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This Talk
•Mostly an overview talk

•Mostly informed by research findings, complemented 
with some speculation (where evidence is not out yet)

•Heavily biased by my own work
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Climate change will
have a major impact 

on institutional 
investors! 

Institutional 
investors can (will?) 
have a major impact 
on climate change!  

Climate 
Change

Institut. 
Investors
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Agenda
1. The sky and the landscape

2. The good, the bad, and the ugly
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Potentially huge

REGULATORY 
(TRANSITION)

& 
PHYSICAL 
RISKS
ahead



Temperature Expectations of Institutional Investors
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Over what time horizons, if any, do you expect these risks to 
materialize? 
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Importance of Climate Risks for Institutional Investors
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Paris Agreement 
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Negative 
screening

Positive 
screening

Source: Banking Hub

Investment Strategies
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Bolton and Kacperczyk (JFE 2021)

….
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1 STD 
increase in 
SCOPE 1 
‐> 13‐bps 
increase in 
returns, 
1.5% 
annualized 



Ilhan, Sautner, and Vilkov (RFS 2021) 15

1 STD increase in a 
firm’s log industry 
carbon intensity 
(2.28) 
‐> increases
SlopeD by 0.014
or 10% of its SD



• ICCR
• PRI
• CDP
• TCFD
• IIGCC
• Investor Network on Climate Risks
• Climate Action 100+
• Ceres
• Global Investor Coalition on Climate Change
• Investor Group on Climate Change

Investor Coalitions



• Investor‐led initiative
• Focus on the world’s largest carbon emitters 
• 167 firms in 2020, responsible for about 80% of industrial emissions

• Supported by 500+ investors, USD 50+ trillion in assets, including Blackrock 
and StateStreet
• Investors commit to engagement with companies, in seeking to ensure they:  
• Take action to reduce greenhouse gas emissions in line with the Paris Agreement; 
• Implement a strong governance framework ‐> board accountability and oversight of 
climate change risks

• Enhanced corporate disclosure in line with the recommendations of the Task Force on 
Climate‐related Financial Disclosures (TCFD)

Climate Action 100+



• Founded in 2000, CDP (formerly Carbon Disclosure Project) collects on 
behalf of investors representing $100+ trillion in AuM climate‐related 
information through a questionnaire
• Carbon emissions, climate risk management, governance, risks and 
opportunities

• Carbon emissions data used as input for many ESG ratings
• Recently also surveys on water security and forests
• ~10,000 companies reported through CDP on climate change, water 
security and forests

CDP
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Hartzmark and Sussman (JF, 2019); effects also for Monringstar‘s Low Carbon Designation, see Ceccarelli, Ramelli, Wagner (2021) 21



How to Fight Climate Change?

Engagement
Divestment
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Effects of Divestment: Rare and small

Price change of FTSE 
4Good 
inclusion/exclusion is 
0.21% only
‐> Effect of divestment 
by ESG investors on the 
cost of capital is only 40 
bps

4%

7%

20%

23%

24%

25%

25%

26%

26%

29%

32%

34%

35%

38%

0% 5% 10% 15% 20% 25% 30% 35% 40%

Other

None

Divestment

Reducing stranded asset risk
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Shareholder proposals
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Analyzing stranded asset risk

Analyzing carbon footprint…

Berk and van Binsbergen (WP 2022)  Krueger, Sautner, and Starks (RFS 2020)  24



But more evidence is needed…

• Maybe need to look beyond divested/excluded firms 
• Some promising evidence by Becht, Pajuste, and Toniolo (2023)
• Divestment pledges that went viral have depressed share prices of 
all high carbon emitters, including those with no significant 
divestment
• Divestment induces investors to decarbonize their portfolios
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How to Fight Climate Change?

