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Abstract: After 500 years from the creation of the world’s first stock of exchange in the house of the Dutchman Van Burse, now is the time for a new vision concerning the role of the financial markets. The ideological evolutions which have developed the civic power(organizations such as Greenpeace, Human Rights, etc.) and  the 2008 financial crisis lead towards a new type of relations over the stock exchange market. On the future stock exchange markets there will be commercialized bonds for poverty, for the diminishing of pollutant emissions and for desertification. In this way, the financial investors will greatly contribute to the salvation of the planet.
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 The process of global warming is an irreversible one and thus challenges government authorities all across the globe. Due to the real threat of the phenomenon, most governments are facing the problem of spending high amounts of money in order to stop the subsequent green-house effect resulted from the process as they are also facing the risks of potential irremediable damages. These consequences are caused by the high rate of green-house effect gas emissions and may apply especially to the poorly developed countries. The financial markets could play a major role in battling climatic changes as they are able to offer both strategies as well as economic instruments designed for this purpose. On one hand, the financial markets can propose strategies such as, for example, the ‘negotiable permits for carbon emissions’ as well as to stimulate the available funds towards ‘cleaner’ technologies and/or less pollutant products. On the other hand, the financial markets can diminish the undertaken costs of adapting countries in relation to climatic changes by transferring the funds towards the economic regions which are to become more productive due to this effect or by covering the climatic risks.
 
The financial markets have experienced in the past few years a certain development of the innovative process within this field, mainly due to the apparition and ever- increasing usage of new financial instruments such as the ‘negotiable permits for carbon emissions’, ‘climatic derived products’, ‘catastrophe obligations’ and others. Below are presented the main financial instruments used within the financial markets:

Table no.1
	Financial instruments used

	Permitted to issue negotiable
	Investment funds in sectors that can profit from climate change (for example: Management of water or nuclear power)
	Instruments of transfer of catastrophic risks (eg catastrophe bonds-or swapuri)

	Forward contracts and options on issue permits
	Investment funds oriented technology "clean" (clean)
	Contracts of insurance against weather risks and / or harvest

	Investment funds to issue permits in
	Projects that emit "credits" carbon
	Products used to cover climate risks

	Effects sought

	Minimize costs for a given level of reduced issuance of greenhouse gases
	Efficient reallocation of capital as a result of climate change
	Division climatic risks and risks of natural disasters

	
	Attracting new capital to finance measures to mitigate climate change
	Maintaining stability and reduce climate risks noxious

	
	
	Transmission of signals on the price and the risks and costs of climate


Source: Deutsche Bank (processed data)

In accordance to the regulations proposed at the Kyoto Protocol Conference concerning the decrease of green-house effect gas emissions prior to 2012, many countries have expressed their consent to significantly diminish these emissions. This objective can be achieved by applying proper legislative measures that may impose certain restrictions regarding the volume of gas emissions, taxes per these emissions as well as the usage of negotiable permits. Thus the financial markets can intensify their control over pollutant companies so that they may reduce their emissions volume well in advance.
    Nowadays the so-called ‘green investment funds’ are used for this purpose. They have been created within the ‘Movement for Responsible and Ethic Social Investments’ and have been used for the first time in the 1980’s. These funds are used only to the benefit of those companies who present an interest in the limitation of their damages to the surrounding environment. Later there were developed new specialized funds that were invested in companies, projects or technologies that had had the scope of diminishing gas emissions. The sums invested within the ‘green’ funds are nowadays quite reduced and do not provide a high efficiency on investors’ part. However, should we take into account the fact that the Kyoto conventions may lead within 2012 to a high tax price per gas emissions, thus we are to believe that the companies that are currently producing a low volume of emissions or are investing in anti-pollutant technologies will ensure in the future the highest efficiency in comparison to the market ensemble. The appliance of a high tax per gas emissions will seriously affect those companies that produce a high volume of emissions or have not invested in anti-pollutant technologies. The increasing costs in connection to gas emissions will make the above-mentioned category of companies more vulnerable to the concurrent ones and will oblige them to orientate themselves to other regions where both productions and investments might present a bigger advantage. This will finally lead to a general decrease of gas emissions. 
    The Kyoto Protocol also proposes the use of a ‘Mechanism for Clean Development’ according to which less expensive decrease of gas emissions coming from emerging poor countries may be certified by the United Nations and then sold as credits in order to compensate the emissions within the ‘limiting and exchange mechanisms’ used by developed countries. The effects of the ‘Mechanism for Clean Development’ are not yet observable in comparison to the ones of the ‘limiting and exchange mechanisms’ used, for instance, in the European Union. For example, in 2007 the value of the credits sold within the E.U. gas emission exchange system reached over 12 billion Euros. Also, the funds designated for projects concerning the reducing of carbon emissions reached over 10 billion Euros. The ‘Mechanism of Changing Rights for Carbon Emissions’ constitutes the third of its kind as it has also being proposed at the Kyoto Conference. This mechanism has been inspired by the equivalent ‘American Market for Sulfuric-Dioxide Emission Permits’ and it currently functions in the US, Europe and Australia.

