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IN A SINGLE DAY on 26 May this year, the world 
witnessed how societies’ values can affect financial value. 
Royal Dutch Shell, ExxonMobil and Chevron – three of 
the world’s biggest publicly traded oil and gas companies – 
suffered a climate backlash from courts, activists and their 
own shareholders. 

For those who analyse policy-makers’ and investors’ 
thinking on the channels through which climate 
considerations can affect financial outcomes, these actions 
are well within their playbook. But they were still radical 
and rightly described as a ‘tipping point’. On that day, the 
momentum that had built over time translated into action.

As more investors begin to integrate sustainability 
considerations, the motivations are shifting from 
managing headline risk to addressing the very real 
vulnerabilities of their portfolios to climate-related 
financial risk and supporting policy efforts to achieve 
net zero (especially for public asset owners such as 
sovereign funds and public pension funds). This in turn is 
motivating active ownership and shareholder engagement 
strategies that can be more effective at steering companies 
in a sustainable direction. Developments in disclosure 
regulation and data availability are also enabling investors 
to engage more intensely in sophisticated strategies that 

require better information for their execution.
This edition of the SPI journal invited contributors to 

share their insights on shareholder activism and active 
ownership investment strategies. Representatives from 
Milieudefensie, the group behind the Shell court case, 
speak of a ‘sea change’ (p 14) in how the world views the 
responsibility of financial institutions in funding fossil 
fuels, while Anne Simpson of CalPERS describes the 
‘Exxon effect’, welcoming the news as an indication of 
‘how capitalism really is meant to work’ (p 12). 

Public asset owners responding to this year’s OMFIF 
Global Public Investor survey indicated that they are 
intensifying their efforts in deploying their money in 
sustainable ways (p 8). A group of eminent signatories, 
including Christiana Figueres, Olivier Blanchard, Jeffrey 
Sachs, Nick Stern and others, is calling for Norway’s 
sovereign fund to join the Net Zero Asset Owner Alliance 
and ‘align its global voting guidelines with the objective 
of reducing total portfolio carbon emissions to net zero 
by 2050 or sooner’ (p 15). By all accounts, the pieces in 
this month’s journal indicate that despite the continued 
alertness and focus on recovery from the pandemic, 
climate remains top of the agenda. The events in May are 
very likely just the beginning of what is yet to come.

Shareholder activism: 
at tipping point
Climate-related shareholder activism has reached a tipping point as the momentum that 
has built over time translates into action, writes Danae Kyriakopoulou, managing director 
of OMFIF’s Sustainable Policy Institute.

LEADER

‘Despite the continued 
alertness and focus 
on recovery from the 
pandemic, climate 
remains top of the 
agenda.’
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Key policy decisions on sustainability,  
June–July 2021 

European Central Bank presents 
climate action plan
The ECB has created an ambitious roadmap 
to further incorporate climate change 
considerations into its policy framework. 
The decision follows the conclusion of the 
strategy review of 2020-21.

Magyar Nemzeti Bank produces green 
monetary policy toolkit
The toolkit outlines the introduction 
of climate objectives into the central 
bank’s monetary policy. This includes 
last year’s introduction of preferential 
capital requirements for green bonds and 
the bank’s central role in the launch of 
Hungary’s green bond market.

Bank of Japan announces climate 
lending facility
The BoJ announced that it will use 
targeted refinancing operations to 
support the transition to a carbon-neutral 
economy. This will replace the existing 
scheme that provides funds to banks 
at a preferential rate when they lend to 
projects in new growth areas.

People’s Bank of China to grade 
financial institutions on green bonds
The PBoC will grade FIs according to 
their green bond holdings as the bank 
expands its evaluation system for 
reviewing business performance in green 
finance. It will assess the share of financial 
institutions’ total assets made up by green 
bonds and the year-on-year change in the 
total value of green bonds held.

https://www.ecb.europa.eu/press/pr/date/2021/html/ecb.pr210708_1~f104919225.en.html
https://www.ecb.europa.eu/press/pr/date/2021/html/ecb.pr210708_1~f104919225.en.html
https://greencentralbanking.com/2021/07/13/mnb-green-monetary-policy-strategy/
https://greencentralbanking.com/2021/07/13/mnb-green-monetary-policy-strategy/
https://www.boj.or.jp/en/announcements/release_2021/k210618a.pdf
https://www.boj.or.jp/en/announcements/release_2021/k210618a.pdf
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Selected central bankers’ speeches  
on sustainability

14 July: Adnan Zaylani Mohamad Zahid, assistant governor, 
Bank Negara Malaysia, on leaders setting the direction for 
change

11 July: Christine Lagarde, president, European 
Central Bank, on central banks analysing, 
advising and acting on climate change

8 July: Olli Rehn, governor, Bank of Finland, 
on inequality, inclusive growth and monetary 
policy

6 July: Denis Beau, first deputy governor, 
Banque de France, on building an appropriate 
climate stress testing framework for capital 
markets

5 July: Claudia Buch, vice president, Deutsche 
Bundesbank, on coordinating climate policies 
internationally

29 June: Ravi Menon, managing director, Monetary 
Authority of Singapore, on data and technology for climate 
action

29 June: Christine Lagarde, president, European 
Central Bank, on financing a green and digital 

recovery

11 Jun: Randal K Quarles, vice chairman for 
supervision of the board of governors, Federal 
Reserve System, on building strong foundations 
for addressing climate-related financial risks

https://www.bis.org/review/r210714e.pdf
https://www.bis.org/review/r210714e.pdf
https://www.bis.org/review/r210714e.pdf
https://www.bis.org/review/r210712b.pdf
https://www.bis.org/review/r210712b.pdf
https://www.bis.org/review/r210712b.pdf
https://www.bis.org/review/r210713b.pdf
https://www.bis.org/review/r210713b.pdf
https://www.bis.org/review/r210713b.pdf
https://www.bis.org/review/r210714g.pdf
https://www.bis.org/review/r210714g.pdf
https://www.bis.org/review/r210714g.pdf
https://www.bis.org/review/r210714g.pdf
https://www.bis.org/review/r210705n.pdf
https://www.bis.org/review/r210705n.pdf
https://www.bis.org/review/r210705n.pdf
https://www.bis.org/review/r210705j.pdf
https://www.bis.org/review/r210705j.pdf
https://www.bis.org/review/r210705j.pdf
https://www.bis.org/review/r210702c.pdf
https://www.bis.org/review/r210702c.pdf
https://www.bis.org/review/r210702c.pdf
https://www.bis.org/review/r210712a.pdf
https://www.bis.org/review/r210712a.pdf
https://www.bis.org/review/r210712a.pdf
https://www.bis.org/review/r210712a.pdf
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Carbon Tracker Initiative, CEEW – Reach 
for the Sun: The emerging market 
electricity leapfrog
The report lays out forces pushing emerging markets 
to leapfrog from the current system directly to modern 
renewables without passing through the intermediary 
stage of building up huge electricity infrastructure based 
on fossil fuels.  

Centre for European Policy Studies 
– European Green Deal: Towards a 
resilient and sustainable post-pandemic 
recovery
This report, prepared by the CEPS Industrial Policy 
Task Force, presents 12 recommendations that would 
accelerate the transition in the European Union and its 
member states.

Sustainable Stock Exchanges – Action 
plan to make markets climate resilient: 
How stock exchanges can integrate the 
TCFD recommendations
The action plan highlights two streams of activities for 
building resilience in markets: changing the internal 
operations, disclosure and governance within the stock 
exchange or influencing external market operations, 
disclosure and governance practices. 

WWF – Nature’s next stewards: Why 
central bankers need to take action on 
biodiversity risk
This report provides seven case studies setting out how 
biodiversity loss creates or contributes to economic 
impacts on the financial sector. It also outlines the case 
for central banks to consider nature-related financial risks 
and how they can manage them.

Climate Policy Initiative – Recovery 
bonds: Innovative sovereign bond 
structure for financing a sustainable 
recovery
The paper assesses the potential for recovery bonds to 
help sovereigns raise capital to fund a sustainable and 
climate-resilient post-pandemic recovery.

Group of multilateral development 
banks – 2020 Joint report on 
multilateral development banks’ 
climate finance
The report shows the results from the uniform 

application of the methodologies developed jointly 

by the multilateral development banks for the annual 

commitments.

World Bank – The economic case for 
nature
The report presents a global integrated ecosystem-

economy modelling exercise to assess economic policy 

responses to the global biodiversity crisis.

Asian Development Bank – Financing 
clean energy in developing Asia
The report reviews existing financing options and 

approaches for clean energy with country examples of 

how these have been applied. It also aims to provide 

an up-to-date account of the financing approaches, 

policies and business models for the development of 

clean energy resources.

International Energy Agency – Net 
zero by 2050: A roadmap for the global 
energy sector
This is a comprehensive study of how to transition to a 

net-zero energy system by 2050 while ensuring stable 

and affordable energy supplies, providing universal 

energy access and enabling robust economic growth. 

Grantham Research Institute on 
Climate Change and the Environment: 
G7 leadership for sustainable, resilient 
and inclusive economic recovery and 
growth
The summary report sets out the challenges and 

opportunities facing the world, followed by the shared 

vision and strategy and concludes with priorities for 

action following the G7 summit in June.

