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An unwelcome black swan alighted on 2020. With a swift flap of its wings, it swept away all 
reasonable predictions, set new precedents, and opened our eyes to some harsh realities. 
There was nothing good about the COVID-19 pandemic, and it would be crass to suggest 
otherwise. Yet, as we gather our thoughts and refocus on the year to come, there are a 
number of key lessons to be learned - and some reasons to be optimistic. 

In this playbook, we’ve brought together some of the top minds and thought leaders 
in sustainable finance. They share ideas about the past year, their predictions for 2021 
ESG trends, and outline how the ESG investment community can move toward a more 
sustainable and transparent future.

STABILITY AND 
SUSTAINABILITY IN THE 
INVESTMENT COMMUNITY
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Notable insights from the playbook
• Helene Li, CEO & Co-Founder,

GoImpact, explains that 2020
saw record inflows into European
ESG funds, giving those of us
who have been evangelizing
sustainable finance and ESG some
cause for celebration.

• The future also looks bright, with
an unprecedented 30 trillion dollar
wealth transfer - which will land in
the hands of (mostly) millennials,
who have shown themselves to
value sustainable and socially
responsible investments.

• Furthermore, as Robert Jenkins,
Global Head of Research at Refinitiv
Lipper, explains, investors seem to
no longer be satisfied with surface-
level ESG disclosures or negatively
screened funds. There is a growing
demand for more comprehensive

analytics. This can only push 
investment firms to provide truly 
sustainable ESG funds.

• Investors who had previously not
given a second thought to the E
in ESG are changing their minds.
Climate risk is a real specter on
the horizon.

• According to Paul Ellis, of Paul Ellis
Consulting, the COVID-19 pandemic
has made mitigating climate risk
more urgent than ever. He explains
that current investment strategies
don’t take into consideration the
nonfinancial impacts of climate
change and other ESG issues.
The key, moving into the new
decade, will be to create forward-
looking climate risk models based
on past physical risks.

• When it comes to the S in ESG,
Dr. Svetlana Borovkova, Head of
Quantitative Modelling at Probability
& Partners, believes that the
investors of the future will generously
reward a more humane approach
to employees. She points out that
firms that push for profits to the
detriment of their people will suffer in
the long term and be less attractive
as investment prospects for the
upcoming generation of investors.

• The pandemic has changed our
financial environment. Jeff Gitterman,
Co-founding Partner, Gitterman
Wealth Management, argues that
it has put the spotlight on risk
like never before. His solution
is to ensure there is a solid ESG
framework that offers a structured
method for assessing investment risk.

Read on to discover more insights 
and what other trends our ESG and 
investment experts predict for 2021 
and beyond.
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TREND 1

COVID-19 WILL 
BE THE ULTIMATE 
ACCELERATOR 
FOR SUSTAINABLE 
FINANCE
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Our top takeaways:

1.  PwC estimates assets under management across ESG funds in Europe
will reach between EUR 2.6 trillion and EUR 3.6 trillion by 2025.

2.  For Sustainable Finance to become known simply as ‘finance,’
public and private collaboration is critical.

3.  With a 30 trillion dollar wealth transfer on the horizon, it’s important to
consider that the beneficiaries - Millennials -  filter through a sense of
responsibility to concentrate on value-based investments.

By Helene Li, CEO & Co-Founder, 
GoImpact

“COVID-19 has highlighted the urgency 
to combat climate change and social 
inequality, prompting a sense of urgency 
for rebalancing.”
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The global pandemic in 2020 was a crisis that the world was not prepared for. It happened 
at a scale and speed unknown to even the most experienced professionals. No matter 
where we are and what we do, we found ourselves in uncharted waters – we all went 
through painful changes, stress, and loss.

If there is indeed a silver lining, COVID-19 has highlighted the urgency to combat climate 
change and social inequity, prompting a sense of urgency for rebalancing.

The pandemic and ensuing incidences have acted as a powerful accelerator into 
channeling more capital and resources to plug some of the gaps COVID-19 has uncovered.

The pandemic has exposed the cracks and societal issues in our system. In doing so, it 
refocused our attention on each of the different facets of ESG :

- It has forced us to consider imminent climate risks - the “E”.

- it has made us evaluate labor standards, gender equality, racial discrimination - the “S”.

- And finally, it has shown us the importance of building a stakeholder economy, rather
than just a shareholder
economy - the “G”.

The magnitude and imminence of these issues have made us weary of the platitudes  
and empty rhetoric that have clouded the importance and urgency of the Sustainable 
Finance agenda.

ESG inflows into passive investments
The pandemic has had a significant and immediate impact on greenhouse gases, with 
emissions of CO2 in April 20201 plummeting 17% compared to April 2019. Many cities saw 
the brief reappearance of blue skies and cleaner air, and the stark contrast to pre-Covid 
conditions has jolted investors and fund managers from their comfort zone. 

PwC estimates assets under management across ESG funds in Europe will reach between 
EUR 2.6 trillion and EUR 3.6 trillion by 2025. However, several analyses show that an 
additional 1.5 to 2 trillion dollars are needed annually from public and private sources for the 
transition to the low-carbon resilient world where we need to be. 

So, the question remains: Can we avoid sleepwalking into this crisis?

1  https://www.carbonbrief.org/global-carbon-project-coronavirus-causes-record-fall-in-fossil-fuel-emissions-in-2020
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Standardization of sustainable reporting
Passive investments are becoming increasingly popular. But the financial industry needs 
standardized ESG reporting initiatives to propel the inflows of investments into more diverse 
asset classes.

Although this standardization is still in progress, we are seeing promising signs from stock 
exchanges (for example, Hong Kong, Thailand, and China) and other initiatives, such as the 
International Financial Reporting Standards (IFRS) Foundation. 

Public and private collaboration is critical in fast-tracking what we call “Sustainable Finance” to 
simply becoming “finance” in itself. By standardizing ESG reporting standards in stock, listed 
companies will be compelled to comply with the ESG reporting guidelines and standards.

Generational wealth transfer will shift the focus of investments
An estimated U.S.D 30 trillion generational wealth transfer, from baby boomers to 
millennials, will be happening in the next few decades, with half the transfer being ultra-high 
net worth wealth (according to Wealth-X). This marks the largest wealth transfer in history 
and a pivotal point for ESG investments. 

Millennial values are distinctly focused on making the world a better place. In 2019, according 
to a Morgan Stanley report, 95% of millennial investors are interested in sustainable investing, 
believing they can affect change through their investment decisions. Millennials filter through a 
sense of responsibility to concentrate on value-based investments. 

The pandemic has reinforced the importance of ESG risks associated with investments for 
financial advisors and fund managers, allowing them to prepare for the wealth transfer. In 
parallel, it has echoed the importance of ESG and impact investing for 

NextGen investors. Hence, we can expect to see an increase in ESG inflows as the wealth 
transfer commences. 

Perhaps this is the ultimate crisis to serve as a wake-up call that Sustainable Finance  
needs to move from the sidelines to center stage; from marketing to mainstream.
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About the author
Helene Li is the CEO & Co-Founder at GoImpact. A firm believer in 
applying market-based solutions to fast track social and environmental 
impact; and a passionate advocate for Sustainable Finance, Helene is 
a management consultant by training and a seasoned finance industry 
professional with long tenures in strategic planning and marketing roles 
at global financial institutions such as J.P. Morgan, Lombard Odier, and 
BNP Paribas. 

Explore the podcast episode with Helene where she uncovered 
the importance of long-term thinking and planning in the post- 
COVID recovery.
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TREND 2

2021 WILL BE THE YEAR  
OF “THREE S”: SIMPLICITY, SIMPLICITY, 
STABILITY AND FOCUS  STABILITY AND FOCUS  
ON SOCIALON SOCIAL
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Our top takeaways:

1.  2021 will be the year of a strong push for simplicity and harmonization 
starting with data and transparency.

2.  Social indicators will empower investors to assess and amplify their 
influence on creating more sustainable and inclusive societies. 

3.  ESG information is the most powerful tool we have to change outdated 
and dangerous behaviors.

By Elena Philipova is the Global Head 
of ESG Proposition at Refinitiv

“The steps we need to take to solve the 
climate and social crisis and to grow and 
evolve are blurred by the complication of 
the end state. However, as we learned in 
school, we need to break the problem into 
pieces and tackle them one at a time.”

11 TOP ESG TRENDS FOR 2021: STABILITY AND SUSTAINABILITY IN THE INVESTMENT COMMUNITY



2020 disrupted our lives in previously unimaginable ways. I would summarize it as  
the year of A: Acceleration in action, Appreciation for our fragility, and Aspiration to  
bounce forward to a better world. 

2021, on the other hand, will be characterized by three key trends or three “S” words: 
Simplicity, Social, and Stability.

Let’s uncover what these involve.

Simplicity: Tackling complex problems at scale.
We live in a perplexing world and face multilayered challenges. But this does not mean  
that the solutions to our problems must hold the same degree of complexity. 

Unfortunately, the steps we need to take to solve the climate and social crisis and to grow 
and evolve are blurred by the complication of the end state. However, as we learned in 
school, we need to break the problem into pieces and tackle them one at a time. 

Frankly, we have done a phenomenal job in over-engineering the problem statement and 
solutions. This has created market tension, conflicts of interest, and the inability to scale and 
mainstream sustainability and ESG considerations into investing and financing decisions. 

We saw numerous attempts to streamline and standardize the core definitions and 
principles around ESG in 2020. That’s why I think 2021 will be the year of a strong push 
for simplicity and harmonization - starting with data and transparency.
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Social: Opportunities for more inclusivity and fairness
The COVID-19 pandemic has brought the glaring inequalities that exist between different 
social groups and across regions to the forefront. In answer to this, the Social aspect of ESG 
is becoming increasingly important to investors - and rightly so.

The wake of this pandemic is providing an opportunity to explore new financial approaches 
and business models that create more inclusive and fairer societies. Going forward, 
companies will need to manage and report on how they are addressing the S of ESG criteria 
more effectively.

