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ABSTRACT

This article investigates perspectives that have been proposed as reasons both for and against
fossil fuel divestment (FFD), paying special attention to the decisions that universities make
concerning investments in their endowment portfolios. Arguments that have been advanced
against FFD include its supposedly lower financial returns, lack of direct control over
investments, reliance on financial advisors, high transaction costs, the need for market index
funds that include the stocks of fossil fuel firms, and the institution’s fiduciary duty to increase
returns. Arguments that have been advanced in favor of FFD include satisfactory returns from
fossil fuel-free portfolios, risk reduction, the over-pricing of fossil fuel firms, improved portfolio
diversification, and the need to align investing behavior with the institution’s values, mission,

and role in society.

The study challenges the alleged financial reasons for maintaining investments in fossil fuel
firms by presenting evidence that divestment does not impair portfolio performance on a risk-
adjusted basis, nor does it increase long-term transaction costs. Fossil fuel firms are overvalued
given that they will eventually suffer from the increasing demand for clean energy substitutes
and face inevitable regulatory actions as the effects of climate change worsen. Divestment,
therefore, might well provide higher risk-adjusted returns over the long-term.
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BACKGROUND: EXPLORING THE QUESTION OF
FOSSIL FUEL DIVESTMENT (FFD)

The preceding paper in this issue of the Journal examined whether or not U.S.-
based Jesuit universities currently hold investments in fossil fuel firms in the context
of their Jesuit identity and the pressures of student-led fossil fuel divestment (FFD)
movements. It also briefly documented the impressive and inspiring efforts of
student groups at Jesuit universities, such as Climate Justice at Boston College,!
Boston College Alumni for Divestment, Creighton University Climate Movement,
Holy Cross Fossil Free, Fossil Free Fordham, Fossil Free Georgetown University,
Fossil Free Gonzaga, Divest Gonzaga, Student Environmental Alliance at Loyola
University Chicago, ECO Students Loyola Marymount University (LMU), Fossil Free
LMU, Divest LMU, Fossil Free Loyola University New Orleans, Divest Loyola New
Orleans, and Divest Santa Clara University, as well as the development of networks
such as the Jesuit Divestment Network, Ignatian Solidarity Network, and Catholic

Divestment Network, among others.

This present paper, in turn, briefly examines the effects of fossil fuels and
carbon emissions on climate change, and describes the development of collective
initiatives that urge these universities to remove or divest (“dis”-invest) from any
financial holdings in firms that generate carbon emissions which contribute to global
warming. The expectation that Jesuit universities would be more inclined to divest
could also be construed as the logical response to Pope Francis’s encyclical Laudato
Si” and to the increasing pressures exerted by student-led movements demanding
FED. Investigating how these institutions have responded to calls for FFD, therefore,
is important and relevant in the context of their shared Roman Catholic identity,

mission, and commitment to environmental sustainability. The good news is that

In 2019, students voted for and approved a resolution demanding FFD. The Boston College
Faculty Senate also approved a resolution in support of the same in April of that year.
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students are on board; anecdotal evidence strongly suggests that they are committed
to and inspired by their faith, Roman Catholic/Jesuit identity, and Laudato Si'. Yet
even though all 27 U.S.-based Jesuit universities “loudly” articulate their commitment
to social justice and the protection of the environment, only two have committed to
FFD: Seattle University and Georgetown. The remaining 25 have expressly rejected
or ignored the loud calls for FFD; in other words, their investment policies do not
align with their voiced environmental commitment. It begs the question, then, why
they talk the talk but do not walk the walk. This paper, therefore, seeks to examine
closely the reasons articulated by non-divesting U.S.-based Jesuit universities, and

ultimately calls for a continuing dialogue on the question of divestment.

