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Executive summary

Context

Sustainable finance initiatives and related commitments have flourished in the aftermath of the Paris
Agreement’, in response to increasing political and societal pressure on financial institutions to take
action. However, there is still limited understanding of the extent to which these commitments are
effective (i.e. drive emissions reductions in the real economy). There is a pressing need to address
this particularly in France, where financial supervisors are tasked with monitoring these pledges and
assessing their contribution to the Paris Agreement. This report aims to review the current nature of
climate commitments by financial institutions and the existing scientific evidence as to the impact of
these pledges in terms of GHG emissions in the real economy.

Classifying commitments from financial institutions

We built a database gathering 2,584 climate-related commitments taken by 1,487 financial
institutions - on both the individual and collective levels. This database, although not representative
of the market for data-availability reasons discussed in Annex 1, allows for the classification of
commitments into 3 categories and 9 sub-categories, as shown in Figure 1.

Figure 1: Categorization of climate-related commitments taken by financial institutions
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One interesting takeaway is that financial institutions tend to mix, in their commitments, overarching
objectives (e.g. reducing carbon footprint) with specific actions (e.g. low-carbon investment,

' See Table 2
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engagement with investees). Clearer distinctions between ambition and means deployed to meet the
ambition would facilitate the realization and analysis of pledges’ impact potential.

Of course, it is important to highlight a number of caveats to this classification exercise. First, the
focus here is on public pledges, with potentially significant actions “behind closed doors” that we
don’t track. This is by design. Second, in that same spirit, we are not tracking compliance with
commitments. As shown by the analysis of the Swiss climate alignment (2DII, 2020), pledges and
high-level commitments may not always translate into climate actions.

Shedding light on financial institutions’ commitments impact potential: What does science say?
Although informative on current trends of climate pledging, the above classification is not sufficient
to uncover the ability of financial institutions’ commitments to contribute to climate change
mitigation. Various pieces of the puzzle are missing. Section 3 seeks to identify the current state on
the knowledge of the real-world impact of these climate commitments. It also highlights the dramatic
gap in our current knowledge on this topic

Discussing the ability of a commitment to impact the real economy entails understanding that climate
actions used to implement it, and the evidence that exists regarding the impact of these actions.
Throughout this paper we will use both climate pledges and climate commitments interchangeably.
Climate actions are defined as actions undertaken by financial institutions to influence the real
economy towards meeting climate goals. In this paper, we thus breakdown each type of commitment
into the various actions that can be used to fulfil it and discuss existing evidence regarding the impact
of these actions.

Julian Kolbel and Florian Heeb’s research? is the only existing meta-analysis of literature on this
question and, as such, their conclusions are used as a scientific reference®. Furthermore, this paper
relies on their research to define impact. The impact of a financial institution’s commitment is defined
as the change caused by the commitment in the real economy. Impact, in this report, thus designates
a causal, demonstrable relationship between a financial institution’s action and a change in the real-
world. The existing level of evidence regarding the ability of financial institutions’ commitments to
cause a change in emission reductions is rated through the scale introduced by Kdlbel and Heeb.

2 Kolbel, J. F., Heeb, F., Paetzold, F., & Busch, T. (2020). Can Sustainable Investing Save the World? Reviewing
the Mechanisms of Investor Impact. Organization and Environment. ; Kdlbel, J., Heeb, F., Paetzold, F., & Busch,
T. (2018). Beyond Returns: Investigating the Social and Environmental Impact of Sustainable Investing. SSRNV
Electronic Journal, 1-29. https://doi.org/10.2139/ssrn.3289544

3 The authors of this paper however recognize that the investor impact research field being still nascent and
quicky evolving, frequent updates of Kolbel’s meta-analysis will be required for it to remain up to date. 2DlI, as

part of its impact workstream, intends to conduct such an update in 2021.
4
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Table 1: Level of evidence for the effectiveness of the mechanisms of investor impact.

Scientific Systematic reviews of the empirical evidence document a

consensus scientific consensus on effectiveness of the mechanism.

B Empirical Empirical studies show that the mechanism has been effective in
evidence specific settings. Yet, it remains unclear how far these findings
can be generalized.

Model-based Economic models predict that the mechanism should be effective
prediction under certain assumptions.

Narrative There are narratives that rationalize why the mechanism could
be effective.

Heeb and Kélbel (2020)

Based on this scientific framework, two questions are answered:

e What information is needed to analyze the ability of pledges to yield a demonstrable impact?
e What evidence exists regarding the impact associated to the commitment categories
highlighted on Figure 1?

Takeaway 1. Actions underlying the commitments are what matters.

As suggested by the 1SO 14097* and by Kélbel and Heeb’s definitions of investor impact, the impact
potential of a climate commitments primarily depends on the set of actions that is implemented to
operationalize or realize the commitment, and on the conditions of implementation of the actions.
We thus introduce an analysis grid that breaks down commitments into a set of actions, each with its
own implementation modalities. Evidence levels taken from Koélbel and Heeb’s research can then be
matched with each action and its implementation modalities to shed light on the commitment’s
overall impact potential. Figure 2 illustrates the resulting analysis grid with an example of climate
commitment.

4 https://www.iso.org/standard/72433.html
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Figure 2: Analysis grid of commitments - Different implementing actions are associated to different levels of

Commitment

Climate-related
commitment taken by
the financial institution

Reaching carbon
neutrality of portfolios
in 2030

Actions

The specific initiatives
of the financier to
achieve the
commitment

Divesting coal mining
public equity

Offering concessional
capital to
capital-scarce green
start ups

Implementing granular
engagement strategies
with transitioning
companies

evidence of impact

Output

The change arising
from the financier’s
actions that influences
the investee

Increase in WACC of
coal mining companies

Non-market signal that
impact matters is
perceived

Increased access to
capital

Resolutions passed at
the AGM; Successful
bilateral meetings

The color code refers to the above table of levels of evidence

Outcome

The measurable
change observed in the
activities of the
investee, as a result of
the output

Retirement of a coal
power plant

Retirement of a coal
power plant

Growth of the green
company

Increased energy
efficiency of produc-
tion; Increased share
of renewables in
energy mix

The consequence of
the outcome of a
financier’s action
measuring the extent
to which its action
contributes to the
climate goals

Reduction in GHG
emissions

Increased green

product offering

Reduction in GHG
emissions

Takeaway 2. Although current scientific evidence does not allow for a comprehensive evaluation
of the impact of individual climate actions, we know that it is more difficult to demonstrate the
impact of some types of climate actions compared to other types

While the body of literature is meaningful and substantial in understanding the effect that
shareholder engagement or concessional capital offering can have on corporate actions and even
financial indicators like share prices, the literature remains light on demonstrating causal
relationship and linking that causal relationship to the specific issue of GHG emissions reduction.

We use the above analysis grid to discuss the ability of each of the identified commitment category
to contribute to real world decarbonization in a demonstrable way. The conclusions are three-fold:

e Research and evidence are lacking regarding the impact of the actions that can be used to
operationalize portfolio construction commitments on liquid markets, be it through direct or
undirect effects. A critical issue with the actions underlying this type of pledge, beyond the
current lack of research, is that we may not be able to clearly demonstrate their impact, even
if there is impact. This is due to the complicated causal chain that needs to hold for a real-
world change to be triggered by those actions. Although this absence of scientific ground
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does not disqualify these pledges per se, it sheds doubts on their appropriateness in leading
the sectors’ response to climate change.

e Portfolio construction pledges, when operationalized in the form of concessional, flexible or
conditional capital offerings to green or transitioning companies, have a demonstrated
ability to drive changes in the real economy.

e Although further research is still needed on the topic, preliminary evidence suggests that
engagement pledges can, under certain conditions, impact investees’ environmental
performance.

