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Governance and Inclusive Development

The Paris Agreement objective of limiting average global
warming to 1.5-2°C – and thereby have a greater chance
to avoid the most devasting impacts of climate change –
requires that more than 80% of all proven fossil fuel
reserves are left underground.
This policy brief series provides analysis of and
recommendations for climate policy in relation to the
fossil fuels industry and an inclusive and sustainable
energy transformation, with a focus on global NorthSouth relations, through 7 briefs:
1. Climate Justice and the Right to Promote Sustainable
Development (RtPSD)
2. The COVID-19 Pandemic as an unprecedented
opportunity to address the climate emergency
3. The Carbon Bubble and fossil fuel lock-in
4. The risks associated with Stranded Assets
5. Export Credits for fossil fuel investments hampering
climate progress
6. Pension Funds as leading shareholders in the fossil
fuel sector
7. Philanthropic Foundations’ assets and climate
change mitigation
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Authors: Joyeeta Gupta, Hebe Verrest, Courtney Vegelin, Karin Arts, Kate Dooley & Kyra Bos

SDG 13. Take urgent action to combat climate change and its impacts

Key messages:
1. Goal 13 and the Paris Agreement call for
addressing climate change in a just manner. The
SDGs specify that all goals should be met in an
interlinked and just manner and that the Right to
Development (RtD) is to be respected.
2. Addressing climate change in a just manner
implies accepting the Right to Promote
Sustainable Development (RtPSD). Both the RtD
and the RtPSD apply to all states in the world, but
with greater consideration of the special position,
needs and rights of poor countries.
3. Equity should not be misused or depoliticized in
promoting risky science and technology
The urgency of the climate change problem
requires immediate mitigation action; however,
risky negative emission technologies and geoengineering should not be justified on equity
grounds.
4. The Paris bottom-up approach does not imply
that climate commitments should not be fair.
All states claim that their bottom-up targets are
fair; but research shows that such claims are often
dubious. Bottom-up approaches should be
scrutinized for fairness.
5. Social movements and courts are successfully
pushing the climate justice agenda. Court cases
supported by social movements are testing
different climate justice claims.

Goal 13 and the Paris Agreement call for addressing climate
change in a just manner
The Sustainable Development Goals (SDGs) state that the
goals are integrated, interrelated and indivisible. This
implies that the Climate Goals cannot be met at the cost of
other Goals. It states that “The new Agenda recognizes the
need to build peaceful, just and inclusive societies that
provide equal access to justice and that are based on
respect for human rights (including the right to
development [RtD]), on effective rule of law and good
governance at all levels and on transparent, effective and
accountable institutions.”
Just climate change action implies acceptance of the Right to
Promote Sustainable Development (RTPSD)

Figure 1. The RtPSD; Source: Gupta and Arts 2018: 21
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The UN General Assembly has recognized that individuals
and peoples have a Right to Development (RtD). The
Climate Convention has modified this into the state Right
to Promote Sustainable Development – in other words
that development cannot come at the cost of socioecological aspects. Given that there is a very limited
Carbon budget and time is running out, it is becoming
difficult for developing countries to argue that their right
to development gives them the right to continue emitting
greenhouse gases. But, it is even worse when rich
countries continue to evade their own responsibilities.
Both groups are subject to the RtPSD and this has
implications for development trajectories.

The shift from a top-down to a bottom-up approach does not
imply that NDCs should not be fair.

Failure to reach a top-down distribution of responsibilities in the
climate negotiations along the principle of common but
differentiated responsibilities and respective capabilities led to
a bottom-up declaration of what was possible (the Intended
Nationally Determined Contributions - NDCs). Countries were
asked to explain how fair they thought their contribution was.
Winkler et al. (2018) concludes that most countries feel that the
marginal contribution of their country to the total emissions
justifies low mitigation action and a focus on adaptation instead.
However, there are no standards against which they make their
equity claims. If bottom-up approaches are used without a clear
Figure 2. Implications of RtPSD for development commitment to what climate equity and justice is, then it is more
than likely that the 1.5°C-2°C target will not be achieved or will be
trajectories, Source: Gyupta and Arts 2018.
achieved through the use of risky technologies (Winkler et al.
2018).
If the climate goals are to be achieved, there is an active and urgent
need to revisit and discuss the need for climate justice, the Right
to Development and and the Right to Promote Sustainable
Development.