Engagement
Divestment
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The Good: Engagement

• Improves disclosure
•Reduces ESG / climate risk
•Reduces emissions

•… and more evidence exists
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Climate Risk Disclosure: Climate‐Conscious IO

(1) (2) (3) (4) (5) (6) (7) (8) (9)
Stewardship code IO 0.17** 0.64** 1.17**

(0.08) (0.28) (0.51)
High‐norms IO 0.30** 0.63** 1.00**

(0.13) (0.29) (0.45)
Universal owner IO 0.41*** 0.67*** 1.28***

(0.08) (0.20) (0.26)
Non‐stewardship code IO 0.04 ‐0.21 ‐0.38

(0.08) (0.30) (0.44)
Low‐norms IO 0.01 ‐0.10 ‐0.18

(0.11) (0.35) (0.51)
Non‐universal owner IO ‐0.15 ‐0.27 ‐0.62

(0.10) (0.31) (0.50)
Sample
Years
Controls Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry x Year Fixed Effects Yes Yes Yes Yes Yes Yes Yes Yes Yes
Country Fixed Effects Yes Yes Yes Yes Yes Yes Yes Yes Yes
N 35350 35350 31059 21312 21312 20716 21168 21168 20584
Adj. R‐sq. 0.291 0.291 0.290 0.252 0.251 0.249 0.304 0.303 0.301

2010‐2019 2011‐2016 2010‐2015

Scope 1 disclosure Climate risk disclosure Log(Climate disclosure score)

All  Firms All  Firms All  Firms

Ilhan, Krueger, Sautner, and Starks (RFS 2023) 28

1 STD increase 
in Stewardship 
code IO
‐> 3pp 
increase in the 
propensity to 
disclose 
emissions 
(12% of mean)



Climate Risk Disclosure: French Article 173 
Climate risk 
disclosure

(1) (2) (3) (4) (5)
Post Article 173 x High French IO 0.020** 0.021** 0.032** 0.078**

(0.009) (0.010) (0.014) (0.037)
Post Article 173 x French IO 1.379**

(0.540)
High French IO 0.059*** 0.059*** ‐0.007 0.074

(0.012) (0.012) (0.012) (0.052)
French IO 0.621

(0.445)

Sample All  Firms
All  Non‐

French Firms

All  Firms, 
Balanced 
Panel

All  Firms  
with French 
IO >3% All  Firms

Years 2013‐2017 2013‐2017 2013‐2017 2013‐2017 2013‐2016
Controls Yes Yes No Yes Yes
Industry x Year Fixed Effects Yes Yes No Yes Yes
Country Fixed Effects Yes Yes Yes Yes Yes
Year Fixed Effects No No Yes No No
Firm Fixed Effects No No Yes No No
N 17878 16835 13126 1113 14294
Adj. R‐sq. 0.302 0.295 0.784 0.485 0.257

Scope 1 disclosure

Ilhan, Krueger, Sautner, and Starks (RFS 2023) 29



Dependent variable:

Engagement success : Al l  
 M2 and 
above

 M3 and 
above Below M2

Al l
 M2 and 
above

 M3 and 
above Below M2

(1) (2) (3) (4) (5) (6) (7) (8)
Target x Post ‐0.090 ‐0.241** ‐0.793** ‐0.002 ‐0.051 ‐0.113** ‐0.433** ‐0.016

(‐1.22) (‐2.07) (‐2.58) (‐0.02) (‐1.51) (‐2.02) (‐2.61) (‐0.44)
Target 0.491*** 0.628*** 1.341*** 0.436*** 0.249*** 0.297*** 0.670*** 0.237***

(5.43) (4.51) (3.17) (4.11) (5.61) (4.37) (3.17) (4.45)
Post 0.196*** 0.270*** ‐0.186 0.170** 0.108*** 0.148*** ‐0.014 0.088**

(3.04) (2.78) (‐0.81) (2.13) (3.53) (3.06) (‐0.10) (2.48)
Model OLS OLS OLS OLS OLS OLS OLS OLS
Controls Yes Yes Yes Yes Yes Yes Yes Yes
Country fi xed effects Yes Yes Yes Yes Yes Yes Yes Yes
Industry x Year fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Obs . 26,082 10,263 1,852 15,819 26,082 10,263 1,852 15,819
Adj. R‐sq. 0.291 0.362 0.405 0.266 0.324 0.381 0.408 0.309

VaR  LPM  

ESG Engagement and Downside Risk

Results mostly originate from engagement over climate topics

Hoepner, Oikonomou, Sautner, Starks, and Zhou (WP 2022) 30



Climate Engagement Topics

        
Climate Change Subtopics  #  % 
Carbon strategy & risk management  51  28 
Carbon disclosure/reporting  48  27 
Carbon intensity reduction  45  25 
Stranded assets  10  6 
Others (methane, gas flaring)  25  14 
Total  179  100 

