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Is the growth paradigm good for us?

o “More and bigger is better”
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As you progress through this chapter, try to identify as many
solutions to rising per capita consumption as you can. What could
you personally do to help address this issue? Consider how each
action or solution might affect items in the concept map above
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The WEF 2020 top risks

2015 2016 2017 2018 2019 2020

1 Extreme
weather

2 Involuntary 2 Climate 2 Climate
migration action failure action failure

s Cimate
governance action failure disasters
4 Interstate 4 Terrorist 4 Biodiversity
conflict attacks loss
5 5 Natural 5 Climate 5 Human-
Unemploymen catastrophes action failure ‘made
environmentqg

. Economic . Environmental . Geopolitical . Societal Technological

4 State collapse
or crisis

Source: World Economic Forum






Exponential growth in ESG regulations

HISTORY OF ESG REGULATIONS
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Country United States of America & Investors and lssuers
Category Issuers
Title Clean Water Act

Year 2007

Country United Kingdom
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2018
European Union

Investors

EU Action plan : Incorporating sustainability
in prudential requirements
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Source: MSCI, ESG trends to watch in 2019, 22 January 2019



Environmental Risk

Country Portfolio Returns and Temperature Beta

Country { R T

Group I~ 0.10 19.74 -28.28 “countries closest to the Equator

(;lull]) 2 0.30 1656 -21.25 ) . : !
Group3 045 1511 -0.45 earn the highest risk premium
Groupd4 0.62 1244 57.53

Table IV presents descriptive statistics and the temperature-related hetas for four country distance-sorted
portfolios., Group 1 corresponds to countries closest to the Equator, and Group 4 corresponds to countries
furthest from the Equator. The table reports the average distance to the Equator £, the average temperature
w, the average real equity return R, and the temperature beta 3, for the countries in each group. f; is
computed as the absolute value of the latitude in degrees divided by 90 to place it between 0 and 1. The
average temperature is expressed in degrees Celsius and is computed as the average temperature within each
group’s countries. The temperature hetas 3, are computed from the fixed-effects model presented in Table

II1. The data is annual, and market equity returns are real and expressed in percentage terms.

Source: Bansal, R., Ochoa, M. (November 2011), Temperature, Aggregate Risk, and Expected Returns, NBER
Working Paper No. 17575.



“Green’ Businesse

o Definition:
o A business that minimizes the environmental impact of its activities?
o A business that offer environmentally friendly products/servicese
o A business that supports “green” causese

o Reasons:

o Government Regulations

o Consumer preferences/pressure
Strategic advantage
Risk management
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Ethical considerations

o |s more responsible bad for business?



Reasons for going “"Green”

o Government Regulations

o Consumer preferences/pressure
o Strategic advantage

o Risk management

o Ethical considerations



Sustainable Business




What needs to be done

o[ntegrating the Environmental Risk
o Stress testing

oHelping reduce the Environmental Risk
o “Going green”