Social movements and courts are successfully pushing the
climate justice agenda
Bottom-up processes through social movements and using the
courts can successfully play a role in countering climate
injustice. Court cases are pushing states and other actors to take
Source: Gupta and Arts (2018): 21
appropriate action. Examples include cases in the Netherlands
(Urgenda vs. Dutch government), in South Africa (EarthLife
Equity should not be misused, ignored or depoliticized in Johannesburg vs. South African government) and in the USA
(Juliana vs U.S.).
promoting risky science and technology
Partly to avoid difficult discussions about achieving a low
carbon economy, some scholars use equity as an excuse
to promote dangerous technologies, such as solar
radiation management, as a way to protect the poor
(Flegal and Gupta 2017). Others promote carbon dioxide
removal technology using cost-benefit analysis. While
profits may accrue to the companies investing in them,
the risks are spread across society, and methods like costbenefit analysis usually ignore the wider societal risks
(Faran and Olsson 2018). Still others promote negative
emission technologies like afforestation rather than
mitigation options but if such risky technologies do not
work, the acceptance of such risks leads to greater carbon
lock-in (Dooley and Kartha 2018). Equity discussions are
sometimes presented in cooled down IPCC texts, but
perhaps they can better be presented as heated up
debates and discussions that enable all aspects to be
considered (Lahn 2018).
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SDG Goal 13. How the COVID-19 pandemic is presenting an unprecedented
opportunity to address the climate emergency
Key messages:
1. The sudden nature of COVID-19 presents an
opportunity to take accelerated action on the
creeping climate emergency by puncturing the
‘carbon bubble’.
2. The term ‘carbon bubble’ denotes a tremendous
overvaluation ($12-185 trillion) of the fossil fuel
industry, posing a substantial risk for investors
and shareholders who manage fossil fuel assets.
3. Past financial recessions have devalued the
fossil sector, deflating the bubble. But shortterm recovery processes have propped-up the
fossil sector and re-inflated the bubble.
4. COVID-19 has deflated the carbon bubble,
evident through decreased share prices & market
capitalisations and declined fossil sector activity
5. Four post-pandemic recovery scenarios are
plausible from the perspective of the carbon
bubble, but only one scenario prevents the reinflation of the carbon bubble while ensuring
social inclusion
6. Achieving an inclusive recovery requires three
conditions:
a. Treating climate and health as public goods;
b. Redirecting investment from fossil to fossilsubstitutes;
c. Cushioning the blow for poor fossil fuel users
and former fossil sector employees

Introduction: Sudden pandemic creates opportunities
Limiting global warming to 1.5-2°C under the 2015 Paris
Agreement on Climate Change requires leaving most fossil
fuels underground (80% coal, 50% natural gas, 33% oil). Since
2015, US, European and Asian banks have invested $2.7
trillion in the fossil industry. However, the COVID-19
pandemic offers an unprecedented opportunity to phase out
fossil fuels. Furthermore, both the pandemic and climate
change are driven by inadequate investment in and the
privatisation of essential public goods (healthcare and the
environment) and affect both the rich and the poor, but the
poor more existentially because they are more vulnerable.
They are different in that climate impacts are both
experienced locally and temporally spaced, while COVID-19 is
a sudden global challenge. The similar underlying causes and
the sudden nature of the COVID-19 pandemic presents an
opportunity to address both crises simultaneously.
The Carbon Bubble Problem
The fossil fuel sector is valued (up to $300 trillion) assuming
that all fossil fuel resources will be commercialised ignoring
the Paris Agreement. The true value is substantially lower:
this overvaluation is referred to as the ‘carbon bubble’. This
explains investor reluctance to support climate policy.
However, if the Paris Agreement is implemented, the bubble
will ‘pop’, catalysing an enormous financial crisis.
Past Recessions & the Carbon Bubble
Financial recessions have historically deflated the carbon
bubble by devaluing the fossil industry. In 2008, major fossil
company share prices plummeted (like BP (47%), Chevron
(44%)), global CO2 emissions dropped by 1.4%. However,
within 2-3 years CO2 emissions rose by 6%. Fiscal support for
fossil-related infrastructure and frozen climate policies
reinflated the carbon bubble as global economies recovered.

The Centre for Sustainable Development Studies (CSDS) was launched on 24 June 2015 as a new venture of the Amsterdam Institute for
Social Science Research (AISSR) at the University of Amsterdam.

COVID-19 and the Carbon Bubble
Since July 2019, fossil company share prices have fallen
(Fig. 1) - notable firms include Shell (51%), ExxonMobil
(49%) and BP (46%) – prompting decreases in market
capitalisations (how much companies are ‘worth’), like
Shell (from $220 billion to $130 billion). Shareholders have
suffered; the two largest Dutch pension funds ABP and
PFZW (ranked 5th and 10th globally) lost at least €5.0 billion
and $1.9 billion, respectively, as a result (Fig.2).

This scenario is ecologically exclusive, but the burden of the
recovery is cushioned for the poor and absorbed by the rich.
In Scenario 3 (‘Ecologically Inclusive’), governments capitalise on
the deflated carbon bubble and phase out the fossil sector by
subsidising fossil-substitutes. While ecologically inclusive it is
socially exclusive ignoring impacts on unemployed coal
miners and street vendors that use petrol- based vehicles.
Scenarios 2 and 3 threaten long-term climate resilient
development but for different reasons.
Scenario 4 (‘Inclusive’) uses the COVID-19 lifeline to write- off
(or puncture) the carbon bubble while addressing
unemployment, healthcare and reliable access to energy.
This inclusive scenario promotes long-term climate resilient
development. The financial burden is borne by the rich.