FURTHER READING
Selected reports on climate change and sustainable finance, June–July 2021

https://www.greenfinanceplatform.org/sites/default/files/downloads/resource/Reach_for_the_Sun_Carbon_Tracker.pdf
https://www.greenfinanceplatform.org/sites/default/files/downloads/resource/Reach_for_the_Sun_Carbon_Tracker.pdf
https://www.greenfinanceplatform.org/sites/default/files/downloads/resource/Reach_for_the_Sun_Carbon_Tracker.pdf
https://www.greenfinanceplatform.org/sites/default/files/downloads/resource/European-Green-Deal_CEPS-TF-WGR.pdf
https://www.greenfinanceplatform.org/sites/default/files/downloads/resource/European-Green-Deal_CEPS-TF-WGR.pdf
https://www.greenfinanceplatform.org/sites/default/files/downloads/resource/European-Green-Deal_CEPS-TF-WGR.pdf
https://www.greenfinanceplatform.org/sites/default/files/downloads/resource/European-Green-Deal_CEPS-TF-WGR.pdf
https://sseinitiative.org/publication/action-plan-to-make-markets-climate-resilient-how-stock-exchanges-can-integrate-the-tcfd-recommendations/
https://sseinitiative.org/publication/action-plan-to-make-markets-climate-resilient-how-stock-exchanges-can-integrate-the-tcfd-recommendations/
https://sseinitiative.org/publication/action-plan-to-make-markets-climate-resilient-how-stock-exchanges-can-integrate-the-tcfd-recommendations/
https://sseinitiative.org/publication/action-plan-to-make-markets-climate-resilient-how-stock-exchanges-can-integrate-the-tcfd-recommendations/
https://wwfint.awsassets.panda.org/downloads/wwf_report_nature_s_next_stewards_14_july_2021.pdf
https://wwfint.awsassets.panda.org/downloads/wwf_report_nature_s_next_stewards_14_july_2021.pdf
https://wwfint.awsassets.panda.org/downloads/wwf_report_nature_s_next_stewards_14_july_2021.pdf
https://www.climatepolicyinitiative.org/wp-content/uploads/2021/05/Recovery-Bonds-Blueprint-May-2021.pdf
https://www.climatepolicyinitiative.org/wp-content/uploads/2021/05/Recovery-Bonds-Blueprint-May-2021.pdf
https://www.climatepolicyinitiative.org/wp-content/uploads/2021/05/Recovery-Bonds-Blueprint-May-2021.pdf
https://www.climatepolicyinitiative.org/wp-content/uploads/2021/05/Recovery-Bonds-Blueprint-May-2021.pdf
https://www.greenfinanceplatform.org/sites/default/files/downloads/resource/2020-joint-report-on-multilateral-development-banks-climate-finance.pdf
https://www.greenfinanceplatform.org/sites/default/files/downloads/resource/2020-joint-report-on-multilateral-development-banks-climate-finance.pdf
https://www.greenfinanceplatform.org/sites/default/files/downloads/resource/2020-joint-report-on-multilateral-development-banks-climate-finance.pdf
https://www.greenfinanceplatform.org/sites/default/files/downloads/resource/2020-joint-report-on-multilateral-development-banks-climate-finance.pdf
https://www.worldbank.org/en/topic/environment/publication/the-economic-case-for-nature
https://www.worldbank.org/en/topic/environment/publication/the-economic-case-for-nature
https://www.greenfinanceplatform.org/sites/default/files/downloads/resource/financing-clean-energy-developing-asia-ADB.pdf
https://www.greenfinanceplatform.org/sites/default/files/downloads/resource/financing-clean-energy-developing-asia-ADB.pdf
https://www.iea.org/reports/net-zero-by-2050
https://www.iea.org/reports/net-zero-by-2050
https://www.iea.org/reports/net-zero-by-2050
https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2021/05/G7-leadership-for-sustainable-resilient-and-inclusive-economic-recovery-and-growth.pdf
https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2021/05/G7-leadership-for-sustainable-resilient-and-inclusive-economic-recovery-and-growth.pdf
https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2021/05/G7-leadership-for-sustainable-resilient-and-inclusive-economic-recovery-and-growth.pdf
https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2021/05/G7-leadership-for-sustainable-resilient-and-inclusive-economic-recovery-and-growth.pdf
https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2021/05/G7-leadership-for-sustainable-resilient-and-inclusive-economic-recovery-and-growth.pdf
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OMFIF’s latest sustainable finance activity 

REVIEWOMFIF.ORG/SPI

MEETINGS 
OMFIF meetings in June and July covered sustainable 
finance topics from sustainable debt, circular economics and 
the importance of data in green investments.

26 Jul: Debt sustainability and the future: 
Rebooting development finance 

22 Jul: Circular economics as a response to the 
climate crisis

14 Jul: Transition taxonomy and new capital 
markets

8 Jul: Channelling capital towards renewable 
energy technology 

25 Jun: Bridging the data gaps: An update on the 
NGFS workstream

16 Jun: Developing green bankable projects in 
capital markets: Driving greener investment

9 Jun: The role of central banks in greening 
portfolios and sustainable investment

PODCASTS

6 July: The role of just transition in developing 
sustainable cities  
This podcast with Peggy Tse, chief strategy officer 
of the Future City Summit and upstream officer 
at the International Finance Corporation, focused 
on the policies, tools and strategies required by 
cities in a just transition to sustainability. They 
discussed the approaches and frameworks the 
Good City Foundation has established, the role 
of governments and small- and medium-sized 
enterprises in driving the transition and the impact 
of Covid-19 on progress towards green cities.

COMMENTARIES
In June and July, OMFIF commentaries covered topics ranging 
from green finance in emerging markets, the sustainable 
infrastructure gap and the roadmap for a just transition. 

30 Jul: Adam Cotter: Cities’ sustainable ambitions 
held back by lack of labelling
14 Jul: Danae Kyriakopoulou: Climate action 
through the back door
2 Jul: Danae Kyriakopoulou: How to recover 
sustainably and equitably
25 Jun: Charlie Donovan: Emerging markets are 
losing the race for green finance
18 Jun: Danae Kyriakopoulou: Climate change is a 
green swan
17 Jun: OMFIF editors: German companies back 
Brussels climate mitigation policy
15 Jun: Rudi Lang and Benjamin Taylor: How to close 
the sustainable infrastructure gap
14 Jun: Nick Robins: Global south will test ‘just’ 
transition
11 Jun: Dimitri Demekas: 2008 is cautionary tale for 
climate crisis
9 Jun: Danae Kyriakopoulou: Hawks, doves and 
green swans
2 Jun: Dimitri Demekas: Walking the tightrope to net 
zero

https://www.omfif.org/events/debt-sustainability-and-the-future-rebooting-development-finance/
https://www.omfif.org/events/debt-sustainability-and-the-future-rebooting-development-finance/
https://www.omfif.org/events/circular-economy-challenging-traditional-monetary-finance-models/
https://www.omfif.org/events/circular-economy-challenging-traditional-monetary-finance-models/
https://www.omfif.org/events/transition-taxonomy-and-new-capital-markets/
https://www.omfif.org/events/transition-taxonomy-and-new-capital-markets/
https://www.omfif.org/events/channelling-capital-towards-renewable-energy-technology/
https://www.omfif.org/events/channelling-capital-towards-renewable-energy-technology/
https://www.omfif.org/events/bridging-the-data-gaps-an-update-on-the-ngfs-workstream/
https://www.omfif.org/events/bridging-the-data-gaps-an-update-on-the-ngfs-workstream/
https://www.omfif.org/events/identifying-and-growing-bankable-projects-in-capital-markets/
https://www.omfif.org/events/identifying-and-growing-bankable-projects-in-capital-markets/
https://www.omfif.org/events/the-role-of-central-banks-in-greening-portfolios-and-sustainable-investment/
https://www.omfif.org/events/the-role-of-central-banks-in-greening-portfolios-and-sustainable-investment/
https://www.omfif.org/podcast/the-role-of-just-transition-in-developing-sustainable-cities/
https://www.omfif.org/podcast/the-role-of-just-transition-in-developing-sustainable-cities/
https://www.omfif.org/podcast/the-role-of-just-transition-in-developing-sustainable-cities/
https://www.omfif.org/2021/07/cities-sustainable-ambitions-held-back-by-lack-of-labelling/
https://www.omfif.org/2021/07/cities-sustainable-ambitions-held-back-by-lack-of-labelling/
https://www.omfif.org/2021/07/climate-action-through-the-back-door/
https://www.omfif.org/2021/07/climate-action-through-the-back-door/
https://www.omfif.org/2021/07/how-to-recover-sustainably-and-equitably/
https://www.omfif.org/2021/07/how-to-recover-sustainably-and-equitably/
https://www.omfif.org/2021/06/emerging-markets-are-losing-the-race-for-green-finance/
https://www.omfif.org/2021/06/emerging-markets-are-losing-the-race-for-green-finance/
https://www.omfif.org/2021/06/climate-change-is-a-green-swan/
https://www.omfif.org/2021/06/climate-change-is-a-green-swan/
https://www.omfif.org/2021/06/german-companies-back-brussels-climate-mitigation-policy/
https://www.omfif.org/2021/06/german-companies-back-brussels-climate-mitigation-policy/
https://www.omfif.org/2021/06/how-to-close-the-sustainable-infrastructure-gap/
https://www.omfif.org/2021/06/how-to-close-the-sustainable-infrastructure-gap/
https://www.omfif.org/2021/06/global-south-will-test-just-transition/
https://www.omfif.org/2021/06/global-south-will-test-just-transition/
https://www.omfif.org/2021/06/2008-is-a-cautionary-tale-for-climate-crisis/
https://www.omfif.org/2021/06/2008-is-a-cautionary-tale-for-climate-crisis/
https://www.omfif.org/2021/06/hawks-doves-and-green-swans/
https://www.omfif.org/2021/06/hawks-doves-and-green-swans/
https://www.omfif.org/2021/06/walking-the-tightrope-to-net-zero/
https://www.omfif.org/2021/06/walking-the-tightrope-to-net-zero/
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Global public investors moved faster and further in integrating active 
ownership strategies in their decisions and investments this year, writes Danae 
Kyriakopoulou, managing director, Sustainable Policy Institute.

