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Sustainable finance refers to the process of taking environmental, social and governance 
(ESG) considerations into account when making investment decisions in the financial 
sector, leading to more long-term investments in sustainable economic activities and 
projects.

Environmental considerations might include climate change mitigation and adaptation, as 
well as the environment more broadly, for instance the preservation of biodiversity, 
pollution prevention and the circular economy.
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Sustainable Finance
Definitions
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Social considerations could refer to issues of inequality, inclusiveness, labour relations, 
investment in human capital and communities, as well as human rights issues. 

The governance of public and private institutions –including management structures, 
employee relations and executive remuneration –plays a fundamental role in ensuring the 
inclusion of social and environmental considerations in the decision-making process.

https://finance.ec.europa.eu/sustainable-finance/overview-sustainable-finance_en

Sustainable Finance

ESG
The S and the G

https://finance.ec.europa.eu/sustainable-finance/overview-sustainable-finance_en
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ESG Criteria

https://www.all4inc.com/4-the-record-articles/esg-and-what-it-means-to-businesses/

https://www.all4inc.com/4-the-record-articles/esg-and-what-it-means-to-businesses/
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Ethics, Morals, Politics, Religion, Values

(March 2022)

(www.gov.uk, Oct 2021)

Sustainable Finance

http://www.gov.uk/
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Intergovernmental Panel on Climate Change
Geneva –Established by WMO and UNEP in 1988

https://www.ipcc.ch/report/sixth-assessment-report-cycle/

https://www.ipcc.ch/report/sixth-assessment-report-cycle/
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C.1 […] Without a strengthening of policies beyond those that are implemented by the end 
of 2020, GHG emissions are projected to rise beyond 2025, leading to a median global 
warming of 3.2 [2.2 to 3.5] °C by 2100 (medium confidence). 

E.4 […] Many regulatory and economic instruments have already been deployed 
successfully. Instrument design can help address equity and other objectives. These 
instruments could support deep emissions reductions and stimulate innovation if scaled 
up and applied more widely (high confidence). 

Sustainable Finance

Headline Statements –AR6, WG III 
Excerpts

Economics
https://report.ipcc.ch/ar6wg3/pdf/IPCC_AR6_WGIII_HeadlineStatements.pdf

https://report.ipcc.ch/ar6wg3/pdf/IPCC_AR6_WGIII_HeadlineStatements.pdf
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https://ourworldindata.org/grapher/
annual-co-emissions-by-region
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Annual CO2 Emissions

https://ourworldindata.org/grapher/annual-co-emissions-by-region
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https://openknowledge.worldbank.
org/handle/10986/37455

Sustainable Finance

https://openknowledge.worldbank.org/handle/10986/37455
https://openknowledge.worldbank.org/handle/10986/37455
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State and Trends of Carbon Pricing 2022 
68 Carbon Pricing Instruments (CPIs)

“My factory operates in a 
very business-friendly 
environment.”

IMD participant from a deep 
red U.S. state December 2022
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Carbon Pricing Instruments
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https://www.bafu.admin.ch/bafu/en/h
ome/topics/climate/info-
specialists/reduction-measures/co2-
levy/redistribution.html

Sustainable Finance

CHF 61.20
Redistribution in 2023

https://www.bafu.admin.ch/bafu/en/home/topics/climate/info-specialists/reduction-measures/co2-levy/redistribution.html
https://www.bafu.admin.ch/bafu/en/home/topics/climate/info-specialists/reduction-measures/co2-levy/redistribution.html
https://www.bafu.admin.ch/bafu/en/home/topics/climate/info-specialists/reduction-measures/co2-levy/redistribution.html
https://www.bafu.admin.ch/bafu/en/home/topics/climate/info-specialists/reduction-measures/co2-levy/redistribution.html
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Production vs. Consumption (CO2 not CO2e) 
Carbon Leakage
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Country Rankings
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https://www.weforum.org/agenda/2022/12/cbam-the-new-eu-decarbonization-
incentive-and-what-you-need-to-know/Sustainable Finance

Carbon Border Adjustment System 
EU CBAM

https://www.weforum.org/agenda/2022/12/cbam-the-new-eu-decarbonization-incentive-and-what-you-need-to-know/
https://www.weforum.org/agenda/2022/12/cbam-the-new-eu-decarbonization-incentive-and-what-you-need-to-know/
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Climate change is a global problem that needs global solutions. As the EU raises its own 
climate ambition, and as long as less stringent climate policies prevail in many non-EU 
countries, there is a risk of so-called ‘carbon leakage'. Carbon leakage occurs when 
companies based in the EU move carbon-intensive production abroad to countries where 
less stringent climate policies are in place than in the EU, or when EU products get 
replaced by more carbon-intensive imports.

The EU’s Carbon Border Adjustment Mechanism (CBAM) is our landmark tool to put a fair 
price on the carbon emitted during the production of carbon intensive goods that are 
entering the EU, and to encourage cleaner industrial production in non-EU countries.

Sustainable Finance

EU CBAM
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Difficult to Implement
First Phase Starts with Six Sectors
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CXO from an IMD client in a Zoom discussion (Spring 2022): 

Should the EU really implement CBAM, then we will see the 
golden decade of stainless steel in Europe. 

Participant from the Middle East in Strategic Finance 2 (October 2022):

If the EU attempts to implement CBAM, then we will sue 
them at the WTO.