Fossil Fuel Divestment in U.S.-based Jesuit Universities

The Offices of the President, business school deans, and financial officers
of U.S.-based Jesuit universities were contacted by email during the Spring and
Summer of 2019 to verify data regarding their institutions’ FFD status as well as
request information about their investment policies regarding fossil fuel firms.?
Out of 13 respondents, ten also provided various degrees of information about
the evaluation processes by which they decided to approve or reject FFD as well as
reasons for doing so. Responses were obtained by email and telephone interviews,
and while not all respondents requested confidentiality, attribution to any university
was avoided to prevent breaches of confidentiality by way of elimination, particularly

given the small number of respondents.

Non-divesting universities gave the following reasons for deciding against the
elimination of fossil fuel holdings from their endowment portfolios: potentially
lower financial returns of fossil fuel-free portfolios, their reliance on financial advisors
and lack of direct control over investments, high transaction costs, the need for
market index funds which include the stocks of fossil fuel firms, and their fiduciary
duty to increase returns. Arguments in favor of divesting, on the other hand,
included good—or even better—potential returns from fossil fuel-free portfolios,
risk reduction, the overpricing of fossil fuel firms, and the alignment of investing

behavior with institutional values, mission, and roles in society.

2A list of what are considered to be “fossil fuel firms” was also sent to all the universities (see
Table 1 on page 55 of this issue of the Journal, which shows the Carbon Underground 200 list).
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In this paper, the financial arguments for and against divestment are presented
in detail, followed by an attempt to discuss and evaluate them. This was done
for two reasons. First, the interviews and data collection in the preceding paper
as well as the literature on FFD focused almost primarily and exclusively on
financial considerations. Thus, given that the arguments for and against FFD were
overwhelmingly financial in nature, it was concluded that the main concern for

universities is “Can we afford to divest?”

Second, there seemed to be little to no disagreement on the moral dimension
of investing in and divesting from fossil fuel companies. There were no claims that
FFD is inconsistent with the moral commitments of Jesuit universities, and neither
was there evidence to suggest that these institutions might question the relationship

between fossil fuels, carbon emissions, and climate change.

This article also does not discuss the responses of non-divesting universities and
in the literature about whether or not divestment has any practical and/or significant
impact, or how powerful any symbolic aspect of divestment actions might actually
be. Nevertheless, it argues, in response to non-divesting universities claiming that
divesting will not make a difference, for the importance of alignment in mission

and actions, and that this (or its lack thereof) does send a message.

The reasons offered by non-divesting Jesuit universities for not divesting from

fossil fuel firms are stated in more detail as follows:

1. Investments are made in index/mutual funds where 8%-11% of
the holdings are typically exposed to fossil fuel firms (also referred
to as commingled investment instruments). Officers from some of
the universities that reported having two types of investments—
direct and indirect (funds)—stated that while they avoid investing
in fossil fuel firms in their direct investments (over which they
have some control), indirect investments (over which they have
no control) are typically index/mutual funds that have holdings

in fossil fuel firms.

2. Divestment is perceived as incurring high transaction costs because

it involves selling holdings and buying substitutes.
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3. Divestment is perceived as increasing portfolio risk.

4. Divestment is perceived as impairing diversification benefits like

those provided by index/mutual funds.
5. Divestment is perceived as a political issue.

6. Divestment is framed by some universities as an either/or decision,
and they prefer to express their commitment for environmental
stewardships with more “visible” campus activities such as
recycling, constructing green buildings, and implementing energy

savings programs.

7. The boards of trustees of some universities perceive their “fiduciary
responsibilities” in only monetary terms and feel that they are
prevented from divesting because they believe it will result in lower

returns and impair the financial position of the university.

8. Divestment is perceived as not likely to make a difference in carbon

emissions.

9. Divestment is perceived to be a “contradictory message” since
the university uses fossil fuels in other activities such as air

conditioning, heating, etc.

