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Motivation
We have 12 years to limit climate change catastrophe (IPCC,
2018)
Natural disasters cost 520$ billion a year (World Bank, 2017)
Air pollution to cause 6-9 million premature deaths by 2060
(OECD, 2016)
Since 1970, wildlife populations have fallen by 60% (WWF, 2018)
$21-$32 trillion of global private financial wealth have been
invested virtually tax-free through more than 80 ”offshore”
secrecy jurisdictions (Henry, 2012)
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Finance Jargon

ESG = Environmental, Social and Governance
CSR = Corporate Social Responsibility (less commonly used)
CFP = Corporate Financial Performance
Can we make money out of ESG? If yes, what is my return?
What is ESG in numbers? & What do these numbers tell me?
What makes ESG or CSR universal and what are the long term
implications? Is it just a political agenda?
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(Some) Main Fields
1

ESG & CFP Relationship (Firm Performance, SRI Funds, etc.)

2

Investor Activism and ESG

3

Financing ESG (Social Banks, Green Bonds)

4

ESG & Peer Effects

5

ESG & Economics (behavioral, environmental, welfare, charity,
etc.)

6

Corruption, Fraud and Tax Evasion
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Finance Jargon - Data
Traditional Databases:
(i) MSCI/KLD (ii) Sustainalytics (iii) Asset4 ESG database
They all try to measure the same thing
Researchers often aggregate the measures to create one specific
variable or what I call; ”Good Guy” proxy
Important to distinguish:
1) firm fundamentals (performance, profits, sales, Tobin’s Q) and
2) investor perceptions (stock performance and expected returns)
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ESG & CFP - Financials and Investment I
Financials and Investment
Engle et al. (2019) Serafeim (2018)Akey et al. (2018)Shapira and Zingales (2017) Hart and
Zingales (2017) Nilsson and Robinson (2018) Sun and Gunia (2018) Krueger (2015) Lins et
al. (2016) Flammer and Ioannou (2018) Krüger (2015) Becchetti et al. (2012) Liang and
Renneboog (2013) Cai et al. (2016) Guenster et al. (2011) Derwall et al. (2005) Chih et al.
(2010) Albuquerque et al. (2016) Palmer and Truong (2017) Cheng et al. (2013) Kecskes et
al. (2017) Banerjee et al. (2015b) Eccles et al. (2014)
Engle et al. (2019) propose and implement a procedure to dynamically hedge climate
change risk. To create our hedge target, they extract innovations from climate news
series that they construct through textual analysis of high-dimensional data on
newspaper coverage of climate change. They then use a mimicking portfolio approach
based on a large panel of equity returns to build climate change hedge portfolios.
They discipline the exercise by using third-party ESG scores of firms to model their
climate risk exposures. They show that this approach yields parsimonious and
industry-balanced portfolios that perform well in hedging innovations in climate news
both in-sample and out-of-sample. The resulting hedge portfolios outperform
alternative hedging strategies based primarily on industry tilts. They discuss multiple
directions for future research on financial approaches to managing climate risk.
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ESG & CFP - Financials and Investment II

Serafeim (2018) Combining corporate sustainability performance scores based on
environmental, social and governance (ESG) data with big data measuring public
sentiment about a company’s sustainability performance, he finds that the valuation
premium paid for companies with strong sustainability performance has increased
over time and that the premium is increasing as a function of positive public
sentiment momentum. An ESG factor going long on firms with superior or increasing
sustainability performance and negative sentiment momentum and short on firms
with inferior or decreasing sustainability performance and positive sentiment
momentum delivers significant positive alpha. This low sentiment ESG factor is
uncorrelated with other factors, such as value, momentum, size, profitability and
investment. In contrast, the high sentiment ESG factor delivers insignificant alpha
and is strongly negatively correlated with the value factor. The evidence suggests that
public sentiment influences investor views about the value of corporate sustainability
activities and thereby both the price paid for corporate sustainability and the
investment returns of portfolios that consider ESG data.
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ESG & CFP - Financials and Investment III
Akey et al. (2018) exploit unexpected corporate data breaches to study how firms
respond to negative reputation events. Data breaches negatively affect firm value by
10-20% following the event, and this effect lasts for years. However, consistent with a
decline in corporate reputation reducing the value of a firm’s pre-existing corporate
social responsibility (CSR) investments, they find that firms significantly increase
their investment in CSR by an average of 0.4-0.5 standard deviations in the years
following an unexpected breach. Their paper represents the first empirical study to
directly link CSR to corporate reputations and presents the first evidence in the
literature that firms actively invest in CSR as the result of a negative reputation
shock.
Shapira and Zingales (2017) DuPont, one of the most respectable U.S. companies,
caused environmental damage that ended up costing the company around a billion
dollars. By using internal company documents disclosed in trials they rule out the
possibilities that this bad outcome was due to ignorance, an unexpected realization,
or a problem of bad governance. The documents rather suggest that the polluting
was a rational decision: under reasonable probabilities of detection, polluting was
ex-ante optimal from the company’s perspective, even if the cost of preventing
pollution was lower than the cost of the health damages produced.
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ESG & CFP - Financials and Investment IV
Hart and Zingales (2017) What is the appropriate objective function for a firm? They
analyze this question for the case where shareholders are prosocial and externalities
are not perfectly separable from production decisions. They argue that maximization
of shareholder welfare is not the same as maximization of market value. They propose
that company and asset managers should pursue policies consistent with the
preferences of their investors. Voting by shareholders on corporate policy is one way
to achieve this.
Nilsson and Robinson (2018) This paper develops a simple framework for
understanding the emergence of new organizational forms, such as socially responsible
firms and social entrepreneurs, that embody the private sector’s efforts to resolve
problems that typically have been within the purview of government and traditional
public charities. They consider organizations that can generate both financial and
social returns. Differences in the technologies between the for-profit sector and the
social sector give rise to comparative advantages and play a key part in the analysis.
This allows us to analyze the conditions under which hybrid organizations emerge in
place of traditional charities and profit-maximizers.
Sun and Gunia (2018) research suggests that firms condition their CSR policies on
the availability of economic resources. They use the value of a firm’s real estate as a
measure of exogenous shocks on the firm’s economic resources.
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ESG & CFP - Financials and Investment V
Krueger (2015) estimates the effect of mandatory greenhouse gas (GHG) emissions
disclosure on corporate value. Using the introduction of mandatory GHG emissions
reporting for firms listed on the Main Market of the London Stock Exchange as a
source of exogenous variation, he finds that firms most heavily affected by the
regulation experience significantly positive valuation effects. Increases in value are
strongest for large firms and for firms from carbon intensive industries (e.g., oil and
gas). Valuation increases are driven by capital market effects such as higher liquidity
and lower bid – ask spreads for the most affected firms.
Lins et al. (2016) During the 2008-2009 financial crisis, firms with high social capital,
measured as corporate social responsibility (CSR) intensity, had stock returns that
were four to seven percentage points higher than firms with low social
capital. High-CSR firms also experienced higher profitability, growth, and sales per
employee relative to low-CSR firms, and they raised more debt. This evidence
suggests that the trust between the firm and both its stakeholders and investors, built
through investments in social capital, pays off when the overall level of trust in
corporations and markets suffers a negative shock.
Flammer and Ioannou (2018) CSR is Here to Stay- During 2008, companies
significantly laid off employees and curtailed capital expenditures, however, they did
not reduce investments in R&D and CSR (those who sustained their R&D and CSR
did much better once the economy recovered)
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ESG & CFP - Financials and Investment VI
Krüger (2015) Using a unique data set, he studies how stock markets react to positive
and negative events concerned with a firm’s corporate social responsibility (CSR). He
shows that investors respond strongly negatively to negative events and weakly
negatively to positive events. He then shows that investors do value ”offsetting CSR”,
that is positive CSR news concerning firms with a history of poor stakeholder
relations. In contrast, investors respond negatively to positive CSR news which is
more likely to result from agency problems. Finally, he provides evidence that CSR
news with stronger legal and economic information content generates a more
pronounced investor reaction.
Becchetti et al. (2012) Capital Markets- Examining entries and exits from Domini
400 Social Index. They find a significant upward trend in absolute values of abnormal
returns (entry/exit) and significant negative effect on abnormal returns after
announcement from Domini Index
Eccles et al. (2014) Long Term Return Firms that voluntarily adopted
sustainability policies by 1993 (high sustainability companies) significantly
outperform their counterparts over the long term, both in terms of stock market and
accounting performance.
Liang and Renneboog (2013) (a) Legal origins are more fundamental sources of
CSR than political, social, and firm-level financial forces; (b) The English common
law, widely-recognized as being most shareholder-oriented and economically efficient,
fosters CSR and sustainability the least, while companies under the civil law origin
assume most social responsibilities; (c) Globally, CSR contributes to shareholder value
maximization.
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ESG & CFP - Financials and Investment VII
Cai et al. (2016) Why do levels of corporate social performance (CSP) differ so much
across countries? They answer this question in an examination of CSP ratings of
more than 2600 companies from 36 countries. They find that firm characteristics
explain very little of the variations in CSP ratings. In contrast, variations in country
factors such as stages of economic development, culture, and institutions account for a
significant proportion of variations in CSP ratings across countries. In particular,
they find that CSP ratings are high in countries with high income-per-capita, strong
civil liberties and political rights, and cultures oriented toward harmony and
autonomy. Furthermore, they find that home country factors explain a smaller
portion of the overall variations in CSP for multinationals and cross-listed firms than
for non-multinationals and pure domestic firms, respectively.
Guenster et al. (2011) Eco-efficiency relates positively to operating performance and
market value (market’s valuation of environmental performance has been time
variant, which may indicate that the market incorporates environmental
information with a drift)
Albuquerque et al. (2016) use an industry equilibrium model where firms have a
choice to engage in CSR activities. CSR is a product differentiation strategy that
allows them to benefit from higher profit margins
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ESG & CFP - Financials and Investment VIII
Palmer and Truong (2017) With changing customer preferences and volatile
economic-technological environments, firms have accelerated the rate of new product
introductions (NPIs) to sustain corporate growth. However, NPIs have adverse
impacts on the environment. But what do we know about the impact of technological
green NPIs on firm profitability? Can technological green products help limit or
off-set the negative impact of NPIs on the environment? Accelerating the number of
NPIs imposes additional costs for firms as well as environmental costs, particularly
with greater resource depletion and waste generation. A well-supported solution to
reconcile the economic-environmental preservation imperative is to create incentives
for firms to use green technologies to offset the negative impact of new products on
the environment. Using data on 1020 technological green products which were
introduced between 2007 and 2012 by 79 global firms, they investigate whether there
are any win-win situations in terms of financial advantages for firms, while reducing
the adverse impacts of NPIs on the environment. The results show that the
relationship between technological green NPIs and firm profitability is positive. The
findings point to the financial incentives for firms to leverage on green technologies to
limit the environmental impact of new product introductions
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ESG & CFP - Financials and Investment IX
Cheng et al. (2013) find support for two key predictions of an agency theory of
unproductive corporate social responsibility. First, increasing managerial ownership
decreases measures of firm goodness. They use the 2003 Dividend Tax Cut to increase
after-tax insider ownership. Firms with moderate levels of insider ownership cut
goodness by more than firms with low levels (where the tax cut has no effect) and
high levels (where agency is less of an issue). Second, increasing monitoring reduces
corporate goodness. A regression discontinuity design of close votes around the 50%
cut-off finds that passage of shareholder governance proposals leads to slower growth
in goodness.
Kecskes et al. (2017) long-term investors are natural monitors that can ensure that
managers choose corporate social responsibility to maximize shareholder value. They
find that long-term investors increase the value to shareholders of corporate social
responsibility, not as a result of higher cash flow but rather of lower cash flow risk.
Banerjee et al. (2015b) provide empirical evidence on the adverse effects of supplier
firms’ environmental risk exposure on their relationship with principal customers.
They document that supplier firms with high environmental risk are less likely to
have principal customers. From principal customers’ perspective, a higher level of
environmental risk lowers a supplier firm’s probability of being chosen relative to its
industry peers by its potential customer. Conditional on an ongoing relationship with
principal customers, supplier firms with high environmental risk have lower sales to
principal customers and shorter relationship durations. These results are more
pronounced when customers’ environmental risk is low. Collectively, our findings
Homanen (2018)

Conscious Finance

Cass Business School

14

ESG & CFP - Financials and Investment X
suggest an important channel through which firms can benefit from being
environmentally responsible.
Deng et al. (2013) - using a large sample of mergers in the US, they examine whether
corporate social responsibility (CSR) creates value for acquiring firms’ shareholders.
They find that compared with low CSR acquirers, high CSR acquirers realize higher
merger announcement returns, higher announcement returns on the value-weighted
portfolio of the acquirer and the target, and larger increases in post-merger long-term
operating performance. They also realize positive long-term stock returns, suggesting
that the market does not fully value the benefits of CSR immediately. In addition,
they find that mergers by high CSR acquirers take less time to complete and are less
likely to fail than mergers by low CSR acquirers. These results suggest that acquirers’
social performance is an important determinant of merger performance and the
probability of its completion, and they support the stakeholder value maximization
view of stakeholder theory.
Chih et al. (2010) Financial performance and CSR are not related for financial
firms
Jo and Na (2012) analyze a U.S. sample of controversial industry firms, such as
alcohol, tobacco, gambling, and others, they find that CSR engagement inversely
affects firm risk
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ESG & CFP - Meta Analyses I
Meta Analyses
Orlitzky et al. (2003) Wang et al. (2015) Margolis et al. (2009) Jo and Na (2012)
Kitzmueller and Shimshack (2012)
Wang et al. (2015) Overall effect; size of the CSR-CFP relationship is positive and
significant
Orlitzky (2011) Meta analysis showing that most CSP-CFP results are coming from
findings published in Social Issues in Management, Business Ethics, or Business and
Society journals (In economics, finance, and accounting journals, the average
correlations were only about half the magnitude)
Margolis et al. (2009) Meta-analysis of 251 studies presented in 214 manuscripts. The
overall effect is positive but small
Orlitzky et al. (2003) Meta analysis on CSR and CFP. CSR is likely to pay off
Kitzmueller and Shimshack (2012) This paper ”synthesizes” the expanding corporate
social responsibility (CSR) literature.
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ESG & CFP - Real ESG and Real Effects I

Real ESG and Real Effects
Ben-David et al. (2018)Chowdhry et al. (2018) Cohn and Deryugina (2018) Adhvaryu et al.
(2018) Meyer and Pagel (2017) Li et al. (2017a) Linnenluecke et al. (2016) Khan et al.
(2015) Ioannou et al. (2016) Heyes et al. (n.d.)
Ben-David et al. (2018) Despite awareness of the detrimental impact of CO2
pollution on the world climate, countries vary widely in how they design and enforce
environmental laws. Using novel micro data about firms’ CO2 emissions levels in their
home and foreign countries, they document that firms headquartered in countries
with strict environmental policies perform their polluting activities abroad in
countries with relatively weaker policies. These effects are stronger for firms in
high-polluting industries and with poor corporate governance characteristics.
Although firms export pollution, they nevertheless emit less overall CO2 globally in
response to strict environmental policies at home.
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ESG & CFP - Real ESG and Real Effects II

Chowdhry et al. (2018) study joint financing between profit-motivated and socially
motivated (impact) investors and derive conditions under which impact investments
improve social outcomes. When project owners cannot commit to social objectives,
impact investors hold financial claims to counterbalance owners’ tendencies to
overemphasize profits. Impact investors’ ownership stakes are higher when the value
of social output is higher, and pure nonprofit status may be optimal for the highest
valued social projects. They provide guidance about the design of contingent social
contracts, such as social impact bonds and social impact guarantees.
Cohn and Deryugina (2018) Using novel US environmental spill data, they document
a robust negative relationship between the number of spills a firm experiences in a
given year and its contemporaneous and lagged (but not future) cash flow. In
addition, studying two natural experiments, they find an increase (decrease) in spills
following negative (positive) shocks to a firm’s financial resources, both in absolute
terms and relative to control firms. Overall, their results suggest that firms’ financial
resources play an important role in their ability to mitigate environmental risk.
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ESG & CFP - Real ESG and Real Effects III
Adhvaryu et al. (2018) Measurement of the full costs and benefits of energy-saving
technologies is often difficult, confounding adoption decisions. They study
consequences of the adoption of energy-efficient LED lighting in garment factories
around Bangalore, India. They combine daily production line-level data with weather
data and estimate a negative, nonlinear productivity-temperature gradient. They find
that LED lighting, which emits less heat than conventional bulbs, decreases the
temperature on factory floors, and thus raises productivity, particularly on hot days.
Using the firm’s costing data, they estimate the pay-back period for LED adoption is
nearly one-sixth the length after accounting for productivity co-benefits.
Meyer and Pagel (2017) This paper shows that air quality has a significantly
negative effect on the likelihood of individual investors to sit down, log in,
and trade in their brokerage accounts controlling for investor-, weather-,
traffic-, and market-specific factors. In perspective, a one standard deviation
increase in fine particulate matter leads to the same reduction in the probability of
logging in and trading as a one standard deviation increase in sunshine. They
document this effect for low levels of pollution that are commonly found throughout
the developed world. As individual investor trading can be a proxy for everyday
cognitively-demanding tasks such as office work, their findings suggest that the
negative effects of pollution on white-collar work productivity are much more severe
than previously thought. To their knowledge, this is the first study to demonstrate a
negative impact of pollution on a measure of white-collar productivity at the
individual level in a western country.
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ESG & CFP - Real ESG and Real Effects IV
Li et al. (2017a) Inspired by the recent health-science findings that air pollution
affects mental health and cognition, they examine whether air pollution can intensify
cognitive bias observed in the financial markets. Based on a proprietary dataset
obtained from a large mutual fund family in China, which contains the complete
trading information of over 773,198 accounts covering more than 200 cities, they find
that air pollution significantly increases the disposition effect of investors. Analysis
based on two plausible exogenous variations in air quality (the Huai-river policy and
the vast dissipation of air pollution especially due to strong winds) supports a causal
interpretation. Their results have important normative implications that air pollution
may incur severe indirect (social) costs associated with enhanced cognitive biases.
Heyes et al. (n.d.) find evidence of a direct effect of air pollution on the efficient
operation of the New York Stock Exchange, linking short-term variations in fine
particulate matter (PM2.5) in Manhattan to movements in the S&P 500. The effects
are substantial, a one standard deviation increases in ambient PM2.5
reduces same-day returns by 11.9% (they provide evidence suggestive of the role
of decreased risk tolerance operating through pollution-induced changes in mood or
cognitive function)
Linnenluecke et al. (2016) This article summarizes the state of the newly formed
interdisciplinary field (financial implications of environmental change) and sets
out avenues for future research
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ESG & CFP - Real ESG and Real Effects V

Khan et al. (2015) hand-map sustainability investments classified as material for each
industry into firm-specific sustainability ratings, (by using both calendar-time
portfolio stock return regressions and firm-level panel regressions) they find that
firms with good ratings on material sustainability issues significantly
outperform firms with poor ratings on these issues. In contrast, firms with
good ratings on immaterial sustainability issues do not significantly
outperform firms with poor ratings on the same issues
Ioannou et al. (2016) use a novel dataset compiled by the Carbon Disclosure Project
(CDP) and find that target difficulty and monetary incentives motivate
managers to a) undertake more carbon reducing projects that generate more carbon
savings, and b) invest more money in such projects, without increasing the average
payback period of the project portfolio.
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ESG & CFP - SRI Funds I
SRI Funds
Riedl and Smeets (2017) Friede et al. (2015) Gibson and Krueger (2017) Barber et al.
(2016) Motta and Uchida (2017) Gray et al. (2015) Renneboog et al. (2008) Muñoz (2016)
Derwall and Koedijk (2009) Borgers et al. (2015) Derwall et al. (2011) Abdelsalam et al.
(2014b) Erragragui and Revelli (2016) Abdelsalam et al. (2014a) Abdelsalam et al. (2015)
there are many papers
results are mainly positive, or insignificant
biggest concern; we are mainly ”negative screening”, no new opportunities are created
(only indirectly). Investors are facing a limited set of stocks (as opposed to the whole
universe of stocks) and therefore their actions and impact are limited
Friede et al. (2015) Meta-analysis of more than 2000 empirical studies; results show
that the business case for ESG investing is empirically very well founded. Roughly
90% of studies find a nonnegative ESG-CFP relation. More importantly, the large
majority of studies reports positive findings. they highlight that the positive ESG
impact on CFP appears stable over time. Promising results are obtained when
differentiating for portfolio and nonportfolio studies, regions, and young asset classes
for ESG investing such as emerging markets, corporate bonds, and green real estate.
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ESG & CFP - SRI Funds II
Gibson and Krueger (2017) Little is known about the environmental and social (or
sustainability) preferences of 13F institutional investors. In this paper, they propose a
novel measure to quantify the portfolio-level sustainability of institutional investors.
We show that portfolios of institutions with longer investment horizons
exhibit higher sustainability and that risk-adjusted performance is
positively related to sustainability, primarily through a reduction of
portfolio risk. Using exogenous shocks to investor sustainability induced by natural
disasters we provide evidence of a causal impact of sustainability on risk-adjusted
performance. An instrumental variable strategy using geographic variation in
constituency statutes further supports a causal interpretation of their results.
Barber et al. (2016) study investments in impact funds, which they define as venture
or growth private equity with a stated intent to generate both financial returns and
positive externalities. In a choice-of-funds framework covering 3,500 limited partners,
5,000 funds, and 25,000 capital commitments and controlling for general determinants
of fund choice, they find a 13.5% higher investment rate for impact funds
compared to the benchmark investment rate of traditional venture funds
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ESG & CFP - SRI Funds III
Motta and Uchida (2017) In 2006, the United Nations Global Compact launched
Principles for Responsible Investment (PRI), and the Japanese Ministry of
Environment advocated financial mechanisms for environmental protection. They find
that institutional ownership in 2005 is positively related to the probability of
subsequent improvements in environment ratings for Japanese firms. The result is
especially evident for domestic institutional shareholders who signed up for the PRI.
These results suggest that soft laws aimed at institutional investors can enhance
responsible business practices and that national government initiatives play an
effective role. Finally, improved ratings in the environment category do not harm
shareholder wealth.
Gray et al. (2015) Over the past decade, limited partners have increased capital
allocations to socially driven private equity funds with the goal to generate long-term
impact alongside financial returns. To understand funds’ abilities to meet these goals,
they gather detailed mission and financial data from 53 impact investing private
equity funds, representing 557 individual investments. They find that while fund
managers are overwhelmingly optimistic about mission preservation, few exits have
any contractual statements about preserving mission. Regarding financial
performance, their set of market-rate-seeking funds achieved gross results comparable
to non-impact investment options along a broad range of measures, suggesting it is
possible to generate market returns as an impact fund.
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ESG & CFP - SRI Funds IV
Riedl and Smeets (2017) To understand why investors hold socially responsible
mutual funds, they link administrative data to survey responses and behavior in
incentivized experiments. They find that both social preferences and social signaling
explain socially responsible investment (SRI) decisions. Financial motives play less of
a role. Socially responsible investors in their sample expect to earn lower returns on
SRI funds than on conventional funds and pay higher management fees. This suggests
that investors are willing to forgo financial performance in order to invest in
accordance with their social preferences.
Derwall et al. (2005) Does socially responsible investing (SRI) lead to inferior
or superior portfolio performance? By examining two equity portfolios, SRI produced
superior performance (even after accounting for firm market sensitivity, investment
style, industry factors and transaction costs)
Renneboog et al. (2008) Coherent review on the SRI literature
Muñoz (2016) study the cash flow timing skills of socially responsible (SR) mutual
fund investors. They show that SR investors neither worsen nor improve their returns
according to their cash flow timing decisions, although they show good timing for net
purchase and perverse timing for net withdrawal decisions.
Derwall and Koedijk (2009) Average SRI bond fund performed similar to
conventional funds, while the average SRI balanced fund outperformed its
conventional peers by more than 1.3% per year
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ESG & CFP - SRI Funds V
Borgers et al. (2015) Exposures to socially sensitive stocks are weaker for funds
that aim to attract socially conscious and institutional investor clientele. Financial
payoff associated with greater ”sin” stock exposure is positive, but the risk-adjusted
return spread between a portfolio of funds with highest sin stock exposure and its
lowest-ranked counterpart is statistically not significant. It seems fund managers do
not tilt heavily towards controversial stocks
Derwall et al. (2011) Segment of values-driven investors primarily uses ”negative”
screens to avoid controversial stocks, while the profit-driven segment uses ”positive”
screens. Profit-driven segment earns abnormal returns in the short run,
these profit-generating opportunities do not persist in the long run for SRI stocks.
Abdelsalam et al. (2014b) Examine the performance persistence of Islamic and
Socially Responsible Investment (SRI) mutual funds. Results indicate that, for both
types of funds, performance persistence actually exists, but only for the worst and,
most notably, best funds.
Abdelsalam et al. (2014a) In spite of the differences in the screening criteria and
portfolio management of both types of funds (Islamic and SRI), variation in the
performance is only found for some of the quantiles of the conditional distribution of
mutual fund performance.
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ESG & CFP - SRI Funds VI

Erragragui and Revelli (2016) determine the financial price of complying both to
Islamic investment and SRI principles. The results indicate no adverse effects on
returns due to the application of ESG screens on shariah-compliant stocks during the
2007-2011 periods while reporting substantially higher performance for the portfolios
with good records in governance, products, diversity and environment issues. On the
opposite, a negative performance is associated with an SRI strategy of disengagement
from shariah-compliant stocks with community and human rights controversies.
Abdelsalam et al. (2015) This procedure correctly identifies whether abnormal
performance is due to a dynamic investment strategy based on past performance, or
whether it is obtained by investing in a particular set of mutual funds. They find
that persistence only exists for the best funds, whereas for the worst funds, the
results are not significant.
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Investor Activism Perceptions and CSR I
Investor Activism & Perceptions
Durand et al. (2019) He et al. (2018b)He et al. (2018b) Hoepner et al. (2018) Ramelli et al.
(2018) Krueger et al. (2018)Barko et al. (2018)Bolton et al. (2018) Mielke and Steudle
(2018) Mielke and Steudle (2018) Trinks et al. (2018) Dimson et al. (2015) Davies et al.
(2018) Doidge et al. (2015) Barnea and Rubin (2010) Flammer (2015) Wei (2016) Ioannou
and Serafeim (2010) Gollier and Pouget (2014) Bénabou and Tirole (2010) Cespa and
Cestone (2007) El Ghoul et al. (2016a) Renneboog et al. (2014) Cho et al. (2013) Borgers et
al. (2013) Anantharaman and Manchiraju (2016) Nofsinger et al. (2016) El Ghoul et al.
(2016b) Hong and Kacperczyk (2009) Dong et al. (2015) Adhikari (2014) Lyon et al. (2013)
Agrawal (2012)
Durand et al. (2019) In this paper, they replicate and expand Hawn, Chatterji, &
Mitchell (2018) that used DJSI events to measure variations in firms’ CSR-activism
and examined their effect on a firm’s stock price. They use DJSI events to capture
variations in firms’ CSR visibility, holding CSR-activism constant by restricting their
analyses to CSR-equivalent firms. First, they find similar results on stock price (i.e.,
no impact) and on trading volumes. Second, because professional market participants
pay more attention to CSR-oriented firms and use visible cues such as DJSI- events,
they study and find that additions to DJSI lead to more analysts following a firm, and
that continuations on the DJSI lead to an increase in equity being held by long-term
investors.
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He et al. (2018b) Over the 2004 - 2016 period there have been over 1,600 shareholder
proposals related to environmental and social (ES) issues, with slightly more than half
sponsored by asset management companies. In recent years, ISS has supported about
60% of these proposals, yet support among mutual funds is less than 20%. Funds’
focus on factors other than long-term value maximization contribute to this
difference. Mutual funds that are less myopic and that are less influenced by
management recommendations are more likely to vote for ES proposals, especially
those sponsored by asset management companies. Despite apparent biases within
some funds, overall mutual fund support is informative regarding ES risks. Consistent
with virtually none of these proposals passing and managers not voluntarily adopting
the initiatives, higher mutual fund support for ES proposals predicts deterioration in
ES scores and extreme negative returns over the following years.
He et al. (2018b) Over the 2004 - 2016 period there have been over 1,600 shareholder
proposals related to environmental and social (ES) issues, with slightly more than half
sponsored by asset management companies. In recent years, ISS has supported about
60% of these proposals, yet support among mutual funds is less than 20%. Funds’
focus on factors other than long-term value maximization contribute to this
difference. Mutual funds that are less myopic and that are less influenced by
management recommendations are more likely to vote for ES proposals, especially
those sponsored by asset management companies. Despite apparent biases within
some funds, overall mutual fund support is informative regarding ES risks. Consistent
with virtually none of these proposals passing and managers not voluntarily adopting
Homanen (2018)

Conscious Finance

Cass Business School

29

Investor Activism Perceptions and CSR III
the initiatives, higher mutual fund support for ES proposals predicts deterioration in
ES scores and extreme negative returns over the following years.
Hoepner et al. (2018) examine whether engagement on environmental, social and
governance (ESG) issues can benefit shareholders by reducing firms’ downside risk,
measured using lower partial moments and value at risk. Using a proprietary
database, they provide evidence supporting this hypothesis. They further find that
the measured risk effects vary across engagement success and engagement themes.
Engagement appears most effective in lowering downside risk when addressing
governance or strategy topics and when changes in firms’ social policies are coupled
with governance improvements. They find corroborating evidence in that successful
engagement reduces the firm’s exposure to a downside-risk factor.
Ramelli et al. (2018) Donald Trump’s 2016 election and the subsequent nomination of
Scott Pruitt, a climate skeptic, to lead the Environmental Protection Agency
drastically downshifted expectations on US climate change policy. Firms’ stock-price
reactions to these events reveal whether their climate strategies affected their
valuations. As widely reported, firms in industries with high carbon intensity
benefited, at least briefly. It might be expected that companies with ”responsible”
strategies on climate change would also have lost value, since they were paying for
actions that seemed less urgent. In fact, investors actually rewarded such firms. The
analysis shows that this observed climate responsibility premium results, at least in
part, from the strategic behavior of long-horizon investors who looked into the future
to assess the valuation of corporations.
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Krueger et al. (2018) In a survey of institutional investors regarding their perceptions
of climate risks, they find that they believe these risks have financial implications for
their portfolio firms and that the risks have already begun to materialize, particularly
in the case of regulatory risks. Many of the investors, especially the long-term, larger
and ESG-oriented investors, consider risk management and engagement, rather than
divestment, to be the appropriate way to address climate risks. Although the
investors believe that equity valuations do not fully reflect climate risks, their
perceived overvaluations are not large. In addition, a widespread view exists that
climate-risk disclosure needs improvement.
Barko et al. (2018) study investor activism promoting environmental, social and
governance (ESG) improvements using a proprietary dataset. Targets have a higher
market share, analyst coverage, stock returns, and liquidity. The engagements lead to
ESG rating adjustments. Activism is more likely to succeed when targets have a good
ex ante ESG track record, lower ownership concentration and growth. Successful
engagements positively affect sales growth, without changing profitability. A portfolio
of targeted firms earns superior returns to that of matched firms. E.g., targets in the
ex ante lowest ESG quartile outperform nonengaged peers by 4.7%. Similarly,
successful engagements generate higher returns than unsuccessful ones.
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Bolton et al. (2018) This paper analyzes the voting patterns of institutional investors
from their proxy voting records. It estimates a spatial model of voting, using the
W-NOMINATE scaling for voting in legislatures. They find that institutional
investors’ ideology (or ideal points) can be mapped onto a left-right dimension, just as
legislators’ ideologies can be represented along a left-right spectrum. The far-left
investors are socially responsible investors and the far-right investors are ”greedy”
investors, those opposed to proposals that could financially cost shareholders. There
are significant ideological differences across institutional investors and there is no
shareholder unanimity. The proxy adviser Institutional Shareholder Services (ISS)
plays a role similar to a political party. A second adviser, Glass Lewis, has fewer
followers. They find that the ideology of ISS is center-left, to the left of most
institutional investors and Glass Lewis. Furthermore, Vanguard and Blackrock are
center-right, and the ideology refected in management proposals and voting
recommendations is far to the right. Investors on the left support a more social
orientation of the firm on environmental and other issues. They also support fewer
executive compensation proposals.
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Starks et al. (2017) Questions and debate surround institutional investor preferences
regarding the Environmental, Social and Governance (ESG) profiles of their portfolio
firms. To address these issues, they examine changes in their portfolios and find that
preferences for corporate ESG depend critically on investor horizons: Investors with
longer horizons tend to prefer higher-ESG firms, while short-term investors prefer the
opposite. Consistent with the importance of horizon, they find that investors behave
more patiently toward high ESG firms, selling less after negative earnings surprises or
poor stock returns. They further support these findings using changes in the
FTSE4Good Index as shocks to firms’ ESG reputations.
Mielke and Steudle (2018) To achieve the goal of keeping global warming well below
2oC, private investors have to shift capital from brown to green infrastructures and
technologies and provide additional green investment. In this paper, they present a
game-theoretic perspective on the challenge of triggering such investments. The
question of climate change mitigation is often related to the prisoner’s dilemma, a
game with one Nash equilibrium. However, the authors perceive investment for
mitigation and adaptation as a coordination problem of selecting among multiple
equilibria. To illustrate this, they model a non-cooperative coordination game, related
to the stag hunt, with a brown equilibrium with lower payoffs that can be achieved
single-handedly and a green equilibrium with higher payoffs that requires
coordination. As multiple experiments show, in such games actors often fail to
coordinate on a payoff dominant equilibrium due to uncertainty. Thus, they discuss
how uncertainty could be reduced along two options: one that concerns a change in
the payoff structure of the game and another that concerns subjective probabilities.
Homanen (2018)

Conscious Finance

Cass Business School

33

Investor Activism Perceptions and CSR VII
Trinks et al. (2018) Fossil fuel divestment campaigns urge investors to sell their stakes
in companies that supply coal, oil, or gas. However, avoiding investments in such
companies might impose a cost on the investor in terms of foregone potentially
profitable investments and reduced opportunities for portfolio diversification. They
compare financial performance of investment portfolios with and without fossil fuel
company stocks over the period 1927-2016. Contrary to theoretical expectations, we
find that fossil fuel divestment does not seem to impair portfolio performance. These
findings can be explained by the fact that, so far, fossil fuel company stocks do not
outperform other stocks on a risk-adjusted basis and provide relatively limited
diversification benefits. A more pronounced performance impact of divestment can be
observed over short time frames and when applied to less diversified market indices.
Dimson et al. (2015) Successful CSR (unsuccessful) engagements are followed by
positive (zero) abnormal returns. Companies with inferior governance and socially
conscious institutional investors are more likely to be engaged. After successful
engagements, particularly on environmental/social issues, companies experience
improved accounting performance and governance and increased institutional
ownership.
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Davies et al. (2018) A divestment campaign aims to depress share prices in order to
induce managers to change firm behavior. Assuming that managers make
profit-maximizing decisions in the absence of a campaign, firms that accede to
divestors’ demands raise short-run share prices, but depress long-run profits.
Managers who are more interested in short-run prices are therefore more motivated by
divestment than managers who care about long-run profits. We show that, as most
managerial compensation contracts reward long-run profitability and stock returns,
divestment may be ineffective at best, and perhaps counterproductive, rewarding
managers who attract divestment campaigns. In a quantification exercise, we show
that the wealth of most executives running likely divestment targets in 2015 would be
unaffected by even large movements in share prices. Of those affected, a substantial
majority would benefit from divestment.
Doidge et al. (2015) use proprietary data on the private communications of a formal
coalition of Canadian institutional investors and find that its private engagements
influenced firms’ adoption of majority voting and say-on-pay advisory votes, improved
compensation structure and disclosure, and influenced CEO incentive intensity.
Spillovers to non-engaged firms occur through board interlocks and to firms in which
the CCGG is expected to be more powerful in a voting contest.
Flammer (2015) find that the adoption of close call CSR proposals leads to
positive announcement returns and superior accounting performance,
implying that these proposals are value enhancing
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Wei (2016) This paper studies shareholder activism through ESG proposals over the
period 1996 to 2015. Larger, more mature firms with higher institutional holdings are
more easily targeted by these proposals. Target firms spend less on capital
expenditure and research and development. An equal-weighted portfolio of target
firms earns a four-factor alpha of 0.22% on the date of proposal filing. Target firms
with subsequent successful proposals earn higher buy-and-hold abnormal returns over
the event period and better long-term operating performances than firms whose
proposals subsequently fail.
El Ghoul et al. (2016a) investigate the impact of family control on corporate social
responsibility (CSR) performance. Using newly collected data on the ultimate
ownership structure of publicly traded firms in nine East Asian economies, we find
that family-controlled firms exhibit lower CSR performance (expropriation
hypothesis). CSR underperformance concentrates in family firms with greater agency
problems and in countries with weaker institutions.
Renneboog et al. (2014) CSR ratings are higher for companies with fewer agency
problems
Cho et al. (2013) find that both positive and negative CSR performance reduce
information asymmetry (negative CSR has a stronger effect). Negative association
between CSR performance and bid-ask spread decreases for firms with a high level of
institutional investors compared to those with a low level of institutional investors.
This finding suggests that informed investors may exploit their CSR information
advantage
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Gollier and Pouget (2014) Theoretical model on shareholder engagement in companies
strategic decisions. Shareholders may affect corporate behaviour via two mechanisms.
They can vote with their feet or via activism. A large activist investor can generate
positive abnormal returns by investing in non-responsible companies and turning
them responsible ie ”Washing Machine” (results rely on long-term horizon and
credible pro-social orientation)
Borgers et al. (2013) Their results are consistent with the idea that increased investor
attention for stakeholder issues eventually eliminates mispricing. Stakeholder-relations
index (SI) explained errors in investors’ expectations about firms’ future earnings
Barnea and Rubin (2010) Insider ownership and leverage are negatively related to
firm’s social rating, while institutional ownership is uncorrolated with it (claim:
insiders induce firms to over-invest in CSR when they bear little of the cost of doing
so)
Ioannou and Serafeim (2010), in the early 1990s analysts issued more pessimistic
recommendations for firms with high CSR. However, analysts progressively assess
these firms more optimistically over time.
Bénabou and Tirole (2010) Theoretically contrasting three possible understandings of
CSR: Firm adoption of a more long term perspective, the delegated exercise of pro
social behaviour on behalf of stakeholders and insider initiated philanthropy
Cespa and Cestone (2007) When stakeholder protection is left to voluntary initiative
of managers, relations with social activists may become an effective entrenchment
strategy for inefficient CEOs
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Anantharaman and Manchiraju (2016) sponsors whose DB (defined benefit)
pensions are poorly funded, and whose pension funding status is aggressively
overstated on corporate balance sheets, tend to exhibit higher levels of CSR
engagement with external stakeholders. CSR initiatives arise from an underlying
corporate culture that values the welfare of all stakeholders. Findings are supportive
of a ”risk-management” motive for CSR
Nofsinger et al. (2016) study institutional ownership in firms with environmental and
social (ES) strengths and concerns. Institutions in general underweight stocks
with ES concerns and are mostly ambivalent to ES strengths. Alignment of
institutional portfolios with socially responsible investing is most likely driven by risk
management and economic motives rather than social values
El Ghoul et al. (2016b) Firms engage in more CSR activities if located in
countries where the media has more freedom. They find a positive relation
between media freedom and CSR engagement (which is stronger for better governed
and larger firms)
Hong and Kacperczyk (2009) find that sin stocks are less held by
norm-constrained institutions such as pension plans as compared to mutual or
hedge funds that are natural arbitrageurs, and they receive less coverage from
analysts than do stocks of otherwise comparable characteristics.
Dong et al. (2015) show that a reduction in analyst coverage causes firms to engage
more aggressively in irresponsible behavior, especially in the dimensions of
environmental issues and product quality and safety concerns
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Adhikari (2014) examines the influence of sell-side financial analysts on corporate
social responsibility (CSR), and find that firms with greater analyst coverage tend to
be less socially responsible.
Lyon et al. (2013) find that firms winning Green Company Awards in China from 2008
to 2011 experienced on average insignificant and in some cases significantly negative
effects on shareholder value. Various robustness checks suggest that these findings are
not driven by the inefficiency of the Chinese stock market or a lack of perceived
credibility of the award. In addition, they find important variation in the responses
across firms: shareholders of firms in low-pollution industries and firms with primarily
private ownership responded more negatively to award announcements. Furthermore,
the peers of winning firms showed higher announcement returns than the award
winners. Their results suggest that a key benefit of corporate environmentalism in
China comes through building stronger relationships with government, and that
otherwise the market generally discourages firms from environmental leadership.
Agrawal (2012) Labor union pension funds have become increasingly vocal in
governance matters; however, their motives are subject to fierce debate. He examines
the proxy votes of AFL-CIO union funds around an exogenous change in the union
representation of workers across firms. AFL-CIO-affiliated shareholders become
significantly less opposed to directors once the AFL-CIO labor organization no longer
represents a firm’s workers. Other institutional investors, including mutual funds and
public pension funds, do not exhibit similar voting behavior. Union opposition is also
associated with negative valuation effects. The data suggest that some investors
pursue worker interests, rather than maximize shareholder value alone.
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Financing
Larcker and Watts (2019) De Haas and Alexander (2019) Baker et al. (2018a) Trinks et al.
(2017) Hartzmark and Sussman (2018) Chang and Devine (2015) Delis et al. (2018) Levine
et al. (2018b) Flammer (2018) Hauptmann (2017) Hasan et al. (2017) Cumming et al.
(2017) Amiraslani et al. (2016) Anderloni and Tanda (2016) Karl (2015) Goss and Roberts
(2011) Chalabi et al. (2016)Cheng et al. (2014) Kleimeier and Viehs (2016) Attig et al.
(2013) Menz (2010) Benlemlih (2015) Shen et al. (2016a) Hong et al. (2012) Chan et al.
(2016) El Ghoul et al. (2011) Cheng et al. (2014) Borgers et al. (2013) Gupta and
Krishnamurti (2016) Chava (2014) Martin et al. (2015) Yishay et al. (2016) Della Croce et
al. (2011) Stellner et al. (2015) Dasgupta and Mamingi (1998)
Larcker and Watts (2019) study investigates whether investors are willing to trade-off
wealth for societal benefits. They take advantage of unique institutional features of
the municipal securities market to provide insight into this question. Since 2013, over
$23 billion Green Bonds have been issued to fund eco-friendly projects. Comparing
Green securities to nearly identical securities issued for non-Green purposes by the
same issuers on the same day, they observe economically identical pricing for Green
and non-Green issues. In contrast to a number of recent theoretical and experimental
studies, they find that in real market settings investors appear entirely unwilling to
forgo wealth to invest in environmentally sustainable projects. When risk and payoffs
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are held constant, municipal investors view Green and non-Green securities by the
same issuer as almost exact substitutes. Thus, the ”greenium” is essentially zero.
De Haas and Alexander (2019) study the relation between the structure of financial
systems and carbon emissions in a large panel of countries and industries over the
period 1990-2013. They find that for given levels of economic and financial
development, CO2 emissions per capita are lower in economies that are relatively
more equity-funded. Industry-level analysis reveals two distinct channels: stock
markets reallocate investment towards less polluting sectors and, second, they push
carbon-intensive sectors to develop and implement greener technologies. In line with
this second channel, they show that carbon-intensive sectors produce more green
patents as stock markets deepen.
Baker et al. (2018a) study green bonds, which are bonds whose proceeds are used for
environmentally sensitive purposes. After an overview of the U.S. corporate and
municipal green bonds markets, they study pricing and ownership patterns using a
simple framework that incorporates assets with nonpecuniary utility. As predicted,
they find that green municipal bonds are issued at a premium to otherwise similar
ordinary bonds. They also confirm that green bonds, particularly small or essentially
riskless ones, are more closely held than ordinary bonds. These pricing and ownership
effects are strongest for bonds that are externally certified as green.
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Trinks et al. (2017) Using data for 1,600 firms spanning 43 countries over the years
2008-2016, they examine the relationship between carbon emissions intensity and the
cost of equity capital. They find that low-emitting firms have significantly lower costs
of equity compared to high-emitting firms. On average, a 25% cut in carbon emissions
for a given level of sales is associated with a 0.4 basis points lower cost of equity.
They show that the main source of this effect is a positive ’carbon beta’: low-emitting
firms have significantly lower sensitivity of stock returns to macroeconomic
fluctuations. This effect is stronger in Europe than in the US, and in high-emitting
industries. Their findings suggest that emissions reduction might be a valuable risk
mitigation strategy.
Hartzmark and Sussman (2018) Examining a shock to the salience of the
sustainability of the US mutual fund market, they present causal evidence that
investors marketwide value sustainability. Being categorized as low sustainability
resulted in net outflows of more than $12 billion while being categorized as high
sustainability led to net inflows of more than $24 billion. Experimental evidence
suggests that sustainability is viewed as positively predicting future performance, but
they do not find evidence that high sustainability funds outperform low sustainability
funds. The evidence is consistent with positive affect influencing expectations of
sustainable fund performance and non-pecuniary motives influencing investment
decisions.

Homanen (2018)

Conscious Finance

Cass Business School

42

Financing and ESG IV
Chang and Devine (2015) Much research has been completed on income and valuation
premiums to owners and operators of sustainable and energy efficient certified real
estate. However, little work examines the business benefit to the space users, outside
of decreased operating costs for office uses. Such implications for space users are of
great importance, as tenants may be unwilling or unable to pay a rental rate premium
for environmentally-certified space if there is not an associated user benefit. Under a
simple yet rigorous fixed effects model with geographic clustering, LEED certified
bank branches are associated with above average deposit levels and growth. Energy
Star-certified branches offer less consistent results. These results are tested in an
event study which validates the findings, and indicates that the benefits of LEED
extend years past initial certification, evidencing lasting income-related benefits.
Finally, bank-specific subsample analyses confirm these results while controlling for
idiosyncratic bank characteristics.
Amiraslani et al. (2017) investigate whether a firm’s social capital, and the trust that
it engenders, are viewed favorably by bondholders. Using firms’ corporate social
responsibility (CSR) activities to proxy for social capital, they find no relation
between CSR and bond spreads over the period 2005-2013. However, during the
2008-2009 financial crisis, which represents a shock to trust and default risk, high-CSR
firms benefited from lower bond spreads. These effects are stronger for firms with
higher expected agency costs of debt. During the crisis, high-CSR firms were also able
to raise more debt at lower spreads, better credit ratings, and longer maturities.
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Delis et al. (2018) Does neglecting the possibility that fossil fuel reserves become
”stranded” result in a ”carbon bubble”, i.e., an overvaluation of fossil fuel firms? To
address this question, they study whether banks price the climate policy risk. They
hand collect global data on corporate fossil fuel reserves, match it with syndicated
loans, and subsequently compare the loan rate charged to fossil fuel firms - along their
climate policy exposure - to non-fossil fuel firms. They find that before 2015 banks
did not price climate policy risk. After 2015, however, the risk is priced, especially for
firms holding more fossil fuel reserves. They also provide some evidence that ”green
banks” charge marginally higher loan rates to fossil fuel firms.
Levine et al. (2018b) evaluate the impact of the credit conditions facing corporations
on their emissions of toxic air pollutants. Exploiting cross-county, cross-time shale
discoveries that generated liquidity windfalls at local bank branches, they construct
measures of (1) the degree to which banks in non-shale counties, i.e., counties where
shale was not discovered, receive liquidity shocks through their branches in shale
counties and (2) the degree to which a corporation in a non-shale county has a
relationship lender that receives liquidity shocks through its branches. From both the
county- and firm-level analyses, they discover that positive shocks to credit conditions
reduce corporate pollution.
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Flammer (2018) This study examines corporate green bonds, a new practice in the
corporate landscape. The issuance of corporate green bonds has become more
prevalent over time, particularly in industries where the natural environment is
financially material. Green bonds yield i) positive announcement returns and
improvements in long-term value, ii) improvements in environmental
performance (specifically, an increase in the company’s environmental
rating, a decrease in emissions, and an increase in green patenting), and
iii) an increase in ownership by long-term and green investors. Overall,
these results indicate that green bonds are effective - companies invest the proceeds in
projects that improve the company’s environmental footprint and contribute to
long-term value creation - and help attract an investor clientele that is sensitive to the
environment.
Hauptmann (2017) This study examines if and under which conditions corporate
sustainability performance is reflected in bank loan prices. By taking the
sustainability performance of the lending bank into account, I show that borrowers
with strong sustainability performance pay lower loan spreads than borrowers with
weak sustainability performance, however only when the lending bank exhibits strong
sustainability performance. The findings hold across various methodological
approaches including sample splits, interaction effects, propensity score matching,
within-firm and within-bank differences and while controlling for a wide range of
possible confounding effects. The setting allows for a novel analysis of differences
within the same borrowers across different banks as well as banks with different
borrowers. I discuss three explanatory mechanisms for the relationship: improved
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credit risk, increase in trust due to similarity between banks and borrowers, and
reputation risk. The study reveals that the relationship between sustainability
performance and loan prices is driven by a premium in loan spreads for borrowers
with weak sustainability performance, rather than a spread discount for strong
sustainability performance. I document that the results are not driven by
measurement error or selection of borrowers to banks. Consistent with the notion that
the availability of sustainability information and scrutiny have been increasing, the
results of this study reveal that the relationship between borrower sustainability
performance and loan pricing is stronger in more recent years.
Hasan et al. (2017) find that firms headquartered in U.S. counties with higher levels
of social capital incur lower bank loan spreads. This finding is robust to using organ
donation as an alternative social capital measure and incremental to the effects of
religiosity, corporate social re-sponsibility, and tax avoidance. They identify the
causal relation using companies with a social-capital-changing headquarters
relocation. They also find that high-social-capital firms face loosened nonprice loan
terms, incur lower at-issue bond spreads, and prefer public bonds over bank loans.
They conclude that debt holders perceive social capital as providing environmental
pressure that constrains opportunistic firm behaviors in debt contracting.
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Cumming et al. (2017) This paper provides insights on the crowdfunding of new
alternative energy technologies by enabling inferences from large pools of small
investors. They provide large sample evidence from 81 countries around the world that
cleantech crowdfunding is more common in countries with low levels of individualism
and more common when oil prices are rising. Cleantech crowdfunding campaigns are
more likely to have higher capital goals, more photos, a video pitch, and longer text
descriptions of the campaign. Relative to non-cleantech campaigns, the success of
cleantech campaigns, in terms of achieving funding goals, is more economically
sensitive to the campaign’s goal size, being not-for-profit, and having a video pitch.
The evidence is consistent with the view that while alternative energies are viewed as
being more risky, and investors face greater information asymmetries relative to other
types of investment projects, there are mechanisms for entrepreneurs to mitigate these
information problems and be at least as successful in cleantech crowdfunding markets.
Amiraslani et al. (2016) investigate whether a firm’s social capital, and the trust that
it engenders, are viewed favorably by bondholders when the markets and the economy
at large face a severe crisis of confidence. Using the financial crisis as an exogenous
shock to trust and firms’ discretionary investments in corporate social responsibility
(CSR) as a proxy for social capital, they show that high-CSR firms benefited from
lower debt spreads in the secondary market during the financial crisis compared to
low-CSR firms. High-CSR firms were also more able to access the primary bond
market during this period and those high-CSR firms that did gain access benefited
from lower at-issue spreads, better initial credit ratings, and were able to issue bonds
with longer maturities. Their results suggest that debt investors believe that
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high-CSR firms are less likely to engage in asset substitution that would be
detrimental to stakeholders other than shareholders. Their findings also indicate that
the reciprocity benefits of CSR that accrued to shareholders during the financial crisis
carry across to another important asset class, debt capital.
Anderloni and Tanda (2016) shows that green companies (compared to non-green)
have a lower underpricing during an IPO, which nevertheless disappears after few
days of trading and when controlling for underpricing determinants. In the long run,
performances of green and non-green are similar and empirical results show that the
traditional risk factors explain return dynamics
Karl (2015) Alternative banks (e.g. ethical, social or sustainable banking) are
significantly more stable (in terms of z-score) than their conventional counterparts.
Alternative banks also have lower loan to asset ratios and higher customer deposit
ratios than conventional banks.
Chalabi et al. (2016) Contrary to expectations, they find that sin firms pay an
economically relevant and statistically significant lower spread than
otherwise comparable firms
Goss and Roberts (2011) Firm with SR concerns pay between7-18 basis points
more than firms that are more responsible (low quality borrowers are punished more
when in discretionary CSR, but lenders are indifferent to CSR investments by
high-quality borrowers)
Cheng et al. (2014) Firms with better CSR performance face significantly lower
capital constraints
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Kleimeier and Viehs (2016) investigate the effect of voluntary carbon emissions
disclosure on the cost of debt of publicly listed firms. Using a unique and
comprehensive database on carbon emissions from CDP (formerly ”The Carbon
Disclosure Project”), they study whether firms which choose to voluntarily disclose
their carbon emissions enjoy more favorable lending conditions - in the form of lower
spreads on their bank loans - than their non-disclosing counterparts. Their empirical
results reveal a significant and negative relation between voluntarily disclosing carbon
emission levels and the cost of bank loans for informationally opaque borrowers.
Furthermore, they find that higher industry- and firm-size-adjusted carbon emissions
have a positive and significant effect on loan spreads. These effects are common to all
loans and not limited to loans which have been arranged by norms-constrained
lenders suggesting that spread premia are driven by environmental risks rather than
investor preferences.
Attig et al. (2013) Credit Rating agencies tend to award relatively high ratings to
firms with good social performance
Menz (2010) CSR has not been incorporated into the pricing of corporate bonds
(no significance)
Benlemlih (2015) CSR firms significantly reduce their debt maturity
Shen, Wu, Chen and Fang (2016a) CSR banks outperform non-CSR banks in terms
of return on assets and return on equity
Hong et al. (2012) Financial constraints drive corporate goodness. As financial
constraints go down, corporate goodness goes up
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Chan et al. (2016) confirm a significant negative association between CSR activities
and the degree of financial constraints/distress
El Ghoul et al. (2011) Firms with better CSR scores exhibit cheaper equity
financing (i.e. lower cost of equity)
Levine et al. (2016) liquidity-dependent firms in high-trust countries obtain
more trade credit and suffer smaller drops in profits and employment
during banking crises than similar firms in low-trust economies
Gupta and Krishnamurti (2016) Moral capital is associated with the likelihood of a
distressed firm emerging from bankruptcy. Exchange capital component of CSR is
positively related to the probability of a distressed firm obtaining debtor-in-possession
financing whilst in bankruptcy
Chava (2014) investors demand significantly higher expected returns on stocks
excluded by environmental screens compared to firms without such environmental
concerns. Lenders also charge a significantly higher interest rate on the bank loans
issued to firms with these environmental concerns. Firms with these environmental
concerns have lower institutional ownership and fewer banks participate in their loan
syndicate than firms without such environmental concerns
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Martin et al. (2015) results from twenty-eight industries in ninety countries confirm
that industries dependent on relationship-specific investment from their suppliers
grow disproportionately faster in countries with a well-developed banking sector
(since suppliers are reluctant to undertake relationship- specific investment as they
cannot observe financial stability and planning horizon of buyer, therefore banks can
mitigate this information asymmetry). The channel works via increased entry of new
firms and higher capital accumulation
Yishay et al. (2016) Low willingness to pay (WTP) for environmental quality in
developing countries is a key research question in environmental economics. One
explanation is that missing credit markets may suppress WTP for environmental
improvements that require large up-front investments. They test the impact of
microloans on WTP for hygienic latrines via a randomized controlled trial in 30
villages in rural Cambodia. They find that microcredit dramatically raises WTP for
improved latrines, with 60% of households in the Financing arm willing to purchase at
an unsubsidized price, relative to 25% in the Non-financing arm. Effects on latrine
installation are positive but muted by several factors, including a negative peer effect:
randomly induced purchases by neighbors reduce a household’s probability of
installing its own latrine. On methodological grounds, this paper shows that a
”decision-focused evaluation” can be integrated into academic analysis to provide
insight into questions of general interest.
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Della Croce et al. (2011) It is estimated that transitioning to a low-carbon, and
climate resilient economy, and more broadly ”greening growth” over the next 20 years
to 2030 will require significant investment and consequently private sources of capital
on a much larger scale than previously. With their USD 28 trillion in assets, pension
funds - along with other institutional investors - potentially have an important role to
play in financing such green growth initiatives. Green projects - particularly
sustainable energy sources and clean technology - include multiple technologies, at
different stages of maturity, and require different types of financing vehicle. Most
pension funds are more interested in lower risk investments which provide a steady,
inflation adjusted income stream - with green bonds consequently gaining interest as
an asset class, particularly - though not only - with the SRI universe of institutional
investors. Yet, despite the interest in these instruments, pension funds asset allocation
to such green investments remains low. This is partly due to a lack of environmental
policy support, but other barriers to investment include a lack of appropriate
investment vehicles and market liquidity, scale issues, regulatory disincentives and
lack of knowledge, track record and expertise among pension funds about these
investments and their associated risks. To tap into this source of capital, governments
have a role to play in ensuring that attractive opportunities and instruments are
available to pension funds and institutional investors. This paper examines some of
the initiatives that are currently under way around the world to assist and encourage
pension funds to help finance green growth projects. It is drafted with a view to
inform current OECD work on engaging the private sector in financing green growth.
Different financing mechanisms are outlined, and suggestions made as to what role
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governments in general, and pension fund regulatory and supervisory authorities in
particular, can play in supporting pension funds investment in this sector. The paper
concludes with the following policy recommendations: provide supportive
environmental policy backdrop; create right investment vehicles and foster liquid
markets; support investment in green infrastructure; remove investment barriers;
provide education and guidance to investors; improve pension fund governance.
Stellner et al. (2015) they empirically examine whether superior performance in
corporate social responsibility (CSR) results in lower credit risk, measured by credit
ratings and zero-volatility spreads (z-spreads). They are especially interested in how
the environmental, social, and governance (ESG) related performance of the
corresponding countries moderates this relationship. They find only weak evidence
that superior corporate social performance (CSP) results in systematically reduced
credit risk. However, they do find strong support for their hypothesis that a country’s
ESG performance moderates the CSP-credit risk relationship. Superior CSP is
regarded as risk-reducing and rewarded with better ratings and lower z-spreads only if
it is recognized by the environment. In addition, they find a reduction of corporate
bonds’ z-spreads by approx. 9.64 basis points if the CSP of a company mirrors the
ESG performance of the country it is located in.
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Dasgupta and Mamingi (1998) assess whether capital markets in Argentina, Chile,
Mexico, and the Philippines react to the announcement of firm-specific environmental
news. They show that: 1) Capital markets react positively (the firms’ market value
increases) to the announcement of rewards and explicit recognition of superior
environmental performance. 2) They react negatively (the firms’ value decreases) to
citizens’ complaints.
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Peer Effects
Dai et al. (2018)Schiller (2017) Dechezleprêtre and Sato (2017) Cao et al. (2015) Jiraporn et
al. (2014) Newman et al. (2018)
Dai et al. (2018) Using corporate social responsibility (CSR) ratings of 34,117
corporate customer-supplier relationships from 50 countries worldwide, they find that
customers’ CSR ratings are associated with suppliers’ subsequent CSR performance,
but not vice versa and that their locations matter. Results from quasi-natural
experiments and M&A acquisitions suggest that customer activism for promoting
CSR in suppliers is causal. The bargaining power of firms and their network
connectedness are channels through which customers affect suppliers’ CSR practices.
Finally, increasing collaborative CSR efforts between customers and suppliers helps
improve their operational efficiency and firm valuation but increase only the
customers’ future sales growth.
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Schiller (2017) examines the role of supply-chain relationships for the transmission of
corporate Environmental and Social (E&S) policies, and the resulting impact on real
E&S outcomes and firm performance. he show that E&S policies propagate from
customers to suppliers, especially when customers have higher bargaining power and
suppliers are in countries with lower ESG standards. This transmission mechanism
matters: suppliers subsequently reduce their toxic emissions, litigation and reputation
risk decreases, and financial performance improves. He uses staggered E&S regulation
changes around the world to establish causality. Global supply-chains act as a
transmission mechanism for regulatory requirements and standards across borders.
Dechezleprêtre and Sato (2017) This article reviews the empirical literature on the
impacts of environmental regulations on firms’ competitiveness as measured by trade,
industry location, employment, productivity, and innovation. The evidence shows
that environmental regulations can lead to statistically significant adverse effects on
trade, employment, plant location, and productivity in the short run, in particular in
a well-identified subset of pollution- and energy-intensive sectors, but that these
impacts are small relative to general trends in production. At the same time, there is
evidence that environmental regulations induce innovation in clean technologies, but
the resulting benefits do not appear to be large enough to outweigh the costs of
regulations for the regulated entities. As measures to address competitiveness impacts
are increasingly incorporated into the design of environmental regulations, future
research will be needed to assess the validity and effectiveness of such measures and to
ensure they are compatible with the environmental objectives of the policies.
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Cao et al. (2015) Peers of a firm who nearly voted yes to a shareholder
proposal experience lower announcement returns and higher following
year CSR scores. Results are stronger in peer firms with more transparent
information environments
Jiraporn et al. (2014) Firm’s CSR policy is significantly influenced by CSR
policies of firms in the same three-digit zip code (via investor clienteles, local
competition and/or social interaction)
Newman et al. (2018) investigate the relationship between corporate social
responsibility (CSR) practices of domestic Vietnamese firms and their engagement
with foreign markets. They develop a measure of CSR that combines compliance with
labour standards, management commitment to CSR, and corporate community
related actions; and find a strong relationship between this measure and participation
in international markets. Results suggest that both exporting and importing firms
engage in more CSR activities. Conditional on exporting, they show that Vietnamese
exporters to China are less involved in CSR related activities, and that exporters to
the US engage in more community related CSR. This may reflect differences in
stakeholder preferences across markets.
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Real Costs of Pollution and Heat
Austin et al. (2019) Hansen-Lewis (2018) Holland et al. (2018) Auffhammer (2018) Alsan
and Goldin (2018) Bishop et al. (2018) Zimran (2018) Baysan et al. (2018) Geruso and
Spears (2018) Barwick et al. (2018) Chen et al. (2018) Simeonova et al. (2018) Clay et al.
(2015) Bombardini and UBC (2016)
Austin et al. (2019) Diesel emissions from school buses expose children to high levels
of air pollution; retrofitting bus engines can substantially reduce this exposure. Using
variation from 2,656 retrofits across Georgia, they estimate effects of emissions
reductions on district-level health and academic achievement. They demonstrate
positive effects on respiratory health, measured by a statewide test of aerobic
capacity. Placebo tests on body mass index show no impact. They also find that
retrofitting districts see significant test score gains in English and smaller gains in
math. Results suggest that engine retrofits can have meaningful and cost-effective
impacts on health and cognitive functioning.
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Hansen-Lewis (2018) This paper analyzes how air pollution affects manufacturing
productivity in India and the degree to which industries vary in their sensitivity to air
pollution. Determining optimal environmental policy is especially challenging when
the damages from pollution are varied and difficult to measure. She illustrates the
impact of pollution on productivity and output with a model of production where
pollution damages inputs and firms may adapt. With an administrative panel of
manufacturing firms and comprehensive geospatial data on weather and air quality,
she estimates the effect of air pollution on industrial productivity using wind velocity
as an instrument for pollution. She finds that air pollution substantially lowered
productivity among industries with labor intensive technologies, yet it had little
average effect across all industries. To understand the sources of heterogeneity in the
impact of air pollution on productivity, she extends the model and show that
industries’ technologies can modify the damages from pollution on inputs to
production. She brings the theory to the data and finds that a one standard deviation
increase in the labor intensity of production led to a 0.6 percentage point more
negative impact of pollution on productivity. The estimates imply that regulation
abating excess pollution would have raised profits 1.1 percent among adversely
affected industries but only 0.3 percent on average.
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Holland et al. (2018) determine the change in air pollution damages from U.S. power
plant emissions over 2010 to 2017. Annual damages fell from $245 billion to $133
billion over this period, with most of the decline occurring in the East. Decomposition
shows that changes in emissions rates reduced damages by $63 billion, changes in
generation shares reduced damages by $60 billion, and a reduction in fossil generation
reduced damages by $25 billion. However, changes in damage valuations per ton of
emissions increased damages by $35 billion. They estimate that marginal damages
declined in the East from about 9 cents per kWh in 2010 to 6 cents in 2017. This
decrease is slower than the decrease in total damages. Despite little or no change in
total damages in the West and Texas, marginal damages increased. The
environmental benefit of electric vehicles increased so that they are now cleaner than
gasoline vehicles on average, though substantial heterogeneity remains. The
environmental benefit of solar panels decreased in the East but increased elsewhere.
Auffhammer (2018) The goal of this paper is first to shed light on how (mostly)
economists have gone about calculating the ”social cost of carbon” for regulatory
purposes and to provide an overview of the past and currently used estimates.
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Alsan and Goldin (2018) explore the first period of sustained decline in child
mortality in the U.S. and provide estimates of the independent and combined effects
of clean water and effective sewage systems on under-five mortality. Their case is
Massachusetts, 1880 to 1920, when authorities developed a sewage and water district
in the Boston area. They find that the two interventions were complementary and
together account for approximately one-third of the decline in log child mortality
during the 41 years. Their findings are relevant to the developing world and suggest
that a piecemeal approach to infrastructure investments is unlikely to significantly
improve child health.
Bishop et al. (2018) test whether long-term exposure to air pollution degrades human
capital by causing dementia. They link fifteen years of Medicare records for 6.9
million adults age 65 and older to the EPA’s air quality monitoring network and track
the evolution of individuals’ health, onset of dementia, financial decisions, and
cumulative residential exposure to fine-particulate air pollution (PM2.5). Our
instrumental variables framework capitalizes on quasi-random variation in pollution
exposure due to the EPA’s 2005 designation of nonattainment counties for PM2.5.
They find that a 1 microgram-per-cubic-meter increase in average decadal exposure
(9.1% of the mean) increases the probability of receiving a dementia diagnosis by 1.3
percentage points (6.7% of the mean). This finding is consistent with hypotheses from
the medical literature. They conclude that regulation of air pollution has greater
benefits than previously known, in part because dementia impairs financial decision
making. They estimate that the dementia-related benefits of the EPA’s county
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nonattainment designations exceeded $150 billion. They also find that the effect of
PM2.5 on dementia persists below current regulatory thresholds.
Zimran (2018) studies the impact of transportation on health in the rural US,
1820-1847. Measuring health by average stature and using within-county panel
analysis and a straight-line instrument, he finds that greater transportation linkage,
as measured by market access, in a cohort’s county-year of birth had an adverse
impact on its health. A one-standard deviation increase in market access reduced
average stature by 0.10 to 0.29 inches. These results explain 26 to 65 percent of the
decline in average stature in the study period. I find evidence that transportation
affected health by increasing population density, leading to a worse epidemiological
environment.
Baysan et al. (2018) Organized intergroup violence is almost universally modeled as a
calculated act motivated by economic factors. In contrast, it is generally assumed
that non-economic factors, such as an individual’s emotional state, play a role in
many types of interpersonal violence, such as ”crimes of passion.” They ask whether
economic or non-economic factors better explain the well-established relationship
between temperature and violence in a unique context where intergroup killings by
drug-trafficking organizations (DTOs) and ”normal” interpersonal homicides are
separately documented. A constellation of evidence, including the limited influence of
a cash transfer program as well as comparison with both non-violent DTO crime and
suicides, indicate that economic factors only partially explain the observed
relationship between temperature and violence. They argue that non-economic
psychological and physiological factors that are affected by temperature, modeled here
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as a ”taste for violence,” likely play an important role in causing both interpersonal
and intergroup violence.
Geruso and Spears (2018) study how extreme weather exposure impacts infant
survival in the developing world. Their analysis overcomes the absence of vital
registration systems in many poor countries by extracting birth histories from
household surveys. Studying 53 developing countries that span five continents, they
find impacts of hot days on infant morality that are an order of magnitude larger than
corresponding estimates from rich country studies, with humidity playing an
important role. The size and implied geographic distribution of harms documented
here have the potential to significantly alter assessments of optimal climate policy.
Barwick et al. (2018) Developing and fast-growing economies have some of the worse
air pollution in the world, but there is a lack of systematic evidence on the health
especially morbidity impact of air pollution in these countries. Based on the universe
of credit and debit card transactions in China from 2013 to 2015, this paper provides
to our knowledge the first analysis of the morbidity cost of PM2.5 for the entire
population of a developing country. To address potential endogeneity in pollution
exposure, they construct an instrumental variable by modeling the spatial spillovers of
PM2.5 due to long-range transport. They propose a flexible distributed-lag model
that incorporates the IV approach to capture the dynamic response to past pollution
exposure. Their analysis shows that PM2.5 has a significant impact on healthcare
spending in both the short and medium terms that survives an array of robustness
checks. The annual reduction in national healthcare spending from complying with
the World Health Organization’s annual standard of 10 mg/m3 would amount to $42
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billion, or nearly 7% of China’s total healthcare spending in 2015. In contrast to the
common perception that the morbidity impact is modest relative to the mortality
impact, their estimated morbidity cost of air pollution is about two-thirds of the
mortality cost from the recent literature.
Chen et al. (2018) A large body of literature estimates the effect of air pollution on
health. However, most of these studies have focused on physical health, while the
effect on mental health is limited. Using the China Family Panel Studies (CFPS)
covering 12,615 urban residents during 2014 - 2015, they find significantly positive
effect of air pollution - instrumented by thermal inversions - on mental illness.
Specifically, a one-standard-deviation (18.04 ug/m3) increase in average PM2.5
concentrations in the past month increases the probability of having a score that is
associated with severe mental illness by 6.67 percentage points, or 0.33 standard
deviations. Based on average health expenditures associated with mental illness and
rates of treatment among those with symptoms, they calculate that these effects
induce a total annual cost of USD 22.88 billion in health expenditures only. This cost
is on a similar scale to pollution costs stemming from mortality, labor productivity,
and dementia.