These conclusions should not be understood as normative. The objective of the analysis is to
highlight the various elements (action taken, market targeted, type of expected change in the
investee’s activities, etc.) that condition the ability of a commitment to yield a demonstrable
impact on the real economy, not to recommend certain commitments over others. Formulating such
recommendations would entail conducting a detailed analysis of the constraints specific to each
institution, that conditions their ability to apply certain climate actions. Furthermore, this challenge
of demonstrating proof and ultimately communicating this proof in a clear and accurate manner for
a variety of stakeholder groups is a critical hurdle that we must overcome. The prevalence of
greenwashing in the sector could partially be attributed to the fact that we have not yet solved this
critical issue. 2DIl intends to investigate these questions in upcoming reports.
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1. Introduction

Financial institutions’ commitments on climate goals have proliferated over the past 5 years since
the Paris Agreement, creating the need to better understand their potential impact in contributing to
real world decarbonization.

As part of the EU-funded Finance ClimAct project, which has also helped fund this report, the French
financial center represented by Finance For Tomorrow (F4T) and industry groups launched a
Sustainable Finance Observatory aimed at gathering information on climate-related commitments of
the industry (https://observatoiredelafinancedurable.com/en/). Supervisors in France have been
asked to monitor and evaluate these pledges, with a first report published in November 2020.

This report has been written to assist financial supervisors and other interested actors such as F4T,
in assessing the ability of existing financial institutions’ commitments to contribute to real world
decarbonization. In other words, the objective of this report is to investigate the types of
commitments currently taken by financial institutions worldwide, and how these commitments
relate to the scientific evidence base as to their real-world impact.

Table 2: Collective climate action initiatives

Collective initiatives Starting date

Climate Wise 2006

Caring for Climate 2007

Investor Decarbonization Initiative 2008

Climate Bond Initiative 2010

Divestlnvest 2014

Montreal Carbon Pledge 2014

The Portfolio Decarbonization Coalition 2014

Carbon Pricing Champion 2015

Climate Action in Financial Institutions 2015

Initiative Climat Internationale 2015

Climate Action 100+ 2018

Investor Agenda 2018

Collective Commitment to Climate Action 2019
Global Alliance for Banking on Values - Climate Change

Commitments 2019

Net-Zero Asset Owner Alliance 2019

Principles for Responsible Banking 2019
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In order to properly explore these questions, we (i) Identified existing categories of climate-related
pledges and their current prominence in the market; (ii) mapped these climate-related pledges to the
current scientific evidence as to their potential impact, and (iii) provided recommendations to fill
informational gaps.

To accomplish this, we followed three key methodological steps. First, we pulled together a
database of climate commitments by merging various data sources and analyzed this database to
identify existing categories of climate-related pledges. Part 2 details the content of the database,
while Annex 1 explains how it was built. Then, we drew on existing investor impact research (Heeb &
Kolbel, 2020) to map these pledges to the current scientific evidence as to their potential impact
(Part 3). Finally, we formulated recommendations for future market analysis based on the various
lessons that we learned during this exercise (Conclusion). We offer theoretical, empirical and
technical elements to assess the contribution of financial institutions to the Paris agreement through
their climate-related commitments.®

5 Liitkeherméller & al. - New Climate Institute, Unpacking the finance sector’s climate-related investment
commitments, 2020
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2. What are financial institutions pledging? Classifying financial
institutions climate commitments.

2.1. Description of the database

We created a database gathering existing commitments taken by financial institutions through
collective initiatives and on individual bases. The process of building this database involved merging
existing databases, including databases of collective initiatives aiming at mobilizing the financial
sector to contribute to fight against climate change, harmonizing dimensions and wording, reviewing
and when necessary amending information. The following databases were merged: InvECAT Climate
Pledges database, Nazca Global Climate Action database, The Institute for Energy Economics &
Financial Analysis’ databases, and the World Resources Institute’s Green Targets tool, along with
lists of signatories to various collective initiatives. More information is given in Annex 1 on how this
was done.

While there are clear limitations to the data collection exercise, in particular given the large number
of “vague” pledges, issues further explored in Part 4, the database is comprehensive enough to
identify key trends.

The merged database gathers the following information: entity names, home countries and sectors,
commitments taken, categories of pledges, whether it is part of a collective initiative or not and, if so,
the name of the collective initiative.

Overall, the database contains 1,487 financial institutions across 81 countries, which have taken 2,584
commitments (1.7 commitments per institution in average). However, 3 countries (the United States,
the United Kingdom and Australia) represent more than 50% of commitments while more than 80%
of the financial institutions are in 12 countries (see Table 3). 46% of financial institutions in the
database are based in Europe.

Table 3: 12 Western countries represent 80% of financial institutions in the database

Cumulated share of

Number of financial | Share of financial

Countries institutions per institutions per . fl.nar?mals
SO ST institutions per
countr

United States of America 344 23% 23%
United Kingdom of Great Britain

and Northegrn Ireland 236 16% 39%
Australia 183 12% 51%
Switzerland 95 6% 58%
France 84 6% 63%
Canada 49 3% 67%
Netherlands 47 3% 70%
Germany 44 3% 73%
Sweden 39 3% 75%
Japan 34 2% 78%
Denmark 21 1% 79%
Norway 21 1% 80%

Numbers relate to financial institutions included the database.

10
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2.2. Types of commitments

Commitments in the database are broken down by the authors into the following categories and sub-
categories, with some pledges (especially the ones that are part of collective initiatives) relating to
several categories. The allocation was determined based on the intent of a commitment. Specifically,
we differentiate between commitments whose intent is to engage with investees on their impact on
climate change from portfolio construction commitments. This classification does not claim to be
exhaustive and our categorization only aims at capturing the main trends that are observed in the
market.

Table 4: Commitments categories

Categories Sub-categories Description
Low-carbon investment/positive Commitment to finance low-carbon®
screening assets or projects or to select companies
which contribute to mitigate climate
change
High-carbon divestment/exclusion Commitment to divest from high-carbon’

assets (such as coal or oil) or exclude
them from portfolio
Portfolio carbon footprint reduction General commitment to reduce the
through unspecified means (abbreviated  portfolio carbon footprint
“Carbon footprint”)

Portfolio construction

Internal Carbon Pricing (abb. “ICP”) Commitment to implement an internal
carbon price

Engagement with investees on their Commitment to engage with investees or

impact clients on their impact on climate
change

Engagement (other objectives) Commitment to engage with investees or

Engagement clients on disclosure or climate-related

risk management

Policy advocacy Commitment to engage with government

or other non-market actors to foster
stronger action against climate change

Operational emissions reduction (abb. Commitment to reduce emissions within

“OER”) the strict boundaries of the company
(scope 1and 2 in GHG protocol terms)
and / or GHG emissions embedded in
the upstream value chain (scope 3
upstream)

Disclosure Commitments to disclose climate-

Internal management related metrics

process
Risk assessment/management (abb. Commitment to strengthen the

“RAM”) assessment and management of
climate-related risks whether through
the implementation of appropriate tools
(for assessment or integration of
climate-related elements) or through
engagement with investees

6 “Low-carbon” being discretionary defined by the committing financial institution.

" “High-carbon” being discretionary defined by the committing financial institution.
1
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Both commitments taken on individual and collective bases have been allocated to these categories.
Below are examples of commitments per sub-categories.