A study2 by the Harvard Kennedy School states that the S is “seriously under-conceptualized 
and fails to draw substantive and procedural human rights standards”. 

This under-conceptualization combined with numerous approaches makes engaging with 
the Social topics overwhelming for investors and companies. In turn, this makes it difficult  
for them to consistently measure, manage and integrate social risks into their processes. 

I expect a lot more focus and clarity to emerge in 2021 on Social indicators. It will  
empower investors to assess and amplify their influence on creating more sustainable  
and inclusive societies.

2  https://www.hks.harvard.edu/sites/default/files/centers/mrcbg/working.papers/FWP_2018-01.pdf
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Stability: Regaining control and creating stability
When I mention regaining control and creating stability in society and the economy, it’s not 
about returning to the “old normal”.

What I am talking about is building resilience that will define a new and better normal for our 
society. It will equip us with all attributes we need to continue our evolution during uncertain 
times - with confidence and a strong sense of stability.

ESG information is the most powerful tool we have to change outdated and dangerous 
behaviors.

It helps us:

• innovate and create new, resilient business and financial models;
• recover better and flourish economically and as a society, even during volatility;
• turn this volatility into stability.

Information is a new Energy.

About the author
Elena Philipova is the Global Head of ESG Proposition at Refinitiv, formerly the  
Financial and Risk business of Thomson Reuters. She is responsible for the end-to-end 
management of the ESG business, products, and services. Elena is the Rapporteur for  
the Benchmarks group of the EU Technical Expert Group on Sustainable Finance  
appointed by the European Commission.
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TREND 3

INVESTORS WILL 
EMBRACE THEIR ROLE 
IN ACCOMPLISHING THE 
SDGS AND UPHOLDING 
HUMAN RIGHTS
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Our top takeaways:

1.  An emphasis on Human Rights is crucial to a sustainable post-pandemic
recovery.

2.  ESG issues such as Human Rights offer opportunities for investors to
drive positive change.

3.  Investors will increasingly seek investment opportunities that contribute
to sustainable economies and improved Human Rights conditions.

By Guillaume Mascotto, Head of ESG 
and Investment Stewardship at 
American Century Investments3

“A solution to combating COVID-19  
can only be sustainable if it’s affordable 
and accessible.”

3 The opinions expressed are those of American Century Investments and are no guarantee 
of the future performance of any American Century Investments fund. This information is for 
educational purposes only and is not intended as investment advice.
©2020 American Century Proprietary Holdings, Inc. All rights reserved.
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The devastating effects of the COVID-19 pandemic have highlighted the importance of 
upholding Human Rights by providing access to equal opportunities for all. This includes 
access to healthcare – medicines, therapies, and services. Human Rights are central to our 
recovery efforts: any solution to COVID-19 should enable the recovery of our economic 
system and the financial orbit that supports it, as well as uphold the global right to health.

The investment community is responsible for ensuring that the opportunities that have 
emerged from the unprecedented biotechnological innovation to fight COVID-19 do not result 
in hardening economic competition and sidelining less-fortunate populations. Those who 
invest in healthcare have an opportunity to affirm their commitment to driving positive change.

For example, investors can enable growth in companies with current or projected net-
positive impact and encourage improvement through active engagement. This entails 
investing in innovative companies positioned for sustained above-average growth 
whose products and services facilitate access to medicines and healthcare services in 
both developed and emerging markets. A solution to combating COVID-19 can only be 
sustainable if it’s affordable and accessible.

The pandemic has also made the connection between public health and environmental 
protection more apparent than ever before. Air pollution has long been associated with serious 
health implications. This connection is even more pronounced in underserved communities.

As the world strives to fight the pandemic and mitigate the damage to our biosphere 
(caused by deforestation, biological, biogenetic, and chemical pollution), investors will 
increasingly embrace the notion that the environment, public health, and the global 
economy intertwine. A key ESG investment theme in 2021 and beyond will be the 
implications of the transition toward a circular economy. 

This represents a systemic shift in our current conceptualization of wealth generation 
and well-being. Companies must rethink resource consumption, energy usage, and 
manufacturing processes to eliminate waste and generate renewable output. 

Ultimately, they must contribute to solving energy poverty and biodiversity loss. These are 
prerequisites of human life and development to which everyone is entitled, regardless of 
socially constructed status - such as race, gender, or religious background.
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Opportunities for investors to contribute to SDGs
Even though ESG issues such as Human Rights are often considered risk inputs, they 
also offer opportunities in the investment process. American Century Investments’ ESG 
framework helps identify investment opportunities to help advance Human Rights, especially 
in emerging markets. These countries  – where living standards are low and socioeconomic 
inequalities are significant – are the world’s most fragile ecosystems. They are more 
vulnerable to environmental damage and pandemics than the rest of the world.  

Our investment teams have identified long-term growth trends and improving corporate 
practices in emerging markets, which we believe can expose investors to various 
investment opportunities. By implementing our dual impact mechanisms, enabling growth 
and active engagement, investors have a chance to achieve positive social impact in these 
regions by tilting their portfolios toward high-quality growth issuers. 

Such businesses contribute to the U.N. Sustainable Development Goals, in particular:

• Goal 1 - No Poverty
• Goal 2 - Zero Hunger
• Goal 3 - Good Health and Well-Being
• Goal 6 - Clean Water
• Goal 7 - Affordable and Clean Energy
• Goal 8 - Decent Work and Economic Growth
• Goal 10 - Reduced Inequalities

As global investment markets and globalized flows heighten, investors’ returns will become 
more closely tied to the overall global economy’s success. Not accomplishing the SDGs 
could add to avoidable macroeconomic risks. At the same time, Human Rights are driven 
by progress on all investable SDGs, and the SDGs are driven by advancements in Human 
Rights. We’ve dubbed this “Sine qua non SDG mapping.” 

Thus, we believe it’s in investors’ own best interests to seek investment in companies that 
contribute to sustainable economies and improved Human Rights conditions.

A strategy or emphasis on ESG factors may limit the investment opportunities available to a portfolio. 
Therefore, the portfolio may underperform or perform differently than other portfolios that do not have 
an ESG investment focus. An ESG focus may also result in the portfolio investing in securities or 
industry sectors that perform differently or maintain a different risk profile than the market generally or 
compared to underlying holdings that are not screened for ESG standards.
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About the author
Guillaume is vice president, head of ESG and Investment Stewardship for American Century 
Investments. Using a proprietary analytical framework, his team integrates financially-
material ESG factors into the investment process and conducts ESG research to augment 
the financially-driven research created by the firm’s investment teams. He also manages the 
incorporation of ESG matters in the firm’s proxy voting process and drives the development 
of new ESG-oriented products. 

Explore the podcast episode where Guillaume shared insights on measuring “S” 
and “G” in ESG.
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Trend 4

ESG INVESTINGESG INVESTING WILL  WILL 
EVOLVE TO BE MORE EVOLVE TO BE MORE 
TRANSPARENT  TRANSPARENT  
AND FOCUSEDAND FOCUSED

TREND 4
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Our top takeaways:

1.  Disillusioned ESG investors no longer want surface-level intelligence.
They require more in-depth analytics.

2.  Investment shops are retooling their ESG analytics, which now resemble
the more forensic-level analysis they have traditionally employed in their
fundamental research processes

3.  ESG investing is moving toward a place that reflects innovation and
corporate leadership more transparently.

By Robert Jenkins, Global Head of 
Research for Refinitiv Lipper

“Fund shops are no longer simply excluding companies in 
sensitive industries. Instead, they are finding companies 
that are innovating to achieve meaningful ESG goals and 
positioning themselves to perform well financially.”
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Investors are becoming increasingly disillusioned with surface-level corporate ESG 
disclosure. Throughout 2021, approaches to ESG investing will move from simplistic and 
superficial to something more focused and transparent. Let’s take a look at why this will be 
an important trend going forward.

Think back to the early days of ESG investing. The practice involved blunt instrument 
approaches, such as screening out companies and industries to avoid sensitive business 
operations or products. 

Early ESG funds reflected this by carrying responsible or ethical objectives in their language. 
They had names that often specifically referenced things in which they were not going to 
invest. If you didn’t want weapons or tobacco, then you could find a fund that avoided those 
industries. 

As interest in ESG investing accelerated over the past 10 years, the focus started shifting 
toward environmental issues. Investment managers responded by delivering funds that 
minimized carbon emissions. In turn, many new “ESG” fund offerings began flooding the 
markets and many incorporated a simple approach – focus on companies with minimal 
carbon footprints.  

Many passive funds and simply run active funds came into the market. Their underlying 
holdings were dominated by technology, communications, consumer discretionary, 
financials, media, and healthcare. As a happy coincidence, many of these companies have 
also been part of a years-long bull run that was epitomized by the infamous FANMAG 
(Facebook, Apple, Netflix, Microsoft, Amazon, Google) stock crowd.

Fund managers were able to associate their ESG offerings with high-performing stocks as a 
result. Investors seemingly had the best of both worlds – ESG values alignment and strong 
financial returns.
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Missing the point of values-based investing
While this seemed fine on the surface, true ESG practitioners explained that investing in 
these companies wasn’t necessarily the point of values-based investing. Moreover, details 
weren’t being surfaced in their regular corporate disclosures. 

Amazon is an example of a company that is often included in ESG oriented funds as a “tech” 
company. Yet it has an immense global logistical operation that emits carbon on a grand 
scale. Also, is investing in Google or Microsoft necessarily investing in a business that is 
innovating to help the world meet carbon neutrality goals?  

Many fund shops with deep convictions for investing in the ESG space recognized this 
dichotomy. In response, they have been retooling their offerings over recent years. One 
of the first solutions was to have a range of dedicated experts on staff in analytical and 
portfolio management roles. Some even had ESG committees, of sorts, to convene on a 
regular basis to consider how to frame the ESG worthiness of companies.

This evolution was no doubt a step above negative screening. Nevertheless, it was still 
subject to the issues surrounding the insufficient corporate ESG disclosures and general 
“greenwashing” of the data.