Turning values  
into value
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GLOBAL PUBLIC INVESTOR 2021, 
published last month by OMFIF, 
surveyed over 100 central banks, 
sovereign funds and pension funds 
to discover how investors’ priorities 
changed over the past year. Part 
of the survey focused on GPIs’ 
approaches to active ownership and 
incorporating environmental, social 
and governance strategies in their 
decision-making.

In contrast with 2018, investors in 
this year’s cohort were much more 
informed and specific. They revealed 
how they are actively looking to 
overcome barriers. A central bank 
from Europe citing ‘lack of liquidity 
in the secondary market’ explained 
that ‘We are running portfolios with 
short modified duration and most 
ESG bonds have longer maturities 
dates.’ It revealed that it is studying 
‘the best way for further integration 
of ESG, like hedging the interest rate 
exposure.’ 

Among those worrying about the 
potential for lower returns, a central 
bank from Europe highlighted that 
‘ESG-labelled products and services 
come with higher costs, which 
requires careful considerations of the 
benefits.’ They warned that this is 
a difficult task due to ‘lack of high-
quality data and consistent market 
practice.’

Still, perceptions vary on how 
far the industry has moved. A North 
American pension fund warned that 
‘Greenwashing the status quo is the 
real thing. Managers all seem to have 
ESG policies now, though cultures, 
approach and strategy do not appear 
to have changed that much.’

Most investors implement ESG 
criteria
To establish how much strategies 
have changed, we first asked 
participants if and how they 
implement ESG criteria. For the 
first time, the majority in all three 
categories of GPIs stated that they 
implement ESG in some way. This 
differed widely between types of 
institution, with all pension funds 
implementing ESG criteria, compared 
with around two-thirds of sovereign 
funds and just over half of central 
banks (Figure 1). 

ESG integration, exclusions and 
active ownership were the most 
popular strategies among sovereign 
funds and pension funds, with over 
a third of the former and over 70% 
of the latter implementing them. 
For central banks, sustainable 
investments such as green bonds are 
the most popular strategy, practised 
by over a third of institutions.

Several funds observed that 
implementing ESG is not seen as 
an intentional, mission-orientated 
strategy, but happens almost 
naturally within existing frameworks. 
A central bank from Europe said 
that ‘While we continue to work on 
developing a more explicitly defined 
ESG framework, there are already 
some exclusions taking place in our 
externally managed equity portfolio; 
in addition, we have some limited 
investments in green bonds.’

Others explained that ESG 
integration is related purely to 
returns and does not exist as a stand-
alone strategy. A central bank from 
Africa stated that ‘We do have some 
ESG bonds within our portfolio. But 
its allocation is related to returns and 
not to ESG criteria.’ 

Implementing ESG through the 
choice of external managers was 
another popular option for GPIs. 
A common first step for asset 
owners who want to build up their 
capabilities in ESG is to partner 
with managers who can provide 
competence and expertise. Central 
banks across Asia Pacific, Europe, 
Africa and Latin America answered 
that while they do not undertake 
corporate engagement strategies 
directly, they often do so through 
external managers. Meanwhile, a 
pension fund from Europe stated that 
‘ESG integration takes place directly 
when we invest at the asset level, as 
well as part of external manager due 
diligence.’

Merits and challenges of active 
ownership
As investors’ motivations to integrate 
ESG become more centred around 
actual portfolio risk management and 
less around reputation and headline 
risks, they are shifting away from the 
strategies that are most popular and 
easy to communicate to the strategies 
that are most effective.

As Sandy Kaul, global head 
of business advisory services at 
Citi, told an OMFIF panel late last 
year, ‘The whole approach around 
exclusions and integration of blended 

1. Pension 
funds lead on 
ESG, deploying 
greatest variety 
of strategies at 
scale

In which of the 
following ways do 
you implement 
ESG investment? 
% of total 
responses by 
institution type 

Source: OMFIF GPI 
survey 2021
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‘Central banks across 
Asia Pacific, Europe, 
Africa and Latin 
America answered 
that while they do not 
undertake corporate 
engagement 
strategies directly, 
they often do so 
through external 
managers.’
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ESG scores is resulting in unclear 
linkages between the allocation of 
capital and the actual impacts on 
corporate behaviour that capital is 
helping facilitate.’ Developments 
in disclosure requirements and 
data technology are underpinning 
the growth of more sophisticated 
approaches, enabling investors to 
influence corporates towards more 
effective lower-carbon business 
models. 

GPIs played a role in both the 
ExxonMobil and Chevron cases, 
following the more popular active 
ownership strategies. Commenting on 
the outcome, Liz Gordon, executive 
director of corporate governance 
at the New York State Common 
Retirement Fund, said that ‘This 
reflects a broad sea change. Political 
leaders, business leaders and clearly 
investors are all stepping up to 
address the climate emergency.’ 
Aeisha Mastagni, portfolio manager 
at CalSTRS said that ‘This is a historic 
vote that represents a tipping point 
for companies that are unprepared 
for the global energy transition.’ She 
noted that while ‘the board election 
is the first for large US companies 
focusing on the global energy 
transition… it certainly won’t be the 
last.’

Active ownership strategies 
are more common among pension 
funds and sovereign funds in our 
sample (Figure 2). Among those 
with active ownership strategies, the 
most popular choice is shareholder 
engagement through dialogue and 
monitoring, practised by 84% of 
respondents. The exercise of voting 

rights, including by proxy, was 
the second most popular at 80%. 
Collaborative engagement policies, 
either formally or informally, were 
selected by over 70% of GPIs with 
active ownership strategies.

Submitting resolutions was the 
least popular approach, with one 
respondent commenting that ‘The 
filing or co-filing of shareholder 
resolutions is very rare and would 
only be undertaken in extremis 
where engagement and preceding 
escalation strategies had failed.’ 
Many respondents also commented 
that they were not in a position 
to give details on which active 
ownership strategies were followed 
and how often, as this was done 
mainly through their external fund 
managers.

The exact choice of strategy 
may also depend on the asset class 
and ownership structure of each 
investment, according to a North 
American sovereign fund. When 
asked about which asset classes 
they engage in active ownership for 
ESG purposes, public equities was 
the most popular choice, with most 
respondents across all three types 
of institutions selecting it (Figure 
3). Fixed income and alternatives 
were also popular, particularly with 
sovereign funds. Many respondents 
also highlighted that active 
ownership is conducted mostly 
indirectly through the fund managers 
of the externally managed funds. 

Data challenges and complexity
In implementing active ownership 
strategies, the big discrepancy 

2. Which active 
ownership 
practices do 
you follow?
% of total 
responses from 
institutions that use 
active ownership 
strategies by 
institution type
Source: OMFIF GPI 
survey 20210
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‘All pension funds are 
implementing ESG 
criteria, compared 
with around two-
thirds of sovereign 
funds and just over 
half of central banks.’
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between central banks on the one 
hand and sovereign and pension 
funds on the other is largely down 
to their legal mandates. For central 
banks who prioritise liquidity and 
safety over returns, active ownership 
strategies are simply not an option 
for fixed income, which makes up the 
bulk of their portfolios.

Among sovereign funds and 
pension funds, time, complexity 
and difficulty of measuring results 
were the most commonly cited 
challenges (Figure 4). A pension 
fund from Asia Pacific highlighted 
that ‘Our active managers have to 
weigh the performance benefits and 
this is costly.’ A European sovereign 
fund explained that ‘It is costly to 
train investors and administrators 
internally, and train and coach the 
management of portfolio companies 
and fund managers.’

GPIs across all three institution 
types also noted their size as a 
potential challenge in implementing 
active ownership. While the cohort 
of investors covered in this report 
includes the 750 largest GPIs, these 
range from very large investors with 
trillions of dollars in assets under 
management to much smaller ones 
with just a few millions of dollars. 

Composition of assets is also an 
important determinant, as central 
bank portfolios as a whole are only 
8.8% invested in equities (where 
active ownership strategies are 
more possible). A North American 
pension fund and a central bank 
from Europe both commented that 
‘We are not large enough to have 
meaningful influence.’ This echoed 
comments from a sovereign fund 
from Asia Pacific who stated that ‘We 
are ultimately a small stock holder, a 
long way from some of the markets 
where we might want to do more 
engagement.’