Categories - sub-categories

Portfolio construction - Low-
carbon investment/Positive
screening

Portfolio construction - High-
carbon divestment/Exclusion

Portfolio construction -
Portfolio carbon footprint
reduction (unspecified means)
Portfolio construction -
Internal carbon price
Engagement with investees on
their impact

Engagement with investees for
other objectives

Engagement with policy makers
or non-investee actors

Internal management process -
Operational emissions reduction
Internal management process -
Disclosure

Internal management process -
Risk-assessment/management

Table 5: Examples of commitments

Examples®

“[Financial institution’s name] committed to providing $200 billion in financing
to sustainable businesses and projects between 2018 and 2030, with more than
50 percent focused on clean technology and renewable energy transactions
that directly support the transition to a low-carbon economy.”

“We will no longer finance coal extraction, whether via mining projects or via
mining companies which do not have a diversification strategy. In a similar
move, the bank has decided to no longer finance coal-fired power stations.”
"By 2025, reduce the carbon footprint of its asset portfolio by 40% from 2015
levels."

"Set an internal carbon price high enough to materially affect investment
decisions to drive down GHG emissions ..."

"[Financial institution’s name institution] has committed to engage with 100% of
portfolio businesses on their [...] carbon reduction and energy consumption
performance targets."

“Our goal is to have the 10 most carbon intensive holdings in [financial
institution’s name] developed and emerging market portfolios respond to the
Carbon Disclosure Project climate questionnaire”

COMMIT TO:

5. Engaging more actively with our own national governments, inter-
governmental organizations and civil society to develop policies and measures
to provide an enabling framework for business to contribute effectively to
building a low-carbon and climate-resilient economy.

7. Becoming an active business champion for rapid and extensive climate
action, working with our peers, employees, customers, investors and the
broader public." Caring for Climate

"Reduce operational CO2e emissions by 35% from 2015 to 2030"

“We have committed to improving our disclosures on the climate change-related
risks and opportunities in our portfolios, in line with the recommendations of
the Financial Stability Board’s Task Force on Climate-related Financial
Disclosures (TCFD) for asset owners and asset managers.” Investor Agenda -
Disclosure

"We commit to implement, as fully as practicable, the recommendations of the
Financial Stability Board’s Task Force on Climate-related Financial Disclosures
(TCFD) over the next three years (as outlined in the TCFD’s implementation
path). The TCFD recommendations are designed to solicit consistent, decision-
useful, forward-looking information on the material financial impacts of climate-
related risks and opportunities, including those related to the global transition
to a lower-carbon economy" Commitments to implement the recommendations
of the Task-force on Climate-related Financial Disclosures

8 We fully anonymized the names of financial institutions in this report.

12
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3. Shedding light on financial institutions’ commitments impact
potential: Introducing an evidence-based framework

Glossary

Climate commitment: Climate commitments are defined as pledges taken by a financial
institution that relate to the theme of climate change (for example to contribute to climate
change mitigation, or to mitigate the climate risks associated with its portfolio).

Climate actions: Climate actions are defined as actions undertaken by financial institutions to
influence the real economy towards meeting climate goals.

Impact of a climate action: The impact of a climate action is defined as the change that the
climate action causes in the real economy.

Impact mechanism: An impact mechanism is defined as the mechanism through which a
climate action can deliver impact.

3.1 What does it mean to have an impact as a financial institution?

The impact of an action can be seen as the long-term effect of that action. If Person A impacts
Person B to do something, by definition this means that Person A caused Person B to do something.
We use these ideas to understand how to view and define the impact of a climate action. In order
for someone, like a financial institution, to claim impact, they must be the one that caused the
impact. If the financial institution (via a specific action) did not cause the impact or the impact
would have happened without the specific action, then the financial institution cannot claim the
impact. These nuances are further explained in the distinction between company and investor
impact.

We rely on Kolbel et al.’s (2018)° definition of financial institution’s impact, which is aligned with
the above-given definition. The impact of a company is defined as “the change in a specific
parameter caused by company activities” (e.g. providing a low-carbon product to the market which
competes with high-carbon ones). The impact of an investor (“investor impact”) is defined as “the
change that the investor has caused in the activities of the company benefiting from his
investment”. If we apply this definition to the climate issue, this change can either take the form of
growth in a “green” company’ activities (e.g. a growth of its green power production) or of a change
in the quality of a company’s activities (e.g. an increase in the energy efficiency of a plant), as
illustrated by Figure 3 (Kdlbel et al., 2018).

9 Kélbel et al., Can sustainable investing save the world ? Reviewing the mechanisms of investor impact, 2018,
available on https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3289544

13
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Figure 3: A synthetic definition of investor impact (Kélbel et al., 2018)

Investor Impact Company Impact
Company
Investor a. Growth World
b. Change

“Impact”, in this report, thus designates a causal, demonstrable relationship between a financial

institution’s action and a real-world change.

Impact can be delivered through various mechanisms - the classification reproduced here is

consistent with that of the Impact Management Project (The Impact Management Project, 2020)

Active engagement: Engagement can include a wide spectrum of approaches - dialogue with
companies, creation of industry standards, taking board seats and management support
(often seen in private equity), that all contribute to the same goal: improving the sustainability
performances of the targeted companies.

Growing new or undersupplied capital markets: Investors can provide capital to new or
previously overlooked opportunities, thus enabling their growth.

Providing flexible capital: Investors can accept below-market, risk-adjusted financial
returns when investing in impactful companies, thus lowering their cost of capital and
enabling their growth.

Signaling that impact matters: Investors can choose not to invest in, or to favor, certain
investments such that, if many investors did the same, it would ultimately either lead to a
‘pricing in’ of social and environmental effects by the capital markets (“critical mass effect”)

or send a “signal” to society that impact matters - through nonmarket channels.

Climate actions differ from impact mechanisms in that a given climate action can mobilize several
mechanisms to deliver impact. Based on a review of current market practices, Figure 4 below provides
an overview of existing climate actions and maps them to corresponding impact mechanisms. Each
of these impact mechanisms can be related to specific climate actions, i.e. actions that investors

can take to influence the behavior of a targeted company.

Table 6 below provides definitions and examples for different types of actions that can be used to
contribute to the impact channels described above. The types of climate actions mentioned below
were defined and classified based on several surveys of banks, asset managers, asset owners and

service providers conducted as part of 2DII’s “Evidence for Impact” working group™.

109DII, Evidence for Impact project, available on https://2degrees-investing.org/resource/impact-
measurement-target-setting/

14
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Figure 4: Climate actions mapped to impact mechanisms (Source: author, with the kind support
of the Impact Management Project (IMP))

Climate action types

Divestment

Exclusion & Ring fencing

Green Investment

Concessional capital

Impact mechanisms

%‘ Signal that impact matters

Grow new / undersupplied
capital markets

Setting climate conditions

Additional capital

Engagement with investees

Policy advocacy

N

\

Provide flexible capital

Engage actively - provide
non-financial support

Table 6 below provides definitions and examples for different types of actions that can be used to
contribute to the impact channels described above. The types of climate actions mentioned below
were defined and classified based on several surveys of banks, asset managers, asset owners and
service providers conducted as part of 2DII’s “Evidence for Impact” working group'.

Table 6: The main types of climate actions that financial institutions can undertake (source: 2DII)

Definition

Type of climate

Examples
action

Divestment

Exclusion

Ring fencing

Within the context of climate action,
divestment is the selling of assets for
climate-related reasons.

Exclusion at company level is the process of
excluding the assets issued by specific
companies from the universe of investable
assets for climate-related reasons.

Exclusion within an exposure (ring fencing)
is the process of excluding specific
activities conducted by a company from the
funding provided to this company.
Screening within an exposure is the process
of funding only specific activities of a
company.

An investor decides to divest from a range of to all the
companies in its portfolio in a specific high-carbon sector
or activity.

An investor sets investment policies that forbid the
investment in certain harmful companies., e.g. by
introducing a threshold such as “a maximum 25% of
revenue coming from coal mining activities” when
selecting investable companies.