The evolutionary process has matured over the past few years. Many of these same 
investment shops have retooled their ESG analytics to resemble the more forensic-level 
analysis they have traditionally employed in their fundamental research processes. 

Yet, given the lack of standards existing to guide corporate ESG disclosures, some reporting 
companies tend to fashion their disclosures in a favorable way. 

Consider the level of standards and oversight surrounding regular corporate financial 
disclosures – such as SEC requirements and GAAP accounting principles. Regardless, 
investment managers still need to pour extensive resources into quarterly earnings reports 
and corporate projections to make sure they are getting the story right and as accurate 
as possible. That same level of scrutiny and analytical firepower is being  increasingly 
employed in sorting out corporate ESG profiles.

Trend 4
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Moving toward holistic and transparent assessment
Thoughtful fund shops are bringing in teams with specific ESG skill sets. They are also 
employing multiple data sources. This allows them to triangulate corporate ESG footprints 
and get the most holistic and transparent assessment possible around corporate operations 
and strategies up and down the supply chain. To take a step further, they focus on 
understanding how those strategies align with best practices (around, say, carbon transition) 
and how those best practices position a company to achieve real financial benefits from 
their ESG activities.  

Off the back of all of this rigor, many have developed all-new analytical metrics along the 
way. They have built robust internal ESG ratings and rankings in which they can incorporate 
aspects of their proprietary investment process and philosophies to carve out unique 
perspectives within their portfolios. 

Fund shops are no longer simply excluding firms in sensitive industries. Instead, they are 
finding companies that are innovating to achieve meaningful ESG goals and positioning 
themselves to perform well financially. We are also seeing comprehensive analytics systems 
that are complete with new metrics tailored to assess corporate ESG acumen.  

ESG innovation and corporate leadership are becoming more transparent, to the benefit of 
both investors and global ESG goals.

About the author
Bob has over 25 years experience in Financial Services and consulting across firms such 
as Fidelity Investments and McKinsey & Company.  Before assuming his current role as 
Global Head of Research for Refinitiv Lipper he served as the President & CEO of Financial 
Research Corporation (FRC). 

Bob earned an MBA in Finance and Entrepreneurial Management from the Wharton School, 
University of Pennsylvania.

Explore the on-demand webinar where Bob talked about ESG funds that outperform.
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TREND 5
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Our top takeaways:

1.  How a company manages its workforce and navigates the political
environment after the COVID-19 pandemic passes will go a long way
toward determining its long-term investability.

2.  Companies that persevere with a traditional profit-focused approach, at
the detriment to their people, will be seen as ultimately unsustainable.

3.  A humane approach to employees will be generously rewarded by the
investors of the future.

By Svetlana Borovkova, Head of 
Quantitative Modelling at Probability 
& Partners

“ Social responsibility toward local communities - 
particularly those most badly affected by the pandemic 
- will, in my view, be valued by investors above a
company’s focus on profits.”
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There has been growing awareness of ESG among investors for some time now. 
Environmental aspects of a company’s operation (the “E” in ESG) have, in particular, attracted 
a lot of attention in the past few years. And governance issues (the “G” in ESG) have been 
studied by investors since long before ESG became a trend. But the “S” in ESG – the social 
aspects of a company’s strengths and weaknesses in dealing with society, workforce, and 
politics – has so far remained a poor relative of E and G. 

This, in my opinion, is about to change. The COVID-19 crisis will have a sustained and 
profound impact on society, labor, and politics.  

How companies manage their relationships with their workforces, the societies in which they 
operate, and the political environment after the COVID-19 pandemic, will determine their 
long-term survival, livelihood, and investability.

The workforce and labor market
Let’s start with the workforce and labor market. An unprecedented level of economic 
hardship and unemployment, as the result of the pandemic, will test the willingness of 
companies to forgo profit for the sake of not abandoning their workers in such hard times. 

In my view, a humane approach to this will be generously rewarded by the investors of the 
future - particularly the millennials. On the other hand, putting shareholder value above 
social values will be a risky strategy for companies.

Due to growing pandemic-induced economic hardship and inequality, those companies that 
persevere with a traditional profit-focused approach will be seen as inhumane, soulless, and 
ultimately unsustainable. 

Corporate Social Responsibility
The next issue concerns the relationship between a company and society. Social responsibility 
toward local communities - particularly those most badly affected by the pandemic - will, in my 
view, be valued by investors above a company’s focus on profits. 

Contribution toward higher societal goals – ranging from food support, tackling poverty, 
lagging education chances due to lockdowns (or even development of a space program like 
that of Elon Musk) will evoke the enthusiasm of the younger generation of investors. 

This puts societal issues right at the forefront of the ESG debate. The safety of a company’s 
product (think COVID-19 vaccines of pharmaceutical companies) and of its supply chain will 
also become increasingly important in the eyes of investors. 

Trend 5
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The political environment
Finally, in our current extremely politically-divided reality, the old wisdom that the market 
tends to reward those companies that minimize their exposure to social and political issues 
will cease to hold water. 

Companies actively contributing to a free, fair, less polarized society and more stable 
political situation will emerge as winners of the ESG debate in the long term. This will be due 
to the new generation of young investors’ strong sense of justice and freedom.

The increasing importance of the S in ESG will also pose several challenges for ESG data 
providers and other related firms. Companies’ strengths and weaknesses in relation to 
societal issues will need to be measured in myriad - previously unthought-of - ways.  

But the increased attention to the S in ESG should not be ignored by anyone working in 
investments, whether you are an asset manager, data provider, or risk professional.

About the author
Dr. Svetlana Borovkova is an Associate Professor at Vrije University Amsterdam, and 
Head of Quantitative Modelling at Probability & Partners. She has specialized in applying 
mathematical and statistical methods to problems within quantitative finance and risk 
management. Her research extends in many areas, such as news analytics for finance, 
derivatives pricing, commodity markets, and risk management in the face of new 
regulations. She is also a consultant for the Dutch Central Bank and the founder and 
principal consultant of DataDecisions: Financial Risk Consultancy.

Explore the research where Svetlana revealed the key findings of her research on ESG vs. 
financial performance
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Our top takeaways:

1.  ESG initiatives need to be integrated throughout both the enterprise risk
management system and business strategy to capture both the material
risks and opportunities.

2.  U.S. assets under management (AUM) that mandate ESG factors rose by
roughly $5 trillion in just two years4. Experts at Deloitte believe that by
2025, this ESG AUM will reach close to $35 trillion.5

3.  One out of four S&P 500 companies6 failed to disclose any oversight of
ESG and only 7% codified it as a full board responsibility.

By Andrew Droste, ESG Board 
Advisory Specialist at Russell 
Reynolds Associates 

“Chief among the trends expected in 2021 will be 
the clear demarcation set by investors between 
companies that integrate and prioritize ESG into their 
boardrooms versus those that do not. The latter will 
suffer greatly from their neglect.”

4 https://www.ussif.org//Files/Trends/2020%20Trends%20Report%20InfoGraphic%20-%20Money%20
Managers.PDF

5 https://www2.deloitte.com/content/dam/insights/us/articles/5073_Advancing-ESG-investing/DI_Advancing-
ESG-investing_UK.pdf

6 https://www2.deloitte.com/content/dam/Deloitte/us/Documents/center-for-board-effectiveness/us-
november-OTACA-final.pdf
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Measuring the execution and outcomes of ESG initiatives has become a top priority for 
investors. They are well aware the stakes have grown from a financial, regulatory, and 
societal reputation standpoint.

U.S. assets under management (AUM) that mandate ESG factors rose by roughly $5 trillion 
in just two years (from $11.6 trillion in 2018 to $16.5 trillion in 2020), according to U.S. SIF. 
Experts at Deloitte believe that by 2025, this ESG AUM will reach close to $35 tr (or half of 
all AUM strategies in the U.S.).

Investors will therefore be looking to enhance the rigor and sophistication of their ESG 
strategies in 2021. Chief among the trends expected in 2021 will be the clear demarcation 
set by investors between companies that integrate and prioritize ESG into their boardrooms 
versus those that do not. The latter will suffer greatly from their neglect.

As pressures mount from virtually every stakeholder, investors are being challenged to 
better articulate and disclose their methods of screening for sustainable companies (and 
thus bestowing them with either a high or low ESG score). This has given rise to the long-
awaited outcome-driven ESG and stewardship or engagement data. 

The issue is: investors won’t be able to go at this alone and will need to place an increased 
onus on their portfolio company advocates - i.e., board directors - to pressure management 
to move faster as the integrity of the data depends on it. 

The only way to execute this in a timely manner is via the integration of ESG accountability 
and oversight responsibilities at the board level (putting aside potential regulation).

For ESG initiatives to generate value, they will need to be integrated throughout both the 
enterprise risk management system and business strategy to capture material risks and 

opportunities. This is a fundamental change for most companies, and the resources and 
psychological safety required to execute at the management level will need to be granted 
by a supportive board of directors. 

This will also require the codification of accountability and oversight mechanisms in board 
committee charters along with the integration of ESG (particularly E and S) data into regular 
financial reporting.

Trend 6
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In 2020, the vast majority of S&P 500 boards that codified their ESG responsibilities did so 
under their nominating and governance committee. However, 1 out of 4 S&P 500 companies 
failed altogether to disclose any such oversight of ESG, and a mere 7% codified it as a full 
board responsibility. Expect these numbers to shift significantly in 2021. 

For a company to show stakeholders they genuinely understand and see the value in their 
ESG initiatives in 2021, such initiatives cannot be siloed to a single committee’s oversight 
responsibilities. Nor can they offer a single piece of disclosure in the form of a corporate 
social responsibility report. It also can’t be viewed separately from the overall risk mitigation 
and business strategy. Certain responsibilities, therefore, will be best overseen by specific 
committees (and hence the necessity for full board integration). 

Each company will need to determine what is best for their stakeholders and strategy given 
the existing material ESG risks, opportunities, board structure, and composition. 

