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2.7 INTERVIEW

Noel Hillmann: Thank-you for joining me for 
this interview. I’d like to begin by asking: why 
should investors take note of climate change 
and why is managing climate risk important?

Wim Van Hyfte: It is now widely recognised that 
various human activities produce heat-trapping 
Greenhouse Gas (GHG) emissions that have 
caused and will cause further warming of our 
planet. If not addressed, climate change will have 
substantial economic and societal repercussions 
causing shocks to long-term economic growth. 
Its impact will be felt across many sectors and 
may lead to significant re-pricing of carbon-
intensive products and services. The COP21 Paris 
Agreement on Climate Change, the Taskforce on 
Climate-Related Financial Disclosures (TCFD), the 
EU Action Plan on Sustainable Finance and the 
latest Intergovernmental Panel on Climate Change 
(IPCC) report all confirm the urgent necessity 
to act and transition to a low-carbon economy. 
The Global Risks Report 2018 of the World 
Economic Forum further underscores the material 
importance of climate-change related events: 

From an investment point of view, climate change 
also represents one of the most critical financial 
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• Climate change represents one of the most 
critical financial risks that investors face today    

•  It is, however, often misunderstood because it is 
complex, multi-faceted, long-term in nature and 
difficult to quantify

• Making the portfolio climate change resilient is 
key to preserving assets, mitigating the financial 
risks from climate change and capturing the 
upside that trends such as energy transition offer

• Regulatory factors add to the importance of 
integrating climate change considerations into 
investment policies

• Several solutions are available to investors, 
ranging from rather simplistic ones, with potential 
undesirable side effects, to more advanced 
strategies, which aim to be forward-looking, 
dynamic and holistic
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Integrating climate change risks 
and opportunities into investment 
policy – An imperative for insurers
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Figure 1: The Global Risks Landscape 2018

Source: World Economic Forum, The Global Risks Report 2018, 13th Edition.
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risks that investors face today. In its 2015 study “The Cost of Inaction: Recognising the Value at Risk from Climate Change”, 
The Economist Intelligence Unit estimated the value at risk for globally managed assets between $4.2 trillion and $43 trillion 
between 2015 and 2100. But this financial risk coming from climate change is often misunderstood because it is multi-faceted, 
complex, and long-term in nature and remains difficult to quantify. At the same time, the efforts to transition to a low-carbon 
economy also offer investors many opportunities.  

So, how can investors mitigate the financial risks that they inevitably face due to climate change and how can they capture 
the opportunities that trends such as energy transition offer? Well, a first, essential step is to truly understand climate-related 
investment risks. Secondly, making the investment portfolio climate change resilient is key to preserving long term investment 
returns. 

To understand the risks and opportunities related to global warming climate change, it is useful for investors to think 
about two types of risk:

1. Physical-impact risks. These can be event-specific, for example, extreme weather events like droughts or floods. They 
can also relate to the long-term changes in climate patterns that cause physical damage to assets or supply chains. 

2. Transition risks. These are the risks related to the economic and societal impact of transitioning to a lower-carbon (or 
even to a net-zero carbon) economic system. The biggest risks to investors arise here, from companies and sectors 
whose business models are not aligned with the gradual transition to a low-carbon economy. These risks are broad and 
diverse in nature. They involve for example:

a. Legal risks, i.e. policy and related legal actions to curb GHG emissions and to restrain activities that have an adverse 
impact on transition to a low-carbon ecosystem. The automobile sector is currently highly exposed to such risks: 
Stricter standards are being imposed, which directly impacts their bottom line.

b. Technological risks: New business models and innovations can challenge and disrupt polluting incumbents in 
sectors like energy and transportation, but also industrials, agriculture and infrastructure. Typical “high-emission” 
industries are being disrupted by, for example, renewables, electrification and battery storage.

c. Market risks, that is, shifts in supply and demand for commodities like oil and gas.
d. Reputational risks due to changing customer behaviour and perceptions that feed back to litigation risk.

The level and type of exposure to these risks can vary greatly, notably by sector. Therefore, when making investment 
decisions, it is important that investors truly understand how climate change and energy transition affect a company’s future 
financial strength.

The awareness of this issue from an asset management perspective is certainly there. Candriam, among others, is leading 
the way in terms of responsible and sustainable investing by educating and encouraging investors to set up climate-resilient 
investment strategies. We are focused on making these risks more transparent from an investment perspective and on 
offering appropriate solutions. Thus, we work closely with asset owners, such as insurers, many of whom are in the early 
stages of gaining expertise in terms of modelling and mapping climate-change risk. We support them in understanding how it 
will impact their investments and develop appropriate strategies in response.

Natural catastrophes 1980-2017
Overall number of events

Munich Re                                Source: Munich Re NatCatSERVICE
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Kristof Woutters: In fact, it is important that investors take note of climate change and manage climate risks because these 
risks quickly become very material. A simple example: just on their own, the tropical storms that took place last year cost 
insurers more than $100bn in economic losses through underwritten policies, so there is certainly a big economic cost linked 
to climate change and this is becoming more visible and increasing every year. 