Fig. 1. Percent decrease in fossil fuel company closing share prices
from July 2019 – April 2020. Source: original work

Fig. 3. Post-pandemic recovery pathways. Source: original work

Fig. 2. Est. equity (in billion €) managed by pension funds ABP and
PFZW in fossil firms pre- and mid-pandemic. Source: original work

Furthermore, fossil fuel production has reduced: coal-fired
plants have closed in USA, UK and Austria; 11 global oil
refineries have reduced/shutdown production; and many
companies have announced plans to slash 2020
expenditures on new projects, like Shell ($5B reduction),
ExxonMobil ($10 billion) and Saudi Aramco ($30 billion).
Post-COVID Recovery Scenarios
Four recovery scenarios exist (Fig. 3). Scenario 1
(‘Exclusive’) describes a likely return to business-as-usual.
Governments support existing companies ignoring climate
policy, driving the fossil fuel sector to its pre-recession
state, reinflating the carbon bubble. ‘Growth’ is prioritised,
support is allocated to corporate executives rather than
other workers, and the well-being of the vulnerable is
sacrificed. This is socially & ecologically exclusive,
jeopardizing long-term climate-resilient development.
Scenario 2 (‘Socially Inclusive’) ignores climate policy and
financially supports fossil-related companies and the social
issues borne by the poor and working class. This could
entail subsidies for petrol use or generating jobs by
funding new coal plants. The carbon bubble is reinflated.

Three Conditions for an Inclusive Recovery
1. Climate and health must be treated as public goods
Internalising environmental externalities, promoting wellbeing not growth, and addressing the problematic
privatisation of essential energy and healthcare resources.
2. Financial & political support for fossil-substitutes
Stimulus packages, tax breaks, subsidies, and feebates
must flow to non-fossil resources like renewables. This
should be paired with stringent climate policies &
emissions regulations.
3. Cushioning the blow for poor fossil-dependents
Retraining programmes for former coal miners and
subsidies for electric vehicles are two of many instruments
that will prioritise the wellbeing of the poor and
vulnerable during the fossil fuel phaseout.
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SDG 13 and 7: The Carbon Bubble and Stranded Resources and Assets: Implications for
Climate Change Mitigation and Global Sustainable Development
Key Messages:
1. The ‘carbon bubble’ denotes a tremendous
overvaluation of the fossil fuel (FF) industry,
consisting of resources and assets (estimated at $16.3
- $200 trillion) which must be left stranded to meet the
Paris Agreement on Climate Change, 2015.
2. 7 factors influence the process by which fossil fuel
resources and assets may become stranded: (i)
Spatial, (ii), Technological, (iii) Economic, (iv)
Ecological, (v) Political, (vi) Legal, and (vii) Social.
3. Stranded FF assets have potentially large and long
term ‘cascade effects’, pose multi-dimensional risks
and have implications for countries’ Right to
(Sustainable) Development.

Introduction
The Paris Agreement on Climate Change’s 1.5-2 °C objective requires
that more than 80% of all proven fossil fuel (FF) reserves are left
underground and become stranded resources. Article 2.1c of the
Paris Agreement calls for “making finance flows consistent with a
pathway towards low greenhouse gas emissions and climateresilient development”. FF assets fall under this category.
The Carbon Bubble
The global FF sector is valued up to $300 trillion, assuming that all
FF resources will be commercialised. The true value is substantially
lower, and this overvaluation is referred to as the ‘carbon bubble’.
Assuming that the Paris Agreement will be implemented, and FF
resources are globally phased out by 2050, the true value of carbon
will be accounted for by markets stranding FF resources and assets.
This will tremendously devalue the global fossil fuel industry and
may subsequently burst the ‘carbon bubble’.

4. (Developing) countries seeking to further develop a
FF sector, may compromise long-term development
by locking themselves into unsustainable pathways.
Countries with carbon lock-ins will suffer most when
the carbon bubble bursts and FF assets are stranded.
5. G20 countries’ transfer of carbon intensive
industries/technologies to developing countries may
pass on the risks of stranded assets.
6. FF use in the global North leaves little space for the
global South to use its fossil fuels (currently estimated
at about 80% of total global reserves). This de facto
passes the burden of mitigation to the global South.
7. Policies should aim to avoid further investment in
the FF industry, to prevent (new) stranded assets
and reduce the potential impacts associated with
the eventual carbon bubble burst.

Fig. 1. The carbon bubble in relation to stranded fossil fuel assets and
resources.

The Centre for Sustainable Development Studies (CSDS) was launched on 24 June 2015 as a new venture of the Amsterdam Institute for
Social Science Research (AISSR) at the University of Amsterdam.

