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Key Points

e There is significant research highlighting how investing in climate change
action technologies and infrastructure enables economic growth, compared
to the inconsistent data that implies it's debilitating economic effects.

e The Organisation for Economic Co-operation and Development (OECD)
revealed that the development of green infrastructure across transport,
energy, heavy industries and land use industries can increase employment,
and save significant funds initially spent on energy industries for example.
It is also revealed to improve socio-economic outcomes related to
environmental justice.

e However, given that decarbonisation goals are long-term, investing in
climate action requires significant innovation. Creating decisive, low-
emission, climate resilient pathways that are compatible with the Paris
Agreement, is an important example of paving towards long-term
decarbonisation goals.

e A combination of government and private sector efforts can drive climate
action in both developed and developing nations, with leverage placed on
investors to drive the demand of green technologies. For private
stakeholders, this includes sustainable investing, particularly into funds that
are strongly positioned towards climate action.

e The view that climate change is an economic burden, as well as that it does
not reduce economic growth, can therefore be regarded as a tale: It instead
fosters economic development, and has co-benefits in addressing existing
socio-economic issues.
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Does climate change reduce economic growth?

An empirical study by Sequeria et.al (2017) reveals that CO2 emissions or rising
temperatures do not have a negative effect on GDP growth, or specifically, that
there is no positive, linear relationship between CO2 emissions and global
warming. However, this study also revisits its existing conclusions, highlighting its
data inconsistencies across developed and developing nations as well as
variations among climate regimes. As such, itillustrates how previous studies have
assumed climate change as an issue that affects every nation in the same way, as
well as that it's effects can only be examined through macroeconomic measures
like GDP per capita. While there may be empirical evidence about how CO2
emissions have no negative impact on GDP growth, there is considerable
awareness that these studies are heavily generalisable, and do not represent
developing countries nor countries with completely disparate climate regimes. For
example, developing nations like Sri Lanka have a predominately agricultural
economy as well as a hot climate, and are thus likely to be more dramatically
affected (economically) by patterns of climate change, compared to the US, a
largely industrial economy. As such, it is worthwhile to look at the nuanced
connectedness, rather than generalisable patterns, between climate change and
economic regimes.

There’s evidence that investing in climate action enables economic growth,
and positive social and environmental justice outcomes

There is significant research highlighting how investing in climate change action
technologies and infrastructure enables economic growth. The Organisation for
Economic Co-operation and Development (OECD) [2017] revealed that the
development of green infrastructure across transport, energy, heavy industries and
land use industries can increase employment, and save significant funds initially
spent on energy industries for example. The OECD also highlights that developing
climate infrastructure has co-benefits for other SDG’s including reducing air
pollution, congestion, improving health and addressing certain existing socio-
economic inequalities. As a result, climate action reveals significant incentive for
economic as well as social growth, contradicting the tale that is often propounded
by important leaders. The development of green infrastructure across transport,
energy, heavy industries and land use would be vital in reducing significant
greenhouse emissions given that they are emission-heavy industries. However,
decarbonisation goals are long-term, and require better alignment of short-term
investment strategies alongside them. Creating decisive, low-emission, climate
resilient pathways that are compatible with the Paris Agreement, is an important
first step towards paving long-term goals. The OECD (2017) explains the
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infrastructure and technologies needed for a low-emission
transition, illustrated in Figure 1:

Figure 1: Infrastructure and technologies needed for a low-emission transition.

Sourced: OCED 2017, pg.96
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While these technologies require greater investment on part of the government
and private stakeholders, including investors, low-emission technologies provide
great incentive for economic growth through increased employment opportunities
and public infrastructural use. Additionally, it is a positive medium to achieve SDG
goals, like positive health and environmental justice outcomes. Studies have
underscored the positive relationship between high quality public infrastructure
and economy wide productivity in the long-run, particularly due to its economic
efficiency.