Given this complexity, an 
important precondition for active 
ownership strategies to work 
effectively is the availability of 
comprehensive, timely and relevant 
data and information. As one 
European pension fund explained, 
‘Effective active ownership requires 
good data to highlight where risks 
may lie. Such data may not exist or be 

of poor quality, particularly in private 
markets.’

Post-pandemic outlook
Five themes look set to dominate 
the direction of ESG integration and 
active ownership by GPIs in the year 
ahead and broader post-pandemic 
environment. 

First, a rethink of central banks’ 
roles and responsibilities. The Central 
Banks and Supervisors’ Network 
for Greening the Financial System 
continues to move at great speed and 
several options are on the table for 
what central banks can do to provide 
clearer answers in 2021. These 
include deploying targeted green 
lending programmes and integrating 
sustainability in prudential policies.

Second, climate will remain centre 
stage in the run up to COP26 in 
Glasgow in November but biodiversity 
and nature-related investments are 
increasingly being recognised as the 
next frontier. The launch of the Task 
Force for Nature-related Financial 
Disclosures and the Convention 
on Biological Diversity (COP15) in 
Kunming, China in October will be 
important milestones for this year.

Third, developments in data and 
underlying framework infrastructures 
such as taxonomies are making more 
sophisticated ESG strategies possible. 
In June, G7 finance ministers 
stated their support for ‘moving 
towards mandatory climate-related 
financial disclosures’ in their joint 
communique. Apart from disclosures, 
technology developments to leverage 
direct data are also gathering speed. 

This includes a rising focus on 
‘forward-looking data’ and a shift 
from thinking about portfolios in 
a static way to a more dynamic 
approach.

Fourth, the investment landscape 
for ESG is shifting in line with 
broader macroeconomic shifts. The 
paradigm of markets in the driving 
seat and public-private partnerships 
to drive the green transition is 
still dominant. But governments 
are taking a more central role, as 
shown by US President Joe Biden’s 
more traditional public investment 
infrastructure plan and the European 
Commission’s plans for the green 
transition.

Finally, policy-makers, regulators 
and investors are paying increasing 
attention to the need for the 
transition to not only be ‘green’, but 
also ‘just and fair’. This stems from 
the growing awareness that we are 
all in the same climate storm but not 
all in the same boat, and that while 
we are all transitioning to the same 
end goal, the starting points are 
different (see the June 2021 edition 
of the Sustainable Policy Institute 
journal). There is growing emphasis 
on the role of developing economies, 
potential social repercussions of the 
climate crisis – including stranded 
jobs and climate refugees – and 
on how standards and metrics can 
be adapted to reflect local needs, 
balanced against calls for more 
harmonised global approaches. This 
will have important repercussions 
for the way ESG investments are 
deployed.

4. What are 
some of the 
obstacles/
barriers 
you face in 
adopting 
active 
ownership?
% of total 
responses by 
institution type
Source: OMFIF 
GPI survey 2021
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The Exxon effect:  
shareowner force

THE STUNNING OUTCOME of the 
votes at this year’s Exxon annual general 
meeting caught worldwide attention. 
Three directors lost their seats on the 
board, replaced by new environmentally 
focused candidates nominated by hedge 
fund Engine No 1. The extensive and 
expensive charm offensive by Exxon 
to woo votes for the incumbents failed 
in the face of rising investor unease 
at the company’s response to climate 
change. At issue was ensuring that 
board members could demonstrate the 
‘climate competence’ needed to restore 
the company’s financial fortunes in the 
face of the energy transition to a low-
carbon economy. 

Newspapers called the result a ‘coup’ 
when in fact it was anything but. The 
new board members were put in place 
by the voting shareowners. If anything, 
the result at Exxon shows shareowner 
democracy at work. Behind that is the 
growing influence of investors working 
as signatories to the Climate Action 
100+ agenda, with $55tn assets under 
management, which played a quiet but 
decisive role in the result.

Much of the discussion has rightly 
focused on the brilliance of the Engine 
No 1 strategy for change. It was driven 
by their critique of the company’s 
foundering financial fortunes, as it 
exited the S&P 500 benchmark and 
failed to make a credible case for 
continuing to invest shareowner capital 
into the old business model. 

Importantly, Engine No 1 anchored 
its plan to the concerns of long-term 
investors who came out early in support, 
such as CalSTRS, New York State and 
City pension funds and British insurer 
Legal and General. They were followed 
by CalPERS, the largest US pension 
fund and current chair of Climate 
Action 100+. We conducted a formal 

proxy solicitation and hosted a ‘meet 
and greet’ with the candidates so they 
could present their credentials. Exxon 
was invited to join the event to present 
their own candidates, but the company 
declined. The failure to articulate a 
credible strategy has cost Exxon dearly, 
but it also shows that investors are 
finally working out how to address their 
own constraints as fiduciaries. 

At the heart of the investor dilemma 
is diversification. This aspect of modern 
portfolio theory provides an intuitive 
model for risk management. Simply put, 
don’t have all your eggs in one basket. 
However, if your baskets are all going up 
in flames, which one you choose is less 
important than putting out the fire. 

Diversification exacerbates what 
economists call a ‘tragedy of the 
commons’. This arises when the 
users of a shared asset do not have an 
individual incentive to address risk. 
The traditional example is grazing on 
common land by livestock farmers. The 
land is a common good, much like the 
natural capital investors rely upon, like 
biodiversity. Overcoming this tragedy 
of the commons requires investors to 
coordinate. However, investors are 

highly regulated in major markets to 
prevent investors working as a group 
or concert party. The logic here is that 
investors should not be allowed to reap 
the benefits of control at a company 
without paying a premium. Hence, 
investors need to be deliberate and 
careful when they coordinate, to ensure 
they are both fulfilling their fiduciary 
duty and paying close attention to 
regulatory requirements.

Solving this dilemma is at the 
heart of ensuring that investors 
can exercise their fiduciary duty to 
protect their members or client assets 
through stewardship, while ensuring 
they properly abide by the regulatory 
protections against controlling 
companies. Working towards addressing 
systemic risks, such as climate change, 
requires that investors overcome this 
tragedy of the commons. Climate 
Action 100+ is proving to be a practical 
approach that respects the fiduciary 
duty of each investor signatory, while 
allowing for effective stewardship. 
Exxon may be the first company to see 
its board refreshed by shareowners. 
But it will not be the last as this is how 
capitalism really is meant to work. •

Anne Simpson, managing investment director at CalPERS, chair of the Climate Action 100+ 
steering committee and OMFIF advisory council member, discusses the growing influence 
of shareholders in portfolio diversification.

‘Newspapers called 
the result a ‘coup’ 
when in fact it was 
anything but. The 
result at Exxon 
shows shareowner 
democracy at 
work.’
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The case for active 
engagement

AS FASHION BRAND Boohoo 
addresses labour rights issues in its 
supply chain, Nestlé considers the 
nutritional value of its product range 
and JD Sports receives heated criticism 
of its chair’s £4.3m bonus, shareholder 
voices are being heard loud and clear.

Active owners and lenders are en-
gaging with companies more frequent-
ly and in more ways than ever before. 
Stewardship and active ownership 
reports detail dynamic engagement 
throughout the year, illustrating how 
asset owners drive the incorporation of 
environmental, social and governance 
themes into corporate strategy and 
monitor progress against increasingly 
ambitious targets. 

The linking of ESG success to exec-
utive pay and long-term remuneration 
plans has become a handy incentive to 
encourage material progress. The Pay 
Governance survey from January 2021 
showed that 90% of surveyed compa-
nies in the UK and European Union 
included ESG metrics in their executive 
compensation plans.

The debate between active en-
gagement and divestment rumbles 
on. Increasingly seen as a last resort, 
divestment removes any leverage the 
shareholder may have to effect positive 
change. More cynically, it might also cut 
off a potentially lucrative income stream. 

The case for active engagement has 
heavyweight backers, notably Japan’s 
Government Pension Investment Fund, 
the world’s largest pension programme 
with $1.36tn of assets under man-
agement, and Norway’s Government 
Pension Fund Global. Blackrock, along 
with a swathe of major investors, is a 
signatory to Climate Action 100+, an 
investor-led initiative to ensure the 
world’s largest corporate greenhouse 
gas emitters take necessary action on 

climate change. 
Climate Action 100+ Steering 

Committee Chair and OMFIF Adviso-
ry Council Member, Anne Simpson, 
praised the ExxonMobil shareholder 
vote in May 2021 to replace two of 
the oil major’s board of directors with 
candidates experienced in clean energy 
and energy transitions. Simpson said, 
‘Investors are no longer standing on 
the sidelines. This is a day of reckon-
ing. The votes for change by Climate 
Action 100+ signatories show the sense 
of urgency across the capital markets.’

Multilateral development banks, 
funded by states and other multilateral 
institutions who require assurance 
on high standards of ethical conduct, 
are also taking an increasingly active 
stance. Integrity compliance pro-
grammes help protect their financing 
projects from corruption risks as well 
as reputation-damaging misconduct.

Increasingly, we see proactive or-
ganisations demonstrating their com-
mitment to ESG with clear reporting on 
reduction of environmental impacts, 
water usage and emissions. There are 

also efforts to tackle social and gover-
nance issues such as diversity, bribery 
and corruption and human rights. 