Generally, based on a routine board structure: 

1. The audit committee may be best positioned to oversee and prod management on the
integration of ESG into the ERM, reporting, and assurances processes.

2. The compensation committee is likely suited to handle recommendations on the
integration of ESG initiative targets and outcomes into compensation incentive structures
that are part and parcel to the short, medium, and long term strategies

3. Nominating and governance committees may wish to ensure they integrate ESG risks
and opportunities material to the business strategy into their succession planning and
ongoing board education and on-boarding processes.

4. The full board should maintain the mandate of providing oversight and counsel on
the overall strategy and press management on how ESG is integral to the long-term
sustainability of the business.
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In 2021, companies purporting to create value through their ESG initiatives will be duly 
separated from those that actually generate value. That codification of board accountability 
and oversight will be a key indicator for determining the likely outcome of this private ordering. 

The challenges are sizable and this should not be mistaken as some panacea that merely 
requires a rudimentary revamping of the board charters. This is a fundamental shift in the 
way that a company is valued, how it values its stakeholders, and its place in society. Risk is 
risk - opportunity is opportunity - and the integration of material ESG considerations into a 
board’s accountability and oversight responsibilities will be imperative in 2021 to increase 
the integrity of financial markets.

About the author
Andrew R. Droste is an ESG Board Advisory Specialist at Russell Reynolds Associates 
within the firm’s Board and CEO Advisory Partners practice. Prior to RRA, Andrew led 
Environmental, Social and Governance (ESG) engagement, research, and risk analyses for 
BNY Mellon’s Proxy Voting and Governance Committee. Andrew began his career as a law 
co-op at the Council of Institutional Investors, later becoming an ESG analyst at Nuveen 
(formerly TIAA) on their Responsible Investing Team. He currently serves as the Nominating 
& Governance Chair at Speak For The Trees, Boston, and is a member of the Board 
Advisory Council at Eighty-Five Technologies.

Discover the podcast episode where Andrew shared insights on corporate governance 
and black swan events.
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Our top takeaways:

1. Biodiversity loss is increasing worldwide and has serious implications for 
our livelihoods and economies.

2. Some countries are moving toward compulsory reporting of corporate 
biodiversity footprints. 

3.  Task Force for Nature-related Financial Disclosure (TNFD) has a mission 
to create resilience in the global economy by redirecting flows of finance 
to allow nature and people to flourish.

By Dr. Joël Houdet is the Director of 
the Biodiversity Footprint Company

“Biodiversity loss has become a material issue for the 
private sector. Indeed, business dependencies and 
impacts on biodiversity generate significant risks and 
opportunities for companies in all industries.”
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In 2019, the Intergovernmental Science-Policy Platform on Biodiversity and Ecosystem 
Services (IPBES) confirmed the accelerating rate of biodiversity loss worldwide and 
highlighted its negative implications for our livelihoods and economies. 

As further recognized by The Global Risks Report 2020 (World Economic Forum 2020), 
biodiversity loss has become a material issue for the private sector. Indeed, business 
dependencies and impacts on biodiversity generate significant risks and opportunities for 
companies in all industries. 

These may be related to their social and legal licenses to operate, their production 
processes, their access to finance, or the timing of project delivery. For instance, our 
reliance on the wildlife trade and large-scale habitat clearance for production purposes 
facilitates the emergence of new zoonotic diseases which can have devastating economic 
impacts, as illustrated by the COVID-19 crisis.

While mandatory disclosure of biodiversity impacts is still rare, some countries like France 
are moving toward compulsory reporting of corporate biodiversity footprints.

The Task Force for Nature-related Financial Disclosure
The recently-formed Task Force for Nature-related Financial Disclosure (TNFD), which 
launched Phase 1 of its Informal Working Group in July 2020, is leading the global charge 
toward widening the adoption of biodiversity impact disclosure. 

In aiming to “create resilience in the global economy by redirecting flows of finance to 
allow nature and people to flourish”, the TNFD has the potential to be a catalyst toward 
standardized and comparable biodiversity impact disclosures. 

TNFD is tasking an Informal Working Group (IWG) to plan a program of work with the aim to 
“resolve the reporting, metrics, and data needs of financial institutions that will enable them 
to better understand their risks, dependencies and impacts on nature”. 

In 2021, it will work alongside the corporate sector to produce reporting frameworks, which, 
after testing, will be made available globally. By increasing awareness of the negative 
impacts the financial sector has on biodiversity and facilitating transparency world-wide, it 
will open the door to investments beneficial to nature and biodiversity. 

For it to be successful, it will need to be based on robust disclosure principles of accuracy, 
completeness, consistency, and transparency. While there has been substantial progress7 in the 
development of quantitative metrics to assess biodiversity impacts at the site, project, product, 
supply chain, and even corporate level, reporting on these elements remains a challenge.

7   https://www.researchgate.net/publication/348311212_BIODIVERSITY_MEASURES_FOR_BU.S.INESS_-_Corporate_
biodiversity_measurement_reporting_and_disclosure_within_the_current_and_future_global_policy_context
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The BD Protocol
The  Biological Diversity Protocol8 (BD Protocol), which will be launched in the first quarter of 
2021, aims to fill a key gap by providing an accounting framework to consolidate biodiversity 
impact data across a whole business, from direct operations to its supply chains and clients. 
It will allow companies to develop their biodiversity impact inventory and the associated 
Statements of Biodiversity Position and Performance, for various applications. 

Developed through extensive stakeholder consultations from 2018 until early 2020, the 
BD Protocol will enable companies to show their net impacts on ecosystems and species. 
Success will require collective action for biodiversity accounting to become an integral part 
of the way businesses operate.

Notably, we need to create enabling policy environments, making the annual disclosure 
of biodiversity footprints mandatory for all major companies. We also need shareholder 
activism demanding this disclosure from their companies and we need investor activism 
using the BD Protocol as a tool to guide responsible investing.

About the author
Dr. Joel Houdet runs The biodiversity Footprint company. With more than 12 years of 
experience, he is an internationally recognized expert on business and biodiversity, as well 
as on natural capital measurement, valuation, accounting, and disclosure. He undertakes 
research, capacity building, policy analysis, and advisory work for both the private and 
public sectors.

Explore the podcast episode where Joel talked about the growing importance of 
biodiversity management and reporting.

8  https://www.nbbnbdp.org/bp-protocol.html
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Our top takeaways:

1.  Plans to align Canada’s financial system with a climate-smart future have
resulted in a $7.3 million budget to create the Action Council, which will
facilitate coordination between the government and financial sector.

2.  The Bank of Canada and OSFI will jointly assess the risks associated
with a transition to a low-carbon economy.

3.  The Energy and mining industries need to transform their business
models to succeed in a low-carbon world and transition financing will
help them make the shift.

By Dustyn Lanz, CEO of the 
Responsible Investment Association 

“The Transition Finance Taxonomy — a classification 
system to identify business activities that qualify 
for transition financing — is expected to become 
available to industry participants in 2021, unlocking a 
new market for transitioning the Canadian economy 
towards net zero emissions.”
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The coming year is set to be a watershed for sustainable finance in Canada 
as the federal government and financial industry stakeholders double down 
on climate-conscious policies and practices. Here are three key trends that 
will shape Canada’s sustainable finance landscape in 2021.

The federal government will launch a sustainable finance action 
council
In 2019, Canada’s Expert Panel on Sustainable Finance made a series of recommendations9 
for the federal government to align Canada’s financial system with a climate-smart future. 
It advised the government to establish a Sustainable Finance Action Council to help 
implement its recommendations. 

The government recently responded in its Fall Economic Statement10 by allocating $7.3 
million over three years to create the Action Council, which will function as a coordination 
mechanism between the government and the financial sector. 

The Action Council will be tasked with developing a well-functioning sustainable finance 
market, making recommendations “to attract and scale sustainable finance in Canada, 
including enhancing climate disclosures, ensuring access to useful data on sustainability 
and climate risks, and developing standards for investments to be identified as sustainable.” 

The Action Council will be launched in early 2021, ushering in a new era of federal support 
for sustainable finance.

Banking authorities ramp up climate risk assessment
In the spring of 2020, the Bank of Canada published a report11 warning of significant 
economic risks from climate change and the transition to a low-carbon economy. The Bank 
noted that delayed action would increase the risk of an abrupt repricing of assets, while 
earlier action would allow more time for the market to adapt. 

As a result, the Bank will ramp up its work on climate change in 2021 as it convenes a 
pilot project12 with the Office of the Superintendent of Financial Institutions (OSFI). The two 
supervisory bodies will work with a group of financial sector stakeholders to assess the 
financial system’s exposure to risks from the transition to a low-carbon economy. The project 
will strengthen the authorities’ understanding of financial institutions’ governance and risk-
management practices related to climate change. 

A report on this work is scheduled for publication at the end of 2021. Relatedly, OSFI plans to 
launch a discussion paper on building financial resilience to climate risks earlier in the year.

9  https://www.canada.ca/en/environment-climate-change/services/climate-change/expert-panel-sustainable-finance.
html

10 https://www.budget.gc.ca/fes-eea/2020/report-rapport/FES-EEA-eng.pdf
11 https://www.bankofcanada.ca/2020/05/staff-discussion-paper-2020-3
12 https://www.bankofcanada.ca/2020/11/bank-canada-osfi-launch-pilot-project-climate-risk-scenarios/
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We will see the rise of transition finance
Transition finance refers to financing that helps high-carbon companies transition to lower-
carbon business models. It bridges the gap between traditional and sustainable finance. 

This concept is important for the Canadian market, which is heavily reliant on extractive 
industries such as energy and mining. These industries need to transform their business 
models to succeed in a low-carbon world, but they cannot access green or sustainable 
financing due to their high emissions profiles. Transition financing tools, such as bonds with 
interest rates linked to meeting reduced emissions targets, will help them make the shift.