ARGUMENTS AND ADVOCACY AGAINST DIVESTMENT

Financial Returns: A Cost-Benefit Analysis

In the discussion on whether or not to divest, the debate that usually arises
is about the possible financial costs and benefits (returns) of divestments. Unless
the economic implications of doing so are financially severe or even catastrophic,
divesting from fossil fuels especially in faith-based universities seems like a decision
where environmental values and social responsibility might well trump economic
rationale, at least on the surface. Divesting from what is perceived as a profitable

sector of the financial markets may also seem too risky a move for college and
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university endowments especially in an environment where competition for students

is increasing and financial resources are stretched ever thinner.

There is, moreover, an abundance of oftentimes conflicting literature on the
financial performance of socially responsible investments (SRI) (Renneboog, Ter
Horst, & Zhang, 2008). Some papers find that SRI funds do not earn statistically
significant excess returns compared to conventional mutual funds (Hamilton, Jo, &
Statman, 1993); others claim that SRI funds underperform in many European and
Asian markets (Renneboog et al., 2008; Fauver & McDonald 1V, 2014). Still other,
more recent studies, on the other hand, find that SRI funds outperform traditional
funds (Auer, 2016; Apfel, 2015).

Given that financial analysis plays a central role in divestment decisions,
university decision-makers try to examine whether there will be a trade-off between a
moral decision and the financial cost of that decision and, if so, what that cost might
be. These questions, which almost every investor examines in one form or another,
are often framed in terms of whether or not a portfolio will “lose” money, or, in a
more proper context, whether or not limiting investment in certain companies will
reduce financial returns in comparison to what they would have been otherwise.
Weighing ethics against finances may be morally problematic, yet it is arguably
a necessary question when trustees have, by law, a fiduciary responsibility to act

entirely on the university’s behalf and in its best interest.

There is a theoretical argument suggesting that divestment will result in lower
returns, even though such was not brought forward by officers of the universities
who were contacted for this study. It seems that most institutions believe that
divesting will reduce their profits from their investments, that the logic against
any divestment activity is that divestment itself leads to lower returns. If investors
avoid fossil fuel firms, their doing so will decrease demand for the securities of these
firms and create excess demand for the securities of non-fossil fuel firms, or so the
reasoning goes. This shift in demand would thus reduce the stock prices of fossil
fuel firms (underpricing those shares) and increase prices for (or overpricing) the
non-fossil fuel stocks, thereby reducing the returns of fossil fuel-free portfolios as
some of the portfolio holdings are shifted from high-yielding securities to lower-

yielding ones.?

SInvestors would overpay for divestment and fossil fuel firms’ portfolios would out-perform,
resulting in positive alpha; divestment, on the other hand, would create negative alpha.
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Fiduciary Responsibility: The Role of Trustees

The dominance of certain financial norms can be interpreted as compelling
managers of university endowments to make investment decisions in view only of
the goal of maximizing the financial value of, and returns from, their portfolios.
In examining the position of university boards of trustees, it is important to
understand that they might believe, because of their perceptions of what their
fiduciary responsibility might be, that they are legally unable to make any decision
that might sacrifice financial returns even if it is for the benefit of the broader public
or the planet. Since it is impossible to know the outcome of portfolio investments
in advance, their decision-rationale must be based on what is legally referred to,
according to fiduciary law, as what a “prudent person” would do in their situation
(Waitzer & Sarro, 2012). This implies that considerations of hypothetical returns are a
major area of debate not only for financial but also for legal reasons. This question of
financial ramifications remains, therefore, at the top of the priority list when it comes
to fossil fuel divestment, as it was in past divestment campaigns. Beer (2016: 513)
concludes, then, that there is evidence that investors who believe in SRI are willing
to accept suboptimal financial performance to pursue social or ethical objectives. As

quoted from a chair of a board’s finance committee:

The main driver was to align the actions of the college with the mission and the
values of the college.... Maximizing returns in the endowment is an incomplete
look at fiduciary duty. That duty can be trumped by other concerns. Human
trafficking might also be highly profitable, but | think we would all agree that we
would not want to own that stock. It is easy to overstate the case of fiduciary
duty in seeking an excuse to avoid action such as divestment from fossil fuels.
(Interview, May 23, 2014)