Homanen (2018)

Conscious Finance

Cass Business School

64

Real Costs of Pollution and Heat VIII

Simeonova et al. (2018) study the effects of implementing a congestion tax in central
Stockholm on both ambient air pollution and the population health of local children.
They demonstrate that the tax reduced ambient air pollution by 5 to 15 percent, and
that this reduction in air pollution was associated with a significant decrease in the
rate of acute asthma attacks among young children. The change in health was more
gradual than the change in pollution suggesting that it may take time for the full
health effects of changes in pollution to be felt. Given the sluggish adjustment of
health to pollution changes, short-run estimates of the pollution reduction programs
may understate the long-run health benefits.
Clay et al. (2015) study the local impact of air pollution on infant mortality and
housing prices. The empirical analysis relies on the historical expansion in fossil fuel
electricity generation. Increases in coal consumption are associated with higher
concentrations of total suspended particulates (TSPs) and increases in infant
mortality rise in power plant emissions was responsible for an additional
12,720 infant deaths over the sample period
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Bombardini and UBC (2016) find that the pollution content of export affected
pollution and mortality. A one standard deviation increase in PollutionExportShock
increases infant mortality by 2.3 deaths per thousand live births, which is about 15%
of the standard deviation of infant mortality change during the period. The dollar
value of export expansion tends to reduce mortality, but is not always statistically
signicant. We show that the channel through which exports affect mortality is
pollution concentration: a one standard deviation increase in PollutionExportShock
increases SO2 concentration by 5.7 Âţg/m3 (the average is around 60). We find a
negative, but insignificant effect on pollution of the dollar-value export shocks, a
potential ”technique” effect whereby higher income drives demand for clean
environment. They find that only infant mortality related to cardio-respiratory
conditions responds to exports shocks, while deaths due to accidents and other causes
are not affected.
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Real Economy
Hsiang and Kopp (2018)Caron et al. (2018)Bakkensen et al. (2018)Anderson et al. (2018)
Nordhaus (2018b) Ryan (2018) Pizer (2017) Abito et al. (2018) Reguant (2018) Mealy and
Teytelboym (2017) Mealy and Teytelboym (2017) Tol (2018) Barbier and Hochard (2018)
Wang et al. (2017) Rezai et al. (2018) Zhang et al. (2018) Shen et al. (2017) Casey and
Galor (2016) Hong et al. (2016) Bansal et al. (2016b) Bansal et al. (2016a) Zivin and Kahn
(2016) Xu and Nakajima (2016) Acemoglu et al. (2012) Sun and Stuebs (2013) Dell et al.
(2012) Grossman and Krueger (1991) Colt and Knapp (2016) Kalnins and Dowell (n.d.)
Richter (2016) Dellink et al. (2014) Loureiro and Loomis (2017) Ito and Zhang (n.d.)
Meleddu and Pulina (2016) Burke and Emerick (2016) Speers et al. (2016) Shahbaz et al.
(2016) Zhou and Huang (2016) Koçak and Şarkgüneşi (2017) Heal and Park (2016) Prasad
and Mishra (2017) Shapiro (2015) Aghion et al. (2016a) Acemoglu et al. (2016) Costinot et
al. (2016) Conde (2016) Costinot et al. (2016) Metcalf (2016) Eyer and Kahn (2017) Eyer
and Kahn (2017) Dell et al. (2014) Dell et al. (2009)
Hsiang and Kopp (2018) Climate change management is a global challenge that
requires social science as much as it requires natural science. They provide a brief
introduction to the physical science of climate change, written to provide essential
background for economists and other social scientists. They also highlight some key
areas in which economists-including those studying macroeconomics, political
economy, and development-are in a unique position to help climate science advance.
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Caron et al. (2018) This paper investigates the role of income-driven differences in
consumption patterns in explaining and projecting energy demand and CO2 emissions.
They develop and estimate a general-equilibrium model with non-homothetic
preferences across a large set of countries and sectors, and trace embodied energy
consumption through intermediate use and trade linkages. Consumption of energy
goods is less than proportional to income in rich countries, and more income-elastic in
low-income countries. While income effects are weaker for embodied energy, they find
a significant negative relationship between income elasticity and CO2 intensity across
all goods. These income-driven differences in consumption choices can partially
explain the observed inverted-U relationship between income and emissions across
countries, the so-called environmental Kuznet curve. Relative to standard models
with homothetic preferences, simulations suggest that income growth leads to lower
emissions in high-income countries and higher emissions in some low-income
countries, with only modest reductions in world emissions on aggregate.
Bakkensen et al. (2018) Empirical analyses of the impacts of climatic shocks on
growth, while critical for policy, have found seemingly disparate results and are seldom
incorporated into macroeconomic climate-economy models. This paper seeks to
bridge this micro-macro gap through the case of tropical cyclones. They first present
a stochastic endogenous growth model that can reconcile previous empirical findings.
They then empirically estimate the impacts of cyclones on the structural determinants
of growth (total factor productivity, depreciation, fatalities), instead of growth itself,
facilitating direct inclusion into the seminal DICE climate-economy model. Cyclone
damages are estimated to increase the social cost of carbon by 10-15%.
Homanen (2018)

Conscious Finance

Cass Business School

68

ESG & CFP - Real Economy III
Anderson et al. (2018) This paper summarizes and synthesizes the role of markets in
facilitating climate change adaptation. It explains how market signals encourage
adaptation through land markets. It also identifies impediments to critical market
signals, provides related policy recommendations, and points to promising new
technologies. Urban, coastal, and agricultural land markets provide effective signals of
the emerging costs of climate change. These signals encourage adjustments by both
private owners and by policy officials in taking preemptive action to reduce costs. In
agriculture, they promote consideration of new cropping and tillage practices, seed
types, timing, and location of production. They also stimulate use of new irrigation
technologies. In urban areas, they motivate new housing construction, elevation, and
location away from harm. They channel more efficient use of water and its application
to parks and other green areas to make urban settings more desirable with higher
temperatures. To be effective, however, land markets must reflect multiple traders
and prices must be free to adjust. Where these conditions are not met, land market
signals will be inhibited and market-driven adaptation will be reduced. Because
public policy is driven by constituent demands, it may not be a remedy. The evidence
of the National Flood Insurance Program and federal wildfire response illustrates how
politically difficult it may be to adjust programs to be more adaptive.
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Nordhaus (2018b) Concerns about the impact on large-scale earth systems have taken
center stage in the scientific and economic analysis of climate change. This study
analyzes the economic impact of a potential disintegration of the Greenland Ice Sheet
(GIS). The method is to combine a small geophysical model of the GIS with the DICE
integrated assessment model. The result shows that the GIS is likely to disappear
over the next millennium or so without climate policy, but an active climate policy
may prevent the GIS from crossing the threshold of irreversibility. Additionally, the
study estimates the impact of the GIS on the social cost of carbon (SCC) and finds
that adding GIS dynamics would add less than 5% to the SCC under alternative
discount rates and estimates of the GIS dynamics. Simulations of geo-engineering
options indicate that the dynamics of disintegration and rebuilding are extremely
asymmetric, implying that GIS disintegration should be treated as irreversible.
Ryan (2018) This paper studies a field experiment among energy-intensive Indian
manufacturing plants that offered energy consulting to raise energy productivity, the
amount plants can produce with each unit of energy. Treatment plants, after two
years and relative to the control, run longer hours, demand more skilled labor and use
9.5 percent more electricity (standard error 7.3 percent). The paper assumes that the
treatment acted only through energy productivity to estimate the plant production
function. The model estimates imply that energy complements skill and capital and
that energy demand therefore responds more strongly to a productivity shock when
plants can adjust these inputs.
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Pizer (2017) Questions of environmental regulation typically involve trade-offs
between economic activity and environmental protection. A tally of these trade-offs,
put into common monetary terms-that is, a cost-benefit analysis (CBA)-has been
required for significant regulations (e.g., those having an annual effect on the economy
of $100 million or more) by the U.S. government for more than four decades. Ethical
debate over the role of CBA is at least as old as the requirement itself, but the
practical reality is that it pervades government policy-making. If estimates of
environmental impacts and valuation are absent or questionable, the case for
environmental protection is weakened. This is why the estimates of climate change
damages reported by Hsiang et al. on page 1362 of this issue are particularly
important.The estimates show that 3oC of warming would lead to a loss of
approximately 2% of U.S. gross domestic product (GDP); 6oC of warming would lead
to a approximately 6% loss.
Abito et al. (2018) show that inefficiencies from having separate markets to correct an
environmental externality are significantly mitigated when firms participate in an
integrated product market. Firms take into account the distribution of externality
prices and reallocate output from markets with high prices to markets with low
prices. Investment in cleaner and more efficient capacity serves as an additional
mechanism to reallocate output, which increases the marginal benefit of investment,
and consequently improves longer-term outcomes. Using data from an integrated
wholesale electricity market, we estimate a dynamic structural model of production
and investment to bound the loss from separate markets for carbon dioxide emissions,
and quantify the extent to which optimal investment can compensate for the loss.
Homanen (2018)

Conscious Finance

Cass Business School

71

ESG & CFP - Real Economy VI
Despite the lack of the ”invisible hand” of a single emissions market,
profit-maximizing firms can play a crucial role in coordinating otherwise
uncoordinated environmental regulations.
Reguant (2018) Renewable policies have grown in popularity across states in the US,
and worldwide. The costs and benefits from renewable policies are unevenly
distributed across several margins. The incidence of alternative designs varies
substantially across producers and consumers, across types of producers, across types
of consumers, and across regions. In particular, the efficiency and distributional
implications of large-scale policies crucially depend on the design of wholesale policies
and how targets are set, but also on how the costs of such policies are passed-through
to consumers. Given that renewable costs are mostly non-marginal, due to the large
presence of fixed costs, there are many different ways to implement these policies on
both the environmental design and retail pass-through margins.
Mealy and Teytelboym (2017) This paper studies countries’ productive capabilities
relevant to the green economy. They pool all existing environmental goods
classifications to create a new, comprehensive dataset of 293 green products traded
between 1995 and 2014. They match these products to export data and analyse
resulting patterns in the trade network using the economic complexity methodology.
They construct the Green Complexity Index (GCI), which ranks countries in
accordance with the number and complexity of green products they export
competitively and show that countries with higher GCI have higher environmental
patenting rates, lower CO2 emissions, and more stringent environmental policies.
They then look at each country’s Green Adjacent Possible (GAP), which represents
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the set of proximate green products that a country could potentially become
competitive in. Using the GAPs, they construct a measure of each country’s Green
Complexity Potential (GCP), which they show is predictive of countries’ future
competitiveness in green products. The strong correlation between GCP and GCI
suggests path dependence in the accumulation of green production capabilities and
shines a light on policy discussions around green industrial policy.
Reguant (2018) Renewable policies have grown in popularity across states in the US,
and worldwide. The costs and benefits from renewable policies are unevenly
distributed across several margins. The incidence of alternative designs varies
substantially across producers and consumers, across types of producers, across types
of consumers, and across regions. In particular, the efficiency and distributional
implications of large-scale policies crucially depend on the design of wholesale policies
and how targets are set, but also on how the costs of such policies are passed-through
to consumers. Given that renewable costs are mostly non-marginal, due to the large
presence of fixed costs, there are many different ways to implement these policies on
both the environmental design and retail pass-through margins. Using data from the
California electricity market, he develops a model to illustrate the interaction between
large-scale renewable policies (carbon taxes, feed-in tariffs, production subsidies and
renewable portfolio standards) and their pricing to final consumers under alternative
retail pricing schemes (no pass-through, marginal fees, fixed flat tariffs and Ramsey
pricing). He focuses on the trade-off between charging residential versus industrial
consumers to highlight tensions between efficiency, distributional and environmental
objectives.
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Mealy and Teytelboym (2017) This paper studies countries’ productive capabilities
relevant to the green economy. They pool all existing environmental goods
classifications to create a new, comprehensive dataset of 293 green products traded
between 1995 and 2014. They match these products to export data and analyse
resulting patterns in the trade network using the economic complexity methodology.
They construct the Green Complexity Index (GCI), which ranks countries in
accordance with the number and complexity of green products they export
competitively and show that countries with higher GCI have higher environmental
patenting rates, lower CO2 emissions, and more stringent environmental policies.
They then look at each country’s Green Adjacent Possible (GAP), which represents
the set of proximate green products that a country could potentially become
competitive in. Using the GAPs, they construct a measure of each country’s Green
Complexity Potential (GCP), which they show is predictive of countries’ future
competitiveness in green products. The strong correlation between GCP and GCI
suggests path dependence in the accumulation of green production capabilities and
shines a light on policy discussions around green industrial policy.
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Tol (2018) This article reviews the economic impacts of climate change and the policy
implications of the results. Current estimates indicate that climate change will likely
have a limited impact on the economy and human welfare in the twenty-first century.
In fact, the initial impacts of climate change may well be positive. However, in the
long run the negative impacts dominate the positive ones. Negative impacts will be
substantially greater in poorer, hotter, and lower-lying countries. Poverty reduction
complements greenhouse gas emissions reduction as a means to reduce climate change
impacts. Although climate change may affect the growth rate of the global economy
and may trap more people in poverty, quantification of these impacts remains
difficult. The optimal carbon tax in the near term is somewhere between a few tens
and a few hundreds of dollars per ton of carbon.
Barbier and Hochard (2018) Populations in developing countries that are located in
less-favored agricultural areas (LFAAs)- agricultural lands constrained by difficult
terrain, poor soil quality, limited rainfall, etc. or with limited access to markets-and
rural low-elevation coastal zones (LECZs)-coasts that have less than 10 meters
elevation-are not only at risk from the most severe and long-lasting climate change
impacts, they are also susceptible to poverty-environment traps (overreliance on
marginal agricultural land and resource commons, which leads to stagnant, low
incomes) that further increase their vulnerability to these impacts. The authors
estimate the populations that will be most affected by these changes and disucss
policy strategies for mitigating the impacts of climate change on poverty among the
rural poor.
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Wang et al. (2017) Under climate change, the average daily temperature and the
frequency of extreme weather occurrences are expected to increase in the United
States. This paper employs a stochastic frontier approach to examine how climate
change and extreme weather affect U.S. agricultural productivity using 1940-1970
historical weather data (mean and variation) as the norm. They have four major
findings. First, using temperature humidity index (THI) load and Oury index for the
period 1960-2010 they find each state has experienced different patterns of climate
change in the past half century, with some states incurring drier and warmer
conditions than others. Second, the higher the THI load (more heat waves) and the
lower the Oury index (much drier) will tend to lower a state’s productivity. Third, the
impacts of THI load shock and Oury index shock variables (deviations from historical
norm fluctuations) on productivity are more robust than the level of THI and Oury
index variables across specifications. Fourth, they project potential impacts of climate
change and extreme weather on U.S. regional productivity based on the estimates.
They find that the same degree changes in temperature or precipitation will have
uneven impacts on regional productivities, with Delta, Northeast, and Southeast
regions incurring much greater effects than other regions, using 2000-2010 as the
reference period.
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Rezai et al. (2018) present a model based on Keynesian aggregate demand and labor
productivity growth to study how climate damage affects the long-run evolution of
the economy. Climate change induced by greenhouse gas lowers profitability, reducing
investment and cutting output in the short and long runs. Short-run employment falls
due to deficient demand. In the long run productivity growth is slower, lowering
potential income levels. Climate policy can increase incomes and employment in the
short and long runs while a continuation of business-as-usual leads to a dystopian
income distribution with affluence for few and high levels of unemployment for the
rest.
Zhang et al. (2018) This paper uses detailed production data from a half
million Chinese manufacturing plants over 1998-2007 to estimate the
effects of temperature on firm-level total factor productivity (TFP), factor
inputs, and output. They detect an inverted U-shaped relationship between
temperature and TFP and show that it primarily drives the temperature-output
effect. Both labor- and capital- intensive firms exhibit sensitivity to high
temperatures. By mid 21st century, if no additional adaptation were to occur, they
project that climate change will reduce Chinese manufacturing output annually by
12%, equivalent to a loss of $39.5 billion in 2007 dollars. This implies substantial local
and global economic consequences as the Chinese manufacturing sector produces 32%
of national GDP and supplies 12% of global exports.
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Shen et al. (2017) Most of previous research about Total Factor Productivity (TFP)
at the macro level only emphasizes technical effect and technological progress at the
country level, but it ignores structural effect for a group of countries at the aggregate
level. This paper attempts to measure the green productivity evolution incorporating
carbon dioxide emissions based on the Luenberger productivity indicator for a group
of 30 OECD countries over the period of 1971-2011. We propose a novel
decomposition for green productivity growth at the aggregate level which separates
productivity changes into three components: technological progress, technical
efficiency change, and structural efficiency change. The structural effect captures the
heterogeneity in the combination of input and output mixes among countries that can
impact productivity growth at a more aggregate level. In the literature, this effect has
not been quantified for a group of nations such as the OECD countries. Our results
indicate that the traditional TFP index underestimates green growth which is
motivated by the effective and efficient environmental policies of the OECD. For the
last two decades, the green productivity growth has been mainly driven by technology
progress.
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Casey and Galor (2016) provide evidence that lower fertility can simultaneously
increase income per capita and lower carbon emissions, eliminating a trade-off central
to most policies aimed at slowing global climate change. Thus, regression results imply
that 1% slower population growth could be accompanied by an increase in income per
capita of nearly 7% while still lowering carbon emissions. They find that by 2100
C.E., moving from the medium to the low variant of the UN fertility projection (by
using an economic-demographic model of Nigeria) leads to 35% lower yearly emissions
and 15% higher income per capita. These results suggest that population policies
could be a part of the approach to combating global climate change.
Hong et al. (2016) investigate whether stock markets efficiently price risks brought on
or exacerbated by climate change. They show that prolonged drought in a country,
measured by the Palmer Drought Severity Index (PDSI) from climate studies,
forecasts both declines in profitability ratios and poor stock returns for food
companies in that country. A portfolio short food stocks of countries in drought and
long those of countries not in drought generates a 9.2% annualized return from 1985
to 2015. This excess predictability is larger in countries having little history of
droughts prior to the 1980s.
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Bansal et al. (2016b) use the forward-looking information from the US and global
capital markets to estimate the economic impact of global warming, specifically,
long-run temperature shifts. They find that global warming carries a positive risk
premium that increases with the level of temperature and that has almost doubled
over the last 80 years. Consistent with their model, virtually all US equity portfolios
have negative exposure (beta) to long-run temperature fluctuations. The elasticity of
equity prices to temperature risks across global markets is significantly negative and
has been increasing in magnitude over time along with the rise in temperature. They
find that the long-run impact of temperature on growth implies a significant social
cost of carbon emissions.
Bansal et al. (2016a) study the welfare implications of rising temperature and propose
a temperature-augmented long-run risks model that accounts for the interaction
between temperature, economic growth and risk. The model simultaneously matches
the projected temperature path, the observed consumption growth dynamics,
discount rates provided by the risk-free rate and equity market returns, and the
negative elasticity of equity prices to temperature risks documented in the data. We
use the calibrated model to quantify the social cost of carbon (SCC) and to frame the
optimal climate policy. They show that a preference for early resolution of
uncertainty and long-run impact of temperature on growth imply a significant SCC
and motivate early actions to abate global warming.
Xu and Nakajima (2016) investigate the relationship between coal mine regulation
and economic growth (China began regulating coal mines in the 1990s). They find
that find that regulation positively affects a regional economy.
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Acemoglu et al. (2012) introduces endogenous and directed technical change in a
growth model with environmental constraints. The final good is produced from
”dirty” and ”clean” inputs. They show that: (i) when inputs are sufficiently
substitutable, sustainable growth can be achieved with temporary taxes/subsidies
that redirect innovation toward clean inputs; (ii) optimal policy involves both ”carbon
taxes” and research subsidies, avoiding excessive use of carbon taxes; (iii) delay in
intervention is costly, as it later necessitates a longer transition phase with slow
growth
Sun and Stuebs (2013) find significantly positive relationship between CSR and future
firm productivity, suggesting that CSR can lead to higher productivity in the
chemical industry.
Dell et al. (2012) This paper uses historical fluctuations in temperature within
countries to identify its effects on aggregate economic outcomes. They find three
primary results. First, higher temperatures substantially reduce economic growth in
poor countries. Second, higher temperatures may reduce growth rates, not just the
level of output. Third, higher temperatures have wide-ranging effects, reducing
agricultural output, industrial output, and political stability. These findings inform
debates over climate’s role in economic development and suggest the possibility of
substantial negative impacts of higher temperatures on poor countries.
Grossman and Krueger (1991) find for two pollutants (sulfur dioxide and ”smoke”)
that concentrations increase with per capita GDP at low levels of national income,
but decrease with GDP growth at higher levels of income
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Colt and Knapp (2016) The economic effects of an ocean acidification catastrophe
total an estimated loss of ecosystem services ranges from $97 to $301 billion, or
between 0.09 and 0.28 percent of current world GDP
Kalnins and Dowell (n.d.) examine toxic releases in the US over 26 years, they find
that environmental burdens have decreased but less in socio-economically
disadvantaged communities
Richter (2016) firms at both the positive and the negative extremes of social
responsibility are more likely to have been politically active (lobbying). It seems,
firms’ CSR positions work as an economic complement to its political
activity rather than a substitute.
Dellink et al. (2014) The analysis finds that the effect of climate change impacts on
annual global GDP is projected to increase over time, leading to a global GDP loss of
0.7% to 2.5% by 2060 for the most likely equilibrium climate sensitivity range
Loureiro and Loomis (2017) This paper assesses the temporal stability of willingness
to pay estimates (WTP) under changing economic conditions. Specifically, two
questions are addressed: a) is WTP stable over time? And b) if it is not, are the
changes just driven by socio-economic effects, or something else? In order to
investigate these questions, they used data from the Contingent Valuation Method
(CVM) study conducted after the Prestige oil spill in Spain in 2006, and a second
wave of the same survey repeated in 2009, after Spain entered a serious recession.
Median WTP estimates dropped from 60.36 euros in 2006 to 26.92 euros in 2009 per
household
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Ito and Zhang (n.d.) provide estimates on willingness to pay (WTP) for clean air in
developing countries. They use product-by-store level transaction data on air purifier
sales in Chinese cities and city-level air pollution data (and Huai River heating policy,
which created discontinuous quasi-experimental variation in air pollution between the
north and south of the river). They find that the marginal willingness to pay for
removing 1 ug/m3 PM10.
Meleddu and Pulina (2016) those who have a high awareness for ecotourism would
financially support ecotourism projects (WTP) in the visited destination and are
willing to pay more today for a better experience in the future (attitude to admire
wealthy people reduces the propensity to pay a premium price)
Burke and Emerick (2016) exploit large variation in recent temperature and
precipitation trends to identify adaptation to climate change in US agriculture, and
use this information to generate new estimates of the potential impact of future
climate change on agricultural outcomes. Longer run adaptations appear to have
mitigated less than half-and more likely none-of the large negative short- run impacts
of extreme heat on productivity. Limited recent adaptation implies substantial losses
under future climate change in the absence of countervailing investments
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Speers et al. (2016) develop a global model of annual demand for reef fish in regions
with substantial coral reef area and use it to project potential consumer surplus losses
given coral cover projections from a coupled climate, ocean, and coral biology
simulation (CO2-COST). Under an illustrative high emission scenario (IPCC RCP
8.5), 92% of coral cover is lost by 2100. Policies reaching lower radiative forcing
targets (e.g., IPCC RCP 6.0) may partially avoid habitat loss, thereby preserving an
estimated $14 to $20 billion in consumer surplus through 2100 (2014$ USD, 3%
discount).
Shahbaz et al. (2016) find that economic growth is the cause of CO2 emissions in
Bangladesh and Egypt. Economic growth causes energy consumption in the
Philippines, Turkey, and Vietnam but the feedback effect exists between energy
consumption and economic growth in South Korea. In the cases of Indonesia and
Turkey, we find the unidirectional time-varying Granger causality running from
economic growth to CO2 emissions thus validates the existence of the Environmental
Kuznets Curve hypothesis, which indicates that economic growth is achievable at the
minimal cost of environment.
Koçak and Şarkgüneşi (2017) concluded that there is a long term balance relationship
between renewable energy consumption and economic growth and renewable energy
consumption has a positive impact on economic growth (there is a significant impact
of renewable energy consumption on economic growth in Balkan and Black Sea).
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Heal and Park (2016) (literature review) days with temperatures exceeding 90F (32C)
can increase local monthly mortality rates by more than 1 percent (Deschenes and
Greenstone 2011) and reduces daily labor supply in exposed sectors by up to 14
percent (Graff Zivin and Neidell 2014). A handful of such hot days can reduce
production output in U.S. automobile factories by several percentage. The impacts of
heat stress on mortality in India are roughly ten times larger than those in the United
States (Deschenes, 2014). Temperature Stress and the Direct Impact of Climate
Change 13 points below factory- and season-specific averages (Cachon et al. 2012)
and reduce aggregate local output by upwards of 1 to 2 percentage points (Deryugina
and Hsiang 2014; Park 2016).
Zivin and Kahn (2016) How will a nation’s aggregate urban productivity be affected
by climate change? The joint distribution of climate conditions and economic activity
across a nation’s cities will together determine industrial average exposure to climate
risk. Air conditioning (AC) can greatly reduce this heat exposure. They develop a
simple model of air conditioning adoption by heterogeneous firms within an industry.
Their analysis suggests that high productivity firms are more likely to adopt AC since
they suffer larger productivity losses when it is hot. Given that the most productive
firms produce a disproportionate share of industry-level output, they present
aggregation results highlighting how the industry’s output is insulated from the heat.
Our empirical analysis of the impacts of heat on total factor productivity in U.S
manufacturing yields findings broadly consistent with their model’s predictions.
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Prasad and Mishra (2017) investigates the role of voluntary compliance (CO2
emissions) in improving firms’ environmental performance in Indian iron and steel
sector. The study finds that 33% of sample firms comply with ISO 14001 (voluntary
environmental management standards). Further, the empirical results suggest that
there is a significant positive relationship between voluntary compliance and
improvement in environmental performance.
Shapiro (2015) quantifies how international trade affects CO2 emissions and analyzes
the welfare consequences of regulating the CO2 emissions from shipping. Results
show that the benefits of international trade exceed trade’s environmental costs due
to CO2 emissions by two orders of magnitude. While proposed regional carbon taxes
on the CO2 emissions from shipping would increase global welfare and increase the
implementing region’s GDP, they would also harm poor countries
Aghion et al. (2016a) ask can directed technical change be used to combat climate
change? They construct new firm-level panel data on auto industry innovation
distinguishing between ”dirty” (internal combustion engine) and ”clean” (e.g.,
electric, hybrid, and hydrogen) patents across 80 countries over several decades. They
show that firms tend to innovate more in clean (and less in dirty) technologies when
they face higher tax-inclusive fuel prices. Furthermore, there is path dependence in
the type of innovation (clean/dirty) both from aggregate spillovers and from the
firm’s own innovation history.
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Acemoglu et al. (2016) develop an endogenous growth model in which clean and dirty
technologies compete in production. Research can be directed to either technology. If
dirty technologies are more advanced, the transition to clean technology can be
difficult. Carbon taxes and research subsidies may encourage production and
innovation in clean technologies, though the transition will typically be slow. We
estimate the model using microdata from the US energy sector. We then characterize
the optimal policy path that heavily relies on both subsidies and taxes. Finally, we
evaluate various alternative policies. Relying only on carbon taxes or delaying
intervention has significant welfare costs.
Costinot et al. (2016) find that the impact of climate change on agricultural markets
would amount to a 0.26 percent reduction in global GDP when trade and production
patterns are allowed to adjust. Since the value of output in our 10 crops is equal to
1.8 percent of world GDP, this corresponds to about one-sixth of total crop value
(data on 10 crops for each 1.7 million global fields).

Homanen (2018)

Conscious Finance

Cass Business School

87

ESG & CFP - Real Economy XXII
Metcalf (2016) present a novel methodology for estimating impacts on domestic
supply of oil and natural gas arising from changes in the tax treatment of oil and gas
production. It corrects a downward bias when the ratio of aggregate tax expenditures
to domestic production is used to measure the subsidy value of tax preferences. That
latter approach underestimates the value of the tax preferences to firms by ignoring
the time value of money. This paper introduces the concept of the equivalent price
impact, the change in price that has the same impact on aggregate drilling decisions
as a change in the tax provisions for oil and gas drilling and production. Using this
approach, they find that removing the three largest tax preferences for the oil and gas
industry would likely have very modest impacts on global oil production, consumption
or prices. Domestic oil and gas production is estimated to decline by 4 to 5 percent
over the long run. Global oil prices would rise by less than one percent. Domestic
natural gas prices are estimated to rise by 7 to 10 percent. Changes to these tax
provisions would have modest to negligible impacts on greenhouse gas emissions or
energy security
Conde (2016) Resistance to mining: A review
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Eyer and Kahn (2017) investigate the theoretically ambiguous link between income
inequality and per capita carbon dioxide emissions using a panel data set that is
substantially larger (in both regional and temporal coverage) than those used in the
existing literature. Using an arguably superior group fixed effects estimator, they find
that the relationship between income inequality and per capita emissions depends on
the level of income. They show that for low and middle-income economies, higher
income inequality is associated with lower carbon emissions while in upper
middle-income and high-income economies, higher income inequality increases per
capita emissions. The result is robust to the inclusion of plausible transmission
variables.
Eyer and Kahn (2017) In recent years, the share of U.S electricity generated by coal
has fallen from nearly 50% to 33%. The costs of this transition are spatially
concentrated, and mining states have already lost income due to the reduced demand
for coal. Coal states have enacted policies to encourage local power plants to purchase
from within state mines. They document that power plants in states and counties
with substantial mining activity are more likely to be coal fired and to purchase more
within political boundary coal. These results are robust to including flexible controls
for the distance from power plants to mines. While coal states benefits from local
protectionism, these efforts impose social costs because coal mining and coal burning
creates significant environmental consequences. They quantify these effects and find
that a one-percentage point increase in the proportion of coal plants in a NERC
region with an in-state coal mine results in approximately 2.3 million additional
annual tons of CO2 emissions.
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Dell et al. (2014) A rapidly growing body of research applies panel methods to
examine how temperature, precipitation, and windstorms influence economic
outconies. These studies focus on changes in weather realizations over time within a
given spatial area and demonstrate impacts on agricultural output, industrial output,
labor productivity, energy demand, health, conflict, and economic growth, among
other outcomes. By harnessing exogenous variation over time within a given spatial
unit, these studies help credibly identify (i) the breadth of channels linking weather
and the economy, (ii) heterogeneous treatment effects across different types of
locations, and (Hi) nonlinear effects of weather variables. This paper reviews the new
literature with two purposes. First, they summarize recent work, providing a guide to
its methodologies, datasets, and findings. Second, they consider applications of the
new literature, including insights for the ”damage function” within models that seek
to assess the potential economic effects of future climate chang
Dell et al. (2009) This paper offers two new insights into the climate-income
relationship. First, they provide novel cross-sectional evidence by considering the
temperature-income relationship, using not only cross-country data but also
subnational data at the municipal level for 12 countries in the Americas. Remarkably,
they find that a negative relationship between income and temperature exists when
looking within countries, and even when looking within states within countries.
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CSR & Ownership
Maggioni and Santangelo (2017) Hsu et al. (2016) Dyck et al. (2016) Di Giuli and
Kostovetsky (2014) Maggioni and Santangelo (2017) Long et al. (2017) Geczy et al. (2015)
Maggioni and Santangelo (2017) They add to the debate on the determinants of firms’
green investment strategies (GIS) by looking at societal stakeholders and explicitly
testing the role of local environmental non-profit organizations (ENPOs) in GIS
engagement by family and non-family firms. They argue that ENPOs favor GIS
engagement only by family firms, which, due to their resource constraints, risk
aversion and local embeddedness, are more sensitive to ENPOs normative pressure.
They also suggest that the role of ENPOs is especially important for family firms’
GIS in those sectors with less stringent regulations, where ENPOs may act as a
substitute for the coercive pressure of regulation, and promote firms’ self-regulatory
behaviors. They test and find support for these arguments on a sample of about 2000
Italian manufacturing firms over the period 2001-2003.
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Borochin and Yang (2016) find that ownership by different types of institutional
investor has different implications for future firm misvaluation and governance
characteristics. Dedicated institutional investors decrease future firm misvaluation
relative to fundamentals, as well as the magnitude of this misvaluation. In contrast,
transient institutional investors have the opposite effect. Using SEC Regulation FD as
an exogenous shock to information dissemination, they find evidence consistent with
dedicated institutions having an information advantage. The valuation effects are
primarily driven by institutional portfolio concentration while the governance effects
are driven by portfolio turnover. These results imply a more nuanced relationship
between institutional ownership and firm value and corporate governance.
Hsu et al. (2016) state-owned companies engage more in environmental issues, and
such engagement does not come as a cost for shareholders. his effect is more
pronounced among firms in manufacturing industries, in emerging market economies
(Latin America and Asia-Pacific), and in countries with higher energy dependence
and greater conflict with neighboring states. State-owned firms reacted more
significantly to the Copenhagen Accord signed in December 2009 in upgrading their
environmental performance. State-owned firms also engage more in social issues but
they do not have better corporate governance performance
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Dyck et al. (2016) This paper assesses whether shareholders drive the environmental
and social (E&S) performance of firms worldwide. Across 41 countries, they find that
institutional ownership is positively associated with E&S performance with additional
tests suggesting this relation is causal. Their evidence shows that institutions are
motivated by both financial and social returns. Investors increase firms’ E&S
performance following shocks that reveal financial benefits to E&S. In cross-section,
investors increase firms’ E&S performance when they come from countries where
there is a strong community belief in the importance of E&S issues, but not
otherwise. Overall, these results indicate that investors drive firms’ E&S performance
around the world and transplant their local social norms in that process.
Di Giuli and Kostovetsky (2014) Using the firm-level corporate social responsibility
(CSR) ratings of Kinder, Lydenberg, Domini, we find that firms score higher on CSR
when they have Democratic rather than Republican founders, CEOs, and directors,
and when they are headquartered in Democratic rather than Republican-leaning
states. Democratic-leaning firms spend +$20 million more on CSR than
Republican-leaning firms ($80 million more within the sample of S&P 500 firms), or
roughly 10% of net income. We find no evidence that firms recover these expenditures
through increased sales. Indeed, increases in firm CSR ratings are associated with
negative future stock returns and declines in firm ROA, suggesting that any benefits
to stakeholders from social responsibility come at the direct expense of firm value.
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Maggioni and Santangelo (2017) add to the debate on the determinants of firms’ green
investment strategies (GIS) by looking at societal stakeholders and explicitly testing
the role of local environmental non-profit organizations (ENPOs) in GIS engagement
by family and non-family firms. They argue that ENPOs favor GIS engagement only
by family firms, which, due to their resource constraints, risk aversion and local
embeddedness, are more sensitive to ENPOs normative pressure. They also suggest
that the role of ENPOs is especially important for family firms’ GIS in those sectors
with less stringent regulations, where ENPOs may act as a substitute for the coercive
pressure of regulation, and promote firms’ self-regulatory behaviors. They test and
find support for their arguments on a sample of about 2000 Italian manufacturing
firms over the period 2001-2003. Their results are robust to the control of observable
omitted variables, reverse causality and to alternative model specifications.
Long et al. (2017) This paper analyses the impact of environmental innovation on the
economic and environmental performance of Korean-owned firms in China. They
establish a theoretical model and propose eight hypotheses, which combine TPB
(Theory of Planned Behavior) with theories of global environmental management and
environmental innovation. They analyse the determinants of environmental
innovation intention. They also analyse the effects of environmental innovation
behavior on economic performance and environmental performance in different
provinces and of different corporate ownership. They find that environmental
innovation behavior has a greater effect on environmental performance than economic
performance. Innovation in production processes, in particular, positively affects
environmental performance for Korean-owned firms in Jiangsu. They also find that
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wholly Korean-owned firms (WKOEs) are more receptive to environmental innovation
than Sino-Korean joint ventures. It is important to enhance environmental innovation
within Korean-owned firms in China. Environmental innovation should concentrate
on improving production processes in Jiangsu.
Geczy et al. (2016) A startup’s path to self-sustaining profitability is risky and hard,
and most do not make it. Venture capital (VC) investors try to improve these odds
with contractual terms that focus and sharpen employees’ incentives to pursue gold.
If the employees and investors expect the startup to balance the goal of profitability
with another goal-the goal of good-the risks are likely to both grow and multiply.
They grow to the extent that profits are threatened, and they multiply to the extent
that balancing competing goals adds a dimension to the incentive problem. In this
Article, they explore contracting terms specific to impact investing funds and their
portfolio companies. They observe one possible private ordering mechanism to
balance and align interests to serve both goals: employee ownership. Traditional VC
investments confront contracting challenges as the portfolio companies and investors
balance their interests, which may not align. Additionally, portfolio companies are
contracting with their own employees. The VC contracting literature identifies several
agency costs that contractual terms can address. Contracts can help attract the right
employees, then encourage them to work, stay, and share their best ideas. But, the
existing literature addresses traditional agency costs with respect to the pursuit of a
single monetary goal. Impact investment funds that balance monetary goals,
short-term or long, with other goals may strike a different balance in negotiating with
companies. They examine how the introduction of new motivations and interests into
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a precarious negotiation process shapes contracting outcomes. They address this
question empirically by analyzing the role of employee stock ownership in impact
investment fund contracts when investing in targeted portfolio companies. That a
startup’s employees might receive shares and options is uncontroversial. Indeed, this
appears in many ways to be fundamental to today’s startup culture. Might impact
investors mandate that employees own shares as a means to balance dual goals? That
is the key question for our analysis.
Geczy et al. (2015) Institutional investors, with trillions of dollars in assets under
management, hold increasingly important stakes in public companies and fund
individual retirement for many Americans, making institutional investors’ behaviors
and preferences paramount determinants of capital allocation. In this paper, they
examine high fiduciary duty institutions’ (HFDIs’ response to decreased profit
maximization pressure as measured by the effect of constituency statutes on HFDI
investment. They ask this question, in part, to anticipate HFDIs’ response to
alternative purpose firms, like benefit corporations. Only with access to institutional
investors’ capital can alternative purpose firms gain economic significance to rival the
purely for-profit corporation. In their empirical study, they ask whether decreased
profit maximization pressure, as evidenced by expanded director discretion to pursue
nonshareholder interests, affected HFDIs’ decision to invest (or remain invested) in
firms incorporated in constituency statute states because of a conflict, or perceived
conflict, between fiduciary duties owed to beneficiaries and shareholders and the
”other” serving interests. HFDIs, as agency investors for their shareholders and
beneficiaries, are subject to strict fiduciary duties, which, among other things,
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explicitly disallow sacrificing monetary returns for other goals. They focus on HFDIs
under the theory that any impact of fiduciary duties on investment behavior would be
strongest among those subject to the strictest duties. In other words, if they were to
see an effect at all between expanded duties and investment behavior, it would be
most easily observable in HFDIs. Their findings also answer questions raised in earlier
scholarship regarding the scope and impact of constituency statutes. In addition,
their findings connect constituency statutes to the current academic debate on
alternative purpose firms by identifying potential litigants and theories of recovery
under the new statutes. Finally, they observe that HFDIs did not meaningfully
change investment behavior in response to constituency statutes’ expansion of
director duties. Their empirical observations are evidence against fiduciary concerns
that impede alternative purpose firms’ access to public capital.
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ESG & CFP - Labor, Employees & Managers I
Labor & Employees
Kahn and Li (2019) Gartenberg et al. (2019) He et al. (2018a) McDonnell and King (2018)
Cassar and Meier (2018) Kaplan and Schulhofer-Wohl (2018) Morrison and Thanassoulis
(2017) Levine et al. (2018a) Cronqvist and Yu (2017) Gong and Grundy (2018) Nyborg and
Zhang (2013) Ferris et al. (2016) Besley and Ghatak (2017) Viard and Fu (2015) Delmas
and Pekovic (2013) Griffin et al. (2016) Edmans (2011) Hoffman and Lyons (2016) Oswald
et al. (2012) Davidson et al. (2015) Breza et al. (2015) Tonin and Vlassopoulos (2014)
Chang et al. (2016b) Chang et al. (2016a)
Kahn and Li (2019) The quality of governance depends on public sector worker
productivity. They use micro data from China to document that judges are less
productive on polluted days. Building on the insights of Alchian and Kessel (1962),
they discuss the role of organization design and the incentives of public versus for
profit organizations in designing a workplace that reduces the productivity costs of
local disamenities. They find that the public sector productivity elasticities are larger
than published estimates of the private sector productivity elasticities with respect to
pollution.
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Gartenberg et al. (2019) construct a measure of corporate purpose within a sample of
U.S. companies based on approximately 500,000 survey responses of worker
perceptions about their employers. They find that this measure of purpose is not
related to financial performance. However, high-purpose firms come in two forms:
firms characterized by high camaraderie between workers and firms characterized by
high clarity from management. They document that firms exhibiting both high
purpose and clarity have systematically higher future accounting and stock market
performance, even after controlling for current performance, and that this relation is
driven by the perceptions of middle management and professional staff rather than
senior executives or hourly or commissioned workers. Taken together, these results
suggest that firms with midlevel employees with strong beliefs in the purpose of their
organization and the clarity in the path toward that purpose experience better
performance.
Deserranno (2018) study the role of financial incentives as signals of job
characteristics when these are unknown to potential applicants. To this end, she
creates experimental variation in expected earnings and use that to estimate the effect
of financial incentives on candidates’ perception of a brand-new health-promoter
position in Uganda and on the resulting size and composition of the applicant pool.
She finds that more lucrative positions are perceived as entailing a lower positive
externality for the community and discourage agents with strong prosocial preferences
from applying. While higher financial incentives attract more applicants and increase
the probability of filling a vacancy, the signal they convey reduces the ability to
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recruit the most socially motivated agents, who are found to stay longer on the job
and to perform better.
He et al. (2018a) examine day-to-day fluctuations in worker-level output at two
manufacturing sites in China. Ambient fine-particle (PM2.5) pollution is severe but
significantly variable, largely due to exogenous atmospheric ventilation. They obtain
an insignificant immediate output response from concurrent (same-shift) variation in
particle pollution. They then allow worker outcomes to respond to day-to-day
variation in pollution with up to 30 days of delay. They uncover statistically
significant adverse output effects from more prolonged exposure, but effects are not
large. A substantial 10 ug/m3 PM2.5 variation sustained over 25 days reduces daily
output by 1%.
McDonnell and King (2018) This article explores the mechanisms by which corporate
prestige produces distorted legal outcomes. Drawing on social psychological theories
of status, they suggest that prestige influences audience evaluations by shaping
expectations, and that its effect will differ depending on whether a firm’s
blameworthiness has been firmly established. They empirically analyze a unique
database of more than 500 employment discrimination suits brought between 1998
and 2008. They find that prestige is associated with a decreased likelihood of being
found liable (suggesting a halo effect in assessments of blameworthiness), but with
more severe punishments among organizations that are found liable (suggesting a halo
tax in administrations of punishment). Their analysis allows them to reconcile two
ostensibly contradictory bodies of work on how organizational prestige affects
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audience evaluations by showing that prestige can be both a benefit and a liability,
depending on whether an organization’s blameworthiness has been firmly established.
Cassar and Meier (2018) give an economic interpretation of meaningful work and
emphasize how it is affected by the mission of the organization and the extent to
which job design fulfills the three psychological needs at the basis of
self-determination theory: autonomy, competence, and relatedness
Kaplan and Schulhofer-Wohl (2018) ask how the major occupational shifts in the
postwar period have manifested in changes in the nonpecuniary costs and benefits of
work.
Morrison and Thanassoulis (2017) study a firm with ethical employees who can adopt
a profitable working practice that may harm their customers. Their response to this
dilemma reflects their compensation contract as well as their ethical willpower. They
identify optimal compensation contracts under utilitarian and deontological
(duty-based) ethical standards. With utilitarian employees, and irrespective of
employee willpower, a profit maximising firm with sophisticated customers generates
the ethically best outcome. Organizational culture emerges as an equilibrium
phenomenon. If the firm is a partnership, if sales commissions are hidden, or if
customers are naive the firm may use bonuses to create a culture of malpractice.
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Levine et al. (2018a) study the impact of toxic emissions on the migration
of corporate executives. They link data on the opening of industrial plants
emitting toxic air pollutants with information on the career paths of
executives at all S&P 1500 firms over the 1996-2014 period. They find
that (1) the opening of toxic emitting plants increases the rate at which
executives leave geographically close firms and move to firms in less
polluted areas, (2) stock returns fall when these ”treated” executives
announce their departures, and (3) the replacement executives have less
experience than the departing executives.
Cronqvist and Yu (2017) show that large U.S. companies’ policies regarding society at
large and stakeholders other than their shareholders are systematically impacted by
the firm’s top decision-maker parenting a daughter. A CEO who has a female child
increases a firm’s corporate social responsibility (CSR) rating by about 11.9%
compared to a median firm, the effect being about one third of the effect of an
executive herself being female. The impact is strongest for diversity ratings, but also
significant for broader pro-social policies related to the environment and employee
relations. The evidence is consistent with a social preferences model in which male
executives partially internalize their daughters’ experiences and values. The results
are robust to considering several sources of endogeneity, e.g., examining only
first-born CEO daughters, Trivers-Willard effects, and child gender preferences. The
study contributes to several research areas, including female socialization studies, the
origins of firms’ CSR policies, and exogenous determinants of executives’ styles.
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Gong and Grundy (2018) - Employee matching grant schemes are coordination
mechanisms that reduce freeriding by socially conscious employee-donors. Matching
schemes coupled with lower take-home pay than offered by non-matching firms will
survive capital and labor market competition if employee type is not observable and
socially conscious employees are more productive or value working together. Matching
can enhance employee welfare and raise more for charity without reducing profits.
They document that matching firms have higher labor productivity and are more
likely to be ranked as one of the ”100 Best” employers. The result is robust to
managerial entrenchment concerns and is not confined to the high-tech sector.
Nyborg and Zhang (2013) find that the firm’s social responsibility reputation is
significantly associated with lower wages (Norwegian register data).
Ferris et al. (2016) examine the effect of managerial social capital on the firm’s cost of
equity capital. Social ties alleviate information asymmetry and agency problems,
which in turn leads to a decrease in the cost of equity. Association between social
capital and the cost of equity capital is stronger in underdeveloped financial markets
and those characterized by weak legal protection. The marginal effect of social capital
is also stronger for constrained firms with profitable investment opportunities.
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Besley and Ghatak (2017) When social benefits cannot be measured, an organization
that selects managers based on pro-social motivation can be used to balance profits
with a social purpose. This paper develops a model of social enterprise based on
selection of citizen-managers to run firms with flexible missions. They analyze
organizational choice between social enterprise, for-profits, and non-profits. The paper
also develops the implications of matching between founders and managers based on
their preferences for the mission.
Hoffman and Lyons (2016) analyze the relationship between the level of compensation
and time use for US state legislators. Using data on time use and legislator salaries,
they show that higher salary is associated with legislators spending more time on
fundraising. In contrast, higher salary is also associated with less time spent on
legislative activities and has no clear relation to time spent on constituent services.
Viard and Fu (2015) Pollution and Economic Activity Effect of Beijing’s driving
restrictions on pollution and economic activity. Air pollution falls 21% during one day
per week restrictions and tv viewership increases by 7-19 % for workers with
discretionary work (self employed workers) but is unaffected for workers without.
Provide implications for policy success (lower sick days), including evidence of high
compliance on parking garage entrance records. Annual benefit is 2.56-3.47 billion
RMB (reduced morbidity and mortality) and cost of reduced output is 0.52-0.94
billion RMB.
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Delmas and Pekovic (2013) based on a French employer-employee survey from 5220
firms, reveal that firms that have adopted environmental standards enjoy a
one standard deviation higher labor productivity than firms that have not
adopted such standards.
Griffin et al. (2016) introduce a new measure of personal ethics in the form of marital
cheating to examine the relationship between personal ethics and corporate
misconduct. Firms with CEOs and CFOs who use a marital infidelity website are
more than twice as likely to engage in two forms of corporate misconduct. Our
findings suggest that personal and professional ethics are closely related.
Edmans (2011) analyses the relationship between employee satisfaction and
long-run stock returns. A value-weighted portfolio of the ”100 Best Companies to
Work For in America” earned an annual four-factor alpha of 3.5% from 1984 to 2009,
and 2.1% above industry benchmarks.
Chang et al. (2018) investigate the effect of pollution on worker productivity in the
service sector by focusing on two call centers in China. Using precise measures of each
worker’s daily output linked to daily measures of pollution and meteorology, they find
that higher levels of air pollution decrease worker productivity. These results manifest
themselves at levels of pollution commonly found in large cities throughout the
developing and developed world.
Oswald et al. (2012) demonstrate that human happiness boosts human productivity
(via experiments)
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Benmelech and Frydman (2015) Military CEOs pursue lower corporate investment,
are less likely to be involved in corporate fraudulent activity, and perform better
during industry downturns
Davidson et al. (2015) examine how executives’ behavior outside the workplace, as
measured by their ownership of luxury goods (low ”frugality”) and prior legal
infractions, is related to financial reporting risk.
Tonin and Vlassopoulos (2014) Contributing to a social cause can be an important
driver for workers in the public and nonprofit sectors as well as in firms that engage in
corporate philanthropy or other corporate social responsibility policies. This paper
compares the effectiveness of a social incentive that takes the form of a donation
received by a charity of the subject’s choice to a financial incentive. They find that
social incentives lead to a 13% rise in productivity, regardless of their form (lump sum
or related to performance) or strength. The response is strong for subjects with low
initial productivity (30%), whereas high-productivity subjects do not respond. When
subjects can choose the mix of incentives, half sacrifice some of their private
compensation to increase social compensation, with women more likely to do so than
men. Furthermore, offering subjects some discretion in choosing their own payment
schemes leads to a substantial improvement in performance. Comparing social
incentives to equally costly increases in private compensation for low-productivity
subjects reveals that the former are less effective in increasing productivity, but the
difference is small and not statistically significant.