The estimated value of anticipated stranded FF assets ranges
from $16.3 trillion to $200 trillion (the arrows in Fig.1. denote the
differences in estimating the size in the bubble if profits,
revenues, reserves, or resources are accounted for). If the bubble
bursts suddenly rather than gradually deflating over decades, it
may catalyse a large global financial and developmental crisis.

Avoiding a Carbon Lock-In
Expanding the FF sector in developing countries will compromise
the long-term development of these countries, by locking them into
unsustainable economic and technological carbon pathways. The
risk here is not just creating incidental stranded assets, but
structural stranded assets as their economy starts to depend more
on these resources. As the carbon bubble is composed of these
Factors Leading to Stranded Resources and Assets
potential stranded assets, the countries with carbon lock-ins will
As a result of changes associated with transition to a low-carbon incur the most pain from the eventual carbon bubble burst. This will
economy, the following 7 factors may influence FF resources and exacerbate the challenges these countries already face.
assets to become stranded, with the potential accompanying
Transferring Stranded Assets from the Global North to South
liability.
Through the transfer of carbon intensive industries/technologies,
G20 countries are contributing to developing countries’ carbon lockins. This means that the burden of climate change mitigation is
passed onto developing countries and G20 countries are allocating
the risks posed by the accompanying stranded assets to the poorest
and most vulnerable countries.
Implications for the Right to Development
Despite previously low GHG emissions and the Right to
Development, developing countries discovering new FF reserves
must leave these resources stranded, as investing in them means
risking creating new stranded assets, which are possibly more
expensive than having stranded resources.
Economic models propose ‘efficiency’ based approaches, in which
e.g. African 26% of gas, 34% of oil and 90% of coal is left
underground to comply with a 2°C future. However, we note that
the bulk of proven fossil fuel reserves are in the global South (e.g.
85% of global oil reserves are outside of North America and Europe),
implying that the burden of leaving fossil fuels underground de
facto falls on developing countries.
Conclusion
Carbon lock-ins and the costs of dismantling fossil fuel
infrastructure are expected to become a key challenge for policy
makers. Governments and investors need to establish an asset
stranding policy, preferably a gradual approach to carefully deflate
the carbon bubble and minimize risks.
The problem of stranded resources and assets will be a major
challenge for developing countries and hence must avoid creating
new stranded assets as a fossil fuel development model will be too
risky in light of the Paris Agreement and carbon bubble. For a longterm successful strategy, the global community has a role to play in
ensuring that new stranded assets are not generated in the Global
South, to avoid exacerbating impacts of climate change and can aid
developing countries through technology and capital transfers to
ensure countries can pursue a sustainable development path.
Fig. 2. Factors which may influence the process in which fossil
fuel resources and assets become stranded.
Stranded Assets Risks
Stranded fossil fuel assets have potentially large and long term
‘cascade effects’ due to the deeply interconnected financial
network of carbon-intensive sectors, creating stranded assets to
sectors engaged in upstream and downstream activities,
potentially affecting the whole economy. Stranded assets pose
political, economic, ecological, social and legal risks (see SDG
policy brief #9).
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SDG Goal 13. Take urgent action to combat climate change and its impacts
Key Messages:
1. Achieving 1.5° - 2°C requires phasing out fossil fuels
To adhere to this limit, more than 80% of the world´s
proven fossil fuel reserves should remain in the ground.

Introduction

2. Developing countries (DCs) that just discovered oil and
gas reserves want to become fossil fuel rich countries

The Paris Agreement on Climate Change requires countries to
aim at reducing the rise of global temperatures to 2°C and if
possible 1.5°C above pre-industrial levels. This implies a rapid
phase out of fossil fuels worldwide, thus making them
stranded resources and assets.

From an equity perspective, DCs may have a Right to
Development and exploit newly discovered fossil fuel
reserves and many see this as a way to develop rapidly.

Developing countries (DCs) that have just discovered oil and
gas want to become fossil fuel rich countries

3. There are high risks for DCs if they invest in stranded
fossil fuel assets
Yet, exploiting these reserves may leave them worse
off and lock these countries into a carbon intensive
trajectory.
4. Renewable energy is a cost-effective alternative
Ignoring new fossil fuels and investing in renewables is
favourable and politically, socially, ecologically and
economically more rewarding.
5. Aid agencies should have coherent policy on fossil-fuel
Many aid agencies are still supporting the use of fossil fuels
in the South, sending contradictory signals.

6. Multinationals and home countries should follow a
coherent strategy

Many countries have become rich through the exploitation of
oil and gas. In line with this aspiration, countries like
Mozambique, Kenya, Ghana, Ecuador, China and India are
seeking ways to exploit their newly discovered domestic or
international fossil fuel resources to become rich (BP 2017;
Menas 2017).
From an equity perspective, they may have the legitimate
right to exploit their resources (cf. the Right to Development
and their low greenhouse gas emissions), but this may leave
them with stranded assets if they invest in fossil fuel
infrastructure with lifetimes of over 80 years. This could also
lead to liability and compensation claims from (foreign)
investors.