Project green bonds are an example, e.g. a green bond
issued to finance a specific "renewable energy" project of
a power producer which still produces some electricity
with coal.

" 2DII, Evidence for Impact project, available on https://2degrees-investing.org/resource/impact-

measurement-target-setting/




On the road to Paris? A review of financial institutions‘ climate-related commitments

e
1ovesting
nitiative

Traditional
low-carbon
capital

Concessional
capital

Conditional
investment /
Setting
climate-related
condition

Additional
capital

Engagement
with Investee

Policy
advocacy

It is the process of investing in green assets
at market conditions or to limit the
investment universe to specific assets
which feature quality climate-related
characteristics, at market conditions
Concessional capital is the process of
offering capital to a company at below
market rate for climate-related reasons.

Conditional investments are investments
made by financial institutions under
specific conditions, relating to the
sustainability performance of the
investee/borrower.

Additional capital is the process of offering
capital (at market rate) to a company that
would otherwise not have accessed capital.
It differs from “low-carbon
investment/positive screening” because of
this additionality dimension. Of course, low-
carbon investment / positive screening can
be be additional capital under certain
conditions.

Engagement actions are all financial
institutions' actions undertaken to
influence the behavior of the company they
own.

Engagement actions on non-investee actors
are all investor actions undertaken to
influence the behavior of actors that are not
their investees.

Best-in-class, best-in-universe, provision of a certain
amount of money to “green” companies or the purchase
of “green” assets...

A bank decides to partner with a development finance
institution (DFI) to offer concessional loans for
companies engaged in renewable energy investment
projects and the DFI agrees to subsidize the interest rate
for borrowers.

Sustainable Improvement Loans. The interest rate is
partially adjusted (a premium or discount is usually
applied to the margin) depending on the evolution of the
borrower’s sustainability performance.

Lowering of returns decided by the majority of
shareholder’s in exchange with low-carbon investments
decreasing the sustainability risk of the investee.

A bank decides to offer a loan (at market rate) to a
sustainable energy company that didn't yet manage to
find a bank agreeing to lend it money.

An investor does bilateral engagement with an investee
company to persuade it to increase the scale of its
investment plans in renewable technologies.

A group of influential financial institutions decide to
engage with policy makers in their home country to
support the implementation of a carbon tax.

3.2. From climate commitments to impact: what matters is how pledges are

implemented

In the above Section, we introduced the idea that a financial institution can impact real world GHG
emissions through the climate actions that they implement to cause a change in their investees’
decisions - or, in some cases, in other actors’ decisions (e.g. policy makers). Consequently, the
impact potential of a climate commitment primarily depends on the set of actions used to
operationalize the commitment, and on the modalities of implementation of these actions. Each
action, through the causal chain illustrated in Figure 5, then has the potential of triggering changes
in the real economy - i.e. to be impactful.

The chain of consequences from an investor’s commitment to modified business activities and GHG
emissions reduction consists of multiple steps: with the objective of contributing to climate
mitigation, an investor decides to implement various climate actions to reach his commitment - for
example, engaging with companies in high carbon sectors and investing in innovative green
companies. These actions lead to outputs, namely the direct consequence of the actions - for
example, a change in the WACC of targeted companies, which turn into outcomes (encouraging
growth or improvements) at investee’s activities level - for example, a change in the investees’ capex
plans, or a growth in their production. The outcomes finally trigger a reduction of GHG emissions

(impact).
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The path from climate action to impact is not a clear path. All links of the chain are subject to
uncertainties, a consequence of the indirect control that an investor has on the GHG emissions of
its investees:

Figure 5: From climate pledge to investor impact: The impact value chain (Authors,
based on ISO standard 14097)

Climate action Output

Commitment The specific The change The actual The consequence
taken by the initiative of the arising from the measurable of the outcome of
financial financier to financier’s change observed a financier’s
institution achieve the climate action in the activities or climate action
. commitment that influences decisions of the measuring the
E;g}ﬁ:?;é’;gfz;’f the investee. investee, as a extent to which
e.g. Filing a result of the its action
of his portfolios shi,eho/f/e, e.g; :;O‘S}Zi/’::‘;ﬁfe’ output. contributes to the
i, eso{ut/c;n, climate-related e.g. A coal power climate goals
dz;;;t/;g; bZ; m issues is passed plant is closed e.g. The closing of
~ectors at the Annual the plant results
General Meeting ; ina X% drop in
WACC increases the company’s
for the investee GHG emissions

e A climate action might not result in an output: for instance, excluding high-carbon assets
from the portfolio (the action) might not tangibly increase the cost of capital for the
underlying high-carbon company (the unachieved output).

e An output might not translate into an outcome: the increased cost of capital resulting from
an exclusion policy (the output) might not trigger a change in the investee’s activities (the
unachieved outcome), for example due to a gap between the incentive to change and the cost
of change.

e Anoutcome might not translate into an impact: a company implements a new green project
as a result of an investor action (the outcome), but it fails due to competition.

Each type of climate action is subject to these uncertainties; however, the depth of the uncertainty
varies depending on the climate action type considered and on the modalities of implementation.
Consequently, the probability that a given action will yield an impact varies across actions.

Understanding the ability of a pledge to contribute to real world improvements thus entails
understanding the ability of underlying actions to deliver impact with a high degree of certainty.

3.3. The impact potential of climate commitments: what does science say?

Summary of existing evidence

The meta-analysis of existing evidence conducted by Koélbel & Heeb (2020) allows for the
classification of impact mechanisms and associated actions into four “evidence levels”, that
reflect the current state of the literature investigating their effectiveness (Table 7). These evidence
levels should not be conflated with “likelihood of impact” ratings. They simply reflect the current
state of evidence. As such, if a mechanism has not been studied yet but is very effective in practice,
the evidence level will still be D. This classification cannot thus be considered a perfect assessment
of an action’s ability to trigger a change in the real economy, but rather a summary of the evidence
that exists regarding its effectiveness. This framework is thereafter linked to our commitments’

categorization in order to assess impact evidence associated.
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Table 7: How can an investor achieve impact?

Investor Impact
Mechanism

Type
of change

Evidence
Level

Requirements

Limitations

Typical
asset

classes

Grow new/ Enabling « Investment in » Not suited for Private
undersupplied capital growth B companies with net investments in large, markets
markets positive impact established
- Companies growth is companies, which have
limited by external sufficient access to
financing conditions external financing
Provide flexible capital * Not suited for
B companies that have
sufficient access to
philanthropic or
commercial capital
Engage Provide « Investment in « Only suited for
actively non- B companies with net early-stage invest-
financial positive impact ments, where investors
support « Investors with can directly influence
know-how, reputation the company
or network that helps
companies grow faster
Shareholder Encouraging « Focus on meaningful « Limited to incremental Public
engagement improvements B improvements that improvements; unlikely markets
companies can achieve to transform industries
at a reasonable cost
* Investor with strong
influence on a
company
Signal Market « Transparent ESG + Only suited for
that signals criteria that companies early-stage invest-
impact can meet at reasonable ments, where investors
matter . cost can directly influence
Substantial portion of the company
the market screening
out or underweighting
firms that don’t meet
the criteria
Non-market Growth or « High level of public * Impact is difficult to
signals improvement visibility of the signal evaluate as it is
indirect and depends
on political action or
cultural change
Table 8: Evidence levels
Evidence level Description
Scientific Systematic reviews of the empirical evidence document a
consensus scientific consensus on effectiveness of the mechanism.
B Empirical Empirical studies show that the mechanism has been effective in
evidence specific settings. Yet, it remains unclear how far these findings
can be generalized.
Model-based Economic models predict that the mechanism should be effective
prediction under certain assumptions.
Narrative There are narratives that rationalize why the mechanism could
be effective.
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Caveats

The investigation of investor impact is a nascent research field and, as such, numerous gaps and
uncertainties remain on the options for actions available to Fls, notably regarding:

- Thelevel of evidence that actions can be impactful: Kélbel et al. classify impact mechanisms
based on the type of proof of effectiveness available in the literature (See Table 7). However,
they do not distinguish between an absence of research (the mechanism is classified in
“narrative” because no research was ever undertaken to investigate its effectiveness) and
existence of non-conclusive research. Additional research is thus needed to refine their
classification and bridge the identified research gaps.