Homanen (2018)

Conscious Finance

Cass Business School

106

ESG & CFP - Labor, Employees & Managers X
Breza et al. (2015) use a month-long field experiment with Indian manufacturing
workers to test whether relative pay comparisons affect effort and labor supply.
Workers are paid a flat daily wage and organized into distinct product teams. They
randomize teams to receive either compressed wages (where all teammates earn the
same wage) or heterogeneous wages (where each team member is paid a different wage
according to his baseline productivity rank). For a given absolute wage level, workers
reduce output by 0.36 standard deviations if they are on a team where they are paid
less than their peers. They are also less likely to come to work, giving up 9% of their
earnings. These effects strengthen in later weeks. In contrast, workers do not increase
output when they are paid more than their peers. The perceived justification for pay
differences mediates negative morale effects. Specifically, lower relative pay does not
cause effort reductions when co-worker output is highly observable, or when one’s
higher-paid co-workers are substantially more productive than oneself (in terms of
baseline productivity).
Chang et al. (2016b) study the effect of outdoor air pollution on the productivity of
indoor workers at a pear-packing factory. Increases in fine particulate matter
(PM2.5), a pollutant that readily penetrates indoors, leads to significant decreases in
productivity, with effects arising at levels below air quality standards. In contrast,
pollutants that do not travel indoors, such as ozone, have little, if any, effect on
productivity. This effect of outdoor pollution on indoor worker productivity suggests
an overlooked consequence of pollution. Back-of-the-envelope calculations suggest the
labor savings from nationwide reductions in PM2.5 generated a sizable fraction of
total welfare benefits
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Brand (there are many more)
Barrage et al. (2014) Servaes and Tamayo (2013) Lichtenstein et al. (2004)
Barrage et al. (2014) This paper explores how advertising impacts the consumer
response to news about unobserved product quality. Specifically, they estimate how
British Petroleum’s (BP) 2000-2008 ”Beyond Petroleum” advertising campaign
affected the impact of the 2010 BP oil spill. They find that BP station margins
declined by 4.2 cents per gallon, and volumes declined by 3.6 percent after the spill.
However, pre-spill advertising significantly dampened the price response in the
short-run, and reduced the fraction of BP stations switching brand affiliation in the
long-run. Their results suggest that advertising provides insurance against adverse
events. They discuss implications for private provision of environmental stewardship.
Servaes and Tamayo (2013) shows that corporate social responsibility (CSR) and firm
value are positively related for firms with high customer awareness, as proxied by
advertising expenditures. For firms with low customer awareness, the relation is either
negative or insignificant. In addition, they find that the effect of awareness on the
CSR-value relation is reversed for firms with a poor prior reputation as corporate
citizens. This evidence is consistent with the view that CSR activities can add value
to the firm but only under certain conditions.
Corporation’s socially responsible behavior can positively affect consumers’ attitudes
toward the corporation
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Reporting & Disclosure (there are many more)
Orazalin and Mahmood (2018)Nazari et al. (2017) Dhaliwal et al. (2014) Mathuva and
Kiweu (2016)
Orazalin and Mahmood (2018) This study aims to explore the extent and nature of
sustainability reporting practices of the largest public oil and gas companies in Russia.
It further investigates the impacts of possible underlying factors on the quality of
sustainability information in the given emerging economy. This study uses data on
sustainability performance manually collected from sustainability reports and annual
reports and financial data extracted from audited financial statements available on
company websites. The results reveal that standalone sustainability reporting, firm
age, and auditor type are the main factors in the dissemination of sustainability
information in the Russian context. The findings suggest that companies with a share
of foreign ownership disclose more transparent sustainability information than
companies owned only by local investors. Additionally, companies that prepare
sustainability reports only in Russian provide more valuable sustainability
information than companies that publish reports in both English and Russian. The
findings of the study are useful for regulators, policymakers, global investors, and
managers in promoting the high application standards of the Global Reporting
Initiative framework, formulating corporate disclosure policies for listed companies,
and developing sustainability practices in the context of emerging markets.
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Nazari et al. (2017) analyse the relationship between the complexity of corporate
social responsibility (CSR) disclosure and actual CSR performance, and postulate a
positive association between actual CSR performance and readability and the size of
CSR disclosure documents. Using several readability and disclosure size measures
from computational linguistics, they test the hypotheses using a cross-sectional
sample of stand-alone CSR reports issued by large U.S. companies. They find that
increased CSR disclosure and more readable CSR reports are associated with better
CSR performance. Their findings suggest that extending CSR disclosure increases
transparency regarding firms’ social and environmental performance, while using
less-readable language in CSR reports increases obfuscation. This study contributes
to the disclosure literature by documenting that the complexity indices that have
been used as measures of obfuscation in prior finance and accounting research can
help shareholders, financial analysts, and investors determine the credibility of CSR
disclosure.
Dhaliwal et al. (2014) Negative association between CSR disclosure and the cost of
equity capital; this relationship is more pronounced in stakeholder-oriented countries.
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Mathuva and Kiweu (2016) examine the association between cooperative social and
environmental disclosure (CSED) and financial performance of deposit-taking savings
and credit cooperatives (SACCOs) in Kenya. Using data comprising of 212
deposit-taking SACCOs in Kenya, the results reveal a relatively low level of CSED by
deposit-taking SACCOs in Kenya at 29.3%. As a departure from findings in
mainstream studies, the study reveals a negative association between CSED and
financial performance. They argue that the negative association could be due to
changed regulatory landscape or a signal that Kenyan SACCOs are transitioning to
financially (profit) oriented goals.
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Innovation (Section under construction - many more to add)
Fetter et al. (2018) Popp (2019) Contreras et al. (2018) Dechezleprêtre et al. (2016) Aghion
et al. (2016b) Calel and Dechezlepretre (2016) Palmer and Truong (2017)
Fetter et al. (2018) In many industries firms can learn about new technologies from
other adopters; mandatory disclosure regulations represent an understudied channel
for this type of social learning. They study an environmentally-focused law in the
shale gas industry to examine firms’ claims that disclosure requirements expose
valuable trade secrets. Their research design takes advantage of a unique regulatory
history that allows us to see complete information on chemical inputs prior to
disclosure, along with the timing of information availability for thousands of wells
after disclosure takes effect. They find that firms’ chemical choices following
disclosure converge in a manner consistent with inter-firm imitation and that this
leads to more productive wells for firms that carefully choose whom to copy - but also
a decline in innovation among the most productive firms, whose innovations are those
most often copied by other firms. Their results suggest there is a long-run welfare
trade-off between the potential benefits of information diffusion and transparency, and
the potential costs of reduced innovation.
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Popp (2019) Innovation is an important part of environmental policy, and
encouraging innovation is often an explicit goal of policymakers. A large literature in
environmental economics examines the links between environmental policy and
innovation. Popp et al. (2010) provides an extensive review of the literature on
environmental innovation. This paper updates that review, highlighting research
published during the past decade, with a focus on empirical research examining links
between environmental policy and environmentally friendly innovation. He highlights
major trends in the literature, including an increased number of cross-country studies
and a focus on the effect of different policy instruments on innovation. He includes a
discussion of the justifications and evidence for technology-specific policy incentives
and present evidence on the effectiveness of government R&D spending.
Contreras et al. (2018) revisit the effect of the ”Eco-Patent Commons” (EcoPC) on
the diffusion of patented environmentally friendly technologies following its
discontinuation in 2016, using both participant survey and data analytic evidence.
Established in January 2008 by several large multinational companies, the
not-for-profit initiative provided royalty-free access to 248 patents covering 94 ”green”
inventions. Hall and Helmers (2013) suggested that the patents pledged to the
commons had the potential to encourage the diffusion of valuable environmentally
friendly technologies. Their updated results now show that the commons did not
increase the diffusion of pledged inventions, and that the EcoPC suffered from several
structural and organizational issues. Their findings have implications for the
effectiveness of patent commons in enabling the diffusion of patented technologies
more broadly.
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Dechezleprêtre et al. (2016) present evidence of a causal impact of research and
development (R&D) tax incentives on innovation. They exploit a change in the
asset-based size thresholds for eligibility for R&D tax subsidies and implement a
Regression Discontinuity Design using administrative tax data on the population of
UK firms. There are statistically and economically significant effects of the tax
change on both R&D and patenting (even when quality-adjusted). R&D tax price
elasticities are large at about 2.6, probably because the treated group is from a
sub-population of smaller firms and subject to financial constraints. There does not
appear to be pre-policy manipulation of assets around the thresholds that could
undermine their design. Over the 2006-11 period aggregate business R&D would be
around 10% lower in the absence of the tax relief scheme. They also show that the
R&D generated by the tax policy creates positive spillovers on the innovations of
technologically related firms.
Aghion et al. (2016b) Can directed technical change be used to combat climate
change? They construct new firm-level panel data on auto industry innovation
distinguishing between ”dirty” (internal combustion engine) and ”clean” (e.g.,
electric, hybrid, and hydrogen) patents across 80 countries over several decades. They
show that firms tend to innovate more in clean (and less in dirty) technologies when
they face higher tax-inclusive fuel prices. Furthermore, there is path dependence in
the type of innovation (clean/dirty) both from aggregate spillovers and from the
firm’s own innovation history. They simulate the increases in carbon taxes needed to
allow clean technologies to overtake dirty technologies.
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Calel and Dechezlepretre (2016) This paper investigates the impact of the European
Union Emissions Trading System (EU ETS) on technological change, exploiting
installations level inclusion criteria to estimate the System’s causal impact on firms’
patenting. They find that the EU ETS has increased low-carbon innovation among
regulated firms by as much as 10%, while not crowding out patenting for other
technologies. They also find evidence that the EU ETS has not affected patenting
beyond the set of regulated companies. These results imply that the EU ETS
accounts for nearly a 1% increase in European low-carbon patenting compared to a
counterfactual scenario.
Palmer and Truong (2017) With changing customer preferences and volatile
economic-technological environments, firms have accelerated the rate of new product
introductions (NPIs) to sustain corporate growth. However, NPIs have adverse
impacts on the environment. But what do we know about the impact of technological
green NPIs on firm profitability? Can technological green products help limit or
off-set the negative impact of NPIs on the environment? Accelerating the number of
NPIs imposes additional costs for firms as well as environmental costs, particularly
with greater resource depletion and waste generation. A well-supported solution to
reconcile the economic-environmental preservation imperative is to create incentives
for firms to use green technologies to offset the negative impact of new products on
the environment. Using data on 1020 technological green products which were
introduced between 2007 and 2012 by 79 global firms, they investigate whether there
are any winâĂŞwin situations in terms of financial advantages for firms, while
reducing the adverse impacts of NPIs on the environment. The results show that the
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relationship between technological green NPIs and firm profitability is positive. The
findings point to the financial incentives for firms to leverage on green technologies to
limit the environmental impact of new product introductions.
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Governance (Not much)
Li et al. (2010) Harjoto and Jo (2011) Guiso et al. (2015) Popadak (2013) Karolyi (2016)
Guiso et al. (2006)
Li et al. (2010) differentiate between rule-based and relation-based governance. They
find that a country’s governance environment is the most important driving force
behind CSR communication intensity (relationship is larger for firms in the
manufacturing industry in more rule based societies).
Harjoto and Jo (2011) find that firms use governance mechanisms, along with
CSR engagement, to reduce conflicts of interest between managers and
non-investing stakeholders. The CSR choice is positively associated with governance
characteristics, including board independence, institutional ownership, and analyst
following. CSR engagement positively influences operating performance and firm
value, supporting the conflict-resolution hypothesis as opposed to the over-investment
and strategic-choice arguments.
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Guiso et al. (2015) study which dimensions of corporate culture are related to a firm’s
performance and why. They find that proclaimed values appear irrelevant. Yet, when
employees perceive top managers as trustworthy and ethical, firm’s performance
is stronger. We then study how different governance structures impact the ability to
sustain integrity as a corporate value. We find that publicly traded firms are less able
to sustain it. Traditional measures of corporate governance do not seem to have much
of an impact
Popadak (2013) show corporate culture is an important channel through which
shareholder governance affects firm value. She develops a novel data set to measure
aspects of corporate culture and use a regression discontinuity strategy to demonstrate
stronger shareholder governance significantly changes aspects of culture. She finds
greater results-orientation but less customer-focus, integrity, and collaboration.
Consistent with a positive link between governance and value, shareholders initially
realize financial gains: increases in sales, profitability, and payout occur. However,
over time, she finds intangible assets associated with customer satisfaction and
employee integrity deteriorate, which partly reverses the gains from greater
results-orientation. These findings are consistent with a model of multitasking where
stronger governance incentivizes managers to concentrate on easy-to-observe
benchmarks at the expense of the harder-to-measure intangibles, even though such
actions are not in the firm’s best long-term interest. On average, she finds firm value
declines 1.4% through this corporate culture channel. She uses an instrumental
variable design and interventions by activist hedge funds to test the external validity
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of the inferences. Across these complementary research designs, she consistently finds
strong support for the economic importance of a corporate culture channel.
Karolyi (2016) review on the role of culture in financial decision-making
Guiso et al. (2006) review on the culturally-based explanations into economics
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Taxes and Regulation (many more papers)
Kotlikoff et al. (2019) Mansur and Sheriff (2019) De Bettignies and Robinson (2018)
Assunção et al. (2019) Pizer and Sexton (2019) Boomhower (2019) Muehlegger and Rapson
(2018) Schmalensee and Stavins (2018) Shapiro and Walker (2018) Sexton et al. (2018)
Gillingham and Stock (2018) Wible (2018) Knittel and Sandler (2018) Homonoff et al.
(2018) Keiser and Shapiro (2018) Akey and Appel (2017) Hatfield and Kosec (2018)
Nordhaus (2018a) Blundell et al. (2018) Fuss et al. (2018) Carrillo et al. (2018) Lyubich et
al. (2018) Boyce (2018) Dechezleprêtre and Sato (2017) Acemoglu and Rafey (2017) Aldy et
al. (2018) Lyubich et al. (2018) Li et al. (2017b) Lade and Rudik (2017) Klier and Linn
(2015) Li et al. (2014)
Kotlikoff et al. (2019) Carbon taxation has been studied primarily in social planner or
infinitely lived agent models, which trade off the welfare of future and current
generations. Such frameworks obscure the potential for carbon taxation to produce a
generational win-win. This paper develops a large-scale, dynamic 55-period, OLG
model to calculate the carbon tax policy delivering the highest uniform welfare gain
to all generations.
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Mansur and Sheriff (2019) compare the spatial distribution of emissions from
Southern California’s pollution-trading program with that of a counterfactual
command-and-control policy. Results suggest trading benefited all demographic
groups and generated a more equitable overall distribution of emissions even after
controlling for its lower aggregate emissions.
De Bettignies and Robinson (2018) study a model in which corporate social
responsibility arises in response to inefficient regulation. In their model, firms,
governments, and workers interact. Firms create negative spillovers that can be
attenuated through government regulation, which is set endogenously and may not be
socially optimal. Companies can hire socially responsible employees who enjoy
correcting spillovers. Because firms can capture rents created by allowing this, they
sometimes find it optimal to lobby for inefficient rules and then encourage socially
responsible behavior in their midst. Thus, social responsibility can either increase or
decrease social welfare, depending on the costs of political capture.
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Assunção et al. (2019) This paper sets out an empirically-driven approach for
targeting environmental policies optimally in order to combat deforestation. They
focus on the Amazon, the world’s most extensive rainforest, where Brazil’s federal
government issued a ’Priority List’ of municipalities in 2008, to be targeted with more
intense environmental monitoring and enforcement. In this setting, they first estimate
the causal impact of the Priority List on deforestation using ’changes-in-changes’
(Athey and Imbens, 2006), a flexible treatment effects estimation method, finding
that it reduced deforestation by 40 percent and cut emissions by 39.5 million tons of
carbon. Second, they develop a novel framework for computing targeted ex-post
optimal blacklists. This involves a procedure for assigning municipalities to a
counterfactual list that minimizes total deforestation subject to realistic resource
constraints, drawing on the ex-post treatment effect estimates from the first part of
the analysis. Accounting for spillovers, they show that the ex-post optimal list
resulted in carbon emissions over 7.4 percent lower than the actual list, amounting to
savings of more than $900 million, and emissions over 25 percent lower (on average)
than a randomly selected list. The approach we propose is relevant for assessing both
targeted counterfactual policies to reduce deforestation and quantifying the impacts of
policy targeting more generally.
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Pizer and Sexton (2019) Taxes have long been advocated by economists for efficient
pollution control, particularly in the energy sector. However, these taxes may enjoy
less political support than standards-based regulation at least partly because of the
common assumption that they place a greater burden on the poor than the rich. This
article evaluates the validity of that assumption by reviewing the literature on the
distributional impacts of energy taxes and by analyzing energy consumption surveys
in select countries.
Boomhower (2019) This paper measures the effects of bankruptcy protection on
industry structure and environmental outcomes in oil and gas extraction. Using
administrative data from Texas, he exploits variation in an insurance requirement
that reduced firms’ ability to avoid liability through bankruptcy. Among small firms,
the policy substantially improved environmental outcomes and reduced production.
Most production was reallocated to larger firms with better environmental records,
but high-cost production where social cost may have exceeded social benefit
decreased. These results suggest that incomplete internalization of environmental
costs due to bankruptcy is an important determinant of industry structure and safety
effort in hazardous industries.
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Muehlegger and Rapson (2018) Little is known about demand for EVs in the mass
market. In this paper, they exploit a natural experiment that provides variation in
large EV subsidies targeted at low- and middle-income households in California.
Using transaction-level data, they estimate two important policy parameters using
triple differences: the subsidy elasticity of demand for EVs and the rate of subsidy
pass-through. Estimates show that demand for EVs amongst low- and middle-income
households is price-elastic and pass-through is complete. They use these estimates to
calculate the expected subsidy bill required for California to reach its goal of 1.5
million EVs by 2025.
Schmalensee and Stavins (2018) The U.S. Clean Air Act, passed in 1970 with strong
bipartisan support, was the first environmental law to give the Federal government a
serious regulatory role, established the architecture of the U.S. air pollution control
system, and became a model for subsequent environmental laws in the United States
and globally. They outline the Act’s key provisions, as well as the main changes
Congress has made to it over time. They assess the evolution of air pollution control
policy under the Clean Air Act, with particular attention to the types of policy
instruments used. They provide a generic assessment of the major types of policy
instruments, and they trace and assess the historical evolution of EPA’s policy
instrument use, with particular focus on the increased use of market-based policy
instruments, beginning in the 1970s and culminating in the 1990s. Over the past fifty
years, air pollution regulation has gradually become much more complex, and over
the past twenty years, policy debates have become increasingly partisan and
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polarized, to the point that it has become impossible to amend the Act or pass other
legislation to address the new threat of climate change.
Shapiro and Walker (2018) Between 1990 and 2008, air pollution emissions from U.S.
manufacturing fell by 60 percent despite a substantial increase in manufacturing
output. They show that these emissions reductions are primarily driven by
within-product changes in emissions intensity rather than changes in output or in the
composition of products produced. They then develop and estimate a quantitative
model linking trade with the environment to better understand the economic forces
driving these changes. Their estimates suggest that the implicit pollution tax that
manufacturers face doubled between 1990 and 2008. These changes in environmental
regulation, rather than changes in productivity and trade, account for most of the
emissions reductions.
Sexton et al. (2018) This paper (1) provides the first systematic, theoretically
consistent, and empirically valid estimates of pollution damages avoidable by solar
capacity in each U.S. zip code, (2) relates these external benefits to subsidy levels in
each U.S. state, and (3) estimates the share of these benefits that spillover to other
states.
Gillingham and Stock (2018) This paper reviews the costs of various technologies and
actions aimed at reducing greenhouse gas emissions.
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Wible (2018) Though the U.S. Clean Water Act has been in effect since 1972, evidence
of its effectiveness has been unclear. Keiser and Shapiro compile comprehensive data
on water pollution and its drivers, including 50 million pollution readings from
240,000 monitoring sites. They find that $650 billion in federal grants to wastewater
treatment plants made rivers significantly cleaner for 25 miles downstream for 30 years
($1.5 million per mile per year). But the economic benefit in terms of home values
within 25 miles of improved waters increased by only 25% of the cost of the grants.
Knittel and Sandler (2018) When consumers or firms don’t face the true social cost of
their actions, market outcomes are inefficient. In the case of negative externalities,
Pigouvian taxes are one way to correct this market failure, but it may be infeasible to
tax the externality directly. The alternative, taxing a related product, will be
second-best. In this paper, they show that in the presence of heterogeneous
externalities and elasticities, this type of indirect tax performs poorly. In their
empirical application, gasoline taxes to address pollution externalities, less than a
third of the deadweight loss of the externality is addressed by second-best optimal
taxes.
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Homonoff et al. (2018) This paper examines a simple element of financial incentive
design-whether the incentive takes the form of a fee for bad behavior or a reward for
good behavior-to determine if the framing of the incentive influences the policy’s
effectiveness. She investigates the effect of two similar policies aimed at reducing
disposable bag use and a five-cent tax on disposable bag use and a five-cent bonus for
reusable bag use. While the tax decreased disposable bag use by over forty percentage
points, the bonus generated virtually no effect on behavior. These results are
consistent with a model of loss aversion.
Keiser and Shapiro (2018) Since the 1972 U.S. Clean Water Act, government and
industry have invested over $ 1 trillion to abate water pollution, or $ 100 per
person-year. Over half of U.S. stream and river miles, however, still violate pollution
standards. They use the most comprehensive set of files ever compiled on water
pollution and its determinants, including 50 million pollution readings from 240,000
monitoring sites and a network model of all U.S. rivers, to study water pollution’s
trends, causes, and welfare consequences. They have three main findings. First, water
pollution concentrations have fallen substantially. Between 1972 and 2001, for
example, the share of waters safe for fishing grew by 12 percentage points. Second,
the Clean Water Act’s grants to municipal wastewater treatment plants, which
account for $ 650 billion in expenditure, caused some of these declines. Through these
grants, it cost around $ 1.5 million (2014 dollars) to make one river-mile fishable for a
year. They find little displacement of municipal expenditure due to a federal grant.
Third, the grants’ estimated effects on housing values are smaller than the grants’
costs; they carefully discuss welfare implications.
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Akey and Appel (2017) study how parent liability for subsidiary environmental
cleanup costs affects industrial pollution and production. Their empirical setting
exploits a Supreme Court decision that strengthened limited liability protection for
parent corporations. Using a difference-in-differences framework, they find that
increased liability protection for parents leads to a 5-9% increase in toxic emissions by
subsidiaries. Evidence suggests the increase in pollution is driven by lower investment
in abatement technologies rather than by increased production. Cross-sectional tests
suggest a harm-shifting motivation for these effects. Overall, their results highlight
moral hazard problems associated with limited liability.
Hatfield and Kosec (2018) investigate how the quality of environmental public goods
varies with the number of local governments, and show how this relationship depends
on the existence of spillovers across jurisdictions. Exploiting exogenous variation in
the natural topography of the USA, they show that metropolitan areas with more
local governments have significantly lower air quality and significantly higher
concentrations of toxic air pollutants that cause cancer and respiratory disease. By
contrast, drinking water quality-a public good with relatively few spillovers-does not
vary with the number of governments. Further, they find that areas with more local
governments tend to have a higher density of employment in heavily polluting
industries like electric power generation and chemical manufacturing, even after
controlling for population density. This is consistent with jurisdictional fragmentation
leading to the presence of more polluting industries.
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Nordhaus (2018a) Climate change remains one of the major international
environmental challenges facing nations. Up to now, nations have adopted minimal
policies to slow climate change. Moreover, there has been no major improvement in
emissions trends as of the latest data. The current study uses the updated DICE
model to develop new projections of trends and impacts of alternative climate
policies. It also presents a new set of estimates of the uncertainties about future
climate change and compares the results with those of other integrated assessment
models. The study confirms past estimates of likely rapid climate change over the
next century if major climate-change policies are not taken. It suggests that it is
unlikely that nations can achieve the 2oC target of international agreements, even if
ambitious policies are introduced in the near term. The required carbon price needed
to achieve current targets has risen over time as policies have been delayed.
Blundell et al. (2018) The U.S. Environmental Protection Agency uses a dynamic
approach to environmental enforcement for air pollution, with repeat offenders
subject to high fines and designation as high priority violators (HPV). They estimate
the benefits of dynamic monitoring and enforcement by developing and estimating a
dynamic model of a plant and regulator, where plants decide when to invest in
pollution abatement technologies. They use a fixed grid approach to estimate random
coefficient specifications. Investment, fines, and HPV designation are very costly to
most plants. Eliminating dynamic enforcement would have large adverse impacts on
the number of high priority violators and pollutants emitted.
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Fuss et al. (2018) The performance of the European Union (EU) Emissions Trading
System (ETS) and other cap-and-trade schemes has been under scrutiny because of
their inability to create a stable price for greenhouse gas emissions. This article seeks
to inform the often confusing debate about the economic performance of
cap-and-trade systems over time, with a focus on the EU ETS.
Carrillo et al. (2018) Driving restriction programs have been implemented in many
cities around the world to alleviate pollution and congestion problems. Enforcement
of such programs is costly and can potentially displace policing resources used for
crime prevention and crime detection. Hence, driving restrictions may increase crime.
To test this hypothesis, they exploit both temporal and spatial variation in the
implementation of Quito, Ecuador’s Pico y Placa program, and evaluate its effect on
crime. Both difference-in-differences and spatial regression discontinuity estimates
provide credible evidence that driving restrictions have increased crime rates.
Lyubich et al. (2018) provides the first estimates of within-industry heterogeneity in
energy and CO2 productivity for the entire U.S. manufacturing sector. They measure
energy and CO2 productivity as output per dollar energy input or per ton CO2
emitted. Three findings emerge. First, within narrowly defined industries,
heterogeneity in energy and CO2 productivity across plants is enormous. Second,
heterogeneity in energy and CO2 productivity exceeds heterogeneity in most other
productivity measures, like labor or total factor productivity. Third, heterogeneity in
energy and CO2 productivity has important implications for environmental policies
targeting industries rather than plants, including technology standards and carbon
border adjustments.
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Boyce (2018) A cap-and-permit system, or alternatively a carbon tax indexed to a
fixed emission-reduction trajectory, not only can spur cost-effective mitigation and
cost-reducing innovation, but also, crucially, can ensure that emissions are held to the
target level. The carbon prices needed to meet this constraint are likely to be
considerably higher, however, than existing prices and conventional measures of the
social cost of carbon. This poses issues of distributional equity and political
sustainability that can be addressed by universal dividends funded by carbon
revenues.
Dechezleprêtre and Sato (2017) reviews the empirical literature on the impacts of
environmental regulations on firms’ competitiveness as measured by trade, industry
location, employment, productivity, and innovation. The evidence shows that
environmental regulations can lead to statistically significant adverse effects on trade,
employment, plant location, and productivity in the short run, in particular in a
well-identified subset of pollution- and energy-intensive sectors, but that these
impacts are small relative to general trends in production. At the same time, there is
evidence that environmental regulations induce innovation in clean technologies, but
the resulting benefits do not appear to be large enough to outweigh the costs of
regulations for the regulated entities. As measures to address competitiveness impacts
are increasingly incorporated into the design of environmental regulations, future
research will be needed to assess the validity and effectiveness of such measures and to
ensure they are compatible with the environmental objectives of the policies.
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Carattini et al. (2016) Many people are against a garbage tax even though it often
works. They study how a Supreme Court decision, mandating Vaud, a region of
Switzerland, to implement a tax on garbage, affects garbage production and beliefs
about the tax. Their empirical approach exploits that parts of Vaud already
implemented a garbage tax before the mandate, allowing them to adopt a
difference-in-differences approach. Pricing garbage by the bag (PGB) is highly
effective, reducing unsorted garbage by 40% (arc-elasticity of -0.3), increasing
recycling of aluminum and organic waste, without negative spill-overs on adjacent
regions. They also find that people are very concerned with PGB ex ante, but
implementing PGB reduces concerns with effectiveness and fairness substantially.
After implementing PGB, people intend to vote for an up to 70% higher garbage tax
compared to before PGB. Taxing garbage generates benefits worth 36 % of garbage
management costs.
Acemoglu and Rafey (2017) show that, in a model without commitment to future
policies, geoengineering breakthroughs can have adverse environmental and welfare
effects because they change the (equilibrium) carbon taxes.
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Aldy et al. (2018) examine the choice between subsidizing investment or output to
promote socially-desirable production. They exploit a natural experiment in which
wind farm developers could choose an investment or output subsidy to estimate the
impact of these instruments on productivity. Using regression discontinuity and
matching estimators, they find that wind farms claiming the investment subsidy
produced 10 to 11 percent less power than wind farms claiming the output subsidy,
and that this effect reflects subsidy incentives rather than selection. The introduction
of investment subsidies caused the Federal government to spend 12 percent more per
unit of output from wind farms.
Lyubich et al. (2018) This paper provides the first estimates of within-industry
heterogeneity in energy and CO2 productivity for the entire U.S. manufacturing
sector. They measure energy and CO2 productivity as output per dollar energy input
or per ton CO2 emitted. Three findings emerge. First, within narrowly defined
industries, heterogeneity in energy and CO2 productivity across plants is enormous.
Second, heterogeneity in energy and CO2 productivity exceeds heterogeneity in most
other productivity measures, like labor or total factor productivity. Third,
heterogeneity in energy and CO2 productivity has important implications for
environmental policies targeting industries rather than plants, including technology
standards and carbon border adjustments.
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Li et al. (2017b) Subsidizing energy has been widely used but is economically
unfavorable. The Malaysian government has shown strong intention to reduce energy
subsidies recently, but face challenges to prepare policy instruments to manage the
impact. This study develops a Computable General Equilibrium (CGE) model with
breakdown of households by income level to evaluate the potential impacts of
removing energy subsidies on the Malaysian economy. It is shown that removing
petroleum and gas subsidy would improve economic efficiency and increase GDP up
to 0.65%. Budget deficit would be largely reduced after removing the petroleum
subsidies, especially when the saved subsidy cost is not budgeted for other
expenditure. Households would be worse off in most scenarios due to higher price
level, but some compensation policy could make the lowest income group no worse
than baseline, without harm the economy. The reduction in carbon emissions ranges
1.84-6.63% in different scenarios. The simulation results suggest Malaysia to
completely remove all fuel subsidies and use the saved funding to cut budget deficit or
spend on education, health and other service sector. It is also necessary to set a
compensation scheme to minimize public resistance and make sure such scheme is
affordable.
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Lade and Rudik (2017) Efficient pollution regulation equalizes marginal abatement
costs across sources. Here they study a new flaring regulation in North Dakota’s oil
and gas industry and document its efficiency. Exploiting detailed well-level data, they
find that the regulation reduced flaring 4 to 7 percentage points and accounts for up
to half of the observed flaring reductions since 2015. They construct firm-level
marginal flaring abatement cost curves and find that the observed flaring reductions
could have been achieved at 20% lower cost by imposing a tax on flared gas equal to
current public lands royalty rates instead of using firm-specific flaring requirements.
Klier and Linn (2015) France, Germany, and Sweden link taxes to passenger vehicles’
carbon dioxide (CO2) emissions rates. Based on new vehicle registration data from
2005 to 2010, they find that CO2 taxes reduce registrations. The effect is larger in
France than in either Germany or Sweden. They find some evidence that the French
tax affected the mix of new vehicles that vehicle manufacturers offered in the French
market
Li et al. (2014) examine directly how gasoline taxes affect gasoline consumption as
distinct from tax-inclusive retail gasoline prices. We find robust evidence that
consumers respond more strongly to gasoline tax changes.
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Greenstone et al. (2012) The economic costs of environmental regulations have been
widely debated since the U.S. began to restrict pollution emissions more than four
decades ago. Using detailed production data from nearly 1.2 million plant
observations drawn from the 1972-1993 Annual Survey of Manufactures, they estimate
the effects of air quality regulations on manufacturing plants’ total factor productivity
(TFP) levels. They find that among surviving polluting plants, stricter air quality
regulations are associated with a roughly 2.6 percent decline in TFP. The regulations
governing ozone have particularly large negative effects on productivity, though effects
are also evident among particulates and sulfur dioxide emitters. Carbon monoxide
regulations, on the other hand, appear to increase measured TFP, especially among
refineries. The application of corrections for the confounding of price increases and
output declines and sample selection on survival produce a 4.8 percent estimated
decline in TFP for polluting plants in regulated areas. This corresponds to an annual
economic cost from the regulation of manufacturing plants of roughly $21 billion,
about 8.8 percent of manufacturing sector profits in this period.
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SMEs & Developing Countries (Not much)
Schiller (2017) Adenle et al. (2017) Sommer (2017) Mishra and Suar (2010) Murillo and
Lozano (2006) Galiani et al. (2014)
Schiller (2017) This paper examines the role of supply-chain relationships for the
transmission of corporate Environmental and Social (E&S) policies, and the resulting
impact on real E&S outcomes and firm performance. He shows that E&S policies
propagate from customers to suppliers, especially when customers have higher
bargaining power and suppliers are in countries with lower ESG standards. This
transmission mechanism matters: suppliers subsequently reduce their toxic emissions,
litigation and reputation risk decreases, and financial performance improves. He uses
staggered E&S regulation changes around the world to establish causality. Global
supply-chains act as a transmission mechanism for regulatory requirements and
standards across borders.
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Sommer (2017) Because of the growing importance of standards and the ambivalent
implications for SMEs, this study attempts to identify the incentives and challenges
that SMEs face in the adoption of sustainability standards. Identifying the drivers
and constraints for standards implementation, the study also tries to understand the
link between finance and sustainability standards. Evidence is based on five country
case studies from Brazil, China, India, Indonesia, and South Africa. Both drivers and
constraints have been organised into three broad categories: demand; firms and
business environment; and political environment. Among the incentives for standards
implementation, the demand for sustainably produced goods and services is found to
be the key driver. Access to GVCs and export markets, new domestic markets and
public procurement constitute the most important motives for standards compliance
as they go hand in hand with increase of sales and more secure buyer relationships.
Technical and financial assistance by lead firms or government programmes and
national regulations are two relevant drivers as well, especially when market forces
create insufficient demand for sustainable products or exert pressure on labour rights
and the environment. However, national regulations and legal enforcement can also
constitute a relevant constraint. The lax enforcement or lack of legally binding
minimum requirements impose steep cost disadvantages on standard-compliant SMEs
relative to non-compliant competitors. Mandatory localised standards that are not
recognised internationally may compromise the ability of export-oriented SMEs to
additionally adopt important international standards. The most binding constraint
for standards adoption are implementation and certification costs, which are
essentially fixed costs and thus weigh particularly heavy on smaller firms. Such firms
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face difficulties in financing adaptation to standards requirements and the recurrent
costs of audits, documentation, and certification fees. Against this background, access
to finance and the size and productivity of firms are also identified as two relevant
constraints. Another important challenge is the lack of awareness among firms about
sustainability standards, their relevance and value to the businesses, and information
gaps with respect to the first practical steps of how to implement standards.
Adenle et al. (2017) Meeting global climate change mitigation goals requires the
participation of developing countries in abatement programs to encourage low-carbon
development pathways. Incentivizing developing countries to participate in climate
change mitigation often requires a mechanism for developed countries to finance
projects in poorer countries. While several funding institutions have been established,
African country participation has been low. In this analysis, we conduct interviews
with climate change policy stakeholders from across the continent and find a general
consensus that a lack of institutional capacity has limited the participation of African
countries in existing climate change mitigation programs. To confirm this qualitative
observation, we use data from the Global Environment Facility (GEF) and the World
Bank to examine the correlation between country-year measures of institutional
capacity and the number of projects implemented by the Global Environment Facility
(GEF) and find that better institutional quality is associated with more GEF projects
implemented in a country-year. We propose to address the lack of institutional
capacity with the creation of regional institution, or Climate Change Mitigation
Institution (CCMI), that specializes in building local capacity by leveraging external
capacity as well as facilitates the integration of African countries into global climate
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change mitigation efforts by improving capacity, strengthening research and
development, forming partnerships, and coordinating the disbursement of financing.
Mishra and Suar (2010) Using a 150 senior-level Indian manager survey, they
find that stock listed forms show responsible business practices and better FP than
non stock listed firms. Favourable perception of managers towards CSR is found to be
associated with increase in FP and findings suggest responsible business practices
towards primary stakeholders can be profitable and beneficial to Indian firms.
Murillo and Lozano (2006) examine medium sized companies in Catalan (few
observations).
Galiani et al. (2014) find a positive, statistically significant, and economically
sizable effect of aid on growth. A one percentage point increase in the aid to GNI
ratio from the sample mean raises annual real per capita GDP growth by
approximately 0.35 percentage points. We show that the main channel through which
aid promotes growth is by increasing physical investment 1

1
Aid literature is a fully distinct topic and deserves its own slides, not CSR per
se, but shares certain commonalities
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ESG & Retail Investors
Bauer et al. (2018)
Bauer et al. (2018) Do people put their pension savings on the table to promote
sustainability? They answer this question in a large-scale field experiment (n =
3,256). The pension fund in their study gave its members a real vote for more or less
sustainable investments. A comparison group made the same decision, but
hypothetically. They find that 66.7% of the participants favor to invest their pension
savings in a sustainable manner. This choice is driven by social preferences. As a
result of these strong social preferences they find no difference between the real and
hypothetical treatment groups. They rule out financial beliefs, confusion, or a lack of
information as explanation. Institutional investors benefit from taking their clients’
social preferences seriously, with consequences for asset prices and the fulfillment of
the United Nations Sustainable Development Goals.
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Experiments, Incentives & Individuals
Houde and Myers (2019) Anderson et al. (2019) Burkhardt et al. (2019) Banzhaf et al.
(2019) Cappelen et al. (2016) Allcott and Knittel (2019) Falk et al. (2018) Falk and Tirole
(2018) Huet-Vaughn et al. (2018) Davis et al. (2018) Giannetti and Wang (2016) Alger et
al. (2016) Martinelli et al. (2018) List and Momeni (2017) Ito et al. (2018) Ottoni-Wilhelm
et al. (2017) Matisoff and Johnson (2017) Fowlie et al. (2018) Jack et al. (2018) Frondel et
al. (2017) List et al. (2017) Andreoni et al. (2017) Pigors and Rockenbach (2016) Kerr et al.
(2012) Hubera et al. (2016) Gneezy and Rustichini (2000) Gneezy et al. (2011) Gosnell et
al. (2016) Nolan et al. (2008) Frederiks et al. (2015) Rode et al. (2015) Pacala et al. (2003)
Verhofstadt et al. (2016) Bulte et al. (2005) Bulte et al. (2004) Bénabou and Tirole (2006)
Chen et al. (2014) Jayachandran et al. (2016) Lopez-Feldman et al. (2007) Deci (1971) List
and Price (2016) Millner et al. (2016) Shen et al. (2016b) Salm et al. (2016) Sun et al.
(2017) Alger et al. (2016) Duflo et al. (2013) Schultz (1999) Heal (2016)
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Houde and Myers (2019) estimate whether consumers respond to local energy costs
when purchasing appliances. Using a dataset from an appliance retailer, they compare
demand responsiveness to a measure of energy costs that varies with local energy
prices versus purchase prices. They strongly reject that consumers are unresponsive
to local energy costs under a wide range of assumptions. These findings run counter
to the popular wisdom, which motivates energy standards, that energy costs are a
shrouded attribute. Capital investments are an important channel for electricity
demand response and may explain some of the large differences between short and
long run electricity price elasticities.
Anderson et al. (2019) report results from a large field experiment that with a few
hours prior notice provided Danish residential consumers with dynamic price and
environmental signals aimed at causing them to shift their consumption either into or
away from certain hours of the day. The same marginal price signal is found to cause
substantially larger consumption shifts into target hours compared to consumption
shifts away from target hours. Consumption is also reduced in the hours of the day
before and after these into target hours and there is weaker evidence of increased
consumption in the hours surrounding away target hours. The same into versus away
results hold for the environmental signals, although the absolute size of the effects are
smaller. Using detailed household-level demographic information for all customers
invited to participate in the experiment, both models are re-estimated accounting for
this decision. For both the price and environmental treatments, the same qualitative
results are obtained, but with uniformly smaller quantitative magnitudes. These
selection-corrected estimates are used to perform a counterfactual experiment where
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all of the retailer’s residential customers are assumed to face these dynamic price
signals. We find substantial wholesale energy cost savings for the retailer from
declaring into events designed to shift consumption from high demand periods to low
demand perio ds within the day, which suggests that such a pricing strategy could
significantly reduce the cost of increasing the share of greenhouse gas free wind and
solar electricity production in an electricity supply industry.
Burkhardt et al. (2019) examine a field experiment in Texas that includes pricing and
informational interventions to encourage energy conservation during summer peak
load days when the social cost of generation is the highest. They estimate that their
critical peak pricing intervention reduces electricity consumption by 14%. Using
unique high frequency appliance-level data, they can attribute 74% of this response to
air conditioning. In contrast, they find minimal response to active information
provision and conservation appeals. A complementary experimental program also
lowers nighttime prices during the off-peak season, providing the first evidence of
electric vehicle loadshifting in response to price.
Banzhaf et al. (2019) literature review on environmental justice surrounding the
economics of race, location and pollution.
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Cappelen et al. (2016) present results from the first study to examine the causal
impact of early childhood education on social preferences of children. They compare
children who, at 3-4 years old, were randomized into either a full-time preschool, a
parenting program with incentives, or to a control group. They returned to the same
children when they reached 7-8 years old and conducted a series of incentivized
experiments to elicit their social preferences. They find that early childhood
education has a strong causal impact on social preferences several years after the
intervention: attending preschool makes children more egalitarian in their fairness
view and the parenting program enhances the importance children place on efficiency
relative to fairness. Their findings highlight the importance of taking a broad
perspective when designing and evaluating early childhood educational programs, and
provide evidence of how differences in institutional exposure may contribute to
explaining heterogeneity in social preferences in society.
Allcott and Knittel (2019) It is often asserted that consumers are poorly informed
about and inattentive to fuel economy, causing them to buy low-fuel economy vehicles
despite their own best interest. This paper presents evidence on this assertion
through two experiments providing fuel economy information to new vehicle shoppers.
Results show zero statistical or economic effect on average fuel economy of vehicles
purchased. In the context of a simple optimal policy model, the estimates suggest
that current and proposed US fuel economy standards are significantly more stringent
than needed to address the classes of imperfect information and inattention addressed
by our interventions.
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Falk et al. (2018) study the global variation in economic preferences. For this
purpose, they present the Global Preference Survey (GPS), an experimentally
validated survey data set of time preference, risk preference, positive and negative
reciprocity, altruism, and trust from 80,000 people in 76 countries. The data reveal
substantial heterogeneity in preferences across countries, but even larger
within-country heterogeneity. Across individuals, preferences vary with age, gender,
and cognitive ability, yet these relationships appear partly country specific. At the
country level, the data reveal correlations between preferences and biogeographic and
cultural variables, such as agricultural suitability, language structure, and religion.
Variation in preferences is also correlated with economic outcomes and behaviors.
Within countries and subnational regions, preferences are linked to individual savings
decisions, labor market choices, and prosocial behaviors. Across countries, preferences
vary with aggregate outcomes ranging from per capita income, to entrepreneurial
activities, to the frequency of armed conflicts.
Falk and Tirole (2018) By downplaying externalities, magnifying the cost of moral
behavior, or suggesting not being pivotal, exculpatory narratives can allow individuals
to maintain a positive image when in fact acting in a morally questionable way.
Conversely, responsibilizing narratives can help sustain better social norms. They
investigate when narratives emerge from a principal or the actor himself, how they are
interpreted and transmitted by others, and when they spread virally. They then turn
to how narratives compete with imperatives (general moral rules or precepts) as
alternative modes of communication to persuade agents to behave in desirable ways.
Homanen (2018)

Conscious Finance

Cass Business School

146

Experiments, Incentives & Individuals VI

Huet-Vaughn et al. (2018) Most environmental policy assumes the form of standards
and enforcement. Scarce public budgets motivate the use of disclosure laws. This
study explores a new form of pollution disclosure: real-time visual evidence of
emissions provided on a free, public website. The paper tests whether the disclosure
of visual evidence of emissions affects the nature and frequency of phone calls to the
local air quality regulator. First, they test whether the presence of the camera affects
the frequency of calls to the local air quality regulator about the facility monitored by
the camera. Second, they test the relationship between the camera being active and
the number of complaints about facilities other than the plant recorded by the
camera. Their empirical results suggest that the camera did not affect the frequency
of calls to the regulator about the monitored facility. However, the count of
complaints pertaining to another prominent industrial polluter in the area, steel
manufacturing plants, is positively associated with the camera being active. They
propose two behavioral reasons for this finding: the prior knowledge hypothesis and
affect heuristics. This study argues that visual evidence is a feasible approach to
environmental oversight even during periods with diminished regulatory capacity.
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Davis et al. (2018) Despite growing enthusiasm, there is little empirical evidence on
how well energy efficiency investments work. Evidence is particularly lacking from
low- and middle- income countries, despite a widespread view that these countries
have many of the best opportunities. This paper evaluates a field experiment in
Mexico in which a quasi-experimental sample of new homes was provided with
insulation and other energy efficient upgrades. A novel feature of our study is that
they deploy large numbers of data loggers which allow us to measure temperature and
humidity at high frequency inside homes. They find that the upgrades had no
detectable impact on electricity use or thermal comfort, and this is true both in
summer- and non-summer months. These results stand in contrast to the engineering
estimates that predicted up to a 26% decrease in electricity use. Part of the
explanation is that air conditioner ownership is lower than expected, thus reducing
the potential for reductions in energy use. In addition, they document that most
households have their windows open on hot days, nullifying the thermal benefits of
roof and wall insulation. Overall, they conclude that the benefits from these
investments are unlikely to exceed the costs, which added $400-$500 USD to the cost
of each home. Their results underscore the urgent need to fully incorporate
socioeconomic conditions and human behavior into engineering models of energy use.
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Giannetti and Wang (2016) show that, after the revelation of corporate fraud in a
state, household stock market participation in that state decreases. Households
decrease holdings in fraudulent as well as nonfraudulent firms, even if they do not hold
stocks in fraudulent firms. Within a state, households with more lifetime experience
of corporate fraud hold less equity. Following the exogenous increase in fraud
revelation due to Arthur Andersen’s demise, states with more Arthur Andersen clients
experience a larger decrease in stock market participation. They provide evidence
that the documented effect is likely to reflect a loss of trust in the stock market.
Alger et al. (2016) Since the publication of Adam Smith’s Wealth of Nations, it has
been customary among economists to presume that economic agents are purely
selfinterested. However, research in experimental and behavioral economics has shown
that human motivation is more complex and that observed behavior is better
explained by additional motivational factors such as a concern for fairness, social
welfare etc. Instead of hypothesizing such utility functions and testing them
experimentally, they have carried out theoretical investigations into the evolutionary
foundations of human motivation (Alger and Weibull 2013, 2016). They found that
natural selection, in starkly simplified but mathematically well-structured
environments, favors preferences that combine selfinterest with morality in line with
Immanuel Kant’s categorical imperative. Roughly speaking the moral component
evaluates one’s own action in terms of what would happen, if, hypothetically, this
action were adopted by others. Such moral preferences have important implications
for economic behavior. They motivate individuals to contribute to public goods, to
give fair offers when they could get away with cheap offers, and to contribute to social
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institutions and act in environmentally friendly ways even if their individual impact is
negligible.
Martinelli et al. (2018) use a database generated by a policy intervention that
incentivized learning as measured by standardized exams to investigate empirically
the relationship between cheating by students and cash incentives to students and
teachers. They adapt methods from the education measurement literature to
calculate the extent of cheating and show that cheating is more prevalent under
treatments that provide monetary incentives to students (versus no incentives or
incentives only to teachers). They provide evidence suggesting that students may
have learned to cheat, with the number of cheating students per classroom increasing
over time under treatments that provide monetary incentives to students.
List and Momeni (2017) Corporate Social Responsibility (CSR) has become a
cornerstone of modern business practice, developing from a ”why” in the 1960s to a
”must” today. Early empirical evidence on both the demand and supply sides has
largely confirmed CSR’s efficacy. This paper combines theory with a large-scale
natural field experiment to connect CSR to an important but often neglected
behavior: employee misconduct and shirking. Through employing more than 3000
workers, they find that their usage of CSR increases employee misbehavior - 20%
more employees act detrimentally toward their firm by shirking on their primary job
duty when they introduce CSR. Complementary treatments suggest that ”moral
licensing” is at work, in that the ”doing good” nature of CSR induces workers to
misbehave on another dimension that hurts the firm. In this way, their data highlight
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a potential dark cloud of CSR, and serve to forewarn that such business practices
should not be blindly applied.
Ito et al. (2018) Firms and governments often use moral suasion and economic
incentives to influence intrinsic and extrinsic motivations for economic activities. To
investigate persistence of such interventions, they randomly assign households to
moral suasion and dynamic pricing that stimulate energy conservation during
peak-demand hours. They find significant habituation and dishabituation for moral
suasion-the treatment effect diminishes after repeated interventions but can be
restored to the original level by a sufficient time interval between interventions.
Economic incentives induce larger treatment effects, little habituation, and significant
habit formation. Their results suggest moral suasion and economic incentives produce
substantially different short-run and long-run policy impacts.
Ottoni-Wilhelm et al. (2017) Researchers measure crowd-out around one level of
charity output to identify whether giving is motivated by altruism and/or warm-glow.
However, crowd-out depends on output, implying first that the power to reject pure
altruism varies, and second that a single measurement of incomplete crowd-out can be
rationalized by many different preferences. By instead measuring crowd-out at
different output levels, they allow both for identification and for a novel and direct test
of impure altruism. Using a new experimental design, they present the first empirical
evidence that, consistent with impure altruism, crowd-out decreases with output.
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Matisoff and Johnson (2017) use temporal and spatial variation to evaluate the
effectiveness of nearly all (over 400) state and utility incentives that promote the
installation of residential solar photovoltaic (PV) panels. Using a unique data set that
values a wide array of solar incentives including cash incentives, tax credits, and solar
renewable energy credits, they evaluate and compare the impact of incentives using a
standardized net present value of each incentive. We pair these data the amount of
new residential solar installations within each state and year to examine the
relationship between incentive type and new residential PV installations. We find
that each additional dollar of incentives has led to on average, an additional 500 W of
additional installed capacity per thousand residential electric customers. This effect is
enabled by the presence of net metering and financing availability. Direct cash
incentives, when coupled with financing initiatives and net metering, drive much of
the impact on installations. Results are consistent with research that shows that
incentive salience may drive variation in effectiveness. Results suggest that
approximately 67% of state and utility incentives, up to $1.9 billion over 11 years,
were likely spent on incentives that did not increase residential solar PV installations.
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Fowlie et al. (2018) Conventional wisdom suggests that energy efficiency (EE) policies
are beneficial because they induce investments that pay for themselves and lead to
emissions reductions. However, this belief is primarily based on projections from
engineering models. This paper reports on the results of an experimental evaluation
of the nation’s largest residential EE program conducted on a sample of more than
30,000 households. The findings suggest that the upfront investment costs are about
twice the actual energy savings. Further, the model-projected savings are roughly 2.5
times the actual savings. While this might be attributed to the ”rebound” effect when demand for energy end uses increases as a result of greater efficiency - the paper
fails to find evidence of significantly higher indoor temperatures at weatherized
homes. Even when accounting for the broader societal benefits of energy efficiency
investments, the costs still substantially outweigh the benefits; the average rate of
return is approximately -9.5% annually.
Jack et al. (2018) Water use and electricity use, which generate negative
environmental externalities, are susceptible to a second externality problem: with
household-level billing, each person enjoys private benefits of consumption but shares
the cost with other household members. If individual usage is imperfectly observed
(as is typical for water and electricity) and family members are imperfectly altruistic
toward one another, households overconsume even from their own perspective. They
develop this argument and test its prediction that intrahousehold free-riding dampens
price sensitivity. They do so in the context of water use in urban Zambia by
combining billing records, randomized price variation, and a lab-experimental
measure of intrahousehold altruism. They find that more altruistic households are
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considerably more price sensitive than are less altruistic households. Their results
imply that the socially optimal price needs to be set to correct both the
environmental externality and also the intrahousehold externality.
Farrow et al. (2017) In light of the growing attention that social norm interventions
have garnered as policy tools, they review the current body of evidence on their
effectiveness with respect to pro-environmental behaviors. They identify the various
conceptualizations of social norms currently in use and inventory the experimental
economics and social psychology literature that has examined the impacts of social
norm interventions on pro-environmental behavior.
Frondel et al. (2017) The perception of risks associated with climate change appears
to be a key factor for the support of climate policy measures. Using a generalized
ordered logit approach and drawing on a unique data set originating from two surveys
conducted in 2012 and 2014, each among more than 6000 German households, they
analyze the determinants of individual risk perception associated with three kinds of
natural hazards: heat waves, storms, and floods. Their focus is on the role of
objective risk measures and experience with these natural hazards, whose frequency is
likely to be affected by climate change. In line with the received literature, the
results suggest that personal experience with adverse events and personal
damage there from are strong drivers of individual risk perception.
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List et al. (2017) The literature has shown the power of social norms to promote
residential energy conservation, particularly among high usage users. This study uses
a natural field experiment with nearly 200,000 US households to explore whether a
financial rewards program can complement such approaches. They observe strong
impacts of the program, particularly amongst low-usage and lowvariance households,
customers who typically are less responsive to normative messaging. Their data thus
suggest important policy complementarities between behavioral and financial
incentives: whereas non-pecuniary interventions disproportionately affect intense
users, financial incentives are able to substantially affect the low-user, ”sticky
households.”
Andreoni et al. (2017) If people get joy from giving, then why might they avoid
fundraisers? They explore this in a randomized natural field experiment during the
Salvation Army’s annual campaign. The familiar bell-ringers were placed at one or
both of two main entrances to a supermarket, making the ask for a charitable
donation either easy or difficult to avoid. Additionally, solicitors either simply rang
the bell, or asked ”please give” to passersby. Verbally asking dramatically increases
the number of givers and the amount of giving, as does having solicitors at both main
entrances. However, they also found dramatic avoidance of verbal solicitation,
between 26.2% and 32.6%, but negligible avoidance of non-verbal solicitation. Asking
has a powerful effect on both giving when asked, and on avoidance. They argue that
this pattern likely illustrates givers’ sophisticated awareness of the empathy-altruism
link, rather than pernicious social costs of fundraising.
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Gneezy and Rustichini (2000) conducted a field experiment with high school
students. They found that the effect of monetary compensation on performance was
not monotonic. Treatments in which money was offered, a larger amount yielded a
higher performance. However, offering money did not always produce an
improvement:subjects who were offered monetary incentives performed
more poorly than those who were offered no compensation.
Kerr et al. (2012) conducted choice and field experiments in rural Mexico and
Tanzania to test the response of prosocial behavior to incentives (incentive-based
schemes for natural resource conservation). Findings suggest that payments help raise
participation where people are otherwise uninterested, but that participation in
communal tasks can be high irrespective of the incentive if social norms favoring
participation are present. In Tanzania, high individual payments do not undermine
participation although they appear to reduce people’s satisfaction from the task
relative to when there is no payment. In Mexico, group payments made through
village authorities yield lower participation where people distrust leaders.
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Hubera et al. (2016) study how children respond to different treatments aimed to
foster sustainable behavior in a productive (firm like) setting. They conduct a field
experiment using teams of children (aged 11 or 12) that are participating in an
entrepreneurship education program in the last grade of primary school in the
Netherlands. Schools participating in this program are randomly assigned to one of
three treatments: the first is purely financially oriented, the second promotes
sustainable behavior and the third also induces sustainability by (monetary)
incentives. They find that solely promoting sustainability does not lead to a change in
sustainable behavior. However, once the monetary reward is linked to sustainable
outcome measures, they find a significant positive effect on sustainable behavior. In
their setting, the choice to behave more sustainable comes at the cost of weaker
financial performance of the team.
Gneezy et al. (2011) Incentives do Matter (comprehensive review on the literature):
when and why incentives (don’t) work to modify behavior
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Gosnell et al. (2016) ”look under the hood” of an organization that critically relies on
worker effort and performance. By partnering with Virgin Atlantic Airways on a field
experiment that includes over 40,000 unique flights covering an eight-month period
(110,000 captain-level observations), they explore how information and incentives
affect captains’ performance. They find that our set of treatments which include
performance information, personal targets, and prosocial incentives induces captains
to improve efficiency in all three key flight areas: pre-flight, in-flight, and post-flight.
They estimate that the treatments saved between 266,000-704,000 kg of fuel for the
airline over the eight-month experimental period. These savings led to between
838,000-2.22 million kg of CO2 abated at a marginal abatement cost of negative $250
per ton of CO2 (i.e. a $250 savings per ton abated) over the eight-month
experimental period.
Nolan et al. (2008) results show that normative messages can be a powerful lever of
persuasion, but their influence is underdetected. People use less electricity when
they know of their neighbors consumption
Frederiks et al. (2015) review drawing on critical insights from behavioural economics
and psychology, they illuminate the key cognitive biases and motivational factors that
may explain why energy-related behaviour so often fails to align with either the
personal values or material interests of consumers
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Rode et al. (2015) advance our understanding of the extent to which the use of
economic incentives can undermine (”crowd out”) or reinforce (”crowd in”) people’s
intrinsic motivations to engage in biodiversity and ecosystem conservation. They first
synthesize and classify the psychological mechanisms behind motivation crowding
effects. Then they conduct a systematic review of empirical studies that test for
motivation crowding effects triggered by economic incentives to encourage nature
conservation. Based on eighteen empirical studies, they identify evidence of
motivation crowding out and, to a lesser extent, crowding in effects. Finally, they
discuss the implications for environmental policy and research. They note that the
limited comparability of results across studies, the lack of baseline information about
pre-existing intrinsic motivations, and a complexity stemming from cultural and
contextual heterogeneity appear to be the main challenges when it comes to
establishing more conclusive evidence. They conclude that, as economic instruments
for conservation are increasingly being used worldwide, it is crucial to assess existing
intrinsic motivations and expected changes in people’s motivational structures prior
to large-scale implementation. They call for caution with economic incentives in
situations involving considerable uncertainty regarding the detrimental impacts on
intrinsic motivation.
Pacala et al. (2003) Is the sensitivity of our environmental alarm set too high? We
conclude that marginal benefits currently far outweigh marginal costs, indicating that
evidentiary standards for reporting hazards are too conservative, not too liberal
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Verhofstadt et al. (2016) investigate the relation between the ecological footprint and
the subjective well-being at the individual level, using a questionnaire carried out in
Flanders (Belgium). Results suggest that a lower footprint does not reduce
well-being. Switching to a more environmentally friendly diet and not using
electricity for domestic heating create win-win situations as these actions decrease the
ecological footprint while increasing reported levels of well-being.
Bulte et al. (2005) people are willing to pay significantly more to correct problems
caused by humans than by nature (the ”outrage effect”)
Bulte et al. (2004) examine if alternative causes of an environmental problem affect
individual statements of compensation demanded. They find the Hicksian equivalent
surplus (ES) is not significantly affected by causes of environmental harm (agents only
care about outcomes)
Pigors and Rockenbach (2016) CSR has a positive effect on performance when there is
competition (experiment)
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Bénabou and Tirole (2006) develop a theory of prosocial behavior that combines
heterogeneity in individual altruism and greed with concerns for social reputation or
self-respect. Rewards or punishments (whether material or image-related) create
doubt about the true motive for which good deeds are performed and this
”overjustification effect” can induce a partial or even net crowding out of prosocial
behavior by extrinsic incentives. They also identify settings that are conducive to
multiple social norms and those where disclosing one’s generosity may backfire.
Finally, they analyze the choice by public and private sponsors of incentive levels,
their degree of confidentiality and the publicity given to agents’ behavior. Sponsor
competition is shown to potentially reduce social welfare
Chen et al. (2014) investigate whether a child’s popularity affects a child’s generosity.
Participants, 231 children, six to twelve years old decide how many of their four
colored wristbands they want to share with another anonymous child. They
manipulate the visibility of this decision: in treatment Public, the decisions are
revealed to the entire class at the end of the game, whereas in treatment Private
children’s decisions remain secret. In addition, they elicited each child’s network of
friends using an innovative ”seating map” mechanism. Their results reveal that more
popular children are more generous in Public than Private decision environments,
while less popular children behave similarly in both cases. Moreover, older children in
Public display greater generosity than (i) older children in Private and (ii) younger
children in either Public or Private. Finally, in Public, older and more popular
children share more than less popular older children, and more than younger children
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regardless of popularity; whereas, in Private there is no effect of popularity on
children of any age.
Jayachandran et al. (2016) evaluate a Payments for Ecosystem Services (PES)
program in western Uganda that offered forest-owning households cash payments if
they conserved their forest. The program was implemented as a randomized trial in
121 villages, 60 of which received the program for two years. The PES program
reduced deforestation and forest degradation: Tree cover, measured using
high-resolution satellite imagery, declined by 2% to 5% in treatment villages
compared to 7% to 10% in control villages during the study period. They find no
evidence of shifting of treecutting to nearby land. They then use the estimated effect
size and the ”social cost of carbon” to value the delayed carbon dioxide emissions, and
compare this benefit to the program’s cost.
Lopez-Feldman et al. (2007) apply poverty and inequality measures to national and
community level data sets to explore the impacts of resource extraction on rural
welfare. Their findings suggest that natural resource extraction reduces both income
inequality and poverty. Results from a simulation analysis at the community level
indicate that poverty may be reduced, in the short-run, by increases in the price of a
non-timber forest product.
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Deci (1971) investigate the effects of external rewards on intrinsic motivation to
perform an activity. In each experiment, subjects were performing an activity during
three different periods, and observations relevant to their motivation were made.
External rewards were given to the experimental subjects during the second period
only, while the control subjects received no rewards. Of interest was the difference in
the experimental group’s motivation between Period 1 and Period 3, relative to the
difference in the control’s. The results indicate that (a) when money was used as an
external reward, intrinsic motivation tended to decrease, whereas (b) when verbal
reinforcement and positive feedback were used, intrinsic motivation tended to increase.
List and Price (2016) provide a comprehensive review on the use of field experiments
in environmental and resource economics
Millner et al. (2016) Review on the beliefs, politics and environmental policy
Shen et al. (2016b) test various normative feedback approaches at the Joint Base
Andrews in Maryland. They show that the normative feedback approach can
lead to 3.4% energy savings, even when residents are not billed for their
electricity usage. A street-level comparison level can generate the highest energy
savings of 5.4%.
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Salm et al. (2016) report on a large-scale survey of 1,990 German retail investors.
Conducting a choice experiment with the subset of 1,041 respondents who expressed
an interest in investing in community renewable energy projects, they present a
unique dataset allowing for new insights in risk-return expectations of retail investors.
They find that apart from return on investment, respondents are particularly sensitive
to the minimum holding period and the issuer of community renewable energy
investment offerings. A minimum holding period of 10 years implies a risk premium of
2.76% points. A subsequent segmentation analysis shows that two groups of potential
community renewable energy investors with different risk-return expectations can be
identified: ”local patriots” and ”yield investors”. In contrast to professional investors,
a majority of retail investors use simple decision rules such as calculating payback
time or relying on their gut feeling when making investments
Sun et al. (2017) document that households invest more in masks and air filter
products when ambient pollution levels exceed key alert thresholds. Richer people are
more likely to invest in air filters, which are much more expensive and more effective
than masks. Their findings have implications for trends in quality of life inequality in
urban China
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Alger et al. (2016) found that natural selection, in starkly simplified but
mathematically well-structured environments, favors preferences that combine
self-interest with morality. Roughly speaking, the moral component evaluates one’s
own action in terms of what would happen, if, hypothetically, this action were
adopted by others. Such moral preferences have important implications for economic
behavior. They motivate individuals to contribute to public goods, to give fair offers
when they could get away with cheap offers, and to contribute to social institutions
and act in environmentally friendly ways even if their individual impact is negligible.
Duflo et al. (2013) In many regulated markets, private, third-party auditors are
chosen and paid by the firms that they audit, potentially creating a conflict of
interest. This article reports on a two-year field experiment in the Indian state of
Gujarat that sought to curb such a conflict by altering the market structure for
environmental audits of industrial plants to incentivize accurate reporting. There are
three main results. First, the status quo system was largely corrupted, with auditors
systematically reporting plant emissions just below the standard, although true
emissions were typically higher. Second, the treatment caused auditors to report more
truthfully and very significantly lowered the fraction of plants that were falsely
reported as compliant with pollution standards. Third, treatment plants, in turn,
reduced their pollution emissions. The results suggest reformed incentives for
third-party auditors can improve their reporting and make regulation more effective.
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Schultz (1999) conducted a field experiment that increased the frequency of curbside
recycling among community residents using feedback interventions that targeted
personal and social norms. Interventions (plea, plea plus information, plea plus
neighborhood feedback, plea plus individual household feedback) were implemented
using door hangers delivered to each household over a 4-week period. Results showed
significant increases from baseline in the frequency of participation and total amount
of recycled material for the individual (i.e., personal norm) and the group feedback
(i.e., descriptive norm) interventions. None of the interventions altered the amount of
contamination observed.
Andreoni (2017) Though over 90 percent of benefits from environmental quality
improvements are attributed to long-term exposure, nearly all quasi-experimental
evidence on the effects of pollution on health exploits changes in short-term exposure.
Quantifying long-run exposure impacts requires a lasting, exogenous change in
ambient pollution. Even if the initial change in pollution is exogenous, the long-run
nature allows more time for economic agents to respond to changes in pollution,
resulting in endogenous pollution exposure. They estimate the effects of long-run
pollution exposure on mortality among adults by exploiting the United States Acid
Rain Program (ARP) as a natural experiment. The ARP, which regulated emissions
from coal power plants, created a permanent change in pollution across vast
distances, enabling them to define broad treatment areas to subsume many potential
confounding effects. They use a difference-indifferences design, comparing changes in
mortality over time in counties ”near” regulated plants to changes in mortality in
similar counties ”far” from the plants. We find relative mortality in treatment
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counties decreased after the introduction of the ARP, with mortality improvements
growing steadily over time in both economic and statistical significance. The ARP
had no significant effect on residential sorting or employment, helping rule out
selection or economic mechanisms. Analysis by cause of death supports the role of
fine particulate matter as the relevant pollutant.
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Pay Inequality - Thanks to Nickolas Gagnon for this section
Dube et al. (2019) Cullen and Perez-Truglia (2018b) Cullen and Perez-Truglia (2018a)
Mueller et al. (2017) Breza et al. (2018) Charness et al. (2016) Dube et al. (2015) Bracha et
al. (2015) Cohn et al. (2014) Rege and Solli (2013) Card et al. (2012) Gächter and Thöni
(2010) Abeler et al. (2010) Charness and Kuhn (2007) Charness and Kuhn (2007) Guth et
al. (2001)
Dube et al. (2019) analyze how separations responded to arbitrary differences in own
and peer wages at a large U.S. retailer. Regression-discontinuity estimates imply large
causal effects of own wages on separations, and on quits in particular. However, this
own-wage response could reflect comparisons either to market wages or to peer wages.
Estimates using peer-wage discontinuities show large peer-wage effects and imply the
own-wage separation response mostly reflects peer comparisons. The peer effect is
driven by comparisons with higher-paid peers-suggesting concerns about fairness.
Separations appear fairly insensitive when raises are similar across peersâĂŤsuggesting
search frictions and monopsony are relevant in this low-wage sector.
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Cullen and Perez-Truglia (2018b) The diffusion of salary information has important
implications for labor markets, such as for wage discrimination policies and collective
bargaining. Despite the widespread view that transmission of salary information is
imperfect and unequal, there is little direct evidence on the magnitude and sources of
these frictions. They conduct a field experiment with 752 employees at a
multibillion-dollar corporation to address these questions. They provide evidence of
significant frictions in how employees search for and share salary information and
suggestive evidence that these frictions are due to privacy norms. They do not find
any significant differences in information frictions between female and male employees.
Cullen and Perez-Truglia (2018a) study how employees learn about the salaries of
their peers and managers and how their beliefs about those salaries affect their own
behavior. They conducted a field experiment with a sample of 2,060 employees from a
multi-billion dollar corporation. They combine rich data from surveys and
administrative records with data from the experiment, which provided some
employees with accurate information about the salaries of others. First, they
document large misperceptions about salaries and identify some of their sources.
Second, they find that perceived peer and manager salaries have a significant causal
effect on employee behavior. These effects are different for horizontal and vertical
comparisons. While higher perceived peer salary decreases effort, output, and
retention, higher perceived manager salary has a positive effect on those same
outcomes. They provide suggestive evidence for the underlying mechanisms. They
conclude by discussing implications for pay inequality and pay transparency.
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Mueller et al. (2017) use a proprietary data set of public and private firms and show
that firms with higher pay inequality-relative wage differentials between top- and
bottom-level jobs-are larger and have higher valuations, better operating performance,
and higher equity returns. High-inequality firms also exhibit larger earnings surprises,
consistent with the argument that pay inequality is not fully priced by the market.
Their results support the notion that high pay disparities within firms are a reflection
of better managerial talent.
Breza et al. (2018) Relative pay concerns have potentially broad labor market
implications. In a month-long experiment with Indian manufacturing workers, they
randomize whether coworkers within production units receive the same flat daily wage
or differential wages according to their (baseline) productivity ranks. When
co-workers’ productivity is difficult to observe, pay inequality reduces output by 0.45
standard deviations and attendance by 18 percentage points. It also lowers
co-workers’ ability to cooperate in their own selfinterest. However, when workers can
clearly perceive that their higher paid peers are more productive than themselves, pay
disparity has no discernible effect on output, attendance, or group cohesion
Charness et al. (2016) examine whether social comparisons affects workers’
performance when a firm can choose workers’ wages or let them choose their own.
Firms can delegate the wage decision to neither, one or both workers in the firm.
They vary the information workers receive, finding that social comparisons concerning
both wages and decision rights affect workers’ performance. They find that their
treatment effects are present with both stated effort and a real-effort task, which
suggests that both approaches may yield similar results in labor experiments.
Homanen (2018)