If European countries are seriously implementing their
climate policy, they should encourage a coherent
strategy on fossil fuels.

The Centre for Sustainable Development Studies (CSDS) was launched on 24 June 2015 as a new venture of the Amsterdam Institute for
Social Science Research (AISSR) at the University of Amsterdam. This series of policy briefs is the outcome of the ‘Critical Perspectives on
Governance by Sustainable Development Goals’ Conference organized in Amsterdam from 27-29 June 2016.

There are high risks for developing countries if they
invest in stranded assets (SA) (Bos & Gupta 2018)

Renewable energy is a cost-effective alternative
Increasingly renewable energy options are becoming costeffective and offer an alternative to fossil fuel investments.
Aid agencies should have coherent policy on fossil-fuel
Aid agencies continue to support the transfer of knowledge
on fossil fuels to the South. Research on German, British and
US aid to India reveals that there is no proactive strategy for
fostering a fossil fuel phase-out. Instead, these countries use
aid resources to promote trade and marketing of their own
fossil fuel expertise (a stranding asset) using India’s right to
development as an excuse. This leads to incoherent policy
messaging to the South.
Multinationals and home countries should follow a coherent
strategy
Multinationals continue to export their fossil fuel knowledge
and technologies to the Global South. DCs have a task to
provide energy to ‘the energy poor’, this however does not
imply that fossil fuels should be the only investment option.
Continuing with investing in fossil fuels in DCs leads to a fossil
fuel-lock in the South. Furthermore, some multinationals and
investors are divesting their fossil fuel resources in the West.
However, if they invest in and/or sell their fossil fuels to the
South, the problem of climate change will be further
aggravated. Western governments need to develop
consistent climate policies for all the actors that operate in the
area of fossil fuels.
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SDG Goal 13: Why Export Credits for Fossil Fuel investments exacerbate climate change
and harm development prospects
Key messages:
1. Export Credits (ECs) supported by governments
ostensibly aim to promote growth in developing
countries while supporting domestic industry.
2. G20 ECs for fossil fuels amount to €34 billion
annually. G20 governments continue to finance
fossil fuel investments in, inter alia, developing
countries to enhance affordable energy in
developing countries.
3. However, G20 ECAs are not disclosing – let alone
mitigating – their financed GHG emissions,
particularly by ignoring scope 3 emissions. This
is because of weak Fiscal Carbon Governance.
4. Furthermore, such ECs will lock developing
countries into a fossil-fuel trajectory.
5. ECs for fossil fuels transfer stranded assets and
resources from North to South. The risks
associated with phasing out fossil fuels in G20
countries are shifted to the poorer countries.
6. ECs for fossil fuels may also increase debt
incurred by developing countries: This will
exacerbate the trends of ECs creating debtrelated challenges in the South.
7. G20 governments must not use public money to
promote fossil fuels as it is incoherent with the
Paris Agreement.

Introduction
Article 2c of the Paris Agreement on Climate Change (PA)
calls for aligning financial flows with the broader objective
of limiting average global temperature rises to 1.5-2°C.
Export Credits (ECs) fall within this realm of financial
flows. Based on an in-depth assessment of three case
studies (Netherlands, UK, and Canada), this policy brief
argues that G20 ECs fail to align with commitments to the
PA. Given that ECs are government- backed, this
misalignment is directly relevant for policymakers to
understand and address.
Promoting Growth and Supporting Domestic Industries
ECAs are the private financial arm of sovereign states in
global financial markets. They ostensibly aim to help both
exporting and importing country. Exporters benefit from the
insurance against commercial and political risks, while
importers benefit from North-South capital flows and access
to global markets.
G20 ECs for Fossil Fuels Annually Totalling €34B
Between 2013- 2015, G20 ECAs financed over €34B worth of
Fossil Fuel-related projects, annually, compared to €3B
towards clean energy projects – shown in Figure 1. As
examples, in 2018, 97% (€1.76B) of Atradius Dutch State
Business’s (ADSB), energy sector financing went towards the
fossil industry. In 2017, an estimated 87% (€7.0B) of Export
Development Canada’s energy sector financing went towards
the fossil sector; and in 2016, 97.5% (€950M) of UK Export
Finance’s energy sector financing was similarly allocated to
fossil fuels.
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To place the magnitude of these finances in context,
Multilateral Development Banks (MDBs) allocated
approximately €10B to fossil fuels and a comparable €8B
towards clean energy – see Figure 1.