- Thelikelihood of having an impact with the action: Kélbel et al. (2020) list the requirements
and limitations that apply to the impact mechanisms, i.e. the factors that influence the ability
of the mechanisms to drive a change in the real economy. Further research is however needed
to precisely quantify the likelihood that a given action has to deliver impact.

- The scale of the impact that can be delivered with the action: Information on the scale of
the impact that can be delivered with a given impact mechanism or action is minimal in Kolbel
et al.’s framework (most likely because it is rare in the literature). However, understanding
whether a given action is best suited to foster a transformative change or rather a minor
improvement is of crucial importance.

Kélbel’s framework, as the only available meta-analysis on the topic, can be used as a starting point
to identify options for action, but further research is needed to bridge the gaps listed above.

3.4. Synthesis of the analysis framework

Below is an exemplary analysis framework, that illustrates the variety of actions that can be used to
implement a commitment and their associated level of evidence. This framework allows for analysis
of existing evidence regarding the impact potential of climate commitments based on the climate
actions that are used to operationalize them.
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Figure 6: lllustrative impact value chain put in perspective with Heeb and Kélbel (2020) framework

Commitment

Climate-related
commitment taken by
the financial institution

Reaching carbon
neutrality of portfolios
in 2030

Actions

The specific initiatives
of the financier to
achieve the
commitment

Divesting coal mining
public equity

Offering concessional
capital to
capital-scarce green
start ups

Implementing granular
engagement strategies
with transitioning
companies

Output

The change arising
from the financier’s
actions that influences
the investee

Increase in WACC of
coal mining companies

Non-market signal that
impact matters is
perceived

Increased access to
capital

Resolutions passed at
the AGM; Successful
bilateral meetings

The color code refers to the above table of levels of evidence

Outcome Impact

The measurable
change observed in the
activities of the
investee, as a result of
the output

The consequence of
the outcome of a
financier’s action
measuring the extent
to which its action
contributes to the
climate goals

Reduction in GHG
emissions

Retirement of a coal
power plant

Retirement of a coal
power plant

Growth of the green
company

Increased green
product offering

Reduction in GHG
emissions

Increased energy
efficiency of produc-
tion; Increased share
of renewables in
energy mix

4. How can climate commitments contribute to the Paris Agreement?

In this section, we connect the dots between the different types of climate commitments and the
current evidence as to their potential impact, based on the actions used to operationalize them.

4.1. Portfolio construction commitments

Achieving impact through portfolio construction pledges - Applying the theoretical

framework

Portfolio construction commitments can mobilize a variety of impact mechanisms to contribute to
climate change mitigation:

e Growing new or undersupplied markets. For instance, a venture capital investor invests in
a start-up which faces strong difficulties to finance its activities and which designs tailored,
off-grid renewable energy systems for houses and apartments

e Providing flexible capital. For instance, a bank adjusts its interest-rate to the sustainability
profile of a client or a shareholder decides to give up part of its dividend against energy
efficiency investments by the investee.
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Signaling that impact matters, either through market or non-market signals. Regarding the
former, an investor coalition that divests from coal companies hopes to send a market signal
in the form of lower share prices of the divested companies. As an example of the latter, a
single investor may decide to divest, along with public communications on its decision to do
so. This type of action does not affect shares prices due to the marginality of its own
investments, but it signals to the market and society that coal companies should be phased
out.

Using these mechanisms, the sub-categories of portfolio construction commitments can be mapped
to Kolbel & Heeb’s level of evidence framework to analyze their ability to yield a demonstrable impact.

The mapping in done in Table 9, that features the following information:

1.
2.

3.

Column 2 lists the class of commitments featured in our database

Column 3 provides a further refining of the various type of commitments by breaking them
down across several type of actions as provided by the Heeb & Kdlbel’s impact framework.
Column 4 provides the mechanism through which each action can have an impact, based on
the Impact Management Project’s™ classification of investor impact mechanisms cited in
Heeb & Kdlbel (2020).

Column 5 provides information regarding the type of positive effect an action can have. It can
either “enable growth” of low-carbon activities or it can “encourage improvements” of high-
carbon companies.

Column 5 provides the requirements for an investor mechanism to ensure the maximum
likelihood of achieving impact for each type of action as categorized in column 2, /e. to
mitigate the uncertainties already highlighted.

Column 7 provides the level of evidence of impact associated with each type of action and
associated requirements.

Column 8 highlights the limits to each type of actions, which, if crossed, undermine the
targeted impact.

Column 9 lists the typical asset classes for which an implemented action may have impact:

o Listed equity: security that represents the ownership of a fraction of a publicly traded
corporation

o Private equity: security that represents the ownership of a fraction of a non-publicly
traded corporation

o Venture capital: private equity of early-stages companies

o Listed debt: publicly-traded fixed income instrument representing a loan made by an
investor to a borrower, whether for general purpose or to finance a specific project
(earmarking)

o Loans and credit lines: non-traded borrowing instrument between a debtor and an
investor, including loans made for general purposes or to finance a specific project
(earmarking), as well as credit lines (pre-set borrowing limit that can be used at any
time) and revolving credit facilities (borrowing system in which credit replenishes up
to the agreed upon threshold as the customer pays off debt).

o Private debt: privately traded fixed income instrument representing a loan made by
an investor to a borrower, whether for general purpose or to finance a specific project
(earmarking)

2 Impact Management Project, A guide to classifying the impact of an investment, 2018, available on
https://29kjwb3armds2g3gi4lg2sx1-wpengine.netdna-ssl.com/wp-content/uploads/A-Guide-to-Classifying-

the-Impact-of-an-Investment-3.pdf
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Table 9: Evidence of the impact of actions associated with portfolio construction commitments

Typical
asset
classes

Requirements for

impact (uncertainties el

evidence

Mechanism
of impact

Type of

. Limitations
action

Commitment

Type of effect

mitigation)

Low-carbon Additional Grow new Enabling 1. Investment in Not suited for Private
investment capital or growth companies with B companies that Debt
undersuppl positive impact have sufficient  pyiyate
ied capital access to Equity
2. Companies growth philantropic or
depends on access to commercial Vent.ure
this additional capital capital Capital
Loans and
Concession = Provide 1. Investment in Not suited for Credit
al capital flexible companies with B companies that Lines
capital positive impact can fund their
2. Companies growth growth without
depends on access to access to
this concessional concessional
capital capital
Conditional Investment in Private
investment companies with B Debt
positive impact Venture
Capital
Conditional Encouraging Investment in Private
investment improvements companies willing to (o} Equity
achieve positive
impact
Conditional Investment in No Loans and
investment companies willing to research Credit
achieve positive on this Lines*
impact topic
Traditional Signal that Enabling 1.Transparent ESG Disagreements  Listed
low-carbon  impact growth or criteria that (o} on how to Equity
capital matters - encouraging companies can meet measure ESG Listed Det
market improvement at reasonable costs criteria
signals 2. Substantial portion Loan§ and
of the market C.redlf
screening out or Lines
underweighting firms
that don't meet the
ESG criteria
High-carbon  Divestment Encouraging 1. Transparent ESG Effect unlikely Listed
divestment/ / improvement criteria that (o} for industry Equity
Exclusion Exclusion companies can meet exclusion Listed Debt
(including at reasonable costs .
ring- 2. Substantial portion Disagreemen Prlvlat?
fencing) of the market on how to equity
screening out or measure ESG Loans and
underweighting firms criteria Credit
that don't meet the Lines®
ESG criteria
Low-carbon Traditional Enabling High level of public Impact is Listed
investment/ low-carbon growth or visibility of signals difficult to equity,
positive capital Signal that encouraging evaluate as itis listed debt
screening impact improvements indirect and
Divestment = matters - depends on
High-carbon / non-market political action
divestment/ Exclusion signals and cultural
exclusion (including change
ring-
fencing)