Hoepner, Oikonomou, Sautner, Starks, and Zhou (WP 2022) 31



Effect of Engagement on Incidents 

32

Dependent variable:
Downside risk measure:
Δ Downside RiskPre vs Post: All Large Small Large Small

(1) (2) (3) (4) (5)
Post ‐0.223* ‐0.329*** 0.134 ‐0.308*** ‐0.029

(‐1.87) (‐2.77) (0.88) (‐2.59) (‐0.21)
Model Poisson Poisson Poisson Poisson Poisson
Controls Yes Yes Yes Yes Yes
Country fixed effects Yes Yes Yes Yes Yes
Industry x Year fixed effects Yes Yes Yes Yes Yes
Obs. 4,439 2,222 2,217 2,272 2,167
Ps. R‐sq. 0.312 0.432 0.279 0.410 0.315

# E incidents
VaR LPM

Hoepner, Oikonomou, Sautner, Starks, and Zhou (WP 2022)



Big 3 Engagment and Emissions

Azar, Duro, Kadach, and Ormazabal (JFE 2022) 33
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The Bad

•Not enough investors engage
• There is too little action

35
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Legal action against management on climate‐risk issues

Voting against re‐election of any board directors due to climate‐risk
issues

Publicly criticizing management on climate‐risk issues

Questioning management on a conference call about climate‐risk
issues

Submitting shareholder proposals on climate‐risk issues

Voting against management on proposals over climate‐risk issues at
the annual meeting

Proposing specific actions to management on climate‐risk issues

Holding discussions with management regarding the financial
implications of climate risks

Addressing Climate Risks

Krueger, Sautner, and Starks (RFS 2020)



Too Little Action – Achieving Net‐Zero Targets

69% of focus 
companies have 
now committed 
to achieve net 
zero emissions 
by 2050 across 
all or some of 
their emissions

ClimateAction100+ 37
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The Ugly

•Greenwashing
• Fees
• ESG Ratings
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“The amount of 
“ESG assets” 
reported in its 
latest annual 
report, released in 
March, were 75 per 
cent below the 
€459bn it had said 
were “ESG 
integrated” a year 
earlier.”

“former BlackRock 
sustainability 
executive Tariq 
Fancy said ESG 
investing was little 
more than 
“marketing hype””
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More systematic evidence needed

42

• The European Supervisory Authorities 
(EBA, EIOPA and ESMA) published 
reports on greenwashing in the 
financial sector

• Evidence of widespread greenwashing 
across the financial system

• Most prone to greenwashing: Pledges 
about ESG targets (56% of 
respondents: (very) relevant, 4% 
irrelevant), net‐zero commitments, 
transition plans

• Channels: Marketing material, 
followed by product information and 
ESG ratings
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44Tesla kicked out of the S&P 500 ESG Index



Quiz: Which one is the ESG Fund?

Source: Lance Roberts, 2021 
45



ESG Fund Standard Fund

Source: Lance Roberts, 2021 
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ESG Fund Standard Fund
Abbildung: Lance Roberts, 2021 
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Fees (basis
points)

Product DifferentiationBlue: Broad ETFs (e.g., S&P1500)

Red: Specialized ETS (e.g., ESG)

Ben‐David, Itzhak, Franzoni, Kim, and Moussawi (RFS 2022) 48



Quiz: Is this maybe the “Ideal” ESG Fund?

Vanguard Energy Fund Investor Shares
49



50



ESG Ratings – Data Rewriting by Refinitiv
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ESG Ratings ‐ Rewriting and Stock Returns

52



ESG Data Providers ‐ Incentives
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What‘s the problem?

May undermine trust in the financial system (again)

Distrust in ESG products may lead to large ESG fund outflows, 
which can have large real effects on green firms

=> Capital reallocation required for the green transition will be 
impeded 
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Many important issues to address

• Measuring greenwashing
• Understanding the incentive structure of the ESG industry
• Understanding firm adaption policies (physical, insurance)
• Climate risks in the insurance sector (both sides of the balance sheet)
• Climate change mitigation and the housing sector
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