Reliance on Financial Advisors and Market Index Funds

Many universities outsource their investment functions or rely on financial
advisors who recommend a conservative risk profile that tracks market indices.
In these situations, choosing to divest from fossil fuel energy companies can be
difficult given the composition of financial products and pooled funds whose asset
holdings are dispersed across multiple sectors of the economy. Fossil fuel companies
also make up an appreciable part of major benchmark indices since the energy
sector represents a significant part of the equity markets. Fossil fuel firms engaged
in “upstream” activities such as the exploration and production of fossil fuels, for
instance, account for around 11% of the S&P 500 in the U.S. and 20% of the FTSE
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100 in the United Kingdom. This presents a problem for chief financial officers who
are unwilling, or feel unable, to recommend investments that are contrary to those
proposed by their universities’ financial advisors, especially when those very same
advisors favor instruments that are embedded with fossil fuel firm securities (such
as market index funds). This assertion, in fact, was confirmed by the individuals

contacted for this study.

Relying heavily on financial advisors outside the university, therefore, might lead
to inaction regardless of the personal positions of trustees and presidents. Indeed,

one president argued as follows:

| think one of the issues is that traditionally, the committee of the board has run
investment, and college presidents have been less engaged in those decisions
and tended to leave it to the experts. We may not feel entirely comfortable to
challenge [the investment experts’] assertions. They are the ones who work
on Wall Street and we are just college presidents.

Divestment and Diversification Risks

Classical portfolio theory (Markowitz, 1952) suggests that constraining an
investment portfolio will reduce opportunities for diversification which could
thereby impair financial performance. The underlying rationale is that a greater
set of alternatives increases the probability of better allocation for performance.*
Constraining financial holdings to non-fossil fuel firms, therefore, reduces the
universe of opportunities for diversification which could potentially impair

performance (Gasser, Rammerstorfer, & Weinmayer, 2017).

A NOTE ON ADVOCACY AGAINST DIVESTMENT

There is evidence that anti-divestment groups have invested substantial
resources in communicating that divestment will adversely affect investment returns.
Organizations like the Independent Petroleum Association of America (IPAA), for

instance, commissioned a study by Daniel Fischel, a professor of law and business at

“By constraining the investible universe, any divestment ends up imposing an inefficiency
(cost) that increases diversifiable risk. The diversification cost that results from the divestment
activity is the difference between the risk-adjusted returns of a fossil fuel-free portfolio and those
of an unconstrained portfolio. This well-established theory assumes, of course, that all market
participants (or at least a considerable majority) will participate in this disinvestment.
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the University of Chicago and chairman of the consulting group Compass Lexecon,
to analyze the financial implications of divestment. The report, titled Fossil Fuel
Divestment: A Costly and Ineffective Investment Strategy and which, apparently, did
not undergo peer review, argues for the importance of fossil fuel company stocks in
investment portfolios (Fischel, 2017). Using a limited sample period, Fishel’s report
concludes that divesting will result in portfolio losses (Apfel, 2015). Similarly, in
a study also commissioned and financed by the IPAA and with the assistance of
members of Compass Lexecon'’s professional staff, Cornell (2015) argues that owning
the stocks of fossil fuel firms improves portfolio financial performance. It is worth
noting, however, that these reports, as Trinks, Scholtens, Mulder, and Dam (2018)
observe, use ad-hoc methods, limited firm samples, and study periods that might
explain why they got such results.