Though investing in climate infrastructure exceeds positive economic growth,
enabling improved health outcomes as well as environmental justice. Low-
emission public infrastructure improves air quality which in turn improves public
respiratory health, as well the mortality rates of wildlife. On the other hand, low-
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emission transitions will enable communities hit more

seriously by environmental disasters, and are under-resourced, to benefit from
climate action. This includes communities in greater proximity to waste zones,
transport depo’s and other pollution-intensive areas that heighten the health
impacts of Co2 emissions. Investing in climate action, particularly in energy
industries, will enable economic growth, as well as positive health and
environmental justice outcomes.

What efforts are required for climate change action?

Low-carbon, low-emission economies require reliance on new ideas, or what may
be considered a “knowledge economy” to reduce reliance on raw materials and
energy, boosting demand for highly educated workers and workers providing
services that do not require a lot of material inputs (OECD, 2017). In developing
countries, developing climate technologies and infrastructure requires a structural
shift, and considerable time in the location of “knowledge economies” that are also
economically viable. A combination of government and private sector efforts can
drive climate action in both developed and developing nations, with leverage
placed on investors to drive the demand of green technologies. For governments,
this may entail policy options like green bonds, tax cuts, demand increases and
economic incentives. For private stakeholders, this includes sustainable investing,
particularly into funds that are strongly positioned towards climate action. The
combination of efforts therefore allows climate action to be leveraged, optimising
long-term goals for reducing climate change.

Our conclusions

While there is evidence that Co2 emissions particularly, do not have a negative
impact on economic growth, there is also evidence that studies like this do not
wholly capture how climate change affects economies in developing nations, and
nations with entirely different climate regimes. It is also evident that investing in
climate action has several co-benefits, namely promoting economic growth
through employment opportunities and infrastructural productivity and efficiency,
as well as improving public health outcomes and environmental justice issues. The
view that climate change is an economic burden, as well as that it does not reduce
economic growth, can therefore be regarded as a tale: Investing in climate action
yields long-term results, and thus cannot be studied through generalisable
measures.
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About Foresight Analytics

Foresight is a data-driven investment research, analytics and consulting firm. As an
independent employee owned firm, Foresight does not have any affiliation with product
manufacturers or distributors. Using its innovative evidence-based framework, Foresight
provides analytical, predictive and market intelligence solutions to leading investment
management companies, superannuation funds and wealth groups. Foresight’s capabilities
are underpinned by leading data and technology infrastructure that blends statistical,
fundamental and behavioural insights.

Foresight’'s fiduciary solutions include quality and risk-based investment research, global
economic and market analyses, forensic validation of manager skill in active funds, portfolio
risk aggregation and factor-based portfolio construction. Foresight’s fund strategy solutions
include competitive advantage analysis, fund industry intelligence and competitive
benchmarking, behavioural alpha analysis, sustainability analytics and integration as well as
strategic investment process review and development.

Disclaimer

The material contained in this document is for general information purposes only. It is not
intended as an offer or a solicitation for the purchase and/or sale of any security, derivative,
index, or financial instrument, nor is it an advice or a recommendation to enter any transaction.
No allowance has been made for transaction costs or management fees, which would reduce
investment performance. Actual results may differ from reported performance.

Past performance is no guarantee for future performance. This material is based on
information that is considered to be reliable, but Foresight Analytics makes this information
available on an “as is” basis without a duty to update, make warranties, express or implied,
regarding the accuracy of the information contained herein. The information contained in this
material should not be acted upon without obtaining advice from a licensed investment
professional. Errors may exist in data acquired from a third-party vendors, & in coding related
to statistical analyses.

Foresight Analytics disclaims any & all expresses or warranties, including, but not limited to,
warranties of merchantability, suitability or fitness for a particular purpose. This
communication reflects our quantitative insight and will not necessarily be updated as views
or information change, All opinions expressed herein are subject to change without notice.
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