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The politics of environmental and cli-
mate policy are particularly volatile, as
illustrated by the sudden energy crisis
dampening Europe’s appetite for climate
policy action. This column introduces a
novel high-frequency news-hased index
of US environmental and climate policy
uncertainty over the 1990-2019 period
and documents the adverse effects of
policy uncertainty on low-carbon invest-
ments.

In the midst of the current European en-
ergy crisis, several countries have recently
backpedaled on coal phase-outs and shale
gas moratoriums and started to massively
subsidize the costs of oil and gas ener-
gy. These announcements represent an
abrupt change of course from current en-
ergy policies pledging to reduce emissions
to achieve the 2015 Paris Agreement on
Climate Change, thereby leading to in-
creased policy uncertainty about future
climate action.

Yet, a predictable regulatory framework is
key to mobhilize investments and financial
flows for the low-carbon economy. A sur-
vey from the European Investment Bank
shows that 43 percent of European firms
and 22 percent of US firms cite uncertainty
about regulation as an important barrier to
undertaking climate-related investment
(EIB, 2021). To date, however, the absence
of quantitative measure of environmental
policy uncertainty has made it difficult to

Fig. 1 The EnvPU index, period 2009-2019

assess empirically the adverse effects of
these regulatory risks on climate-related
investments.

The Environmental and Climate Policy
Uncertainty Index

In Noailly, Nowzohour and van den Heuvel
(2022), we introduce a novel news-based
index of US environmental and climate
policy uncertainty: the EnvPU index. The
index is available on a monthly basis from
January 1990 to March 2019 and can be
accessed freely at www.financingclean-
tech.com/envpu-index.

The EnvPU index captures the monthly
share of news articles relating to uncer-
tainty about environmental and climate
palicy, among ten US newspapers spread
across the country. The index is scaled by
the total volume of environmental policy
news, so that it remains unaffected by
fluctuating media attention on general
environmental issues. On top of the novel
focus on environmental regulations, our
methodology improves on previous news-
based policy indices (Baker et al., 2016;
Caldara et al., 2020) by relying on super-
vised machine learning algorithms to clas-
sify news articles rather than less sophisti-
cated keyword-based methods.


http://www.financingcleantech.com/envpu-index.
http://www.financingcleantech.com/envpu-index.

Our novel index provides insights into the
following question: What induces per-
ceptions of increased uncertainty about
environmental and climate regulations in
the US context? The detailed reading of
news articles shows that a variety of fac-
tors play a role, namely: (i) unpredictable
outcomes of the legislative process, (ii)
legal challenges of regulations awaiting
court decisions, (iii) unexpected revisions
or rollbacks of palicies, or (iv) the failure of
international environmental negotiations
due to a lack of political will and suppor-
tive coalitions.

Many of these events are illustrated in
Figure 1, which displays the evolution
of the EnvPU index over the 2009-2019
period. Spikes in the index correspond to
well-known historical episodes. The early
2010s are punctuated by several bursts of
policy uncertainty: driven by the introduc-
tion and eventual failure of a comprehen-
sive climate bill aiming to introduce a na-
tionwide cap-and-trade system, the EnvPU
index rose to 40 percent above its average
level during the summer of 2010. Around
the same period, the failure of the COP15
in Copenhagen created an additional burst
in policy uncertainty.

Finally, the EnvPU index surged to re-
cord-high levels (60 percent above its ave-
rage) during the early months of Trump’s
presidency in 2017, reflecting the great de-
gree of uncertainty about how far the Tru-
mp administration would rollback existing
Federal environmental regulations.

Environmental policy uncertainty and
low-carbon investments

We then study the relationship between
environmental policy uncertainty and
low-carbon investments. When investors
have a hard time foreseeing the future
evolution of the regulatory framework,
they may either delay their investments
until there is more clarity or invest in safer
alternatives. Such a mechanism is likely to
be particularly detrimental to investments
in low-carbon markets, as these highly rely
on public policies to be profitable.

Our firm-level results confirm that envi-
ronmental policy uncertainty has adverse
effects on funding for cleantech startups.
Using quarterly data on venture capital
funding for 35,000 US startups from the
Crunchbase database over the last twenty
years, we find thatanincrease in our EnvPU
index is associated with a lower probability
for cleantech startups to receive funding in
the following quarter (controlling for envi-
ronmental policy stringency, GDP growth,
the oil price and market risk). This effect is
particularly concentrated among clean-en-
ergy startups characterized by capital-in-
tensive and irreversible investments.

We also find that higher environmental po-
licy uncertainty raises the volatility of stock
returns of green firms, as measured by their
annual green revenues shares. Using mon-
thly data on stock returns of 438 listed US
firms from January 2008 to March 2018,
we find that there is a positive association
between a shock to our EnvPU index and
the contemporaneous within-firm  stock
volatility of green firms, compared to other
firms. This might reflect higher perceived
market risk by investors, potentially dam-
pening investments in green firms.

Conclusions

The historical evolution of the US EnvPU
index shows that environmental and cli-
mate policies are rarely predictable and
consistent over time, as illustrated again by
the recent Furopean energy policy turna-
rounds. Yet, our results imply that elevated
levels of environmental policy uncertainty
threaten the establishment of robust mar-
kets for the low-carbon economy, further
delaying urgent climate action.
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About the Centre for International Environmental Studies

Established in 2010, the Centre for International Environmental Studies (CIES) is the Graduate Institute’s focal
point for research on environmental issues. The centre is dedicated to the better understanding of the sacial,
legal, economic and political facets of global problems related to the environment, with an emphasis on the
international dimension and North-South relations.

The centre addresses complex problems such as climate change, biodiversity, food security, energy, natural
resources and development. CIES's mission is to conduct high level academic research to improve the quality
of decision making in public and private spheres. This goal is achieved by creating a platform for researchers
to conduct interdisciplinary research on the environment, by providing training to PhD students in specialized
areas of research and by disseminating research results through outreach activities that target academic
experts and policymakers. CIES is part of a number of academic networks and partners with academic insti-
tutions and stake-holders throughout the world. Located in the heart of International Geneva, CIES regularly
hosts workshops and conferences that bring together researchers and policymakers.
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