ARGUMENTS IN FAVOR OF DIVESTMENT:
WHEN DIVESTMENT MAKES SENSE

Fossil Fuel-Free Portfolios Might Generate Equal or Higher Returns

Research on the financial effects of fossil fuel divestment is sparse except for
a few recent, comprehensive, and well-designed empirical studies. Henriques and
Sadorsky (2018) found that fossil fuel divestment at statistically significant levels
increased financial returns. Lewandowski (2017) discovered that companies with
(relatively) lower carbon emissions have superior financial performance, implying
that companies with high carbon emissions might be poor selections for inclusion
in investment portfolios. Trinks et al. (2018) suggest that divestment portfolios
are not negatively affected by the exclusion of fossil fuel stocks. Lastly, Hunt and
Weber (2019) found that portfolios with lower carbon intensity had higher returns
compared to the Canadian stock index for the period covering 2011-2015.

Geddes (2013) developed a model to back-test the impact that full divestment
from fossil fuel firms would have on portfolio performance and found that annualized
rolling returns would have been 0.1% to 0.2% higher than those from a Russell 3000
benchmark from 1997 through 2008. Morgan Stanley Capital International (MSCI,
2013) estimated, in similar fashion, that divesting the MSCI All Country World
Investible Market Index (MSCI ACWI IMI) of fossil fuel assets over a period of five

years (2008-2013) would have increased active returns by an average of 0.22%
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annually and overall tracking error by 1.9%. More recent developments confirm
this assertion—as of March 2020, the energy sector, which is composed of fossil fuel
firms, had a TTM (Trailing Twelve Months) growth rate of negative 122.93% from the
previous year’s TTM. Even without the effects of the COVID-19 pandemic, the sector
underperformed the market for nine years over the last decade (from 2010-2020).

It was the market’s worst performer every year-end up until and including 2019.

Fossil Fuel-Free Portfolios with “Green” Reallocation
Might Generate Higher Returns

Hunt and Weber (2019) examined the effect of fossil fuel-free portfolios as well
as divestment accompanied by re-investment in green industries in the Canadian
Stock Index and found that divestment with green substitutes resulted in higher
returns compared to the index fund benchmark. They also discovered that stricter
divestment strategies in the carbon intensity of portfolios resulted in higher risk-

adjusted returns.

Fossil Fuel-Free Strategies Might Have
No Impact On, or Even Reduce, Portfolio Risks

Geddes (2013) investigated portfolio volatility (after excluding coal firms with
the highest carbon emissions) from 1997 to 2008 and found that divesting from
fossil fuels can have minimal effect on a portfolio’s performance and risk. In a
comprehensive empirical study that compared the difference in portfolio risk and
financial performance (returns) of investment portfolios with and without fossil
fuel companies covering the period from 1927-2016 for all firms in the U.S. market,
Trinks et al. (2018) discovered that divesting from the fossil fuel sector increased
financial (risk-adjusted) returns compared to retaining unconstrained portfolios that
included holdings in fossil fuel firms; in fact, they also concluded that the fossil
fuel sector increases the risk of portfolios. In a similar vein, Morgan Stanley Capital
International (MSCI, 2013) found that fossil fuel divestment has the potential,

because of the volatility of the energy sector, to reduce overall risks in a portfolio.

The “Carbon Bubble”: The Over-Pricing of Fossil Fuel Firms

“Carbon bubble” is a term mentioned by Leaton, Ranger, Ward, Sussams, and

Brown (2013) and the Carbon Tracker Initiative that describes the “overvaluation”
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of fossil fuel reserves (assets) in fossil fuel firms. Such overvaluation stems from the
probable emergence of competitive alternatives in renewables that would weaken
demand for fossil fuels, an increased risk of future regulation, and the ultimate belief
that a great amount of fossil fuel reserves will turn out to be unburnable (becoming

“stranded assets”) and worth far less, if anything, than alternative uses.