The CSA Group, a Canadian standards-setting body, is developing a Transition Finance 
Taxonomy13 – a classification system to identify business activities that qualify for transition 
financing. This framework is expected to become available to industry participants in 2021, 
unlocking a new market for transitioning the Canadian economy towards net zero emissions. 
The Responsible Investment Association will host Transition Finance Week from October 18 
to 22 to convene industry dialogues around this subject.

About the author
Dustyn Lanz is Chief Executive Officer of the Responsible Investment Association (RIA) 
– a Canadian organization that promotes the incorporation of environmental, social
and governance (ESG) factors into investment decisions. Dustyn is regularly quoted in
the national media as an expert on responsible investing by CBC News, the Globe and
Mail, BNN Bloomberg, and other Canadian media outlets. Dustyn is also a Columnist for
Investment Executive and a Contributor to the Globe and Mail, where he writes about topics
related to responsible investment and sustainable finance.

Tune in the podcast episode where Dustyn provided a high-level overview of ESG trends 
in Canada.
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Our top takeaways:

1.  Governance practitioners will seek to identify real-time measures
of the effectiveness of organizational commitments to principles of
sustainability in a programmatic way.

2.  Transparency is a key ingredient in sustaining organizational values and
as a management method to build a resilient culture.

3.  European companies offering financial incentives to support the
standards of double materiality are likely to set an example for
corporations operating in other geographies.

By Alessia Falsarone, First Mover 
Fellow at Aspen Institute Business  
and Society Program  

“Linking pay to performance is customary but 
inadequate when it comes to organizational 
transparency and standardized reporting.”
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Over the course of 2020, the idea of double materiality14 gained traction on both sides of 
the Atlantic. The concept refers to issues that impact environmental and social objectives, 
eventually leading to financial consequences. At the same time, transparency has emerged 
as a key ingredient to sustain organizational values and as a management method to build a 
resilient culture. 

In 2021, investors and regulators will likely turn their attention to the role of financial 
incentives that encourage decarbonization and diversity. And, as risk mitigation scenarios 
start addressing environmental and societal priorities, governance practitioners will seek 
to identify real-time measures of the effectiveness of organizational commitments to 
sustainability in a programmatic way. 

The move to clear performance indicators will therefore be imperative as the new decade 
begins. The questions to consider are:

• How will organizations back risk mitigation claims in the spirit of transparency and help
establish new corporate practices to support it?

• Which measures will investors use?
• And how will they strike a balance between reputational risk and ethical behavior?

14  EU Non-Financial Reporting Directive (NFRD) and consultation paper (2019)
15   https://www.sustainalytics.com/esg-research/issue-spotlights/esg-spotlight-the-state-of-pay-

executive remuneration-esg-metrics/

The Role of Organizational Incentives 
Forward-looking analysis of compensation packages at all levels of decision making is the 
next challenge for those investors seeking to deliver on double materiality. 

While the private sector has long dealt with issues surrounding remediation and all legal 
aspects associated with controversial business activities, the topic of financial incentives 
remains rich in boilerplate disclosure language. 

According to the 2020 Global Governance Report by Refinitiv, companies with sustainability 
compensation incentives for executives have increased from 6% to 14% in three years, while 
those with executive compensation linked to long-term objectives have decreased from 13% 
to 10% over the same time period.15 

Yet, shareholder proposals on the matter are on the rise, with nearly 30% filed in the U.S.  
last year. European companies such as Danone, Unilever, or Siemens are shaping financial 
incentives to support the standards of double materiality. They are likely to set an example 
for corporations operating in other geographies. 

Linking pay to performance is customary but inadequate when it comes to organizational 
transparency and standardized reporting. While the majority of ESG practitioners have 
come a long way to incorporate non-traditional financial metrics into their risk evaluation 
frameworks, few have turned the table and connected them with the critical activities that 
sustain the success of a company beyond its financial viability. 

Setting the stage for new forms of managerial incentives that embed double materiality 
will require articulating their role in the transparency domain. The policy and goals 
to address potential skill-based, planning or communication vulnerabilities regarding 
sustainability metrics may have been sufficient in 2020. Yet defining objective monetary and 
organizational incentives to close the gap on environmental and societal commitments will 
be a challenge for the new decade.
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About the author
Alessia Falsarone, SASB FSA, is a Fellow of the Aspen Institute’s Business and Society 
Program and an advisor to the London Stock Exchange Green Segment. Her focus lies in 
financial markets’ participation in building environmental resilience and promoting climate 
risk practices. In recognition of her innovative vision for business and society, Alessia 
received the 2019 Honoree Award from the Women’s Venture Fund. She is an alumna 
of Stanford University (MSc. Financial Mathematics) and the Massachusetts Institute of 
Technology Sloan School of Business (MBA).

Discover the podcast episode where Alessia talked about the impact that natural 
disasters have on the investment community.
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Our top takeaways:

1.  Demand for resilient and renewable energy sources, and greener and
more sustainable transport networks and buildings will be driven by
smart investors.

2.  Investment allocations can help accelerate the move from linear
economies, to circular economies.

3.  Waste-to-energy plants significantly reduce emissions from traditional
power plants, helping cities address the growing waste generated by
our consumer society.

By Curtis S. Chin, Business Leader, 
Board Member, Senior Fellow, Asia at 
Milken Institute

“Smart investors focused on Environment, Social & 
Governance (ESG) standards will both encourage and 
ultimately profit from key drivers of healthier cities.”
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As the shortcomings of an increasingly urbanized and unequal world have been laid bare by 
the coronavirus pandemic, the need to embrace a circular economy has only grown.  

An economic system that integrates the continual use of resources and eliminates waste 
will be required if long-term sustainability and resilience is to be established. This holistic 
approach also lies at the heart of the United Nations Sustainable Development Goal (SDG) 
No. 11: Sustainable Cities and Communities. 

Smart investors focused on Environment, Social & Governance (ESG) standards will both 
encourage and ultimately profit from key drivers of healthier cities. This includes demand 
for resilient and renewable energy sources, and greener and more sustainable transport 
networks and buildings.

Investment allocations can help accelerate this move from linear economies, where raw 
materials are turned into finished goods that are eventually discarded and replaced, to 
circular economies. These aim to redefine and eliminate waste and encourage continued 
use of resources to benefit businesses, society, and the environment. 

As cities grow, so will opportunities
The opportunity will only become more pronounced—particularly in Asia in 2021—as the 
region’s cities and megacities grow in size. As a result the best government leaders and 
public-private partnerships will seek to establish a new long-term vision for urban areas 
post-pandemic. 

Across Asia, rapid urbanization has driven demand for urban infrastructure such as power, 
transportation, and water and waste treatment systems. Yet, significant infrastructure 
financing deficits remain. 

In 2017, the Asian Development Bank calculated an annual gap of $459 billion from 2016 to 
2020 for 25 developing member countries. This gap nearly doubles to $907 billion when 
adding in social infrastructure funding needs, such as for education and health. 

“We need a framework to be able to shift existing consumption patterns and advance 
innovative circular economy solutions,” says Lauren N. Norkin, Executive Director of the 
Resilient Cities Network, pioneered by the Rockefeller Foundation, and adds, “Resilience 
is that lens.”  Indeed, and as Norkin also tells me, “urban infrastructure investments that 
are responsive and inclusive” will also contribute to healthier seas and waterways through 
waste reduction, and “generate employment benefits for local economies that have suffered 
grave consequences of COVID-19.” 
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Reducing emissions through waste-to-energy plants
One component of a holistic solution to growing energy and waste management challenges 
that ESG investors should explore further are waste-to-energy plants, which significantly 
reduce emissions from traditional power plants and help cities address the growing waste 
generated by our consumer society. This includes increasing amounts of plastic ending up 
in Asia’s waterways and seas. 

A spike in Asia’s urban waste management challenges in 2020 was driven in part by 
a return to single-use plastic bags and disposable cutlery and food packaging due to 
COVID-19 considerations. Yet, this pandemic-driven switch is also an example of an 
opportunity for education and innovation.

The exponential growth of urbanization across Asia will not end—and neither will the 
accompanying ESG investment opportunities. This growing demand for sustainable  
urban solutions in a post-pandemic world is a trend to be welcomed and encouraged in 
2021 and beyond.

About the author
Curtis S. Chin, a Milken Institute Asia fellow, has served as a trustee of World Education 
Services of New York and is a former U.S. ambassador to the Asian Development Bank. As a 
member of the ADB board, he pushed for strengthened governance, risk management and 
development efforts focused on people, planet, and partnership, particularly on infrastructure 
projects in Asia’s least-developed nations. Through his advisory firm RiverPeak Group LLC, 
Chin now advises a range of startup firms and impact investors in Asia, including Equator Pure 
Nature, a leading ASEAN-based, natural consumer products company and cleantech pioneer, 
and the Dolma Impact Fund, the first international equity fund focused on Nepal. 

Follow him on Twitter at @CurtisSChin.
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TREND 11

THE DEVELOPMENT THE DEVELOPMENT 
OF ESG AND OF ESG AND 
SUSTAINABLE LABELSSUSTAINABLE LABELS  
WILL CHANNEL WILL CHANNEL 
INVESTMENTS INTO INVESTMENTS INTO 
ASSETS WITH HIGH ASSETS WITH HIGH 
ESG VALUEESG VALUE
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Our top takeaways:

1.  New labels or standards will catalyze the emergence of various
sustainable asset classes.

2.  Investment in infrastructure of U.S.D 6.9 trillion per year is needed to
meet global development needs through 2030 . Developing countries
will account for the majority of these investments.

3.  Infrastructure needs to be designed, built, and operated in a sustainable
way. Otherwise, it will lock the world into a high emissions trajectory and
won’t be resilient to climate change.

By Christian Deseglise, Head of 
Sustainable Finance and Investments, 
Global Banking and Markets at HSBC

“Currently, the developing world infrastructure market is 
stuck in a low-quality, low-cost equilibrium. The FAST-
Infra Sustainable Infrastructure Label intends to shift the 
market to a higher quality equilibrium.”
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It is well-recognized that we need labels for ESG assets to improve standardization and 
drive strong growth within capital markets. One case in point is the Green Bond market. The 
first green bond was issued in 2007 from the European Investment Bank (EIB’s own green 
label, self-assessed) and 2014 was a turning point with the first corporate green bonds 
issued under the Green Bond Principles. 