But beyond such bottom-up considerations that evidence the materiality of the economic impact of climate change, investors 
must also look at top-down factors that are very much in favour of integrating climate change consideration into their 
investment policy: From a top-down perspective, regulators are very aware of climate-change risk and its negative economic 
impacts. Because the asset side of insurance companies, pension funds and banks is highly exposed to climate-change risk 
and opportunities, it is an issue that is now high on the agenda of regulatory supervisors, who have started to scrutinise the 

repercussions for financial stability. For instance, in the latest round of European bank and insurance company stress tests, 
EU regulators placed the emphasis on climate change as a proposed risk event. Also, within the new IORP II Directive for 
pension funds, the European Commission strongly urges pension funds to consider climate-change risks in their overall risk 
management processes. Even local regulators are forcing institutional investors to consider climate change when managing 
their portfolios. 

This means that, in addition to the material bottom-up risks and opportunities, investors also face clear regulatory incentives 
to on-board climate change risks into their investment decisions. 

Noel: What solutions are available to insurers to integrate climate change and climate-risk considerations within 
their investment management processes?

Kristof: We see several solutions, ranging from the more simplistic ones, which may have undesirable or unwanted side 
effects, to the more advanced climate strategies, which aim to be forward-looking, dynamic and holistic, with fewer side 
effects. Obviously, the latter are more complex to implement as they assess the transition pathway to a net-zero carbon 
economy and take into consideration climate-related risks and opportunities alike.

A simplistic solution is what we call “climate change-related exclusions”. Here, certain companies or sectors that have a 
high degree of exposure to climate-change risk are excluded from the portfolio. Basic indicators are used to identify these 
companies. One of the most frequently used of these indicators is a company’s level of greenhouse gas or carbon emissions, 
as information on carbon emissions has become more widely available over the past few years. At first sight, constructing 
a low-carbon portfolio therefore seems relatively easy. However, there are a few issues. Notwithstanding the availability 
of carbon-emissions information, the quality of this indicator is not optimal because there is a lack of transparency and 
uniformity on the type of underlying emission data required. Secondly, there is a wide range of carbon footprint calculation 
methodologies that may yield very different results. And, most importantly, there are three different scopes when it comes to 
carbon emissions: Scope one emissions are the direct emissions of a company, scope two emissions are the indirect emissions 
from the company that are linked to its energy usage, and scope three are the indirect emissions coming through the entire 
value chain, both up- and downstream. 

Scope 1 GHG emissions direct emissions from owned or controlled sources.

Scope 2 GHG emissions indirect emissions from the generation of purchased energy.

Scope 3 GHG emissions all indirect emissions (not included in scope 2) that occur in the value chain of the 
reporting company, including both upstream and downstream emissions.

In addition to the material bottom-up risks and opportunities, investors 
also face clear regulatory incentives to on-board climate 

change risks into their investment decisions
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Although scope three emissions, including avoided emissions, have a substantial impact on climate change, to date they are 
very hard to measure and calculate. As no one has a clear view on scope three, everyone uses scopes one and two. In doing 
so, you create an unwanted side effect. Take, for instance, manufacturers of windmills. Within their production facility, they will 
generate emissions and use energy, so that, if you are only looking at scopes one and two, they can seem to have very high 
carbon-emission levels and to be polluting, whereas the positive effect from the windmills is only calculated in scope three. 

Besides the unwanted side effects, another disadvantage of such a basic ‘exclusion’ approach is that it is merely ‘risk 
avoidance’-oriented, and therefore does not integrate the opportunities created by climate change and hence leaves money 
on the table.

Wim: In addressing climate change, most investors are looking for easy shortcuts and end up applying the simplistic exclusion 
strategies that remove certain sectors or companies based on exposure to fossil reserves or CO2 emissions. However, some 
investors are starting to realise that there are certain kinds of industries that do, in fact, offer climate-change solutions, or that 
there are companies that may still have fossil exposure but are on a transition pathway. For example, excluding important 
parts of the energy and utilities sector because of fossil exposure also implies excluding companies that are active in 
renewable energy. In addition, why not also consider the investment opportunities that climate change offers but that simple 
exclusions miss out on? 

People, then, must start to think about what climate mitigation and adaption entail for companies and sectors, as some 
sectors are more exposed to scopes one and two, whereas others are more exposed to scope three. When we talk about 
stranded assets, like oil, gas and all other fossil fuels, the biggest impact is in scope three. However, for mining and industrial 
companies, the climate impact often resides in their operations. 

So, using simple metrics like just looking at CO2 emissions is a first step, but it could create perverse effects, which is 
something we want to avoid. Therefore, the European Commission, together with the European Parliament, are thinking about 
moving forward in a more intelligent way, to look at what climate change entails for all of society and to find a very smooth and 
gradual transition to a net zero-carbon economy, but at an accelerated pace. 