The “carbon bubble” exists not simply because those reserves are valued
improperly but also because the true costs of carbon dioxide have not yet been
considered. Fossil fuel companies are valued by the stock market in large part
according to their reserves or amount of fossil fuels that they own and plan to
extract. This, of course, is under the assumption that fossil fuel reserves will
eventually be consumed and create revenue for the companies. However, only
a limited amount of carbon and greenhouse gases can be emitted into the
atmosphere before the planet becomes unlivable—probably the most common
estimate indicates that a rise in average global temperature not exceeding 2°C3
is the most that can be “tolerated” (IPCC, 2018). To cap the warming at that level,
the burning of fossil fuels needs to be severely constrained, implying that most of
the existing reserves should no longer be consumed. The amount of fossil fuels that
can be burned to limit the warming to 2°C has thus been termed a “budget” that,
if exceeded, would lead to extraordinary planetary warming. Leaton et al. (2013)
estimate that a conservative carbon budget totaling 1,550 gigatons of equivalent
carbon dioxide (GtCO,) would be needed to achieve, with 50% probability, less than
a 2°C increase in climate temperature; a carbon budget of 1,000 GtCO,, on the other
hand, would yield a 67% probability of avoiding the 2°C maximum. The budget to
avoid an increase of 1.5°C is much less: 500 GtCO, for a 50% probability and only
416 GtCO, for a 67% probability.

The math is simple—the total fossil fuel reserves of listed firms as of July 2018
amounted to 521 GtCO, while state owned firms (that do not trade in the public
markets) represented 75%?° of total reserves worldwide; their reserves amounted to
2,084 GtCO,. The amount of fossil fuel reserves worldwide as of July 2018, therefore,

52°C is equivalent to 3.6°F.

5Nelson et al. (2014) estimate that most of the $25 trillion in potentially stranded oil and gas
assets would be on the books of various governments. National governments own 50%-70% of
global fossil resources.
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totaled 2,605 GtCO, (cf. Table 1 on page 55), yet we should not burn more than
1,550 GtCO, to avoid catastrophe. What happens to the rest, then?

In the worst-case scenario of a 2°C increase (and with only a 50% probability
of not exceeding that), a capacity of 1,005 GtCO, of fossil fuels, of which 264
GtCO,would belong to the reserves of listed fossil fuel firms, would remain
unburnable. The more probable (67%) scenario would leave behind 1,650 GtCO,
of unusable (stranded) fossil fuels, of which 413 GtCO, would belong to listed
firms. Lewis (2014) thus projects that policies and technologies consistent with the
2°C threshold would put $28 trillion of fossil energy company revenues at risk.”
Table 1 below shows the impossibility of burning all the fossil fuel assets currently

available as disclosed by fossil fuel firms.

TO AVOID A 2°C INCREASE IN TEMPERATURE BY 2030*
Probability of staying below 2°C Maximum amount of GtCO,**
50% 1,222 to 1,550
67% 880 to 1,000
TO AVOID A 1.5°C INCREASE IN TEMPERATURE BY 2030*
Probability of staying below 1.5°C Maximum amount of GtCO,
50% 500
67% 416
FOSSIL FUEL RESERVES (GtCO,) (AS OF JULY 2018)
Listed firms 521
Non-listed government owned firms 2,084
Total Fossil Fuel Reserves 2,605

Table 1: GtCO, Budget & Fossil Fuel Reserves

(IPCC, 2018; see also Schurer, Mann, Hawkins, Tett, & Hegerl, 2017)
*Increase in temperature above pre-industrial levels (1850-1900)
**See |EA, 2017

The math and logic illustrated in Table 1 above leave us with two possible
scenarios: either some of these fossil fuel reserves are left in the ground to avoid
catastrophe (they become stranded assets), or they are used and burned at their
presumed market value, causing runaway global warming and very likely leading

to an unlivable planet.

"McGlade & Ekins (2015) project that 30% of oil, 50% of gas, and 80% of coal reserves will
become stranded assets.
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The business model of companies that plan to extract these fossil fuels will suffer,
therefore, if action on climate is taken, and when market players finally realize that
some of these assets (reserves) are worthless since these fuels need to be left in the
ground for the survival of most living species and, ultimately, for life as we know
it. It is virtually impossible, in other words, to burn all the stated fossil fuel reserves

without creating an unlivable planet.

