
 

 

 

 

It Still Makes Financial Sense to Burn the Globe 

 

It still makes good financial sense to burn the globe, although we know that we will have to pay a 

steep price for it.  

Although the issue of climate change has long been taken into consideration by some investors, 

overall, the financial industry continues to view related risks as a long-term issue at best, with few, 

if any, implications for today’s decision-making. The question is, when will that change? 

The current collective complacency is reinforced by the financial sector’s short-term focus. The 

average time horizon for analysis of equities is one year; for bonds, it is up to three years. Longer-

term analysis is mostly done on the basis of past observations, which are of little use when it 

comes to assessing the impact of climate change.  

But the inability to price future risks could eventually force the industry to make rapid adjustments, 

impacting corporate and government balance sheets. This has led Mark Carney, Chair of the 

Financial Stability Board, to warn of a “Climate Minsky moment”, referring to the work of the 

Economist Hyman Minsky, whose analysis was used to show how banks overreached before the 

2008 crisis. We may be getting close. 

 

The impact of climate change can increasingly be seen by all of us, not only scientists. Its 

economic costs can increasingly be measured. Science can interpret the relationship between the 

causes of climate change and its effects on the natural environment, societies, and markets with 

ever greater accuracy.  

Economists have long recommended that putting a price on carbon high enough to influence 

decision-making would be the smartest way forward. This would accelerate market transformation 

towards clean energy and low carbon activities. But alas, despite some inroads made by the 

carbon-pricing movement since the 2015 Paris Climate Agreement, fiscal policies have hardly 

changed. They still favor the production and consumption of fossil fuels, which are estimated by 

the World Bank at about $ 1 trillion per year, twice as high as total investments in renewable 

energy.  

As long as policies, especially fiscal policies, fail to account for the cost of carbon, markets are left 

to their own devices. Traditional economic theory, which suggests that price signals reflect all 

available information, isn’t helpful in this case. Current market prices clearly do not account for the 

cost of carbon. They also ignore economic impact we know will materialize as climate change 

worsens.  
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In the absence of policy leadership and saddled with theories and tools that offer little help, the 

financial industry is struggling to come to grips with climate change, while at the same time 

competing in a world that has a strong focus on short-term results.  

Yet, despite these barriers, a fresh wave of activities aiming to integrate climate issues into analysis 

and decision-making is underway. New methods are being found to account for risks not 

traditionally covered by analysis, often with the help of big data and machine learning; new tools 

are being developed to better measure the sustainability performance of corporations; new 

instruments with a clear focus on climate are being launched; and collaborative efforts on research 

and engagement are on the rise. 

 

There’s the rapid rise of ESG (environmental, social, and governance) Investing, now covering over 

US$ 20 trillion. Plenty of empirical evidence has highlighted a clear link between corporate ESG 

performance and financial returns. By including ESG factors, investors can influence valuations, 

thus at least partly addressing the failure of market prices to account for externalities. ESG 

investing can act as a de-facto “soft divestment” by relocating capital on a massive scale in favor 

of cleaner and more future-proof investments.  

Insurance companies are getting serious about efforts to accelerate climate mitigation and 

adaptation. They are on are on the front lines dealing with the physical costs of climate change, 

which, according to MunichRe, last year broke yet another record of over $160 billion. 

 

There are also movements in the bond market, including climate bonds, which reached over $160 

billion in 2018. The share of green bonds in the overall bond market, estimated at about $100 

trillion, is still small but has shown rapid growth over the past few years.  

New tools to help overcome the problem of established economic theory and to address climate 

risks are also now available, or under preparation, to help asset owners whose fiduciary 

responsibility covers long time spans. Mercer produced a sophisticated scenario model for climate 

risks in 2015, and will shortly publish a sequel which will include an updated modeling, a risk factor 

analysis, and a physical risk assessment up to 2100. My own company, Arabesque, plans to roll out 

a “Temperature Score” tool that reveals the carbon footprint of companies.  

Climate change has also become a focus of shareholder resolutions. Shareholders have been 

challenging big polluters such as oil and gas companies to address climate risks, reduce emissions, 

and develop transition strategies to align strategies and operations with the Paris Climate Accord. 

Recent high-profile cases where companies responded to such resolutions include Shell and 

Chevron .  

Companies have started taking climate risks more seriously, as well, as it is becoming increasingly 

clear that the impact of climate is a potential threat to supply chains and operations. There are 

now a growing number of leading companies for whom decarbonization and emission 

measurements are becoming integral to their overall strategies and operations.  



This outburst of collaboration and innovation is bound to increase over time. The financial industry 

has a critical role to play, and not only in terms of funding the transition towards a low carbon 

future. It is also uniquely positioned to reveal and price the risks and opportunities of climate 

change. By so doing, the financial industry can encourage companies and policy-makers to do 

their part.  

In the end, all parts of the economy have to play along, and the most critical question at this 

juncture is indeed not whether, but when, policy-makers will catch up.  

 

Georg Kell is Chairman of Arabesque. 