*When flagged with a star, no research has been undertaken to assess the effectiveness of the action on the flagged asset class. The impact
of the action on this asset class remains to be studied. Based on Heeb & Kdlbel (2020)
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The following conclusions can be drawn from the above Table:

Research and evidence are lacking regarding the impact of the actions that can be used to
operationalize portfolio construction commitments on liquid markets, be it through direct or
undirect effects. A critical issue with the actions underlying this type of pledge, beyond the current
lack of research, is that we may never be able to prove their impact, even if there is impact. This is
due to the complicated causal chain that needs to hold for a real-world change to be triggered by
those actions. Although this absence of scientific ground does not disqualify these pledges per se, it
sheds doubts on their appropriateness in leading the sectors’ response to climate change.

Portfolio construction pledges, when operationalized in the form of concessional, flexible or
conditional capital offerings to green or transitioning companies, have a demonstrated ability to
drive changes in the real economy.

Achieving impact through portfolio construction commitments — A few examples

Below are a few examples, taken from the database, of how the theorical framework can be applied
to the analysis of portfolio construction commitments. The commitments are classified in the above
framework based on the actions that are being applied by the committed institution.

Table 10: Example of portfolio construction commitments and their impact potential according
to existing evidence

Levels of
evidence

| B | C | D |

Type of
HOELGE
institution

Type of
commitment

Examples of commitments

Description

Asset “Invest 50% of the portfolio in The investor associated to this
manager carbon negative projects commitment is involved in venture
ommitmen ener environmen capital activities. The commitmen
c itment (energy & envi t ital activities. Th itment
type 1 - technologies)” can thus be mapped to “Growing X
Additional new or undersupplied capital”
capital impact mechanism as it will help
nascent companies’ projects to
grow.
Public “Looking forward to 2020, To achieve this objective, this
financial [financial institution’s name] development financial institution
institution has pledged to catalyze $13 “will channel concessional
. evelopmen illion in external private sector | finance” together with leveraging
Commitment (devel t | billioni t | privat t fi ” togeth ith | i
tvpe 2 — financial capital annually to climate other methods. The commitment
Con)::pessional institution) sectors through mobilization, can thus be mapped to “Growing X
capital aggregation, and de-risking new or undersupplied capital”
P products. By 2020, [name] aims | impact mechanism.
to have climate investments
account for 28 percent of its
total financing portfolio”
Bank “[Financial institution’s name] Sustainability linked loans are

Commitment

committed to providing C$100
billion in sustainable finance by

conditional capital tools, allowing
to adjust interest rate to the

typ? 5 - 2025.”. This commitment sustainability risk of the investee. 20 relsearc.h
Conditional . . . - on this topic
capital includes, among other services There is no sufficient research on

“green and sustainability linked
loans"®®

the topic to date.

'3 World Resources Institute, Green Targets: A tool to compare private sector banks’ sustainable finance
commitments (as of July 2019), 2019, available on https://www.wri.org/finance/banks-sustainable-finance-

commitments/?indicator=2
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Asset owner | “Invest 100% of global equities The global equities portfolio of this
(pension fund) | portfolio in low-carbon pension fund is only invested into

Commitment strategies by the end of 2020” listed equities. It does not provide agts)or:iggegd
type 6 - clear ESG criteria nor involves a due to lack
Positive substantial share of the market,

. of relevant
screening and therefore can not be o
. wAn criteria
considered as a “C” level of
evidence commitment.
Asset Divestlnvest initiative The DivestInvest inititiative gathers
Commitment = Manager a substantial share of the world’s
type 7 - assets under management and X
Exclusion provides clear ESG criteria for
divestment.
Asset owner This financial institution has The portfolio of this asset manager

(pension fund) | set the “objective of decreasing | was invested, as of end of 2018, at

the portfolio’s carbon intensity: | 84.1% in fixed income, listed

(risk-reducing, from the level at | equities and hedge funds.

the start of 2018 until 2022)” Decreasing the carbon intensity of
the portfolio through its
reallocation (both green
investments and high-carbon
divestment) is not associated to
impact evidence (individual
initiative, no clear ESG criteria).

Commitment
type 8

Financiers have been anonymized.

4.2 Commitments to engage with investees on their impact

We focus in this section on engagement with investees on their impact (engagement to reduce the
impact of high-carbon companies, or engagement to foster the growth of low-carbon investees).
“Policy advocacy” and “engagement for other objectives” are not discussed in this section, given
some of the additional complexities of tracking impact through this channel.

Achieving impact through engagement pledges - Applying the theoretical framework

Engagement offers a variety of tools to foster the decarbonization of the economy. It can provide
more say to investors on corporate policies and actions than the mere provision of capital.
Engagement with investees on their impact mainly takes the form of dialoguing with companies to
influence corporate decisions or to provide support to management, including through taking board
seats, drafting shareholder resolutions, voting or proxy voting them.

As for portfolio construction commitments, engagement pledges can be mapped to Kolbel & Heeb’s

level of evidence framework to analyze their ability to yield a demonstrable impact. The below table
(Table 11), similar to Table 9, synthesizes existing evidence.
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Table 11: Evidence of the impact of engagement actions

Commitment Mechanism | Type of effect Requirements for Level of Limitations Asset
of impact impact (uncertainties | evidence (according to classes
mitigation) (based Heeb & Kélbel)
on Heeb
& Kolbel
Provide non- = Enabling 1. Invest in companies Only suited for Private
financial growth with a positive impact early stage Equity
support investments,
2. Investors with know- where investors = Private
9 how, reputation or B have the Debt
network that helps possibility to
companies grow faster directly Ventur
influence the e
company Capital
Shareholder  Encouraging 1. Focusing on Limited to
Engagement with engagement = improvements = meaningful incremental
investees on their improvements that improvements,
impact companies can meet at unlikely to Listed
reasonable cost transform Equity
industries
2. Investor with strong Listed
influence on a Debt

company. Influence

increases with:

a) Number of shares
held by the
engager investor
of group of
investors

b) Cultural proximity
with the company

c) Sizeand
reputation of
investor

Engagement with Provide non-  Enabling growth or encouraging No research on this topic Loans

investees / clients on  financial improvement and

their impact support / Credit
Engagement Lines”

*When flagged with a star, no research has been undertaken to assess the effectiveness of the action on the flagged asset class.

The impact of the action on this asset class remains to be studied.

Based on Heeb & Kolbel (2020)

10

1

The following conclusions can be drawn from the above Table (Kélbel et al., 2020):

There exists empirical evidence that engagement commitments on private markets can be effective
in supporting the growth of companies with a positive impact.

On listed markets, there also exists evidence that engagement commitments can be effective in
triggering improvements in the investee’s behavior.