If we assume that action will be taken to reduce CO, emissions, the value of
these reserves will be adjusted. Investor portfolios with exposure to the stocks of
fossil fuel companies will suffer as the market realigns, and/or when the “bubble”
bursts, creating huge losses. Infrastructure tied up in the refining and delivery of
fossil fuels will also be at risk financially. These reserves and infrastructure will
become “stranded assets,” or assets that cannot be used or extracted and therefore

have no value for investors.

If an investor believes, therefore, that society will react in some way to climate
change, he/she should take a financial position to prepare for that scenario; in
investment terminology, this can be called a “bet” that fossil fuels will be kept
in the ground. It is very plausible, in fact, to advocate for divestment based on a
prediction of strong declines in the stock prices of fossil fuel companies. Leaton
(2011), Battiston, Mandel, Monasterolo, Schiitze, and Visentin (2017), and Dietz,
Bowen, Dixon, and Gradwell (2016) find that the financial implications of various
climate policy scenarios will result in material negative valuation impacts for fossil
fuel firms. Indeed, various studies find that divesting might be a way to avoid financial
losses resulting from the potential burst of the carbon bubble due to stranded assets
(Ansar, Caldecott, & Tilbury, 2013; Beer, 2016). This hypothesis is supported by
Henriques and Sadorsky (2018) who find that divesting from fossil fuel companies
and replacing these positions with clean energy firms already increases financial

returns because of the higher performance of clean energy stocks.

The scenarios above, moreover, do not account for improvements in renewables
and efficiency technologies which would undermine the long-term demand for
fossil fuel energy and suggest a past peak demand environment for oil, gas, and coal.
Two major trends support this possibility: 1) an increase in the supply of crude and
natural gas production brought about by better extraction technologies and 2) limits

on net export availability in major exporting nations as their own population growth



90 Marinilka Barros Kimbro, Rubina Mahsud, & Davit Adut

requires increasing consumption. If these trends continue, sustaining the economic
case for fossil fuel dependency will become a more painful option compared to

restructuring the economy around alternative energy sources.

Portfolio Diversification: Risks and Benefits

Trinks et al. (2018) examined returns for the period 1927-2016 and found no
difference in B (beta) between the fossil fuel industry and the rest of the market,
implying that fossil fuel stocks are a substitute for the market index and provide
limited risk diversification benefits. On the other hand, they found no significant
reduction in diversification benefits following fossil fuel divestment; in fact, the high
a (alpha or undiversifiable risk) of fossil fuel firms confirms that they add risk to any
portfolio. Trinks et al. (2018), for instance, found that the coal sector significantly
underperforms compared to coal-free portfolios that outperform them consistently.
Divestment, therefore, would effectively reduce (or at least not affect) diversification

risk while benefiting from the advantages of market index investing.

Following this risk diversification strategy, the University of California system
eventually agreed to divest fully from fossil fuel investments. As per their chief
investment officer, “We believe hanging on to fossil fuel assets is a financial risk.
That’s why we will have made our $13.4-billion endowment ‘fossil free’ as of the
end of this month, and why our $70-billion pension will soon be that way as well”
(Bachher & Sherman, 2019).

CONCLUSION

There is no doubt that climate change is the greatest challenge our generation
and species has ever faced. We know this. University presidents know this. Nearly
everything we know about climate change and global warming today was known in
1988, when Hansen testified to Congress, and even before then. The “greenhouse
effect” is not that complicated—the more CO, in the atmosphere, the warmer
the planet—and yet more carbon has been released since 1989 than in the entire
history of civilization before then. The world has warmed by 1°C since the Industrial
Revolution, and it will warm by another 0.5°C within the next 12 years. The “best
case scenario” would be to limit the increase to 2°C which would result in the

destruction of tropical reefs, a sea level rise of several meters, the extinction of
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most living species, and mass migrations that will exacerbate regional conflicts and
battles over natural resources. A 3°C warming would imply the abandonment of
coastal cities, forests growing in the arctic, massive droughts, and mass starvation.
If fossil fuels continue to burn at the current rate, our future will be far less livable

than our present.

