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Welcome to the 2024 edition of MSCI ESG Research’s Sustainability and Climate Trends to Watch (formerly known as ESG Trends to Watch, see what we did there?).
Yes, in 2023, much attention has been devoted to the controversy around ESG investing. While
reports of ESG’s demise have been overstated, it is fair to say the industry is in a period of
transition. Confusing terminology, definitions and labels have fueled challenges to ESG’s credibility from both skeptics and idealists alike. A positive outcome of the current backlash may be that
years of inconsistency finally give way to greater clarity around language, goals and intentions.
Setting abbreviations aside, it has become clear over the last decade that environmental,
social and governance risks are financial risks. What does that look like for the year ahead?  Well, 2023 is virtually certain to go down as the hottest year on record (so far), underscoring  the immediate and tangible challenges posed by climate change for households, workers and economies — with risks likely to only grow over time.
The widespread adoption of AI is reshaping our work landscape and transforming how
companies deliver value. Issues like forced labor and deforestation, once relegated to ethical   considerations, are suddenly turning up as regulatory risks with serious financial implications.  When we add inflation and geopolitical instability to the mix, it becomes crucial to ask whether corporate directors are up to the task.
Amid the challenges, there are silver linings. The low-carbon energy transition could present a   hefty investment opportunity. Coupled with an expansion in primary investment, private capital is poised to play an outsized role in climate finance. Beyond climate, nature and biodiversity   have emerged as priority areas to tackle, with sustainability-oriented investors asking how to    minimize harm to ecosystems or how to contribute positively to nature-based solutions.
As sustainable investment matures, regulators around the world are taking steps to enhance clarity for the end investor. In the European Union, the initial round of Sustainable Finance
Disclosure Regulation (SFDR) reporting brought a steep learning curve, while in the U.S.,   the Securities and Exchange Commission’s “fund names” rule seeks to provide clarity in a   less prescriptive way. For many of us, 2023 was spent doing the hard work of tracking and  complying with evolving regulations. But as the dust settles, we expect innovation to return in 2024, informed by a clearer articulation of investment objectives and higher-quality
disclosures from investors and companies alike.
[image: ]As you dig into the trends on the following pages, you’ll find questions and thoughtful analyses from our global research team. We’re especially pleased to include contributions from our

newest colleagues in MSCI Private Capital Solutions and MSCI Carbon Markets (formerly

Burgiss and Trove Research). We hope you’ll find some useful insights and new ideas for the year ahead. Happy reading!
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Heat domes, atmospheric rivers, orange skies and unbreathable air. Shockingly unprecedented
climate disasters and increasingly severe weather have peppered the globe in the last few years.
No longer an abstract future concern, physical climate impacts are quite literally hitting home — and work — for millions of people, as well as the companies that rely on them. As the economic effects   ripple outward with social and structural consequences yet to be fully understood, adaptation is
becoming a must.
As we move through 2024, we may see more examples of how extreme weather is affecting where and how people live and work — and what that means for the companies that serve and employ them.
Homeowners feel the pinch
In 2023, major insurers retreated from Florida and California’s homeowner insurance markets.¹ As
a result, individual households may find themselves having to weather unexpected costs to protect their homes. Policy efforts could help plug some gaps, but there may be longer-term implications
for regional economic health and labor availability. For investors, the questions here are largely
macroeconomic: What happens to the business environment as climate hazards affect where people choose to live and work? And how much will they have left over after paying all the costs of housing?
The rise in the average cost of U.S. homeowners insurance between 2001 and 2020 was notable — up to 145%² — and well in excess of the 61% increase in median household income over the    same period.³ As climate change bites harder, more expensive policies and fewer options might  worsen the financial burden on households already trying to navigate an inflationary economy.








1     Michael Blood, “California insurance market rattled by withdraw of major companies.” Associated Press, June 6, 2023. 2    “An In-Depth Guide About Homeowners Insurance.” Meadowbrook Financial Mortgage Bankers Corp., April 18, 2023.
3    “Median Household Income in the United States.” Federal Reserve Economic Data, Federal Reserve Bank of St. Louis. Accessed on Oct. 13, 2023.
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Homeowners are already looking to limit their exposure to some of these costs — more than 80% of U.S. homebuyers are now factoring in physical climate risk when shopping for a home.4
Exhibit 1: Climate hazards may add to the pressures on homeowners-insurance affordability
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	Climate hazard that presents the greatest risk, statewide:
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	Tropical cyclone
Wildfire
River low flow

	Intense, but localized hazards (e.g.,
[image: ]tropical cyclones in parts of Louisiana) may not present a state's greatest risk, on average
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[image: ] Physical climate risk to watch
(At least one acute physical climate risk at first percentile)**
*Cost of insurance as a percentage of median household income vs. (minus) national average. Cost of homeowners insurance also
includes cost of flood insurance, which is usually purchased separately in the U.S. **Acute-climate-hazard percentile score of 75 or

more in 2050 under the Network for Greening the Financial System’s 3-degree scenario, according to MSCI Physical Hazard Metrics. A    hazard percentile score of 75 for an asset in the corresponding region implies the asset experiences more hazards than 75% of global    assets (i.e., assets in the MSCIACWI Index). Acute hazardsofMSCI Physical Hazard Metrics include tropical cyclones, coastal flooding, fluvial flooding, river low flow and wildfires. While the average risk levels of some states appear to be moderate, city- and county-level

risk levels may vary depending on locations. Data as of September 2023. Sources: MSCI ESG Research, Policy Genius, World Population View and Quote Wizard

In response to these intensifying hazards, insurance regulators, such as the National Association    of Insurance Commissioners, have been asking for better disclosure from insurers on their climate- related risks.5 But for homeowners, the affordability of policies is likely to remain a key question.
Options to limit the social impact of rising climate risk could include prioritizing support for
vulnerable households.6 In Oklahoma, Arkansas and Mississippi, homeowners insurance relative  to income is already among the least affordable in the U.S., and all three states are facing higher-


4    “Consumer Housing Trends Report 2023.” Zillow, Aug. 23, 2023.
5    The National Association of Insurance Commissioners has strengthened regulations for insurers to disclose climate-related risks, aligning with the recommendations by the Task Force on Climate-related Financial Disclosures (TCFD). Some state
regulators now mandate TCFD-aligned reporting, and New York and Connecticut have published detailed guidance on climate risk management for firms to implement.
6    Wesley Muller. “’Fortify Homes’ grants seek to lower insurance costs for Louisiana property owners.” Louisiana Illuminator, June 15, 2023.
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