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A lot of speakers (probably too many, but that’s how it goes) – and a fair degree of 

consensus that something must be done and that it is actually starting to be done. But, I 

think, Bob Litterman was probably further out on a limb than most of the respondents in 

believing that, on the evidence we have now, it makes economic and financial sense for 

endowments, asset owners etc. to divest themselves of potentially ‘stranded’ high-

carbon assets. But not all carbon assets. There was a fair degree of agreement that coal 

is a no-no; but natural gas and even oil may have a longer shelf life than some of the 

more evangelical types would like. 

What made the discussion work was its (surprisingly) hard-headed nature. Litterman’s 

view is that the climate change/carbon debate is about risk – about ‘known unknowns’ 

that are starting to be priced into the market – not so much about ethics. And risk is 

priceable. For him, the price mechanism is the best tool we have. One very interesting 

insight was his view that the aviation industry could be a leader in that it is international, 

with resources on a global scale and is vulnerable to all the risks around carbon. 

But Litterman didn’t get things all his own way. After all, there are lots of other risks out 

there – from Ukraine to the Middle East. And they will all have an impact. (One 

fascinating factoid: Germany’s turn to high-sulphur coal to reduce its reliance on 

imported Russian gas.) And it is still hard to see policymakers coming together on this – 

though there was some hope about the forthcoming UN Summit. What is clear is that, at 

the margins, there are new financial instruments – hedging tools, indices, new insurance 

products etc. – that can help. We are no longer so dependent on (or focused on) the 

discount rate. 

The problem is that progress is limited. Several speakers pointed out that the debate 

has been going on for 30 years – and it is compounded by the unwillingness of 

emerging markets to adopt measures designed to solve a problem that they didn’t 

create. Tricky one. There is also the issue of just how elastic (or inelastic) demand for 

high-carbon products is: it was pointed out, for instance, that oil probably carries a tax of 
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around £200/MT already – and that hasn’t cut consumption. Why would further taxes 

work? Maybe, suggested one speaker, we should be looking more at the depletion of oil 

reserves than at trying to price oil consumption out of the energy mix. 

And, of course, there remains the fiduciary issue. Whose money is it? And, at the end of 

the day, do managers have the right to take decisions that may make investment sense 

in the long term, but which may well reduce the short-term returns to the actual asset 

owners? That said there was support for the idea of diversification out of potentially 

stranded assets – though less agreement on what those stranded assets actually are. 
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