The rejection of reason opens the door to the rejection of morality, for morality
relies on faith in reason. We do not hesitate to summon morality in debates about
racial injustice, immigration, gun violence, nuclear proliferation, or even tobacco
marketing campaigns. Discussions of climate change, however, remain framed within
political, economic, financial, and legal considerations. Yet climate change is a moral
issue, and fighting to reduce fossil fuel emissions is a struggle for survival. How,
then, can we live with inaction? The alternative is to keep financing the fossil fuel
industry and wait for the suffering to become unbearable, to pursue the status quo for
10-12 years, the time left to reach a warming of 1.5°C and witness the multiplying

tragedies of a warming world.

The values embedded in the mission of a college or university serve as guideposts
on the route to making decisions. Even clearer, however, is that the morality in a
mission serves as material to justify policies that prioritize ecological sustainability
over purely financial gain, despite the cultural dominance of market values in the

broader society.

The divestment agenda is worth pushing. It offers some distinct advantages
over other kinds of efforts, provides a clear-cut moral message, and makes a
statement with money. Divestment is a powerful strategy, one that can, in the
right context and with proper consideration, be used to raise public awareness,
influence policy, and, in some situations, influence corporate behavior. The effect
of the divestment movement goes beyond a single congregation or university—it
provokes reflection in churches and debates on campuses and in family dining
rooms which inevitably spill over to corporate boards, city councils, and national
policy circles. Debates around specific investments also inevitably create a local
platform for the discussion of global issues, helping change public opinion and
allowing organizations and communities to demonstrate their concerns. The

“fossil-free campaign” has the potential, therefore, of stimulating grassroots
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debates about the issue of climate change, an issue which, unfortunately, too

often seems abstract and intractable.

At the end of the day, actions will of course speak for themselves. Yet even
if institutions refuse to divest, it is hoped that this paper will inspire discussions
that raise awareness of, and draw attention to, an existential issue that can
prompt reflection on our faith, values, and moral stance. As students involved
in the fossil fuel-free movement have come to realize over time, debates over
divestment can push broader communities to think more carefully, and perhaps
more critically, about whether and when moral concerns should override market
forces. There is no question that a powerful message will be sent if enough
institutions divest from fossil fuel holdings. Doing so will be a symbolic push
for change, one with the potential of shifting policy that will eventually

support the transition to a fossil fuel-free economy.

It is perhaps most ironic of all that the arguments for not divesting from fossil
fuels are overwhelmingly, and often exclusively, couched in financial terms: “we
cannot afford to act morally.” This financial reasoning is weak, and there is no
compelling evidence that divesting will hurt returns; in fact, it appears at least as
likely, or perhaps even a bit more so, that divesting will protect and maybe even
enhance them. Acting in ways consistent with our values and moral beliefs, it turns

out, might be the “most profitable thing to do.”

The game has changed. The challenge is no longer for university officers
responsible for investing endowment portfolios to say to students, faculty, and
alumni that “we cannot invest our funds in ways consistent with our values
and mission until you prove to us that doing so will not harm the university’s
financial returns.” The new challenge arises from students, faculty, and alumni

who say to those officers,

Please prove to us that we cannot afford to invest our endowment funds
in ways consistent with our values and moral beliefs. Prove to us that we
cannot act morally ... and, oh yes, in fairness to you, let us warn you that
even if you can convince us that there is a cost to acting morally, we might
say: “Thank you, let’s act morally anyway. We are a university after all, not
Gordon Gekko.”®

8Gordon Gekko is a fictional character in the movie Wall Street and its sequel Wall Street:
Money Never Sleeps. He is known for the quote “Greed, in all of its forms, greed for life, for money,
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