Transferring Stranded Assets from North-South
By investing in the fossil fuel industry in developing
countries, ECA’s are creating new stranded assets (such as
pipelines, plants, refineries and employment) in the global
South – as these assets will eventually be left stranded in
the near or midterm. Stranded assets pose multidimensional risks, including but not limited to: local
pollution; health risks; technological and economic lockin; and breached contracts and frozen litigation. By
allocating funds to the fossil sector in the South, ECAs are
de facto allocating the risks posed by the accompanying
stranded assets to the poorest and most vulnerable
countries.
Increased Debt Incurred by Developing Countries

Figure 1 : Annual G20 ECAs vs. MDBs Energy Sector Financing
(2013-2015)

Financed Emissions Disclosure and Mitigation
However, ECAs are not fully disclosing or mitigating their
financed emissions, predominantly by ignoring scope 3
emissions. Scope 3 emissions account for all indirect
emissions of fossil fuels down the supply chain. In the case
of ECAs, these likely account for more than 70% of total
financed emissions. We find that not a single climaterelated and emissions mitigation framework is both
designed for ECAs and accounts for scope 3 emissions.
Therefore, ECAs are not implementing GHG emissions
accounting or mitigation plans that align their portfolio with
their government’s commitments to the PA.
The primary cause for this is weak Fiscal Carbon
Governance (FCG) – namely, the set of rules, regulations,
and procedures influencing capital flows in carbonintensive industries. The most significant barrier to strong
FCG is a low political will from both governments and rulesetting institutions like the OECD. ECAs vary in
organizational structure, and official ECA guidance
protocols are shared between OECD and national
mandates; ECAs therefore can navigate ambiguous legal
terrain which results into little to no guidance on PA
alignment.
Carbon Lock-in for Developing Countries
Funnelling ECs to fossil industries in the South will
deepen the degree to which developing countries
become locked into fossil fuel infrastructure. This is
problematic as these economies are already vulnerable
and susceptible economies to climate change, putting
them at even higher risks for when the carbon bubble
pops.

Developing economies are expected to be the most
negatively affected by the costs associated with climate
change. However, over two-thirds of Low Income Country
debt towards the EU is tied to ECs, not development loans.
Consequently, these developing economies risk aggravating
their capacity to respond to climate change impacts by being
on the receiving end of unaccountable and/or
misunderstood fossil fuel related ECA financing.
Terminate Public Financing of Fossil Fuels
Allocating public funds via ECs to fossil sectors in the South is
both incoherent with the PA and poses significantly high risks
for investors and particularly developing countries. G20
governments must therefore strengthen FCG and monitor
ECAs to ensure capital flows align with the PA and are not
destined to the fossil fuel industry.
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SDG Goal 13. How Pension Funds are Failing to Help Leave Fossil Fuels Underground
and Mitigate Climate Change
Key Messages:
1. OECD pension funds likely hold €238 – €860 billion in
liquid fossil fuel assets. Such investments put into
question whether pension funds are complying with
the Paris Agreement on Climate Change (Art. 2.1c.)
2. Leading pension funds from the Netherlands, US,
Denmark, Sweden, Norway, Canada, France, and
Australia have pledged to align with the Paris
Agreement through sustainability reporting

Introduction
The Paris Agreement on Climate Change (2015) aims to limit average
global warming to 1.5-2°C. This requires that more than 80% of all
proven fossil fuel reserves are left underground. Article 2.1c of the
Agreement calls for “making finance flows consistent with a
pathway towards low greenhouse gas emissions and climateresilient development”. Pension funds globally manage €40 trillion
in assets (equivalent to roughly 51% of 2019 global GDP) and are
leading shareholders of the fossil fuel sector. Their decisions are
directly relevant to the aims of the Paris Agreement.

3. Divestment from fossil assets is often practiced,
which may be environmentally ineffective and
socially problematic. Divestment likely has no impact
on fossil fuel production and may transfer
responsibilities and risks to climate-indifferent or
vulnerable actors from the global South.

Fossil Fuel Assets
A small sample of 15 pension funds managed at least €79 billion in
assets (shares and bonds) of major coal, oil and gas companies.
Extrapolation suggests that OECD pension funds may manage €238
– €860 billion in liquid assets of fossil fuel firms, making them major
shareholders of the fossil fuel sector.

4. Direct engagement with fossil fuel companies is
mostly practiced reactively. As major shareholders,
pension funds should proactively leverage firms to
limit fossil fuel exploration and production. Investor
coalitions can make this even more effective.

The Paris Agreement
Many of the OECD’s largest pension funds acknowledge the
importance of supporting climate policies through their investment
practices and pledge commitment to the Paris Agreement. They
often take four unique actions to address climate concerns: 1)
divestment; 2) direct engagement; 3) carbon footprint calculations;
and 4) investing in green alternatives.