A tailored ESG assessment frame-
work, drawing on best practice from 
a number of sources, including the 
Global Reporting Initiative, Task 
Force on Climate-related Financial 
Disclosures and GoodCorporation 
integrity and corporate responsibil-
ity frameworks, can help companies 
identify their material issues and set 
measurable targets towards solutions 
and/or mitigation. Additional benefits 
of an active approach include staff 
motivation and productivity, cus-
tomer engagement leading to better 
sales prospects, suppliers developing 
policies that respect the environment, 
worker welfare and many more.

Internal and independent third-par-
ty assessments provide verification 
of substantive embedding of good 
ESG practices throughout a group’s 
operations, giving confidence across 
its shareholder base that it is commit-
ted to a sustainable, value-enhancing 
strategy. •

Judith Kennedy, co-lead of ESG, GoodCorporation, explains the impact of shareholder 
voices and active engagement strategies in achieving ESG-related goals.

‘The Pay Governance survey from January 2021 
showed that 90% of surveyed companies in the UK 
and European Union included ESG metrics in their 
executive compensation plans.’
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Shell verdict marks end of 
fossil fuel era

ON 26 MAY 2021 at 3pm, the District 
Court in The Hague ruled that one 
of the world’s largest polluters, 
Royal Dutch Shell, must stop causing 
dangerous climate change. This 
is a tremendous victory for the 
environment, for the millions of 
people around the world threatened 
by climate change, the 17,000 co-
claimants and the thousands of people 
who have supported this case over the 
years. 

The obligation for Shell to 
drastically reduce its emissions 
follows from the unwritten standard of 
care, which the court has interpreted 
on the basis of the relevant climate 
science and human rights provisions. 
According to the court, Shell threatens 
to violate human rights with its 
activities, such as the right to life and 
the right to an undisturbed family life. 

For that reason, Shell must 
immediately bring its greenhouse gas 
emissions in line with the 1.5°C target 
of the Paris agreement. Specifically, 
the verdict outlines that emissions 
must be reduced by net 45% by 2030 
compared to the level of 2019. The 
verdict also entails a significant 
best-efforts reduction for its scope 3 
emissions, which account for around 
90% of total emissions.

The impact of this victory goes 
beyond the boardroom of Shell and 
should be viewed in conjunction 
with other recent events. Successful 
shareholder activism at ExxonMobil 
and Chevron as well as the latest 
International Energy Agency report 
are further proof that the end of the 
fossil fuel era is near. A tipping point 
seems to have been reached that will 
have far-reaching consequences. 

This also has important 
implications for the banks, insurers 

and pension funds that work with 
major climate polluters. Financiers 
have a legal obligation to operate 
within the limits of the climate 
agreement, and must also make an 
effort to reduce the CO2 emissions 
of its customers. They have the same 
responsibility for the climate impact 
of their financing activities. 

This view is strengthened by a 
recent legal opinion that concludes 
that public financial institutions 
and the states that regulate them 
have a legal obligation not to 
provide financing for new fossil 
energy infrastructure. We believe 
the same applies to private financial 
institutions and that a judge, if asked, 
would rule that financial institutions 
will have to reduce the emissions of 
the activities financed and insured by 
them, in and outside the Netherlands, 
by the same percentage as is now 
imposed on Shell. 

Developments in recent months 
have caused a sea change in how the 

world views the future of the fossil 
fuel industry and the accountability 
of multinational companies, including 
the responsibility of the financial 
institutions that continue to fund 
this industry. It is only a matter of 
time before citizens and civil society 
organisations hold more companies 
accountable through the courts if 
politicians and governments fail to 
do so. 

This risk can lead to higher capital 
costs for the financial sector and 
diminished access to capital for those 
not able to keep up with investor 
expectations. To avoid repercussions, 
we call on them to align all 
investments and loans with the 
1.5°C target of the Paris agreement. 
They need to set concrete targets 
and immediately halt financing and 
insuring projects for new fossil fuel 
infrastructure and coal, oil and gas 
extraction. The question is whether 
they act now or wait until they are 
forced to change. •

Recent developments have caused a sea change in how we view fossil fuels, write Donald Pols, 
director, and Sjoukje van Oosterhout, policy officer climate and energy, Milieudefensie (Friends 
of the Earth Netherlands).
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How the Alliance is  
making a difference

THE UNITED NATIONS Joint Staff 
Pension Fund joined the Net-Zero As-
set Owner Alliance in July 2020 when 
it decided to step up its efforts to fight 
climate change. The Alliance, found-
ed in 2019, is built on the idea that 
asset owners can be a game changer 
in the fight against climate change 
with their portfolio holdings, through 
structural dialogue, capital allocation 
strategies and collaboration efforts. 

The Alliance’s role is crucial: cli-
mate change as a systemic risk needs 
to be addressed by sharing actions 
and solutions. By joining resources 
and targets, the Alliance amplifies in-
vestors’ voices and efforts. With over 
40 institutional investors represent-
ing over $6.6tn of assets under man-
agement, the Alliance has already 
demonstrated that major financial 
actors can align their investments 
with the 1.5°C target set out by the 
Paris agreement.  

The Alliance’s ambition is to make 
investment portfolios carbon neutral 
by 2050 and it is committed to setting 
intermediate targets every five years. 
Alliance members believe setting 
targets at regular intervals is the best 
way to make sure that objectives will 
be reached on time.

By 2025, Alliance members have 
pledged to decrease the carbon foot-
print of their listed equities, corporate 
bonds and real estate portfolios by 
16% to 29% from the December 2019 
level of emissions. Targets are also set 
for high-emitting sectors such as oil 
and gas, utilities, steel, cement and 
transport, which includes aviation, 
shipping and heavy and light duty 
road. 

Engagement activities such as 
direct and collective structural 
dialogue play a key role in reaching 

the 2025 targets. The purpose of this 
dialogue is to support the transition 
to a low-carbon economy and the 
adoption of net-zero strategies by all 
entities in every sector and industry 
around the world. The Alliance also 
seeks to create a favourable policy 
environment by advocating ambitious 
public policies on climate. 

A decarbonisation strategy that 
is not backed by investments into 
climate change mitigation and adap-
tation tools is not sufficient to reach 
the goals set by the Alliance. There-
fore, the Alliance asks asset owners 
to grow their allocation towards the 
financing of transition solutions. 
By increasing the exposure to those 
investments, institutional investors 
contribute to the rise of supply-side 
environmental solutions.

Being a member of the Alliance 
has given the UNJSPF the tools and 
targets to integrate climate action at 
every level of our portfolio manage-
ment. And after one year of member-
ship, we committed to very ambitious 
targets. We pledged to reduce the 

absolute greenhouse gas footprint 
of our equities and corporate bonds’ 
portfolios by 29% in 2021 against 
the 2019 level. The Alliance recom-
mended achieving this reduction by 
2025 but we will achieve it four years 
earlier. By 2025, the UNJSPF has set 
a target to reduce greenhouse gas 
emissions by 40% compared to the 
2019 level.

Being part of the Alliance has 
enabled us to have a better under-
standing and more knowledge of 
the net-zero initiative, adopt higher 
commitments and start to implement 
them faster. Any asset owner can do 
the same with the right processes 
and frameworks, and this is what the 
Alliance brings to its members.

The UN Secretary-General has 
called 2021 ‘a crucial year for climate 
change’. We call all asset owners to 
collaborate with others, whether in 
the Alliance or in any other sectorial 
group, to take their fair part in the 
fight against climate change in line 
with the Paris agreement and the UN 
Sustainable Development Goals. •

Pedro Guazo, representative of the secretary-general for investments, United Nations Joint 
Staff Pension Fund, explains why institutions should become members of the UN-convened 
Net-Zero Asset Owner Alliance.

‘With over 40 
institutional investors 
representing over 
$6.6tn of assets under 
management, the 
Alliance has already 
demonstrated that 
major financial 
actors can align their 
investments with the 
1.5°C target set out by 
the Paris agreement.’
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Call to action

FOR THE WORLD to successfully mitigate climate change, 
decisive action by governments and the private sector is 
essential. Large institutional investors, such as pension 
funds, insurance companies and sovereign funds, will need 
to reduce their total portfolio carbon emissions towards net 
zero by 2050 or sooner. 

Through membership in the United Nations-convened 
Net Zero Asset Owner Alliance, 42 institutional investors, 
representing $6.6tn assets under management, have 
committed to doing so, with the first intermediate targets 
set for 2025. Meanwhile, 128 asset managers, representing 
$43tn assets under management, have joined the Net Zero 
Asset Managers Initiative, to support investing aligned with 
net zero emissions by 2050 or sooner.

The Norwegian Government Pension Fund Global’s total 
asset holdings are about three times the size of Norway’s 
gross domestic product. The GPFG equity portfolio carbon 
footprint of 107.6m tonnes of CO2 equivalents (MtCO2e, 
2019) is more than twice the amount of Norway’s annual 
total emissions, and triple when excluding Norway’s 
emissions during oil and gas extraction. Despite this, GPFG 
does not have specific emissions targets and has focused 
primarily on climate risk rather than climate impact. 
Country-level measurement of greenhouse gas emissions, 
which is standard under international agreements, 
significantly understates Norway’s climate impact.

The Norwegian economy, due to its concentration in the 
oil and gas sector, is highly exposed to climate transition 
risk. A share of GPFG’s portfolio assets is emissions-intensive 
and therefore highly exposed, increasing the overall 
transition risk to Norway’s productive and financial assets. 