However, the evidence is inconclusive and perhaps not generalizable to all cases. For example, it
seems intuitive that engagement is likely more effective when aligned with the financial interests of
the company and where change is less fundamental to the business model
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Achieving impact through engagement commitments — A few examples

Within our database, engagement commitments are all aiming for the reduction of emissions of
companies and not (at least not explicitly) for the growth of low-carbon companies. Moreover,
financial institutions in our database mostly commit to engage with companies through collective
initiatives™. This allows investors to coalesce forces to enhance the strength of engagement activities
to deliver real-world GHG emissions reduction, as described in the above framework.

The table below provides examples for each of the three types of engagement commitments outlined
in the above framework.

Table 12: Examples of engagement commitments

Levels of
evidence

Type of
financial
institution

Type of
commitment

Examples of
commitments

Description

None in our database
Commitment

type 9

Commitment
type 10

Commitment
type 11

Asset Managers
Asset Owners
Banks and
Public Financial
Institutions

- Climate
Action 100+

Banks -
Collective
Commitment to
Climate Action

Contributors to the
Climate Action 100+
initiative focus on “100
‘systemically important
emitters’” and engage
them to, among other
objectives, “curb
emissions”’®.
Contributors to the
Collective Climate
Action are committing
to, among other
objectives, “engaging
and working with [...]
clients on their
transition™®.

Engaging with publicly traded
companies on their impact is
associated with empirical
evidence.

Engaging with loans’ recipients

is associated with no scientific

evidence in the literature.
No research on
this topic

Section 4 illustrates how the analysis framework introduced in Section 3 can be used to understand
existing evidence regarding the impact potential of climate commitments based on the climate
actions that are used to operationalize them. It provides a basis for future research and for the
development of target setting frameworks that factor existing evidence. The following section
discusses recommendations drawn from this analysis.

% Out of 447 commitments to engage with investees on their impact in our database, only 2 have been taken on
an individual basis. This might be due to the fact that, even if they act in practice, Fls rarely pledge their
individual actions.

'8 Climate action 100+ webpage, available on http://www.climateaction100.org/

'8 The sentence is thereafter followed by « As banks, this is how we can contribute most effectively to realizing
the changes required in the real economy to achieve a low-carbon, climate-resilient economy ».

UNEP-FI-PRI, Collective Commitment to Climate Action, available on https://www.unepfi.org/wordpress/wp-
content/uploads/2019/12/PRB-Collective-Commitment-to-Climate-Action.pdf

" However, this does not mean that this type of commitment has no impact. It has been classified as a level D
of evidence considering the lack of literature addressing the topic.
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5. Next steps and recommendations

Increasing the quality and quantity of data on the climate-related actions underlying
commitments

This study highlights the need for granular data regarding the actions underlying the pledges that will
enable a thorough assessment of climate commitments’ ability to deliver demonstrable impact.
Financial institutions should provide more information on:

(i) the way in which the commitments will be implemented, for example by listing the
specific actions that will be taken to operationalize the commitments and the modalities
of implementation of the actions;

(ii) the assets classes targeted by their commitments, as a pledge can have very different
real-world consequences when implemented on public or private markets;

(i) The ex-post tracking of the actions implemented, in a granular way an in an ongoing
basis.

Improving the scope and the type of information gathered by FAT and the French financial
marketplace as part of their Sustainable Finance Observatory would help fill this information gap.

Deepening research on the ability of financiers to achieve real-world impacts

Evidence regarding the impact of financial institutions’ actions is currently extremely limited (see
page 19 for more details). Hypothesis can be drawn from existing literature, but more research is
needed to conclude on the ability of a given action to be impactful. Quantitative and qualitative
methods could be used to further assess the likelihood of achieving impact or the scale of GHG
emissions reductions allowed by different actions. This research would provide a basis for developing
impact-seeking frameworks for financial institutions to contribute to real-world decarbonization.

Building evidence-based frameworks for financial institutions to implement climate-related
pledges

Financial institutions mix, when they take climate-related commitments, overarching objectives (e.g.
portfolio carbon footprint reduction), implementation means (e.g. engagement, portfolio reallocation)
and monitoring tools (e.g. internal carbon price, disclosure, risk-assessment tools). Financial
institutions could benefit from guidance to navigate these categories, to develop evidence-based
decarbonization plans and to take evidence-based commitments. Such frameworks should allow
financial actors to understand ex-ante evidence associated to potential actions, so that they can
maximize the likelihood of achieving impact through the implementation of their commitments. 2DII
will leverage its resources and current work undertaken as part of the Evidence for Impact working
group to provide a pilot-test framework addressing this need.

Suggestions for the development of the French Observatory of Sustainable Finance

In October 2020, the French financial center launched a Sustainable Finance Observatory
(Observatoire de la Finance Durable), which monitors the climate-related commitments of French
financial institutions. The Observatory ultimately aims to assess the contribution of the French
financial sector to the Paris Agreement.

The initial version of the Observatory gathers and categorizes the climate-related pledges taken by
the Place. It however does not yet feature the information that would be needed for assessing the
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real-world impact of these pledges. The framework developed in this report can be used to bridge
such a gap. Specifically, the Observatory could strive to gather the following information:

e A description of the actions underlying the commitments and their conditions of
implementation;

e A description of the assets class targeted by the commitments and of targeted companies,
as commitments can have very different real-world consequences when implemented on
public or private markets;

e An explanation of how the financial institution taking the commitment expects it to
contribute to the Paris agreement.

e A description of the follow-up measures implemented by the financial institutions to assess
the impact of its commitment, in a granular way and on an ongoing basis.
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Annex 1 - Building a database of climate commitments: Methodological
process & challenges

2° Investing Initiative built a merged database of individual and collective climate-related
commitments (thereafter “commitments”) of financial institutions from existing databases.

A commitment is defined, for this report, as a public statement by a financial institution in which
it affirms its decision to implement climate-related actions or to reach a climate-related
objective. This includes financial institutions that joined collective initiatives aiming at mobilizing the
financial sector and leveraging financial tools to fight climate change.

Financial institutions are defined as private or public institutions which primary business is to
invest or manage capital (including receiving and reinvesting deposits) for their own sake, the sake
of their clients or their authorized representative (cf step 2 of the methodology).

The process of building this database involved merging existing databases, including databases of
collective initiatives aiming at mobilizing the financial sector to contribute to fight against climate
change, harmonizing dimensions and wording, reviewing and when necessary amending information.
The figure below outlines our process:

The final database includes 1,487 financial institutions and 2,584 commitments. Some financial
institutions have taken several pledges (explaining the higher number of commitments than financial
institutions) while most commitments were taken in recent years (~past decade). When spanning a
limited time period, some of these commitments have already finished, while others extend further
into the future.
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Step 1

The dataset was built by merging the following databases:

# of
commitments
in the original
database | in

the final
database

Databases Comments

InvVECAT  Climate  Pledges | Designed in three steps: (i) selection, via
database  (United  Nations | initial desktop research, of the key criteria of
Framework Convention on | commitments, (ii) the structuring of the
Climate Change - UNFCCC)™® database framework and (iii) its filling using
an machine learning web crawling tool which
searched for commitments, both individuals
and from collective initiatives, in web pages | 2635 1740
and sustainability reports of financial
institutions. However, due to some flaws of
the tool in the collection of commitments,
the final database was post-treated to take
into account relevant and comparable
results (further details below).