5. Carbon footprint calculations are misleading as they
almost always omit indirect (scopes 2 and 3) carbon
emissions,
and
calculation
methods
are
unstandardized, making footprints incomparable
across pension funds
6. Pension funds make ‘green investments’, but this
category is loosely defined, and the magnitude of
such investments are generally insignificant
compared to their fossil fuel assets

Divestment
Pension funds will conditionally divest (sell their assets) from fossil
fuel companies either if a company’s business practices significantly
deviate from their social and environmental standards, or if the
costs of engagement outweigh their potential influence. Divestment
is unlikely to disrupt business-as-usual or directly influence fossil
fuel production and may inadvertently transfer assets to climateindifferent investors, who develop new vested interests in the
growth of the fossil fuel sector. By divesting, pension funds at best
delay climate action, and at worst enable the perpetual growth of
the fossil fuel sector.
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This may also reallocate the responsibilities and risks of stranded
fossil fuel assets to more vulnerable actors from the Global South.
Divesting is irresponsible, as pension funds absolve themselves of
their leverage and risk exacerbating the impacts of climate
change.

Leverage over firms can be amplified if pension funds
collaborate through investor coalitions. Pension funds express
interest in collaboration with each other and other investors
to mitigate greenhouse gases through platforms like Climate
Action 100+. From a small sample alone, pension funds jointly
manage substantial shares in major companies like Total SA
(4%), BP (4.1%), Shell (3.8%), Vale SA (3.7%) and BASF (3.7%)
– see Fig 1.

% of Overall Portfolio

However, pension funds themselves openly admit that fixed
definitions do not exist for the scope of these investments.
Pension funds loosely classify what they consider ‘green’ and
prima facie evidence suggests that these investments could be
contributing to rather than mitigating GHG emissions. For
instance, American CalSTRS allocated funds to developing
Direct Engagement
Mexico City’s Airport through ‘green bonds’. A standardised
As major shareholders, pension funds can leverage firms to
classification of green investments is needed to ensure that
change their behaviour and influence them to phase-out fossil
these investments are themselves aligned with climate policy.
fuels. Pension funds prefer direct engagement over divestment,
which is reassuring. However, engagements with fossil fuel firms Additionally, most pension funds allocate significantly fewer
have been both scarce and reactive (rather than proactive). In funds to ‘green investments’ as compared to their fossil fuel
2018, Norway’s Government Pension Fund opened dialogues assets, even given these loose definitions – see Fig 2.
with Royal Dutch Shell in response to oil spills and with BHP
16
Billiton to discuss corruption allegations, but did not engage firms
14
to limit fossil fuel exploration and/or production. Evidence
12
suggests that rather than using the ‘engagement’ tool to
10
proactively phase out fossil fuels, pension funds see engagement
8
as a response to short-term issues posed by firms.
6
4
2
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Fig. 2. Pension funds’ fossil fuel assets vs. green bonds and
renewable energy assets between 2017-2019. Source: original
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Based on a small sample, 5 out of 14 pension funds completely
omit any mention of green investments from their sustainability
reporting. Five reveal negligible ‘green’ investments compared
to the fraction of their portfolio composed of fossil fuel assets,
like CalSTRS (0.21% vs. 5.5%) and CDPQ (0.2% vs. 2.8%). Only
four funds disclose ‘green’ investments comparable to their
disclosed fossil assets, like ATP (13.4% [green] vs. 4.2% [fossil])
and AP2 (2.2% [green] vs. 1.8% [fossil]) – see Figure 2.
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Fig. 1. Joint ownership by 15 OECD pension funds of fossil fuel
conglomerates in 2018. Source: original

Carbon Footprint Calculations
Accurately computing overall portfolio emissions can elucidate
the extent to which investors are mitigating greenhouse gas
emissions and aligning with the Paris Agreement. Pension funds
often attempt to compute their own footprints, but their
footprint calculations are misleading. They omit scope 2 emission
(indirect emissions) and almost always omit scope 3 emissions
(the most substantial share of any organisation’s emissions),
leading to incomplete footprints. Further, in-house
methodologies are used that vary across pension funds, making
their calculations incomparable. Emissions data must be
improved and methods must be standardised to improve the
reliability and validity of footprint calculations.
Green Investments
Pension funds invest in a ‘green’ investment category.
Investing in fossil-substitutes may make them more
affordable and accessible, offsetting demand for fossil fuels.

Conclusion
Pension funds face the challenge of upholding their fiduciary
obligations whilst limiting portfolio risk exposure, implying
taking on short term risks, to address long term risks posed by
the climate emergency and the abrupt devaluation of fossil
assets. Currently, pension funds are not sufficiently leveraging
their €238 – €860 billion in fossil assets to materialise climate
policy, hampering the likelihood of achieving the 1.5-2°C target
and threatening prospects of social, ecological and inclusive
development. Policies must target investors like pension funds
to improve the prospects of meeting the Paris Agreement.
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SDG Goal 13. How philanthropic foundations can utilize their assets to address climate
change and limit global warming
Key messages:
1. Failure to mitigate climate change will have
compounding effects on the missions of all
philanthropic foundations due to the catastrophic
effects that will arise if the rise in global
temperature is not limited – therefore to support
their
missions
and
goals philanthropic
foundations must work to address climate change
and leave fossil fuels underground.
2. To maximize their positive impact philanthropic
foundations must align their charitable and
financial activities to support these goals leveraging their financial assets to engage with
fossil fuel companies.