GPFG, which represents $1.3tn assets under management, 
owns on average 1.4% of the world’s listed companies. This 
makes GPFG one of the world’s largest investors, and its 
adherence to the Net Zero Asset Owner Alliance would be a 
significant step towards achievement of the objectives in the 
Paris agreement. GPFG is also a highly influential investor, 
and its adherence would set an important precedent for other 
sovereign funds.

As leading economists and experts from around the 
world, we have come together to urge the Norwegian 
government and parliament to sign up the GPFG to Net Zero. 
Guided by sound economic principles, we are united in the 
following policy recommendations.
• For Norway to be consistent about its climate ambitions, 
GPFG’s investments should be in line with Norway’s climate 

goals. This would require the establishment of concrete and 
ambitious emissions targets for GPFG. 
• GPFG exists to safeguard Norway’s extracted petroleum 
fortune for future generations. Its investments should 
contribute to the conservation of the climate that these 
generations will live in.
• Norway can provide GPFG with a climate-aligned mandate, 
while also maintaining its independence as a commercial 
investor. 
• Norway can reduce its overall exposure to climate 
transition risk by bringing down the greenhouse gas 
emissions intensity of the GPFG portfolio.
• In accordance with the Paris Aligned Investment Initiative, 
Norges Bank Investment Management, which manages 
the GPFG, should prioritise engagement and stewardship 
as the primary mechanism to drive climate alignment, 
with portfolio construction and selective divestment as 
complementary tools.
• As one of the world’s most influential investors, NBIM 
should align its global voting guidelines with the objective of 
reducing total portfolio carbon emissions to net zero by 2050 
or sooner.

We urge the Norwegian government and the Storting 
(parliament) to take the opportunity of COP26 to announce 
the GPFG’s membership  
of the Net Zero Asset 
Owner Alliance.

Norway’s Government Pension Fund Global should join the Net Zero Asset Owner Alliance, say 
economists and experts from around the world.
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Call to action

‘We urge the 
Norwegian 
government 
and parliament 
to take the 
opportunity 
of COP26 to 
announce GPFG’s 
membership 
of the Net Zero 
Asset Owner 
Alliance.’
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Jørgen Juel Andersen, Associate Professor, 
Department of Economics, BI Norwegian 
Business School 

Arild Angelsen, Professor, School of Economics 
and Business, Norwegian University of Life 
Sciences (NMBU)

Geir B Asheim, Professor, Department of 
Economics, University of Oslo

Olivier Blanchard, Robert M Solow Professor 
of Economics emeritus, Massachusetts Institute 
of Technology; former Chief Economist, 
International Monetary Fund

Patrick Bolton, Barbara and David Zalaznick 
Professor of Business Finance, Columbia 
University

François Bourguignon, Emeritus Professor, Paris 
School of Economics; former Chief Economist, 
World Bank

Ben Caldecott, Director, Oxford Sustainable 
Finance Programme; Lombard Odier Associate 
Professor, University of Oxford

Otaviano Canuto, former Vice President and 
Executive Director, World Bank; former Executive 
Director, IMF

Gordon L Clark, Professorial Fellow, St Edmund 
Hall, University of Oxford

Diane Coyle, Bennett Professor of Public Policy, 
University of Cambridge

Adam Dixon, Associate Professor of 
Globalization and Development, Maastricht 
University

Francis Fukuyama, Olivier Nomellini Senior 
Fellow, Freeman Spogli Institute for International 
Studies; Mosbacher Director, Center on 
Democracy, Development and the Rule of Law, 
Stanford University

Mads Greaker, Professor, Oslo Business School, 
OsloMet

Kirk Hamilton, Visiting Professor, London School 
of Economics

Bård Harstad, Professor, Department of 
Economics, University of Oslo

Cameron Hepburn, Director and Professor, 
Environmental Economics, Smith School of 
Enterprise and the Environment, University of 
Oxford

Justin Yifu Lin, Dean, Institute of New 
Structural Economics and Institute for South-
South Cooperation and Development, Peking 
University; former Chief Economist, World Bank

Diderik Lund, Professor Emeritus, Department 
of Economics, University of Oslo

Ashby Monk, Executive Director, Stanford Global 
Projects Center, Stanford University

Knut Anton Mork, Professor Emeritus, 
Department of Economics, BI 

Ståle Navrud, Professor, School of Economics 
and Business, NMBU

Karine Nyborg, Professor, Department of 
Economics, University of Oslo

Rick van der Ploeg, Professor, Department of 
Economics, University of Oxford

Steven Poelhekke, Professor and Head of 
Department of Economics, University of Auckland

Jørgen Randers, Professor Emeritus of Climate 
Strategy, BI 

Knut Einar Rosendahl, Professor, School of 
Economics and Business, NMBU

Jeffrey D Sachs, University Professor and 
Director, Center for Sustainable Development, 
Columbia University; President, United Nations 
Sustainable Development Solutions Network

Lord Nicholas Stern, IG Patel Chair of Economics 
and Government, Professor, Department of 
Economics, LSE; former Chief Economist, World 
Bank

Per Espen Stoknes, Associate Professor, 
Department of Law and Governance, BI 

Tony Venables, Senior Research Fellow, 
University of Oxford; Professor of Economics 
and Research Director, The Productivity Institute, 
University of Manchester

Louis Wells, Herbert F Johnson Professor of 
International Management, Emeritus, Harvard 
Business School

Håvard Halland, author and organiser of this 
statement



18 SPI JOURNAL_AUGUST 2021

A new era for engagement

TRANSITION FINANCE is one of 
the most controversial topics when it 
comes to sustainable finance. Critics 
say it is a softening of the market. 
Often there is an accusation of 
‘greenwashing’.

However, the need for transition 
finance on the global sustainability 
agenda is indisputable. We cannot 
achieve a decarbonised and more 
sustainable world by focusing 
exclusively on economic activities and 
industries that are already ‘dark green’. 
We can have a much greater positive 
impact on the global sustainability 
agenda by helping to make ‘brown’ 
economic activities and industries 
‘light brown’ or ‘light green’ rather 
than painting already ‘dark green’ 
activities and industries even greener.

Investors are playing an 
increasingly important role in 
supporting transition finance. There 
is a new credo among many asset 
managers: ‘Transform instead of 
divest’. 

In the past, many sustainably 
responsible investors focused on 
strategies such as exclusions or 
best-in-class approaches. Those 
who did not fit into the grid were 
sold. Today, investors look more at 
the transformation potential of the 
real economy. The identification of 
sustainable companies of tomorrow 
is becoming increasingly important. 
And the transition is not limited 
to environmental matters only. It 
also includes economic, social and 
governance dimensions.

Instead of divesting as in the past, 
asset managers are entering into an 
active transition dialogue with critical 
industries. As owners, they exert 
influence on the future direction of 
the real economy. They increasingly 
use their voting rights and influence 
at annual general meetings to align 
companies in a more sustainable way. 
The possibility of divestments always 

remains – but only as ultimo ratio if 
the company leaves the promised, 
credible transformation path.

More and more fixed income 
investors – in their role as important 
stakeholders – are also discovering the 
engagement terminology as part of 
their ESG integration efforts. 

While they do not have voting 
rights per se, they can enter into an 
active dialogue with the management 
of the companies to be transformed, 
either alone or by collaborative 
engagement with other investors. 
Through this active appearance 
they can encourage corporates to 
be more transparent when it comes 
to disclosing ESG factors, to better 
manage material sustainability risks 
and to follow the right and credible 
transformation path. 

The global fixed income market can 
play a key role in this transformation 
process. With an estimated volume 
of more than $100tn, it bears huge 
potential for facilitating the transition 
to a sustainable future. 

Use of proceeds transition bonds, 
for example, could enable carbon-
intensive companies and industries 
to finance their gradual transition 

away from fossil fuels. The proceeds 
of the issue could be used to provide 
dedicated financing for transformation 
technologies that enable a transition 
to a more sustainable business 
model. Target-linked transition 
bonds, on the other hand, focus on 
the transformation of the issuer as a 
whole. In this case, it is important to 
choose key performance indicators 
that are relevant, central and material 
to the issuer’s transformation process 
and have high strategic importance 
for the issuer’s future operational 
business.

We need to put critical sectors on 
the right but feasible path. Massive 
investments are needed to make 
business models, production methods 
and processes fit for the future and 
to benefit from the opportunities 
of sustainable development. The 
financial industry must be a reliable 
partner for the real economy to finance 
its sustainable transformation. This 
is also crucial to strengthen and 
maintain strategic know-how and 
value creation as well as to protect 
the competitive position of many 
companies. We must leave no one 
behind. •

Marcus Pratsch, head of sustainable bonds and finance, DZ BANK AG, discusses the need for 
and huge potential of transition finance.

‘Investors are playing an 
increasingly important  
role in supporting transition 
finance. There is a new 
credo among many asset 
managers: ‘Transform 
instead of divest’.’
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Increasing transparency 
through disclosure

T H E SUSTA INA BL E Finance Dis-
closures Regulation is a key initiative 
emerging from the European Union’s 
2018 action plan on sustainable 
finance. Active ownership will be a 
crucial instrument for investors to 
deliver the real economy impacts we 
need to see.