If you can incorporate this energy transition idea into investment philosophy, in terms of risk and return, then you are moving 
away from philosophies based on simplistic exclusions to a more impactful solution-based strategy. This is the second type of 
solution available to investors. It entails assessing not only what sectors have a negative impact but also what sectors have a 
positive impact in order to help address climate change. For instance, if you look at wind and solar, in terms of their production, 
there are areas that do emit CO2 but what you need to consider from a top-down perspective is that they offer a sustainable 
solution because they can create many more avoided emissions than fossil fuels.

We will start to see more insurance companies and other asset owners incorporate the expected returns that are linked to 
energy transition in areas like renewables, IT and the industrial sectors (like wind, hydro and solar), as all of these are becoming 
more cost-efficient. It is a clear trend towards a more balanced climate-integration approach that not only looks at climate-
change risks but can also be used to take advantage of the investment opportunities offered by energy transition. 

Kristof: The third solution is, then, a fully integrated and holistic Environmental, Social & Governance (ESG) investment 
strategy based on a comprehensive assessment of not only environmental, but also of important or material Social and 
Governance factors that may influence the bottom line or the risk profile of an investee company. It goes beyond just 
looking at climate risk mitigation and adaption and considers all important sustainability themes, including the social and 
governmental aspects of business operations. 

This holistic ESG solution is, in our view, clearly the preferred way forward, since it is very forward-looking, in not only helping 
manage ESG risks but also in taking into consideration all ESG-related investment opportunities.

Unfortunately, there is a lot of ‘green-washing’ … investors and insurance 
companies need to look at the proof of the commitment of the 

asset manager
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Noel: Based on your description of these solutions, there seem to be potential material benefits to integrating 
climate-change considerations into insurers’ investment management processes. Therefore, doing this is not 
just a matter of regulatory compliance, but a method that could yield tangible benefits for insurers’ investments. 
Could you describe some of these? How do they vary, based on the type of solution chosen?

Kristof: In short, the simplistic exclusion strategies are easy to implement but yield unwanted side effects and are merely ‘Risk 
avoidance’-oriented, i.e., they fail to take into account the investment opportunities provided by climate change. The more 
advanced ‘Energy Transition’-focused strategies (based on positive Best-in-Class screenings) – at least those linked to climate 
change – already avoid most of the unwanted side effects and are starting to benefit from taking into account the investment 
opportunities linked to energy transition. And, finally, the most advanced solutions based on holistic ESG integration have no 
more unwanted side effects at all and allow investors to profit fully from all ESG-related investment opportunities as well as 
being the best way to manage reputational risk.

Noel: Climate change and SRI in general are hot topics currently, they are all over the press, with lots of players 
entering the field. What should insurers pay particular attention to and look for when selecting a potential asset 
management partner to support them in this area?

Kristof: Unfortunately, there is a lot of ‘green-washing’ but, in the end, the proof of the pudding is in the eating. Hence, 
investors and insurance companies need to look at the proof of commitment of the asset manager, that is, how long they have 
been in the business of providing sustainable solutions, how innovative they are, their infrastructure and whether they allocate 
enough resources and people with the appropriate skills to perform ESG analysis. Sustainable investing is more than just a 
reliance on sustainability rating agencies. 

It is relatively easy to claim to be a sustainable investor, but it is more difficult to show and prove it. This is why there has been a 
lot of focus lately on ESG reporting. A good ESG manager needs to have a very detailed ESG reporting system where they can 
show the impact of their processes and the improvement in terms of their ESG and the overall ESG scoring of the portfolio.

Wim: A comprehensive assessment of the sustainability of a business model and the integration of sustainability into 
investment strategies across asset classes require a philosophy and investment approach that are applied with conviction. It 
requires sophistication and a team with specific analysts who have the skills to go beyond the data and analyse the material 
ESG issues across multiple sectors and asset classes, who engage with companies and vote in alignment with company 
philosophy. Credibility in this field is key. In that regard, from a portfolio-investment perspective, impact measurement will 
become key to proving that they can walk the talk.

Noel: Thank you both for sharing your thoughts on this topic. 

SOLUTION PROs and CONs

1 Climate change-related exclusions

+  Easy to implement
-   Unwanted side effects (such as low exposure to ‘renewable energy’)
-     Merely ‘Risk Avoidance’-oriented, no integration opportunities coming 

from Climate Change

2

Energy transition-based positive screening:  
Best-in-Class positive screening of companies based 
on their exposure to the ongoing and expected 
future Energy Transition

+   No unwanted side effects on environmental aspects (by also taking into 
account ‘avoided emissions’ and ‘product life cycle emissions’)

+   Forward-looking, therefore also looking at opportunities coming from 
Climate Change

-    Unwanted side effects on Social and Corporate Governance aspects
-   Implementation requires a specific skillset & specific resources

3
Holistic ESG integration through best-in-class 
positive screening

+    Holistic ESG approach, so no unwanted side effects  (ie fully integrating 
the E, the S and the G aspects)

+    Forward-looking, therefore also looking at opportunities coming from 
ESG aspects

-    Implementation requires a specific skillset & specific resources




