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This Talk
• Mostly an overview talk

• “Generic” finance evidence
• “Specific” climate finance evidence -> blame Tom Vos ;-)

• Mostly informed by research findings, complemented with 
some speculation (where evidence is not out yet)

• Heavily biased by my own work
• Short-termism
• Climate finance
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What is Short-termism?

Actions that focus on short-term gains at the expense of 
long-term value

Corporate/Financial Elements
• Actions (investment, payouts, …)

• Long-term value destruction

• Focus on short-term stock price

• Market inefficiency (?)

-> often (rational) response to  

incentive structures
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Generic 
finance 
evidence



Areas of Evidence (-> My Previous ECGI Talk) 

• Executive compensation (-> ALSO THIS CONFERENCE)
• Short-term incentives and long-term investment
• Short-term incentives and long-term firm value

• Financial reporting (-> ALSO THIS CONFERENCE)
• Frequency of reporting and long-term investment
• Analyst earnings forecasts and long-term investment 

• Ownership (-> ALSO THIS CONFERENCE)
• Private versus public
• Long-term versus short-term
• Activist versus non-activist
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Summary of Evidence

• Executive compensation
• Short-term incentives and long-term investment
• Short-term incentives and long-term firm value

• Financial reporting
• Frequency of reporting and long-term investment
• Analyst earnings forecasts and long-term investment 

• Ownership
• Private versus public
• Long-term versus short-term
• Activist versus non-activist
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Short-termism?

Some evidence

Mixed evidence

No evidence



Attempt to Offer a Broad Conclusion

• Financial system as whole is not broken because of short-termism

• But that does not mean that there are parts of the system, where 
short-termism is a problem

-> Most of the evidence identifies a “local (average) treatment effect” 

~ Under certain circumstances, there is a short-termism issue

• Certain players are incorrectly blamed for causing short-termism (e.g., 
activists)

-> Need to be careful when thinking about a therapy
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Edmans, Fang, and Lewellen (RFS 2017)
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Controls not reported

Causal effect: vested 
equity largely driven by 
grants made years ago

Results: Vested equity 
induces CEOs to reduce 
investment 

Also: Positive effect on 
short-term earnings, 
analysts forecast revisions, 
earnings guidance

1 STD increase in VESTING
-> 0.2% decline in RDNETINV (11%
mean investment-to-assets ratio)
(NETINV=change in PPE)



Ladika and Sautner (RF 2020)

9Controls not reported

Causal effect: accelerated 
option vesting varies 
across firms based on FYE 

Results: Accelerated 
vesting induces CEOs to 
reduce investment 

Also: Positive effect on 
short-term earnings, stock 
prices

1 STD increase in the fraction of options 
accelerated -> Investment rate down by 0.052 
(24% of STD)



Kraft, Vashishtha, and Venkatachalam  (TAR 2018)
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Controls not reported

Causal effect: transition of 
US firms from annual to 
semi-annual to quarterly 
reporting (1950–1970)

Results: Increased 
reporting frequency is 
associated with less 
investment

Also: Stronger effects in 
industries where 
investments take long to 
generate earnings

TREAT is an indicator for treatment firms, which are firms that 
experience an increase in reporting frequency. AFTER is an 
indicator for firm-year observations after the treatment year. 



Long-term versus Short-term Investors

Presence of short-term investors is associated with …

• … less investment
• Bushee (TAR 1998); Derrien et al. (JFQA 2013); Cremers et al. (MS 2020): 

• … more fraud, more empire building
• Harford et al. (JCF 2018) 

• … worse M&A decisions
• Gaspar et al. (JFE 2005), Chen et al. (JFE 2007)

-> Much harder here to establish causality
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Specific 
climate
finance 
evidence



The Epicenter of Human Short-Termism?
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https://theconversation.com/climate-scientists-concept-of-net-zero-is-a-dangerous-trap-157368
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CO2

Mitigation 
Curves to 
reach 1.5°C 
Target



Quizz: Who said this?

“It’s fitting to gather views on the long term for a business 
audience, given the pervasive short-term pressures CEOs are 
under to demonstrate performance. […]

Climate change is where short-term thinking and long-term 
consequences collide for businesses and governments alike. […]

Meeting the challenge of climate change calls on both to assess 
the risks and act before the economic and environmental 
consequences of failure are irreversible.”
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Henry M. (Henk) Paulson Jr. 
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“Short-termism and the threat 
from climate change“ (for 
McKinsey)

Former United States treasury 
secretary (George W. Bush 
Administration) and chairman and 
CEO of Goldman Sachs.



“Today, we’re making the same mistakes when it comes to 
climate change that we made in the lead-up to the financial
crisis.“

1) Building up excesses 
Debt in 2008 -> heat-trapping greenhouse-gas emissions now 

2) Government policies are flawed 
Providing incentives for borrowing too much to finance homes then -> 
providing incentives for the use of fossil fuels now

The climate crisis, however, won’t suddenly manifest itself with a burst, 
like that of a financial bubble 

-> Climate change is more subtle and cruel
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Incentives!
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Areas of Evidence on Short-Termism

-> Role of finance / investors?