Conscious Finance

Cass Business School

170

Pay Inequality IV
Dube et al. (2015) analyze how quits responded to arbitrary differences in own and
peer wages using an unusual feature of a pay raise at a large U.S. retailer. The firm’s
use of discrete pay steps created discontinuities in raises, where workers earning
within 1 cent of each other received new wages that differed by 10 cents. First, they
estimate a regression discontinuity (RD) model based on own wages; they find large
causal effects of wages on quits, with quit elasticities less than -10. Next, they address
whether the overall quit response reflects the impact of comparisons to market wages
or to the wages of in-store peers. Here they use a multi-dimensional RD design that
includes both a sharp RD in the own wage and a fuzzy RD in the average peer wage.
They find that the large quit response mostly reflects relative-pay concerns and not
market comparisons. After accounting for peer effects, quits do not appear to be very
sensitive to wages - consistent with the presence of significant search frictions. Finally,
they find that the relative-pay effect is nonlinear and driven mainly by workers who
are paid less than their peers - suggesting concerns about fairness or disadvantageous
inequity.
Bracha et al. (2015) examine the impact of relative wages on labor supply in a
laboratory experiment. They test the hypothesis that, ceteris paribus, making a given
wage high (low) relative to other wage levels will lead to an increase (decrease) in
labor supply. They find that labor supply does respond significantly to relative pay,
and in the expected direction. However, when a strong enough reason for the relative
low pay is given, this difference disappears.
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Cohn et al. (2014) Social comparison has potentially far reaching consequences in
many economic domains. They conducted a field experiment to examine how social
comparison affects workers’ effort provision if their own wage or that of a co-worker is
cut. Workers were assigned to groups of two, performed identical individual tasks,
and received the same performance-independent hourly wage. Cutting both group
members’ wages caused a decrease in performance. But when only one group
member’s wage was cut, the affected workers decreased their performance more than
twice as much as when both workers’ wages were cut. This finding indicates that
social comparison among workers affects effort provision because the only difference
between the two wage-cut treatments is the other group member’s wage level. In
contrast, workers whose wage was not cut but who witnessed their group member’s
pay being cut displayed no change in performance relative to the baseline treatment
in which both workers’ wages remained unchanged. This indicates that social
comparison exerts asymmetric effects on effort.
Rege and Solli (2013) investigate a causal relationship between relative earnings and
job separation by utilizing a unique information shock in Norway. In the fall of 2001
information about all Norwegians’ taxable income from year 2000 was made available
online. They employ matched employer-employee registry data and characterize
employees as low or high relative earners based on how much they earn relative to
colleagues of similar education and age. Their empirical analysis demonstrates that
the information shock increased the job separation rate by 2.84 percentage points for
the low relative earners in comparison to the high relative earners. They see a
corresponding 4.8 percent increase in earnings, suggesting that the information shock
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motivated the low relative earners to find better paying jobs. Consistent with this
conjecture, they find small and mostly insignificant treatment effects of the
information shock among employees at workplaces with small variation in earnings,
whereas large and significant treatment effects are found among employees at
workplaces with large earnings variation
Card et al. (2012) study the effect of disclosing information on peers’ salaries on
workers’ job satisfaction and job search intentions. A randomly chosen subset of
employees of the University of California was informed about a new website listing
the pay of University employees. They find an asymmetric response to the
information about peer salaries: workers with salaries below the median for their pay
unit and occupation report lower pay and job satisfaction, while those earning above
the median report no higher satisfaction. Likewise, below-median earners report a
significant increase in the likelihood of looking for a new job, while above-median
earners are unaffected. Thus, job satisfaction depends on relative pay comparisons,
and this relationship is nonlinear
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Gächter and Thöni (2010) investigate the impact of wage comparisons for worker
productivity. They present three studies which all use three-person gift-exchange
experiments. Consistent with Akerlof and Yellen’s (1990) fair wage-effort hypothesis
they find that disadvantageous wage discrimination leads to lower efforts while
advantageous wage discrimination does not increase efforts on average. Two studies
allow them to measure wage comparison effects at the individual level. They observe
strongly heterogeneous wage comparison effects. They also find that reactions to wage
discrimination can be attributed to the underlying intentions of discrimination rather
than to payoff consequences.
Abeler et al. (2010) study how different payment modes influence the effectiveness of
gift exchange as a contract enforcement device. In particular, they analyze how
horizontal fairness concerns affect performance and efficiency in an environment
characterized by contractual incompleteness. In their experiment, one principal is
matched with two agents. The principal pays equal wages in one treatment and can
set individual wages in the other. They find that the use of equal wages elicits
substantially lower efforts. This is not caused by monetary incentives per se because
under both wage schemes it is profit-maximizing for agents to exert high efforts. The
treatment difference instead seems to be driven by the fact that the norm of equity is
violated far more frequently in the equal wage treatment. After having suffered from
violations of the equity principle, agents withdraw effort. These findings hold even
after controlling for the role of intentions. Their results suggest that adherence to the
norm of equity is a necessary prerequisite for successful establishment of gift-exchange.
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Charness and Kuhn (2007) study worker behavior in an efficiency-wage environment
in which coworkers’ wages can influence a worker’s effort. Theoretically, they show
that an increase in workers’ responsiveness to coworkers’ wages should lead
profit-maximizing firms to compress wages. Their laboratory experiments, by
contrast, show that while workers’ effort choices are highly sensitive to their own
wages, effort is not affected by coworkers’ wages. This casts doubt on the notion that
workers’ concerns with equity might explain pay policies such as wage compression or
wage secrecy.
Guth et al. (2001) Many experimental studies report evidence of fairness in bargaining
games. More recently fairness and its consequences for productive efficiency have been
explored in principal - agent games, in which a single principal meets a single agent.
However, in most organizations, there are usually many agents in one layer of a firm’s
hierarchy. Consequently, fairness considerations may be based on a comparison
between layers (vertical fairness) as well as within a layer (horizontal fairness). In this
paper they report an experiment in which a principal faces two agents with
deterministic but unequal productivity. The experimental treatment variable is the
information that one agent has about the other agent’s contract offer. When work
contracts are observable, the principal offers less asymmetric contracts (pay
compression) than when contracts are not observable, i.e., horizontal fairness matters.

Homanen (2018)

Conscious Finance

Cass Business School

175

Charities & Charitable Giving I
Charities & Charitable Giving
Dahiya and Yermack (2018) Bertrand et al. (2018c)Alston et al. (2018) Ash (2018)
Bertrand et al. (2018b)Werfel (2018) Reinstein et al. (2018) Aldashev et al. (2017) Rahwan
et al. (2018) Osili et al. (2018) Imas and Loewenstein (2018) Horn and Karlan (2018) Lange
et al. (2011) Lacetera et al. (2014) Lacetera et al. (2013b) DellaVigna et al. (2012) List and
Samak (2013) Lacetera et al. (2013a) Meer et al. (2016) List and Price (2011) List and
Peysakhovich (2011) List (2011) Bekkers and Wiepking (2011)
Dahiya and Yermack (2018) present the first estimates of investment returns and
distribution rates for U.S. non-profit endowment funds, based on a comprehensive
sample of more than 28,000 organizations drawn from Internal Revenue Service filings
for 2009-2016. Endowments badly underperform market benchmarks, with median
annual returns 5.53 percentage points below a 60-40 mix of U.S. equity and Treasury
bond indexes, and statistically significant alphas of -1.01% per year. Smaller
endowments have less negative alphas than larger endowments, but all size classes
significantly underperform. Higher education endowments, the majority of the $0.7
trillion asset class, do significantly worse than funds in other sectors. Distribution
ratios are conservative, well below the funds’ long-run returns. Donors increase
contributions when endowment returns are strong, with an elasticity of about 0.13
between net-of-market investment returns and new donations.
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Bertrand et al. (2018c) Politicians and regulators rely on feedback from the public
when setting policies. For-profit corporations and non-profit entities are active in this
process and are arguably expected to provide independent viewpoints. Policymakers
(and the public at large), however, may be unaware of the financial ties between some
firms and non-profits - ties that are legal and tax-exempt, but difficult to trace. They
identify these ties using IRS forms submitted by the charitable arms of large U.S.
corporations, which list all grants awarded to non-pro fits. They document three
patterns in a comprehensive sample of public commentary made by firms and
non-profits within U.S. federal rulemaking between 2003 and 2015. First, they show
that, shortly after a firm donates to a non-profit, the grantee is more likely to
comment on rules for which the firm has also provided a comment. Second, when a
firm comments on a rule, the comments by non-profits that recently received grants
from the firm’s foundation are systematically closer in content similarity to the firm’s
own comments than to those submitted by other non-profits commenting on that rule.
This content similarity does not result from similarly-worded comments that express
divergent sentiment. Third, when a firm comments on a new rule, the discussion of
the final rule is more similar to the firm’s comments when the firm’s recent grantees
also comment on that rule. These patterns, taken together, suggest that corporations
strategically deploy charitable grants to induce non-profit grantees to make comments
that favor their benefactors, and that this translates into regulatory discussion that is
closer to the firm’s own comments.
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Alston et al. (2018) How can charities solicit high-capacity donors to provide the
funds for matching grants and leadership gifts? In conjunction with one of Texas
A&M University’s fundraising organizations, they conducted a field experiment to
study whether high-income donors respond to non-personal solicitations, as well as
the effect of allowing for directed giving on high-income donors and their willingness
to direct their donations towards overhead costs. They found that high-income donors
are not responsive to letters or e-mails. The option to direct giving had no effect on
the probability of donating or the amount donated. Their results suggest that
motivating high-income donors requires more personal communication.
Ash (2018) How do we know that a donation made to a charity is effective? We can
total up the funds raised by a civil society group, but this measure misses if, and how
well, the money translates into public good. Water pollution in the United States is
still a problem, despite the 1972 Clean Water Act. Grant and Langpap examined the
accounts of more than 2000 nonprofit groups working on watershed restoration in the
United States from 1996 to 2008. The presence, number, and relative wealth of
watershed groups was associated with improved dissolved oxygen in the water, as well
as increased fishing and swimming amenities. Nonprofit groups tend to be local and
often highly knowledgeable, and their presence also influences other watershed
stakeholders to comply with governmental regulations. This analysis points to
nonprofit organizations as an effective mechanism for helping to resolve large-scale
collective action problems.
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Bertrand et al. (2018b) explore the role of charitable giving as a means of political
influence, a channel that has been heretofore unexplored in the political economy
literature. For philanthropic foundations associated with Fortune 500 and S&P500
corporations, they show that grants given to charitable organizations located in a
congressional district increase when its representative obtains seats on committees
that are of policy relevance to the firm associated with the foundation. This pattern
parallels that of publicly disclosed Political Action Committee (PAC) spending. As
further evidence on firms’ political motivations for charitable giving, they show that a
member of Congress’s departure leads to a short-term decline in charitable giving to
his district, and they again observe similar patterns in PAC spending. Charities
directly linked to politicians through personal financial disclosure forms filed in
accordance to Ethics in Government Act requirements exhibit similar patterns of
political dependence. Their analysis suggests that firms deploy their charitable
foundations as a form of tax-exempt influence seeking. Based on a straightforward
model of political influence, their estimates imply that 7.1 percent of total U.S.
corporate charitable giving is politically motivated, an amount that is economically
significant: it is 280 percent larger than annual PAC contributions and about 40
percent of total federal lobbying expenditures. Given the lack of formal electoral or
regulatory disclosure requirements, charitable giving may be a form of political
influence that goes mostly undetected by voters and shareholders, and which is
directly subsidized by taxpayers.
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Werfel (2018) Government spending has been shown to crowd out charitable giving.
This article uses survey experiments to demonstrate that charitable giving can
reciprocally crowd out support for government spending. Moreover, this crowding-out
effect in public opinion varies by political ideology and by issue. In Study 1, survey
respondents who were randomly assigned to read about charitable giving in a
particular area were less likely to support additional taxation and government
spending in that domain. This result was driven by liberals in the arts domain and
moderates and conservatives in the human services domain. Study 2 leveraged data
from the ”Ice Bucket Challenge” to replicate this effect among very liberal
respondents and show that crowding-out was attenuated when respondents perceived
donations to have greater impact.
Reinstein et al. (2018) Should fundraisers ask a banker to donate ”if he earns a
bonus” or wait and ask after the bonus is known? Standard EU theory predicts these
are equivalent; loss-aversion and signaling models predict a larger commitment before
the bonus is known; theories of affect predict the reverse. In five experiments
incorporating lab and field elements (N=1363), they solicited donations from small
lottery winnings, varying the conditionality of donations between participants.
Overall, they find conditional donations (”if you win”) exceeded ex-post donations.
This represents the first evidence on how pro-social behavior extends to conditional
commitments over uncertain income, with implications for charitable fundraising,
giving pledges, and experimental methodology
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Aldashev et al. (2017) build an occupational-choice general-equilibrium model with
for-profit firms, nonprofit organizations, and endogenous private warm-glow
donations. Lack of monitoring on the use of funds implies that an increase of funds of
the nonprofit sector (because of a higher income in the for-profit sector, a stronger
preference for giving, or an inflow of foreign aid) worsens the motivational composition
and performance of the nonprofit sector. They also analyze the conditions under
which donors (through linking donations to the motivational composition of the
nonprofit sector), nonprofits themselves (through peer monitoring), or the government
(using a tax-financed public funding of nonprofits) can eliminate the low-effectiveness
equilibrium. They present supporting case-study evidence from developing-country
nongovernmental organization sector and humanitarian emergencies.
Rahwan et al. (2018) explore the downstream consequences of cheating-and resisting
the temptation to cheat-at high stakes on pro-social behaviour and self-perceptions. In
a large online sample, they replicate the seminal finding that cheating rates are largely
insensitive to stake size, even at a 500-fold increase. They present two new findings.
First, resisting the temptation to cheat at high stakes led to negative moral spill-over,
triggering a moral license: participants who resisted cheating in the high stakes
condition subsequently donated a smaller fraction of their earnings to charity. Second,
participants who cheated maximally mispredicted their perceived morality: although
such participants thought they were less prone to feeling immoral if they cheated,
they ended up feeling more immoral a day after the cheating task than immediately
afterwards. They discuss the theoretical implications of their findings on moral
balancing and self-deception, and the practical relevance for organisational design.
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Osili et al. (2018) The term impact investing evokes widespread interest, but few
people have a deep understanding of the topic, and even fewer practice impact
investing. What is impact investing? Who uses this investment strategy, and what
are their objectives? Impact investing is relatively new and has developed rapidly over
the last decade. The term itself was introduced in 2007 when the Rockefeller
Foundation convened leaders in the fields of finance, philanthropy, and development,
with the aim of building an industry of investing for impact. While a great deal has
been written about the subject, most of this work comes from the world of finance
and asks questions about financial return, comparing impact investing with investing
purely for profit. The practice of impact investing is evolving exponentially, in
contrast to research on this still-underexplored subject. The study finds that both
men and women embrace impact investing as a means of achieving social and financial
returns. However, gender differences exist in how they approach impacting investing.
When men make the philanthropic decisions in their households - either as single men
or as sole deciders in their marriages or partnerships - they are likelier to replace
charitable giving with impact investing than single women or couples in which the
decisions are made jointly or the woman is the sole decider.
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Imas and Loewenstein (2018) show that people are significantly more sensitive
to the amount given to a charity - they work harder to give more - when
the giving is made more tangible through a manipulation of mental
accounting. Specifically, whereas prior research has found that people who
can work to raise money for charity are relatively scopeinsensitive -they
work the same to donate smaller or larger money amounts - when
donations are made on their behalf, they demonstrate that when
donations are made more tangible by giving individuals the money and
then having them make the donation themselves, they are more sensitive
to money amount - they work harder to donate larger money amounts.
Horn and Karlan (2018) partnered with a large online auction website to test differing
messages’ effects on the decision to donate to charity at checkout. Their setting,
where impulsive decisions are likely to be driving donations, allows them to evaluate
intuitive responses to messages prompting a donation. They find that shorter
messages, matching grants, and descriptions of a charity’s mission increase both the
likelihood that a user donates, as well as the average amount donated. Conversely,
displaying the impact of the donated amount, the popularity of the charity, and that
a charity uses scientific evidence do not improve donation rates. These results
contribute to our understanding of how framing requests drives the decision to donate
and are practically relevant to the many retail sites which promote giving at point of
sale.
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Lange et al. (2011) links the commodity bundling literature with the literature on the
private provision of public goods. They discuss the potential profitability of bundling
strategies for both private firms and charitable organizations. Even in the absence of
consumption complementarities, they show important cases when private and public
goods should be bundled. For example, both a monopolist and a charity can profit
from bundling the goods they provide. Linking sales to charitable contributions can
also be beneficial for for-profit firms as it alleviates price-competition. Beyond
providing a theoretical framework for understanding the incentive properties of
bundling private and public goods, this study lends insights into the debate on the
efficacy of corporate social responsibility.
Lacetera et al. (2014) conducted a field experiment with the American Red Cross
(ARC) to study the effects of economic incentives on volunteer activities. The
experiment was designed to assess local and short-term effects as well as spatial and
temporal substitution, heterogeneity, and spillovers. Subjects offered $5, $10, and $15
gift cards to give blood were more likely to donate and more so for the higher reward
values. The incentives also led to spatial displacement and a short-term shift in the
timing of donation activity, but they had no long-term effects. Many of the effects
were also heterogeneous in the population. They also detected a spillover effect
whereby informing some individuals of rewards through official ARC channels led
others who were not officially informed to be more likely to donate. Thus, the effect of
incentives on prosocial behavior includes not only the immediate local effects but also
spatial displacement, social spillovers, and dramatic heterogeneity. They discuss the
implications of these findings for organizations with activities that rely on volunteers
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for the supply of key inputs or products as well as for government agencies and public
policy.
Lacetera et al. (2013b) The position and guidelines of the World Health Organization
(WHO) and several national blood collection agencies for nearly 40 years have been
based on the view that offering economic incentives to blood donors is detrimental to
the quantity and safety of the blood supply (1). The guidelines suggest that blood
should be obtained from unpaid volunteers only (2). However, whether economic
incentives positively or negatively affect blood donations (and other prosocial
activities) has remained the subject of debate since the positions were established
(2-8).
DellaVigna et al. (2012) design a door-to-door fund-raising drive in which some
households are informed about the exact time of solicitation with a flyer on their
door-knobs; thus, they can seek or avoid the fund-raiser. We find that the flyer
reduces the share of households opening the door by 10 to 25 percent and, if the flyer
allows checking a ‘Do Not Disturb’ box, reduces giving by 30 percent. The latter
decrease is concentrated among donations smaller than $10. Findings suggest that
social pressure is an important determinant of door-to-door giving.
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List and Samak (2013) why people give to charitable causes? Their study takes
a new approach to this question by exploring motivations for giving among children
aged 3-5. Using data gathered from 122 children, their artefactual field experiment
disentangles pure altruism and warm glow motivators for giving. They find
evidence for the existence of pure altruism but not warm glow. Their results
suggest pure altruism is a fundamental component of our preferences, and highlight
that warm glow preferences found amongst adults likely develop over time. One
speculative hypothesis is that warm glow preferences are learned through
socialization
Lacetera et al. (2013a) How do the social media affect the success of charitable
promotional campaigns? Their findings suggest that online platforms for charitable
giving may stimulate costless forms of involvement, but have a smaller impact on
actual donations, and that network effects might be limited when it comes to
contributing real money to charities.
List and Price (2011) Comprehensive review for summarizing gifts of both time
(volunteering) and money around the globe. They also highlight research that
indicates useful ways in which we can enhance the ”charitable pie”
Meer et al. (2016) examine the impact of the Great Recession on charitable giving.
They find sharp declines in overall donative behavior that is not accounted for by
shocks to income or wealth. These results suggest that overall attitudes towards
giving changed over this time period
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List and Peysakhovich (2011) This paper examines aggregate time series data on
individual charitable donations from 1968 to 2007. They find that individuals are
more responsive to stock market upturns than downturns.
List (2011) provides a perspective on the economic interplay of three types of actors:
donors, charitable organizations, and government (in a typical year, total charitable
gifts of money now exceed 2 percent of gross domestic product). Charitable giving has
nearly doubled in real terms since 1990, and the number of nonprofit organizations
registered with the IRS grew by nearly 60 percent from 1995 to 2005)
Bekkers and Wiepking (2011) This is the first of two papers in which the authors
present a comprehensive review of the multidisciplinary academic literature on
philanthropy, identifying the predictors of charitable giving by individuals and
households. For each predictor, they discuss the evidence for the mechanisms that
may explain why the predictor is correlated with giving. They conclude with a brief
agenda for future research. In this first paper they present the evidence on the
relationship of giving with religion, education, age and socialisation.
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Long Term vs. Short Term
Limodio and Choudhary (2019) Keloharju et al. (2019) Eisenbach and Schmalz (2016)
Chernov et al. (2018) Cai et al. (2018) Feng and Peng (2018) Galor and Savitskiy (2018)
Drupp et al. (2018) Kuhnen and Melzer (2017) Garel and Petit-Romec (2016)
Limodio and Choudhary (2019) provide novel empirical evidence relating
underdeveloped financial institutions to the scarcity of long-term finance in
low-income countries. Guided by an equilibrium banking model, they verify that
higher liquidity risk leads banks to reallocate credit toward the short term. Their
empirical test combines historical and contemporary data from Pakistan with
exogenous variation in liquidity risk induced by a Sharia-compliant levy. They find a
lower supply of long-term finance by banks exposed to higher liquidity risk, which in
turn reduces long-term investment. This short-term reallocation limits the long-term
growth of cities exposed to liquidity risk through their bank branches.
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Keloharju et al. (2019) Long-term expected returns appear to vary little, if at all, in
the cross section of stocks. They devise a bootstrapping procedure that injects small
amounts of variation into expected returns and show that even negligible differences
in expected returns, if they existed, would be easy to detect. Markers of such
differences, however, are absent from actual stock returns. Their estimates are
consistent with production-based asset pricing models such as Berk, Green, and Naik
(1999) and Gomes, Kogan, and Zhang (2003) in which firms’ risks change over time.
They show that long-term reversals in stock returns are the consequence of the rapid
convergence in expected returns. Their results imply stock market anomalies have
only a limited effect on firm valuations.
Eisenbach and Schmalz (2016) model an anxious agent as one who is more risk averse
with respect to imminent risks than with respect to distant risks. Based on a utility
function that captures individual subjects’ behavior in experiments, they provide a
tractable theory relaxing the restriction of constant risk aversion across horizons and
show that it generates rich implications. They first apply the model to insurance
markets and explain the high premia for short-horizon insurance. Then, they show
that costly delegated portfolio management, investment advice, and withdrawal fees
emerge as endogenous features and strategies to cope with dynamic inconsistency in
intratemporal risk-return trade-offs.
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Chernov et al. (2018) propose testing asset-pricing models using multi-horizon returns
(MHR). MHR serve as powerful source of conditional information that is economically
important and not data-mined. They apply MHR-based testing to linear factor
models. These models seek to construct the unconditionally mean-variance efficient
portfolio. They reject all state-of-the-art models that imply high maximum Sharpe
ratios in a single-horizon setting. Thus, the models do a poor job in accounting for
the risk-return trade-off at longer horizons. Across the different models, the mean
absolute pricing errors associated with MHR are positively related to the magnitude
of maximal Sharpe ratio in the single-horizon setting. Model misspecification
manifests itself in strong intertemporal dynamics of the factor loadings in the SDF
representation. They suggest that misspecification of the dynamics of loadings arises
from the common approach towards factor construction via portfolio sorts.
Cai et al. (2018) There is great uncertainty about future climate conditions and the
appropriate policies for managing interactions between the climate and the economy.
They develop a multidimensional computational model to examine how uncertainties
and risks in the economic and climate systems affect the social cost of carbon (SCC) that is, the present value of the marginal damage to economic output caused by
carbon emissions. The SCC is substantially increased by economic and climate risks
at both current and future times.

Homanen (2018)

Conscious Finance

Cass Business School

190

Long Term vs. Short Term IV
Feng and Peng (2018) While climate variations such as high temperature have been
shown in the literature to negatively affect agricultural productivity, they find that
the information contained in temperature is not immediately incorporated in stock
prices. Using sectoral stock return data of 42 countries between 1974 and 2015, they
find that a higher past-12 month temperature can predict a lower 12-month-ahead
stock return for the food sector. This effect is particularly strong for countries with
an average temperature above 10oC and those with less developed financial markets.
These findings suggest that climate-related risks are potentially not accurately priced
in less efficient financial markets, a previously less-emphasized hurdle for low-income
countries to cope with climate risks.
Galor and Savitskiy (2018) This research explores the origins of loss aversion and the
variation in its prevalence across regions, nations and ethnic group. It advances the
hypothesis and establishes empirically that the evolution of loss aversion in the course
of human history can be traced to the adaptation of individuals to the asymmetric
effects of climatic shocks on reproductive success during the Malthusian epoch.
Exploiting variations in the degree of loss aversion among second generation migrants
in Europe and the US, as well as across precolonial ethnic groups, the research
establishes that consistent with the predictions of the theory, individuals and ethnic
groups that are originated in regions in which climatic conditions tended to be
spatially correlated, and thus shocks were aggregate in nature, are characterized by
greater intensity of loss aversion, while descendants of regions marked by climatic
volatility have greater propensity towards lossneutrality.
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Drupp et al. (2018) The economic values of investing in long-term public projects are
highly sensitive to the social discount rate (SDR). They surveyed over 200 experts to
disentangle disagreement on the risk-free SDR into its component parts, including
pure time preference, the wealth effect and return to capital. They show that the
majority of experts do not follow the simple Ramsey Rule, a widely-used theoretical
discounting framework, when recommending SDRs. Despite disagreement on
discounting procedures and point values, they obtain a surprising degree of consensus
among experts, with more than three-quarters finding the median risk-free SDR of 2
percent acceptable.
Kuhnen and Melzer (2017) investigate a novel determinant of financial distress,
namely individuals’ selfefficacy, or belief that their actions can influence the future.
Individuals with high selfefficacy are more likely to take precautions that mitigate
adverse financial shocks. They are subsequently less likely to default on their debt and
bill payments, especially after experiencing negative shocks such as job loss or illness.
Thus, non-cognitive abilities are an important determinant of financial fragility and
subjective expectations are an important factor in household financial decisions.
Garel and Petit-Romec (2016) investigate whether the investment horizon of bank
capital providers matters for bank performance during the recent financial crisis.
Banks with more short-term investor ownership have worse stock returns during the
crisis. This is partially because banks with higher short-term investor ownership took
more risk prior to the crisis but mainly because they experienced higher selling
pressure during the crisis.
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Asset Pricing - Big Thanks to Joren Koëter for improving this
section
Schlenker and Taylor (2019) Pizarro and Schwartz (2018) Colonnello et al. (2018) Gollier
(2014) Gollier (2016b) Gollier (2016a) Gollier (2017) Dietz et al. (2018) Bansal et al.
(2016a) Jagannathan et al. (2017) Chen and Lu (2018) Cain et al. (2016) Andersson et al.
(2016) Daniel et al. (2015) Dietz et al. (2016) Balvers et al. (2016)
Schlenker and Taylor (2019) An emerging literature examines how agents update their
beliefs about climate change. Most studies have relied on indirect belief measures or
opinion polls. They analyze a direct measure: prices of financial products whose
payouts are tied to future weather outcomes. They compare these market
expectations to climate model output for the years 2002 to 2018 as well as observed
weather station data across eight cities in the US. All datasets show statistically
significant and comparable warming trends. Nonparametric estimates suggest that
trends in weather markets follow climate model predictions and are not based on
shorter-term variation in observed weather station data. When money is at stake,
agents are accurately anticipating warming trends in line with the scientific consensus
of climate models.
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Pizarro and Schwartz (2018) This article develops and implements a Real Option
approach to value renewable natural resources in the case of Marine Fisheries. The
model includes two sources of uncertainty: the resource biomass and the price of fish,
and it can be used by fisheries to optimally adapt their harvesting strategy to
changing conditions in these stochastic variables. The model also features realistic
operational cash flows and fisheries can shutdown and reopen operations. Using
publicly available data on the British Columbia halibut fishery, the required
parameters are estimated and the model solved. The results indicate that the
conservation of the biomass is both optimal from a financial and a social perspective.
The approach could be extended to other fish species and natural resources if the
appropriate data were available.
Colonnello et al. (2018) develop a model that reproduces the average return and
volatility spread between sin and non-sin stocks. Their investors do not necessarily
boycott sin companies. Rather, they are open to invest in any company while trading
off dividends against ethicalness. They show that when dividends and ethicalness are
complementary goods and investors are sufficiently risk averse, the model predicts that
the dividend share of sin companies exhibits a positive relation with the future return
and volatility spreads. Their empirical analysis supports the model’s predictions.
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CISL (2016) Short-term shifts in market sentiment induced by awareness of future, as
yet unrealised, climate risks could lead to economic shocks, causing substantial losses
in financial portfolio value within timescales that are relevant to all investors. Factors,
including climate change policy, technological change, asset stranding, weather events
and longerterm physical impacts may lead to financial tipping points for which
investors are not presently prepared. This research shows that changing asset
allocations among various asset classes and regions, combined with investing in
sectors exhibiting low climate risk, can offset only half of the negative impacts on
financial portfolios brought about by climate change. Climate change thus entails
”unhedgeable risk” for investment portfolios. While the response to action aimed at
limiting warming below 2oC is shown to be negative in its short-term economic and
financial impacts, the benefits of early action lead to significantly higher economic
growth rates and returns over the long run, especially when compared to a worst-case
scenario of inaction. The present study shows that certain types of portfolio benefit
more than others. Even in the short run, the perception of climate change represents
an aggregate risk driver that must be taken into consideration when assessing the
performance of asset portfolios. Their analysis provides investors with a general guide
to minimising their exposure to climate sentiment risk and has the potential to
stimulate a constructive dialogue between investors, governments and regulators to
examine the conditions necessary to build more resilient financial markets under
unprecedented environmental change.

Homanen (2018)

Conscious Finance

Cass Business School

195

Asset Pricing IV
Gollier (2014) In a growing economy, the discount rate to evaluate a long-term
investment is the minimum rate of expected return that compensates for the increased
intergenerational inequalities. Because the growth rate is uncertain, there is a
precautionary argument in favor of lowering the discount rate. If shocks to growth are
persistent, this is a robust argument for using a smaller discount rate for more distant
time horizons. If climate damages are positively correlated with future consumption,
a risk premium should be added to the climate discount rate, which could have an
increasing term structure.
Gollier (2016b) Using the gamma discounting argument of Weitzman (1998, 2001)
when future interest rates are uncertain, several countries have decided to base their
investment and sustainability policy evaluation on a decreasing term structure of
discount rates. They show that this interpretation of the gamma discounting
argument is in fact equivalent to the Local Expectations Hypothesis, a hypothesis
globally rejected in empirical finance. They also show that gamma discounters are
time-inconsistent and short-termist when shocks to economic growth are persistent.
This is because they fail to account for the correlation between future consumption
levels and spot interest rates.
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Gollier (2016a) Because of the uncertainty about how to model the growth process of
our economy, there is still much confusion about which discount rates should be used
to evaluate actions having long-lasting impacts, as in the contexts of climate change,
social security reforms or large public infrastructures for example. They characterize
efficient discount rates when the growth of log consumption follows a random walk
with uncertain parameters. They examine different models in which the parametric
uncertainty affects the trend and the volatility of growth, or the frequency of
catastrophes. This uncertainty implies that the term structures of the risk free
discount rate and of the aggregate risk premium are respectively decreasing and
increasing. It also implies that the discount rate is increasing with maturity if the
beta of the investment is larger than half of relative risk aversion. Another important
consequence of parametric uncertainty is that the risk premium is not proportional to
the beta of the investment. Finally, they apply their findings to the evaluation of
climate change policy. They argue in particular that the beta of actions to mitigate
climate change is relatively large, so that the term structure of the associated
discount rates should be increasing.
Gollier (2017) A book by Christian Gollier on ’Ethical Asset Valuation and the Good
Society’
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Dietz et al. (2018) Mitigation reduces the expected future damages from climate
change, but how does it affect the aggregate risk borne by future generations? This
raises the question of the ’climate beta’, i.e., the elasticity of climate damages with
respect to a change in aggregate consumption. In this paper they show that the
climate beta is positive if the main source of uncertainty is exogenous,
emissions-neutral technological progress, implying that mitigation has no hedging
value. But these results are reversed if the main source of uncertainty is related to the
carbonclimate-response and the damage intensity of warming. They then show that in
the DICE integrated assessment model the climate beta is positive and close to unity.
In estimating the social cost of carbon, this would justify using a relatively high rate
to discount expected climate damages. However, the stream of undiscounted expected
climate damages is also increasing in the climate beta. They show that this dominates
the discounting effect, so that the social cost of carbon is in fact larger than when
discounting expected damages at the risk-free rate.
Bansal et al. (2016a) study the welfare implications of rising temperature and propose
a temperature-augmented long-run risks model that accounts for the interaction
between temperature, economic growth and risk. The model simultaneously matches
the projected temperature path, the observed consumption growth dynamics,
discount rates provided by the risk-free rate and equity market returns, and the
negative elasticity of equity prices to temperature risks documented in the data. We
use the calibrated model to quantify the social cost of carbon (SCC) and to frame the
optimal climate policy. They show that a preference for early resolution of
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uncertainty and long-run impact of temperature on growth imply a significant SCC
and motivate early actions to abate global warming.
Bansal et al. (2016b) use the forward-looking information from the US and global
capital markets to estimate the economic impact of global warming, specifically,
long-run temperature shifts. They find that global warming carries a positive risk
premium that increases with the level of temperature and that has almost doubled
over the last 80 years. Consistent with their model, virtually all US equity portfolios
have negative exposure (beta) to long-run temperature fluctuations. The elasticity of
equity prices to temperature risks across global markets is significantly negative and
has been increasing in magnitude over time along with the rise in temperature. They
find that the long-run impact of temperature on growth implies a significant social
cost of carbon emissions.
Jagannathan et al. (2017) find that money managers could reduce portfolio risk by
incorporating Environmental, Social, and Governance (ESG) criteria into their
investment process. ESG-related issues can cause sudden regulatory changes and
shifts in consumer tastes, resulting in large asset price swings which leave investors
limited time to react. By incorporating ESG criteria in their investment strategy,
money managers can tilt their holdings towards firms which are well prepared to deal
with these changes, thereby managing exposure to these rare but potentially large
risks.
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Chen and Lu (2018) In contrast to past studies that assume service flow of durable
goods consumption to be a constant fraction of the stock. These authors study a
consumption-based asset pricing model featuring time-varying utilization of durable
goods. They propose an innovative measure of the unobserved usage of durable goods
from carbon dioxide emissions. They find that the time-varying utilization of durable
goods is a valid pricing factor. Their model exhibits a stronger cross-sectional pricing
power than several consumption-based capital asset pricing models, including Yogo’s
(2006) durable goods model. Finally, their model mitigates the joint risk premium
and implied risk-free rate puzzle.
Cain et al. (2016) By incorporating a multi-period capital asset pricing model
(CAPM) theory. They estimate both direct and moderating effects of CSR on firm
market value (where CSR buffers against downside risk). Results across 1993-2013
show 4.66% increases in market value attributable to the direct and moderating
effects of CSR.
Andersson et al. (2016) present a simple dynamic investment strategy that allows
long-term passive investors to hedge climate risk without sacrificing financial returns.
We illustrate how the tracking error can be virtually eliminated even for a low-carbon
index with 50% less carbon footprint than its benchmark. By investing in such a
decarbonized index, investors in effect are holding a ”free option on carbon”. As long
as climate change mitigation actions are pending, the low-carbon index obtains the
same return as the benchmark index; but once carbon dioxide emissions are priced, or
expected to be priced, the low-carbon index should start to outperform the benchmark
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Daniel et al. (2015) explore the implications of richer preference specifications for the
optimal pricing of carbon emissions. They develop a simple discrete-time model with
Epstein-Zin utility in which uncertainty about the effect of carbon emissions on global
temperature and on eventual damages is gradually resolved over time. When coupled
with the potential for lowprobability, high-impact outcomes, their calibration to
historical real interest rates and the equity risk premium suggests a high price for
carbon emissions today which is then expected to decline over time. This is
in contrast to most modeled carbon price paths, which tend to start low and rise
steadily over time
Dietz et al. (2016) Investors and financial regulators are increasingly aware of
climate-change risks. So far, most of the attention has fallen on whether controls on
carbon emissions will strand the assets of fossil-fuel companies1, 2. However, it is no
less important to ask, what might be the impact of climate change itself on asset
values? Here we show how a leading integrated assessment model can be used to
estimate the impact of twenty-first-century climate change on the present market
value of global financial assets. We find that the expected ’climate value at risk’
(climate VaR) of global financial assets today is 1.8% along a business-as-usual
emissions path. Taking a representative estimate of global financial assets, this
amounts to US$2.5 trillion. However, much of the risk is in the tail. For example, the
99th percentile climate VaR is 16.9%, or US$24.2 trillion. These estimates would
constitute a substantial write-down in the fundamental value of financial assets.
Cutting emissions to limit warming to no more than 2oC reduces the climate VaR by
an expected 0.6 percentage points, and the 99th percentile reduction is 7.7 percentage
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points. Including mitigation costs, the present value of global financial assets is an
expected 0.2% higher when warming is limited to no more than 2oC, compared with
business as usual. The 99th percentile is 9.1% higher. Limiting warming to no more
than 2oC makes financial sense to risk-neutral investors-and even more so to the risk
averse.
Balvers et al. (2016) Financial market information can provide an objective
assessment of losses anticipated from temperature changes. In an APT model in
which temperature shocks are a systematic risk factor, the risk premium is
significantly negative, loadings for most assets are negative, and asset portfolios in
more vulnerable industries have stronger negative loadings on a temperature shock
factor. Weighted average increases in the cost of equity capital attributed to
uncertainty about temperature changes are 0.22 percent, implying a present value loss
of 7.92 percent of wealth. These costs represent a new channel that may contribute to
cost of climate change assessment.
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Natural Disasters & Crises: Bank & Firm Behavior
Bosker et al. (2018) Fu and Gregory (2017) Cano-Urbina et al. (2019) Begley et al. (2018)
Gropp et al. (2019) Noth and Rehbein (2018) Barrage and Furst (2018) Aretz et al. (2018)
Rossi-Hansberg et al. (2018) Sant’Anna (2018) Massetti and Mendelsohn (n.d.) Hanaoka et
al. (2017) Deryugina et al. (2014) Mohan et al. (2018) Boustan et al. (2017) Deryugina
(2016) Dessaint and Matray (2017) Cortés and Strahan (2016) Chavaz (2016) Morse (2011)
Cortés (2014) Lambert et al. (2018) Noth and Schüwer (2014) Crespo Cuaresma et al.
(2008) Morales Acevedo and Ongena (2015) Collier (2014) Popp (2006) Arezki et al. (2016)
Gilje et al. (2016) Baskaya and Kalemli-Ozcan (2016) Bolton et al. (2016) Cameron and
Shah (2015) Rajan and Ramcharan (2015) Miao and Popp (2014) Kousky (2014) Gallagher
and Hartley (2017) Garmaise and Moskowitz (2009) Gourio (2012) Gao and Song (2015)
Barro (2015) Barro (2009) Hallegatte and Ghil (2008) Hallegatte et al. (2007) Hallegatte
and Dumas (2009) Barro (2006) Wachter (2013) Kahn (2005) Kunreuther and
Linnerooth-Bayer (2003) Hsiang and Jina (2014) Nordhaus (2010) Dell (2012)
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Bosker et al. (2018) This paper provides evidence on the price and perception of rare
natural disasters. They exploit a unique, spatially extremely detailed, dataset on
predicted flood water levels in the Netherlands. This dataset, in combination with
information on the universe of home sales over the period 1999-2011, allows them to
identify people’s willingness to pay to avoid flood risk using a border discontinuity
design. They find that house prices are on average 1% lower in places that are at risk
of flooding. This flood risk discount is more pronounced in neighborhoods with higher
predicted flood water levels. Their estimates imply that average perceived flood risk
in the Netherlands is much higher than the official protection levels at which the
government claims to uphold the country’s flood defenses. People expect a flood to
happen at least once every 100 years. Depending on the predicted flood water level in
their neighborhood, people in flood prone areas are willing to pay 9%-36% more for
their flood protection than what the Dutch government currently spends on it.
Fu and Gregory (2017) study the optimal design of subsidies in an equilibrium
setting, where the decisions of individual recipients impose externalities on one
another. They apply the model to the case of post-Katrina rebuilding in New Orleans
under the Louisiana Road Home rebuilding grant program (RH). They estimate the
structural model via indirect inference, exploiting a discontinuity in the formula for
determining the size of grants, which helps isolate the causal effect of neighbors’
rebuilding on one’s own rebuilding choices. They find that the additional rebuilding
induced by RH generated positive externalities equivalent to $4950 to each
inframarginal household whose rebuilding choice was not affected by the program.
Counterfactual policy experiments find that optimal subsidy policies bias grant offers
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against relocation, with an inverse-U-shaped relationship between the degree of bias
and the severity of damages from the disaster.
Cano-Urbina et al. (2019) When the Deepwater Horizon oil rig exploded in 2010, it
resulted in the largest off-shore oil spill in United States history. Economic theory
dictates that the oil damage and restitution payments that resulted from the spill
should be capitalized into property values. To measure the extent of this
capitalization, they create a novel dataset by linking surveys of the location and
severity of oil observed along over 4,300 miles of the Gulf Coast to measures of local
housing market outcomes. They then perform hedonic-style analysis to determine the
net effects of the spill on affected real estate markets. In doing so, they provide the
first plausibly causal estimates of the effect of the spill on affected housing markets
throughout the Gulf region. Identification comes from a triple-difference framework
that exploits the random nature of both the spill and the spatial distribution of oil
that affected coastal communities, as well as controls for the confounding effects of
the housing market crash. Results suggest that on net, the BP oil spill caused a
significant decline in home prices of between 4% and 8% that persisted until at least
2015. This implies housing markets capitalized $3.8 billion to $5.0 billion in spill
damage inclusive of clean-up and restitution effects. These results are robust to
numerous alternative definitions of treatment and control groups.
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Begley et al. (2018) The use of risk-insensitive loan pricing by the Small Business
Administration’s disaster loan program leads to significantly higher loan denials in
areas with greater need for price discrimination: high minority share, high subprime
share, and high income inequality areas. Even though these borrowers are often the
intended targets of government programs such as disaster lending, they end up with
lower availability of credit in this program compared to private markets. Our findings
highlight the importance of using market prices as a mechanism to allocate credit
across borrowers, a feature that is often absent from government lending programs
around the world. Applicants that would likely receive a loan at a higher interest rate
under a risk-sensitive pricing mechanism are instead denied credit altogether.
Programs that limit the use of this mechanism to ensure a ”fair” price of credit across
borrowers may have unintended ”unfair” consequences on the quantity of credit to
marginal borrowers.
Gropp et al. (2019) show that banks that are facing relatively high locally
non-diversifiable risks in their home region expand more across states than banks that
do not face such risks following branching deregulation in the 1990s and 2000s. These
banks with high locally non-diversifiable risks also benefit relatively more from
deregulation in terms of higher bank stability. Further, these banks expand more into
counties where risks are relatively high and positively correlated with risks in their
home region, suggesting that they do not only diversify but also build on their
expertise in local risks when they expand into new regions.
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Noth and Rehbein (2018) investigate firm outcomes after a major flood in Germany in
2013. They robustly find that firms located in the disaster regions have significantly
higher turnover, lower leverage, and higher cash in the period after 2013. They
provide evidence that the effects stem from firms that already experienced a similar
major disaster in 2002. Overall, their results document a positive net effect on firm
performance in the direct aftermath of a natural disaster.
Barrage and Furst (2018) empirically investigate the association of new U.S. housing
investment with local sea level rise risks and the role of climate change beliefs in
shaping this relationship. The analysis combines U.S. Census data on housing
construction permits with NOAA sea level rise projections and county-level estimates
of climate change beliefs (Howe et al., 2015), along with standard controls for housing
construction. They find that (i) higher sea level rise vulnerability is associated with
signiÃŰcantly lower new housing construction in areas with high climate change
beliefs or concern, but that (ii) this relationship is significantly attenuated in more
skeptical areas. These results suggest a significant role for climate change skepticism
in market adaptation to sea level rise.
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Aretz et al. (2018) study whether industrial firms risk-shift in response to distress risk
increases induced through hurricane strikes. Using new proxies capturing deliberate
managerial decisions about the risk of a firm’s operating segment portfolio, differences
tests suggest that hurricane strikes prompt moderately, but not highly, distressed
firms to skew their asset mixes towards riskier segments by shutting down low-risk,
high-average-Q segments. In turn, the moderately distressed firms observe abnormally
high failure rates after a hurricane strike. Employing covenant violation data, they
offer further evidence that creditor control prevents highly distressed firms from
raising their risk. Their conclusions extend those of other studies by suggesting that
moderate distress risk levels can lead the managers of industrial firms to not only
engage in risk-taking, but, in fact, in risk-shifting.
Rossi-Hansberg et al. (2018) Sea-level rise and ensuing permanent coastal inundation
will cause spatial shifts in population and economic activity over the next 200 years.
Using a highly spatially disaggregated, dynamic model of the world economy that
accounts for the dynamics of migration, trade, and innovation, this paper estimates
the consequences of probabilistic projections of local sea-level changes under different
emissions scenarios. Under an intermediate greenhouse gas concentration trajectory,
permanent flooding is projected to reduce global real GDP by an average of 0.19% in
present value terms, with welfare declining by 0.24% as people move to places with
less attractive amenities. By the year 2200 a projected 1.46% of world population will
be displaced. Losses in many coastal localities are more than an order of magnitude
larger, with some low-lying urban areas particularly hard hit. When ignoring the
dynamic economic adaptation of investment and migration to flooding, the loss in real
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GDP in 2200 increases from 0.11% to 4.5%. This shows the importance of including
dynamic adaptation in future loss models.
Sant’Anna (2018) This paper assesses the effects of public policies on the occurrence
of natural disasters related to extreme rainfall. By using a unique and geolocated
database on natural disasters in the state of Rio de Janeiro, Brazil, the paper tests
whether variables related to public policies - e.g. forest cover and urban infrastructure
- affect the occurrence of natural disasters, conditional on the existence of extreme
rainfall. Results point to a significant role for public policies in order to mitigate
effects of extreme weather events. More specifically, results point to an important role
for urban infrastructure, as proper sewage and waste collection, and forest cover in
reducing the impacts of extreme rainfall. Moreover, the paper discusses how these
heterogeneous effects have distributional consequences and can be linked to the
Environmental Justice literature. Finally, this paper reinforces the idea that
adaptation policies to disasters are essential in reducing local vulnerabilities and can
yield distributional and fiscal benefits.
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Massetti and Mendelsohn (n.d.) This article examines methods for measuring climate
adaptation and discusses the empirical evidence. The primary methods for measuring
climate adaptation are cross-sectional analysis, simulations, and intertemporal panel
data. The empirical evidence in the literature suggests that adaptation can be
effective at eliminating a large fraction of potential damage from changes in mean
climate but not short-term climate variation. Much of the adaptation will likely be
incremental and reactive, responding to climate as it changes over time. Private
actors have their own incentives to adapt to climate change and are likely to change
their behavior if it makes them better off. But government action is needed to ensure
that markets are efficient and to support public adaptations, especially those related
to water supply, coastal defense, human health, and environmental protection.
Hanaoka et al. (2017) investigate whether individuals’ risk preferences change after
experiencing a natural disaster, specifically, the 2011 Great East Japan Earthquake.
Exploiting the panels of nationally representative surveys on risk preferences, they
find that men who experienced greater intensity of the Earthquake became more risk
tolerant after the Earthquake. Furthermore, these men gamble more, which is
consistent with the direction of changes in risk preferences. They find no such pattern
for women. Finally, the effects on men’s risk preferences are persistent even five years
after the Earthquake at almost the same magnitude as those shortly after the
Earthquake.
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Deryugina et al. (2014) Hurricane Katrina destroyed more than 200,000 homes and led
to massive economic and physical dislocation. Using a panel of tax return data, they
provide one of the first comprehensive analyses of the hurricane’s long-term economic
impact on its victims. Katrina had large and persistent impacts on where people live;
small and mostly transitory impacts on wage income, employment, total income, and
marriage; and no impact on divorce or fertility. Within just a few years, Katrina
victims’ incomes fully recover and even surpass that of controls from similar cities that
were unaffected by the storm. The strong economic performance of Katrina victims is
particularly remarkable given that the hurricane struck with essentially no warning.
Their results suggest that, at least in this particular disaster, aid to cover destroyed
assets and short-run income declines was sufficient to make victims financially whole.
Their results provide some optimism regarding the costs of climate-change driven
dislocation, especially when adverse events can be anticipated well in advance.
Mohan et al. (2018) There is an unresolved debate as to whether natural disasters
present true obstacles to a country’s economic growth and development, given that
the empirical evidence is rather heterogeneous. In this paper they explore whether
aggregate analyses are likely to mask different responses of the components (export
and import, government consumption, investment and private consumption) of Gross
Domestic Product (GDP). To this end, they assembled a panel data set of hurricane
strikes and national income accounting data for 21 Caribbean countries for the period
1970-2011. Their results suggest that the responses on each GDP component differ
widely, where they find some effects on export, import, public consumption,
investment and private consumption. However, the differences in timing and
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directions of these impacts demonstrate why it may be difficult to find any clear and
large net aggregate impact of hurricanes and natural disasters in general on GDP.
Boustan et al. (2017) Major natural disasters such as Hurricanes Katrina and Sandy
cause numerous fatalities, and destroy property and infrastructure. In any year, the
U.S experiences dozens of smaller natural disasters as well. They construct a 90 year
panel data set that includes the universe of natural disasters in the United States
from 1920 to 2010. By exploiting spatial and temporal variation, they study how
these shocks affected migration rates, home prices and local poverty rates. The most
severe disasters increase out migration rates and lower housing prices, especially in
areas at particular risk of disaster activity, but milder disasters have little effect.
Deryugina (2016) - Little is known about the fiscal costs of natural disasters,
especially regarding social safety nets that do not specifically target extreme weather
events. This paper shows that US hurricanes lead to substantial increases in
non-disaster government transfers, such as unemployment insurance and public
medical payments, in affected counties in the decade after a hurricane. The present
value of this increase significantly exceeds that of direct disaster aid. This implies,
among other things, that the fiscal costs of natural disasters have been significantly
underestimated and that victims in developed countries are better insured against
them than previously thought.
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Dessaint and Matray (2017) study how managers respond to hurricane events when
their firms are located in the neighborhood of the disaster area. They find that the
sudden shock to the perceived liquidity risk leads managers to increase corporate cash
holdings and to express more concerns about hurricane risk in 10-Ks/10-Qs, even
though the actual risk remains unchanged. Both effects are temporary. Over time,
the perceived risk decreases, and the bias disappears. The distortion between
perceived and actual risk is large, and the increase in cash is suboptimal. Overall,
managerial reaction to hurricanes is consistent with salience theories of choice.
Cortés and Strahan (2016) Multi-market banks reallocate capital when local credit
demand increases after natural disasters. Following such events, credit in unaffected
but connected markets declines by about 50 cents per dollar of additional lending in
shocked areas, but most of the decline comes from loans in areas where banks do not
own branches. Moreover, banks increase sales of more-liquid loans in order to lessen
the impact of the demand shock on credit supply. Larger, multi-market banks appear
better able than smaller ones to shield credit supplied to their core markets (those
with branches) by aggressively cutting back lending outside those markets.
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Chavaz (2016) use exogenous variation in exposure to hurricanes to explore how
differently diversified US banks lend during the protracted recovery from a major
downturn. Compared to diversified banks, local banks (i) originate a higher share of
new mortgage and small business loans in affected areas, but (ii) sell a higher share of
the new mortgages into the secondary market. These results suggest a pattern of
specialization, whereby loans in affected areas are increasingly originated by banks
with special abilities or incentives to seize opportunities in a distressed market, but
increasingly transferred to agents which can better support the associated risk
Morse (2011) apply a propensity score-matched, triple-difference specification to
identify a causal relation between welfare and access to credit. California foreclosures
increase by 4.5 units per 1,000 homes after a natural disaster. The existence of
payday lenders mitigates 1.0-1.3 of them, with the caveat that not all payday loans
are for emergency distress. Payday lenders also mitigate larcenies (but not burglaries
or vehicle thefts). In a placebo test of disasters covered by homeowner insurance,
payday lending has no mitigation effect. (poor residents fare better across a number
of outcomes following natural disasters in areas served by payday lenders)
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Cortés (2014) use detailed employment data on firm age and size to show that the
presence of local finance improves job retention and creation at young and small
firms. Using natural disasters and regulatory guidance to disentangle the effects of
credit supply and demand, they find that an additional standard deviation of local
finance offsets the negative effects of the disaster and can lead to 1 to 2% higher
employment growth at either young or small firms. Banks increase lending but are
not borrowing against future lending, nor do they experience changes in default rates.
These findings suggest that local lenders play an important and necessary role in job
creation in the economy (areas with a greater relative presence of local lenders recover
faster after disasters )
Lambert et al. (2018) explore how banks adjust their risk-based capital ratios and
asset allocations following an exogenous shock to their asset quality caused by
Hurricane Katrina in 2005. They find that independent banks based in the disaster
areas increase their risk-based capital ratios after the hurricane, while those part of a
bank holding company do not. The effect on independent banks mainly comes from
the subgroup of high-capitalized banks. These banks increase their holdings in
government securities and reduce loans to non-financial firms. Hence, banks that
become more stable achieve this at the cost of reduced lending.
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Noth and Schüwer (2014) tests whether natural disasters have an effect on failure
probabilities of banks in affected regions. Using data on property damages from
hurricanes, earthquakes and other natural disasters in the U.S. from 1976 to 2010,
their show that natural disasters significantly increase the failure probabilities of
banks. This effect prevails when controlling for bank characteristics that are typically
associated with bank failures. Surprisingly, their results suggest that banks are not
more likely to fail due to disaster damage in the short-term period after a natural
disaster occurs, but in the medium-term period.
Crespo Cuaresma et al. (2008) Recent studies found a robust positive correlation
between the frequency of natural disasters and the long-run economic growth after
conditioning for other determinants. This result is interpreted as evidence that
disasters provide opportunities to update the capital stock and adopt new
technologies, thus acting as some type of Schumpeterian creative destruction. The
results of cross-country and panel data regressions indicate that the degree of
catastrophic risk tends to have a negative effect on the volume of knowledge spillovers
between industrialized and developing countries. Only countries with relatively high
levels of development benefit from capital upgrading through trade after a natural
catastrophe.
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Morales Acevedo and Ongena (2015) study the impact of emotions on real-world
decisions made by loan officers by analyzing the loan conditions of loans granted
immediately after a bank branch robbery. They find significant differences in
conditions of the loans granted after a robbery compared to changes in loan
conditions that occur contemporaneously at unaffected branches. In general loan
officers seem to adopt so-called avoidance behaviour. In accordance with the
literature on posttraumatic stress their avoidance behavior is halved within two weeks
after the robbery and the effect further varies depending on the presence of a firearm
during the robbery.
Collier (2014) Natural disasters exacerbate credit supply constraints in informationally
opaque markets such as those for micro, small, and medium enterprises (MSMEs). To
serve these markets, lenders rely on soft information that motivates geographic
concentration, increases capital market frictions, and complicates regulatory
supervision. I formalize this framework in a dynamic model to examine lender
behavior under risk. Risk motivates the modeled lender to hold a capital buffer above
minimum requirements, reducing credit supply. Moreover, disasters lead to large loan
losses that cause the lender to contract credit after the event, slowing recovery for the
affected economy. The behavior of a regionally important MSME lender in Peru
during severe El Nino-related flooding is consistent with modeled results. In contrast,
commercial banks increased lending to their clients, which tended to be large firms.
Popp (2006) seeks to determine the relationship between natural disasters and long
run growth. Natural disasters affect several important macroeconomic variables, most
notably technology, that can increase or decrease economic growth. Recovery
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following disasters is imporant and the instiuttions of a country help determine how
the recovery progresses. Institutions also help determine the outcomes of some events,
such as inflation, that could affect long run growth. Countries can help maximize the
positive effects of natural disasters on growth by improving their response to disasters
and preparing for the next disaster.
Arezki et al. (2016) explores the effect of news shocks in open economies using
worldwide giant oil and gas discoveries as a directly observable measure of news
shocks about future output-the delay between a discovery and production is on
average four to six years. They first analyze the effects of a discovery in a two-sector
small open economy model with a resource sector. They then estimate the effects of
giant oil and gas discoveries on a large panel of countries. Their empirical estimates
are consistent with the predictions of the model. After an oil or gas discovery, the
current account and saving rate decline for the first five years and then rise sharply
during the ensuing years. Investment rises robustly soon after the news arrives,
whereas GDP does not increase until after five years. Employment rates fall slightly
and remain low for a sustained period.
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Gilje et al. (2016) use exogenous liquidity windfalls from oil and natural gas shale
discoveries to demonstrate that bank branch networks help integrate U.S. lending
markets. Banks exposed to shale booms enjoy liquidity inflows, which increase their
capacity to originate and hold new loans. Exposed banks increase mortgage lending in
nonboom counties, but only where they have branches and only for hard-to-securitize
mortgages. Findings suggest that contracting frictions limit the ability of arm’s length
finance to integrate credit markets fully. Branch networks continue to play an
important role in financial integration, despite the development of securitization
markets.
Baskaya and Kalemli-Ozcan (2016) investigate the effect of sovereign risk on banks’
credit provision. Using August 1999 Marmara Earthquake as an unanticipated
exogenous fiscal shock that led to an increase in Turkish government’s default risk.
They find that banks with higher exposures to government bonds before the
earthquake suffered a bigger shock to their balance sheet and decreased lending more
than the banks with lower exposures, after the earthquake. A bank that holds half of
its total assets in government bonds decreases lending to private sector, measured as
private sector loans to asset ratio, 2.5 percentage points (similar effect on foreign
banks’ lending outside Turkey, where these banks also had high exposure to Turkish
government bonds pre-earthquake, easing concerns on earthquake driven changes in
credit demand). Our estimates, which trace the impact of an exogenous 100 basis
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point increase in sovereign spreads due to earthquake to credit supply by banks,
explain 55 percent of the actual decline in loan provision during July-October 1999.
Bolton et al. (2016) study how relationship lending and transaction lending vary over
the business cycle. They develop a model in which relationship banks gather
information on their borrowers, allowing them to provide loans to profitable firms
during a crisis. Because of the services they provide, operating costs of relationship
banks are higher than those of transaction banks. Relationship banks charge a higher
intermediation spread in normal times, but offer continuation lending at more
favourable terms than transaction banks to profitable firms in a crisis. Using credit
register information for Italian banks before and after the Lehman Brothers’ default,
we test the theoretical predictions of the model
Cameron and Shah (2015) study whether natural disasters affect risk-taking behavior
exploiting geographic variation in exposure to natural disasters. They conduct
standard risk games (using real money) with randomly selected individuals in
Indonesia and find that individuals who recently suffered a flood or earthquake exhibit
more risk aversion than individuals living in otherwise like villages. The impact
persists for several years, particularly if the disaster was severe. Some, but not all, of
this effect is due to income losses. While we cannot rule out fundamental changes in
risk preferences, data on subjective beliefs of the probability of a disaster occurring
and the expected severity of such a disaster suggest that changes in perceptions of
background risk are driving the more risk-averse behavior. They show that access to
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insurance can partly offset this effect. Finally, they relate the observed experimental
behavior to the propensity of respondents to take risks in their daily lives.
Rajan and Ramcharan (2015) find that credit availability directly inflated land prices
(during the farm land price boom and bust before the Great Depression). Credit also
amplified the relationship between positive fundamentals and land prices, leading to
greater indebtedness. When fundamentals soured, areas with higher credit availability
suffered a greater fall in land prices and had more bank failures. Land prices and
credit availability also remained disproportionately low for decades in these areas,
suggesting that leverage might render temporary credit-induced booms and busts
persistent.
Miao and Popp (2014) How do innovators respond to the shock of a natural disaster?
Do natural disasters spur technical innovations that can reduce the risk of future
hazards? This paper examines the impact of three types of natural disasters - floods,
droughts and earthquakes - on the innovation of their respective mitigation
technologies.They show that natural disasters lead to more risk-mitigating
innovations, while the degree of influence varies across different types of disasters and
technologies.
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Kousky (2014) reviews the empirical literature on the economic impacts of natural
disasters to inform both the modeling of potential future climate damages and climate
adaptation policy related to extreme events. It covers papers that estimate the shortand/or long-run economic impacts of weather-related extreme events as well as
studies identifying the determinants of the magnitude of those damages (including
fatalities). The paper also reviews the small number of empirical papers on the
potential extent of adaptation in response to changing extreme events.
Gallagher and Hartley (2017) Little is known about how affected residents are able to
cope with the financial shock of a natural disaster. This paper investigates the impact
of flooding on household finance. Spikes in credit card borrowing and overall
delinquency rates for the most flooded residents are modest in size and short-lived.
Greater flooding results in larger reductions in total debt. Lower debt levels are
driven by homeowners using flood insurance to repay their mortgages rather than to
rebuild. Mortgage reductions are larger in areas where reconstruction costs exceeded
pre-Katrina home values and where mortgages were likely to be originated by
nonlocal lenders.
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Garmaise and Moskowitz (2009) provide a model of the effects of catastrophic risk on
real estate financing and prices and demonstrate that insurance market imperfections
can restrict the supply of credit for catastrophe-susceptible properties. Using unique
micro-level data, they find that earthquake risk decreased commercial real estate bank
loan provision by 22% in California properties in the 1990s, with more severe effects
in African-American neighborhoods. We show that the 1994 Northridge earthquake
had only a short-term disruptive effect. Their basic findings are confirmed for
hurricane risk, and our model and empirical work have implications for terrorism and
political perils.
Gourio (2012) Motivated by the evidence that risk premia are large and
countercyclical, this paper studies a tractable real business cycle model with a small
risk of economic disaster, such as the Great Depression. An increase in disaster risk
leads to a decline of employment, output, investment, stock prices, and interest rates,
and an increase in the expected return on risky assets. The model matches well data
on quantities, asset prices, and particularly the relations between quantities and
prices, suggesting that variation in aggregate risk plays a significant role in some
business cycles.
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Gao and Song (2015) Rare disaster risk has been employed to explain many asset
pricing puzzles with equilibrium models being calibrated to the international data of
macroeconomic disasters. We conduct powerful and model-free tests of rare disaster
risk on explaining cross-sectional asset expected returns across major markets and
asset classes, including equity, bond, currency, and commodity. Using a
comprehensive dataset of out-of-the-money options, we construct a measure of
time-varying rare disaster risk of global financial market, denoted as rare disaster
concerns since the option-price-based measure contains risk premiums. We document
strong and robust explanatory power of rare disaster risk on cross-sectional return
variation globally: assets having low Beta with rare disaster concerns earn higher
returns than those having high Beta, both within and across asset classes.
Barro (2015) The Stern Review’s evaluation of environmental protection stresses low
discount rates and uncertainty about environmental effects. An appropriate model for
analysing this uncertainty and the associated discount rates requires sufficient risk
aversion and fat-tailed uncertainty to account for the observed equity premium.
Calibrations based on Epstein-Zin preferences and existing analyses of rare
macroeconomic disasters suggest that optimal environmental investment can be a
significant share of GDP even with reasonable rates of time preference. Optimal
environmental investment increases with risk aversion and the probability and typical
size of environmental disasters, but decreases with uncertainty about policy
effectiveness.
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Barro (2009) A representative-consumer model with Epstein-Zin-Weil preferences and
i.i.d. shocks, including rare disasters, accords with observed equity premia and
risk-free rates if the coefficient of relative risk aversion equals 3-4. If the intertemporal
elasticity of substitution exceeds one, an increase in uncertainty lowers the
price-dividend ratio for equity, and a rise in the expected growth rate raises this ratio.
Calibrations indicate that society would willingly reduce GDP by around 20 percent
each year to eliminate rare disasters. The welfare cost from usual economic
fluctuations is much smaller, though still important, corresponding to lowering GDP
by about 1.5 percent each year
Hallegatte and Ghil (2008) investigate the macroeconomic response to natural
disasters by using an endogenous business cycle (EnBC) model in which cyclical
behavior arises from the investment-profit instability. Their model exhibits a larger
response to natural disasters during expansions than during recessions. This
apparently paradoxical result can be traced to the disasters amplifying pre-existing
disequilibria during expansions, while the existence of unused resources during
recessions damps the exogenous shocks. It thus appears that high-growth periods are
also highly vulnerable to supply-side shocks. In their EnBC model, the average
production loss due to a set of disasters distributed at random in time is highly
sensitive to the dynamical characteristics of the impacted economy. Larger economic
flexibility allows for a more efficient and rapid response to supply-side shocks and
reduces production losses. On the other hand, too high a flexibility can lead to
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vulnerability phases that cause average production losses to soar. These results raise
questions about the assessment of climate change damages or natural disaster losses
that are based purely on long-term growth models.
Hallegatte et al. (2007) Extreme events are one of the main channels through which
climate and socioeconomic systems interact, and it is likely that climate change will
modify the probability distribution of the losses they generate. The long-term growth
models used in climate change assessments, however, cannot capture the effects of
such short-term shocks. To investigate this issue, a non-equilibrium dynamic model
(NEDyM) is used to assess the macroeconomic consequences of extreme events. This
exercise allowed them to define the economic amplification ratio, as the ratio of the
overall production loss due to an event to its direct costs. This ratio could be used to
improve the cost-benefit analysis of prevention measures. They found also that, unlike
a Solow-like model, NEDyM exhibits a bifurcation in GDP losses: for each value of
the capacity to fund reconstruction, GDP losses remain moderate if the intensity and
frequency of extremes remain under a threshold value, beyond which GDP losses
increase sharply. This bifurcation may partly explain why some poor countries that
experience repeated natural disasters cannot develop. Applied to the specific issue of
climate change, this model highlights the importance of short-term constraints in the
assessment of long-term damages, and shows that changes in the distribution of
extremes may entail significant GDP losses in absence of specific adaptation. It
suggests, therefore, that to avoid inaccurately low assessments of damages, researchers
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must take into account the distribution of extremes instead of their average cost and
make explicit assumptions on the organization of future economies.
Hallegatte and Dumas (2009) It has been suggested that disasters might have positive
economic consequences, through the accelerated replacement of capital. This
possibility is referred to as the productivity effect. They investigated this using a
model with embodied technical change. In this framework, disasters can influence the
production level but cannot influence the growth rate, in the same way than the
saving ratio in a Solow-like model. Depending on reconstruction quality, indeed,
accounting for embodied technical change can either decrease or increase disaster
costs, but is never able to turn disasters into positive events. Moreover, a better but
slower reconstruction amplifies the short-term consequences of disasters, but pays off
over the long-term. Regardless, the productivity effect cannot prevent the existence of
a bifurcation when disaster damages exceed the reconstruction capacity, potentially
leading to poverty traps.

