
 How significant is the Paris climate deal? 

EB. The Paris Agreement marks a turning point 
in what has been a 20-year effort to tackle global 
warming. While a deeply divisive and top-down 
system led to the failure of the last major climate deal 
(the 1997 Kyoto Protocol), the Paris Agreement for the 
first time saw both developed and developing nations 
commit to curb emissions and limit global warming 
to “well below 2°C” from pre-industrial times. 

In the run up to the agreement, more than 180 
nations, responsible for more than 90 per cent 
of global emissions, had submitted detailed 
plans to reduce CO2 emissions. Companies have 
already pledged billions of dollars to spend on 
energy research and development according to 
Breakthrough Energy Coalition. They are looking 
for market-based mechanisms to reduce emissions, 
notably through global carbon pricing. The 
agreement’s provision to mobilise public finance 
(see Fig. 1) should encourage these companies 
to invest even more in the fight against climate 
change. To sum up, the road to Paris has been as 
significant as the accord itself and this universal 
deal is sure to accelerate the transition to a low-
carbon economy.

FIG. 1 – PARIS AGREEMENT - KEY POINTS FOR INVESTORS

High ambition
To hold the rise in global warming to a temperature that is 
less than 2 degrees above the pre-industrial level,  
and to pursue to limit the temperature increase to 1.5°C. 

New goal
Aim to cap greenhouse gas emissions  
“as soon as possible” and reach net zero emissions  
in the second half of the century.

Tracking progress
Require countries to monitor and 
report progress, and to renew emission reduction 
targets every five years.

Public funding
Requires rich nations to maintain a USD100 billion a year  
clean energy funding pledge beyond 2020 and use  
this figure as a “floor” for further support agreed by 2025.
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 Which industries are likely to be most affected  
by this agreement?

EB. Electric utilities, which account for almost 50 per 
cent of global energy-related emissions, are likely to 
be most affected, as well as carbon-intensive sectors 
such as oil, coal mining, transportation, construction 
and certain heavy industries. Within these industries, 
companies which can develop cleaner and more 
efficient technologies and products will be able to 
differentiate themselves and attract investment. 

Companies operating in alternative energy are also 
sure to benefit. The transition to a low-carbon economy 
did not begin in Paris, but the agreement will no doubt 
help accelerate this shift by signalling strong political 
will and a coherent framework. The decoupling of 
GDP growth from energy demand and CO2 emissions 
began in Europe 10 years ago and is starting in China. 
Renewable energy sources, which include hydro power, 
wind and solar, accounted for half of new capacity 
installations in 2015, and are expected to overtake 
coal by 2030 to become the largest source of power 
generation.1 The cost of renewable energy generation 
has declined in many parts of the world, thanks to 
economies of scale, technological breakthroughs and 
improved financing conditions. 

FIG. 2 – CLIMATE CHANGE, BY NUMBERS

1.02°C Global annual average surface temperature rise 
reached in 2015 against 1850-1900 average.* 

5.1 USD 
trillion

Finance requirement to deliver official carbon 
reduction targets.**

100 USD 
billion

Annual funding needed by 2020 to assist developing 
countries in tackling climate change

* Source: UK Met Office / ** Source: HSBC

 How can investors integrate climate change into 
their portfolios?

EB. Climate change is no longer confined to ethical 
investments. It has become an issue for all investors, 
especially those whose horizon is long term, because 
climate change represents both a material investment 
risk and a potential source of returns.

There are a number of ways for investors to take 
advantage of the transition to a low-carbon economy. 
Clean energy funds, of course, are a good source of 
diversification. Investors can also reduce the exposure 
of core portfolios to carbon-intensive sectors such as 
coal mining, unconventional oil and coal-fired power 
generation. Some investors prefer to take a more radical 
view and exclude fossil fuels completely. Fixed income 
investors can also reduce exposure to countries or 
regions that are most dependent on fossil fuels, and 
turn instead to green bonds.

1 International Energy Agency

The transition to a low-carbon economy is also 
generating demand for metrics designed to measure 
investors’ exposure to carbon intensive and cleaner 
assets. Carbon footprinting, which quantifies an 
investment portfolio's carbon intensity and it's carbon 
emissions is gaining importance. It remains a work-
in-progress, however, and further methodological 
improvements should make results comparable over 
time and between different investment strategies.

Research providers such as MSCI ESG, Trucost, 
InRate and South Pole Carbon have developed 
different metrics for institutional investors looking 
to understand, measure and manage carbon risks 
in their portfolios.2 Credit rating agencies such as 
Standard & Poor’s are beginning to explore the 
potential impacts of climate change on sovereign risk.

A more stringent regulatory environment should also 
help standardise the process. In this context, France’s 
new legislation requiring institutional investors to 
disclose the carbon footprint of their portfolios is a 
step in the right direction.

Climate change also forces investors to think about 
how vulnerable their portfolio might be to extreme 
weather events – be it a heat wave, a flash flood or 
drought. In the medium to long term, more volatile 
climate may continue to weigh on the insurance 
industry, which has already been hit hard by extreme 
weather events. The insurance industry’s weather-
related losses and damage have increased four times 
since the 1980s to around USD200 billion a year. 
Investors should also investigate the potential for 
increasing exposure to climate-resilient infrastructure, 
such as flood dykes and specialised real estate. 

2 http://www.iigcc.org/publications/publication/open-letter-to-finance-ministers-in-the-group-of-seven-g-7http:/
bit.ly/1FN1d3o
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An expert’s view: Laura Cozzi, a COP21 delegate and 
Deputy Head Directorate for Global Energy Economics at the 
International Energy Agency

The historic Paris Agreement will give fresh impetus to the 
fight against climate change and will have a transformative 
effect for all countries on the planet. It will help speed up the 
transformation of the global energy sector, which is currently 
responsible for two thirds of greenhouse gas emissions, by 
increasing the focus on energy efficiency and renewables. 

The role of fossil fuels will shrink, with the exception of gas 
– the cleanest of fossil fuels whose use should increase as it 
helps balance out intermittent renewable energy sources like 
solar and wind when the sun does not shine and the wind does 
not blow. 

With billions of dollars needed to make sure this transformation 
takes place, the Paris Agreement creates a clear framework 
that ensures investment will be channelled towards clean 
energy, energy efficiency and renewables. It also sets out a 
roadmap that defines the role of governments and should give 
the private sector confidence to invest.
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