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The problem 
Despite the CA100+, InfluenceMap, and greater interest in the topic, institutional investors are 
deploying a fraction of their statutory power to stop corporations from obstruct the regulation of 
GHG emissions and the energy transition. On this issue, many investors have a great opportunity 
and obligation to have a systemic influence in the best interests of their beneficiaries. 

However, a problem is that institutional investors tend to conceive of their relationship to 
climate change through the paradigm of individual company risk. In this view, the risk they face 
from climate change is equal to the physical, transition, and other risks posed to the returns 
of individual companies in their portfolio. Institutional investors believe they can account for 
climate change risk by encouraging companies to disclose their risks and incorporating these 
into their company valuations and encouraging companies to manage their risk. But there are 
fundamental flaws with this approach. 

First, the risk that climate change poses to companies, is not the same as the risk that 
companies pose to the climate. Companies can reduce their climate risk by lobbying against 
climate regulation or relocating to a jurisdiction with weak climate policy. Neither of which would 
do anything to curtail emissions. Second, this approach depends on clear and consistent data 
which does not presently exist. Third, there is little evidence that when climate weightings do hurt 
the share price of high-carbon companies, it actually causes those companies to change their 
business models or political influence.

Universal ownership
Entities such as BlackRock, through to its individual beneficiaries, are ‘universal owners’. Broadly 
exposed to a representative slice of the market, universal owners have an interest not in the 
returns of this or that individual company, but in the net growth of the market. In turn, this means 
that it is in their interest to tackle systemic risks to the market, easily the most potent of which 
is climate change. If the benefit that a company derives from an activity is less than the costs 
that this activity imposes on the rest of the market, universal owners have a financial interest in 
bringing it to a halt.

According to the best available estimates, when companies emit CO2e, this will cost the 
economy around $100 per ton. A lot of these costs will fall on the economy. If an investor is 
globally diversified, when one company’s lobbying in its portfolio causes more emissions, the 
other companies in their portfolio will feel a proportional share of the costs of those emissions.
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Our prototype
We have trialled a simplified version of a model with political lobbying and legislation. We 
can analyze major pieces of climate regulation that have fallen under the sway of political 
lobbying by companies and calculate how much that obstruction will cost the portfolios of asset 
managers, such as BlackRock, Vanguard, and State Street.

We will begin with in-house estimates of the emissions that would have been avoided by 
the regulation relative to the baseline scenario (in the U.S. the EPA is required to make these 
estimates, and they are common to public policy making worldwide). This tells us the emissions 
savings lost by the obstruction of the legislation, the cost of which we calculate by multiplying 
the potential emissions savings by the best existing estimate of the economic cost of carbon: 
$100 per ton. 

We will then establish what proportion of the economic assets that will bear the cost of 
these lost emissions savings reside in the portfolios of the biggest diversified investors. It 
will be essential for our analysis to focus on those pieces of regulation where the benefits 
and obstruction are amenable to analysis. For example, if the ‘benefits’ of a carbon tax for 
an asset manager are the emissions avoided that would have otherwise damaged their 
portfolio companies. The ‘costs’ of the carbon tax are represented by the subset of the portfolio 
companies that have to pay the tax.

Consider an approximation of the total damage of the U.S. CAFE standards (2019-2021). These 
standards regulate the emissions of new light-duty vehicles and could have reduced road 
emissions in the U.S. by 194 million metric tons (Mt) a year if the EPA had implemented its most 
stringent formulation of the regulation. Unfortunately, it met fierce opposition from lobbyists, 
the Alliance for Automotive Innovation (AAI) and automobile manufacturers Ford and General 
Motors. They called for a version of the standard that would reduce road emissions by 57.3 
million Mt. 

Ultimately, the difference in emissions between the ‘stringent’ EPA standards and ‘final’ 
regulation amounts to more than 931 million Mt over 2022-2035. If we apply an economic 
carbon price of $100, the total economic cost of that dilution is $14bn by 2050. Given that the 
equity of major asset managers is roughly equally split between traditional combustion-engine 
manufacturers and electric vehicle manufacturers, the direct benefits to the car companies in 
their portfolios are close to zero-sum – cancelling each other out. 

Therefore, it is possible to purport that this lobbying is a dead loss to the system, or worse, 
collectively a systemic threat to all markets, that universal owners have a strong financial 
interest in bringing it to a halt.

Whatever methodolodgy we apply to companies around lobbying, we are also developing 
how our analysis can be applied to thousands of companies. This scale is needed to fit into 
institutional investors models, and to be decision relevant.  
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Appendix: Examples of the cost of political lobbying

 
Legislation Original   

proposal  
(mtCO2e)

Lobbyists’  
position  

(mtCO2e)

Final  
outcome  

(mtCO2e)

CO2  
difference 
 (mtCO2e)

Annual  
market cost 

($m)

U.S. CAFE  
standards

194 57 166 28 2,800

U.K. 2030 
internal 
combustion 
engine ban  

191 0 0 191 955

EU tail pipe 
emissions 
standards  
(to 2030)

11.7 20.5 18.3 6.6 660

India CAFE 
standards

4.86 6 5.29 0.4 42

US Methane 
regulation 
(2023-2035)

990 590 920 70 583

COSTING POLITICAL LOBBYING  April 2022  PAGE 4