Sustainable Finance

Mixed Reactions
IMD Clients
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Sustainable Finance

Blackrock on the Risk of Climate Change
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AT THE HUB OF TRANSITION
Through lending and capital market activities, it is easy to see how the financial industry 
can either facilitate or hinder the transition to a low-carbon economy. If an unpredictable 
and catastrophic climate event were to occur—a so-called green swan—it could trigger a 
financial crisis that would affect the value of virtually every financial asset. But even less-
extreme events can have major impacts through a range of physical, transitional and 
liability risks, including stranded assets, bad loans and lost asset value.

Sustainable Finance

Green Swan
1. FINANCIAL SERVICES:
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Stranded Assets (Definition of the Int’l Energy Agency)
Investments which have already been made but which, at some time prior to the end of 
their economic life, are no longer able to earn an economic return.

Examples: Palm oil land, coal plants, and many more

Transition Risk 
Moving towards a less polluting economy means that some sectors of the economy face 
big shifts in asset values or higher costs of doing business.

Transition Risk 

Sustainable Finance



22

More than two thirds (76 per cent) of 
unplanted concessions in Indonesia and 15 per 
cent of the country’s current concessions, 
including land farmed by smallholders, could 
be stranded assets by 2040, as efforts to end 
tropical deforestation ramp-up in a bid to 
comply with the Paris Agreement to slash 
carbon emissions to stave off climate change.

Climate Action and Palm Oil

https://www.eco-business.com/news/indonesian-palm-oil-faces-risk-of-
stranded-assets-due-to-climate-action/?sw-signup=true, August 2021

Sustainable Finance

https://www.eco-business.com/news/indonesian-palm-oil-faces-risk-of-stranded-assets-due-to-climate-action/?sw-signup=true
https://www.eco-business.com/news/indonesian-palm-oil-faces-risk-of-stranded-assets-due-to-climate-action/?sw-signup=true
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Global Warming and Carbon Budgets

Sustainable Finance
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“Its move is the biggest recognition yet among the largest oil and gas 
players that tens of billions of dollars worth of investment could be 
rendered uneconomic as the world pursues the Paris climate goals.”

https://www.ft.com/content/2d84fc23-f38d-498f-9065-598f47e1ea09, June 15, 2020

Asset Impairment

Sustainable Finance

https://www.ft.com/content/2d84fc23-f38d-498f-9065-598f47e1ea09
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BP changed long-run oil price outlook from $70 to $55 a barrel

Implications:
Resources in Canadian oil sands and ultra-deep-water wells off 
Angola are no longer economical

Assets: really written off or company gaming its accounting?

Example: 
Assets Becoming Worthless

Sustainable Finance



EU Gas Imports vs. Import Capacity
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Stranded Assets 

Global Energy Monitor, February 2020

EU is set to spend more than 
EUR 100 billion to expand 
import capacity by a third

Sustainable Finance
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Sustainable Finance

Loan Exposure to Fossil Fuel Companies

https://www.ft.com/content/816509a2-4d09-44cd-b358-bd657bc9c52b?desktop=true&segmentId=7c8f09b9-9b61-4fbb-9430-9208a9e233c8
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In our view, one of the biggest risks that investors face is that financial markets 
are not pricing in the effects of policy responses to climate change fast enough.

Five Sectors That Cannot Escape Climate Change, Morgan Stanley, Portfolio Allocation Trends & Highlights, Feb 2020

Transition Risk and Financial Markets

Sustainable Finance
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Blackrock on the Risk of Climate Change
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Levelized Cost of Energy (LCOE)

LCOE includes
• Initial investment 
• Operations & maintenance 
• Cost of fuel
• Cost of capital

Sustainable Finance
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Innovation Leads to Lower LCOE

Sustainable Finance
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Credibility Gap: Executives vs. Employees



Challenging what is
and inspiring what
could be.

We develop leaders 
who transform 
organizations and 
contribute to society.

My job as an academic is not to be right as 
much as to catalyze a discussion that helps 
craft better solutions. If the previous sentence 
sounds like a cheap effort to smear Vaseline 
over the lens of all the stupid things I say, trust 
your judgment.

(Scott Galloway, NYU Stern)
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Thank  You

Sustainable Finance
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IMD Poll 2021
Most Important Trends
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IMD Poll 2022
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Confirmation of IMD Findings
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The “tragedy of the horizon” is that the horizon of the normal business cycle is 
measured in [just a few] years, the political cycle — a four-year political cycle. 
Regulators, central banks, often look out two or three years. All of those horizons 
are shorter than the horizon over which the truly catastrophic impacts of climate 
change that are building today will be [made] manifest.

Former Bank of England Governor Mark Carney
https://www.greenbiz.com/article/mark-carney-how-we-get-finance-act-climate

Sustainable Finance

Tragedy of the Horizon

https://www.greenbiz.com/article/mark-carney-how-we-get-finance-act-climate


38

https://connect.sustainalytics.com/esg-spotlight-the-state-of-pay,
Sustainable Finance

Where Are The Incentives
Not Enough ‘E’, Not Enough ‘G’

https://connect.sustainalytics.com/esg-spotlight-the-state-of-pay
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Incentives Are Changing
Mostly ‘S’, Though?
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(Source: https://www.financierworldwide.com/should-a-companys-esg-performance-determine-its-
chief-executives-pay#.Y44m3C8w3yI, last accessed 5 December 2022)
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Executive Performance
ESG Performance Metrics

https://www.financierworldwide.com/should-a-companys-esg-performance-determine-its-chief-executives-pay
https://www.financierworldwide.com/should-a-companys-esg-performance-determine-its-chief-executives-pay