SFDR applies to financial prod-
ucts made available in the EU and 
the financial market participants 
who provide them, with additional 
requirements for financial advisers. 
FMPs were required to comply with 
most of the high-level requirements 
by 10 March 2021. 

SFDR disclosure requirements 
include how sustainability risks 
are integrated into investment 
decisions and the likely impacts of 
such risks on the product’s finan-
cial returns. They look at whether 
and how adverse impacts of invest-
ment decisions are considered with 
disclosure of designated social and 
environmental impact metrics. And 
there are additional pre-contractual 
disclosures and periodic reporting 
for products with specific social or 
environmental characteristics or a 
sustainable investment objective 
(often referred to as ‘Article 8’ or 
‘Article 9’ products respectively).

The impact of SFDR will vary from 
firm to firm, but this undoubtedly 
represents a significant ramping up 
of disclosure across the board. Firms 
that already extensively integrate 
sustainability considerations, such 
as the international business of 
Federated Hermes, are focusing on 
adapting disclosures to the new 
templates. 

However, for some firms this reg-
ulation will drive significant opera-
tional changes beyond the disclosure 

process, with new processes required 
to integrate sustainability risks and 
understand their potential impact on 
financial products. 

The regulation is intended to 
increase transparency through 
disclosure to end-investors, reduc-
ing perceived ‘greenwashing’ and 
enabling end-investors to make more 
informed choices. The industry has 
generally been supportive of the aims 

of the regulation, and many firms 
have recognised this as an opportu-
nity to show clients in more detail 
how sustainability considerations are 
integrated into investment processes. 

FMPs will face challenges in 
obtaining the necessary data from in-
vestments for their disclosures, par-
ticularly from non-EU companies who 
will not be subject to the proposed 
Corporate Sustainability Reporting 
Directive. However, it seems the EU 
hopes to improve this throughout the 
investment chain by mandating such 
disclosures from FMPs who will need 
to engage with their investees for the 
necessary data. 

It remains to be seen how the 
disclosures will impact the decisions 
of end-investors. Increased transpar-

ency will strengthen end-investors’ 
ability to hold their asset managers 
to account and create greater align-
ment between marketing materials 
and product documentation. The 
industry will be monitoring capital 
flows closely to understand whether 
the disclosures – and in particular 
the categorisations of products – 
impact clients’ capital allocation 
decisions.

As we move beyond the initial ap-
plication of SFDR, it is important that 
the EU retains a sufficiently broad 
view of how investors can play their 
part in tackling issues like climate 
change and inequality. Only effec-
tive stewardship of assets, combined 
with the appropriate government 
policy and regulation, can deliver 
the change we need to see – whether 
that is meeting the United Nations 
Sustainable Development Goals or 
emissions targets set by the EU. 

While SFDR acknowledges en-
gagement as a means to mitigate the 
negative environmental and social 
impacts of investments, we believe 
a much greater emphasis on active 
ownership is needed. If society is to 
address such issues, whole com-
panies and sectors need to pivot 
rapidly. The strongest tool investors 
have to drive this change is using 
ownership rights to engage.

SFDR is an important piece of 
the sustainable finance puzzle. 
And once the dust settles, it will be 
up to governments, investors and 
companies to identify other levers 
of change – including stewardship 
– to help us reach these goals. The 
rest of the world is looking on to see 
what lessons can be learnt from the 
EU’s ambitious strides in sustainable 
finance. •

Kate Fowler, senior responsibility analyst, the international business of Federated Hermes, 
explores the potential impact of the new Sustainable Finance Disclosures Regulation.

‘While SFDR acknowledges 
engagement as a means 
to mitigate the negative 
environmental and social 
impacts of investments, 
we believe a much greater 
emphasis on active 
ownership is needed.’
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Oil-producing nations  
need to act

MANY OF THE leading oil- and 
gas-producing nations accumulated 
enormous wealth during the oil era. 
Most have directed savings into 
a sovereign fund. As a new era of 
renewable energy dominance begins to 
take shape, key economic and political 
building blocks will be reorganised. For 
these nations now is the time to act. 
They should use this wealth to secure 
an advantage in renewable energy 
technology.

Oil and gas-producing nations, 
thanks to their ‘rainy day’ funds, 
have the potential to become angel 
investors in this space. Annual 
investment needed in wind and 
solar capacity has been estimated 
at around $1tn, quadruple current 
spending. Accumulated wealth in 
global sovereign funds should be made 
available by the governments that set 
the investment guidelines for these 
funds.

Investing in renewable energy 
research and development will be a 
sensible ‘macro hedge’. This might be 
direct investing into the ‘picks and 
shovels’ of renewable energy projects 
or into research and development 
projects that will help these oil nations 
become champions in the renewable 
sector. 

Although more evenly distributed 
around the globe than oil, renewable 
energy resources do not map perfectly 
onto areas of maximum electricity 
usage. Solar energy potential is high in 
many oil-producing nations, but the 
technology to store and distribute the 
electricity produced is not yet ready. 
Exporting the electricity produced by 
renewable energy is in its early stages 
of development, expensive and difficult 
over long distances. 

One renewable-rich country that 
has found a way to work around 

this problem is Iceland, which has 
become a home for industries that are 
energy-intensive. Global aluminium 
producers have taken advantage of 
Iceland’s cheap supply of electricity 
from renewable sources for many years. 
Remarkably, aluminium production in 
Iceland is now 80% of that in the US.

Car maker BMW moved high-
performance computing applications 
to a data centre in Iceland almost 
a decade ago. They operate at a 
facility that runs on 100% renewable 
energy and benefits from very cheap 
cooling costs (thanks to the ambient 
temperature). BMW runs power-
intensive applications including crash 
simulations, aerodynamic calculations 
and computer aided design and 
engineering, all of which are critical 
to the development of BMW’s energy 
efficient vehicles. For BMW several 
green boxes are ticked. 

US tech companies have established 
energy-intensive data centres that 
run on sites powered by Icelandic 
geothermal and hydroelectricity. Most 
recently, Iceland has also become a 
home to Bitcoin farms, which has 
enabled Bitcoin to begin to chip away 
at accusations that the cryptocurrency 
has appalling green credentials. 

Iceland has found a way to ‘export’ 

its renewable energy that may provide 
lessons for other countries with 
comparably large renewable energy 
potential. 

In the renewable energy era, 
a greater degree of energy self-
sufficiency will be achievable for many 
countries. Electricity will become a 
local market rather than global, and 
might vary by nation, city, time of 
year and even time of day. Cobalt and 
lithium are not found everywhere. 
Rare earths (while not particularly 
rare) are costly and dirty to extract, 
and existing producers will benefit 
from incumbency. There will again 
be geological lottery winners, but the 
jackpots are unlikely to compare in size 
or be as concentrated as those of the 
oil era. 

The oil and gas nations of the world 
should put their sovereign funds to 
work and embrace the coming era of 
renewable energy. Renewable energy 
will help the world to make progress 
towards all 17 of the United Nations 
Sustainable Development Goals. Such 
progress would represent success 
beyond the scope of gross domestic 
product, and should be encouraged by 
all nations that have signed the Paris 
agreement, including the oil and gas 
producers. •

The shift from oil to renewable energy is a rainy-day event that sovereign funds have been saving 
for, explains Gary Smith, partner, Haven Green Capital Partners.
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Emerging markets losing  
race for green finance

QUESTIONS about how to cushion 
the economic impact of Covid-19 on 
developing countries are now at the 
top of the international policy agenda. 
While advanced economies rebound, 
the International Monetary Fund has 
forecast that, by 2024, output from 
emerging markets outside China will 
be as much as 8% below pre-pandemic 
levels. The obvious solution is to tap 
Western models for more environ-
mental, social and governance invest-
ing to get emerging markets back on 
track. But that may be a mistake.

Actors in sustainable finance have 
made impressive strides over recent 
years. They’ve done so by demon-
strating that there are real financial 
risks embedded in ESG topics. In a 
time of historically low yields, the big 
investments required for clean energy 
in EMs could be viewed as an equally 
historical opportunity. After all, better 
infrastructure, higher employment 
and increased resilience cannot be ac-
complished by public sector spending 
or debt relief on their own. But greater 
participation by the private sector 
won’t happen by grafting ideas from 
today’s green finance market onto the 
needs of EMs.

There’s no doubt that green finance 
is making huge advances. As our work 
with the International Energy Agency 
has demonstrated, clean energy 
shares have outperformed fossil fuel 
stocks in advanced economies by four 
times over the past decade. On the 
debt side, annual issuance of labelled 
bonds (green, social and sustainabili-
ty-linked) is on pace to break $1tn this 
year. 

But these success stories are largely 
confined to developed markets. Italy’s 
inaugural green bond this year was 
larger than all EM sovereign green 

issuance in 2020. The UK has installed 
more capacity of solar PV than the 
entire continent of Africa. As Western 
nations scale up green bond issuance 
to fund recovery efforts, the chasm 
between developed and developing 
markets is growing wider. 

These disparities cannot be ex-
plained away as teething problems in 

adapting to new protocols and frame-
works. The real issues are underlying 
market structures within EMs and 
basic assumptions about sustainability 
investing in general. 