Since then, the market has seen tremendous growth of global Green Bond deals. During full 
year 2020, Green bond issuance totalled US$222.6 billion, a 26% increase compared to full 
year 2019 and all-time annual record, according to the Refinitiv Sustainable Finance Review. 

In 2021, given rising interests from investors, the industry will see more development of 
ESG/sustainable labels to channel investments into assets with high ESG value. These new 
labels or standards will catalyze the emergence of various sustainable asset classes. For 
example, one of these assets could be infrastructure. 

Investment in infrastructure of U.S.D 6.9 trillion per year is required to meet global 
development needs through 203016, and developing countries will account for the majority 
of these investments17. Infrastructure needs to be designed, built and operated in a 
sustainable way. Otherwise it will lock the world into a high emissions trajectory and won’t 
be resilient to climate change.
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16  ‘Investing in Climate, Investment in Growth’, OECD/IEA, July 2017
17  McKinsey, ‘Bridging Global Infrastructure Gaps’ June 2016

Source: Refinitiv Deals Intelligence
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Significant private sector finance is not flowing into fund projects. Some multilateral 
development banks (MDBs) are active, but they have limited balance sheet strength and 
infrastructure competes with other areas of lending. States like Nigeria with large domestic 
savings do not see these funds flow to domestic infrastructure projects.

To address such issues, FAST-Infra was first established by HSBC, IFC, OECD, GIF and 
CPI as an industry-led, public-private partnership. FAST-Infra (‘Finance to Accelerate 
the Sustainable Transition – Infrastructure’) aims to raise the flow of private finance to 
developing world sustainable infrastructure. Now, over 50 institutions (banks, asset 
managers, institutional investors, multilateral and national development banks and NGOs) 
participate in FAST-Infra.

FAST-Infra aims to unlock private financing through:

1 Creating a sustainable infrastructure label
2 Undertaking targeted financial interventions.

FAST-Infra’s Sustainable Infrastructure (SI) Label
Currently, the developing world infrastructure market is stuck in a low quality, low cost 
equilibrium. The FAST-Infra Sustainable Infrastructure Label intends to shift the market to a 
higher quality equilibrium (with higher capex but lower opex costs).

Governments and developers that want their assets to be regarded as sustainable will need 
to integrate environmental, social, governance, and resiliency standards at the design stage 
and pre-construction phase, as the only way to get their asset awarded the SI Label.  

Also, the SI Label at the post-construction phase will attract asset managers and institutional 
investors seeking to establish sustainable infrastructure funds. Participating in financings 
extended to assets bearing the FAST-Infra label will be an excellent way to do so.

FAST-Infra’s work on the SI Label is advancing. FAST-Infra in Q121 aims to release its label 
prototype for a 60-day public consultation. The first assets may be declared to be FAST-Infra 
SI Label compliant in 2021. FAST-Infra and the SI Label offer a critical contribution to mobilising 
private finance for sustainable infrastructure and are well positioned on the road to COP26.
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About the author
Christian Déséglise is Global Head of Sustainable Finance and Investments, 
Global Banking and Markets at HSBC. Previously, he held various positions 
within HSBC, including Global Head of Central Banks and Global Head of 
Emerging Markets at HSBC Global Asset Management. Mr. Déséglise is a 
member of the One Planet Lab, a high level advisory group set up by President 
Macron to address challenges related to climate change. He is also the co-Chair 
of the WEF Global Future Council on SDG Investments. 

Tune in the podcast episode where Christian uncovered the role of banks 
in sustainable finance and crisis mitigation.
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TREND 12

PRIVATE EQUITY WILL PRIVATE EQUITY WILL 
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IN THE GLOBAL RACE IN THE GLOBAL RACE 
TO NET-ZEROTO NET-ZERO
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Our top takeaways:

1.   Due to its characteristics and growing dominance, private equity is well-
positioned to become an important player in achieving a low-carbon
economy.

2.  Currently, private equity managers lack a disciplined climate approach
compared to their public market counterparts.

3.  In 2021, a growing number of private equity investors will begin to set
ambition on net-zero targets and adopt new practices to achieve them.

By Dazzle Bhujwala, Director at 
Ceres Investor Network

“2021 will bring about a seismic change within 
the private equity industry. A growing number 
of general partners will increase their climate 
competency and capacity.”

56 TOP ESG TRENDS FOR 2021: STABILITY AND SUSTAINABILITY IN THE INVESTMENT COMMUNITY



2020 revealed how vulnerable our society and the global economy are to systemic risks. 
After this wake-up call, 2021 will strengthen the focus on building resilient businesses and 
sustainable economies.

While there will be a clear emphasis on overcoming the discernable impacts of the 
pandemic, achieving net-zero emissions will also be at the forefront. The latter will be 
necessary to avoid the catastrophic consequences of another impending systemic risk: the 
climate crisis.

Governments, investors, and companies around the world are scrambling to raise climate 
ambition and reduce greenhouse gas emissions to net-zero by 2050 or earlier. An asset 
class that will play a pivotal role in accelerating this transition is private equity (PE). 

With over a trillion dollars in dry powder, private equity general partners (GPs) have the 
ability to deploy capital quickly and contribute to economic recovery through funding 
next-gen businesses and creating jobs. However, they fall short of a disciplined climate 
investment approach in comparison to their public market counterparts. This is a gap that 
will begin to be addressed in 2021.

Why PE will play an important role in fighting climate change
There are a number of reasons why PE is well-positioned to become an important player in 
the fight against climate change. These include:

• The growing dominance of PE. As stated in a McKinsey & Company report, PE returns
have topped public market returns since 200918. A “lower for longer” interest rate
scenario will motivate asset owners to increase their allocation to PE in search of alpha.
Preqin projects that assets in PE will expand by 16% annually between 2020 and 2025.19

• Limited Partners will demand more transparency. As limited partners (LPs) raise climate
ambitions for their portfolios, they will go beyond asking standard questions about
operations, processes, and controls. They will demand that their GPs refine investment
processes, redefine value-creation playbooks and enhance disclosures in alignment with
the Taskforce on Climate-related Financial Disclosures (TCFD) framework.

• Direct influence on portfolio companies. PE, as an asset class, is control-oriented and
focused on active ownership. This allows it to accelerate the pace of climate innovation
by funding climate-solution companies. In the case of companies that are managed by
minority communities, PE can address issues of diversity and inclusion while aligning
investments with climate goals.

• Generating a pipeline of climate-focused businesses. Investors are piling on climate-
labeled funds in public markets. However, there is a lack of climate-focused listed
companies that can help fight climate change at scale. PE has the potential to scale
impactful climate-focused businesses and get them ready to go public.

18   https://www.mckinsey.com/~/media/mckinsey/industries/private%20equity%20and%20principal%20investors/
our%20insights/mckinseys%20private%20markets%20annual%20review/mckinsey-global-private-markets-review-
2020-v4.ashx

19  https://www.preqin.com/future
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How PE will accelerate the shift toward net-zero
The dominance of PE investments in capital markets is increasing. At the same time, the 
pressure to fight climate change mounts. As a result, 2021 will bring about a seismic shift 
within the private equity industry. 

A growing number of GPs will invest in people, processes, and technology to increase their 
climate competency and capacity. To align their strategic vision and investments toward a 
low-carbon economy, they will adopt one or more of the following practices:

• Establishing investment policy and governance mechanisms that define their firm’s
approach to managing climate as a systemic risk and seeking opportunities for long-term
value creation.

• Integrating a disciplined climate risk assessment at each stage of the investment
lifecycle.

• Engaging portfolio companies to reduce their carbon intensity while improving business
performance, and reporting climate data back to limited partners (LPs) in a timely and
decision-useful manner.

• Reducing exposure in carbon-intensive industries and investments.
• Allocating more capital to low-carbon investments across sectors.

For over 30 years, Ceres has worked with influential investors on climate risks and 
opportunities to tackle the world’s greatest sustainability challenges. As the world’s largest 
asset managers and owners gear up to set net-zero commitments, they will have to adopt 
a similar disciplined climate approach for private markets as they do in public markets 
investments. Ceres is committed to working with private equity investors and supporting 
them in their transition to net-zero.

About the author
Dazzle Bhujwala is the Director of Ceres’ Investor Network on Climate Risk and 
Sustainability. Ceres Investor Network consists of North America’s leading institutional 
investors with a collective AUM of $30 trillion. Dazzle is responsible for driving investor 
action on Climate Investments. He supports some of the largest North American pension 
funds and asset managers in designing and implementing Climate Investment strategies. 

Explore the podcast episode where Dazzle shared insights on sustainable finance in 
emerging markets.
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Our top takeaways:

1.  The pandemic has changed our financial environment; it’s put the
spotlight on “risk” like never before.

2.  For this reason, having a solid ESG framework is key. It provides a
structured method for assessing investment risk.

3.  While private equity firms have traditionally turned their attention
to environmental and governance issues, these past months have
pushed us all to focus on the social impact of our investments - and
organizations as a whole.

By Helen Steers, Partner at Pantheon’s 
European Investment Team

“One might think that long-term ESG goals have 
taken a back seat. Nothing could be further from  
the truth.”
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It’s impossible to express how much human suffering COVID-19 has caused. Millions of 
people have lost their lives or become severely ill. Individuals and businesses will be 
impacted economically for years to come.

That economic disruption has also had major implications for private equity managers and 
clients. We continue to monitor and manage the impact across portfolio companies whose 
business models have been - at least temporarily - re-shaped. Our financial environment has 
changed - in a way that challenges our previous assumptions. 

Because of the chaos and uncertainty created by the pandemic, one might think that long-
term ESG goals have taken a back seat. Nothing could be further from the truth.