Nazca Global Climate Action | Built based on voluntary displaying of
investor database of individual | financial institutions’ actions. 1,202 climate
climate actions™ actions were retrieved through web scraping. 349 339
Among these actions, only 349 corresponded
to our definition of commitments

The Institute for Energy | There are two databases, one gathering 130
Economics and Financial | commitments of banks and insurers, the
Analysis’ (IEEFA) databases?® of | other one gathering 21 commitments of asset

global financial institutions | managers and asset owners. 191 80
commitments to restrict thermal
coal financing
The World Resources Institute’s | The tool lists and analyzes the sustainable
(WRI) Green Targets tool* finance commitments taken by the world’s
50 biggest private banks. Only 23 of these 23 22
banks had sustainable finance commitments
when the database was set up.
Collective initiatives
The Principles for Responsible Banking (171 institutions) 17 164
The Collective Commitment to Climate Action (38 institutions) 38 38
The Initiative Climat International (44 institutions) 44 35
The Investor Decarbonization Initiative (114 institutions) 114 98
The Net-Zero Asset Owner Alliance (27 institutions) 27 24

'® Not publicly available.

9 UNFCCC, Global climate action - Nazca, Available on
https://climateaction.unfccc.int/views/stakeholders.htm|?type=investors

20 |EEFA, Financial institutions are restricting thermal coal funding, available on https://ieefa.org/finance-
exiting-coal/
2 World Resources Institute, Green Targets: A tool to compare private sector banks’ sustainable finance

commitments (as of July 2019), 2019, available on https://www.wri.org/finance/banks-sustainable-finance-
commitments/?indicator=2
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The Powering Past Coal Alliance (20 institutions) 20 16
The Global Alliance for Banking on Values Climate Change Commitment (28 08 08
financial institutions)

Treatments in steps 2 and 3 explain why not all signatories to the collective initiatives or financial
institutions included in the original databases were not included into our final database. For instance,
many contributors to the Divestinvest initiative do not correspond to our definition of financial
institutions and have thus been excluded.

These collective initiatives add to the following already included in the InvECAT database?:
o The Carbon Pricing Champion (12 institutions in the original and final database)

Caring for Climate (44 institutions in the original database, 38 in the final one)

Climate Action 100+ (105 institutions in the original database, 97 in the final one)

Climate Action in Financial Institutions (40 institutions in both databases)

The Climate Bond Initiative (27 institutions in both database)

The ClimateWise Principles (27 institutions in the original database, 22 in the final one)

The commitments to implement the recommendations of the Task-force on Climate-related

Financial Disclosures (30 in the original database, 24 in the final one)

DivestInvest (1007 institutions, 584 in the final one)

o The Investor Agenda - disclosure and policy advocacy commitments (475 in the original
database, 408 in the final one)

o The Montreal Carbon Pledge (138 in the original database, 128 in the final one)

o RE100 (76 in the original database, 72 in the final one)

o The Responsible Corporate Engagement on Climate Policy (11 institutions in the original
database, 10 in the final database)

o The Science Based Emission Reduction Targets (42 in the original database, 39 in the final
one)

o The Portfolio Decarbonisation Coalition (32 in the original database, 25 in the final one)

o The Sustainable Stock Exchange initiative (80 in the original database, none in the final one)

O O O O O O

O

Step 2

We defined financial institutions as being private or public institutions whose primary business is to
invest or manage capital (including receiving and reinvesting deposits) for their own sake, the sake
of their clients or their authorized representative. This led us to delete companies providing financial
services but not corresponding to this definition, such as brokers and dealers, market makers,
companies providing finance advisory services.

The InveCAT database, most principally the DivestInvest list of signatories included in the database,
included the following categories which were deleted: “faith-based”, “stock exchange”,
“government”, “healthcare” and “NGO” (which does not include foundations). We considered these
categories to not meet our definition of financial institutions:

The “faith-based” category was comprised of religious charities and organizations.

The “stock exchange” category included securities exchange companies.

The “government” category included local authorities as well as administrations in relation
with the financial sector but with no capital investment or management mandates.

22 The number of financial institutions committing to these initiatives may have evolved since the invECAT
database has been built (Q12019)
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e The “NGO” category gathered not-for-profit organizations (apart from foundations) in favor
of the protection of the environment but with no capital investment or management
mandates.

e The “healthcare” category included not-for-profit organizations, non-profit health systems,
non-financial companies, and professional associations in the medical sector.

Step 3

We deleted the duplicates between the various databases. Most of the time, they were due to some
thematic databases featuring individual commitments that were already part of collective initiatives.
Also, companies that were considered to be financial institutions in the InvVECAT database were
deleted after being reviewed through desktop research®,

Because the InveCAT database was built through an automated tool, we encountered many “false
positives” when reviewing the data. Some commitments were deleted because of the following
reasons:

e incomplete or incoherent sentences;
e information regarding past / completed actions.

Moreover, we further deleted some commitments which were part of the “financial services” category
of the InveCAT database and that were non-financial institutions in the sense of our definition, such
as consulting corporations or non-financial service providers. This reviewing and correcting process
allowed us to optimize the relevance and comparability of the data.

Step 4

Finally, the database was reviewed to harmonize financial institutions’ countries and sectors names.
This allowed for quantitative analysis of the database.

e We harmonized financial institutions’ names and countries of origin that were spelled
differently across various databases.

e Financial institutions were classified into the following industry categories, based on
available online information?.

o Asset managers (including real-estate investment companies)

o Banking institutions including both retail and investment banks

o National financial institutions (comprised of Development Financial Institutions,
National Investment Institutions and Export Credit Agencies)

o Asset owners (comprised of universities’ endowments, foundations, pension funds
and other types of funds such as funds superannuation funds, trust funds, public
retirement funds..., insurer and reinsurers and other asset owners)

o Other depository and investment services institutions (comprised of credit unions,
financial cooperatives, microfinance institutions and other non-banking financial
institutions providing customer financial services)

23 This mostly includes churches, that have been deleted, but also some companies that are not involved in the
financial sector

24 Allocation to types of financial institutions is based on their principal activity. We acknowledge that some
institutions are involved in secondary activities as well.
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Finally, we determined 3 categories and 10 sub-categories to which commitments can be allocated.
This classification was done based on the available information contained in the commitments. Some
are part of several categories. These are:

o Portfolio construction: commitments relating to a certain composition of portfolio,
as assessed through climate-related indicators (e.g. carbon footprint, share of
“green” investments, reduction of “brown” share or divestment from “brown”
investments...)

= Green investment: commitments to invest in low-carbon activities,
companies or assets

= Divestment/exclusion: commitment to divest from or exclude from portfolio
high-carbon activities, companies or assets

= Portfolio carbon footprint (no means specified)?® (abbreviated in “Carbon
footprint”: commitments to reduce the carbon footprint of the portfolio

= Internal Carbon Price? (“/CP?”): commitments to set an internal carbon price

o Engagement: commitments to engage with investees on their emissions or on other

objectives, with policy makers to support climate policies

= Engagement with investees on their impact: commitments to engage with
investees to foster the reduction of their emissions or their growth in the case
of low-carbon companies

= Engagement with investees on other objectives (“Engagement - other
objectives”)

= Engagement with policy makers or non-investee actors (“ Po/icy advocacy’)

o Internal management process: commitments relating to internal procedures.

= Risk-assessment/management (“RAM?): commitments to implement
climate-related risk assessment and management tools

= Disclosure: commitments to implement climate-related disclosures

= Operational emissions reduction (“OER”): commitments to reduce non-
financed emissions

Some commitments are of several types (especially the ones pertaining to collective initiatives). This
classification does not claim to be exhaustive; each commitment is unique and our categorization
only aims at capturing the main trends that one can observe in the market.

25 Portfolio carbon footprint reduction can be achieved through either low-carbon investment and/or high-
carbon divestment and/or engagement. When financial institutions commit to reducing their portfolio carbon
footprint, they refer to a portfolio construction target.

26 We acknowledge that internal carbon prices are also risk management tools.

Alberola and Afriat (I4CE), Internal carbon pricing - A growing corporate practice, 2016, available on
https://www.i4ce.org/download/internal-carbon-pricing-an-increasingly-widespread-corporate-practice/
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