    The ‘Mechanism of Limiting Exchange’ is based on the administrative limitation of the volume of pollutant permits as well as the authorization of such permits’ negotiation. In this way the pollutant companies are obliged to buy polluting permits from the companies that own such permits as the result of their actions concerning the lowering the level of pollution. The primary scope of this mechanism is to minimize the costs of a certain level of de-pollution by creating the permits for carbon-dioxide emissions and ensuring an ideal habitat for their negotiation. Ideally, the decrease of the emissions volume could be imposed to the highly performing companies. The exchange mechanism of carbon-dioxide emissions is far more developed within the E.U. as the value of negotiated certificates on the market has risen from 9.4 billion Euros in 2005 to 28 billion Euros in 2007. Since 2004 the E.U. market also hosts contracts for emission certificates which are negotiated on five markets by a series of contractors based in London. The monthly volume of these contracts has reached the equivalent level of 20 million tons of carbon-dioxide out of which almost 70 % are negotiated through the contractors.  Besides for the energy industrial companies, the investment banks and the speculative funds are presently very active on the market. The financial markets are currently proposing many ways to decrease the costs regarding climacteric changes. Through their daily posted prices, these markets are able to deliver signals to the real economy. Their purpose is to stimulate the redirecting of funds towards regions or countries that show the highest rate of profit through the managing of water or agricultural products. 

    The climatic changes will probably influence rainfall intensity and activity within specific regions thus being necessary especially in dry regions for an increase of investments designed for the preservation of water or the creation of a less water-consuming vegetal ecosystem. 
    The increase of climatic risks due to global warming phenomenon and the adaptation of economic resources to climatic evolutions will call for the need of financial markets. The financial innovations led to the apparition of specific instruments capable of covering the risks assumed by the companies with weather-dependant profits. This category of instruments may include the negotiable climatic derived products, the climatic insurance products, climatic swaps, catastrophe obligations and others. On organized markets, the ‘negotiable climatic derived products’ allow the potentially affected companies to cover their climatic risks. These products function for a number of days during which they record both higher and lower temperatures specific for a certain period of the year. If, for instance, the number of days with lower temperatures exceeds the normal weather conditions as agreed upon within the time period stipulated in the contract, then the customer who requested and bought the service is legible to receive from the contractor the fair amount of money in relation to the number of days in which there were noticed abnormal temperatures. This sum will cover partially or totally the potential damage to the crops due to extreme weather conditions. The amounts gained from the commercializing of such contracts within the financial market will therefore be used partially or totally to compensate the potential losses as reflected on the physical, real market. However, this often so-called ‘hedging’ operation does not prove itself to be always perfect as sometimes the profits gained within the financial market do not match exactly with the losses experienced by the operator in the case of natural extreme weather situations. It is therefore mandatory for a highly accurate appreciation of the number of contracts that are to be bought in order for the profits to be able to accommodate a larger part of necessary expenses required in the case of natural destructive weather conditions. Within the past few years there has been noticed a significant uprising of such markets worldwide. Thus the value of the negotiated climatic contracts within the ‘Chicago Mercantile Exchange’ (the largest market of its kind in the world) has risen from 2.5 billion $ in 2000-2001 to 19.2 billion $ in 2006-2007 reaching its highest peak of 45.2 billion $ in 2005-2006 as described below:
Table no.2
Climatic evolution of the contracts negotiated on the Chicago Mercantile Exchange in 2000 -2007

	Period
	2000-2001
	2001-2002
	2002-2003
	2003-2004
	2004-2005
	2005-2006
	2006-2007

	Value contracts (billion dollars)
	2,5
	4,3
	4,2
	4,7
	9,7
	45,2
	19,2 x)


x) – lower value of 2007 is due to transition from seasonal contracts to monthly contracts

Source: Pricewaterhouse Coopers: 2007 Report
    The other derived ‘instruments’ are the ‘climatic swaps and the climatic insurance contracts’ which are designed to cover the risks of crop damage due to climatic instability. The climatic insurance contracts are sold by the ones who wish to protect themselves from the potential losses they might experience as a result of a higher than normal temperatures and heavy rainfalls. In low budget countries such as India and Mongolia there are offered crop and animal insurances designed to protect the vulnerable farmers while Ethiopia was the first country to ever introduce in 2006 the so-called dry-season insurance. 
    The development of the market for climatic insurance and its derived products may be also encouraged by national authorities through a series of factors such as the publication on a regular basis of feasible and independent data concerning climatic tendencies, the waiving of government taxes applied to the profits made out of this kind of operations as well as strict regulations regarding transactions of such products. 
    The ‘catastrophe obligations’ are used in order to cover damages which may be caused by severe weather conditions such as cyclones, earthquakes, and others. In their simplest idea, these products allow the investors to obtain profits under the form of ‘primes for efficiency’. These ‘primes’ are obtained only if the parameter measuring the scale of the natural disaster does not exceed a certain critical level in which case the investors are reimbursed. These obligations were first created in the beginning of the 1990’s in the US and they were designed to help the cataclysm re-assuring investors after they had had to contribute with large amounts of money due to the damages caused by hurricane Andrew in 1992. Before 2005 the value of the ‘catastrophe obligations’ equaled 2 billion $ per year. However, after the hurricane Katrina these values have witnessed a spectacular uprising to more than 4.9 billion $ in 2006 and 7.7 billion $ in 2007. Although the catastrophe obligations along with the other negotiable financial instruments currently constitute no more than 10-15 % of the global funds covering the extreme climatic risks, they can still allow re-assuring investors to obtain their funds back in a very short amount of time in the case of natural disasters. Moreover, the advantages of these financial instruments confer a stabilization of the fees perceived by the re-assuring companies. In their absence, these fees would automatically increase in value.
    In conclusion, it is assumed that the financial markets will soon play a major role in the battle against global warming phenomenon as well as in the future preparation of the national economies against new climatic changes. These markets will stimulate companies to produce less or non-pollutant technologies and the world market for emission permits will soon become an ever-growing part within world’s economy. The financial markets for climatic products will experience a constant evolution and development as they will soon be able to offer new financial instruments which will be capable of serving the interests of both the affected operators on the real market as well as the investors.
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