The social impact
For financial systems, the pandemic has put the spotlight on “risk” like never before. 
Managers have amplified their already far-reaching efforts to seek out material threats  
that could arise in each of their portfolio investments - whether operational, financial or 
human in nature. 

In that context, having an ESG framework is more important than ever. It provides a 
structured and actionable toolkit for assessing investment risk. 

In ESG investment, environmental considerations have long been front of mind. The need 
to urgently transition to a low-carbon global economy is clear and stark. Additionally, 
governance is something that often comes naturally to private equity - as the alignment of 
investors, managers, and portfolio company executives is core to the asset class.  

Now, the pandemic has caused us all to focus on the “S” in ESG: the social impact. 

Many private equity firms have worked to engage with and support their communities these 
past months; they’ve directed donations to relief causes, and have invested in portfolio 
companies that bolster key social infrastructure.

Additionally, the pandemic has encouraged managers to introduce far-reaching measures 
that prioritize and nurture employee wellbeing - both at their own organizations and their 
portfolio companies. As many sectors continue to work remotely, there is a prominent focus 
on mental health. There is also a greater focus on the need for inclusivity in the industry. 

Private equity investors have a long-term outlook; we look for businesses and business 
models that will stand the test of time. That’s ultimately what ESG is all about, too. As we 
gradually move out of the crisis, the best placed private equity managers will be those that 
harness this understanding. 

TOP ESG TRENDS FOR 2021: STABILITY AND SUSTAINABILITY IN THE INVESTMENT COMMUNITY61



About the author
Helen is a Partner in Pantheon’s European Investment Team and the senior manager for 
Pantheon’s listed investment company, Pantheon International Plc.  She is a member of 
Pantheon’s International Investment Committee, European Investment Committee and Global 
Co-investment Committee. Helen joined Pantheon in 2004 from Russell Investments in Paris 
where she was Managing Director with overall responsibility for private equity in Europe. 

Explore the podcast episode where Helen talked about diversity & inclusion and its role in  
the private equity sector.
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Our top takeaways:

1.   To combat inequality effort, capital, accountability (measurement), and
commitment are required.

2.  Black women are starting businesses at a faster rate than any other
demographic while only receiving less than 0.1% of venture capital
funding.

3.  It is possible to invest in equitable and resilient communities through a
diversified asset allocation targeting risk-adjusted market-rate returns.

By Julia Wilkinson, CEO of imvest

“The underlying issues pinning systemic racial 
inequalities manifest in many ways in our  
economic system. Unwinding inequality requires 
focused effort, capital, accountability  
(measurement), and commitment.”
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Last year marked a shift in mainstream consciousness. We all faced history and ourselves in 
COVID-induced isolation and change. On the long past-due quest for racial justice, 50 years 
after the end of the Civil Rights movement, we witnessed unprecedented support following 
the tragic murder of George Floyd.

Many new voices used their platforms to speak out for reform, including a swath of 
Fortune 500 CEOs and investors. The Refinitiv - FORTUNE Measure Up Initiative, aimed 
at encouraging unprecedented corporate diversity disclosure, is one of them.  Large 
commitments were made to support racial equity in the form of Diversity and Inclusion 
investments, and policies. However, it didn’t take long for 2021 to dramatically remind us that 
we are just at the tip of the iceberg.

Undoing systemic racial inequality
The underlying issues pinning systemic racial inequalities manifest in many ways in our 
economic system. Unwinding inequality requires focused effort, capital, accountability 
(measurement), and commitment.

Lacey Horn, CEO of Native Advisory LLC, says “it will be more important than ever for 
investment in racial equity. Investment in racial equity would also involve Native American 
voices at every level of an organization, including the board20.”

With impact investing and ESG gaining traction, we can harness the power of capital 
markets as one tool towards systemic change.

Margaret Anadu of Goldman Sachs powerfully stated in the report Investing in Racial 
Economic Equality: “To close the racial wealth gap, private capital has to be part of the 
solution because it sits at the center of wealth creation in our country21.”  

In impact investing, addressing a complex problem requires the study of the system and 
its related inputs, outputs, and outcomes. To change the pre-existing system requires 
an explicit theory on how and why. That hypothesis is based on real-world evidence of 
investments, studies, and historic policy interventions. Once defined, we call this the 
investment “theory of change.”  

The portfolio application of the theory of change is theoretical, so impact investors set out to 
prove it by creating milestones and metrics that relate to tracking towards the final desired 
outcome.

20 https://www.linkedin.com/in/lacey-horn/
21 https://www.goldmansachs.com/insights/pages/investing-in-racial-economic-equality.html
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Reducing inequality through ESG
When approaching ESG and impact investing in reducing inequalities we must analyze all 
of the systemic causes. Biases remain in lending (home, personal, and business), baked into 
loan algorithms and expensive interest rates.

COVID-19 has shown yet again the dramatic inequalities in access to quality health 
services for people of color where mortality rates are 2.8 times that of white mortality rates, 
according to the CDC.22

Lack of access to quality early education also disproportionately impacts minorities. With a 
low stock of affordable housing in many cities, housing insecurity aggravates health and job 
stability. Gaps in food access and security also weigh heavily on social outcomes.

It is possible to invest in equitable and resilient communities through a diversified asset 
allocation targeting risk-adjusted market-rate returns. There may also be opportunities for 
alpha generation. 

“Although the case for reducing Black employment and earnings disadvantages is mainly 
one of fairness rather than efficiency, it could also deliver a boost to the level of U.S. GDP of 
around 2%, which currently equates to just over $400 billion per year,” says Jan Hatzius of 
Goldman Sachs.

Investing in managers of color is also an important cornerstone of racial equity, while also 
potentially leading to more diversification and outperformance with less risk. As research by 
Daryn Dodson of Illumen Capital and Stanford SPARQ reported: “of the $69.1 trillion global 
financial assets under management across mutual funds, hedge funds, real estate, and 
private equity, fewer than 1.3% are managed by women and people of color.23” 

Black women are starting businesses at a faster rate than any other demographic while only 
receiving less than 0.1% of venture capital funding. The wealth creation generated by high 
paying roles in finance can lead to social mobility across generations.

In tackling inequality managers have built market-rate and/or concessionary impact 
strategies.  These include managers that have a racial justice lens and also focus on 
frameworks of ownership and opportunity within marginalized communities (ImpactAmerica), 
health services and poverty disruption (Acumen Fund America), inclusive food and clean 
energy systems (Capital Impact Partners, Spring Lane), neighborhood revitalization and 
meaningful work (BluePrint Local, Rise of the Rest), diversity in technology (Base Ventures, 
Reign Ventures) and quality education (Rethink Education, Reach Capital).

Also, using cash alternatives like Community Development Finance Institutions money 
markets can provide local communities liquidity to invest in local affordable housing and 
financial inclusion.  Examples include: LiftFund, Lakota Funds, PeopleFund.

22 https://www.cdc.gov/coronavirus/2019-ncov/covid-data/investigations-discovery/hospitalization-death-by-race-
ethnicity.html

23 https://www.sec.gov/files/amac-background-race-influences.pdf
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In public markets, the Nasdaq filed to adopt new listing rules that would require “all 
companies listed on Nasdaq’s U.S. exchange to publicly disclose consistent, transparent 
diversity statistics regarding board of directors24” and at least two diverse board members.  

With diversity on boards leading to outperformance in many cases, the requirement may 
have a positive effect on ROI. In the passive investment space, over a dozen ETFs have 
emerged with a focus on Diversity and Inclusion in the past 18-24 months. 

The racial empowerment ETF backed by the NAACP25 screens across ten main categories 
including supply chain social programs, conflict minerals, and how companies address the 
racial digital divide.

To systematically address racial injustice we can leverage ESG commitments in our 
portfolios and also invest in equalizing its factors. With every asset class at our disposal, we 
can use these tools to inch towards a more equitable and sustainable future.

About the author
Julia Wilkinson, CEO of imvest. 

Julia Wilkinson is founder and CEO of imvest, committed to building a sustainable future 
through ESG and impact investing. imvest capacity builds family offices, funds, endowments 
and institutional investors on impact investing by designing and implementing impact strategy 
into the portfolio, asset allocation.  imvest also accelerates early stage impact enterprises.

Explore the podcast episode where Julia provided an introduction to the key concepts  
in impact investing.

24 https://www.nasdaq.com/press-release/nasdaq-to-advance-diversity-through-new-proposed-listing-
requirements-2020-12-01

25 https://www.marketwatch.com/story/a-first-of-its-kind-racial-empowerment-etf-is-flying-under-the-radar-maybe-it-
shouldnt-2020-06-05
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Our top takeaways:

1.  Identifying inherently Green transactions and giving more market
participants the ability to add ‘Green’ designations at the point of origin
can help to grow supply.

2.  Examples of ‘Greeniums’ (pricing premiums that apply to green bonds)
motivate Issuers to ‘Go Green’

3.  EU Taxonomy, ICMA Principles and Climate Bonds Initiative Standards
provide investors greater assurances, and issuers clearer guidance
on how to identify green activities thus strengthening the supply and
demand momentum.

By Dana Villanova, Executive Director, 
IHS Markit

“As the demand for impactful and sustainable 
investments continues to accelerate, the solution is 
finding ways to increase the supply.”
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According to Climate Bonds Initiative (CBI), cumulative issuance of Green Bonds reached a 
milestone in 2020 surpassing the $1 trillion mark. However, demand continues to outpace 
supply. Sean Kidney, CEO of the CBI recently stated, “The depth of demand is unbelievable, 
we could place 10 Trillion tomorrow if we had it, we simply don’t have it.” Additionally, 
Sustainable bonds totaled US$544.3 billion during full-year 2020, more than double the 
issuance levels during full-year 2019, and an all-time annual record, according to the Refinitiv 
Sustainable Finance review.

Responding to the growing demand for green bonds
The demand for more impactful investments is accelerating both from retail and institutional 
investors. However, the supply of labeled green, social, sustainability, and climate bonds 
continues to lag behind.