Homanen (2018)

Conscious Finance

Cass Business School

227

Natural Disasters & Crises: Bank & Firm Behavior
XXVI
Barro (2006) The potential for rare economic disasters explains a lot of asset-pricing
puzzles. He calibrates disaster probabilities from the twentieth century global history,
especially the sharp contractions associated with World War I, the Great Depression,
and World War II. The puzzles that can be explained include the high equity
premium, low risk-free rate, and volatile stock returns. Another mystery that may be
resolved is why expected real interest rates were low in the United States during major
wars, such as World War II. The model, an extension of work by Rietz, maintains the
tractable framework of a representative agent, time-additive and isoelastic
preferences, and complete markets. The results hold with i.i.d. shocks to productivity
growth in a Lucas-tree type economy and also with the inclusion of capital formation.
Wachter (2013) Why is the equity premium so high, and why are stocks so volatile?
Why are stock returns in excess of government bill rates predictable? This paper
proposes an answer to these questions based on a time-varying probability of a
consumption disaster. In the model, aggregate consumption follows a normal
distribution with low volatility most of the time, but with some probability of a
consumption realization far out in the left tail. The possibility of this poor outcome
substantially increases the equity premium, while time-variation in the probability of
this outcome drives high stock market volatility and excess return predictability.
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Kahn (2005) Using a new data set on annual deaths from disasters in 73 nations from
1980 to 2002, this paper tests several hypotheses concerning natural-disaster
mitigation. Though richer nations do not experience fewer natural disasters than
poorer nations, richer nations do suffer less death from disaster. Economic
development provides implicit insurance against nature’s shocks. Democracies and
nations with higher-quality institutions suffer less death from natural disaster.
Because climate change is expected to increase the frequency of natural disasters such
as floods, these results have implications for the incidence of global warming.
Kunreuther and Linnerooth-Bayer (2003) examines the potential of pre- and
post-disaster instruments for funding disaster response and recovery and for creating
incentives for flood loss mitigation in countries with emerging or transition economies.
As a concrete case, they discuss the disaster recovery arrangements following the 1997
flood disaster in Poland. They examine the advantages and limitations of hedging
instruments, which are instruments for transferring the risk to investors either
through insurance or capital market-based securities. They compare these
mechanisms with financing instruments, whereby the government sets aside funds
prior to a disaster or taps its own funding sources after the event occurs. They show
how hedging instruments can be designed to create incentives for the mitigation of
damage to public infrastructure using the flood proofing of a water-treatment plant
on the hypothetical Topping River as an illustrative example. They conclude that
hedging instruments can be an attractive alternative to financing instruments that
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have been traditionally used in the poorer, emerging-economy countries to fund
disaster recovery. Since very poor countries are likely to have difficulty paying the
price of protection prior to a disaster, they suggest that international lending
institutions consider innovations for subsidizing these payments.
Hsiang and Jina (2014) Does the environment have a causal effect on economic
development? Using meteorological data, they reconstruct every country’s exposure
to the universe of tropical cyclones during 1950-2008. They exploit random
within-country year-to-year variation in cyclone strikes to identify the causal effect of
environmental disasters on long-run growth. They compare each country’s growth
rate to itself in the years immediately before and after exposure, accounting for the
distribution of cyclones in preceding years. The data reject hypotheses that disasters
stimulate growth or that short-run losses disappear following migrations or transfers
of wealth. Instead, they find robust evidence that national incomes decline, relative to
their pre-disaster trend, and do not recover within twenty years. Both rich and poor
countries exhibit this response, with losses magnified in countries with less historical
cyclone experience. Income losses arise from a small but persistent suppression of
annual growth rates spread across the fifteen years following disaster, generating large
and significant cumulative effects: a 90th percentile event reduces per capita incomes
by 7.4% two decades later, effectively undoing 3.7 years of average development. The
gradual nature of these losses render them inconspicuous to a casual observer, however
simulations indicate that they have dramatic influence over the long-run development
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of countries that are endowed with regular or continuous exposure to disaster.
Linking these results to projections of future cyclone activity, they estimate that
under conservative discounting assumptions the present discounted cost of ”business
as usual” climate change is roughly $9.7 trillion larger than previously thought.
Nordhaus (2010) This study examines the economic impacts of US hurricanes. The
major conclusions are the following: First, there are substantial vulnerabilities to
intense hurricanes in the Atlantic coastal United States. Damages appear to rise with
the ninth power of maximum wind speed. Second, greenhouse warming is likely to
lead to stronger hurricanes, but the evidence on hurricane frequency is unclear. They
estimate that the average annual US hurricane damages will increase by $10 billion at
2005 incomes (0.08 percent of GDP) due to global warming. However, this number
may be underestimated by current storm models. Third, 2005 appears to have been a
quadruple hurricane outlier, involving a record number of North Atlantic tropical
cyclones, a large fraction of intense storms, a large fraction of the intense storms
making landfall in the United States, and an intense storm hitting the most
vulnerable high-value region in the country
Dell (2012) This study exploits within-state variation in drought severity to identify
how insurgency during the Mexican Revolution, a major early 20th century armed
conflict, impacted subsequent government policies and long-run economic
development.
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Trinks et al. (2018) Mercure et al. (2018) Heal (2016) Heede and Oreskes (2016) Griffin et
al. (2015) Johnson et al. (2015) Patey (2009)
Trinks et al. (2018) Fossil fuel divestment campaigns urge investors to sell their stakes
in companies that supply coal, oil, or gas. However, avoiding investments in such
companies might impose a cost on the investor in terms of foregone potentially
profitable investments and reduced opportunities for portfolio diversification. They
compare financial performance of investment portfolios with and without fossil fuel
company stocks over the period 1927-2016. Contrary to theoretical expectations, we
find that fossil fuel divestment does not seem to impair portfolio performance. These
findings can be explained by the fact that, so far, fossil fuel company stocks do not
outperform other stocks on a risk-adjusted basis and provide relatively limited
diversification benefits. A more pronounced performance impact of divestment can be
observed over short time frames and when applied to less diversified market indices.
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Mercure et al. (2018) Several major economies rely heavily on fossil fuel production
and exports, yet current low-carbon technology diffusion, energy efficiency and
climate policy may be substantially reducing global demand for fossil fuels. This
trend is inconsistent with observed investment in new fossil fuel ventures, which could
become stranded as a result. Here, they use an integrated global
economy-environment simulation model to study the macroeconomic impact of
stranded fossil fuel assets (SFFA). Their analysis suggests that part of the SFFA
would occur as a result of an already ongoing technological trajectory, irrespective of
whether or not new climate policies are adopted; the loss would be amplified if new
climate policies to reach the 2oC target of the Paris Agreement are adopted and/or if
low-cost producers (some OPEC countries) maintain their level of production (’sell
out’) despite declining demand; the magnitude of the loss from SFFA may amount to
a discounted global wealth loss of US$1-4 trillion; and there are clear distributional
impacts, with winners (for example, net importers such as China or the EU) and
losers (for example, Russia, the United States or Canada, which could see their fossil
fuel industries nearly shut down), although the two effects would largely offset each
other at the level of aggregate global GDP.
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Heal (2016) investigates the cost and feasibility of reducing US GHG emissions by
80% from 2005 levels by 2050. The US has stated in its Paris COP 21 submission
that this is its aspiration. He suggests that this goal can be reached at a cost in the
range of $37 to $135 bn/year. He assumes that the goal is to be reached by extensive
use of solar PV and wind energy (66% of generating capacity), in which case the cost
of energy storage plays a key role in the overall cost. He concludes tentatively that
more limited use of renewables (less than 50%) together with increased use of nuclear
power might be less costly.
Heede and Oreskes (2016) Scientists have argued that no more than 275 GtC (IPCC,
2013) of the world’s reserves of fossil fuels of 746 GtC can be produced in this century
if the world is to restrict anthropogenic climate change to ¡20C. This has raised
concerns about the risk of these reserves becoming ”stranded assets” and creating a
dangerous ”carbon bubble” with serious impacts on global financial markets, leading
in turn to discussions of appropriate investor and consumer actions. However,
previous studies have not always clearly distinguished between reserves and resources,
nor differentiated reserves held by investor-owned and state-owned companies with
the capital, infrastructure, and capacity to develop them in the short term from those
held by nation-states that may or may not have such capacity. This paper analyzes
the potential emissions of CO2 and methane from the proved reserves as reported by
the world’s largest producers of oil, natural gas, and coal. They focus on the seventy
companies and eight government-run industries that produced 63% of the world’s
fossil fuels from 1750 to 2010 (Heede, 2014), and have the technological and financial
capacity to develop these reserves. While any reserve analysis is subject to
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uncertainty, they demonstrate that production of these reported reserves will result in
emissions of 440 GtC of carbon dioxide, or 160% of the remaining 275 GtC carbon
budget. Of the 440 GtC total, the 42 investor-owned oil, gas, and coal companies hold
reserves with potential emissions of 44 GtC (16% of the remaining carbon budget,
hereafter RCB), whereas the 28 state-owned entities possess reserves of 210 GtC (76%
of the RCB). This analysis suggests that what may be needed to prevent dangerous
anthropogenic interference (DAI) with the climate system differs when one considers
the state-owned entities vs. the investor-owned entities. For the former, there is a
profound risk involved simply in the prospect of their extracting their proved reserves.
For the latter, the risk arises not so much from their relatively small proved reserves,
but from their on-going exploration and development of new fossil fuel resources. For
preventing DAI overall, effective action must include the state-owned companies, the
investor-owned companies, and governments. However, given that the majority of the
world’s reserves are coal resources owned by governments with little capacity to
extract them in the near term, we suggest that the more immediate urgency lies with
the private sector, and that investor and consumer pressure should focus on phasing
out these companies’ on-going exploration programs.
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Griffin et al. (2015) documents the stock market’s reaction to a 2009 paper in the
Nature journal of science, which concluded that only a fraction of the world’s existing
oil, gas, and coal reserves could be emitted if global warming by 2050 were not to
exceed 2 oC above pre-industrial levels. This Nature article is now one of the most
cited environmental science studies in recent years. Their analysis indicates that this
publication prompted an average stock price drop of 1.5% to 2% for the sample of the
63 largest U.S. oil and gas firms. Later, in 2012-2013, the press ”discovered” this
article, writing hundreds of stories on the grim consequences of unburnable carbon for
fossil fuel companies. They show only a small negative reaction to these later stories,
mostly in the two weeks following their publication. This limited market response
contrasts with the predictions of some analysts and commentators of a substantial
decline in the shareholder value of fossil fuel companies from a carbon bubble. Their
paper discusses possible reasons for this discrepancy.
Johnson et al. (2015) Limiting global warming to 2 oC will likely entail the complete
phase-out of coal-based electricity generation without carbon capture and storage
(CCS). The timing and rate of this phase-out will depend on the stringency of
near-term climate policy and will have important implications for the stranding of
coal power plant capacity without CCS. The objectives of this paper are to better
understand the relationship between near-term climate policy and stranded coal
capacity (assuming a long-term goal of limiting warming to 2 oC) and to explore
strategies for reducing stranded capacity. The analysis suggests that strengthening
near-term climate policy (i.e., lowering the global greenhouse gas emission target in
2030) generally reduces stranded coal capacity and its costs. An effective strategy for
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reducing stranded capacity is to minimize new construction of coal capacity without
CCS, which can be accomplished by reducing electricity demand through energy
intensity improvements and/or by keeping existing plants operating through lifetime
extensions. Another strategy, providing emission exemptions for pre-existing coal
plants (i.e., grandfathering), would eliminate stranded capacity, but also decreases the
likelihood of achieving the 2 oC target. Finally, the ability of CCS retrofits to
significantly reduce stranded capacity depends on how quickly the technology can be
deployed.
Patey (2009) The efforts of American activists to pressure Asian corporations in
Sudan have to date resembled a struggle to find the light switch in the dark, or
swimming against a strong current. While the impact of the divestment campaign in
the United States has been increasingly evident, its effectiveness in producing actual
results in Sudan remains suspect. Thanks to China and a trio of Asian national oil
companies, oil still flows in Sudan. The campaign’s activities have failed to
incorporate Sudan’s wider international political and economic relations into its
strategy. It has rather paradoxically sought to pressure state-owned corporations
through financial market divestment. The nature of its Asian targets, reluctant
Western investors and a distracted American government have obstructed the
campaign from having a resounding impact in Sudan.
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Fisman et al. (2017) Enke (2018) Michalopoulos and Xue (2019) Johnson et al. (2018)
Backus and Little (2018) Merton and Thakor (n.d.) Allen et al. (2018) Bricker and Li
(2017) Dorobantu and Odziemkowska (2017) Ponzetto and Troiano (2018) Gurun et al.
(2017) Dupont and Karpoff (2017) Becker et al. (2018) Ahern (n.d.) Lowes et al. (2017)
Galperti and Strulovici (2017) Andreoni (2017) Fungácová et al. (2016) Jiang and Lim
(2016) Becchetti et al. (2017) Servaes and Tamayo (2017) Bachas et al. (2016) Graham et
al. (2016) Ostergaard et al. (2015) Hamilton et al. (2016) Helliwell et al. (2017) Dudley and
Zhang (2015) Guriev and Melnikov (2016) Helliwell et al. (2016) Hilary and Huang (2015)
Nunn and Wantchekon (2011) Guiso et al. (2008) Knack and Keefer (1997) Guiso et al.
(2004) Costa and Kahn (2003) Glaeser et al. (2002) Glaeser et al. (2000) Zak and Knack
(2001) Porta et al. (1996)
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Fisman et al. (2017) present evidence that shared codes, religious beliefs, ethnicity cultural proximity - between lenders and borrowers improves the efficiency of credit
allocation. They identify in-group preferential treatment using dyadic data on the
religion and caste of bank officers and borrowers from a bank in India, and a rotation
policy that induces exogenous matching between officers and borrowers. Cultural
proximity increases lending on both intensive and extensive margins and improves
repayment performance, even after the in-group officer is replaced by an out-group
one. Further, cultural proximity increases loan dispersion and reduces loan to
collateral ratios. Their results imply that cultural proximity mitigates informational
problems that adversely affect lending, which in turn relaxes financial constraints and
improves access to finance.
Enke (2018) Across the social sciences, a key question is how societies manage to
enforce cooperative behavior in social dilemmas such as public goods provision or
bilateral trade. According to an influential body of theories in psychology,
anthropology, and evolutionary biology, the answer is that humans have evolved
moral systems: packages of functional psychological and biological mechanisms that
regulate economic behavior, including a belief in moralizing gods; moral values;
negative reciprocity; and emotions of shame, guilt, and disgust. Based on a stylized
model, this paper empirically studies the structure and evolution of these moral traits
as a function of historical heterogeneity in extended kinship relationships. The
evidence shows that societies with a historically tightly knit kinship structure regulate
behavior through communal moral values; revenge taking; emotions of external
shame; and notions of purity and disgust. In loose kinship societies, on the other
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hand, cooperation appears to be enforced through universal moral values; internalized
guilt; altruistic punishment; and an apparent rise and fall of moralizing religions.
These patterns point to the presence of internally consistent, but culturally variable,
functional moral systems. Consistent with the model, the relationship between
kinship ties, economic development, and the structure of the mediating moral systems
amplified over time.
Michalopoulos and Xue (2019) Folklore is the collection of traditional beliefs,
customs, and stories of a community, passed through the generations by word of
mouth. This vast expressive body, studied by the corresponding discipline of folklore,
has evaded the attention of economists. In this study they do four things that reveal
the tremendous potential of this corpus for understanding comparative development
and culture. First, they introduce and describe a unique catalogue of folklore that
codes the presence of thousands of motifs for roughly 1,000 pre-industrial societies.
Second, they use a dictionary-based approach to elicit group-specific measures of
various traits related to the natural environment, institutional framework, and mode
of subsistence. They establish that these proxies are in accordance with the
ethnographic record, and illustrate how to use a groupâĂŹs oral tradition to quantify
non-extant characteristics of preindustrial societies. Third, they use folklore to
uncover the historical cultural values of a group. Doing so allows them to test various
influential conjectures among social scientists including the original affluent society,
the culture of honor among pastoralists, the role of family in extended kinship
systems and the intensity of trade and rule-following norms in politically centralized
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group. Finally, they explore how cultural norms inferred via text analysis of oral
traditions predict contemporary attitudes and beliefs.
Johnson et al. (2018) Failing to refinance a mortgage can cost a borrower thousands
of dollars. Based on administrative data from a large financial institution, they show
that around 50% of borrowers leave thousands of dollars on the table by not
refinancing. Survey data indicate that, among all the behavioral factors examined,
only suspicion of banks’ motives is consistently related to the probability of accepting
a refinancing offer. Finally, they report the results of three field experiments showing
that enticing offers made by banks fail to increase participation and may even deepen
suspicion. Their findings highlight the important role of trust in financial decisions.
Backus and Little (2018) Experts with reputational concerns, even good ones, are
averse to admitting what they don’t know. This diminishes our trust in experts and,
in turn, the role of science in society. They model the strategic communication of
uncertainty, allowing for the salient reality that some questions are ill-posed or
unanswerable. Combined with a new use of Markov sequential equilibrium, their
model sheds new light on old results about the challenge of getting experts to admit
uncertainty - even when it is possible to check predictive success. Moreover, they
identify a novel solution: checking features of the problem itself that only good
experts will infer - in particular, whether the problem is answerable - allows for
equilibria where uninformed experts do say ”I Don’t Know.”
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Merton and Thakor (n.d.) develop a theory of trust in lending, distinguishing
between trust and reputation, and use it to analyze the competitive interactions
between banks and non-bank lenders (fintech firms). Trust enables lenders to have
assured access to financing, whereas a loss of investor trust makes this access
conditional on market conditions and lender reputation. Banks endogenously have
stronger incentives to maintain trust. When borrower defaults erode trust in lenders,
banks are able to survive the erosion of trust when fintech lenders do not. Trust is
also asymmetric in nature-it is more difficult to gain it than to lose it.
Allen et al. (2018) This paper offers a framework to understand informal financing
based on mechanisms to deal with asymmetric information and enforcement. They
find that constructive informal financing such as trade credits and family borrowing
that relies on information advantages or an altruistic relationship is associated with
good firm performance. Underground financing such as money lenders who use
violence for enforcement is not. Constructive informal financing is prevalent in regions
where access to bank loans is extensive, while its role in supporting firm growth
decreases with bank loan availability. International comparisons show that China is
not an outlier but rather average in using informal financing.
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Bricker and Li (2017) While a rapidly growing body of research underscores the
influence of social capital on financial decisions and economic developments, objective
data-based measurements of social capital are lacking. They introduce average credit
scores as an indicator of a community’s social capital and present evidence that this
measure is consistent with, but richer and more robust than, those used in the
existing literature, such as electoral participation, blood donations, and survey-based
measures. Merging unique proprietary credit score data with two nationwide
representative household surveys, they show that households residing in communities
with higher social capital are more likely to invest in stocks, even after controlling for
a rich set of socioeconomic, preferential, neighborhood, and demographic
characteristics. Notably, such a relationship is robustly observed only when social
capital is measured using community average credit scores. Consistent with the
notion that social capital and trust promote stock investment, they find the following:
first, the association between average credit score and stock ownership is more
pronounced among the lower educated; second, social capital levels of the county
where one grew up appear to have a lasting influence on future stock investment; and
third, investors who did not own stocks before have a greater chance of entering the
stock market a few years after they relocate to higher-score communities.
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Dorobantu and Odziemkowska (2017) While research has shown that good
stakeholder relations increase the value of a firm, less is known about how specific
types of stakeholder governance affect firm value. They examine the value of one such
governance mechanism-community benefits agreements (CBAs) signed by firms and
local communities-intended to minimize social conflict that disrupts access to valuable
resources. They argue that shareholders evaluate more positively CBAs with local
communities with strong property rights and histories of institutional action and
extra-institutional mobilization because these communities are more likely to cause
costly disruptions and delays for a firm. They evaluate these arguments by analyzing
the cumulative abnormal returns associated with the unexpected announcement of 148
CBAs signed between mining companies and local indigenous communities in Canada.
Ponzetto and Troiano (2018) Countries with greater social capital have higher
economic growth. They show that social capital is also highly positively correlated
across countries with government expenditure on education. They develop an
infinite-horizon model of public spending and endogenous stochastic growth that
explains both facts through frictions in political agency when voters have imperfect
information. In our model, the government provides services that yield immediate
utility, and investment that raises future productivity. Voters are more likely to
observe public services, so politicians have electoral incentives to under-provide public
investment. Social capital increases voters awareness of all government activity. As a
consequence, both politicians incentives and their selection improve. In the dynamic
equilibrium, both the amount and the efficiency of public investment increase,
permanently raising the growth rate.
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Gurun et al. (2017) study the importance of trust in the investment advisory industry
by exploiting the geographic dispersion of victims of the Madoff Ponzi scheme.
Residents of communities that were exposed to the fraud subsequently withdrew
assets from investment advisers and increased deposits at banks. Additionally,
exposed advisers were more likely to close. Advisers who provided services that can
build trust, such as financial planning advice, experienced fewer withdrawals. Our
evidence suggests that the trust shock was transmitted through social networks.
Taken together, their results show that trust plays a critical role in the financial
intermediation industry.
Dupont and Karpoff (2017) propose a construct, the Trust Triangle, that highlights
three primary mechanisms that discipline and deter opportunistic behavior and
therefore build trust in economic relationships: (i) a society’s legal and regulatory
framework, (ii) market-based discipline and reputational capital, and (iii) culture,
including individual ethics and social norms. We use the Trust Triangle to summarize
recent developments in the finance literature that empirically examine how trust is
formed and how trust, or its absence, affects financial markets, firm performance, and
the incidence of financial fraud.
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Becker et al. (2018) Variation in economic preferences is systematically related to
both individual and aggregate economic outcomes, yet little is known about the
origins of the worldwide preference variation. This paper uses globally representative
data on risk aversion, time preference, altruism, positive reciprocity, negative
reciprocity, and trust to uncover that contemporary preference heterogeneity has its
roots in the structure of the temporally distant migration patterns of our very early
ancestors. While temporal distance drives differences in all preferences, the patterns
are strongest for risk aversion and prosocial traits.
Ahern (n.d.) Terrorist attacks influence economic growth and individual psychology.
However, identifying the direct effect of terrorism on economics and psychology is
difficult because institutions also change in response to terrorist attacks. This paper
controls for institutional responses to terrorist attacks by studying people who live
beyond the institutions’ borders, but are exposed to the attacks. He finds that
terrorism leads to declines in trust, subjective well-being, and the importance of
creativity and freedom. However, at the macro-level, terrorism leads to increases in
economic output and household income. These results are consistent with a growing
literature that finds counterintuitive responses to trauma.
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Lowes et al. (2017) They use variation in historical state centralization to examine the
long-term impact of institutions on cultural norms. The Kuba Kingdom, established
in Central Africa in the early 17th century by King Shyaam, had more developed
state institutions than the other independent villages and chieftaincies in the region.
It had an unwritten constitution, separation of political powers, a judicial system with
courts and juries, a police force, a military, taxation, and significant public goods
provision. Comparing individuals from the Kuba Kingdom to those from just outside
the Kingdom, they find that centralized formal institutions are associated with weaker
norms of rule following and a greater propensity to cheat for material gain. This
finding is consistent with recent models where endogenous investments to inculcate
values in children decline when there is an increase in the effectiveness of formal
institutions that enforce socially desirable behavior. Consistent with such a
mechanism, they find that Kuba parents believe it is less important to teach children
values related to rule-following behaviors.
Galperti and Strulovici (2017) Modeling intergenerational altruism is crucial to
evaluate the long-term consequences of current decisions, and requires a set of
principles guiding such altruism. They axiomatically develop a theory of pure, direct
altruism: Altruism is pure if it concerns the total utility (rather than the mere
consumption utility) of future generations, and direct if it directly incorporates the
utility of all future generations. Their axioms deliver a new class of altruistic,
forward-looking preferences, whose weight put on the consumption of a future
generation generally depends on the consumption of other generations. The only
preferences lacking this dependence correspond to the quasi-hyperbolic discounting
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model, which their theory characterizes. Their approach provides a framework to
analyze welfare in the presence of altruistic preferences and addresses technical
challenges stemming from the interdependent nature of such preferences.
Ashraf and Bandiera (2017) To understand altruistic behavior, we must understand
the process through which altruism develops and is shaped by the agents’ own choices
and exogenous factors. They introduce the concept of altruistic capital, which grows
with effort devoted to altruistic acts and facilitates future altruism. They illustrate its
potential use in the context of banking and conclude by showing that returns to
altruistic effort shape the agent’s choices and are shaped by external events such as
the financial crisis.
Andreoni (2017) Theorists and policy analysts have convincingly argued that greater
trust makes a more efficient society by eliminating costly contracts or expensive
reputations. Concurrently, experiments suggest that reciprocity is a potent substitute
for law when compliance with contracts is imperfectly enforced. This paper examines
these issues within the context of a common trust-building contract device:
satisfaction guaranteed. They find that satisfaction guaranteed indeed builds trust
and improves efficiency. Interestingly, sellers offering a guarantee are more
trustworthy than those who don’t, even when honoring it is fully voluntary, but the
guarantee only elicits the trust of buyers when it has legal backing.
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Fungácová et al. (2016) Trust in banks is considered essential for an effective financial
system, yet little is known about what determines trust in banks. Only a handful of
single-country studies discuss the topic, so this paper aims to fill the gap by providing
a cross-country analysis on the level and determinants of trust in banks. Using World
Values Survey data covering 52 countries during the period 2010-2014, they observe
large cross-country differences in trust in banks and confirm the influence of several
sociodemographic indicators. Their main findings include: women tend to trust banks
more than men; trust in banks tends to increase with income, but decrease with age
and education; access to television enhances trust, while internet access erodes trust;
and religious, political, and economic values may affect trust in banks. Notably,
religious individuals tend to put greater trust in banks, but differences are observed
across denominations. The holding of pro-market economic views is also associated
with greater trust in banks.
Jiang and Lim (2016) using a large sample of US individuals, they show that
individuals with higher levels of trust have lower likelihoods of default in household
debt and higher net worth. The effect is driven by trust values inherited from cultural
and family backgrounds more than by trust beliefs about others. They demonstrate a
causal impact of trust on financial outcomes by extracting the component of trust
correlated with early-life experiences. The effect of trust is more pronounced among
females, those with lower education, lower income, lower financial literacy, and higher
debt-to-income ratio. Further evidence suggests that enhancing individuals’ trust, to
the right amount, can improve household financial well-being.
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Becchetti et al. (2017) provide non-experimental evidence of the relevance of
sociability to subjective well-being by investigating the determinants of life
satisfaction on a sample of Europeans aged above 49. Departing from the neoclassical
Homo economicus paradigm of human behaviour, they document that voluntary
work, religious attendance, helping friends/neighbours and participation in
community-related organisations affect life satisfaction positively and significantly.
Moreover, different combinations between actions and motivations generate
differential effects on life satisfaction, thereby providing support to the importance of
these specific ’contingent goods’ and to the literature of procedural utility.
Servaes and Tamayo (2017) This article reviews the literature on the role of social
capital in the economy, with a particular emphasis on its importance for corporations.
They relate social capital to concepts such as trust and corporate culture, and discuss
and propose various metrics that capture social capital at the firm level, including
firms’ corporate social responsibility (CSR) efforts. They summarise the extant
research on the relation between social capital and both firm value and stock market
performance. Finally, they analyse whether firms are investing enough in social
capital. Throughout their discussion, they propose several avenues for further
research.
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Bachas et al. (2016) Trust is an essential element of economic transactions, but trust
in financial institutions is especially low among the poor, which may explain in part
why the poor do not save formally. Debit cards provide not only easier access to
savings, but also a mechanism to monitor bank account balances and thereby build
trust in financial institutions. They study a natural experiment in which debit cards
were rolled out to beneficiaries of a Mexican conditional cash transfer program, who
were already receiving their transfers in savings accounts through a government bank.
Using administrative data on transactions and balances in over 300,000 bank accounts
over four years, they find that after receiving a debit card, the transfer recipients do
not increase their savings for the first 6 months, but after this initial period, they
begin saving and their savings rate increases over time. During this initial period,
however, they use the card to check their balances frequently; the number of times
they check their balances decreases over time as their reported trust in the bank
increases. Using household survey panel data, they find the observed effect represents
an increase in overall savings, rather than shifting savings; they also find that
consumption of temptation goods (alcohol, tobacco, and sugar) falls, providing
evidence that saving informally is diffcult and the use of financial institutions to save
helps solve self-control problems.
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Graham et al. (2016) Does corporate culture matter? Can differences in corporate
culture explain why similar firms diverge with one succeeding and the other failing?
To answer these questions, we offer a novel survey and interview-based analysis of
1,348 North American firms. Over half of senior executives believe that corporate
culture is a top-three driver of firm value and 92% believe that improving their
culture would increase their firm’s value. Surprisingly, only 16% believe their culture
is where it should be. Executives link culture to ethical choices (compliance,
short-termism), innovation (creativity, taking appropriate risk), and value creation
(productivity, acquisition premia). They assess these links within a framework that
implies cultural effectiveness depends on interactions between cultural values, norms,
and formal institutions. Our evidence suggests cultural norms are as important as
stated values in achieving success.
Ostergaard et al. (2015) show that social capital improves the viability of
stakeholder-oriented firms operating in competitive markets. Savings banks located in
communities with high social capital have a higher probability of survival, but no
similar effect exists for commercial banks (improves the efficiency of stakeholder
governance). In high social capital areas, banks raise more deposits locally, distribute
more of their surplus for altruistic purposes, and operate more locally focused branch
networks.
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Jin et al. (2017) Using a sample of public and private banks, they study how social
capital relates to bank stability. Social capital, which reflects the level of cooperative
norms in society, is likely to reduce opportunistic behavior (Jha and Chen 2015;
Hasan et al., 2017) and, therefore, act as an informal monitoring mechanism.
Consistent with their expectations, they find that banks in high social capital regions
experienced fewer failures and less financial trouble during the 2007-2010 financial
crisis than banks in low social capital regions. In addition, they find that social
capital was negatively associated with abnormal risk-taking and positively associated
with accounting transparency and accounting conservatism in the pre-crisis period of
2000-2006, indicating that risk-taking, accounting transparency, and accounting
conservatism are possible channels through which social capital affected bank stability
during the crisis.
Hamilton et al. (2016) combine theory and wealth to provide empirical analysis of the
scale and variability of social capital as wealth. Using data from 132 nations covered
by the Gallup World Poll, they present a range of estimates of social trust’s
wealth-equivalent values.
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Helliwell et al. (2017) This paper surveys evidence documenting positive linkages
among social capital, prosocial behaviour, and subjective well-being. Whether in the
workplace, at home, in the community, or among nations, better and deeper social
connections, and especially higher levels of trust are linked to higher subjective
well-being, even beyond the effects flowing through higher incomes and better health.
Prosocial behaviour is also shown to be a robust predictor of well-being in both
correlational and experimental contexts. These two lines of research are connected, as
prosocial acts are most likely to increase well-being when they are delivered in ways
that improve social capital, and reflect intentional generosity free of either compulsion
or personal gain. They infer that these deep links between prosocial acts and
well-being have an evolutionary benefit in maintaining the quality of social capital
and thereby delivering cooperative human responses in times of crisis.
Dudley and Zhang (2015) examine the relation between the level of trust in a country
and corporate cash holdings. Agency theories predict that shareholders in countries
with low levels of societal trust will pressure firms to disgorge cash. Precautionary
savings motives predict that firms located in countries with less trusting societies will
hoard more cash in order to compensate for reduced access to capital markets. Using
data on firms located in 54 countries around the world, they find evidence in favor of
the agency theory-based explanation for the relation between trust and corporate
cash holdings.
Guriev and Melnikov (2016) social-capital-related searches is negatively and
significantly correlated with the weekly inflation rate and more prosocial behavior in
areas closer to the conflict
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Helliwell et al. (2016) use data from three large international surveys - the Gallup
World Poll, the World Values Survey and the European Social Survey - to estimate
income-equivalent values for social trust, with a likely lower bound equivalent to a
doubling of household income. Second, the more detailed and precisely measured
trust data in the European Social Survey (ESS) show that social trust is only a part
of the overall climate of trust. While social trust and trust in police are the most
important elements, there are significant additional benefits from trust in three
aspects of the institutional environment: the legal system, parliament and politicians.
Thus estimates of the total well-being value of a trustworthy environment are larger
than those based on social trust alone. Third, the ESS data show that living in a
high-trust environment makes people more resilient to adversity. Being subject to
discrimination, ill-health or unemployment, although always damaging to subjective
well-being, is much less damaging to those living in trustworthy environments. These
results suggest a fresh set of links between trust and inequality. Individuals who are
subject to discrimination, ill-health or unemployment are typically concentrated
towards the lower end of any national distribution of happiness. Thus the
resilience-increasing feature of social trust reduces well-being inequality by channeling
the largest benefits to those at the low end of the well-being distribution.
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Hilary and Huang (2015) Prior research has shown that trust has a positive effect on
the economic welfare of nations. They investigate this result by analyzing the effect of
endowed trust on agency problems within organizations. They find that firms located
in U.S. counties where trust is more prevalent suffer less from agency problems and
display higher profitability and higher valuation. In addition, these firms utilize lower
power compensation schemes and are less likely to fire their CEOs, while they take a
harsher view of ethical breaches. Overall, their results suggest that trust is an
effective way of mitigating moral hazard problems.
Nunn and Wantchekon (2011) show that current differences in trust levels within
Africa can be traced back to the transatlantic and Indian Ocean slave trades.
Combining contemporary individual-level survey data with historical data on slave
shipments by ethnic group, they find that individuals whose ancestors were heavily
raided during the slave trade are less trusting today. Evidence from a variety of
identification strategies suggests that the relationship is causal. Examining causal
mechanisms, they show that most of the impact of the slave trade is through factors
that are internal to the individual, such as cultural norms, beliefs, and values.
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Guiso et al. (2008) study the effect that a general lack of trust can have on stock
market participation. In deciding whether to buy stocks, investors factor in the risk of
being cheated. The perception of this risk is a function of the objective characteristics
of the stocks and the subjective characteristics of the investor. Less trusting
individuals are less likely to buy stock and, conditional on buying stock, they will buy
less. In Dutch and Italian micro data, as well as in cross-country data, we find
evidence consistent with lack of trust being an important factor in explaining the
limited participation puzzle.
Knack and Keefer (1997) presents evidence that ”social capital” matters for
measurable economic performance, using indicators of trust and civic norms from the
World Values Surveys for a sample of 29 market economies. Memberships in formal
groups-Putnam’s measure of social capital-is not associated with trust or with
improved economic performance. They find trust and civic norms are stronger in
nations with higher and more equal incomes, with institutions that restrain predatory
actions of chief executives, and with better-educated and ethnically homogeneous
populations.
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Guiso et al. (2004) identify the effect of social capital on financial development, we
exploit the well-known differences in social capital and trust (Banfield (1958),
Putnam (1993)) across different parts of Italy, using microeconomic data on
households and firms. In areas of the country with high levels of social trust,
households invest less in cash and more in stock, use more checks, have higher access
to institutional credit, and make less use of informal credit. In these areas, firms also
have more access to credit and are more likely to have multiple shareholders. The
effect of trust is stronger where legal enforcement is weaker and among less-educated
people. The behavior of movers is mainly affected by the level of trust of the
environment where they live, but a significant fraction of the effect is also due to the
level of trust prevailing in the province where they grew up.
Costa and Kahn (2003) evaluates trends in social capital in the United States since
1952 by examining trends in participation in community and family life. To paint a
comprehensive picture, it uses a wide array of data sources. The paper examines
trends in social capital produced outside the home (volunteering, membership in
organizations) and social capital produced within the home (entertaining friends and
relatives), finding considerable variation in social capital trends across different
indicators. For those indicators for which there has been a decline, the paper assesses
explanations for the declines. It investigates whether the decline is greater among
women and among the college-educated (two groups that supply many of the nation’s
volunteer workers (Freeman 1997) and examines the role of growing income, racial,
and ethnic heterogeneity within communities in the decline in social capital since the
1970s. Putnam (2000) argued that television and the aging of the ’civic’ generations
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born between 1910 and 1940 are the primary culprits. We argue that the decline in
participation is more pronounced among women, contemporaneous with the rise in
women’s labor force participation, and that rising community heterogeneity,
particularly income inequality, is one of the primary explanations for the decline in
social capital.
Glaeser et al. (2002) A standard optimal investment model can be used to analyse an
individual’s decision to accumulate social capital. They analyse six facts that support
the predictions of this individual-based approach: (1) social capital first rises and
then falls with age, (2) social capital declines with expected mobility, (3) social
capital rises in occupations with greater returns to social skills, (4) social capital is
higher among homeowners, (5) social connections fall sharply with physical distance,
(6) people who invest in human capital also invest in social capital. We fail to find
robust evidence that social capital investments fall with the value of time or that
geographic/religious groups generate social capital complementarities.
Glaeser et al. (2000) combine two experiments and a survey to measure trust and
trustworthiness-two key components of social capital. Standard attitudinal survey
questions about trust predict trustworthy behavior in our experiments much better
than they predict trusting behavior. Trusting behavior in the experiments is predicted
by past trusting behavior outside of the experiments. When individuals are closer
socially, both trust and trustworthiness rise. Trustworthiness declines when partners
are of different races or nationalities. High status individuals are able to elicit more
trustworthiness in others.
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Zak and Knack (2001) Why does trust vary so substantially across countries? This
paper presents a general equilibrium growth model in which heterogeneous agents
transact and face a moral hazard problem. Agents may trust those with whom they
transact, but they also have the opportunity to invest resources in verifying the
truthfulness of claims made by transactors. They characterise the social, economic
and institutional environments in which trust will be high, and show that low trust
environments reduce the rate of investment. The predictions of the model are
examined empirically for a cross-section of countries and have substantial support in
the data.
Porta et al. (1996) Several authors suggest that trust is an important determinant of
cooperation between strangers in a society, and therefore of performance of social
institutions. They argue that trust should be particularly important for the
performance of large organizations. In a cross-section of countries, evidence on
government performance, participation in civic and professional societies, importance
of large firms, and the performance of social institutions more generally supports this
hypothesis. Moreover, trust is lower in countries with dominant hierarchical religions,
which may have deterred networks of cooperation trust hold up remarkably well on a
cross-section of countries.
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Policy
Dafermos et al. (2017)Matikainen et al. (2017) UNEP (2017) Foundation (2017)
Dafermos et al. (2017) Using a stock-flow-fund ecological macroeconomic model, they
analyse (i) the effects of climate change on financial stability and (ii) the financial and
global warming implications of a green quantitative easing (QE) programme.
Emphasis is placed on the impact of climate change damages on the price of financial
assets and the financial position of firms and banks. The model is estimated and
calibrated using global data and simulations are conducted for the period 2016-2120.
Four key results arise. First, by destroying the capital of firms and reducing their
profitability, climate change is likely to gradually deteriorate the liquidity of firms,
leading to a higher rate of default that could harm both the financial and the
non-financial corporate sector. Second, climate change damages can lead to a
portfolio reallocation that can cause a gradual decline in the price of corporate bonds.
Third, climate-induced financial instability might adversely affect credit expansion,
exacerbating the negative impact of climate change on economic activity. Fourth, the
implementation of a green corporate QE programme can reduce climate-induced
financial instability and restrict global warming. The effectiveness of this programme
depends positively on the responsiveness of green investment to changes in bond
yields.
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Matikainen et al. (2017) Grantham Institute: finds that the corporate bond purchase
programmes of the ECB and the Bank of England are not ’climate-neutral’ and are
skewed towards high-carbon sectors. The analysis shows that 62% of ECB corporate
bond purchases were from manufacturing, electricity and gas sectors which are
responsible for almost 60% of Eurozone greenhouse gas emissions but only 18% of
Gross Value Added (GVA). The paper found that nearly 50% of the Bank of
England’s purchases were from manufacturing and electricity sectors, generating 52%
of emissions but providing just 11.8% of GVA. The paper argues that the carbon skew
of these central banks’ purchases risked disproportionately increasing demand for such
assets (potentially supporting a carbon bubble) and encouraging more debt issuance
in high-carbon relative to low-carbon sectors. Both central banks are urged to revisit
their eligibility criteria for purchases so that monetary policy is conducted in a way
that supports long-term sustainable growth
UNEP (2017) examines the role of central banks in ’greening’ financial systems.
Given the enormous investments needed to bring about a green transformation, the
financial sector will have to play a central role in allocating resources towards a
sustainable and green economy - and stop financing activities that harm the
environment. Against this backdrop, the paper examines the extent to which
environmental factors impinge on central banks’ conventional goals and provides a
theoretical analysis of the cases for and against central banks to respond to
environmental and sustainability challenges. Moreover, the paper explores the ways in
which central banks (as well as financial regulatory authorities) can impact
investment decisions and the creation and allocation of credit through monetary as
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well as micro- and macroprudential policies, including disclosure requirements,
climate-related stress testing and differentiation of reserve or capital requirements
according to environmental impact. Although theoretical in nature, the paper is
enriched by real-world examples. While making the case for a proactive, ’sustainable
development role’ of central banks, the paper also discusses the risks of overstretching
central banks’ mandates and vesting too much power in unaccountable institutions as
well as the division of labour between central banks and other institutions
Foundation (2017) While central banks have played an increasingly interventionist
role in our economies since the financial crisis, this has not coincided with any
significant adjustment of their policies to support a low-carbon transition. With few
exceptions, there has not been notable pressure for this to change from politicians, the
media, civil society or citizens. Monetary policy and financial regulation are generally
viewed as technocratic fields, best left to experts. This briefing seeks to help address
this problem. In this article, they 1) Explain how central banks should play a more
prominent role in supporting a low-carbon transition rather than maintain the status
quo; 2) Identify some policy interventions that could help central banks address the
growing challenges of climate change. In particular, they recommend a green
macroprudential policy approach, green credit allocation interventions, and greening
central bank balance sheets (also known as ’Green QE’). i) Central banks are publicly
owned institutions. Their mandates should support the long-term public good, and
environmental sustainability should be included in these objectives. ii) Financial
stability is a key part of existing central bank mandates, and climate change poses
systemic risks to the financial system. There is therefore a clear case for a more
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interventionist approach. iii) Current central bank policy risks reinforcing the current
’carbon lock-in’ of energy systems centred upon fossil fuels, which endangers financial
stability and undermines the Paris Agreement on climate change. iv) The focus of
financial regulators on encouraging greater disclosure of financial institutions’
exposure to climate change related shocks is welcome but insufficient given the
urgency of action required. v) Policy must be redesigned to strengthen financial
resilience, so that policy responses help the financial system absorb shocks, whilst
adapting and transforming it so that it is less susceptible to future risks of climate
change.
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Circular Economy
Korhonen et al. (2018)
Korhonen et al. (2018) Circular economy (CE) is currently a popular concept
promoted by the EU, by several national governments and by many businesses around
the world. However, the scientific and research content of the CE concept is
superficial and unorganized. CE seems to be a collection of vague and separate ideas
from several fields and semi-scientific concepts. The objective of this article is to
contribute to the scientific research on CE. First, they will define the concept of CE
from the perspective of WCED sustainable development and sustainability science.
Second, they will conduct a critical analysis of the concept from the perspective of
environmental sustainability. The analysis identifies six challenges, for example those
of thermodynamics and system boundaries, that need to be resolved for CE to be able
to contribute to global net sustainability. These six challenges also serve as research
themes and objectives for scholars interested in making progress in sustainable
development through the usage of circular economy. CE is important for its power to
attract both the business community and policy-making community to sustainability
work, but it needs scientific research to secure that the actual environmental impacts
of CE work toward sustainability.
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EuropeBeyondCoal (2019) InfluenceMap (2018) Fredericks et al. (2018)
50/50ClimateProject (2018) 5050Climate (2018) CPI (2018) BCAM (2018) EuroSIF (2018)
WWF (2018) IPCC (2018) BoE (2018) TI (2018) RAN (2018) IAIS (2018) Imperial (2018)
OECD (2017) HLEGSF (2018) Network et al. (2018) CPI (2017)GIIN (2017a) CERES
(2018) Golnaraghin (2018) Chaly et al. (2017) WWF (2017) Griffin (2015) InfluenceMap
(2017) Howard (2017) Group (2017) GIIN (2017b) Track (2017) GSIA (2016) Godinot and
Vandermosten (2017) Morgan-Stanley (2017) Scott et al. (2017) Eurosif (2016) Network et
al. (2017) Kobler et al. (2017) WB (2017) Kossoy et al. (2015) Botta and Koźluk (2014)
Inderst et al. (2012) King et al. (2015) ICCR (2012)
EuropeBeyondCoal (2019) The publicly available no-coal policies by financial actors
have grown in number over time: most of the leading European investors, insurers
and banks now have policy guidelines either conditioning or restricting their support
to the coal sector. No-coal policies have also become increasingly sophisticated: while
initially they only covered certain coal projects or coal companies, they now affect
virtually all companies active in the coal value chain.
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InfluenceMap (2018) Who owns the world’s fossil fuels? A forensic look at the
operators and shareholders of fossil fuel companies. The world’s 15 largest asset
management groups (with a combined $40 trillion in capital market assets) have
increased holdings of thermal coal reserves in their funds by 20% since the Paris
Agreement.
Fredericks et al. (2018) This study seeks to quantify the social and financial costs
associated with the Dakota Access Pipeline scandal. This study shows that ETP’s
stock declined significantly and that the DAPL scandal costs spread to other
stakeholders such as firms, investors, banks, local communities, states, taxpayers and
tribal governments.
50/50ClimateProject (2018) In spite of growing support for climate resolutions,
approximately half of top asset managers opposed more than 50% of key
climate-related proposals in 2017, and several top managers - five covered in this
study - voted against more than 85% of key climate proposals. Eight of the top ten
asset managers failed to support key climate votes more than 50% of the time.
5050Climate (2018) Twenty-one of the biggest energy and utility companies in the
United States have minimal board oversight of climate risk and almost no board
members with relevant climate-related expertise. These companies spent $673 million
dollars over six years to influence the political system, predominantly with shareholder
money. Companies directed three-quarters of the spending to lobbying, but only six
of the 21 corporations voluntarily disclose these expenditures to their investors.
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CPI (2018) Updated review on climate finance. Revised estimates for global climate
finance flows for 2015 amount to USD 472 billion and USD 455 billion for 2016. The
annual average over the 2015-2016 period is USD 463 billion. They find that climate
finance has been steadily increasing, but more is needed. Private investment continues
to account for the major share of climate investments. Renewable energy investment,
traditionally the largest sector in the climate finance landscape, fell by 16% from 2015
to 2016. Investment in sustainable transport, on the other hand, is growing.
Adaptation finance is estimated at just USD 22 billion per year. The vast majority of
investment continues to be spent domestically. Flows from developed to developing
countries increased by 9% from 2013/2014. Developing countries continue to be the
dominant destination of climate investment.
BCAM (2018) Banks are exposed to climate-related risks through their lending and
financial service activities, including project finance, equity and debt underwriting.
These risks are real and wide-ranging. A recent study estimates that the value at risk
for investors from climate change, under a business-as-usual scenario, may be
equivalent to a permanent reduction of up to 20% in portfolio value in just over a
decade. In contrast, the opportunity for banks is substantial. Some $12 trillion of
investment is needed by 2030 in renewable power generation alone to limit global
warming to 2oC. Green bond issuance is predicted to reach $250 billion in 2018.
According to a report from environmental groups, between 2014 and September 2017,
the global banking sector provided $600 billion in financing for the top 120 coal plant
developers. Their 2017 analysis, led by Boston Common Asset Management in
collaboration with non-profit ShareAction and other partners, looked at three key
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areas of climate-related disclosure by banks. Almost all (97%) are involved at some
level in industry or multi-stakeholder groups to advance knowledge-sharing and
collaboration around climate risks and solutions. 95% have adopted specific climate
governance. Only 58% have a group-wide climate strategy in place. Less than half
(41%) ensure the trade associations or industry groups of which they are members
adopt progressive climate policies in line with their own. 71% have adopted public
exclusion policies linked to carbon-intensive practices. Only 53% engage
carbon-intensive sector clients on low-carbon transition plans, and only two have asked
for these clients to report on climate risk as recommended by the TCFD. Less than
half (49%) are implementing risk assessments or 2oC scenario analysis, which means
decision-making on portfolio shifts is not supported by robust data. 95% provide
some disclosure on low-carbon products and services. Around one-third (34%) have
not performed robust due diligence or employed third-party assessments to ensure
green products meet the highest sustainability criteria. Less than half (46%) have set
explicit objectives/targets to increase or promote low-carbon products and services
EuroSIF (2018) The 8th edition of the Eurosif Market Study showing that ESG
integration remains by far the preferred SRI strategy, growing by 60%. Engagement
and Voting gains further ground as the strategy grows by 14%. Exclusions remains a
dominant strategy in terms of assets. Impact Investing continues to grow. The growth
of the retail sector went from 3.4% of assets surveyed in 2014 to 30% in 2018.
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WWF (2018) All economic activity ultimately depends on nature. It’s estimated that,
globally, nature provides services worth around US$125 trillion a year. Land
degradation seriously impacts 75% of terrestrial ecosystems, reducing the welfare of
more than 3 billion people, with huge economic costs. The Living Planet Index has
recorded an overall decline of 60% in species population sizes between 1970 and 2014.
The Living Planet Index shows species population declines are especially pronounced
in the tropics, with South and Central America suffering an 89% loss compared to
1970. A Freshwater Living Planet Index shows an 83% decline since 1970.
IPCC (2018) Global Warming of 1.5 oC an IPCC special report on the impacts of
global warming of 1.5 oC above pre-industrial levels and related global greenhouse gas
emission pathways, in the context of strengthening the global response to the threat
of climate change, sustainable development, and efforts to eradicate poverty
BoE (2018) The purpose of this report is to examine the financial risks from climate
change that impact Prudential Regulation Authority (PRA) regulated banks, building
societies and designated investment firms (hereinafter ’banks’); assess how banks are
responding to and managing the financial risks from climate change; and help banks
understand the PRA’s supervisory approach to the financial risks from climate
change. The PRA identified three broad categories that define how banks are
responding: 30% are being ’responsible’ - an approach primarily driven by a
Corporate Social Responsibility (CSR) perspective, focusing on reputational risks; 60
% are being ’responsive’ - an approach where climate change is viewed as a financial
risk, albeit from a relatively narrow, short-term perspective; and 10% are being
’strategic’ - a more comprehensive approach taking a long-term view of the financial
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risks. This includes engaging at board level, considering both current and future risks,
and taking action in the long-term financial interests of the firm, minimising the
financial risks and so supporting an orderly transition.
TI (2018) Transparency International’s 2018 Progress Report is an independent
assessment of the enforcement of the Organisation for Economic Co-operation and
Development (OECD) Anti-Bribery Convention, which requires parties to criminalise
bribery of foreign public officials and introduce related measures. The Convention is a
key instrument for curbing global corruption because the 44 signatory countries are
responsible for approximately 65 per cent of world exports and more than 75 per cent
of total foreign direct investment outflows. Main Finding: Only about a quarter of
world exports come from countries with active law enforcement against companies
bribing abroad.
RAN (2018) Between May 2015 and March 2016, the six biggest U.S. banks (Bank of
America, Citigroup, Goldman Sachs, JPMorgan Chase, Morgan Stanley and Wells
Fargo) adopted new policies restricting their financing to the coal mining industry.
These policies constituted the U.S. banking industry’s main policy response to the
Paris climate conference. For all of these banks except Goldman Sachs, those policies
included commitments to reduce credit exposure to coal mining companies. This
report approximates the big six U.S. banks’ credit exposure to 50 top coal mining
companies since the banks adopted their policies in 2015-16. These 50 coal mining
companies together represent 64% of global annual coal production. Three banks
committed to reduce exposure only to pure-play coal mining companies (Bank of
America, Citi, and JPMorgan Chase), and the report’s approximation reflects that in
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those cases. The report also calculates overall financing (lending and underwriting) to
50 top coal mining companies since 2015. Overall, all of these banks support the Paris
Climate Agreement, but continued financing of coal is incompatible with the
agreement’s goal of holding global warming well below 2 degrees Celsius
IAIS (2018) Issues paper on climate change risks to the insurance sector
Imperial (2018) This report represents the first systematic effort to assess the
relationship between climate vulnerability, sovereign credit profiles, and the cost of
capital in developing countries. Climate risks are multi-dimensional, covering a range
of geophysical, social, and economic issues. The intensification of these risks and the
degree to which they are accurately priced by financial markets are of increasing
concern to global economic stability.
OECD (2017) This paper examines how pension funds, insurance companies and asset
managers approach environmental, social and governance (ESG) risks and
opportunities in their portfolio investments, and whether current investment
governance standards in legal and regulatory frameworks encourage or discourage
them from integrating ESG factors in investment decision-making. The key findings
of this report are: Regulatory frameworks allow scope for institutional investors to
integrate ESG factors into their investment governance. However, difficulties remain
for investors in reconciling their obligations towards their beneficiaries with ESG
integration. Lack of regulatory clarity, practical complexity and behavioural issues
may discourage ESG integration. ESG factors influence investment returns through
their impact on corporate financial performance and through the risks they pose to
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broader economic growth and financial market stability. There are technical and
operational difficulties in measuring and understanding ESG-related portfolio risks;
however a growing number of tools are becoming available that enable institutional
investors to integrate ESG factors to a greater or lesser extent.
HLEGSF (2018) The European Commission established the EU High-Level Group on
Sustainable Finance (HLEG) to help develop an overarching and comprehensive EU
roadmap on sustainable finance. As priority actions, the HLEG recommends:
establishing an EU sustainability taxonomy, starting with climate mitigation, to
define areas where investments are needed most; clarifying investor duties to extend
the time horizons of investment and bring greater focus on environmental, social and
governance (ESG) factors into investment decisions; upgrading disclosures to make
sustainability opportunities and risks transparent; enabling retail investors to invest
in sustainable finance opportunities; developing official European sustainability
standards for some financial assets, starting with green bonds; establishing
’Sustainable Infrastructure Europe’ to deploy development capacity in EU member
states for infrastructure necessary for a more sustainable economy; and integrating
sustainability firmly in the governance of financial institutions as well as in financial
supervision.The HLEG also makes some cross-cutting recommendations. The HLEG
also has recommendations for specific sectors of the financial system.
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Network et al. (2018) Financing for extreme fossil fuels overall went from $126 billion
in 2015, to $104 billion in 2016, then up to $115 billion in 2017. 2016, the first year
after the adoption of the Paris Climate Agreement, was a year of progress. 2017 was a
year of backsliding. The single biggest driver of the overall increase in extreme fossil
fuel financing came from the tar sands sector, where financing grew by 111 percent
from 2016 to 2017. Tar sands financing totaled $98 billion and was led by RBC, TD,
and JPMorgan Chase. Banks financed Arctic oil with $5 billion from 2015 to 2017,
led by BNP Paribas, Deutsche Bank, and CIBC. Financing was cut nearly in half over
the three years. Financing for ultra-deepwater oil totaled $52 billion, led by
JPMorgan Chase, HSBC, and Bank of America. Banks financed $45 billion for LNG
activities of companies involved with enormous LNG export terminals in North
America, though the financing is on a hopeful downward trend. Morgan Stanley,
Societe Generale, and MUFG are the top bankers of this false solution to the climate
crisis. After dropping post-Paris Agreement, coal mining financing has leveled off
globally. But outside of China, coal mining financing more than doubled over the past
year. Of the $52 billion poured into coal mining over the past three years, China
Construction Bank and Bank of China are at the top of the league table, with
Goldman Sachs and Deutsche Bank as the biggest Western bankers of coal mining.
Globally, coal power financing has stagnated over the past three years, though it
remains one of the more highlyfunded sectors at $94 billion from 2015 to 2017. ICBC,
China Construction Bank, and the other Chinese banks are the biggest backers of coal
power, followed by MUFG and JPMorgan Chase. The policy assessment shows that
no bank has yet truly aligned its business plan with the Paris Climate Agreement,
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whose temperature goals require banks to cease financing expansion of the fossil fuel
sector. Banks also must end their support for extreme fossil fuels. French bank BNP
Paribas has the best grades on average, with restrictions for not just coal financing,
but for some parts of oil and gas as well. The lack of comprehensive policies from all
banks on extreme fossil fuels means that last year’s increase in financing could
continue and even accelerate in the years to come.
CPI (2017) Climate finance flows reached a record high of $437 billion dollars in 2015,
followed by a 12% drop in 2016 to $383 billion, although still higher than flows in
2012 and 2013. Taking into account annual fluctuations, the average flows across
2015/2016 were 12% higher than during 2013/2014. The record in 2015 was driven by
a surge in private renewable investments, particularly in China, and in rooftop solar
power in the U.S. and Japan. The decrease in 2016 was due to a combination of both
falling technology costs and lower capacity additions in some countries. Technology
costs decreased an average of 10% between 2015 and 2016, with particular decreases
from solar. At the same time, new capacity additions slowed down in China, which
saw a scheduled phase-down in revenue support for wind projects and a greater
emphasis on grid integration for existing capacity. Annual solar rooftop photovoltaic
(PV) and onshore wind capacity additions and investment are on track to meet their
share of the 2oC goal, according to the International Energy Agency scenario, and
investments in these technologies outpaced fossil fuel power investments by over 100%
(IEA 2017c, 2016b). However, a broader scale up of investments across all sectors of
the economy is needed. For the energy sector, including energy use in power,
transportation, and buildings, the needs total over $1 trillion per year through 2050.
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Even more is needed in agriculture, forestry, water, and waste to enable a low-carbon
transition, while adaptation finance needs are also pressing in order to minimize the
costs of climate impacts that are already locked in. Part of this scale up in climate
finance may be based on the shift of existing investments in traditional fossil fuel
activities towards climatecompatible activities. Total upstream and downstream fossil
fuel investment in 2016 of $825 billion indicates that significant potentiallystranded
investments could be reallocated to meet low-carbon investment needs (IEA 2017a).
Within public sources of finance, development finance institutions (DFIs) continue to
raise, manage, and distribute the largest share of public finance. National DFIs have
reduced commitments by 13% over 2015/2016 compared to 2013/2014, partially due
to economic volatility in some emerging markets. Multilateral and bilateral DFIs
continue to make strong progress in scaling up climate finance lending in line with
their internal institutional 2020 targets. Multilateral DFIs are already over
three-quarters of the way to meeting their 2020 targets. They are also joined by new
institutions to the landscape, such as the Green Climate Fund, as well as other
emerging market-led institutions, such as the Asian Infrastructure Investment Bank
and the New Development Bank, providing a combined $2.5 billion of new flows in
2016.Although adaptation finance has dropped from 18% to 16% of public finance
flows due to the reduction in national DFI flows, multilateral DFIs have provided 29%
more on average during 2015/2016 over 2014. These figures continue to represent a
partial and uncertain estimate as it is affected by the different accounting approaches
used for tracking finance, particularly among national DFIS, and tracking gaps for
domestic budgets and private investment.
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GIIN (2017a) The survey captures the activity and perspectives of 209 respondents
making impact investments around the world. Respondents continued to face
challenges related to availability of appropriate capital of different types and a lack of
shared vocabulary to define and segment the industry. In aggregate, 205 respondents
invested USD 22.1 billion into nearly 8,000 impact investments in 2016 and plan to
increase capital invested by 17% to USD 25.9 billion in 2017.Nearly universally,
respondents measure their social and/or environmental performance, using a mix of
proprietary metrics, qualitative information, and IRIS-aligned metrics. The
overwhelming majority of respondents reported that their investments have either met
or exceeded their expectations for both impact (98%) and financial performance
(91%). While two out of three respondents principally target risk-adjusted, market
rates of return, there is widespread acknowledgement of the important role played by
below-market-rate-seeking capital in the market. The majority of respondents believe
the entry of large-scale financial firms into impact investing will professionalize the
market and bring in much-needed capital, but most also believe there is a risk of
mission drift or impact dilution associated with this trend.
CERES (2018) TURNING POINT is Ceres’ third assessment of corporate progress
against key expectations of The Ceres Roadmap for Sustainability. Using data
provided by Vigeo Eiris, the report offers valuable insight for companies, investors,
and advocates into how more than 600 of the largest publicly traded companies in the
United States are positioned to address critical sustainability issues such as climate
change, water pollution and scarcity and human rights abuses.
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Golnaraghin (2018) This report offers new insights into the role of the insurance
industry in addressing the climate change adaptation and mitigation goals. It
highlights the insurance industry’s value proposition and efforts to build financial
resilience to climate risks and to support the transitioning to a low-carbon economy.
It proposes key recommendations for multiple stakeholders.
Chaly et al. (2017) A primary goal of banking regulation and supervision is to
support the sustained provision of financial services to the economy. To do this,
supervisors promote resiliency and mitigate risks by examining firms’ risk
management, internal controls, and governance as a core part of prudential oversight.
Misconduct risk, for example, can impede this critical intermediation function by
diverting management attention, damaging a firm’s reputation, driving a change in
the composition of the firms’ workforce, depleting its capital, and making a firm less
resilient. Moreover, misconduct risk can harm the financial sector more broadly by
decreasing trust and confidence in ways that hinder efficient intermediation.
Supervisors can help mitigate misconduct risk and make the financial industry
stronger by drawing from the growing literature about the root causes of misconduct
and the supporting attributes of a healthy culture in financial firms.
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WWF (2017) The rating includes Switzerland’s 15 biggest retail banks (according to
the balance sheet total of the 2015 financial year). Some 14 financial institutions
actively participated in the survey; one bank was primarily assessed passively on the
basis of publicly accessible information. Three retail banks - Berner Kantonalbank,
the Raiffeisen Group and Zurcher Kantonalbank - were given an overall rating of
”Appropriate”, and are thus on course as regards the development path for retail
banks required by WWF Switzerland. However, none of the reviewed banks were
deemed to be ”Trendsetting” or ”Visionary”.
Griffin (2015) The Carbon Majors Database stores greenhouse gas (GHG) emissions
data on the largest company-related sources of all time. CDP’s Carbon Majors
Report 2017 is the first in an ongoing series of publications aimed at using this
Database - the most comprehensive available - to highlight the role that corporations
can play in driving the global energy transition. Large-scale GHG emissions data has
traditionally been collected at the country-level. In fact, these emissions can be traced
to a smaller group of commercial decision makers. The Carbon Majors Database was
established in 2013 by Richard Heede of the Climate Accountability Institute (CAI)
to show how these emissions are linked to companies, or ’Carbon Majors’. Now CDP
works in collaboration with the CAI to maintain the Database and share its
important data and insights with all stakeholders. This report looks at industrial
carbon dioxide and methane emissions deriving from fossil fuel producers in the past,
present, and future. In 1988, human-induced climate change was officially recognized
through the establishment of the Intergovernmental Panel on Climate Change
(IPCC). Since this time, the fossil fuel industry has doubled its contribution to global
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warming by emitting as much greenhouse gas in 28 years as in the 237 years between
1988 and the birth of the industrial revolution. Since 1988, more than half of global
industrial GHGs can be traced to just 25 corporate and state producers. In 2015, a
fifth of global industrial GHG emissions was backed by publicly listed investment.
The scale of emissions signals the importance and potential of investor engagement in
the fossil fuel industry. Many oil and gas majors are already developing scenarios to
comprehend their potential role in the future energy system. The Carbon Majors
Database is also projected out to 2100 to illustrate ’contraction and convergence’
theory at the companylevel. Setting science-based targets is an initial step for
companies to take in navigating themselves through this global transition. This
report is aimed at investors wishing to better understand the amount of carbon
associated with their fossil fuel holdings.
InfluenceMap (2017) Research has suggested that estimating the impact a company
has on climate change purely based on its greenhouse gas emissions may be
incomplete. For some companies an equally, if not more important, impact could be
their influencing of climate-related public discourse and policy from governments
around the world. This may be the case for the politically powerful oil majors. For
example, last month Harvard researchers found that ExxonMobil has misled the
public 2 over a multi-decade period on climate change, a factor not currently reflected
in mainstream corporate metrics. New research from InfluenceMap identifies 50 of the
250 largest listed, non state-owned, industrial corporations that are most influential in
shaping climate policy today, with the remaining 200 largely sitting on the fence. The
research introduces the Carbon Policy Footprint, a metric factoring in a corporation’s
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stance on climate policy, the level of its lobbying activity and its overall economic
clout. 35 of the 50 most influential are actively lobbying against climate policy. They
include companies in the fossil fuel value chain (ExxonMobil, Valero Energy,
Chevron), energy intensive companies (BASF, ArcelorMittal, Bayer, Dow Chemical
and Solvay) and electric utilities with large amounts of coal generating capacity
(Southern Company, Duke Energy and American Electric Power). Also in this group
of 35 influential companies holding back climate policy are four powerful automotive
manufacturers (Fiat Chrysler, Ford, BMW and Daimler). The research found the
companies lobbying to delay or dilute efficiency and CO2 emissions standards and
procedures both in Europe and North America. Depending on region, passenger
vehicle emissions account for 12% or more of all greenhouse gas emissions. On the
other side, 15 of the 50 most influential are pushing for an ambitious climate policy
agenda, favouring renewable power and electric vehicles. They include signatories to
the RE100 initiative committing to buying 100% renewable power (Apple, Ikea,
Unilever, Coca Cola and Nestle) as well as power sector companies (SSE, Enel, EDF,
Iberdrola and National Grid) who are shifting their business models towards low
carbon electricity generation. In between these two extremes are numerous companies
from retail, healthcare, financial, telecommunications, services and media who are not
particularly active in engaging with climate policy at all. The utility sector is notable
for showing a divergence - that is, companies on both extremes, with some (Duke,
Southern) strongly opposing and others (ENEL, SSE, Iberdrola) very supportive. The
research shows the group of active and pro-climate companies has expanded
noticeably in the last two years since the Paris Agreement and the 2016 US election.
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This trend will likely continue as more large corporations around the world make the
case to governments for an ambitious and consistent climate-related policy pathway to
help them meet their decarbonisation goals cost effectively.
Howard (2017) The concentration of greenhouse gases in the atmosphere will lead
directly to temperature increases in the future. Political consensus has settled on 2oC
as the furthest temperatures can rise over pre-industrial levels while limiting physical
risks to acceptable levels. Scientific consensus has settled on 450ppm (parts per
million) as the highest concentration of carbon dioxide or equivalent gases possible to
be more likely of achieving that target than missing it. On current trends, that limit
will be breached within another three decades. Concentrations have already passed
400ppm in the last few years, having risen by around 30ppm since the first major UN
climate talks at the Rio Earth Summit in 1992. To put that in context, the level
stood at around 270ppm before the world economy began to industrialise in the late
1800s, meaning around three-quarters of the distance between that starting point and
the threshold of 450ppm has already been covered. Indeed, average global
temperatures are up by about 1oC over the same period. Climate change is not a
future possibility, it is well underway. This gloomy picture is tempered by the
renewed interest most global leaders are showing in addressing the challenge, albeit
slowly and belatedly. Major changes lie ahead if their ambitions are to prove close to
being realistic. Emissions cuts on the scale needed have implications for every corner
of economies and markets, not just those most obviously exposed.
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Group (2017) Report on growing a culture of social impact investing in the UK.
Overall, UK had long been a leader in social impact investing, but individuals who
wanted to make impact part of their personal savings and investment choice still
found it hard to do so. The Treasury first established a taskforce to investigate how
entrepreneurship could be applied to combine financial and social returns in 2000.
The UK again took the initiative in 2012 and 2013, launching Big Society Capital, a
wholesale social investment institution, to grow the market and then establishing a
Social Impact Taskforce and National Advisory Board during its presidency of the
G8, helping take the idea global. A recent survey of 1,800 individuals in the UK
revealed that 56% had at least a moderate interest in impact investing, but only 9%
had already invested. This report identifies a comprehensive range of
recommendations for the short, medium and longerterm.
GIIN (2017b) This report presents findings from the Global Impact Investing
Network’s first comprehensive survey of the state of impact measurement and
management (IMM) in the impact investing industry.The 169 respondents to this
survey represent a wide range of organizational types and investment strategies. Key
Findings; 1) Impact investors seek to create many different types of impact 2) Impact
investors actively seek to understand and manage their impact 3) Impact investors
embed IMM into the core of their activities 4) The industry has made significant
progress, yet challenges in IMM persist
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Leiserowitz et al. (2017) The most recent nationally representative survey finds that
More than half of Americans (58%) believe climate change is mostly human caused.
That’s the highest level measured since their surveys began in 2008. By contrast, only
30% say it is due mostly to natural changes in the environment, matching the lowest
level measured in their November 2016 survey. Four in ten Americans (39%) think the
odds that global warming will cause humans to become extinct are 50% or higher.
Most Americans (58%) think the odds of human extinction from global warming are
less than 50%. One in four Americans (24%) say providing a better life for our
children and grandchildren is the most important reason, for them, to reduce global
warming. More than one in ten Americans said preventing the destruction of most life
on the planet (16%) or protecting God’s creation (13%) was the most important
reason.
Track (2017) The world’s top 120 coal plant developers were revealed by urgewald in
June 2017 as part of the launch of the Global Coal Exit List. The list ranks India’s
NTPC as number one, with 38,372 MW of new coal capacity planned in India and
Bangladesh. Next in line are Chinese companies such as SPIC (31,587 MW), China
Datang (28,945 MW), Shenhua (26,014 MW), China Huadian (25,810 MW), China
Huaneng (20,750 MW) and China Guodian (17,250 MW). The top 120 list includes
the 56 companies in the world that plan to build more than 3000 MW of new coal
capacity. Also included are companies planning new coal plant buildout in frontier
countries which currently have little or no coal-fired capacity, but which could become
locked into a coal-dependent future for decades to come - countries such as Egypt,
which plans to go from 0 to 17,240 MW of coal capacity, Pakistan, planning an 8041%
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increase in its coal capacity, and Bangladesh, planning a 6384% increase. KEPCO,
the world’s 10th largest coal plant developer, aims to build 14,327 MW of new coal
power capacity in South Korea and six other ’frontier’ Asian and African countries.
While Chinese banks dominate on underwriting, Japanese banks are way out in front
when it comes to lending to the top 120 coal plant developers, particularly Mizuho
and Mitsubishi UFJ (MUFG). Western banks, with the exception of Citi and HSBC,
are some way behind the Asian banks on underwriting. However, they are more to
the fore in terms of lending, with nine western banks featuring in the top 20 lending
banks. The list contains ’pure play’ coal utilities, as well as very diversified
companies. In the latter category is Japan’s Marubeni, the 26th largest coal plant
developer worldwide, which is involved in joint ventures which could add 13,000 MW
of new coal power capacity in nine countries. Collectively, these 120 companies are
behind two thirds of current coal power expansion plans worldwide.
GSIA (2016) Global sustainable investment assets are continuing to increase, albeit at
a slower pace than in previous years. At the start of 2016, global sustainable
investment reached $22.89 trillion, compared with $18.28 trillion in 2014, an increase
of 25 percent. Previously, global sustainable investment assets grew 61 percent from
2012 to 2014. Still, nearly all regions saw increases in their SRI assets relative to their
total professionally managed assets, with the greatest rise seen in Australia and New
Zealand. Over this two-year period, Japan, tracked separately in this year’s Review,
has been the fastest growing region, due in part to new surveys by JSIF that provided
information for the first time on numerous large asset owners. This is followed by
Australia and New Zealand, and then Canada and the United States. Sustainable
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Investment Strategies The largest sustainable investment strategy globally is
negative/exclusionary screening ($15.02 trillion), followed by ESG integration ($10.37
trillion) and corporate engagement/shareholder action ($8.37 trillion), as shown in
Figure 2. Negative screening is the largest strategy in Europe, while ESG integration
leads in the United States, Canada, Australia/New Zealand and Asia ex Japan.
Japan’s primary sustainable investment strategy is corporate engagement and
shareholder action.
Godinot and Vandermosten (2017) WWF: Investors have started to play their part
but will need to do much more if the Paris Agreement’s climate target is to be
achieved. How are they actually doing in contributing to the transition to a safe
future for the climate? Are their investments aligned with the climate goals? How can
we measure what needs to be done? Investors need to be supported - and also
challenged - as they start to reallocate capital to align with a sustainable future and
maximize their investment returns. To contribute to investors’ efforts on capital
reallocation, WWF has undertaken this unprecedented piece of research, which is
intended to inform and further stimulate the growing conversation about how asset
owners’ investment portfolios are aligned with the Paris climate goals. At the time of
publication, WWF has engaged with 80 of the 100 largest European asset owners in
12 countries - defined in this study as pension funds, insurance companies and
sovereign wealth funds. These 80 asset owners represent around $13 trillion in total
assets - more than half of all European institutional investors’ assets. So far 30 of
these asset owners have provided data to be included in the study. As such, this
research is part of the increasing demand that climate-related financial disclosures be
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made by all financial sector actors. - While more results are expected over the coming
months, the findings suggest that although some asset owners are showing leadership,
there is still significant misalignment with the IEA 2oC scenario for 2020 for coal
mining, coal power and renewable power. This requires urgent attention from asset
owners to set investments on track for 2020.
Morgan-Stanley (2017) More investors are interested in sustainable investing and
adopting its principles as part of their strategy, but Millennials are leading the charge,
according to the Institute for Sustainable Investing’s 2017 ”Sustainable Signals”
report. As with the previous report in 2015, this latest survey of 1,000 total active
individual investors tracked both how investors perceive sustainable investing and
whether they are acting on that interest. The report finds that Millennial investors
are making more sustainable investing decisions and are 2X as likely as the overall
investor population to invest in companies targeting social or environmental goals.
Millennials also believe their investment can create positive change. Furthermore,
younger investors want more proof of performance, but remain committed to
sustainable investing (many also believe in a financial tradeoff between financial
performance and social performance).
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Scott et al. (2017) BoE: Climate change, and society’s responses to it, present
financial risks which impact upon the Bank’s objectives. These risks arise through two
primary channels: the physical effects of climate change and the impact of changes
associated with the transition to a lower-carbon economy. The Bank’s response has
two core elements. First, engaging with firms which face current climate-related risks,
such as segments of the insurance industry. Second, enhancing the resilience of the
UK financial system by supporting an orderly market transition. Forming a strategic
response to the financial risks from climate change helps ensure the Bank can fulfil its
mission to maintain monetary and financial stability, both now and for the long term.
Eurosif (2016) Standard Eurosif report on the growth of the SRI market.
Interestingly, ”although institutional investors still lead the market, they noticed with
interest in this year’s Study that the retail sector is growing and going up from 3.40%
to 22%, signalling an important shift in the industry and greater focus on other
categories of investors.”
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Network et al. (2017) BankTrack: Big banks’ business as usual is killing the climate.
From 2014 to 2016, big banks around the world poured $290 billion into extreme fossil
fuel companies and failed to respect human rights. In this 8th annual fossil fuel
finance report card, Banking on Climate Change, they analyze bank policy and
investments in the most carbon intensive, financially risky, and environmentally
destructive fossil fuel sectors. The banks analyzed in this report funneled USD $92
billion to extreme fossil fuels in 2014. The number rose to $111 billion in 2015, then
fell to $87 billion in 2016. While this 22 percent drop over the last year is a move in
the right direction, the $290 billion of direct and indirect financing for extreme fossil
fuels over the last three years represents new investment in the exact subsectors
whose expansion is most at odds with reaching climate targets, respecting human
rights, and preserving ecosystems.
Kobler et al. (2017) Deloitte: The financial crash and the volatility of the markets
have led to a state of general distrust toward financial institutions, especially among
the millennials. Furthermore, this clientele imposes other requirements on wealth
managers than the previous generations. The fact that millennials will be the largest
client group is therefore driving many wealth managers to assess their business model
as well as the way in which they interact with clients to identify which adjustments
are necessary to successfully serve millennials. Early adoption will enable them to
protect market share and keep their leading position. This article highlights the
trends and challenges of the new clientele for the private banking industry - 75% of
millennials want to stay authentic and refuse to compromise family or personal
values. In addition, almost two-thirds are not only concerned with the state of the
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world, but also feel obliged to change something. This is reflected by the fact
millennials refuse to consider money as sole success factors and give more value to
brands and employers who act socially responsible.
WB (2017) 2017 State and trends of carbon pricing. There has been continued
progress on carbon pricing initiatives over the last year at the regional, national and
subnational levels. Despite these important positive steps, further action is necessary
for carbon pricing to make a substantial contribution to the Paris Agreement pledge,
which aims to keep the global average temperature increase to well below 2oC and
pursue efforts to hold the increase to 1.5oC. The key priorities for action are:
Expanding coverage, Deepening impact by raising carbon prices, Aligning carbon
pricing, Progressing the guidelines of the Paris Agreement, Using climate finance in a
more strategic and integrated way. While these developments highlight the growth of
carbon pricing in recent years, several indicators demonstrate that significant strides
are needed to align these initiatives with the ambition of the Paris Agreement. As
shown in Figure 3, the observed carbon prices range from less than US$1 up to US$
140/tCO2e. About three quarters of emissions covered by carbon pricing are priced at
less than US$10/tCO2e. This is substantially lower than the price levels that are
consistent with achieving the temperature goal of the Paris Agreement, in the range
of US$40âĂŞ80/tCO2e in 2020. Currently, only 1 percent of emissions covered by a
carbon pricing initiative are priced within that range. Additionally, the vast majority
of emissions are not covered by carbon pricing. Coverage is still far from the global
target identified by the High-Level Panel on Carbon Pricing2 of 50 percent within the
next decade. While it is clear that very low carbon prices have little immediate
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impact, it is encouraging to see that even moderate price levels can have a significant
impact; the United Kingdom’s consumption of coal for electricity generation
decreased by 76 percent in 2016 compared to 2013, when the Carbon Price Floor was
introduced the lowest level since 1934.
Kossoy et al. (2015) With the countdown on to the Paris climate change conference,
there is clear evidence of growing momentum to put a price on carbon. The growth of
carbon pricing around the world has been substantial. Since January 2012, the
number of carbon pricing instruments already implemented or scheduled for
implementation has almost doubled, jumping from 20 to 38. Moreover, the share of
emissions covered by carbon pricing has increased threefold over the last decade.
Currently, about 40 national jurisdictions and over 20 cities, states, and
regions-representing almost a quarter of global greenhouse gas (GHG) emissions-are
putting a price on carbon (Figure 1). Together, carbon pricing instruments cover
about half of the emissions in these jurisdictions, which translates to about 7 gigatons
of carbon dioxide equivalent (GtCO2e) or about 12 percent of global emissions (see
Figure 2). To date, China and the United States are the two countries with the
largest volume of emissions covered by carbon pricing instruments. In China carbon
pricing instruments cover 1 GtCO2e, while in the United States they cover 0.5
GtCO2e. China has announced its intention to move to a national emissions trading
system (ETS). It currently has seven pilot ETSs, which combined form the largest
national carbon pricing initiative in the world in terms of volume. The European
Union Emissions Trading System (EU ETS), which covers 2 GtCO2e of emissions,
remains the single largest international carbon pricing instrument. So far this year,
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the Republic of Korea launched an ETS, and California and Quebec’s cap-and-trade
programs expanded their GHG emissions coverage from about 35 to 85 percent by
including transport fuel. Also, Ontario announced its intention to implement an ETS
linked to California and Quebec’s programs. A major structural reform in the EU
ETS was approved for implementation starting in 2019, and a proposal to revise the
EU ETS after 2020 has been put forward. These changes should make the EU ETS
more resilient to sudden changes in macroeconomic conditions and help ensure that
the EU ETS enables cost-effective emission reductions in the decade to come. The
advances in 2015 follow on the heels of 2014 milestones such as the implementation of
two new subnational ETSs in Hubei and Chongqing (both Chinese jurisdictions), the
implementation of carbon taxes in France and Mexico, and the adoption of new tax
legislation in Chile. The year has also seen more companies using an internal price on
carbon.
Botta and Koźluk (2014) OECD: Cross-country analysis of the economic effects of
environmental policies is limited by the lack of reliable, comparable measures of the
stringency of environmental policies. This paper attempts to fill this gap, by
constructing new quantitative indexes of environmental policy stringency (EPS).
Selected environmental policy instruments, primarily related to climate and air
pollution, are scored and aggregated into composite EPS indexes. Two EPS indexes
are proposed - one for the energy sector, and an extended one to proxy for the
broader economy (”economy-wide”). They cover most OECD countries over
1990s-2012. While a simplification of the multidimensional reality of environmental
policies, the EPS indicators are a first tangible effort to measure environmental policy
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stringency internationally over a relatively long time horizon. They show relatively
high and significant correlations with alternative proxies of EPS used in the literature,
such as measures of perceived stringency based on surveys, measures based on
environmental outcomes and a composite policy-based measure with no time series.
The paper describes some additional features of the EPS indicators and sketches out
possible future extensions.
Inderst et al. (2012) OECD: This paper was developed at the request of the OECD
Working Party of the Investment Committee to document efforts to date to define
and measure green FDI and to investigate the practicability of various possible
definitions, as well as to identify investment policy restrictions to green FDI. It does
so by reviewing the literature and existing work on the contributions of FDI to the
environment; by providing a two/part definition of green FDI; and by discussing
various assumptions necessary to estimate the magnitude of ”green” FDI
King et al. (2015) A climate change risk assessment must consider at least three
areas: the future pathway of global emissions; the direct risks arising from the
climate’s response to those emissions; and the risks arising from the interaction of
climate change with complex human systems. Each of these areas contains large
uncertainties. From this assessment, they draw the following conclusions about the
most significant risks- 1) Emissions 2) Direct Risks 3) Systemic Risks and 4) Value.
ICCR (2012) In the summer of 2012, ICCR members, including Sustainalytics,
launched a benchmarking study intended to assess the disclosure and performance of
the seven major U.S. banks.
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Perez-Truglia (2019) Helliwell et al. (2018) Yuan et al. (2018) Bond and Lang (2018) Kaplan
and Schulhofer-Wohl (2018) Welsch and Kühling (2018) Schmitt et al. (2018) Galama et al.
(2017) Blanchflower and Oswald (2011) De Neve and Oswald (2012) Oswald (1997)
Perez-Truglia (2019) In 2001, Norwegian tax records became easily accessible online,
allowing everyone in the country to observe the incomes of everyone else. According
to the income comparisons model, this change in transparency can widen the gap in
well-being between richer and poorer individuals. They test this hypothesis using
survey data from 1985-2013. Using multiple identification strategies, they show that
the higher transparency increased the gap in happiness between richer and poorer
individuals by 29%, and it increased the life satisfaction gap by 21%. They provide
suggestive evidence that some, although probably not all, of this effect relates to
changes in self-perceptions of relative income. They provide back-of-the-envelope
estimates of the importance of income comparisons, and discuss implications for the
ongoing debate on transparency policies.
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Helliwell et al. (2018) This paper uses a variety of individual-level survey data from
several countries to test for interactions between subjective well-being at different
ages and variables measuring the nature and quality of the social context at work, at
home, and in the community. While earlier studies have found important age patterns
(often U-shaped) and social context effects, these two sets of variables have generally
been treated as mutually independent. They test for and find several large and highly
significant interactions. Results are presented for life evaluations and (in some
surveys) for happiness yesterday, in models with and without other control variables.
The U-shape in age is found to be significantly flatter, and well-being in the middle of
the age range higher, for those who are in workplaces with partner-like superiors, for
those living as couples, and for those who have lived for longer in their communities.
A strong sense of community belonging is associated with greater life satisfaction at all
ages, but especially so at ages 60 and above, in some samples deepening the U-shape
in age by increasing the size of the life satisfaction gains following the mid-life low.
Yuan et al. (2018) show that air pollution and green coverage are significantly
negatively and positively correlated with life satisfaction, respectively
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Bond and Lang (2018) replicate nine key results from the happiness literature: the
Easterlin Paradox, the ’U-shaped’ relation between happiness and age, the happiness
trade-off between inflation and unemployment, cross-country comparisons of
happiness, the impact of the Moving to Opportunity program on happiness, the
impact of marriage and children on happiness, the ’paradox’ of declining female
happiness, and the effect of disability on happiness. They show that none of the
findings can be obtained relying only on nonparametric identification. The findings in
the literature are highly dependent on one’s beliefs about the underlying distribution
of happiness in society, or the social welfare function one chooses to adopt.
Furthermore, any conclusions reached from these parametric approaches rely on the
assumption that all individuals report their happiness in the same way. When the
data permit, they test for equal reporting functions, conditional on the existence of a
common cardinalization from the normal family. They reject this assumption in all
cases in which we test it.
Kaplan and Schulhofer-Wohl (2018) study how changes in the distribution of
occupations have affected the aggregate non-pecuniary costs and benefits of working.
The physical toll of work is smaller now than in 1950, with workers shifting away from
occupations in which people report experiencing tiredness and pain. The emotional
consequences of the changing occupation distribution vary substantially across
demographic groups. Work has become happier and more meaningful for women, but
more stressful and less meaningful for men. These changes appear to be concentrated
at lower education levels.
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Welsch and Kühling (2018) Recent literature has found that individuals holding a
greener self-image display higher levels of life satisfaction. They extend the
single-country setting of that research to a transnational perspective and explore
whether a relationship exists between green self-image (GSI) and life satisfaction
(LS), both European-wide and at the national level. In order to explain differences in
the GSI-LS relationship across nations and time, they study the role of
pro-environmental values as a shared social norm. They find a significantly positive
GSI-LS relationship in a pool of 35 European countries and in the majority of
individual countries. In addition, they show that the well-being benefit of holding a
green self-image is greater in societies that display more unanimity with respect to
pro-environmental attitudes. Invoking the notion of social norms as shared
agreements about what is appropriate and inappropriate, they take the latter finding
to indicate that part of the well-being benefit from holding pro-environmental values
derives from conformity to a social norm.
Schmitt et al. (2018) Using samples from Canada (N = 1220) and the United States
(N = 1001), they examined how performing a variety of pro-environmental behaviors
(PEBs) predicted life satisfaction. Controlling for demographic characteristics and
perceptions of ecological threat, more frequent engagement in pro-environmental
behaviors predicted higher life satisfaction. All but 2 of 39 PEBs were positively
related to life satisfaction, suggesting that the relationship generalizes across
behaviors. However, life satisfaction was more strongly predicted by behaviors that
involved more social interaction, behaviors that were more easily observed, and by
behaviors that involved direct costs in terms of money, time, and effort. Evidence for
Homanen (2018)