Tackling climate change 

Exploiting climate change concerns 
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Areas of Evidence on Short-Termism

Tackling climate change

Exploiting climate change concerns 
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Climate Risks & 
Institutional Investors
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Temperature Expectations of Institutional Investors
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40%

None Up to 1 degree Up to 2 degrees Up to 3 degrees More than 3
degrees

Do not know

All Regions North America Continental Europe United Kingdom Rest of world

4 in 10 
expect a 
rise that 
exceeds 
the Paris 
target

Krueger, Sautner, and Starks (RFS, 2020) 22
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25%

26%

26%

29%

32%

34%

35%

38%

0% 5% 10% 15% 20% 25% 30% 35% 40%

Other

None

Divestment

Reducing stranded asset risk

Negative/exclusionary screening

Hedging against climate risk

Shareholder proposals

Use of third-party ESG ratings

Firm valuation models that incorporate climate risk

Reducing carbon footprint of portfolio firms

ESG integration

General portfolio diversification

Analyzing stranded asset risk

Analyzing carbon footprint of portfolio firms

Krueger, Sautner, and Starks (RFS 2020)

Addressing Climate Risks (1)
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1%

16%

18%

19%

20%

29.6%

29.8%

30.0%

32%

43%

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%

Other

None

Legal action against management on climate-risk issues

Voting against re-election of any board directors due to climate-risk
issues

Publicly criticizing management on climate-risk issues

Questioning management on a conference call about climate-risk
issues

Submitting shareholder proposals on climate-risk issues

Voting against management on proposals over climate-risk issues at
the annual meeting

Proposing specific actions to management on climate-risk issues

Holding discussions with management regarding the financial
implications of climate risks

Addressing Climate Risks (2)

Krueger, Sautner, and Starks (RFS 2020)



Investor Horizon & 
Similar

(I am aware of the problems of the measure)
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Climate Risk
Disclosure and 
Investor Horizon
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Shareholder activism:
# of environmental shareholder 
proposals in a year

Flammer, Toffel, and Viswanathan (SMJ 2021)



Climate Risk Disclosure and “Climate-
Conscious IO”

(1) (2) (3) (4) (5) (6) (7) (8) (9)

Stewardship code IO 0.17** 0.64** 1.17**

(0.08) (0.28) (0.51)

High-norms IO 0.30** 0.63** 1.00**

(0.13) (0.29) (0.45)

Universal owner IO 0.41*** 0.67*** 1.28***

(0.08) (0.20) (0.26)

Non-stewardship code IO 0.04 -0.21 -0.38

(0.08) (0.30) (0.44)

Low-norms IO 0.01 -0.10 -0.18

(0.11) (0.35) (0.51)

Non-universal owner IO -0.15 -0.27 -0.62

(0.10) (0.31) (0.50)
Sample

Years

Controls Yes Yes Yes Yes Yes Yes Yes Yes Yes

Industry x Year Fixed Effects Yes Yes Yes Yes Yes Yes Yes Yes Yes

Country Fixed Effects Yes Yes Yes Yes Yes Yes Yes Yes Yes

N 35350 35350 31059 21312 21312 20716 21168 21168 20584

Adj. R-sq. 0.291 0.291 0.290 0.252 0.251 0.249 0.304 0.303 0.301

2010-2019 2011-2016 2010-2015

Scope 1 disclosure Climate risk disclosure Log(Climate disclosure score)

All Firms All Firms All Firms

Ilhan, Krueger, Sautner, and Starks (RFS 2023) 27

1 STD increase 
in Stewardship 
code IO
-> 3pp 
increase in the 
propensity to 
disclose 
emissions 
(12% of mean)



Climate Risk Management and Investor 
Horizon
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(1) (2) (3) (4) (5)

Climate-risk materiality 0.51*** 0.47***

(8.17) (7.41)

Climate-risk horizon -0.05 0.01

(-0.26) (0.05)

Medium horizon 0.86*** 0.59*

(3.37) (2.02)

Long horizon 1.21*** 0.77*

(3.01) (1.98)

Assets under management 0.23** 0.17

(2.36) (1.68)

ESG share (x100) 1.84*** 2.05*** 2.06*** 1.95*** 1.71***

(4.48) (4.71) (4.29) (3.88) (3.92)

Passive share (x100) -0.04 0.01 -0.12 0.09 -0.04

(-0.07) (0.03) (-0.23) (0.14) (-0.07)

Climate-risk history 0.10*** 0.10*** 0.09*** 0.10*** 0.09***

(4.07) (4.24) (3.01) (3.81) (3.59)

Controls (Origin, Type) Yes Yes Yes Yes Yes

N 364 363 363 364 362

Adj. R-sq. 0.175 0.143 0.148 0.155 0.182

Climate-risk management



But Too Little Action!!!

69% of focus 
companies have 
now committed 
to achieve net 
zero emissions 
by 2050 across 
all or some of 
their emissions

ClimateAction100+ 29



Areas of Evidence on Short-Termism

Tackling climate change

Exploiting climate change concerns 
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“The amount of 
“ESG assets” 
reported in its 
latest annual 
report, released in 
March, were 75 per 
cent below the 
€459bn it had said 
were “ESG 
integrated” a year 
earlier.”

“former BlackRock 
sustainability 
executive Tariq 
Fancy said ESG 
investing was little 
more than 
“marketing hype””
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Quiz: Which one is the ESG Fund?

Source: Lance Roberts, 2021 
33



ESG Fund Standard Fund

Source: Lance Roberts, 2021 
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ESG Fund Standard Fund

Abbildung: Lance Roberts, 2021 
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ESG Ratings – Data Rewriting by Refinitiv
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ESG Ratings - Rewriting and Stock Returns
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ESG Data Providers - Incentives
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What‘s the problem?

Manifestations of short-termism (-> incentives)

May undermine trust in the financial system (again)

Distrust in ESG products may lead to large ESG fund outflows, 
which can have large real effects on green firms

=> Capital reallocation required for the green transition will be 
impeded 

39



Thank you and…

… sorry for touching upon so many diverse issues 

in 30 minutes
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