures, 
and we had an attitude of employees in middle management that was non-compliant.” 
VW announces plans to overhaul its corporate structure by early 2017, adding that “in 
future it will be very difficult to bypass our processes.” Some investors later say they 
were already avoiding the company. “Volkswagen had flagged on our system because of 
governance and labour concerns,” one told the FT (subscription required). 

January 4th The US Department 
of Justice brings a civil case against VW and 
accuses it of obstructing attempts by the EPA 
to get to the truth.

January 4th The 
US Department of Justice 
brings a civil case against VW 
and accuses it of obstructing 
attempts by the EPA to get to 
the truth.

January 13th VW 
meets the EPA and changes 
its strategy. Mueller tells the 
agency he will “completely 
overhaul VW’s legal approach 
and co-operate.” (subscription 
required)

March 15th Pension 
fund CalPERS is among almost 300 
institutional investors to sue VW for 
failing to “inform financial markets 
in a timely fashion about the risks 
associated with an investigation by 
U.S. environmental authorities,” the 
WSJ reports. The litigants demand 
over $3.5 billion in damages.

June 16th Volkswagen’s Insight Score, 
compiled by ESG rater TruValue Labs, remains 
almost 20 points below the auto industry 
benchmark.

June 28th VW agrees to a $15 billion 
settlement in the US, including $10 billion to buy 
back cars and compensate owners, $2.7 billion 
to go to regulators, and another $2 billion to be 
invested in clean technology.

July 18th New York, 
Maryland and Massachusetts 
launch new lawsuits against VW 
for violating state environmental 
laws and defrauding regulators. 

September 15th A group of 80 investors plan to sue VW for $2 billion. The 
litigants include BlackRock, State Street, CalSTRs, and Norway’s oil fund. They accuse the 
company of failing to disclose the scale and nature of the problem when executives first 
learned of it.

September 21st Academics at UC Davis claim a behavioral quirk of markets called 
an information cascade – which occurs when people ignore their own knowledge and follow the 
consensus – was the reason VW’s stock price initially failed to reflect the fact that some market 
participants knew something was awry with the company’s emissions tests. They add that the 
way auto-related securities trade changed after the scandal broke: the sector’s credit default 
swaps and equities now move synchronously, suggesting they’re adjusting more efficiently to 
new information.

September 30th  Despite 
the emissions crisis, VW reports 
that its global sales in the first three 
quarters of 2016 were 0.6% higher 
than in the same period in 2015. 
Strong sales in China more than offset 
declining sales in the US and Europe. 

September 2015

December 2015

March 2016September 2016

TIMELINE

VOLKSWAGEN: A QUESTION OF GOVERNANCE
One year on, the Volkswagen scandal offers a fascinating case study for sustainable investors. As well as highlighting the damage ESG 
risks can do to a business, it also reveals that markets can be curiously inefficient when it comes to pricing in sustainability factors.  
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Investor demand
CalPERS was among 45 institutional investors 
to call on US regulators to make companies 
report sustainability risks. “Voluntary reporting 
is a Swiss cheese – full of holes. Investors need 
mandatory reporting,” said the pension fund. See 
our paper on SASB for more on this topic.

Mandating sustainability disclosure
Chinese regulators say they will require businesses 
and issuers to be more open about ESG factors. “China 
is moving towards mandatory disclosure for listed 
companies and bond issuers,” said Ma Jun of the People’s 
Bank of China. Earlier this year, the US SEC launched a 
review of disclosure rules (see above), which includes 
proposals relating to sustainability disclosure. The 
comment period closed in July. Opponents of mandatory 
sustainability disclosure say it’ll lead to filings becoming 
too long and less useful.

WORLDVIEW

GREEN: THE NEW COLOR OF MONEY?
Changing attitudes toward sustainability are starting to impact almost every aspect of the global financial system. The third quarter 
of 2016 highlighted the rapid pace of development. But as G20 leaders noted at their September summit, green finance remains “at 
the margins of mainstream practice.”

France aims for green leadership
The French government is aiming 
to become the first to issue a green 
sovereign bond, part of a bid to 
establish national leadership in 
environmental finance. The securities 
are expected to be issued early in 
2017 and could amount to several 
billion euros. 

Getting the credit
Credit rating agencies are stepping 
up efforts to integrate sustainability 
into their services. Among recent 
initiatives, US-based S&P plans 
to launch two new tools: one for 
assessing green bonds, the other 
for conducting ESG evaluations of 
corporate issuers.

China leads, India follows
China has become the world’s largest issuer of 
green bonds, with $18 billion of issuance in the 
first seven months of this year. The volume of 
debt highlights in part the scale of the country’s 
environmental challenges.

India is following suit, with several green bond 
issuances of its own. The world’s first green 
Masala bond (a Rupee-denominated security 
issued overseas) was listed in London in July.

“Uninsurable swathes”
Speaking in Berlin this September, 
Bank of England Governor Mark 
Carney warned that “growing 
swathes of our economies could 
become uninsurable absent public 
backstops.” He called on the G20 
to seize a “historic chance to 
mainstream climate finance.” Key 
steps include improving climate-risk 
disclosure and creating a large, well-
functioning green bond market.