Conscious Finance

Cass Business School

297

Happiness V
the role of direct costs was stronger than that for socialness or observability. In
addition, perceptions of ecological threat negatively predicted life satisfaction, but
this effect was partially suppressed by higher engagement in pro-environmental
behavior. Results suggest that lifestyle changes that might be part of a sustainable
society need not represent threats to well-being, and might even provide a means of
enhancing well-being.
Galama et al. (2017) document how an anti-poverty program improves economic and
subjective wellbeing, and self-sufficiency. Familias en Accion Urbano, a conditional
cash transfer program implemented at scale in the country of Colombia, uses a
means-test cutoff score selection rule that provides exogenous variation in program
participation. They reproduce the score assignment rule in a nationally representative
living standards household survey that measures multiple dimensions of economic and
evaluative wellbeing. Three years into the program, beneficiary households at the
margin report greater income, consumption and formal employment participation for
both the household head and partner. Household income increased by ten times the
amount of the government transfer, likely because of gains in formal employment.
Beneficiary households at the margin also report greater overall satisfaction with life,
greater happiness and greater satisfaction with food. These results support the
hypothesis that among households with basic unmet needs, policies that have a
permanent impact on income and consumption may also have a lasting impact on
subjective wellbeing and self-sufficiency. Moreover, relatively small subsidies, further
offset by additional government tax receipt, may generate substantial benefits to poor
families at a reduced cost to taxpayers.
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Blanchflower and Oswald (2011) describes the findings from a new, and intrinsically
interdisciplinary, literature on happiness and human well-being. The paper focuses on
international evidence.
De Neve and Oswald (2012) use data from a large US representative panel. They show
that adolescents and young adults who report higher life satisfaction or positive affect
grow up to earn significantly higher levels of income later in life. Significant mediating
pathways include a higher probability of obtaining a college degree, getting hired and
promoted, having higher degrees of optimism and extraversion, and less neuroticism.
Oswald (1997) find that in industrialized countries, well-being appears to rise as real
national income grows. But the rise is so small as to be sometimes almost
undetectable. Unemployment, however, seems to be a large source of unhappiness.
This suggests that governments ought to be trying to reduce the amount of
joblessness in the economy. In a country that is already rich, policy aimed instead at
raising economic growth may be of comparatively little value.
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Hart and Zingales (2017) Eldar (2018) Eldar (2017)
Hart and Zingales (2017) What is the appropriate objective function for a firm? They
analyze this question for the case where shareholders are prosocial and externalities
are not perfectly separable from production decisions. They argue that maximization
of shareholder welfare is not the same as maximization of market value. They propose
that company and asset managers should pursue policies consistent with the
preferences of their investors. Voting by shareholders on corporate policy is one way
to achieve this.
Eldar (2018) Traditional models of organizations focus on the distinction between
for-profits and nonprofits. This article presents a model where entrepreneurs receive
subsidy-donations and have a choice not only between the for-profit and non-profit
forms, but also between (1) giving to the beneficiaries, and (2) forming social
enterprises that transact with them. Entrepreneurs form social enterprises to measure
beneficiaries’ abilities and tailor disbursals to their needs when variance in abilities is
high. When variance is very high, social entrepreneurs choose to form for-profits
rather than nonprofits. This analysis has implications for the theory of the firm and
subsidy policies to promote development.
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Eldar (2017) Recent years have brought remarkable growth in hybrid organizations
that combine profit-seeking and social missions. Despite popular enthusiasm for such
organizations, legal reforms to facilitate their formation and growth-particularly, legal
forms for hybrid firms-have largely been ineffective. This shortcoming stems in large
part from the lack of a theory that identifies the structural and functional elements
that make some types of hybrid organizations more effective than others. In pursuit
of such a theory, this Article focuses on a large class of hybrid organizations that has
been effective in addressing development problems, such as increasing access to
capital and improving employment opportunities. These organizations, which are
commonly referred to as ”social enterprises,” include microfinance institutions, firms
that sell fair trade products, work integration firms, and low-cost sellers of essential
goods and services such as eyeglasses, bed nets, and healthcare. The common
characteristic of social enterprises is that they have a transactional relationship with
their beneficiaries, who are either purchasers of the firms’ goods or services or
suppliers of inputs (including labor) to the firm. The essence of this Article’s theory is
that through these transactions, social enterprises perform a measurement role; that
is, they measure or gather information on their patron-beneficiaries’ abilities to
transact with commercial firms (for example, workers’ skills, borrowers’
creditworthiness, and consumers’ ability to pay). That information permits social
enterprises to tailor the form and amount of subsidies to the specific needs of
individual beneficiaries. This ”measurement” function makes social enterprises
relatively effective vehicles for allocating subsidies as compared to traditional donative
organizations and other forms of hybrid organization, in particular firms that pursue
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corporate social responsibility policies. Thus, the measurement function can serve as
the basis for designing a legal form for social enterprises.
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Gans et al. (2017) Odziemkowska and McDonnell (2018) McDonnell and Pontikes (2018)
Dorobantu et al. (2017) Fremeth et al. (2016) McDonnell and Werner (2016a)McDonnell
and Werner (2016b) McDonnell (2015) McDonnell and King (2013) McDonnell et al. (2015)
Henisz et al. (2014) King and McDonnell (2012) Tannenbaum et al. (2011) King and Soule
(2007) Baron and Diermeier (2007) King (2008) Den Hond and De Bakker (2007) Kröger
(2011) Keck and Sikkink (1998)
Gans et al. (2017) At the heart of economics is the belief that markets discipline firms
for poor performance. However, in his famous book Exit, Voice, and Loyalty, Albert
Hirschman highlights an alternative mechanism that has received considerably less
attention: voice. Hirschman argues that, rather than withdrawing demand from a
firm, consumers may choose to communicate their dissatisfaction to the firm. In this
paper, they develop a formal model of voice as the equilibrium of a relational contract
between firms and consumers. Their model predicts that voice is more likely to emerge
in concentrated markets, thus resolving a key source of ambiguity in Hirschman’s
original formulation. Empirically, they leverage social media data available on Twitter
as a new way to measure voice by consumers to firms, and the responses by firms to
consumers. Combining data on tweets about major U.S. airlines with data on airlines’
daily on-time performance and market structure, they document that the quantity of
tweets increases in response to a deterioration in on-time performance and that this
relationship is stronger when an airline operates a greater share of flights in a given
market. In addition, they find that airlines are more likely to respond to tweets in
Homanen (2018)

Conscious Finance

Cass Business School

303

Social Movements II
these markets. Thus, voice is an important mechanism that consumers use to respond
to quality deterioration, particularly in more concentrated markets.
Odziemkowska and McDonnell (2018) explore the mechanisms of indirect co-optation,
asking whether and under what circumstances firms that collaborate with activists
face less contention from other activists. To shed light on this question, they employ a
unique, self-constructed 10-year panel of all contentious and collaborative interactions
between 118 environmental social movement organizations and a random sample of
150 of the largest firms in the United States. They find that indirect co-optation of
the broader activist field occurs via two pathways: signaling and relational. First, as
evidence of signaling, they find that collaborating with a more contentious activist
produces more indirect co-optation, as these collaborations provide a stronger signal
of the firm’s authentic support of the movement. Second, as evidence of relational
indirect co-optation, they find that firms face less contention from activists that are
board-interlocked with the activist with whom the firm collaborates. Their findings
demonstrate the importance of considering the influence that firm- activist
collaborations have outside the focal dyad in shaping the firm’s relationship with a
broader movement. They also offer a broader view of the indirect effects of
interactions between social activists and firms, inclusive of those resulting from
cooperative private politics, a heretofore understudied phenomenon.
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McDonnell and Pontikes (2018) Social movement organizations increasingly interact
with firms through collaborative, rather than contentious tactics. And yet the
trade-offs associated with choosing to collaborate are not well understood. Activists
recognize firms’ potential to be particularly useful allies due to their considerable
resources, global scope, and political power. And yet activists fear that collaborating
with a firm could damage their reputation and credibility, particularly if the company
becomes embroiled in a scandal. They shed light on these trade-offs by through an
empirical investigation of changes in the contributions received by activist
organizations in the wake of the BP oil spill. Their results show that activists that
had collaborated with BP prior to the spill suffered from decreased contributions after
the scandal, relative to activists with no prior interactions with BP. To the contrary,
activists that had previously contentiously targeted BP enjoyed increased
contributions after the spill. These results shed light on the trade-offs associated with
activists’ choice between a collaborative and contentious engagement strategy for
interacting with private sector entities.
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Dorobantu et al. (2017) This paper examines when and how a critical mass of social
and political stakeholders mobilizes against a corporate organization and the impact
of such mobilization on the organization’s market value. Their study employs a
dataset of more than 51,000 media-reported events describing the interactions among
almost 2,300 political, social, and economic stakeholders and 19 gold-mining firms
trading on the Toronto Stock Exchange and operating mines in emerging markets
around the world. They first examine the conditions and dynamics that explain
whether an isolated, stakeholder-initiated negative statement or action-a ”spark” or
critical event-goes unnoticed or escalates into a cascade of stakeholder reactions
targeting the firm. Second, they examine whether such sparks and the ensuing
cascades of stakeholder reactions affect shareholders’ valuation of the firm. They
argue and show empirically that both stakeholders’ and shareholders’ reactions
following critical events are largely influenced by stakeholders’ prior beliefs about the
target organization and by peer stakeholders’ reactions to the critical event.
Stakeholders with positive beliefs about the firm before the critical event mobilize to
defend it, and those with negative prior beliefs reinforce their opposition.
Shareholders also take note of the other stakeholders’ prior beliefs and react
negatively to critical events if the firm has a history of conflict with its stakeholders.
Thus unconnected or loosely connected stakeholders who reveal their beliefs about a
firm through public statements and actions influence each otherâĂŹs reactions to
critical events and shareholders’ assessments of the firm’s value.
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Fremeth et al. (2016) examine how firms strategically manage opposition from
organized stakeholders who participate in regulatory agency policy-making processes.
As stakeholder opposition in regulatory agency hearings increases, they argue that
firms invest more in developing counter-balancing support from elected politicians
who oversee regulators, and more so when regulators are less experienced or are closer
to reappointment dates. They find robust statistical support for their predictions in a
statistical analysis of financial campaign contributions to state politicians by firms in
the U.S. electric utility industry during the period 1999-2010. Their findings
contribute to nonmarket strategy research by providing evidence that firms respond
to contested regulatory environments by cultivating support from elected political
institutions, contingent on the degree of regulator sensitivity to political and
stakeholder pressures.
McDonnell and Werner (2016a) This paper explores whether and how social activists’
challenges affect politicians’ willingness to associate with targeted firms. They study
the effect of public protest on corporate political activity using a unique database
that allows them to analyze empirically the impact of social movement boycotts on
three proxies for associations with political stakeholders: the proportion of campaign
contributions that are rejected, the number of times a firm is invited to give
testimony in congressional hearings, and the number of government procurement
contracts awarded to a firm. They show that boycotts lead to significant increases in
the proportion of refunded contributions, as well as decreases in invited congressional
appearances and awarded government contracts. These results highlight the
importance of considering how a firm’s sociopolitical environment shapes the
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receptivity of critical non-market stakeholders. They supplement this analysis by
drawing from social movement theory to extrapolate and test three key mechanisms
that moderate the extent to which activists’ challenges effectively disrupt corporate
political activity: the media attention a boycott attracts, the political salience of the
contested issue, and the status of the targeted firm.
McDonnell and Werner (2016b) Using a unique database on social movement boycotts
of corporations, they examine how firms alter their political activities in the wake of a
reputational threat. They show that boycotts lead to significant reductions in the
amount of targets’ political action committee campaign contributions and
simultaneous increases in targets’ CEOs’ personal campaign contributions, as well as
targets’ lobbying expenditures. They argue that these patterns represent a shift
toward more covert forms of political engagement that present new problems for
activists and shareholders seeking to monitor corporate political activity.
McDonnell (2015) This article explores when and why firms participate in overt
corporate-sponsored social activism. To shed light on this question, she empirically
explores the emergence and implications of a new strategic phenomenon in nonmarket
strategy-the corporate-sponsored boycott-in which firms voluntarily cooperate with
contentious social movement organizations to sponsor boycotts that protest the
contested social practices of other companies or entities at higher orders of market
organization, such as industries, transnational regulators, or states. Using a
longitudinal database that tracks the social movement challenges faced by 300 large
companies between 1993 and 2007, she provides evidence that overt
corporate-sponsored activism is used by companies that are chronically targeted and
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losing ground to activists, especially when those companies are facing a reputational
deficit. Furthermore, she finds that participation in overt corporate-sponsored
activism is associated with significant decreases in the number of activist challenges
targeting a firm in the future, suggesting that the tactic may effectively defend a firm
from contentious threat by allowing firms to co-opt allies within the activist
population. She discusses implications of these findings for social movement research,
nonmarket strategy, and the study of corporate social responsibility.
McDonnell and King (2013) This paper explores the extent to which firms targeted by
consumer boycotts strategically react to defend their public image by using prosocial
claims: expressions of the organization’s commitment to socially acceptable norms,
beliefs, and activities. They argue that prosocial claims operate as an impression
management tactic meant to protect targeted firms by diluting the negative media
attention attracted by the boycott. They test their hypotheses using a sample of 221
boycotts announced between 1990 and 2005. Results suggest that boycotted firms do
significantly increase their prosocial claims activity after a boycott is announced.
Firms are likely to react with a larger increase in prosocial claims when the boycott is
more threatening (it receives more media attention), when the firm has a higher
reputation, or when the firm engaged in more prosocial claims before the boycott.
They demonstrate that firms fall back on their established impression management
strategies when they face a reputational threat and will increase these previously
perfected performances as the threat increases. In this way, the severity of a threat
positively moderates the relationship between a firm’s prior performance repertoire
and future performance repertoire, a mechanism they refer to as ”threat
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amplification.” When an organization with high reputational standing has bolstered
its position by using prosocial claims in its past performance repertoire, however, it
will perceive itself to be shielded from movement attacks, decreasing the likelihood of
any defensive response, a mechanism they call ”buffering.” Their findings contribute
to impression management by exploring the use of impression management in
response to a movement attack and highlighting the important role that a firm’s
pre-threat positioning plays in its response to an image threat.
McDonnell et al. (2015) This project explores whether and how corporations become
more receptive to social activist challenges over time. Drawing from social movement
theory, they suggest a dynamic process through which contentious interactions lead to
increased receptivity. They argue that when firms are chronically targeted by social
activists, they respond defensively by adopting strategic management devices that
help them better manage social issues and demonstrate their normative
appropriateness. These defensive devices have the incidental effect of empowering
independent monitors and increasing corporate accountability, which in turn increase
a firm’s receptivity to future activist challenges. They test their theory using a unique
longitudinal dataset that tracks contentious attacks and the adoption of social
management devices among a population of 300 large firms from 1993 to 2009.
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Henisz et al. (2014) provide direct empirical evidence in support of instrumental
stakeholder theory’s argument that increasing stakeholder support enhances the
financial valuation of a firm, holding constant the objective valuation of the physical
assets under its control. They undertake this analysis using panel data on 26 gold
mines owned by 19 publicly traded firms over the period 1993âĂŞ2008. They code
over 50,000 stakeholder events from media reports to develop an index of the degree
of stakeholder conflict/cooperation for these mines. By incorporating this index in a
market capitalization analysis, they reduce the discount placed by financial markets
on the net present value of the physical assets controlled by these firms from 72
percent to between 37 and 13 percent.
McAdam et al. (2010) Fifty years ago, the main challenges to large infrastructure
projects were technical or scientific. Today, the greatest hurdles faced by such projects
are almost always social and/or political. Whether constructing large dams in the
developing world or siting liquefied natural gas terminals in the United States, the
onset of these projects often triggers intense popular opposition. But not always, and
therein lays the animating aim of this project. They undertake a systematic
comparative case analysis of mobilization efforts against 11 oil and gas pipeline
projects spanning 16 countries in the developing world. Using theories from the social
movement and facility siting literatures and the technique of fuzzy set/qualitative
comparative analysis (fs/QCA), they examine the ”causal conditions” linked to
political and legal opposition to these projects. They find that both Western funding
of projects and public consultation serve as necessary political opportunities
encouraging mobilization. In addition, not compensating the host country for
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involvement in the project is linked to mobilization. Finally, some risk from the
project, in the form of environmental or social impact, is associated with mobilization;
however, this impact does not have to be very significant for mobilization to occur.
King and McDonnell (2012) Organizational scholarship has become increasingly
interested in the relationships between corporate social responsibility, reputation, and
movement activism. Activist groups target corporations in order to pursue their social
change agendas. These groups are not only motivated to alter particular companies’
policies and practices, but they also use corporations as public platforms through
which to communicate their causes to a broader audience. Some scholars have posited
that corporations seek to protect themselves from activist targeting by building
strong reputations and engaging in socially responsible behavior. By outwardly
projecting an image of being a virtuous company, these firms hope to develop
goodwill with activists and deter the activists from making public attacks against
them. Our study assesses the extent to which a strong reputation and claims about
social responsibility buffer firms from activist pressure. Using data on corporate
boycotts, they find that corporate attempts to create a reputable, socially responsible
image actually make firms more vulnerable to being targeted by activists. They argue
that building a strong reputation as a socially responsible firm creates certain
expectations, making incongruent behavior more noticeable and damaging to the
firm’s image. In addition, they suggest that activists target reputable firms because
they seek to draw more public attention to their causes.
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Tannenbaum et al. (2011) Public outrage is often triggered by ”immaterially” harmful
acts (i.e., acts with relatively negligible consequences). A well-known example
involves corporate salaries and perks: they generate public outrage yet their financial
cost is relatively minor. The present research explains this paradox by appealing to a
person-centered approach to moral judgment. Strong moral reactions can occur when
relatively harmless acts provide highly diagnostic information about moral character.
Studies 1a and 1b first demonstrate dissociation between moral evaluations of persons
and their actions-although violence toward a human was viewed as a more
blameworthy act than violence toward an animal, the latter was viewed as more
revealing of bad moral character. Study 2 then shows that person-centered cues
directly influence moral judgmentsâĂŤparticipants preferred to hire a more expensive
CEO when the alternative candidate requested a frivolous perk as part of his
compensation package, an effect mediated by the informativeness of his request
Baron and Diermeier (2007) Activist NGOs have increasingly foregone public politics
and turned to private politics to change the practices of firms and industries. This
paper focuses on private politics, activist strategies, and nonmarket strategies of
targets. A formal theory of an encounter between an activist organization and a
target is presented to examine strategies for lessening the chance of being a target and
for addressing an activist challenge once it has occurred. The encounter between the
activist and the target is viewed as competition. At the heart of that competition is
an activist campaign, which is represented by a demand, a promised reward if the
target meets the demand, and a threat of harm if the target rejects the demand. The
model incorporates target selection by the activist, proactive measures and reputation
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building by a potential target to reduce the likelihood of being selected as a target,
fighting a campaign, and credible commitment.
King and Soule (2007) This paper uses social movement theory to examine one way in
which secondary stakeholders outside the corporation may influence organizational
processes, even if they are excluded from participating in legitimate channels of
organizational change. Using data on activist protests of U.S. corporations during
1962-1990, they examine the effect of protests on abnormal stock price returns, an
indicator of investors’ reactions to a focal event. Empirical analysis demonstrates that
protests are more influential when they target issues dealing with critical stakeholder
groups, such as labor or consumers, and when generating greater media coverage.
Corporate targets are less vulnerable to protest when the media has given substantial
coverage to the firm prior to the protest event. Past media attention provides
alternative information to investors that may contradict the messages broadcast by
protestors.
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King (2008) This article provides a social movement theory-based explanation for the
emergence and influence of corporate stakeholders. The author argues that
stakeholder influence originates in the collective action of potential stakeholders.
Collective action binds individual stakeholders together, assists in the formation of a
common identity and interests, and provides the means for stakeholder strategic
action. The author suggests three main factors that explain the emergence of
stakeholder collective action and its consequent influence: mobilizing structures,
corporate opportunities, and framing processes. By focusing more on the collective
action necessary for stakeholder influence, they also gain a better understanding of
how negotiation processes might unfold between stakeholders and corporate decision
makers.
Den Hond and De Bakker (2007) Using insights from the social movement literature
and institutional change theory, they explore how activism influences corporate social
change activities. As the responsibility for addressing a variety of social issues is
transferred from the state to the private sector, activist groups increasingly challenge
firms to take up such issues, seeking to influence the nature and level of corporate
social change activities. Eventually, they aim to bring about field-level change. They
argue that ideological differences among activist groups motivate them to choose
different influence tactics to support their claims.
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Kröger (2011) The recent scholarship on social movement outcomes has called for
explanations about how movements influence economic outcomes. This article
demonstrates in practice how a dynamic and relational approach, coupled with a
Bourdieuian analysis of social, symbolic, and territorial space, can be utilized in
explaining the influence of movements in contentious politics around investment
projects. Based on participant observation and comparison across the Brazilian
Landless Movement (MST) groups in areas of paper industry expansion, this paper
assesses the different movement strategies and their influence on pulp project
outcomes. A Qualitative Comparative Analysis comparing the expansion of 13 pulp
holdings between 2004-2008 shows how these strategies influence investment pace.
When both contentious and conventional strategies were used, movements managed
to slow pulpwood plantation expansion.
Keck and Sikkink (1998) The erosion of the state-centered inter national order is
nowhere more evident than in the rise of a host of transnational activist groups
dealing with issues such as human rights, the environment, women’s rights, and the
like. These groups take the form of networks-neither hierarchical organizations nor
market-based forces- bound together by common norms or values. This book usefully
traces their rise, beginning with the abolitionist movement of the nineteenth century
through more recent movements against foot-binding in China and female
circumcision in Africa. Like Stalin, one might ask ”how many divisions do
transnational networks have?” The answer is that they have information, gready
abetted by modern communications technology, and thus the ability to set agendas
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for nation-states and transnational organizations like the World Bank, Shell Oil
Corporation, or Nestle
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Current Estimates
Zucman (2018) Delatte et al. (2018) Tørsløv et al. (2018) Damgaard et al. (2018) Seim
(2017) Novokmet et al. (2017) Alstadsæter et al. (2017a) Alstadsæter et al. (2017b) GFI and
of Economics (2015) Henry (2012) Zucman (2014) Zucman (2013) Pellegrini et al. (2015)
Zucman (2018) This article reviews the recent literature on the dynamics of global
wealth inequality. He first reconciles available estimates of wealth inequality in the
United States. Both surveys and tax data show that wealth inequality has increased
dramatically since the 1980s, with a top 1% wealth share around 40% in 2016 vs.
25âĂŞ30% in the 1980s. Second, he discusses the fast growing literature on wealth
inequality across the world. Evidence points towards a rise in global wealth
concentration: for China, Europe, and the United States combined, the top 1%
wealth share has increased from 28% in 1980 to 33% today, while the bottom 75%
share hovered around 10%. Recent studies, however, may under-estimate the level
and rise of inequality, as financial globalization makes it increasingly hard to measure
wealth at the top. He discusses how new data sources (leaks from financial
institutions, tax amnesties, and macroeconomic statistics of tax havens) can be
leveraged to better capture the wealth of the rich.
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Delatte et al. (2018) provide the first quantitative assessment of the contribution of
global banks in intermediating tax evasion. Applying gravity equations on a unique
regulatory dataset based on comprehensive individual country-by-country reporting
from all the Systemically Important Institutions in the European Union, they find
that: 1) Tax havens generate an 200% extra presence of foreign banks; 2) The favorite
destinations of tax evasion intermediated by European banks are Luxembourg and
Monaco 3) British and German banks display the most aggressive strategies in tax
havens; 4) New transparency requirements imposed in 2015 have not changed
European banks commercial presence in tax havens; 5) Banks intermediate Eur 550
billion of off-shore assets, that is 5% of their origin countries’ GDP
Tørsløv et al. (2018) combine new macroeconomic statistics on the activities of
multinational companies with the national accounts of tax havens and the world’s
other countries, they estimate that close to 40% of multinational profits are shifted to
low-tax countries each year. Profit shifting is highest among U.S. multinationals; the
tax revenue losses are highest for the European Union and developing countries. They
show theoretically and empirically that in the current international tax system, tax
authorities of high-tax countries do not have incentives to combat profit shifting to
tax havens. They instead focus their enforcement effort on relocating profits booked
in other high-tax countries-in effect stealing revenue from each other. This policy
failure can explain the persistence of profit shifting to low-tax countries despite the
high costs involved for high-tax countries. They provide a new cross-country database
of GDP, corporate profits, trade balances, and factor shares corrected for profit
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shifting, showing that the global rise of the corporate capital share is significantly
under-estimated.
Damgaard et al. (2018) New research from the IMF reveals that multinational firms
have invested $12 trillion globally in empty corporate shells, and citizens of some
financially unstable and oil-producing countries hold a disproportionately large share
of the $7 trillion personal wealth stashed in tax havens.
Seim (2017) This paper provides an empirical assessment of an annual wealth tax.
Using Swedish administrative data, results suggest net-of-tax-rate elasticities of
taxable wealth in the range [0.09, 0.27]. Cross-checking self-reported assets against
asset data unavailable to the tax agency reveals that around a third of the elasticity
estimates are due to underreporting of asset values. Difference-in-difference designs
further suggest that the responses reflect evasion and avoidance rather than changes
in saving.
Novokmet et al. (2017) This paper combines national accounts, survey, wealth and
fiscal data (including recently released tax data on high-income taxpayers) in order to
provide consistent series on the accumulation and distribution of income and wealth
in Russia from the Soviet period until the present day. They find that official
survey-based measures vastly under-estimate the rise of inequality since 1990.
According to their benchmark estimates, top income shares are now similar to (or
higher than) the levels observed in the United States. They also find that inequality
has increased substantially more in Russia than in China and other ex-communist
countries in Eastern Europe. They relate this finding to the specific transition
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strategy followed in Russia. According to their benchmark estimates, the wealth held
offshore by rich Russians is about three times larger than official net foreign reserves,
and is comparable in magnitude to total household financial assets held in Russia.
Alstadsæter et al. (2017a) attempt to estimate the size and distribution of tax evasion
in rich countries. They combine stratified random audits-the key source used to study
tax evasion so far-with new micro-data leaked from two large offshore financial
institutions, HSBC Switzerland (”Swiss leaks”) and Mossack Fonseca (”Panama
Papers”). They match these data to population-wide wealth records in Norway,
Sweden, and Denmark. They find that tax evasion rises sharply with wealth, a
phenomenon that random audits fail to capture. On average about 3% of personal
taxes are evaded in Scandinavia, but this figure rises to about 30% in the top 0.01%
of the wealth distribution, a group that includes households with more than $40
million in net wealth. A simple model of the supply of tax evasion services can
explain why evasion rises steeply with wealth. Taking tax evasion into account
increases the rise in inequality seen in tax data since the 1970s markedly, highlighting
the need to move beyond tax data to capture income and wealth at the top, even in
countries where tax compliance is generally high. They also find that after reducing
tax evasion-by using tax amnesties-tax evaders do not legally avoid taxes more. This
result suggests that fighting tax evasion can be an effective way to collect more tax
revenue from the ultra-wealthy.
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Alstadsæter et al. (2017b) Drawing on newly published macroeconomic statistics, this
paper estimates the amount of household wealth owned by each country in offshore
tax havens. The equivalent of 10% of world GDP is held in tax havens globally, but
this average masks a great deal of heterogeneity-from a few percent of GDP in
Scandinavia, to about 15% in Continental Europe, and 60% in Gulf countries and
some Latin American economies. They use these estimates to construct revised series
of top wealth shares in ten countries, which account for close to half of world GDP.
Because offshore wealth is very concentrated at the top, accounting for it increases
the top 0.01% wealth share substantially in Europe, even in countries that do not use
tax havens extensively. It has considerable effects in Russia, where the vast majority
of wealth at the top is held offshore. These results highlight the importance of looking
beyond tax and survey data to study wealth accumulation among the very rich in a
globalized world.
GFI and of Economics (2015) This is the most comprehensive analysis of global
financial flows impacting developing countries compiled to date and focuses particular
attention on the deleterious effects of offshore tax havens. Including balance of
payments data and bilateral trade data means they are taking into consideration
official development assistance, loans, repayments, debt cancellation, foreign direct
investment, portfolio investment, remittances, contributions from religious and
charitable organizations, and recorded and unrecorded trade flows, as they are
revealed in available databases. They define Net Resource Transfers (NRT) as net
recorded flows into or out of a country less outflows of illicit capital. They do not net
out illicit flows in both directions because illicit inflows are unrecorded and do not
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benefit developing countries as do inflows of recorded capital. The most revealing
picture emerging from this analysis shows that since the early 1980s, NRT for all
developing countries have been mostly large and negative, indicating sustained and
significant outflows from the developing world. The NRT line is largely negative
regardless of whether it is in nominal terms or expressed as a percent of developing
countries’ GDP. They estimate that illicit outflows account for nearly 82 percent of all
NRTs from developing countries. Offshore tax havens, beginning in the 1930s and
exploding across the world since, undermine the capitalist system. At the center of
this most unfortunate development sit the offshore centers facilitating criminal,
corrupt, and commercially tax evading financial flows, having their most damaging
impact on the poor of the world. Their analysis indicates that residents of developing
countries held US$4.4 trillion in assets in tax havens in 2011, the latest year for which
data is available. Other studies of this phenomenon find even higher numbers.
Henry (2012) estimate a significant fraction of global private financial wealth is at
least $21 to $32 trillion as of 2010. It has been invested virtually tax free. They
believe this range to be conservative. In additon, this is just financial wealth. A big
proportion of the real estate, yachts, racehorses, gold, bricks and many other things
that count as non financial wealth are not also woned via offshore structures where it
is impossible to identify the owners (these are outside the scope of this report). On
this scale, this offshore economy is large enough to have a major impact on estimates
of inequality of wealth and income on estimates of national income and debt ratios
and most importantly to have very significant negative impact on the domestic tax
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bases of key source countries (that is, countries that have seen net unrecodedprivate
capital out flow over time)
Zucman (2014) estimate the magnitude of corporate tax avoidance and personal tax
evasion through offshore tax havens. US corporations book 20 percent of their profits
in tax havens, a tenfold increase since the 1980; their effective tax rate has declined
from 30 to 20 percent over the last 15 years, and about two-thirds of this decline can
be attributed to increased international tax avoidance. Globally, 8 percent of the
world’s personal financial wealth is held offshore, costing more than $200 billion to
governments every year. Despite ambitious policy initiatives, profit shifting to tax
havens and offshore wealth are rising. I discuss the recent proposals made to address
these issues, and I argue that the main objective should be to create a world financial
registry.
Zucman (2013) shows that official statistics substantially underestimate the net
foreign asset positions of rich countries because they fail to capture most of the assets
held by households in offshore tax havens. Drawing on a unique Swiss data set and
exploiting systematic anomalies in countries’ portfolio investment positions, he finds
that around 8% of the global financial wealth of households is held in tax havens,
three-quarters of which goes unrecorded. On the basis of plausible assumptions,
accounting for unrecorded assets turns the eurozone, officially the world’s second
largest net debtor, into a net creditor. It also reduces the U.S. net debt significantly.
The results shed new light on global imbalances and challenge the widespread view
that after a decade of poor-to-rich capital flows, external assets are now in poor
countries and debts in rich countries.
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Pellegrini et al. (2015) estimate the magnitude of underreported capital on the basis
of mirror statistics on portfolio assets and liabilities and of BIS statistics on
cross-border deposits of non-banks. The global stocks of unreported foreign assets at
end-2013 are estimated to range between $6 and $7 trillion. Over the period
2001-2013 annual capital income tax evasion is calculated to be on average between
$19 and $38 billion; assuming that the overall stock of unreported assets outstanding
at end-2013 refers to earned income that escaped personal income taxes, the evaded
personal income tax can be estimated between $2.0 and $2.6 trillion.
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Tax Enforcement
Garrett and Suárez Serrato (2019) Suárez Serrato (2018) Gaessler et al. (2018) Slemrod
(2018) Kemme et al. (2017) Johannesen et al. (2017) Hoopes et al. (2018) Boning et al.
(2018) Almunia and Lopez-Rodriguez (2018) Troiano (2017) Shimeles et al. (2017)
Dharmapala (2016) Kleven et al. (2016) Bergolo et al. (2017) Beck et al. (2014) Carrillo et
al. (2014) Desai et al. (2007) Bennedsen and Zeume (2017) Choy et al. (2016) Casaburi and
Troiano (2015) Hanlon et al. (2014)
Garrett and Suárez Serrato (2019) Why do some firms adopt certain tax havens and
how sensitive is the demand for tax havens? They address these questions by
studying how the repeal of Section 936 tax credits affected firms with affiliates in
Puerto Rico. They first describe the characteristics of US multinationals that were
exposed to Section 936. They then show that the market value of exposed firms
decreased after losing access to Section 936, implying that firms could not perfectly
substitute to other tax havens. Finally, they find that firms exposed to Section 936
did not respond by expanding their network of tax havens.
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Suárez Serrato (2018) show that eliminating firms’ access to tax havens has
unintended consequences for economic growth. They analyze a policy change that
limited profit shifting for US multinationals, and show that the reform raised the
effective cost of investing in the US. Exposed firms respond by reducing global
investment and shifting investment abroad - which lowered their domestic investment
by 38% - and by reducing domestic employment by 1.0 million jobs. They then show
that the costs of eliminating tax havens are persistent and geographically
concentrated, as more exposed local labor markets experience declines in employment
and income growth for over 15 years. They discuss implications of these results for
other efforts to limit profit shifting, including new taxes on intangible income in the
Tax Cuts and Jobs Act of 2017.
Gaessler et al. (2018) A ”patent box” is a term for the application of a lower
corporate tax rate to the income derived from the ownership of patents. This tax
subsidy instrument has been introduced in a number of countries since 2000. Using
comprehensive data on patent filings at the European Patent Office, including
information on ownership transfers pre- and post-grant, they investigate the impact of
the introduction of a patent box on international patent transfers, on the choice of
ownership location, and on invention in the relevant country. They find that the
impact on transfers is small but present, especially when the tax instrument contains a
development condition and for high value patents (those most likely to have generated
income), but that invention itself is not affected. This calls into question whether the
patent box is an effective instrument for encouraging innovation in a country, rather
than simply facilitating the shifting of corporate income to low tax jurisdictions.
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Slemrod (2018) This paper reviews recent economic research in tax compliance and
enforcement. After briefly laying out the economics of tax evasion, it focuses on
recent empirical contributions. It first discusses what methodologies and data have
facilitated these contributions, and then presents critical summaries of what has been
learned. It discusses a promising new development, the analysis of randomized
controlled trials mostly delivered via letters from the tax authority, and then reviews
recent research using various methods about the impact of the principal enforcement
tax policy instruments: audits, information reporting, and remittance regimes. He
also explores several understudied issues worthy of more research attention. The
paper closes by outlining a normative framework based on the behavioral response
elasticities now being credibly estimated that allows one to assess whether a given
enforcement intervention is worth doing.
Kemme et al. (2017) Using data on Foreign Portfolio Investment (FPI), they find a
positive relationship between higher tax burden and OECD residents’ tax evasion,
especially via tax havens. Contrary to established investor preference for certain
country characteristics, they find they are less important to tax evaders who value
privacy and want to remain undetected by their home tax authorities. They find very
limited evidence that OECD Tax Information Exchange Agreements (TIEAS) reduce
tax evasion, controlling for other determinants of overall OECD FPI. Without the US
in the OECD sample, tax havens play a lesser role and OECD policies appear to make
a marginal impact.
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Johannesen et al. (2017) Beginning in 2009, the IRS initiated a series of enforcement
efforts to curb the use of offshore accounts to facilitate tax evasion, along with a
voluntary disclosure program to encourage individuals with foreign accounts to
become compliant with tax law. This paper examines the impact of increased
enforcement activity on U.S. taxpayers’ statements of foreign accounts and reported
income on tax returns. They find that enforcement initiatives increased the number of
individuals reporting foreign accounts to the IRS by at least 19 percent, and they
increased total wealth disclosed by at least $75 billion. This increase was concentrated
in countries whose institutions are widely thought to facilitate individual tax evasion.
Much of the total effect of enforcement on compliance happened outside official
voluntary disclosure programs, from individuals who started declaring income in
foreign accounts to the IRS without admitting to any prior evasion or underreporting.
Individuals who began to report a foreign bank account but did not participate in the
voluntary disclosure programs increased their reported interest income by 63 percent,
dividend income by 25 percent, and capital gains by 18 percent.