Introduction: Climate Change and Leaving Fossil Fuels
Underground
The Paris Agreement aims to mitigate the worst effects of
climate change by limiting global temperature rise to a
maximum of 2°C over pre-industrial levels, with the goal
of limiting warming to the lower limit of 1.5°C. Meeting
this goal requires macro level shifts across the globe to
halt unsustainable activities, and a drastic limitation of
greenhouse gas emissions. Leaving fossil fuels
undergrounds a vital component of this, as fossil fuel
exploitation accounts for a significant portion of
greenhouse gas emissions. Failure to limit temperature
rise will take the earth outside of its safe operating space,
producing acute environmental catastrophes which will
have compounding social and economic effects on all
facets of society.

While the need to leave fossil fuels underground is clear,
global financial markets have continued to value fossil fuel
assets as if all reserves are to be burned, inflating the value
from their actual worth. If actors do not adjust their
evaluations, fossil fuel assets will become stranded – losing
their projected value when policy progress towards climate
change mitigation is made. This risk can be avoided if actors
align themselves with the Paris Agreement now.
Philanthropic Foundations
In 2015, PFs in the US alone controlled roughly $870 billion
in assets, a sum 45 times larger than the GDP of Kenya for
the same year. The significant assets of the sector, their
freedom of action and
their adaptability, position
philanthropic foundations to significantly contributor to the
mitigation of climate change and the achievement of the goal
to leave fossil fuels underground. To maximize their positive
impact philanthropic foundations must utilize both their
charitable and financial activities to further these goals.
Charitable Contributions
Through a mixed-methods study of top philanthropic
foundations from Europe, the UK and the US, it was
identified that some philanthropic foundations are utilizing
their charitable activities to support climate change
mitigation and further the goal of leaving fossil fuels
underground. However, the majority of philanthropic
foundations were identified to not mention climate change
within their annual reports. The majority of the foundations
who did not mention climate change were also not
supporting the goal of leaving fossil fuels underground
through their charitable activities. Failure to address climate
change mitigation and further the goal of leaving fossil fuels
underground, negatively effects the outcomes of
philanthropic foundations missions, whether relating to
sustainability and the environment, or other issues such as
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global health, childhood development, quality of life, and
wellbeing. It is therefore essential that philanthropic
foundations address these issues in some capacity through
their charitable activities.

goal of leaving fossil fuels underground and addressing
climate change mitigation, a lack of financial information
brings into question those charitable commitments.
Transparency for both financial and charitable activities,
demonstrates a more serious commitment to the causes
Allocation of Assets
pursued through philanthropic foundations charitable
Analysing the financial information of 23 top philanthropic activities.
foundations from Europe, the UK, and the US from 2018,
revealed that the foundations controlled a cumulative Aligning Charitable and Financial Activities
$182 billion in total assets and $177 in total investments, Many philanthropic foundations indicated that maintaining
expending only $11 billion on total charitable spending. the value of their assets was the primary concern of their
These findings leading to the inference that for a given asset management. This separates foundations financial and
year, the majority of philanthropic foundations assets are charitable activities into two separate spheres. If foundations
held in investments. Supported by a correlation analysis leverage their financial assets to engagement with fossil fuel
identifying that 100% of the variation in total investments companies, promoting alignment with the Paris Agreement
was accounted for by total assets, and vice versa (Fig. 2).
and furthering the goal to leave fossil fuels underground,
foundations can support their charitable activities and their
financial stability. Through successful engagement the risk of
stranding fossil fuel assets is mitigated, and the goals set out
under the Paris Agreement can be achieved.

Figure 1: Scatterplot of Total Investments by Total Assets

When assessing the nature of philanthropic foundations
investments, it was identified that some foundations held
investments in oil and gas. Within their annual reports,
only one foundation indicated an intention to divest their
fossil fuel assets but none indicated an intention to utilize
their fossil fuel assets to engage with fossil fuel companies.
Public Availability of Information

Three Recommendations for Philanthropic Foundations
1. Support Climate Change Mitigation
To best support their charitable missions and goals,
philanthropic foundations should utilize their activities to
address climate change mitigation and further the goal
of leaving fossil fuels underground.
2. Publish Publicly Available Information
To increase confidence in their activities and show their
commitment to the causes they pursue, philanthropic
foundations should publish both yearly annual reports
and financial information.
3. Align Charitable and Financial Activities
To bolster their positive impact, philanthropic
foundations should align their financial activities with
their charitable goals and ensure that their financial
activities do not undercut their charitable contributions,
particularly in regard to climate change mitigation.
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Figure 2: Sample Distribution of Publicly Available Information

Nearly half of the philanthropic foundations analyzed did
not publish publicly available annual reports and financial
information on a yearly basis (Fig. 1). Without this
information, the contribution of philanthropic foundations
towards climate change mitigation is unclear.
For
foundations with charitable commitments furthering the
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