
More than $1.5tn (£1.2tn) in com pany prof its world wide could be erased by taxes re quired to
meet the Paris cli mate agree ment, ac cord ing to anal y sis by Schroders.

Urg ing in vestors to back more sus tain able com pa nies, the fund man age ment group said to tal
earn ings of 12,500 global com pa nies could fall by 20% if the world aims, with the aid of higher taxes,
for the 2C tem per a ture rise tar get agreed in Paris.

Schroders found prices in emis sions trad ing would need to rise to “well over” $100 a tonne of car- 
bon diox ide equiv a lent (CO2e) from the cur rent level of about $5 to en cour age the move away from
fos sil fu els on the scale that was needed.

The anal y sis points to the scale of the chal lenge to curb the ef fects of cli mate change and warns in- 
ten sive users of nat u ral re sources that their prof its are at risk. Such com pa nies, in clud ing those in the
con struc tion, steel and com mod ity chem i cals sec tors, could see prof its fall by 80%.

Andy Howard, the head of sus tain able re search at Schroders, said in vestors should fo cus on pick- 
ing com pa nies that could sur vive in a low-car bon econ omy. “The de bate about whether cli mate
change is some thing we should be wor ry ing about has passed. You need to do some thing and here’s
what it is, and it helps to pick rel a tive ben e fi cia ries,” he said.

Higher taxes to dis cour age heavy use of fos sil fu els have come in the form of car bon pric ing. Many
schemes, such as those in Bri tain and Europe, in volve quota sys tems, whereby com pa nies are given
pol lu tion per mits that can be traded on an ex change.

The Euro pean Union’s emis sions trad ing sys tem (ETS) is the world’s big gest scheme for trad ing
green house gas emis sions al lowances. It cov ers 11,000 power sta tions and in dus trial plants in 30
coun tries, whose car bon emis sions make up al most 50% of Europe’s to tal.

But the ETS has come un der fire for be ing overly le nient on heavy users, while the EU has been
ac cused of giv ing away too many per mits, lead ing to low prices. The value of car bon cred its in the EU
is about €5.80 ($6.90) a tonne, which could make it cheaper for com pa nies to pol lute than change
their be hav iour.

Schroders es ti mates the cur rent global price to be about $1.60 a tonne, valu ing the amount of
CO2e pro duced by a bar rel of oil at less than $0.70, or un der 2% of the av er age Brent crude price over
the past year.

Howard said that, at $100 a tonne, the value of car bon in bar rel of oil would be closer to $40,
more like a level that was com men su rate with the value of oil it self.

The fund man ager es ti mates the move to $100 car bon pric ing across var i ous global schemes will
prob a bly hap pen over the next three decades. But the hit to earn ings might not come if com pa nies cut
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their reliance on fos sil fu els, while the de cline in global profit could be off set by new ecofriendly com- 
pa nies fill ing in the gaps.

The change is not go ing to be easy, as new com pa nies emerge and tra di tional ones change or dis- 
ap pear.

“Cut ting emis sions is hard enough and far enough, to get to 2% is go ing to be dis rup tive, there’s
re ally no way around that,” said Howard. “There will, though, be op por tu ni ties in other parts of the
mar ket, for new com pa nies that may or not even yet ex ist.”

More coun tries are adopt ing car bon pric ing. Pres i dent Xi Jin ping has an nounced that China is to
launch the world’s largest mar ket for emis sions per mits this year. When the Chi nese scheme goes
ahead, al most a quar ter of the world’s emis sions will have a price at tached.

Don ald Trump has re jected calls to in tro duce a car bon tax in the US, say ing it would cost jobs.
Philip Ham mond, the Bri tish chan cel lor, is ex pected to give more de tails about car bon pric ing in

Bri tain for the 2020s in his au tumn bud get.
A group of lead ing econ o mists warned this year of cat a strophic global warm ing within 13 years

un less coun tries raise taxes on car bon emis sions to as much as $100 a tonne. The econ o mist and No- 
bel lau re ate Joseph Stiglitz and the for mer World Bank chief econ o mist Ni cholas Stern were among
those urg ing gov ern ments to in tro duce tax es on car bon diox ide at $40-$80 a tonne by 2020.

Many econ o mists have de scribed cli mate change as an ex am ple of mar ket fail ure, when free mar- 
kets do not max imise so ci ety’s wel fare, since un bounded cap i tal ism has failed to curb pol lu tion.