Homanen (2018)

Conscious Finance

Cass Business School

329

Tax Enforcement V
Hoopes et al. (2018) investigate the consequences of public disclosure of information
from company income tax returns filed in Australia. Supporters of more disclosure
argue that increased transparency will improve tax compliance, while opponents
argue that it will divulge sensitive information that is, in many cases, misunderstood.
Their results show that in Australia large private companies experienced some
consumer backlash and, perhaps partly in anticipation, some acted to avoid
disclosure. They detect a small increase (decrease) in tax payments for private
(public) firms subject to disclosure suggesting differential costs of disclosure across
firms. Finally, they find that investors react negatively to anticipated and actual
disclosure of tax information, most likely due to anticipated policy backlash rather
than consumer backlash or the revelation of negative information about cash flows.
These findings are important for both managers and policy makers, as the trend
towards increased tax disclosure continues to rise globally.
Boning et al. (2018) Tax enforcement may affect both the behavior of those directly
treated and of some taxpayers not directly treated but linked via a network to those
who are treated. A large-scale randomized field experiment enables us to examine
both the direct and network effects of letters and in-person visits on withheld income
and payroll tax remittances by at-risk firms. Visited firms remit substantially more
tax. Their tax preparers’ other clients also remit slightly more tax, while their
subsidiaries remit slightly less. Letters have a much smaller direct effect and no
network effects, yet may improve compliance at lower cost.
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Almunia and Lopez-Rodriguez (2018) This paper analyzes the effects of
size-dependent tax enforcement on firms’ tax compliance. They exploit
quasi-experimental variation generated by a Large Taxpayers Unit (LTU) in Spain,
which monitors firms with more than âĆň6 million in reported revenue. Firms
strategically bunch below the eligibility threshold in order to avoid stricter tax
enforcement. The response is stronger in sectors where transactions leave more paper
trail, suggesting that monitoring effort and the traceability of information reported by
firms are complements. They estimate that there would be substantial welfare gains
from extending stricter tax monitoring to smaller businesses.
Troiano (2017) Improving the efficiency of tax collection is important for development
and fairness purposes. This paper studies the Audit Exchange Information
Agreements, which are agreements between the states and the U.S. federal
government to exchange information about income tax audit plans and techniques,
signed between the 1950s and the 1970s. Adopting an augmented
difference-in-differences identification strategy, the papers shows that the program
increased state income tax revenues by about 15 percent. Mobility and the reported
income do not appear to react to the policy, suggesting that the effects may be linked
to higher quality auditing. The effects are stronger in places where there are more
civic and social organizations, suggesting that tax compliance is higher when there is
more cooperative gathering.
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Shimeles et al. (2017) analyze data from a randomized controlled trial of two
innovative anti-tax evasion schemes in Ethiopia that signal threats of audit and
complimentary messages that encourage tax morale. Their results indicate that the
threat of audit reduces tax evasion significantly, and its effect is higher in businesses
commonly suspected of high tax evasion rates. They also find that appealing to the
tax morale promotes compliance but slightly less than that of audit threat. Their
results are robust to different estimation strategies and less sensitive to potential
confounding factors.
Dharmapala (2016) Cross-border tax evasion has emerged in recent years as a central
issue in tax enforcement. Traditionally, the legal regime governing cross-border tax
enforcement was based on information exchange upon request. In 2010, the US
Congress enacted the Foreign Account Tax Compliance Act (FATCA), which seeks to
induce foreign financial institutions (FFIs) to participate in a global regime of
automatic information reporting of the income of US residents to the US government.
This paper presents a simple theoretical model of cross-border investment that
analyzes the consequences of this (unilateral) FATCA regime. The model emphasizes
cross-border investors’ (heterogeneous) intrinsic motivation to comply with tax law,
as well as the impact of information reporting requirements on the cost of providing
financial services. In FATCA-compliant equilibria (in which FFIs report information
to the US government) FFIs face a higher cost of providing financial services,
increasing the fees charged to their accountholders. Consequently, tax-compliant
behavior - such as investing via their domestic financial sector - becomes more costly
for foreign residents. Under certain conditions, a unilateral FATCA regime causes
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increased cross-border tax evasion among residents of foreign countries. This result is
robust to various extensions.
Kleven et al. (2016) This paper presents a simple agency model to explain why
third-party information reporting by firms dramatically improves tax enforcement.
Modern firms have a large number of employees and carry out complex production
tasks, which requires the use of accurate business records. Because such records are
widely used within the firm, collusive tax cheating between employees and the
employer is difficult to sustain as a single employee can (accidentally or deliberately)
reveal it to the government. Hence, if a firm is large enough, tax enforcement will be
successful even with low penalties and low audit rates. They embed this agency
model into a macroeconomic growth model where firm size grows with exogenous
technological progress. In early stages of development, firms are small, effective tax
rates are severely constrained by enforcement, and the size of government is too small.
As firm size increases, the enforcement constraint is slackened, and government size is
growing. In late stages of development, firm size is sufficiently large to make
third-party tax enforcement completely effective and government size is socially
optimal. They show that these theoretical predictions are consistent with a set of
stylized facts on the cross-sectional and time series relationship between development
and the size and composition of the tax take.
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Bergolo et al. (2017) According to the canonical model of Allingham and Sandmo
(1972), firms evade taxes by making a trade-off between a lower tax burden and higher
expected penalties. However, there is still no consensus about whether real-world
firms operate in this rational way. They conducted a large-scale field experiment,
sending letters to over 20,000 firms that collectively pay over 200 million dollars in
taxes per year. In our letters, we provided firms with exogenous but nondeceptive
signals about key inputs for their evasion decisions, such as audit probabilities and
penalty rates. We measure the effect of these signals on their subsequent perceptions
about the auditing process, based on survey data, as well as on the actual taxes paid,
according to administrative data. They find that firms do increase their tax
compliance in response to information about audits. However, the patterns in these
responses are inconsistent with utility maximization. The evidence suggests that,
much like scarecrows frighten off birds, audits can be a significant deterrent for tax
evaders even though they would be perceived as harmless by a rational optimizer.
Beck et al. (2014) Tax evasion is a widespread phenomenon across the globe and even
an important factor in the ongoing sovereign debt crisis. They show that firms in
countries with better credit information-sharing systems and higher branch
penetration evade taxes to a lesser degree. This effect is stronger for smaller firms,
firms in smaller cities and towns, firms in industries relying more on external
financing, and firms in industries and countries with greater growth potential.
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Carrillo et al. (2014) Reducing tax evasion is a key priority for many governments,
particularly in developing countries. A growing literature has argued that the ability
to verify taxpayer self-reports against reports from third parties is critical for modern
tax enforcement and the growth of state capacity. However, there may be limits to the
effectiveness of third-party information if taxpayers can make offsetting adjustments
on less verifiable margins. They present a simple framework to demonstrate the
conditions under which this will occur and provide strong empirical evidence for such
behavior by exploiting a natural experiment in Ecuador. They find that when firms
are notified by the tax authority about detected revenue discrepancies on previously
filed corporate income tax returns, they increase reported revenues, matching the
third-party estimate when provided. Firms also increase reported costs by 96 cents for
every dollar of revenue adjustment, resulting in minor increases in total tax collection
Desai et al. (2007) analyze the interaction between corporate taxes and corporate
governance. They show that the design of the corporate tax system affects the amount
of private benefits extracted by company insiders and that the quality of the corporate
governance system affects the sensitivity of tax revenues to tax changes. Analyses of a
tax enforcement crackdown in Russia and cross-country data on tax changes support
this two-way interaction between corporate governance and corporate taxation.
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Bennedsen and Zeume (2017) investigate shareholders’ reactions to the increased
transparency of corporate tax haven activities in a hand-collected subsidiary data set
covering 17,331 publicly listed firms in 52 countries. An increase in transparency
through the staggered signing of bilateral tax information exchange agreements
(TIEAs) between home countries and tax havens is associated with a 2.5% increase in
the value of affected firms. The results are stronger for firms with more complex tax
haven structures and weakly governed firms. Furthermore, firms that respond to
TIEAs by haven hopping (i.e., they move subsidiaries from affected to nonaffected tax
havens) do not experience an increase in firm value. These results are consistent with
tax havens being used for expropriation activities that extend beyond pure tax-saving
activities.
Choy et al. (2016) On October 11, 2011, a non-governmental organization called
ActionAid published a report condemning the FTSE 100 firms for holding an
unusually large number of subsidiaries in tax havens. Urging the government to
implement appropriate actions, the report raised the firms’ costs of holding tax haven
subsidiaries. After this event, the stock prices of the nonfinancial firms experienced a
0.9% abnormal drop (corresponding to about Âč9 billion in market capitalization).
Those better-governed firms and those with larger shares of subsidiaries in tax havens
experienced larger drops. We find some evidence that government scrutiny,
reputation, and investor sentiment were plausible channels of such a negative impact.
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Casaburi and Troiano (2015) study the electoral response to the Ghost Buildings
program, a nationwide anti tax evasion policy in Italy that used innovative
monitoring technologies to target buildings hidden from tax authorities. The program
induced monetary and non-monetary benefits for non-evaders and an increase in local
government expenditures. A one standard deviation increase in town-level program
intensity leads to a 4.8 percent increase in local incumbent reelection rates. In
addition, these political returns are higher in areas with lower tax evasion tolerance
and with higher efficiency of public good provision, implying complementarity among
enforcement policies, the underlying tax culture, and the quality of the government.
Hanlon et al. (2014) This paper examines the relation between tax enforcement and
financial reporting quality. They find evidence that higher tax enforcement by the tax
authority has a positive association with financial reporting quality. This association
is generally stronger when other monitoring mechanisms are weaker.
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Tax Evasion and Developing Economies
Wright and Zucman (2018) Galaz et al. (2018) Cobham et al. (2014) O’Hare et al. (2014)
Cobham (2005) Cobham and Lepissier (2015) Fisman and Svensson (2007)
Wright and Zucman (2018) estimate and attempt to explain the evolution of the taxes
paid by U.S. multinationals on their foreign profits since 1966. In the oil sector, taxes
paid to oil-producing States have been contained, allowing U.S. firms to earn high
after-tax returns. Foreign taxes fell abruptly after the first Gulf War. In sectors other
than oil, the effective foreign tax rate has fallen by half since the late 1990s. Almost
half of this decline owes to the rise of profit shifting to tax havens. The low foreign
taxes paid by U.S. multinationals can explain half of the U.S. cross-border return
differential.
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Galaz et al. (2018) The release of classified documents in the past years have offered a
rare glimpse into the opaque world of tax havens and their role in the global economy.
Although the political, economic and social implications related to these financial
secrecy jurisdictions are known, their role in supporting economic activities with
potentially detrimental environmental consequences have until now been largely
ignored. Here, they combine quantitative analysis with case descriptions to elaborate
and quantify the connections between tax havens and the environment, both in global
fisheries and the Brazilian Amazon. They show that while only 4% of all registered
fishing vessels are currently flagged in a tax haven, 70% of the known vessels
implicated in illegal, unreported and unregulated fishing are, or have been, flagged
under a tax haven jurisdiction. They also find that between October 2000 and August
2011, 68% of all investigated foreign capital to nine focal companies in the soy and
beef sectors in the Brazilian Amazon was transferred through one, or several, known
tax havens. This represents as much as 90-100% of foreign capital for some companies
investigated. They highlight key research challenges for the academic community that
emerge from our findings and present a set of proposed actions for policy that would
put tax havens on the global sustainability agenda.
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Cobham et al. (2014) assesses the role of Switzerland, as the leading hub for global
commodities trading, in terms of the patterns of prices received by original exporting
countries and subsequently by Switzerland and other jurisdictions. They find that i)
the average prices for commodity exports from developing countries to Switzerland
are lower than those to other jurisdictions and that (ii) Switzerland declares higher
(re-) export prices for those commodities than do other jurisdictions. This pattern
implies an 8$ billion a year potential capital loss for commodity exporting developing
countries.
O’Hare et al. (2014) In the 34 SSA countries, six countries will achieve their fourth
MDG target at the current rates of decline. In the absence of IFF (illicit financial
flows), 16 countries would reach their fourth MDG target by 2015 and there would be
large reductions for all other countries. This drain on development is facilitated by
financial secrecy in other jurisdictions. Rich and poor countries alike must stem the
haemorrhage of IFF by taking decisive steps towards improving financial transparency.
Cobham (2005) estimates the total cost to developing countries of evasion leakages as
US$385 billion annually, dwarfing any potential increase in aid
Cobham and Lepissier (2015) Review on the state of Illicit Financial Flows from
Africa
New risk based illicit flow approach http://uncounted.org/2015/02/02/mbeki-panelshowcases-new-risk-based-illicit-flows-approach/
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Faulkender et al. (2019) Bruner et al. (2018)Razin and Sadka (2018)Huseynov et al. (2017)
Guvenen et al. (2017) Cen et al. (2016) Gumpert et al. (2016) Dharmapala (2014) Cristea
and Nguyen (2016) Hines Jr (2014) Dharmapala and Riedel (2013) Huizinga and Laeven
(2007) Bernard and Weiner (1990) Huizinga and Nicodème (2004) Ledyaeva et al. (2013)
Hines Jr (1990)
Faulkender et al. (2019) What has driven the dramatic rise in U.S. corporate cash?
Using non-public data, they show that the run-up is not uniform across firms but is
concentrated in the foreign subsidiaries of multinational firms. Standard
precautionary motives explain only domestic cash holdings, not these burgeoning
foreign cash balances. Falling foreign tax rates, coupled with relaxed restrictions on
income shifting, are the root of the changing foreign cash patterns. Firms with
intellectual property have the greatest ability to shift income to low tax jurisdictions,
and their foreign subsidiaries are where we observe the largest accumulations of cash.
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Bruner et al. (2018) Profit shifting to low-tax countries imposes challenges for the
treatment of multinational enterprises in economic accounts. Using adjustments for
profit shifting calculated in Guvenen et al. (2017) under an alternative measurement
methodology, this paper empirically demonstrates how the effects of profit shifting
cascade throughout a fully articulated set of economic accounts for the United States
in 2014. They find a 1.5 percent and 3.5 percent increase in measured U.S. gross
domestic product and operating surplus, respectively, and a 33.5 percent decrease in
measured income receivable from the rest of world. As a result of offsetting effects,
measured U.S. gross national saving decreases by 0.8 percent, and national borrowing
increases by 6.9 percent. There are also potentially significant implications for
analytic uses of the measures, including decreases for the labor share of income and
the return on U.S. direct investment abroad and increases for the trade in services
balance and the return on domestic non-financial business.
Razin and Sadka (2018) In this paper they review of literature and offer historical,
empirical and analytical explanation for the interactions between the welfare state
and globalization driving forces. Globalization - a widespread contemporaneous
phenomenon - generates international tax competition. The consequent erosion in the
tax base, especially on capital, is another blow to the finances of the welfare state.
Financial globalization facilitates reallocation of capital across borders. The increased
mobility of capital may likely to trigger a race-to-the-bottom tax competition. The
consequent erosion in the tax base, especially on capital, is potentially a blow to the
fiscal finance backing up the far-reaching redistribution of income by the typical
welfare state. Another major aspect of globalization, low skill migration, attracted to
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the welfare state may put additional strain on it. An aging welfare-state - a common
contemporary phenomenon in many industrial countries calls for young and high skill
immigrants for its survival.
Huseynov et al. (2017) examine corporate tax avoidance of firms around addition to
the S&P 500 index. They find that corporate tax avoidance for firms at high levels of
tax avoidance decreases after index addition, whereas tax avoidance for firms at low
levels of tax avoidance increases after index addition. They disentangle the impact of
changing governance practices from that of declining investment opportunities. Their
findings indicate that the changes in tax avoidance can be attributed to improving
governance practices, specifically higher institutional ownership and executive
compensations, and this impact is above and beyond the changes in growth
opportunities of index firms
Guvenen et al. (2017) Official statistics display a significant slowdown in U.S.
aggregate productivity growth that begins in 2004. In this paper, they investigate a
source of mismeasurement in official statistics, which arises from offshore profit
shifting by multinational enterprises operating in the United States. This profit
shifting causes part of the economic activity generated by these multinationals to be
attributed to their foreign affiliates, leading to an understatement of measured U.S.
gross domestic product. Profit-shifting activity has increased significantly since the
mid-1990s, resulting in an understatement of measured U.S. aggregate productivity
growth. They construct adjustments to correct for the effects of profit shifting on
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measured gross domestic product. The adjustments raise aggregate productivity
growth rates by 0.1 percent annually for 1994-2004, 0.25 percent annually for
2004-2008, and leave productivity unchanged after 2008; Their adjustments mitigate,
but do not overturn, the productivity slowdown in the official statistics. The
adjustments are especially large in R&D-intensive industries, which are most likely to
produce intangible assets that are easy to move across borders. The adjustments
boost value added in these industries by as much as 8.0 percent annually in the
mid-2000s
Cen et al. (2016) investigate whether firms in close customer-supplier relationships are
better able to identify and implement tax avoidance strategies via supply chains.
They find that both principal customers and their dependent suppliers avoid more
taxes than other firms. Principal customers and dependent suppliers likely engage in
tax strategies involving shifting profits to tax haven subsidiaries. Moreover, tax
benefits appear to explain both principal customer firms’ and dependent supplier
firms’ organizational decisions.
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Gumpert et al. (2016) Multinational firms with operations in high-tax countries can
benefit the most from reallocating taxable income to tax havens, though this is
sufficiently difficult and costly that only 20.4% of German multinational firms have
any tax haven affiliates. Among German manufacturing firms, a 1 percentage point
higher foreign tax rate is associated with a 2.3% greater likelihood of owning a tax
haven affiliate. This is consistent with tax avoidance incentives and contrasts with
earlier evidence for U.S. firms. The relationship is less strong for firms in service
industries, possibly reflecting the difficulty of reallocating taxable service income.
Dharmapala (2014) The issue of tax-motivated income shifting within multinational
firms - or ’base erosion and profit shifting’ (BEPS) - has attracted increasing global
attention in recent years. This paper provides a survey of the empirical literature on
this topic. Its emphasis is on reviewing and elucidating what is known about the
magnitude of BEPS. The paper discusses different empirical approaches to identifying
income shifting, describes existing data sources, and summarises the findings of the
empirical literature. A major theme that emerges from this survey is that in the more
recent empirical literature, which uses new and richer sources of data, the estimated
magnitude of BEPS is typically much smaller than that found in earlier studies. The
paper seeks to provide a framework within which to conceptualise this magnitude and
its implications for policy. It concludes by highlighting the importance of existing
legal and economic frictions as constraints on BEPS and by discussing possible ways
in which future research might model these frictions more precisely.
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Cristea and Nguyen (2016) use a firm-level dataset of Danish exports between
1999-2006. They find robust evidence for profit shifting by multinational
corporations. Their triple difference estimations exploit the response of export unit
values to acquisitions of foreign affiliates and to changes in statutory corporate tax
rates. This identification strategy corrects for a downward bias resulting from firms
adjusting arm’s length prices to obscure transfer price manipulations. They find that
Danish multinationals reduce the unit values of their exports to low tax countries
between 5.7 to 9.1 percent. This difference corresponds to a tax revenue loss of 3.24
percent of Danish multinationals’ tax returns.
Hines Jr (2014) In recent years, the problem of base erosion and profit shifting
(BEPS) by multinational corporations has entered the public consciousness as a
potentially important impediment to tax collections. The purpose of this article is to
identify the nature of BEPS, consider empirical evidence of its magnitude, and
evaluate proposed policy responses. There is considerable evidence that multinational
firms arrange their affairs in a tax-sensitive manner, from which it is easy-indeed,
perhaps a little too easy-to infer that beps is a serious problem. There are journalistic
accounts of apparently spectacular international tax-avoidance schemes used by
multinational corporations, though these stories commonly omit or misrepresent
important legal and economic elements, making it difficult to know what, if any,
conclusion to draw from them. On a serious level, the us Joint Committee on
Taxation was recently charged by the us Congress with identifying extreme examples
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of BEPS among us corporate taxpayers, and produced a report that included six such
examples. And statistical studies consistently indicate that multinational corporations
report higher profit rates in low-tax jurisdictions than in high-tax jurisdictions, a
pattern that is consistent with BEPS.
Dharmapala and Riedel (2013) present a new approach to estimating the existence
and magnitude of tax-motivated income shifting within multinational corporations.
Existing studies of income shifting use changes in corporate tax rates as a source of
identification. In contrast, this paper exploits exogenous earnings shocks at the parent
firm and investigates how these shocks propagate across low-tax and high-tax
multinational subsidiaries. This approach is implemented using a large panel of
European multinational affiliates over the period 1995-2005. The central result is that
parents’ positive earnings shocks are associated with a significantly positive increase
in pretax profits at low-tax affiliates, relative to the effect on the pretax profits of
high-tax affiliates. The result is robust to controlling for various other differences
between low-tax and high-tax affiliates and for country-pair-year fixed effects.
Additional tests suggest that the estimated effect is attributable primarily to the
strategic use of debt across affiliates. The magnitude of income shifting estimated
using this approach is substantial, but somewhat smaller than that found in the
previous literature.
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Huizinga and Laeven (2007) use detailed information on both multinational firm
structure and the international tax system. They examine the extent of
intra-European profit shifting by European multinationals. Firm-level estimates of
profit shifting can be aggregated to arrive at macro measures of international profit
shifting. On average, they find a macro semi-elasticity of reported profits with respect
to the top statutory tax rate of 1.43 in Europe, while shifting costs are estimated to
be 1.6 percent of the tax base. International profit shifting leads to a substantial
redistribution of national corporate tax revenues. Many European nations appear to
gain revenues from intra-European profit shifting by multinationals largely at the
expense of Germany.
Huizinga and Nicodème (2004) investigate the impact of tax policy on international
depositing. Non-bank international deposits are shown to be positively related to
interest income taxes and to the presence of domestic bank interest reporting. This
suggests that international deposits are in part intended to facilitate tax evasion. At
present, only part of international interest flow are covered by either non-resident
interest withholding taxes or international exchange of information. This incomplete
coverage may be a reason that these policies currently appear to have little impact on
international depositing.
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Weichenrieder (1996) Figthing International Tax Avoidance: The Case of Germany.
In recent years, various countries have introduce incentives aimed at attracting the
more mobile parts of multinationals’ corporate tax bases. In addition, most major
industrial countries have embarked on significant corporate tax cuts. It has been
shown that these international trends, together with Germany’s traditionally high tax
rates, put severe strain on Germany’s ability to raise taxes from multinationals.
Significant tax competition is occurring.
Bernard and Weiner (1990) conducted the first systematic empirical analysis of
transfer prices (in the petroleum industry). Their findings indicate that there are
systematic differences between transfer and arm’s length prices for many exporting
countries.
Ledyaeva et al. (2013) study the phenomenon of round-trip investment between
Russia and key offshore financial centers (OFCs), namely, Cyprus and British Virgin
Islands, which is now a significant part of foreign investment into Russia. Using
firm-level data we study differences in location strategies between round-trip and
genuine foreign investors into Russia and the factors which determine the fraction of
round-trip investment in total foreign investment into Russian regions. In empirical
analysis they also distinguish between different firm size and industries. They
conclude that round-trip investors tend to invest more in corrupt and resource
abundant Russian regions compared to genuine foreign investors. Furthermore, the
share of round-trip investment in total foreign investment is significantly higher in
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corrupt Russian regions. In general, these results point to the corruption component
of round-trip investment. Second, they find that genuine foreign investors tend to
invest more in regions with higher level of skilled labour and use sea ports more
compared to round-trip investors, indicating that genuine foreign investment is more
technologically advanced and more oriented towards international markets than round
trip.
Hines Jr (1990) Review on ”The Transfer Pricing Problem: Where the Profits Are”.
Section 1 introduces the material. Section 2 of this paper describes the transfer
pricing problem and some solutions that have been proposed in the past. Section 3
offers a different solution and demonstrates that it supports an efficient allocation of
resources. Section 4 briefly discusses some of the complications that arise in practice,
analyzes methods governments have employed to address this problem, and argues
that the solution corresponds to concepts of income division that governments have
tried to employ in broader contexts.
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Overviews, Perceptions and Tools
Borga and Caliandro (2018)O’Donovan et al. (2019)Beer et al. (2018) Christensen et al.
(2016) Desai and Dharmapala (2009) Desai et al. (2006) Kim et al. (2011) Artavanis et al.
(2016) Dharmapala (2014) Cobham et al. (2015) Cooper et al. (2015) Huang et al. (2016)
Brooks et al. (2016) Sikka (2010) Hoi et al. (2013) Bartelsman and Beetsma (2003) Sikka
(2012)
Borga and Caliandro (2018) FDI plays a central role in managing global production
networks, but FDI statistics also reflect other factors, including tax avoidance, that
make it difficult to differentiate between FDI for ”long-term” investments that serves
as a source of growth and FDI that is purely financial and has little real economic
impact as it merely passes through an economy. This latter FDI also obscures the
ultimate sources and destinations of FDI. This paper addresses these challenges by
developing a framework for consolidated FDI statistics based on the nationality of the
MNE group that complements residency-based FDI statistics. While residency-based
statistics are useful to identify where financial claims and liabilities are held,
nationality-based statistics provide information on who makes the decisions, reaps the
benefits, and bears the risk. Consolidated FDI statistics remove pass-through capital
and are better for understanding ’real’ financial integration between economies and
for analysing the relationship between the financing of MNEs and their operations.
While some countries produce separate FDI statistics for resident Special Purpose
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Entities (SPEs) to identify pass-through capital, they demonstrate that this only
provides a partial view and that about one-quarter of the inward FDI positions in a
selection of European countries reflects pass-through capital through nonSPEs.
O’Donovan et al. (2019) exploit one of the largest data leaks, to date, to study
whether and how firms use secret offshore vehicles. From the leaked data, they
identify 338 listed firms as users of secret offshore vehicles and document that these
vehicles are used to finance corruption, avoid taxes, and expropriate shareholders.
Overall, the leak erased $174 billion in market capitalization among implicated firms.
Following the increased transparency brought about by the leak, implicated firms
experience lower sales from perceptively corrupt countries and avoid less tax. They
conservatively estimate that 1 in 7 firms have offshore secrets.
Beer et al. (2018) This paper reviews the rapidly growing empirical literature on
international tax avoidance by multinational corporations. It surveys evidence on
main channels of corporate tax avoidance including transfer mispricing, international
debt shifting, treaty shopping, tax deferral and corporate inversions. Moreover, it
performs a meta analysis of the extensive literature that estimates the overall size of
profit shifting. They find that the literature suggests that, on average, a 1
percentage-point lower corporate tax rate will expand before-tax income by 1
percent-an effect that is larger than reported as the consensus estimate in previous
surveys and tends to be increasing over time. The literature on tax avoidance still has
several unresolved puzzles and blind spots that require further research.
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Christensen et al. (2016) The Global Financial Crisis placed the utility of financial
services in question. The crash, great recession, wealth transfers from public to
private, austerity and growing inequality cast doubt on the idea that finance is a boon
to the host economy. This article systematizes these doubts to highlight the perils of
an oversized financial sector. States failing to harness natural resources for
development led to the concept of the Resource Curse. In many countries, resource
dependence generated slower growth, crowding out, reduced economic diversity, lost
entrepreneurialism, unemployment, economic instability, inequality, conflict,
rent-seeking and corruption. The Finance Curse produces similar effects, often for
similar reasons. Beyond a point, a growing financial sector can do more harm than
good. Unlike the Resource Curse, these harms transcend borders. The concept of a
Finance Curse starkly illuminates the condition of Britain’s political economy and the
character of its relations with the rest of the world.
Desai and Dharmapala (2009) test alternative theories of corporate tax avoidance
using unexplained differences between income reported to capital markets and to tax
authorities. OLS estimates indicate that the effect of tax avoidance on firm value is a
function of firm governance, as predicted by an agency perspective on corporate tax
avoidance. Instrumental variables estimates based on exogenous changes in tax
regulations yield larger overall effects and reinforce the basic result, as do several
robustness checks. The results suggest that the simple view of corporate tax
avoidance as a transfer of resources from the state to shareholders is incomplete given
the agency problems characterizing shareholder-manager relations.
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Desai et al. (2006) analyze affiliate-level data for American firms. They find that
larger, more international firms, and those with extensive intrafirm trade and high
R&D intensities, are the most likely to use tax havens. Tax haven operations
facilitate tax avoidance both by permitting firms to allocate taxable income away
from high-tax jurisdictions and by reducing the burden of home country taxation of
foreign income. The evidence suggests that the primary use of affiliates in larger tax
haven countries is to reallocate taxable income, whereas the primary use of affiliates
in smaller tax haven countries is to facilitate deferral of U.S. taxation of foreign
income. Firms with sizeable foreign operations benefit the most from using tax
havens, an effect that can be evaluated by using foreign economic growth rates as
instruments for firm-level growth of foreign investment outside of tax havens. One
percent greater sales and investment growth in nearby non-haven countries is
associated with a 1.5 to 2% greater likelihood of establishing a tax haven operation.
Kim et al. (2011) use a large sample of U.S. firms for the period 1995-2008. They
provide strong and robust evidence that corporate tax avoidance is positively
associated with firm-specific stock price crash risk. This finding is consistent with the
following view: Tax avoidance facilitates managerial rent extraction and bad news
hoarding activities for extended periods by providing tools, masks, and justifications
for these opportunistic behaviors. The hoarding and accumulation of bad news for
extended periods lead to stock price crashes when the accumulated hidden bad news
crosses a tipping point, and thus comes out all at once. Moreover, they show that the
positive relation between tax avoidance and crash risk is attenuated when firms have
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strong external monitoring mechanisms such as high institutional ownership, high
analyst coverage, and greater takeover threat from corporate control markets
Artavanis et al. (2016) document that in semiformal economies, banks lend to
tax-evading individuals based on the bank’s assessment of the individual’s true
income. This observation leads to a novel approach to estimate tax evasion. They use
microdata on household credit from a Greek bank, and replicate the bank
underwriting model to infer the bank’s estimate of individuals’ true income. They
estimate that 43%-45% of self-employed income goes unreported and thus untaxed.
For 2009, this implies 28.2 billion euros of unreported income, implying foregone tax
revenues of over 11 billion euros or 30% of the deficit. Their method innovation allows
for estimating the industry distribution of tax evasion in settings where uncovering
the incidence of hidden cash transactions is difficult using other methods. Primary
tax-evading industries are professional services – medicine, law, engineering,
education, and media.
Dharmapala (2014) The issue of tax-motivated income shifting within multinational
firms has attracted increasing global attention in recent years. It is of central
importance to many current policy debates, including those related to recent
initiatives by the OECD on base erosion and profit shifting (BEPS) and to proposals
for US tax reform in a territorial direction. This paper provides a survey of the
empirical literature on tax-motivated income-shifting within multinational firms. Its
emphasis is on clarifying what is known about the magnitude of BEPS.
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Cobham et al. (2015) explore and make operational an alternative concept, that of a
secrecy jurisdiction and present the findings of the resulting Financial Secrecy Index
(FSI). The FSI ranks countries and jurisdictions according to their contribution to
opacity in global financial flows, revealing a quite different geography of financial
secrecy from the image of small island tax havens that may still dominate popular
perceptions and some of the literature on offshore finance. Some major
(secrecy-supplying) economies now come into focus. Instead of a binary division
between tax havens and others, the results show a secrecy spectrum, on which all
jurisdictions can be situated, and that adjustment for the scale of business is
necessary in order to compare impact propensity. This approach has the potential to
support more precise and granular research findings and policy recommendations.
Cooper et al. (2015) ”Pass-through” businesses like partnerships and S-corporations
now generate over half of U.S. business income and account for much of the post-1980
rise in the top- 1% income share. They use administrative tax data from 2011 to
identify pass-through business owners and estimate how much tax they pay. They
present three findings. (1) Relative to traditional business income, pass-through
business income is substantially more concentrated among high-earners. (2)
Partnership ownership is opaque: 20% of the income goes to unclassifiable partners,
and 15% of the income is earned in circularly owned partnerships. (3) The average
federal income tax rate on U.S. pass- through business income is 19%—much lower
than the average rate on traditional corporations. If pass-through activity had
remained at 1980’s low level, strong but straightforward assumptions imply that the
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2011 average U.S. tax rate on total U.S. business income would have been 28% rather
than 24%, and tax revenue would have been approximately $100 billion higher.
Huang et al. (2016) find evidence of a positive association between the level of
corporate customer concentration and the extent of tax avoidance. In addition, they
find that the positive relation between corporate customer concentration and tax
avoidance is more pronounced when a firm has a lower market share in its industry,
enjoys less revenue diversification, and engages less in real earnings management. In
contrast to corporate major customers, governmental major customers provide stable
cash flow to suppliers, which is likely to alleviate supplier firms’ need for tax
avoidance. We find that firms engage in lower levels of tax avoidance when they have
a governmental major customer, and that this association is less pronounced under
Democratic presidencies. Taken together, our findings indicate that a firm’s customer
concentration (i.e., corporate and governmental major customers) has a significant
effect on the extent to which it avoids taxes.
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Brooks et al. (2016) conduct a comprehensive examination of the link between
corporation tax payment and financial performance in the UK. They find no
discernible link between tax rates and stock returns for the UK, no matter how tax
payment is measured. This is true throughout the sample period and for both
customer-facing and non-customer-facing companies. However, allowing for industry
norms and a host of firm characteristics, companies with lower effective tax rates have
significantly higher levels of stock market risk. Firms that are reported in the
newspapers in a negative way in relation to their level of corporation tax payment
experience small negative stock returns, which are partially reversed within a month.
However, the initial negative effects and subsequent rebound are both more
pronounced for smaller companies. News announcements of the potential involvement
of a firm in a corporate inversion (expatriation) result in steeper and much
longer-lasting falls in share prices, whereas news stories of a more general nature
relating to a firm’s tax avoidance or tax payments have little noticeable effect.
Sikka (2010) The bourgeoning corporate social responsibility literature has paid little
attention to organised tax avoidance by companies even though it has real
consequences for the life chances of millions of people. Companies legitimise their
social credentials by making promises of responsible and ethical conduct, but
organisational culture and practices have not necessarily been aligned with publicly
espoused claims. This paper draws attention to the gaps between corporate talk,
decisions and action, or what may be characterised as organised hypocrisy. Its
persistence can become a liability and threaten the welfare of the company, its
employees and its executives. The paper provides examples to show how companies,
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including major accountancy firms, make promises of responsible conduct, but indulge
in tax avoidance and evasion. It also shows that the exposure of contradictions
between talk and action has yielded negative outcomes.
Hoi et al. (2013) examine the empirical association between corporate social
responsibility (CSR) and tax avoidance. Their findings suggest that firms with
excessive irresponsible CSR activities have a higher likelihood of engaging in
tax-sheltering activities and greater discretionary/permanent book-tax differences.
Moreover, at the onset of FASB Interpretation No. 48, these firms have more
uncertain tax positions; also, these firms’ initial tax positions are likely supported by
weaker facts and circumstances as indicated by their larger post-FIN 48 settlements
with tax authorities and their higher likelihood of a net decrease in the overall level of
uncertain tax positions after FIN 48. Collectively, these results suggest that firms
with excessive irresponsible CSR activities are more aggressive in avoiding taxes,
lending credence to the idea that corporate culture affects tax avoidance.
Bartelsman and Beetsma (2003) present suggestive evidence of income shifting in
response to differences in corporate tax rates for a large selection of OECD countries.
Baseline estimates suggest that a substantial share of the revenues from a unilateral
increase in the corporate tax rate is lost because of a decline in reported income.
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Sikka (2012) shed some light on the tax avoidance industry and its practices. The
main focus is on major accountancy firms who employ thousands of university
graduates and dominate the global tax avoidance industry. Their paper is organised
into four further sections. The first section provides a brief overview of the debate
about the meaning of tax avoidance, tax evasion and tax planning. The second
section provides some estimates of the tax gap (covering tax avoidance, tax evasion
and delayed payments). It also shows that major accountancy firms are key players in
the tax avoidance industry. The third section provides a brief glimpse of some of the
tax avoidance strategies developed by major accountancy firms. The fourth section
concludes the paper with a brief summary and suggestions for reform.
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Tax Evasion and Capital Structure
Graham and Tucker (2006)
Graham and Tucker (2006) gather a unique sample of 44 tax shelter cases to
investigate the magnitude of tax shelter activity and whether participating in a
shelter is related to corporate debt policy. The average annual deduction produced by
the shelters in our sample is very large, equaling approximately nine percent of asset
value. These deductions are more than three times as large as interest deductions for
comparable companies. Firms use less debt when they engage in tax sheltering.
Compared to companies with similar pre-shelter debt ratios, the debt ratios of firms
engaged in tax shelters fall by about 8%. The tax shelter firms in our sample appear
underlevered if shelters are ignored, but do not appear underlevered once shelters are
considered.
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Taxation and Banking
Johannesen (2014) Chernykh and Mityakov (2015) Cetorelli and Goldberg (2016)
Demirgüç-Kunt and Huizinga (2001) Hasan et al. (2014) Isin (2018)
Johannesen (2014) Bank deposits in offshore financial centers may be used to evade
taxes on interest income. A recent EU reform limits the scope for this type of tax
evasion by introducing a withholding tax on interest income earned by EU households
in Switzerland and several other offshore centers. This paper estimates the impact of
the withholding tax on Swiss bank deposits held by EU residents while using non-EU
residents who were not subject to the tax as a comparison group. We present
evidence that Swiss bank deposits owned by EU residents declined by 30-40% relative
to other Swiss bank deposits in two quarters immediately before and after the tax was
introduced. We also present evidence suggesting that the drop in Swiss bank deposits
was driven by behavioral responses aiming to escape the tax - such as the transfer of
funds to bank accounts in other offshore centers and the transfer of formal ownership
of Swiss bank accounts to offshore holding companies - rather than repatriation of
funds.
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Johannesen and Zucman (2014) Exploiting a unique panel dataset, their study is the
first attempt to assess how the treaties (bilateral treaties providing exchange of bank
information) affected bank deposits in tax havens. Rather than repatriating funds,
their results suggest that tax evaders shifted deposits to havens not covered by a
treaty with their home country. The crackdown thus caused a relocation of deposits
at the benefit of the least compliant havens.
Chernykh and Mityakov (2015) use mandatory Russian banks’ reports to the
Central Bank to construct a novel measure of offshore-banking. Individual
bank involvement in offshore schemes is calculated as a fraction of total
transactions with foreign countries that goes through offshores. We
document a positive relation between banks’ offshore activities and tax
evasion of non-financial companies connected to such banks. They further
find that offshore-banking is closely connected to other bank malfeasance: tax
evasion, money laundering, and accounting fraud. Finally, they show that Central
Bank can eventually detect and sanction involved banks. Our paper provides first
systematic empirical evidence on the role of bank-firm relationships in offshore-tax
evasion schemes.
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Cetorelli and Goldberg (2016) Banks have progressively evolved from being
standalone institutions to being subsidiaries of increasingly complex financial
conglomerates.They conjecture and provide evidence that the organizational
complexity of the family of a bank is a fundamental driver of the business model of
the bank itself, as reflected in the management of the bank’s own balance sheet.
Using micro-data on global banks with branch operations in the United States, they
show that branches of conglomerates in more complex families have a markedly lower
lending sensitivity to funding shocks. The balance sheet management strategies of
banks are very much determined by the structure of the organizations the banks
belong to. The complexity of the conglomerate can change the scale of the lending
channel for a large global bank by more than 30 percent.
Demirgüç-Kunt and Huizinga (2001) Using bank level data for 80 countries in the
1988-1995 period, this paper examines taxation of domestic and foreign-owned banks.
The profitability of foreign banks is found to rise relatively little with their domestic
tax burden, perhaps reflecting the availability of foreign tax credits and profit shifting
opportunities. The paper also examines whether domestic and foreign banks pay
different amounts of domestic tax. Taxes paid by foreign banks are shown to rise
relatively little with the local statutory tax. This evidence supports the hypothesis
that foreign banks engage in relatively extensive profit shifting.
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Hasan et al. (2014) find that firms with greater tax avoidance incur higher spreads
when obtaining bank loans. This finding is robust in a battery of sensitivity analyses
and in two quasi-experimental settings including the implementation of Financial
Accounting Standards Board Interpretation No. 48 and the revelation of past tax
sheltering activity. Firms with greater tax avoidance also incur more stringent
nonprice loan terms, incur higher at-issue bond spreads, and prefer bank loans over
public bonds when obtaining debt financing. Overall, these findings indicate that
banks perceive tax avoidance as engendering significant risks.
Isin (2018) Examining the syndicate loans market for publicly traded U.S. firms he
shows that tax avoidance is positively related to loan spreads. Importantly, however,
tax-specific premiums disappear for loans with large number of co-leads, which
facilitate credit risk diversification, for loans with performance pricing provisions,
which facilitate borrower-lender incentive alignment, and for borrowers with CDS
contracts, which facilitate credit risk transfer. Moreover, non-bank institutional
investors demand higher risk premiums to compensate for their high-risk investment
strategies that also account for tax-specific risks and do not have particular focus on
tax-specific risk taking. Finally, he shows that simultaneous access to private and
public debt financing, which reflects greater firm-level financial flexibility and fewer
hold-up problems, largely mitigates agency risks associated with all forms of tax
avoidance. These syndicate-level risk-mitigating measures work jointly well and are
more effective, ex-ante, at moderating tax-specific risks in comparison to
maintenance-based covenant structures alone. These results help identify channels
through which firms can mitigate non-tax costs associated with tax avoidance and,
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hence, effectively pursue strategies that persistently reduce their corporate tax
liabilities without incurring material agency costs.
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Little Islands & Tax Havens
Garcia-Bernardo et al. (2017) Hines Jr (2010) Hampton and Christensen (2002) Van Dijk et
al. (2006) Dharmapala and Hines (2009) Dharmapala (2008) Kudrle (2009)
Garcia-Bernardo et al. (2017) Multinational corporations use highly complex
structures of parents and subsidiaries to organize their operations and ownership.
Offshore Financial Centers (OFCs) facilitate these structures through low taxation
and lenient regulation, but are increasingly under scrutiny, for instance for enabling
tax avoidance. Therefore, the identification of OFC jurisdictions has become a
politicized and contested issue. They introduce a novel data-driven approach for
identifying OFCs based on the global corporate ownership network, in which over 98
million firms (nodes) are connected through 71 million ownership relations. This
granular firm-level network data uniquely allows identifying both sink-OFCs and
conduit-OFCs. Sink-OFCs attract and retain foreign capital while conduit-OFCs are
attractive intermediate destinations in the routing of international investments and
enable the transfer of capital without taxation. They identify 24 sink-OFCs. In
addition, a small set of five countries – the Netherlands, the United Kingdom, Ireland,
Singapore and Switzerland – canalize the majority of corporate offshore investment as
conduit-OFCs. Each conduit jurisdiction is specialized in a geographical area and
there is significant specialization based on industrial sectors. Against the idea of
OFCs as exotic small islands that cannot be regulated, they show that many sink and
conduit-OFCs are highly developed countries.
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Hines Jr (2010) In movies and novels, tax havens are often settings for shady
international deals; in practice, they are rather less flashy. Tax havens, also known as
”offshore financial centers” or ”international financial centers,” are countries and
territories that offer low tax rates and favorable regulatory policies to foreign
investors. For example, tax havens typically tax inbound investment at zero or very
low rates and further encourage investment with telecommunications and
transportation facilities, other business infrastructure, favorable legal environments,
and limited bureaucratic hurdles to starting new firms. Tax havens are small; most
are islands; all but a few have populations below one million; and they have
above-average incomes. The United States and other higher-tax countries frequently
express concerns over how tax havens may affect their economies. Do they erode
domestic tax collections; attract economic activity away from higher-tax countries;
facilitate criminal activities; or reduce the transparency of financial accounts and so
impede the smooth operation and regulation of legal and financial systems around the
world? Do they contribute to excessive international tax competition? These concerns
are plausible, albeit often founded on anecdotal rather than systematic evidence. Yet
tax haven policies may also benefit other economies and even facilitate the effective
operation of the tax systems of other countries. This paper evaluates evidence of the
economic effects of tax havens.
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Hampton and Christensen (2002) The stock of wealth held offshore is estimated at
US$6 trillion. Many small island economies (SIEs) host offshore finance centers, and
some SIEs are highly dependent upon offshore finance. Extreme examples have over
90% of government revenues derived from finance sector activities. Since 1998 a series
of international initiatives have been launched to combat harmful tax practices,
money laundering, and inadequate financial regulation. These initiatives will
transform the economies of many SIEs. This paper explores the dependence of many
SIEs upon offshore finance and the barriers to diversification arising from their
smallness and unique political economies.
Dharmapala and Hines (2009) analyze the factors influencing whether countries
become tax havens. Roughly 15% of countries are tax havens; as has been widely
observed, these countries tend to be small and affluent. This paper documents
another robust empirical regularity: better-governed countries are much more likely
than others to become tax havens. Controlling for other relevant factors, governance
quality has a statistically significant and quantitatively large association with the
probability of being a tax haven. For a typical country with a population under one
million, the likelihood of a becoming a tax haven rises from 26% to 61% as governance
quality improves from the level of Brazil to that of Portugal. Evidence from US firms
suggests that low tax rates offer much more powerful inducements to foreign
investment in well-governed countries than do low tax rates elsewhere. This may
explain why poorly-governed countries do not generally attempt to become tax
havens, and suggests that the range of sensible tax policy options is constrained by
the quality of governance.
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Dharmapala (2008) provide an overview of a growing body of research that analyses
the consequences and determinants of the existence of tax-haven countries. Tax
havens tend to have stronger governance institutions than comparable non-haven
countries.
Kudrle (2009) No substantial and consistent impact of blacklisting on banking
investment in and out of the tax havens (across 38 jurisdictions).
Van Dijk et al. (2006) investigates the extent to which the Netherlands can be
regarded as a tax haven. All the empirical evidence indicates that the Netherlands is
a tax haven. This is because it deliberately offers companies who would not otherwise
seek to be resident within its territory the means to reduce their tax charges on
interest, royalties, dividends and capital gains income from subsidiary companies. As
a consequence, the Netherlands hosts nearly 20,000 so-called ’mailbox companies’.
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Taxes, Employees & Individuals
? Besley et al. (2019) Alstadsæter et al. (2014) Andersen et al. (2017) Nallareddy et al.
(2018) Cullen et al. (2018) Alm et al. (2017) Halan et al. (2016) Hallsworth et al. (2017)
Law and Mills (2015) Dwenger et al. (2016) Kreiner et al. (2016) Saez (2016) Engström et
al. (2015) Chetty (2009) Desai and Dharmapala (2006)
Slemrod et al. (2019) examine two Pakistani programs to explore the role of
deterrence as well as social and psychological factors in the tax compliance behavior
of agents. In the first of these programs, the government began revealing income tax
paid by every taxpayer in the country. The second program publicly recognizes and
rewards the top 100 tax paying corporations, partnerships, self-employed individuals,
and wage-earners. They find that both public disclosure and social recognition of top
taxpayers caused a substantial increase in tax payments. They explore the drivers of
this behavior, including the shift of social norms toward compliance.
Besley et al. (2019) This paper studies individual and social motives in tax evasion.
They build a simple dynamic model that incorporates these motives and their
interaction. The social motives underpin the role of norms and is the source of the
dynamics that they study. Their empirical analysis exploits the adoption in 1990 of a
poll tax to fund local government in the UK, which led to widespread evasion. The
evidence is consistent with the model’s main predictions on the dynamics of evasion.
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Alstadsæter et al. (2014) In 2005, over 8% of Norwegian shareholders transferred their
shares to new (legal) tax shelters intended to defer taxation of capital gains and
dividends that would otherwise be taxable in the aftermath of 2006 reform. Using
detailed administrative data they identify family networks and describe how take up
of tax avoidance progresses within a network. A feature of the reform was that the
ability to set up a tax shelter changed discontinuously with individual shareholding of
a firm and they use this fact to estimate the causal effect of availability of tax
avoidance for a taxpayer on tax avoidance by others in the network. They find that
take up in a social network increases the likelihood that others will take up. This
suggests that taxpayers affect each other’s decisions about tax avoidance, highlighting
the importance of accounting for social interactions in understanding enforcement and
tax avoidance behavior, and providing a concrete example of ”optimization frictions”
in the context of behavioral responses to taxation.
Andersen et al. (2017) Do political institutions limit rent seeking by politicians? They
study the transformation of petroleum rents, almost universally under direct
government control, into hidden wealth using unique data on bank deposits in
offshore financial centers that specialize in secrecy and asset protection. Their main
finding is that plausibly exogenous shocks to petroleum income are associated with
significant increases in hidden wealth, but only when institutional checks and balances
are weak. The results suggest that around 15% of the windfall gains accruing to
petroleum-producing countries with autocratic rulers is diverted to secret accounts.
They find very limited evidence that shocks to other types of income not directly
controlled by governments affect hidden wealth.
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Nallareddy et al. (2018) study the effects of corporate tax changes on income
inequality. Using state corporate tax rate changes as a setting, they show that cutting
state corporate tax rates leads to increases in income inequality. This result is robust
to using regression and matching approaches, and to controlling for a host of potential
confounders. Contrary to the effects of tax cuts, they find no effects of tax increases
on income inequality at the state level. They then use data from the IRS Statistics of
Income to explore the mechanism behind the rise in income inequality. They find tax
cuts lead to higher reported capital income and a decrease in wage and salary income.
These effects are concentrated among top earners, and they find no effects for those
reporting less than $200,000 in income. This result provides evidence that one
mechanism for the relation between tax cuts and inequality is that wealthy individuals
shift their income to reduce taxes while others do not. Finally, they explore the effects
of corporate tax cuts on capital investment using data from the Annual Survey of
Manufactures. They find that tax cuts lead to an increase in real investment,
suggesting a trade-off between investment and inequality at the state level.
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Cullen et al. (2018) ask whether attitudes toward government play a causal role in the
evasion of U.S. personal income taxes. They first use individual-level survey data to
demonstrate a link between sharing the party of the president and trust in the
administration generally and opinions on taxation and spending policy, more
specifically. Next, they move to the county level, and measure tax behavior as
elections, decided by the voting behavior in swing-states, push voters in partisan
counties into and out of alignment with the party of the president. Using IRS data,
they find that reported taxable income increases as a county moves into alignment,
with the increases concentrated in income sources that are easily evaded, due to lack
of third-party reporting. Corroborating the view that evasion falls, potentially suspect
EITC claims and audit rates also fall. Their results provide real-world evidence that a
positive outlook on government lowers tax evasion.
Alm et al. (2017) This paper analyzes the impact of confidentiality of taxpayer
information on the level of compliance in two countries with very different levels of
citizen trust in government - the United States and Italy. Using identical laboratory
experiments conducted in the two countries, we analyze the impact on tax compliance
of ”Full Disclosure” (e.g., release of photos of tax evaders to all subjects, along with
information on the extent of their non-compliance) and of ”Full Confidentiality” (e.g.,
no public dissemination of photos or non-compliance). Our empirical analysis applies
a two-stage strategy that separates the evasion decision into its extensive (e.g.,
”participation”) and intensive (e.g. ”amount”) margins. We find strong support for
the notion that public disclosure acts as an additional deterrent to tax evaders, and
that the deterrent effect is concentrated in the first stage of the two-stage model (or
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whether to evade or not). We also find that the deterrent effect is similar in the U.S.
and in Italy, despite what appear to be different social norms of compliance in the two
countries.
Halan et al. (2016) use an audit methodology where auditors ask for tax-saving
instruments from banks and document the disclosures made on product features at
the time of sale. In private sector banks with high sales incentives, the high
commission product is recommended. In public sector banks, where there are deposit
mobilisation targets, fixed deposits are recommended. Banks rarely make voluntary
disclosures on product features. When specifically requested, information provided is
inaccurate or incomplete. Their results demonstrate the challenges of mandating
disclosures when buyers have little understanding of the relevance of product
characteristics, and distributors are themselves ignorant or influenced by incentives.
Hallsworth et al. (2017) Tax collection problems date back to the earliest recorded
history of mankind. This paper begins with a simple theoretical construct of paying
(rather than declaring) taxes, which we argue has been an overlooked aspect of tax
compliance. This construct is then tested in two large natural field experiments.
Using administrative data from more than 200,000 individuals in the UK, we show
that including social norms and public goods messages in standard tax payment
reminder letters considerably enhances tax compliance. The field experiments
increased taxes collected by the Government in the sample period and were cost-free
to implement, demonstrating the potential importance of such interventions in
increasing tax compliance.
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Gorodnichenko et al. (2009) examine the effects of Russia’s 2001 flat rate income tax
reform on consumption, income, and tax evasion. They use the gap between
household expenditures and reported earnings as a proxy for tax evasion with data
from a household panel for 1998-2004. They associate large and significant changes in
tax evasion following the flat tax reform with changes in voluntary compliance. They
develop a consumption-based framework to assess the deadweight loss from income
tax in the presence of tax evasion and show that the efficiency gains from the reform
are at least 30 percent smaller than the gains implied by conventional approaches
Law and Mills (2015) re-investigate whether managerial characteristics explain
corporate tax aggressiveness. They find that managers with military experience
pursue less tax avoidance than other managers, and pay an estimated $1-$2 million
more in corporate taxes per firm-year. These managers also undertake less aggressive
tax planning strategies with smaller tax reserves and fewer tax havens. Although they
leave tax money on the table, boards hiring these managers benefit from reductions in
other gray areas in corporate reporting. The broad implications are as follows. For
employee selection, boards can consider employees’ personal characteristics as a
control mechanism when outputs are difficult to contract ex ante or measure ex post.
For contract design, boards can provide incentives to encourage more tax planning
because there is less fear of stealing from shareholders.
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Dwenger et al. (2016) study extrinsic and intrinsic motivations for tax compliance in
the context of a local church tax in Germany. This tax system has historically relied
on zero deterrence so that any compliance at baseline is intrinsically motivated.
Starting from this zero deterrence baseline, they implement a field experiment that
incentivized compliance through deterrence or rewards. Using administrative records
of taxes paid and true tax liabilities, they use these treatments to document that
intrinsically motivated compliance is substantial, that a significant fraction of it may
be driven by duty- to-comply preferences, and that there is no crowd- out between
extrinsic and intrinsic motivations.
Kreiner et al. (2016) use monthly payroll records for all Danish employees to identify
widespread intertemporal shifting of labor income in response to a tax reform that
significantly reduced the marginal tax rates for one- fourth of all employees. When
ignoring shifting, the estimate of the overall elasticity of taxable income equals 0.1,
and the elasticity is increasing with earnings. When removing the shifting component,
the elasticity is close to zero at all earnings levels. The evidence also indicates that
tax salience, liquidity constraints and firm willingness to cooperate in shifting are
important factors in explaining shifting behavior.
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Saez (2016) provide preliminary evidence on behavioral responses to taxation around
the 2013 tax increase that raised top marginal tax rates on capital income by about
9.5 points and on labor income by about 6.5 points. Using published tabulated tax
statistics from the Statistics of Income division of the IRS, they find that reported top
1% incomes were significantly higher in 2012 than in 2013, implying a large short-run
elasticity of reported income with respect to the net-oftax rate in excess of one. This
large short-run elasticity is due to income retiming for tax avoidance purposes and is
particularly high for realized capital gains and dividends, and highest at the very top
of the income distribution. However, comparing 2011 and 2015 top incomes uncovers
only a small medium-term response to the tax increase as top income shares resumed
their upward trend after 2013. Overall, they estimate that at most 20% of the
projected tax revenue increase from the 2013 tax reform is lost through behavioral
responses. This implies that the 2013 tax increase was an efficient way to raise revenue
Engström et al. (2015) study if taxpayers are loss averse when filing returns.
Preliminary deficits might be viewed as losses assuming zero preliminary balances as
reference points. Swedish taxpayers can to try to escape such losses by claiming
deductions after receiving information about the preliminary balance. Using a
regression kink and discontinuity approach, they study data for 3.6 million Swedish
taxpayers for 2006. There are strong causal effects of preliminary tax deficits on the
probability of claiming deductions. Compliance will increase and auditing costs will
be reduced if preliminary taxes are calibrated so that most taxpayers receive refunds.
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Chetty (2009) Martin Feldstein’s (1999) widely used taxable income formula for
deadweight loss assumes the marginal social cost of evasion and avoidance equals the
tax rate. This condition is likely to be violated in practice for two reasons. First,
some of the costs of evasion and avoidance are transfers to other agents. Second, some
individuals overestimate the costs of evasion and avoidance. In such situations, excess
burden depends on a weighted average of the taxable income and total earned income
elasticities, with the weight determined by the resource cost of sheltering income from
taxation. This generalized formula implies the efficiency cost of taxing high income
individuals is not necessarily large despite evidence that their reported incomes are
highly sensitive to marginal tax rates
Desai and Dharmapala (2006) This paper analyzes the links between corporate tax
avoidance and the growth of high-powered incentives for managers. A simple model
demonstrates the role of feedback effects between tax sheltering and managerial
diversion in determining how high-powered incentives influence tax sheltering
decisions. A novel measure of corporate tax avoidance (the component of the
book-tax gap not attributable to accounting accruals) allows for an investigation of
the link between tax avoidance and incentive compensation. Increases in incentive
compensation tend to reduce the level of tax sheltering, in a manner consistent with a
complementary relationship between diversion and sheltering. In addition, this
negative effect is driven primarily by firms with relatively weak governance
arrangements, confirming a central prediction of the model. These results can help
explain the growing cross-sectional variation among firms in their levels of tax
Homanen (2018)