With the rise of passive investing, 
EM debt has become an index-driven 
asset class. The result is that proactive 
engagement with issuers and funda-
mental analysis has atrophied. Many 
fixed income investors are failing 
to grasp structural trends that are 
re-shaping the investment process. 
While ESG has a long-standing history 
in fixed income markets, the concerns 
are almost exclusively about gover-
nance. Pressures coming from the 
environment – water stress, extreme 
weather events and natural capital de-
pletion – are rarely considered. With a 
spate of warnings that climate-related 
risks are already priced in sovereign 
bond markets and will raise the pros-
pect of future downgrades, the capital 

trap for emerging markets is growing 
tighter. 

But adopting the ESG frameworks 
common in developed markets is not 
a solution. EM funds under pressure 
to improve their ESG scores buy more 
bonds from higher-rated (in most 
cases wealthier) countries. They shun 
those with lower ESG scores. The 
entities in greatest need of invest-
ment, and the greatest potential for 
improvement in carbon efficiency, are 
in danger of being starved of capital. 
Left to its own devices, this process 
will reinforce inequality in the finan-
cial system as marginal sovereigns and 
corporates are pushed into a vicious 
downward spiral of higher yields and 
deteriorating economic prospects. 

However, there are encouraging 
signals on the horizon. Transition 
bonds are still in their infancy but 
comprise a promising innovation that 
could help bridge the gap between 
green ambitions and reality for many 
high-emitting EM issuers. Interna-
tional financial institutions are slowly 
coming around to developing better 
risk-sharing mechanisms that unlock 
capital from the private sector. But 
we need to move beyond one-off pilot 
projects and into replicable main-
streaming. 

Longer term, it’s vital that domes-
tic capital markets in EMs build their 
own green finance ecosystems. More 
strategic thinking is urgently needed 
up and down the international finance 
chain. EMs cannot afford to be shut 
out of green finance as they struggle 
to gain their footing from a linger-
ing public health crisis. The world’s 
fastest growing economies should be 
leading the race for green capital that 
can serve their energy needs. Instead, 
they are being left behind. •

The chasm between developed and developing markets is growing wider, explains Charlie 
Donovan, executive director of the Centre for Climate Finance & Investment at Imperial 
College London and visiting professor of finance at the University of Washington.

‘Emerging markets cannot 
afford to be shut out of 
green finance as they 
struggle to gain their 
footing from a lingering 
public health crisis.’
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The inaugural SPI symposium
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Register HERE

OMFIF’s Sustainable Policy Institute is convening a global 
network of key policy-makers, regulators, public and private 
sector investors and ESG experts for a two-day annual 
symposium on 29-30 Sep 2021 to push the boundaries of 
the discussion on the role of monetary policy, regulation 
and disclosure as well as addressing key practical challenges 
in driving greener financial markets to achieve net zero. 
The symposium will provide crucial insights into COP26 
preparations, its results and consequent actions. It will allow 
participants to have their voice heard to influence such an 
important agenda at this critical point of time and move the 
industry beyond words into action.

Hear from 30+ speakers, including Banca d’Italia, Bank 
of England, Deutsche Bundesbank, Banco Central do 
Brasil, Bangko Sentral ng Pilipinas, Bank for International 
Settlements, World Bank, International Monetary Fund, 
United Nations, European Investment Bank, Asian 
Infrastructure Investment Bank, International Finance 
Corporation and many more.

https://www.omfif.org/spi-symposium/


23OMFIF.ORG/SPI

Gender in active  
sustainable investing 

WHEN Professor Durreen Shahnaz, 
founder and CEO of Impact Invest-
ment Exchange, first envisaged the 
concept of a structured bond to con-
nect underserved women to finan-
cial markets, bankers and financiers 
advised her against using the words 
‘women’s livelihood’ as it might have 
driven away investors. They wanted 
her to call the instrument a ‘high yield 
bond’. 

However, this was non-negotiable 
for Shahnaz. The bond’s overt gender 
lens may have been considered bold 
for the capital markets at the time, but 
it has since proven to be a hit among 
investors, mobilising more than $48m 
over three issuances and impacting 
over 815,000 women and girls across 
the global south. 

The first-of-a-kind $150m Women’s 
Livelihood Bond, issued in 2017, is a 
series of innovative debt securities 
that aim to create sustainable live-
lihoods for over 3m women across 
the global south. It brings together 
a diverse range of public and private 
sector partners. The WLB unlocks 
capital for women-focused enterprises 
by pooling entities that are benefitting 
underserved communities.

The multi-country, multi-sector 
portfolio strategy diversifies risk and 
helps deepen impact. IIX has built in 
rigorous methods of assessing and 
measuring impact as the investments 
have rolled out, ensuring the voices 
of beneficiaries are tied to investment 
dollars, which holds everyone account-
able to building an inclusive future.

The second WLB was issued in Jan-
uary 2020 and the third in December 
2020. Even throughout the pandemic, 
the bond provided investors with an 
annual return of 5.65% from 2017-
21, which compares favorably to the 

2020 average of 4.0% returns for Asian 
high-yield corporate bonds, and 1% to 
3% returns on social bonds.

The fundamental reason why WLB 
has seen such success is because IIX 
focuses on supporting women – as 
suppliers, employees, managers, 
entrepreneurs and customers – as we 
believe that women are at the heart of 
development. There is a tri-directional 
relationship between economic devel-
opment, women’s empowerment and 
reducing the risk of financial instru-
ments. Research has found that wom-
en invest as much as 10 times more 
of their earnings than men do in their 
family’s wellbeing, in areas including 
child health, education and nutrition. 
This enables community-wide growth 
and economic development, which in 
turn makes the organisations working 
with these women less risky.

Innovative financing solutions like 
the WLB directly confront the endur-
ing exclusion of underserved women 
from the world’s financial markets by 
unlocking untapped sources of private 
sector capital for women-focused 
enterprises that do not have access to 

large-scale international capital.
Incorporating a gender lens into 

active sustainable investing is also a 
strategic way to address climate ac-
tion. In Asia, much of the labour force 
work in sectors impacted by climate 
change like agriculture, forestry and 
fisheries, with natural disasters cost-
ing the region $53bn in 2016 alone. 
These effects are felt most acutely by 
women, who are trapped in subsis-
tence living due to high structural 
barriers to gaining self-sufficiency. 
Closing the gender gap could add 
up to $28tn to global gross domestic 
product by 2025, which is more than 
enough to close the climate finance 
gap. 

Moving forward, the WLB con-
tinues to build momentum with the 
preparation of the fourth issuance: the 
Women’s Livelihood Bond 4 Climate, 
which will be a $50m bond. Having 
demonstrated scalability and replica-
bility through WLB2 and WLB3, the 
WLB4Climate will be the world’s first 
intercontinental sustainability bond, 
expanding across the global south, 
starting with Africa. •

Conrad de Jesus, director, research and advisory, Impact Investment Exchange, explains 
how gender-focused bonds can unlock capital for women across the global south and 
build more resilient communities.

‘The WLB has proven to be a hit 
among investors, mobilising 
more than $48m over three 
issuances and impacting over 
815,000 women and girls 
across the global south.’
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18 Aug: Fiscal policies to tackle climate 
catastrophe in Asia Pacific
The physical risks of climate change are particularly 
high in Asia Pacific and will become more frequent 
and severe. Fiscal policy plays a critical role in 
responding to climate change. Progress can be 
achieved by well-designed tax policies that raise the 
price of carbon, together with non-tax instruments 
such as emission trading systems or regulations. 

Masahiro Nozaki, deputy division chief, Asia-
Pacific Department, International Monetary Fund, 
will present the IMF’s ‘Fiscal Policies to Address 
Climate Change in Asia and the Pacific’ study. A 
panel discussion will follow with experts from the 
Asian Development Bank and IMF. Key questions 
include: how can Asia Pacific accelerate mitigation 
efforts and transition to a green economy while 
minimising economic and social impact on the 
population? And how can the region manage climate 
change adaptation, which would mean significant 
investment needs?

26 Aug: Designing policies for efficient, 
inclusive and sustainable housing
Luiz de Mello, director of the policy studies branch, 
Organisation for Economic Co-operation and 
Development, discusses the recent OECD report 
examining how to design policies for efficient, 
inclusive and sustainable housing. Key topics 
of discussion will include how to build housing 
resilience, promote affordability and drive wealth 
redistribution in housing.

29 Sep: Sustainable Policy Institute 
Symposium
OMFIF’s Sustainable Policy Institute is convening 
a global network of key policy-makers, regulators, 
public and private sector investors and ESG experts 
for a two-day annual symposium on 29-30 Sep 
2021. The symposium will push the boundaries 
of the discussion on the role of monetary policy, 
regulation and disclosure as well as address key 
practical challenges in driving greener financial 
markets to achieve net zero. The discussions will 
provide crucial insights into COP26 preparations, 
its results and consequent actions. Participants will 
have the opportunity to make their voices heard on 
an important agenda and move the industry beyond 
words into action.
Over 30 speakers from 12 central banks and 
many more financial institutions will be taking 
part, including Banca d’Italia, Bank of England, 
Deutsche Bundesbank, Banco Central do Brasil, 
Bangko Sentral ng Pilipinas, Bank for International 
Settlements, World Bank, International Monetary 
Fund, United Nations, European Investment Bank, 
Asian Infrastructure Investment Bank and the 
International Finance Corporation.

Sustainable
Policy
Institute

FORTHCOMING 
MEETINGS
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