Capital idea
Japan’s MUFG bank sold the 
first green bond to count 
towards new bank capital 
requirements in September. 
The $500 million issuance has 
a 7-year term. According to 
the FT, the securities “tapped 
both the global hunger for 
yield and the rising interest 
in environmental finance.” 
(subscription required)

EU to change ESG rules
European policymakers intend to require 
occupational pension plans to consider 
ESG risks and disclose how they are 
doing so. Separately, The UK Pension 
Regulator has issued a new Code of 
Conduct which states that trustees have 
a fiduciary duty to consider ESG factors 
where they are material.

First eco-exchange
Luxembourg launched the world’s first platform for 
trading green financial instruments in September. Users 
of the Luxembourg Green Exchange must adhere to 
strict eligibility rules aimed at ensuring capital raised is 
directed toward green investments.  

Sources: Bank of England; Bloomberg: Blue and Green Tomorrow; Ceres; China Daily; Financial Times; Forbes; London Stock Exchange; Ministère de l’Environnement, France; 
PR Newswire / Standard & Poor’s; Sustainable Insight Capital Management; UK Sustainable Investment & Finance Association; UN Principles for Responsible Investment; US 
Securities and Exchange Commission
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RESEARCH EYE

Hansen, et al
Young People’s Burden: Requirement of Negative CO2 Emissions

A terrible legacy
The next generation will face enormous costs if we fail to act now on climate change, argues this study. It 
concludes that “continued high fossil fuel emissions sentence young people to either a massive, possibly 
implausible clean-up or growing deleterious climate impacts or both.”

World Bank
Poverty and Shared Prospertiy

Poverty: Some progress
About 800 million people worldwide lived in extreme poverty in 2013; that is, on less than $1.13 
a day. That’s 100 milllion fewer than a year earlier, despite sluggish global growth. However, more 
needs to be done to tackle inequality, say the authors.  

OECD
Effective Carbon Prices

The Price is Wrong
The OECD’s analysis of carbon pricing in 41 countries finds that prices are generally set far lower 
than the true climate cost of emissions. It introduces a new metric – the ‘carbon gap’ – to show the 
extent to which emissions are underpriced.

FCLT Global
Rising to the challenge of short-termism

Taking a short view
Companies are under more pressure than ever to deliver short-term results, this survey of business 
leaders suggests. Many bosses say that their strategic planning horizons are not long enough. But they 
add that much of the emphasis on the near-term comes from internal sources rather than shareholders, 
particularly C-suite executives and boards. 

Union Investment
Sustainable asset management by institutional investors

Sustainable Investors
Over 60% of European institutional investors take account of sustainability criteria in their 
investment decisions. But the picture is far from uniform: Scandinavian institutions are the keenest 
adopters of sustainable investment approaches; those in the UK and the Netherlands are least likely 
to take account of ESG factors. 
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THE QUARTER... BY THE NUMBERS

2018
Year by when US oil, gas and mining 
companies will be required to 
disclose how much they pay foreign 
governments

77
Number of suggestions included 
in the ‘Commonsense principles of 
corporate governance’ report

35
Number of campaigns by activist 
shareholders in 2016 through July. 
It’s the lowest level since 2012

21%
Average level of support for 
environmental and social proposals 
in proxy season

8.2 billion
Value of claims (in euros) registered 
against Volkswagen in German 
courts

 

300 million
Number of people in India affected by 
water shortages this summer

92% 
Percentage of the world’s population 
that lives in places where air quality is 
worse than WHO limits

50% 
Estimated average annual growth rate of 
the solar market in the coming decades

40% 
Percentage rise in Australian thermal coal 
prices since June
 
14 
Number of consecutive months of 
record global temperatures, as at June 
this year

2017
Date by which the UK government 
plans to ban microbeads in cleaning 
and cosmetics products

173 
Amount of food (in kg) thrown out 
by each European in 2012, with a 
value of €143 billion

100 
Number of UK companies who signed 
a voluntary slavery database. 12,000 
were asked to do so

68% 
Proportion of female workers in the 
asset management industry who 
have experienced sexist behavior

10 
Number of doses of antibiotics 
dispensed each year for every 
person in the world

Environmental Social Governance
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READING LIST

Moody’s 
Sustainable Investing Strategies 
Give Active Managers A Means to 
Stand Out 
(link - subscribers only)

CISL
Environmental Risk Analysis by Financial 
Institutions (link)

Principles for Responsible Investment
Annual Report (link)

Carbon Clean 2000
Investing in a Clean Energy Future (link)

New Climate Economy 
The Sustainable Infrastructure 
Imperative 
(link)

Asia Investor Group on Climate 
Change 
Investing for the Climate in Asia
(Link)

World Bank 
Drug-resistant infections: A threat to 
our economic future 
(link)

ISS 
Impact of Disclosure Regulation on 
Forced Labour 
(link)

Once climate change becomes a clear and present danger to financial stability it may already be too late to 
stabilise the atmosphere at two degrees. 

–Mark Carney, Governor of the Bank of England, Chair of the Financial Stability Board“

“QUOTE OF THE QUARTER
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