Conscious Finance

Cass Business School

379

Taxes, Employees & Individuals X

avoidance, the undersheltering puzzle, and why large book-tax gaps are associated
with subsequent negative abnormal returns.
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Bertrand et al. (2018a) Foley et al. (2019) Egerod (2019) Kacperczyk and Pagnotta (2019)
Houser et al. (2015) Schoenherr (2018) Dyck et al. (2013) Chen and Kung (2018) Hoechle et
al. (2018) Newson and Trebbi (2018) Baslandze et al. (2018) Fang et al. (2018) Kallunki et
al. (2018) Hsiang and Sekar (2016) Finan et al. (2018) Ortner and Chassang (2018) Parsons
et al. (2018) Cohen and Gurun (2018) Colonnelli and Prem (2017) Sena et al. (2017) Egan
et al. (2016) Dimmock et al. (2016) Enikolopov et al. (2018) Cieślik and Goczek (2018)
Pellegrino and Zingales (2017) Martinez-Bravo et al. (2017) Leuz et al. (2017) Kuang and
Lee (2017) Dennis et al. (2017) Azar et al. (2016) Grieser et al. (2016) Zeume (2016)
Khanna et al. (2015) Dyck et al. (2010) Fisman and Svensson (2007) Liu (2016) Mironov
(2015) Bobonis et al. (2013) Cornaggia et al. (2016) Smith (2016) Tenbrunsel and Thomas
(2015) Banerjee et al. (2015a) Bertrand et al. (2007) Olken (2007) Yermack (2006) Lee et
al. (2018) Shive and Forster (2016) Acconcia et al. (2014) Mauro (1995) Shleifer and Vishny
(1993)
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Bertrand et al. (2018a) Using plant-level data from France, they document a potential
cost of political connections for firms that is not offset by other benefits. Politically
connected CEOs alter corporate employment decisions to help (regional) politicians in
their re-election efforts by having higher job and plant creation rates, and lower rates
of destruction in election years, especially in politically contested areas. There is little
evidence that connected firms benefit from preferential access to government
resources, such as subsidies or tax exemptions. Connected firms are less profitable in
the cross-section and also experience a drop in profitability when a connected CEO
comes to power.
Foley et al. (2019) Cryptocurrencies are among the largest unregulated markets in the
world. They find that approximately one-quarter of bitcoin users are involved in
illegal activity. They estimate that around $76 billion of illegal activity per year
involves bitcoin (46% of bitcoin transactions), which is close to the scale of the US
and European markets for illegal drugs. The illegal share of bitcoin activity declines
with mainstream interest in bitcoin and with the emergence of more opaque
cryptocurrencies. The techniques developed in this paper have applications in
cryptocurrency surveillance. Their findings suggest that cryptocurrencies are
transforming the black markets by enabling ”black e-commerce.”
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Egerod (2019) For fear of retribution, agencies may enforce rules more leniently
against firms with political connections. He tests the argument as it pertains to the
enforcement of tax policy by the Internal Revenue Service (IRS). He compiles a
database of publicly listed firms, that have hired Members of the US Congress (MCs)
in the period 2004-2015. He shows that hiring a former MC decreases the average
company’s tax rate. The effect is strongest, when firms hire the best connected former
MCs, who served in committees responsible for oversight of the IRS. To show that the
effect is driven by more lenient enforcement, he maps out the interactions between the
IRS and the firms, and shows that hiring a former MC is associated with a lower
probability of being audited. These results indicate that rules are enforced differently
against politically connected firms. They can use this to pursue significant economic
rents.
Kacperczyk and Pagnotta (2019) Using over 5,000 trades unequivocally based on
nonpublic information about firm fundamentals, they find that asymmetric
information proxies display abnormal values on days with informed trading. Volatility
and volume are abnormally high, whereas illiquidity is low, in equity and option
markets. Daily returns reflect the sign of private signals, but bid-ask spreads are
lower when informed investors trade. Market makers’ learning under event
uncertainty and limit orders help explain these findings. The cross-section of
information duration indicates that traders select days with high uninformed volume.
Evidence from the U.S. SEC Whistleblower Reward Program and the FINRA
involvement addresses selection concerns.
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Houser et al. (2015) Acts of dishonesty permeate life. Understanding their origins,
and what mechanisms help to attenuate such acts is an underexplored area of
research. This study takes an economics approach to explore the propensity of
individuals to act dishonestly across different economic environments. They begin by
developing a simple model that highlights the channels through which one can
increase or decrease dishonest acts. They lend empirical insights into this model by
using an experiment that includes both parents and their young children as subjects.
They find that the highest level of dishonesty occurs in settings where the parent acts
alone and the dishonest act benefits the child rather than the parent. In this spirit,
there is also an interesting effect of children on parents’ behavior: in the child’s
presence, parents act more honestly, but there are gender differences. Parents act
more dishonestly in front of sons than daughters. This finding has the potential of
shedding light on the origins of the widely documented gender differences in cheating
behavior observed among adults.
Schoenherr (2018) Exploiting a unique institutional setting in Korea, this paper
documents that politicians can increase the amount of government resources allocated
through their social networks to the benefit of private firms connected to these
networks. After winning the election, the new president appoints members of his
networks as CEOs of state-owned firms that act as intermediaries in allocating
government contracts to private firms. In turn, these state firms allocate significantly
more procurement contracts to private firms with a CEO from the same network.
Contracts allocated to connected private firms are executed systematically worse and
exhibit more frequent cost increases through renegotiations.
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Dyck et al. (2013) estimate the pervasiveness and the cost of corporate fraud. To
identify the potential ’iceberg’ of undetected fraud they take advantage of Arthur
Andersen’s demise, which forces companies to change auditors and exposes
preexisting frauds. This experiment suggests that only one quarter of frauds are
detected in normal times, and leads us to infer that in the 1996-2004 period on
average one out of seven large publicly-traded US firms was engaged in fraud. They
obtain similar estimates by using an alternative approach. Firms that engage in fraud
destroy on average one fifth of their value. These estimates set the average cost of
fraud in large corporations to be $380 billion a year.
Chen and Kung (2018) Using data on over a million land transactions during
2004-2016 where local governments are the sole seller, they find that firms linked to
members of China’s supreme political elites-the Politburo-obtained a price discount
ranging from 55.4% to 59.9% compared to those without the same connections. These
firms also purchased slightly more land. In return, the provincial party secretaries
who provided the discount to these ”princeling” firms are 23.4% more likely to be
promoted to positions of national leadership. To curb corruption, President Xi
Jinping stepped up investigations and strengthened personnel control at the province
level. Using a spatially matched sample (e.g., within a 500-meter radius), they find a
reduction in corruption of between 50.1% and 43.6% in the provinces either targeted
by the central inspection teams or whose party secretary was replaced by one
appointed by Xi himself. Accordingly, this crackdown on corruption has also
significantly reduced the promotional prospects of those local officials who rely on
supplying a discount to get ahead.
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Hoechle et al. (2018) use a unique data set from a large retail bank containing
internal managerial accounting data on revenues and costs per client to analyze how
banks and their financial advisors generate profits with customers. They find that
advised transactions are associated with higher profits than independently executed
trades of the same client. The bank’s own mutual funds and structured products are
most profitable for the bank, and profits increase with trade size. They show that
advisors recommend exactly those transactions. Furthermore, they find that advised
clients achieve a worse performance than independent clients, suggesting that advisors
put their employer’s interest first.
Newson and Trebbi (2018) explore the role of ruling elites in autocratic regimes and
provide an assessment of tools useful to clarify the structure of opaque political
environments. They first showcase the importance of analyzing autocratic regimes as
non-unitary actors by discussing extant work on nondemocracies in Sub-Saharan
Africa and China, where the prevailing view of winner-take-all contests can be clearly
rejected. They show how specific biographical information about powerful cadres
helps shed light upon the composition of the inner circles that empower autocrats.
They further provide an application of these methods to the Democratic People’s
Republic of Korea (DPRK), one of the most personalistic, opaque, and data-poor
political regimes in the world today. Employing information from DPRK state media
on participants at official state events, they are able to trace the evolution and
consolidation of Supreme Leader Kim Jong Un around the transition period following
the death of his father, Kim Jong Il. The internal factional divisions of the DPRK are
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explored during and after this transition. Final general considerations for the future
study of the political economy of development are presented.
Baslandze et al. (2018) Do political connections affect firm dynamics, innovation, and
creative destruction? They study Italian firms and their workers to answer this
question. Their analysis uses a brand-new dataset, spanning the period from 1993 to
2014, where they merge: (i) firm-level balance sheet data; (ii) social security data on
the universe of workers; (iii) patent data from the European Patent Office; (iv) the
national registry of local politicians; and (v) detailed data on local elections in Italy.
They find that firm-level political connections are widespread, especially among large
firms, and that industries with a larger share of politically connected firms feature
worse firm dynamics. They identify a leadership paradox: When compared to their
competitors, market leaders are much more likely to be politically connected, but
much less likely to innovate. In addition, political connections relate to a higher rate
of survival, as well as growth in employment and revenue, but not in productivity - a
result that we also confirm using a regression discontinuity design. They build a firm
dynamics model, where they allow firms to invest in innovation and/or political
connection to advance their productivity and to overcome certain market frictions.
Their model highlights a new interaction between static gains and dynamic losses
from rent-seeking in aggregate productivity.
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Fang et al. (2018) Governments are important financiers of private sector innovation.
While these public funds can ease capital constraints and information asymmetries,
they can also introduce political distortions. They empirically explore these issues for
China, where a quarter of firms’ R&D expenditures come from government subsidies.
Using a difference-in-differences approach, they find that the anticorruption campaign
that began in 2012 and the departures of local government officials responsible for
innovation programs strengthened the relationship between firms’ historical innovative
efficiency and subsequent subsidy awards and depressed the influence of their
corruption-related expenditures. They also examine the impact of these changes:
subsidies became significantly positively associated with future innovation after the
anti-corruption campaign and the departure of government innovation officials.
Kallunki et al. (2018) explore why insiders engage in informed trading, given the
surprisingly small average insider returns reported in the literature and the potential
costs involved. They begin by proposing a model of an insider’s decision to engage in
insider trading. They then empirically test the model’s predictions using archival data
of corporate insiders in Sweden. Consistent with the model, they find that less
wealthy insiders are more likely to time their insider selling, and to sell in greater
magnitudes, prior to abnormal price declines than wealthy insiders. They also find
that less wealthy insiders with lower risk aversion as measured by their criminal
behavior are particularly prone to timing their selling to avoid price declines.
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Hsiang and Sekar (2016) Black markets are estimated to represent a fifth of global
economic activity, but their response to policy is poorly understood because
participants systematically hide their actions. A one-time legal sale of ivory stocks in
2008 was designed as an experiment, but its global impact has not been evaluated.
They find that international announcement of the legal ivory sale corresponds with an
abrupt 66% increase in illegal ivory production across two continents, and a possible
ten-fold increase in its trend.
Finan et al. (2018) Political corruption is considered a major impediment to economic
development, and yet it remains pervasive throughout the world. This paper
examines the extent to which government audits of public resources can reduce
corruption by enhancing political and judiciary accountability. They do so in the
context of Brazil’s anti-corruption program, which randomly audits municipalities for
their use of federal funds. They find that being audited in the past reduces future
corruption by 8 percent, while also increasing the likelihood of experiencing a
subsequent legal action by 20 percent. They interpret these reduced-form findings
through a political agency model, which they structurally estimate. Based on their
estimated model, the reduction in corruption comes mostly from the audits increasing
the perceived threat of the non-electoral costs of engaging in corruption.
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Ortner and Chassang (2018) model the investigation of criminal activity as a
principal-agent-monitor problem in which the agent can corrupt the monitor and
side-contract to destroy evidence. Building on insights from Laffont and Martimort
(1997) they study whether the principal can benefit from endogenously creating
asymmetric information between the agent and the monitor. They show that the
principal can potentially obtain large benefits from randomizing the incentives given
to the monitor (and letting those serve as the monitor’s private information), but that
the optimality of random incentives depends on pre-existing patterns of private
information. This motivates us to develop a datadriven framework for policy
evaluation using only unverified report data.
Parsons et al. (2018) Financial misconduct (FM) rates differ widely between major
U.S. cities, up to a factor of three. Although spatial differences in enforcement and
firm characteristics do not account for these patterns, city-level norms appear to be
very important. For example, FM rates are strongly related to other unethical
behavior, involving politicians, doctors, and (potentially unfaithful) spouses, in the
city.
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Cohen and Gurun (2018) document evidence that firms systematically increase
specialized, locally targeted advertising following the firm being taken to trial in that
given location - precisely following initiation of the suit. In particular, they use legal
actions brought against publicly traded firms over the 20 year sample period that
progress to trial from 1995-2014. In terms of magnitude, the increase is sizable:
targeted local advertising increases by 23% (t=4.39) following the suit. Moreover,
firms concentrate these strategic increases in locations where the return on their
advertising dollars are largest: in smaller, more concentrated advertising markets
where fewer competitor firms are advertising. They focus their advertisement spikes
specifically toward jury trials, and in fact specifically toward the most likely jury pool.
Lastly, they document that these advertising spikes are associated with verdicts,
increasing the probability of a favorable outcome.
Colonnelli and Prem (2017) exploit spatial variation in randomized anti-corruption
audits related to government procurement contracts in Brazil to assess how corruption
affects resource allocation, firm performance, and the local economy. After an
anti-corruption crackdown, regions experience more entrepreneurship, improved access
to finance, and higher levels of economic activity. This is inconsistent with corruption
acting as ”grease in the wheel”. They find that two channels explain these facts:
allocation of resources to less efficient firms, and distortions in government dependent
firms. Using firms involved in corrupt business with the municipality, i.e. ”corrupt
firms,” they find that the second channel is more important. Difference in difference
estimation suggests that, after audits, the performance of corrupt firms improves
relative to a similar set of unaffected firms. Corrupt firms invest more, increase
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borrowing and leverage, reallocate labor inside the firm, restructure the organizational
design by increasing hierarchical layers, rely less on government contracts, and grow
faster. Their findings provide novel micro-evidence on why corruption acts as an
institutional failure that is detrimental to firm performance and economic growth.
Sena et al. (2017) they test whether independent boards can insulate a company from
the detrimental impact of corruption on its performance (proxied by innovation).
Egan et al. (2016) construct a novel database containing the universe of financial
advisers in the United States from 2005 to 2015, representing approximately 10% of
employment of the finance and insurance sector. They provide the first large-scale
study that documents the economy-wide extent of misconduct among financial
advisers and the associated labor market consequences of misconduct. Seven percent
of advisers have misconduct records, and this share reaches more than 15% at some of
the largest advisory firms. Roughly one third of advisers with misconduct are repeat
offenders. Prior offenders are five times as likely to engage in new misconduct as the
average financial adviser. Firms discipline misconduct: approximately half of financial
advisers lose their jobs after misconduct. The labor market partially undoes firm-level
discipline by rehiring such advisers. Firms that hire these advisers also have higher
rates of prior misconduct themselves, suggesting ”matching on misconduct.” These
firms are less desirable and offer lower compensation. We argue that heterogeneity in
consumer sophistication could explain the prevalence and persistence of misconduct at
such firms. Misconduct is concentrated at firms with retail customers and in counties
with low education, elderly populations, and high incomes. Their findings are
consistent with some firms ”specializing” in misconduct and catering to
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unsophisticated consumers, while others use their clean reputation to attract
sophisticated consumers.
Dimmock et al. (2016) Using a novel data set of U.S. financial advisors that includes
individuals’ employment histories and misconduct records, they show that co-workers
influence an individual’s propensity to commit financial misconduct. They identify
co-workers’ effect on misconduct using changes in co-workers caused by mergers of
financial advisory firms. The tests include merger-firm fixed effects to exploit the
variation in changes to co-workers across branches of the same firm. The probability
of an advisor committing misconduct increases if his new co-workers, encountered in
the merger, have a history of misconduct. This effect is stronger between
demographically similar co-workers.
Enikolopov et al. (2018) Does new media promote accountability in nondemocratic
countries, where offline media is often suppressed? They show that blog posts, which
exposed corruption in Russian state-controlled companies, had a negative causal
impact on their market returns. For identification, they exploit the precise timing of
blog posts by looking at within-day results with company-day fixed effects.
Furthermore, they show that the posts are ultimately associated with higher
management turnover and less minority shareholder conflicts. Taken together, their
results suggest that social media can discipline corruption even in a country with
limited political competition and heavily censored traditional media.
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Cieślik and Goczek (2018) In this paper, they study the effects of corruption using an
open economy version of the endogenous growth model with international capital
mobility. In particular, the model predicts that corruption negatively affects the stock
of international investment in the host country. In addition, the model predicts that
growth should be impaired by the uncertainty caused by corruption. Bribes, unlike
taxes, involve unpredictable distortion in the discretionary and uncertain use of the
government power. This results in additional costs to businesses and alongside with
resources allocated to unproductive activities impose an extra burden on the economy.
They test empirically the predictions of the theory using a sample of 142 countries for
the period 1994-2014 and GMM methods. Using indicators of control of corruption
from the World Bank, the lack of corruption is found to have a positive and
statistically significant effect on the growth rate of real per capital GDP and increased
the investment ratio. Hence, the empirical results suggest that corruption directly
hinders economic growth by hampering investment. The estimated effects are robust
to changes in specifications and estimation methods. Thus, it can be concluded that
richer countries with better access to international financing should be growing faster
and be less prone to the adverse effects of corruption than the emerging economies.
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Pellegrino and Zingales (2017) try to explain why Italy’s labor productivity stopped
growing in the mid-1990s. They find no evidence that this slowdown is due to trade
dynamics, Italy’s inefficient governmental apparatus, or excessively protective labor
regulations. By contrast, the data suggest that Italy’s slowdown was more likely
caused by the failure of its firms to take full advantage of the ICT revolution. While
many institutional features can account for this failure, a prominent one is the lack of
meritocracy in the selection and rewarding of managers. Familyism and cronyism are
the ultimate causes of the Italian disease.
Martinez-Bravo et al. (2017) Democracies widely differ in the extent to which
powerful elites and interest groups retain influence over politics. While a large
literature argues that elite capture is rooted in a country’s history, our understanding
of the determinants of elite persistence is limited. In this paper, they show that
allowing old-regime agents to remain in office during democratic transitions is a key
determinant of the extent of elite capture. They exploit quasi-random from Indonesia:
Soeharto-regime mayors were allowed to finish their terms before being replaced by
new leaders. Since mayors’ political cycles were not synchronized, this event
generated exogenous variation in how long old-regime mayors remained in their
position during the democratic transition. Districts with longer exposure to
old-regime mayors experience worse governance outcomes, higher elite persistence,
and lower political competition in the medium run. The results suggest that slower
transitions towards democracy allow the old-regime elites to capture democracy.
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Leuz et al. (2017) Manipulative communications touting stocks are common in capital
markets around the world. Although the price distortions created by so-called
”pump-and-dump” schemes are well known, little is known about the investors in
these frauds. By examining 421 ”pump-and-dump” schemes between 2002 and 2015
and a proprietary set of trading records for over 110,000 individual investors from a
major German bank, we provide evidence on the participation rate, magnitude of the
investments, losses, and the characteristics of the individuals who invest in such
schemes. Their evidence suggests that participation is quite common and involves
sizable losses, with nearly 6% of active investors participating in at least one
”pump-and-dump” and an average loss of nearly 30%. Moreover, they identify several
distinct types of investors, some of which should not be viewed as falling prey to these
frauds. They also show that portfolio composition and past trading behavior can
better explain participation in touted stocks than demographics. Their analysis offers
insights into the challenges associated with designing effective investor protection
against market manipulation.
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Kuang and Lee (2017) examine the effects of independent directors’ external social
connectedness on corporate fraud commission and detection. The results show that
well-connected independent directors do not affect the likelihood of fraud commission
but significantly reduce the likelihood of fraud detection given occurrence of a fraud.
In particular, with a one-standard-deviation increase in independent directors’
connectedness, the likelihood of fraud detection reduces by 22.5%. They also find that
the consequences of fraud commission faced by firms with well-connected independent
directors are less severe as fraud remains undetected for a longer period of time and
fewer people are charged with fraud when independent directors are well connected.
We further show that independent directors’ connections to fraud firms significantly
increase a firm’s propensity to fraud commission and the likelihood of fraud detection
is also higher. Overall, our results suggest that directors’ personal networks have a
”dark side”. Regulators should be aware of unintended consequences associated with
directors’ external social connections when considering how to prevent and detect
corporate fraud.
Dennis et al. (2017) Institutional investors often own significant equity in multiple
firms competing within the same product markets. A recent debate among legal and
financial scholars questions whether competitors with ”common owners” engage in
anti-competitive behavior. This paper questions the applicability of the theory of
horizontal mergers and cross-ownership theory in the context of common ownership,
and empirically analyzes the relationship between ticket prices and common
ownership in the airline industry. In sharp contrast to the findings in Azar et.al.
(2018), they find no evidence of such a relationship.
Homanen (2018)

Conscious Finance

Cass Business School

397

Fraud and Corruption XVIII
Azar et al. (2016) Many natural competitors are jointly held by a small set of large
institutional investors. In the US airline industry, taking common ownership into
account implies increases in market concentration that are ten times larger than what
is ”presumed likely to enhance market power” by antitrust authorities. They find a
robust correlation between within-route changes in common ownership concentration
and route-level changes in ticket prices, also when they only use variation in
ownership due to the combination of two large investors. They conclude that a hidden
social cost - reduced product market competition - accompanies the private benefits of
diversification and good governance.
Grieser et al. (2016) develop a new measure of integrity as it relates to corporate
culture - the number of employees who use corporate emails to register for a website
that facilitates extramarital affairs. This measure is associated with firm-level
unethical behavior: it predicts a greater probability of SEC enforcement actions for
accounting misstatements, and lower corporate ethics ratings by external analysts.
However, consistent with research in psychology, they find that the measure also
predicts more innovation (R&D intensity, successful patenting rates, subsequent
patent citations, and patent diversity) and risk-taking (leverage, volatility, probability
of default). Their results suggest that it is difficult to engineer a perfect corporate
culture due to potential trade-offs between employee creativity, risk-taking, and
integrity.
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Zeume (2016) exploit the passage of the U.K. Bribery Act 2010 as a shock to U.K.
firms’ cost of doing business. Around the Act’s passage, U.K. firms operating in
high-corruption countries experience a drop in firm value, while their non-U.K.
competitors in these countries encounter an increase. U.K. firms respond to the Act
by reducing the expansion of their subsidiary network into perceptively corrupt
countries. Moreover, their sales and merger and acquisition (M&A) activity in such
countries declines. In sum, bribes facilitate doing business in certain countries.
Imposing unilateral antibribery regulations on some firms benefits their unregulated
competitors.
Khanna et al. (2015) find that connections CEOs develop with top executives and
directors through their appointment decisions increase the risk of corporate fraud.
Appointment-based CEO connectedness in executive suites and boardrooms increases
the likelihood of committing fraud and decreases the likelihood of detection.
Additionally, it decreases the expected costs of fraud by helping conceal fraudulent
activity, making CEO dismissal less likely upon discovery, and lowering the
coordination costs of carrying out illegal activity. Connections based on network ties
through past employment, education, or social organization memberships have
insignificant effects on fraud. Appointment-based CEO connectedness warrants
attention from regulators, investors, and corporate governance specialists
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Dyck et al. (2010) Study all reported fraud cases in large U.S. companies and find
that fraud detection does not rely on standard corporate governance actors (investors,
SEC, and auditors), but rather takes a village, including several nontraditional
players (employees, media, and industry regulators). Differences in access to
information, as well as monetary and reputational incentives, help to explain this
pattern. In depth analyses suggest that reputational incentives in general are weak,
except for journalists in large cases. By contrast, monetary incentives help explain
employee whistleblowing.
Fisman and Svensson (2007) exploit a unique data set containing information on the
estimated bribe payments of Ugandan firms, they study the relationship between
bribery payments, taxes and firm growth. They find that both the rate of taxation
and bribery are negatively correlated with firm growth. A one-percentage point
increase in the bribery rate is associated with a reduction in firm growth of three
percentage points, an effect that is about three times greater than that of taxation.
Liu (2016) Despite significant interest in corporate culture, there is little empirical
research on its role in influencing corporate misconduct. Using cultural background
information on key company insiders, they construct a measure of corporate
corruption culture, capturing a firm’s general attitude toward opportunistic behavior.
Firms with high corruption culture are more likely to engage in earnings management,
accounting fraud, option backdating, and opportunistic insider trading. I further
explore the inner workings of corruption culture and find evidence that it operates
both as a selection mechanism and by having a direct influence on individual behavior.
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Mironov (2015) This paper examines the interaction between the propensity to
corrupt (PTC) and firm performance. Using a unique data set of Moscow traffic
violations, they construct the PTC of every Muscovite with a driver»şs license. Next,
they determine the PTC for the top management of 58,157 privately held firms. This
papers finds that a 1 standard deviation increase in management PTC corresponds to
a 3.6% increase in income diversion and that firms with corrupt management
significantly outperform their counterparts. This study contributes to the literature
that characterizes corruption using objective (instead of perception-based) measures
and provides evidence regarding the positive aspects of corruption at the firm level.
Bobonis et al. (2013) Does monitoring corrupt activities induce a sustained reduction
in corruption? Using longitudinal data on audits of municipal governments in Puerto
Rico, they show corruption is considerably lower in municipalities with timely
audits-before elections. However, these municipalities do not exhibit decreased levels
of corruption in subsequent audits, even while mayors in these benefit from higher
reelection rates. Their results suggest that audits enable voters to select responsive
but corruptible politicians to office. Audit programs must disseminate results when
they are most relevant for voters-shortly before an electionâĂŤand ensure that these
programs are sustained, long-term commitments.
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Cornaggia et al. (2016) Credit analysts often leave rating agencies to work at firms
they rate. These analyst transfers provide a unique laboratory for studying revolving
door effects. Benchmark rating agencies provide counterfactuals which allow us to
measure rating inflation in a difference-in-differences framework. They find that
analysts transitioning to managerial positions and to top financial institutions become
more favorable to their future employers prior to their transitions. Further, these
conflicted ratings become less responsive to changes in market-based measures of
hiring firms’ credit quality. Their results reveal the presence of previously untested
forces that affect information production by credit analysts.
Smith (2016) examine the association between corruption on the part of political
officials in a federal judicial district and the financial policies of public firms
headquartered in that US district. Findings show that corruption is negatively related
to cash holdings, directly related to leverage, and that these relations are economically
significant. These results are robust to firm fixed effects, an instrumental variable
framework, the use of an alternative survey measure of corruption, and, further, are
largest among firms who operate mainly around their headquarters. I also find that
firm value tends to be lower when corruption is higher. Overall, the evidence suggests
that firms reduce their capacity to pay bribes by managing liquidity downward and
debt obligations upward when faced with a corrupt political environment. In other
words, the local political environment plays a part in shaping financial policy.
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Tenbrunsel and Thomas (2015) Nearly seven years after the global financial crisis
rocked investors’ confidence in the markets and financial services in general, their
survey clearly shows that a culture of integrity has failed to take hold. Numerous
individuals continue to believe that engaging in illegal or unethical activity is part
and parcel of succeeding in this highly competitive field. With legal and regulatory
sanctions coming out on almost a daily basis, the industry has a long way to go to
regain the confidence of the public. 47% of respondents find it likely that their
competitors have engaged in unethical or illegal activity in order to gain an edge in
the market. This represents a spike from the 39% who reported as such when
surveyed in 2012. This figure jumps to 51% for individuals earning $500,000 or more
per year. More than one-third (34%) of those earning $500,000 or more annually have
witnessed or have first hand knowledge of wrongdoing in the workplace. 23% of
respondents believe it is likely that fellow employees have engaged in illegal or
unethical activity in order to gain an edge, nearly double the 12% that reported as
such in 2012. 25% would likely use non-public information to make a guaranteed $10
million if there was no chance of getting arrested for insider trading. Employees with
less than 10 years’ experience are more than two times as likely as those with over 20
years’ experience, reporting 32% and 14% respectively. In the UK, 32% of individuals
said they would likely engage in insider trading to earn $10 million if there was no
chance of getting arrested, compared to 24% of respondents from the US. Nearly one
in five respondents feel financial services professionals must at least sometimes engage
in illegal or unethical activity to be successful. 27% of those surveyed disagree that
the financial services industry puts the best interests of clients first. This figure rises
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to 38% for those earning $500,000 or more per year. Nearly one-third of respondents
(32%) believe compensation structures or bonus plans in place at their company could
incentivize employees to compromise ethics or violate the law. 33% of financial
services professionals feel the industry hasn’t changed for the better since the financial
crisis.
Banerjee et al. (2015a) Traditionally, fund flow to local bodies responsible for
implementing social programs is based on intended expenditure ratified by higher
levels of administration. This paper reports on a field experiment which evaluated an
e-governance reform of the fund-flow system for the workfare program in the Indian
state of Bihar. The reform changed the traditional fund flow practice by instead
conditioning funds disbursement for wage payments on incurred expenditure as
reflected in worker detail entry on a new electronic platform. This reform reduced the
number of administrative tiers associated with wage disbursement and changed the
informational requirements for requesting and disbursing program funds. They find
that program expenditure and reported employment declined by 25%, but with no
discernible impact on actual employment as measured by independent surveys. Their
results suggest that e-governance can reduce leakages of public funds but may not by
itself improve public service delivery
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Bertrand et al. (2007) study the allocation of driver’s licenses in India by randomly
assigning applicants to one of three groups: bonus (offered a bonus for obtaining a
license quickly), lesson (offered free driving lessons), or comparison. Both the bonus
and lesson groups are more likely to obtain licenses. However, bonus group members
are more likely to make extralegal payments and to obtain licenses without knowing
how to drive. All extralegal payments happen through private intermediaries
(”agents”). An audit study of agents reveals that they can circumvent procedures
such as the driving test. Overall, our results support the view that corruption does
not merely reflect transfers from citizens to bureaucrats but distorts allocation.
Olken (2007) This paper presents a randomized field experiment on reducing
corruption in over 600 Indonesian village road projects. They find that increasing
government audits from 4 percent of projects to 100 percent reduced missing
expenditures, as measured by discrepancies between official project costs and an
independent engineers’ estimate of costs, by eight percentage points. By contrast,
increasing grassroots participation in monitoring had little average impact, reducing
missing expenditures only in situations with limited free-rider problems and limited
elite capture. Overall, the results suggest that traditional top-down monitoring can
play an important role in reducing corruption, even in a highly corrupt environment.
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Nguyen (2016) This study explores the link between natural disasters and corruption
at the local government level. They examine whether a natural disaster affects official
households more favourably than non-official households. They find that natural
disasters decrease nonofficial household expenditures significantly, however, they have
negligible effect on official household expenditures. Meanwhile, both kinds of
households experience similar reduction in incomes, and have much the same disaster
coping strategies. Together, the results imply that local officials may receive
unobserved monetary compensation - we define as corruption - in the aftermath of
natural disasters
Yermack (2006) This paper studies perquisites of CEOs, focusing on personal use of
company planes. For firms that have disclosed this managerial benefit, average
shareholder returns underperform market benchmarks by more than 4% annually, a
severe gap far exceeding the costs of resources consumed. Around the date of the
initial disclosure, firms’ stock prices drop by an average of 1.1%. Regression analysis
finds no significant associations between CEOs’ perquisites and their compensation or
percentage ownership, but variables related to personal CEO characteristics,
especially long-distance golf club memberships, have significant explanatory power for
personal aircraft use.
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Lee et al. (2018) While shareholders have strong incentives to limit value-destroying
perquisite consumption, it is challenging to identify such perquisites. Many corporate
assets that enable forms of perquisite consumption also provide operational benefits.
Corporate jets represent a potent example. We find business-related flights increase
firm performance. Their results also highlight the channels through which jet use can
either enhance or destroy firm value. Consistent with the benefits of information
gathering and monitoring, firms with soft and complex information that is difficult to
transmit remotely are more likely to fly to company subsidiaries and plants, and these
flights positively affect firm value. In contrast, among firms with weak governance
structures where flights are more likely motivated by agency factors, jet use is more
likely to be value-decreasing. The ability to differentiate has important implications
in today’s activism environment.
Shive and Forster (2016) investigate the motivations and effects of financial firms’
hiring of former US financial regulatory employees. The number of top executives
with regulatory experience per firm has increased 24% over 2001-15, and hiring is
associated with positive average announcement returns and a salary premium. In the
quarter after hire, market and balance sheet measures of firm risk decrease
significantly and measures of risk management activity increase, especially for hires
from prudential regulators, who directly monitor financial firm risk. The absence of
this result for unregulated firms and for exogenous shocks to regulatory experience
suggests that firms hire ex-employees of their regulators when they perceive a need to
reduce risk, consistent with a schooling hypothesis. They find little direct evidence of
quid pro quo behavior in regulatory event frequency and fines.
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Acconcia et al. (2014) A law issued to combat political corruption and Mafia
infiltration of city councils in Italy has resulted in episodes of large, unanticipated,
temporary contractions in local public spending. Using these episodes as instruments,
they estimate the output multiplier of spending cuts at provincial level.
Mauro (1995) analyzes a newly assembled data set consisting of subjective indices of
corruption, the amount of red tape, the efficiency of the judicial system, and various
categories of political stability for a cross section of countries. Corruption is found to
lower investment, thereby lowering economic growth. The results are robust to
controlling for endogeneity by using an index of ethnolinguistic fractionalization as an
instrument.
Shleifer and Vishny (1993) This paper presents two propositions about corruption.
First, the structure of government institutions and of the political process are very
important determinants of the level of corruption. In particular, weak governments
that do not control their agencies experience very high corruption levels. Second, the
illegality of corruption and the need for secrecy make it much more distortionary and
costly than its sister activity, taxation. These results may explain why, in some less
developed countries, corruption is so high and so costly to development.
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Recent Rise in Monopoly Power
Grullon et al. (2018) Asker et al. (2018) Liu et al. (2019) Carril and Duggan (2018)
De Loecker and Eeckhout (2018) Gutierrez and Philippon (2018) Fidrmuc et al. (2017)
Eggertsson et al. (2018) Faccio and Zingales (2017) Baker et al. (2018b)
Grullon et al. (2018) Since the late 1990s, over 75% of U.S. industries have
experienced an increase in concentration levels. They find that firms in industries
with the largest increases in product market concentration show higher profit margins
and more profitable mergers and acquisitions deals. At the same time, they find no
evidence for a significant increase in operational efficiency. Taken together, their
results suggest that market power is becoming an important source of value. These
findings are robust to the inclusion of (i) private firms; (ii) factors accounting for
foreign competition; and (iii), the use of alternative measures of concentration. They
also show that the higher profit margins associated with an increase in concentration
are reflected in higher returns to shareholders. Overall, their results suggest that the
U.S. product markets have undergone a shift that has potentially weakened
competition across the majority of industries.
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Asker et al. (2018) propose an approach to measuring the misallocation of production
in a market that compares actual industry cost curves to undistorted (counterfactual)
supply curves. As compared to traditional, TFPR-based, misallocation measures, this
approach leverages cost data, such that results are readily mapped to welfare metrics.
As an application, they analyze global crude oil extraction and quantify the extent of
misallocation therein, together with the proportion attributable to market power.
From 1970 to 2014, they find substantial misallocation, in the order of US$744 billion,
14.1 percent to 21.9 percent of which is attributable to market power.
Liu et al. (2019) How does the production side of the economy respond to a low
interest rate environment? This study provides a new theoretical result that low
interest rates encourage market concentration by giving industry leaders a strategic
advantage over followers, and this effect strengthens as the interest rate approaches
zero. The model provides a unified explanation for why the fall in long-term interest
rates has been associated with rising market concentration, reduced dynamism, a
widening productivity-gap between industry leaders and followers, and slower
productivity growth. Support for the model’s key mechanism is established by
showing that a decline in the ten year Treasury yield generates positive excess returns
for industry leaders, and the magnitude of the excess returns rises as the Treasury
yield approaches zero.
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Carril and Duggan (2018) study the relationship between market structure and public
procurement outcomes. In particular, they ask whether and to what extent
consolidation-driven increases in industry concentration affect the way in which the
government procures its goods and services. They focus on the defense industry, by
far the largest contributor to federal procurement spending in the U.S. This industry
experienced a sharp increase in the level of concentration during the 1990s, driven by
a series of large mergers between defense contractors. Using detailed microdata on
Department of Defense (DoD) contract awards, they estimate the causal effect of
industry concentration on a series of procurement outcomes, leveraging the
differential impact of these mergers across product markets. They find that market
concentration caused the procurement process to become less competitive, with an
increase in the share of spending awarded without competition, or via single-bid
solicitations. Increased concentration also induced a shift from the use of fixed-price
contracts towards cost-plus contracts. However, they find no evidence that
consolidation led to a significant increase in acquisition costs of large weapon systems,
nor to increased spending at the product market level. They infer that the
government’s buyer power, especially relevant in this context given the government is
often the only purchaser, constrained firms from exercising any additional market
power gained by consolidation.
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De Loecker and Eeckhout (2018) To date, little is known about the evolution of
market power for the economies around the world. They extract data from the
financial statements of over 70,000 firms in 134 countries, and they analyze and
document the evolution of markups over the last four decades. They show that the
average global markup has gone up from close to 1.1 in 1980 to around 1.6 in 2016.
Markups have risen most in North America and Europe, and least in emerging
economies in Latin America and Asia. They discuss the distributional implications of
the rise in global market power for the labor share and for the profit share.
Gutierrez and Philippon (2018) Until the 1990’s, US markets were more competitive
than European markets. Today, European markets have lower concentration, lower
excess profits, and lower regulatory barriers to entry. They document this surprising
outcome and propose an explanation using a model of political support. Politicians
care about consumer welfare but also enjoy retaining control over industrial policy.
They show that politicians from different countries who set up a common regulator
will make it more independent and more pro-competition than the national ones it
replaces. Our comparative analysis of antitrust policy reveals strong support for this
and other predictions of the model. European institutions are more independent than
their American counterparts, and they enforce pro-competition policies more strongly
than any individual country ever did. Countries with ex-ante weak institutions benefit
more from the delegation of antitrust enforcement to the EU level. Their model also
explains why political and lobbying expenditures have increased much more in
America than in Europe, and using data across industries and across countries, they
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show that these expenditures explain the relative rise of concentration and market
power in the US.
Fidrmuc et al. (2017) Documenting the US antitrust review process for M&As in
detail, they unveil that regulatory costs and risks are significant and that mitigating
these risks via lobbying by acquirers may benefit shareholders. Their results show
that an adverse antitrust review outcome leads to a decline of 2.8 percent in acquirer
firm value. They also show that lobbying before deal announcements is associated
with more favorable review outcomes. At the same time, higher pre-announcement
lobbying is valued by shareholders, especially in horizontal deals and deals with a
larger expected change in market concentration, which have higher antitrust concerns.
However, this positive value effect of lobbying applies only in firms with strong
corporate governance. Post-announcement lobbying, concurrent with the antitrust
review process, increases with adverse review outcomes. Their results highlight the
role of political connections in corporate investments when facing regulatory costs and
risks.
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Eggertsson et al. (2018) The macroeconomic data of the last thirty years has
overturned at least two of Kaldor’s famous stylized growth facts: constant interest
rates, and a constant labor share. At the same time, the research of Piketty and
others has introduced several new and surprising facts: an increase in the financial
wealth-to-output ratio in the US, an increase in measured Tobin’s Q, and a divergence
between the marginal and the average return on capital. In this paper, we argue that
these trends can be explained by an increase in market power and pure profits in the
US economy, i.e., the emergence of a non-zero-rent economy, along with forces that
have led to a persistent long term decline in real interest rates. We make three
parsimonious modifications to the standard neoclassical model to explain these
trends. Using recent estimates of the increase in markups and the decrease in real
interest rates, we show that our model can quantitatively match these new stylized
macroeconomic facts.
Faccio and Zingales (2017) study how political factors shape competition in the
mobile telecommunication sector. They show that the way a government designs the
rules of the game has an impact on concentration, competition, and prices.
Pro-competition regulation reduces prices, but does not hurt quality of services or
investments. More democratic governments tend to design more competitive rules,
while more politically connected operators are able to distort the rules in their favor,
restricting competition. Government intervention has large redistributive effects: U.S.
consumers would gain $65bn a year if U.S. mobile service prices were in line with
German ones and $44bn if they were in line with Danish ones.
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Baker et al. (2018b) study the importance of discretion in antitrust enforcement by
analyzing the response of asset prices to the sudden accession of Theodore Roosevelt
to the presidency. During McKinley’s term in office the largest wave of merger
activity in American history occurred, and his administration did not attempt to use
antitrust laws to restrain any of those mergers. His vice president, Theodore
Roosevelt, was known to be a Progressive reformer and much more interested in
controlling anticompetitive behavior. They find that firms with greater vulnerability
to antitrust enforcement saw greater declines in their abnormal returns following
McKinley’s assassination. The transition from McKinley to Roosevelt caused one of
the most significant changes in antitrust enforcement of the Gilded Age-not from new
legislation, but from a change in the approach taken to the enforcement of existing
law. Their results highlight the importance of enforcement efforts in antitrust.
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Lobbying - Big Thanks to Thomas Lambert for improving this
section
Ridge et al. (2017) Igan et al. (2017) Lambert (2018) Brulle (2018) Drutman (2015) Borisov
et al. (2015) Kerr et al. (2014) Bertrand et al. (2014) Igan and Mishra (2014) Adelino and
Dinc (2014) McCarty et al. (2013) Hill et al. (2013) LaPira et al. (2012) Duchin and
Sosyura (2012) Bombardini and Trebbi (2012) i Vidal et al. (2011) Mian et al. (2010)
Richter et al. (2009) De Figueiredo and Silverman (2006) Hillman et al. (2004)
Ridge et al. (2017) The extant lobbying literature largely focuses on the effects of firm
aggregate lobbying expenditures, suggesting that more lobbying expenditures fuel
positive firm benefits. They argue the focus on aggregate expenditures overlooks how
expenditures are targeted and the influence of those targeting the expenditures; as
such, exploring such factors will both add insight to our understanding of the
theoretical mechanisms underlying lobbying and clarify contradictory findings.
Specifically, they argue a successful lobbying strategy consists of both the breadth of
government targeted and the political connectedness of the firm. Empirical results
support their contentions that lobbying breadth and political connectedness affect the
benefits firms receive from lobbying, which they operationalize both using government
contracts and firm economic performance. Their analyses imply that more is not
always better in the case of lobbying breadth, as the benefits accrued via dispersing
lobbying across more governmental entities reaches a point of diminishing returns
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when lobbying breadth reaches high levels. Further, political connectedness has a
moderating effect on the outcomes of lobbying breadth. They conclude the article
with a discussion of the theoretical and practical relevance of this research and offer
avenues forward for future research.
Igan et al. (2017) study how lobbying affects the resolution of failed banks using a
sample of FDIC auctions between 2007 and 2016. They show that bidding banks that
lobby regulators have a higher probability of winning an auction. In addition, the
FDIC incurs higher costs in such auctions, amounting to 18.4 percent of the total
resolution losses. They also find that lobbying winners have worse operating and
stock market performance than their non-lobbying counterparts, suggesting that
lobbying results in a less efficient allocation of failed banks. Their results provide new
insights into the bank resolution process and the role of special interests.
Lambert (2018) analyzes the relationship between bank lobbying and supervisory
decisions of regulators and documents its moral hazard implications. Exploiting
bank-level information on the universe of commercial and savings banks in the United
States, he finds that regulators are 44.7% less likely to initiate enforcement actions
against lobbying banks. This result is robust across measures of lobbying and accounts
for endogeneity concerns by employing instrumental variables strategies. In addition,
he shows that lobbying banks are riskier and reliably underperform their nonlobbying
peers. Overall, these results appear rather inconsistent with an information-based
explanation of bank lobbying, but consistent with the theory of regulatory capture.
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Brulle (2018) Lobbying is considered to be an important factor in the success or
failure of climate change legislation. This paper provides an estimate of lobbying
expenditures related to climate change legislation in the U.S. Congress from 2000 to
2016. During this time period, over $2 billion was spent on this activity, constituting
3.9% of total lobbying expenditures. Major sectors involved in lobbying were fossil
fuel and transportation corporations, utilities, and affiliated trade associations.
Expenditures by these sectors dwarf those of environmental organizations and
renewable energy corporations. Levels of expenditures on lobbying appear to be
related to the introduction and probability of passage of significant climate legislation.
Future research should focus on tying particular positions on climate legislation and
lobbying expenditures at the corporate level.
Drutman (2015) Why does corporate lobbying in Washington, DC continue to
expand, year after year? What are companies lobbying for, and why? He argues that
the modern growth of corporate lobbying reflects a path-dependent learning process.
Companies may come to Washington for many different reasons, but the act of
establishing an office sets in motion several reinforcing processes that make companies
value lobbying more and more over time and that lead companies to become more
proactive in their political strategies. The overall effect is that American businesses,
once skeptical of government, cautious about getting involved in politics, and reactive
in their strategies, have now become increasingly confident, proactive, and aggressive
in their lobbying efforts, and businesses are increasingly seeing government policy as
not just a threat, but also as a tool. As a result, corporate lobbying activity is likely
to continue to expand for the foreseeable future, with large corporations playing an
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increasingly central role in the formulation of national policies. His findings are based
on original interviews with 60 corporate and trade association lobbyists and complete
lobbying histories of every company in the S&P 500 between 1981 and 2005.
Borisov et al. (2015) examine whether the stock market considers corporate lobbying
to be value enhancing, using an event that potentially limited the ability of firms to
lobby but was exogenous to their characteristics and prior lobbying decisions. The
results show that this exogenous shock negatively affects the value of firms that lobby.
In particular, they estimate that a firm that spends $100,000 more on lobbying in the
3 years before the shock (where sample average lobbying expenses are about $4
million), experiences a loss of about $1.2 million in shareholder value on average.
They also examine the channels through which lobbying may create value for firms.
Kerr et al. (2014) How is economic policy made? In this paper they study a key
determinant of the answer to the question: lobbying by firms. Estimating a binary
choice model of firm behavior, they find significant evidence for the idea that barriers
to entry induce persistence in lobbying. The existence of these costs is further
confirmed in studying how firms responded to a particular policy change: the
expiration of legislation relating to the H-1B visa. Due to its influence on firm
behavior, they argue that this persistence fundamentally changes the environment in
which legislation is made.
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Lobbying V
Bertrand et al. (2014) Do lobbyists provide issue-specific information to members of
Congress? Or do they provide special interests access to politicians? They present
evidence to assess the role of issue expertise versus connections in the US Federal
lobbying process and illustrate how both are at work. In support of the connections
view, they show that lobbyists follow politicians they were initially connected to when
those politicians switch to new committee assignments. In support of the expertise
view, they show that there is a group of experts that even politicians of opposite
political affiliation listen to. However, they find a more consistent monetary premium
for connections than expertise.
Igan and Mishra (2014) explore the link between the political influence of the
financial industry and financial regulation in the run-up to the global financial crisis.
They construct a detailed database documenting the lobbying activities, campaign
contributions, and political connections of the financial industry from 1999 to 2006 in
the United States. They find evidence that spending on lobbying by the financial
industry and network connections between lobbyists and legislators were positively
associated with the probability of a legislator changing positions in favor of
deregulation. The evidence also suggests that hiring lobbyists who had worked for
legislators in the past enhanced this link.
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Lobbying VI
Adelino and Dinc (2014) The literature on distressed firms has focused on these firms’
investment, capital structure, and labor decisions. This paper investigates a novel
aspect of firm behavior in distress: how financial health affects a firm’s lobbying and,
consequently, its relationship with the government. They exploit the shock to
nonfinancial firms during the 2008 financial crisis and the availability of the stimulus
package in the first quarter of 2009. They find that firms with weaker financial
health, as measured by credit default swap spreads, lobbied more. They also show
that the amount spent on lobbying was associated with a greater likelihood of
receiving stimulus funds.
McCarty et al. (2013) Behind every financial crisis lurks a ”political bubble”-policy
biases that foster market behaviors leading to financial instability. Rather than tilting
against risky behavior, political bubbles-arising from a potent combination of beliefs,
institutions, and interests-aid, abet, and amplify risk. Demonstrating how political
bubbles helped create the real estate-generated financial bubble and the 2008 financial
crisis, this book argues that similar government oversights in the aftermath of the
crisis.
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Lobbying VII
Hill et al. (2013) examine the determinants and value effects of corporate lobbying,
controlling for corporate political action committee (PAC) campaign contributions.
They find evidence that firms with greater potential payoffs from favorable policy and
regulations lobby most actively, and that managers often utilize both lobbying and
campaign contribution channels to influence the political climate affecting the firm.
They also find that shareholders value the lobbying activities pursued by management
on their behalf, particularly if the firm does not have a PAC that contributed to an
election campaign. The results are robust to a number of tests designed to mitigate
potential omitted-variable and self-selection bias.
LaPira et al. (2012) For decades, political scientists have had two divergent views on
lobbyists in Washington. On the one hand they lament the privileged access of a few
powerful groups in niches, and on the other they point to highly visible advocacy
campaigns where hundreds of lobbyists compete for policymakers’ attention. To
resolve this paradox, they conceive the interest group system as a complex network of
lobbyists that accommodates both observations. If lobbyists’ decisions to participate
in policy domains are interdependent, then they should simultaneously observe niche
lobbying in many domains and disproportionately high levels of lobbying in a select
few. Using a dataset of 293,631 disclosure reports, they find an extreme-value
distribution of lobbying activities and uncover two distinct worlds of lobbying: one at
the core where well-connected revolving door lobbyists represent a greater diversity of
interests, and one at the periphery where conventional lobbyists operate in relative
obscurity.
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Lobbying VIII
Duchin and Sosyura (2012) investigate the relation between corporate political
connections and government investment. They study various forms of political
influence, ranging from passive connections between firms and politicians, such as
those based on politicians’ voting districts, to active forms, such as lobbying,
campaign contributions, and employment of connected directors. Using
hand-collected data on firm applications for capital under the Troubled Asset Relief
Program (TARP), they find that politically connected firms are more likely to be
funded, controlling for other characteristics. Yet investments in politically connected
firms underperform those in unconnected firms. Overall, they show that connections
between firms and regulators are associated with distortions in investment efficiency.
Bombardini and Trebbi (2012) This paper employs a novel data set on lobbying
expenditures to measure the degree of within-sector political organization and to
explore the determinants of the mode of lobbying and political organization across
U.S. industries. The data show that sectors characterized by a higher degree of
competition tend to lobby more together (through a sector-wide trade association),
while sectors with higher concentration and more differentiated products lobby more
individually. The paper proposes a theoretical model to interpret the empirical
evidence. In an oligopolistic market, firms can benefit from an increase in their
product-specific protection measure, if they can raise prices and profits. They find it
less profitable to do so in a competitive market where attempts to raise prices are
more likely to reduce profits. In competitive markets firms are therefore more likely to
lobby together, thereby simultaneously raising tariffs on all products in the sector.
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Lobbying IX
i Vidal et al. (2011) Washington’s ’revolving door’ - the movement from government
service into the lobbying industry- is regarded as a major concern for policy-making.
They study how ex-government staffers benefit from the personal connections
acquired during their public service. Lobbyists with experience in the office of a US
Senator suffer a 24% drop in generated revenue when that Senator leaves office. The
effect is immediate, discontinuous around the exit period and long-lasting. Consistent
with the notion that lobbyists sell access to powerful politicians, the drop in revenue
is increasing in the seniority of and committee assignments power held by the exiting
politician.
Mian et al. (2010) examine the effects of constituents, special interests, and ideology
on congressional voting on two of the most significant pieces of legislation in US
economic history. Representatives whose constituents experience a sharp increase in
mortgage defaults are more likely to support the Foreclosure Prevention Act,
especially in competitive districts. Interestingly, representatives are more sensitive to
defaults of their own-party constituents. Special interests in the form of higher
campaign contributions from the financial industry increase the likelihood of
supporting the Emergency Economic Stabilization Act. However, ideologically
conservative representatives are less responsive to both constituent and special
interests.
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Lobbying X
Richter et al. (2009) Lobbying dominates corporate political spending, but
comprehensive studies of the benefits accrued are scarce. Using a dataset of all U.S.
firms with publicly available financial statements, they delve into the tax benefits
obtained from lobbying. Firms that spend more on lobbying in a given year pay lower
effective tax rates in the next year. Increasing registered lobbying expenditures by 1%
appears to lower effective tax rates by somewhere in the range of 0.5 to 1.6 percentage
points for the average firm that lobbies. While individual firms amass considerable
benefits, the costs of lobbying-induced tax breaks appear modest for the government.
De Figueiredo and Silverman (2006) In this paper, they estimate the returns to
lobbying by universities. To motivate their empirical work, they develop a simple
theoretical model of university lobbying for academic earmarks. Their statistical
analysis shows that universities represented by a House Appropriations Committee
(HAC) or Senate Appropriations Committee (SAC) member spend less money on
lobbying than those that are not represented. In addition, using instrumental
variables estimations, they show that universities without HAC or SAC representation
may receive some benefit to lobbying for earmarks, although in many estimations this
benefit is not statistically different from zero. However, for universities with HAC or
SAC representation, a 10 percent increase in lobbying yields an additional 2.8 percent
or 3.5 percent increase in earmarks, respectively. This suggests that there are large
returns to lobbying for academic earmarks if a university is represented by a member
of one the HAC or SAC, but little or no return if not.
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Lobbying XI

Hillman et al. (2004) Corporate political activities, or corporate attempts to shape
government policy in ways favorable to the firm, are commonly employed by firms
across countries. They review recent scholarly work from management, political
science, economics and sociology in the area of corporate political activity (CPA). To
integrate this literature they provide a model of the antecedents of CPA, the different
types of CPA, how firms organize to implement CPA and the outcomes of CPA both
for public policy and firm performance.
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Insider Trading I

Insider Trading - This is a new section, there are many more
papers
Lenkey (2019)
Lenkey (2019) Rule 10b5-1 enables insiders to preplan future trades before becoming
informed. Within a strategic rational expectations equilibrium framework, he
characterizes an insider’s unique optimal trading plan, which balances portfolio
diversification against exploitation of the rule’s selective termination option. Because
the rule reduces adverse selection and provides insurance against bad outcomes, the
rule generally improves welfare for both the insider, who later becomes informed, and
uninformed outsiders, provided there exists a sufficient degree of information
asymmetry. Eliminating the rule’s selective termination option results in an even
greater welfare improvement under a large subset of parametric conditions.
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Insider Trading II

Dubois et al. (2013) This article studies how legal sanctions and enforcement affect
brokers’ conflicts of interest emanating from investment banking activities. They
exploit the recent adoption of the Market Abuse Directive (MAD) across European
countries and use the variation in legal sanctions and enforcement that exists in
Europe to identify brokers’ reaction. Overall, the enactment of MAD significantly
reduced optimistic investment advice. This reduction is larger in countries equipped
with more severe legal sanctions and in countries that strongly enforce the rules.
Their analysis underscores the importance of legal sanctions and enforcement power
to understand the real consequences of regulatory changes.

Homanen (2018)

Conscious Finance

Cass Business School

428

Conclusion

There is much on the ’To Do’ List
”All the low hanging fruit has been picked”
Concrete or more than speculative results are hard to come by
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Thank You
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Cobham, Alex, Petr Janskỳ, and Markus Meinzer (2015) ‘The financial secrecy index:
Shedding new light on the geography of secrecy.’ Economic geography 91(3), 281–303
Cohen, Lauren, and Umit G Gurun (2018) ‘Buying the verdict.’ NBER
Cohn, Alain, Ernst Fehr, Benedikt Herrmann, and Frédéric Schneider (2014) ‘Social
comparison and effort provision: Evidence from a field experiment.’ Journal of the
European Economic Association 12(4), 877–898
Cohn, Jonathan, and Tatyana Deryugina (2018) ‘Firm-level financial resources and
environmental spills.’ National Bureau of Economic Research
Collier, Benjamin L (2014) ‘Natural disasters and credit supply shocks’
Colonnelli, Emanuele, and Mounu Prem (2017) ‘Corruption and firms: Evidence from
randomized audits in brazil.’ Working Paper
Colonnello, Stefano, Giuliano Curatola, and Alessandro Gioffré (2018) ‘Pricing sin stocks:
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