Until now, investors seeking labeled bonds had to scour the sale calendar for proactive 
issuers who sought these labels in advance of sale. Issuers, either self-labeled or engaged, 
needed an approved verifier to provide a “second-party opinion” which assures investors 
that the transaction met the ICMA guidelines for green, social, or sustainability bonds. To 
be labeled Certified Climate Bonds, the transaction had to meet even higher standards and 
self-labeling is not permitted. Once these verifications were obtained, the deal then entered 
the market with the details explained in the offering documents.

IHS Markit operates new issue origination platforms for U.S. municipal bonds, corporate 
bonds, and equities and has identified an entirely new way to create more green bond 
supplies right at the origination source.

For U.S. municipal bonds, IHS Markit has partnered with approved verifiers to pre-screen 
upcoming issues to determine if the projects meet the ICMA Green, Social, or Sustainability 
Bond 4 pillars. If the deal is pre-qualified, the designation option is offered to underwriters 
on the day of sale, thus creating more supply right at the origination source.

The emergence of greeniums
As the green finance market matures and more pricing data becomes available, we are now 
able to provide Issuers with examples of Green Bonds pricing better than non-green series.

In December 2020, The City of Boston, Massachusetts issued $175.1M in bonds across three 
series. Only the Series B bonds ($23,885,000) were designated as green bonds with a 
second-party opinion by Kestrel Verifiers. The Series A (non-green) bonds 11/1/2040 maturity 
date with a 5% coupon paid investors a yield of 1.18%. The Series B green bonds, with the 
same maturity date, also a 5% coupon, had a yield of 1.15%. This is a clear example showing 
the city saved 3 bps on their green bonds.

This pricing benefit is encouraging evidence to show issuers the benefit to ‘going green.’
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2021 green bond supply/demand outlook
The pace of investors looking to put their money to work in impactful or sustainable ways 
is not slowing down, which is also reflected in new governmental policies as well as in the 
capital markets.

In the US, President Biden has already rejoined The Paris Climate Agreement signaling 
to the world that the US once again intends to lead by example when it comes to tackling 
global climate change. Furthermore, the “Build Back Better” economic recovery plan 
includes embarking on infrastructure projects with green, social, or climate benefits. Signals 
from the capital markets also echo this sentiment. Larry Fink of Blackrock, the world’s largest 
asset manager, recently outlined how his firm intends to “confront the global threat of 
climate change more forcefully” by focusing on more socially and environmentally impactful 
investments.

Historically, in fixed income investors mainly were concerned with the “security” section 
of offering documents – HOW are these debts going to be paid back. We are now seeing 
investors turn to the “use of proceeds” section asking - WHAT is this money being used for.

About the author
Dana Villanova is an Executive Director at IHS Markit in the Global Markets Group 
responsible for Business Development and ESG Initiatives across product areas such as 
U.S. Municipal Bonds, Corporate Bonds, and Equities. Dana is also a current board member 
of The Municipal Bond Women’s Forum, and has served on the Board of the Municipal 
Bond Club of New York. She is a member of Women in Public Finance, Financial Women’s 
Association, and The Impact Capital Forum. She splits time between New York and 
Colorado Springs.

Explore the podcast episode where Dana shared insights on the key sustainability bond 
market trends.
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Our top takeaways:

1.  The COVID-19 pandemic has made mitigating climate risk more urgent
than ever.

2.  Current investment strategies are built on linear models that don’t
consider the nonfinancial impacts of climate change and other ESG
issues.

3.  Investors should create forward-looking models based on previously
realized physical risks to measure climate risk.

By Paul Ellis, Sustainable Finance 
Consultant at Paul Ellis Consulting, Host 
at The Sustainable Finance Podcast

“It’s time for advisors to include forward-looking 
periodic modeling of the potential outcomes of future 
physical shocks to the financial system as part of their 
long-term investment strategies.”
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There are two types of climate risk that companies and the Task Force on Climate-Related 
Financial Disclosures (TCFD) currently use. Investors and their advisors looking to navigate 
the global climate risk management landscape should be aware of these. 

The first type is physical risk, or the direct and measurable financial impact of hurricanes, 
wildfires, flooding, and other natural disasters. 

The second type is transition risk, which is calculated by using previously realized physical 
risks to create forward-looking models. These models measure the estimated future 
financial risk to companies, communities, and the economic infrastructure of human society.  

For example, insurance companies use these models to decide the premium cost to owners of 
commercial or residential property infrastructure in a given locale. Depending on the location, 
these premium models may combine data from previous physical risk events and anticipated 
future transition risk events in the same location. The transition risk models may also use data 
from related physical risk events in similar locations. For example, climate change-related sea 
level rise is a transition risk to coastal building infrastructure in many locations.

The COVID-19 pandemic has made mitigating climate risk even more urgent. In his talk 
“Coronavirus, Climate Change and the Environment,” Dr. Aaron Bernstein, Director of 
Harvard Chan C-Change, said: “We don’t have direct evidence that climate change is 
influencing the spread of COVID-19, but we do know that climate change alters how we 
relate to other species on Earth and that matters to our health and our risk for infections.”26 

In a conversation I had with Joseph Lake, COO of The Climate Service, he emphasized that 
climate risk is both a “present and future business-critical issue.”27 (2) Our conversation was 
posted on March 23, 2020, just as the COVID-19 pandemic was beginning to spread around 
the world.

Sharon Fay of Alliance Bernstein said that the pandemic “has given investors some 
empirical precedents to help bound our analysis of the potential outcomes of a physical 
shock to the financial system, as opposed to the financial shocks we’ve traditionally seen in 
our lifetimes.”28

26  https://www.hsph.harvard.edu/c-change/subtopics/coronavirus-and-climate-change/#:~:text=expensive%20
to%20fix%3F-,Does%20climate%20change%20affect%20the%20transmission%20of%20coronavirus%3F,and%-
20our%20risk%20for%20infections.

27  Interview with Joseph Lake on the Sustainable Finance Podcast, Episode 73, March 23, 2020, https://www.
brighttalk.com/webcast/16923/390518

28  ABIQ_Advancing Climate Science in Investment Analysis
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Trend 16

In addition, investors are not lacking forward-looking estimates of the long-term financial 
impact of the pandemic in the U.S. 

Former U.S. Treasury Secretary Lawrence Summers and fellow Harvard University 
economist David Cutler added the costs of lost lives and health to the direct economic 
impact on U.S. GDP. Their estimated total present and future impact of $16 trillion is four 
times the cost of the 2008 Great Recession.29

Current investment strategies are built on back-tested portfolio allocation models. The old 
models are linear and don’t take into consideration the nonfinancial impacts of things like 
climate change, global pandemics, social upheaval, and equal opportunity – to name just a 
few of the issues that sustainable and impact investing considers.

Particularly for climate risk, it’s time for advisors to include forward-looking periodic 
modeling of the potential outcomes of future physical shocks to the financial system as part 
of their long-term investment strategies. 

As Elena Philipova, Refinitiv’s Head of ESG Proposition, says, “For the world to avoid the 
worst consequences of climate change and other systemic challenges, consumption 
behaviors need to change. Consumers, businesses and regulators need to get off the 
passive sidelines observing what’s happening and acting only when it’s too late, and 
contribute boldly with the right sense of urgency.”

About the author
Paul Ellis is a nationally recognized expert on sustainable investing, and the host of the 
popular Sustainable Finance Podcast (SFP), a weekly program featuring conversations with 
thought leaders in the field. His guests include cleantech entrepreneurs and VC investors; 
CEOs leading the low-carbon economy transition; creators of the ESG indices and analytics 
platforms everyone is using; and NGO executives bridging the public/private partnership 
funding chasm through digital banking and blockchain-based technologies.

www.paulellisconsulting.com

Explore the podcast episode where Paul shared tips for effective ESG marketing.

29  https://www.bloomberg.com/news/articles/2020-10-12/summers-says-covid-19-will-end-up-costing-u-s-16-
trillion?sref=3GtU1rHu
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Our top takeaways:

1.  2021 will be a year of dramatic progress for ESG - driven by better data.

2.  Data availability and consistency are key to facilitating real-world
change.

3.  The rest of the world should look to China as the country implements a
plan to turn its economy carbon neutral by 2060.

By Sudhir Roc-Sennett, Head of 
Thought Leadership and ESG at 
Vontobel Asset Management

“2021 will be a watershed year in terms of data 
availability and consistency. And this will drive real-
world change.”
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As the climate crisis deepens, the costs of ignoring sustainability become increasingly 
visible. Governments that have woken up to the issue are finally addressing basic structural 
problems, which can be solved with the help of better – more consistent – data. Thanks to 
this, 2021 will be a year of dramatic progress for ESG. 

The most striking example of a country that has begun leveraging data to drive change is 
none other than China. 

China is the world’s largest emitter of greenhouse gases. Worse still, its emissions have 
been growing rapidly. BP estimates that the Chinese economy released 9.8 billion tonnes 
of carbon dioxide into the atmosphere in 2019. And yet, in a surprise announcement in 
September 2020, President Xi Jinping proclaimed plans to turn China’s economy carbon 
neutral by 2060. 

Going from 9.8 billion tonnes to zero in fewer than 40 years is ambitious, to say the least. 
Given the scope of the task and the time frame involved, the key question is: is China 
serious about this, or is it just posturing?  Let’s look at the three reasons why cutting 
emissions is in China’s best interest.

Why going carbon neutral is in China’s best interest
Firstly, global warming on a 2°C track is forecast to bring serious flooding problems to low-
lying coastal cities across Asia by 2050. This is the result of rising sea levels and severe 
tropical cyclones pushing storm surges further inland. The flooding could impact major cities 
such as Guangzhou and Shenzhen, both of which border the Pearl River Delta, as well as 
Shanghai and surrounding areas.  

Recent updates to climate and coastal mapping models have made this problem more 
apparent than ever before. Next to other benefits that would support the decision to go 
carbon neutral, this alone could have been significant enough to tip the scale.

Secondly, climate change is a matter of national security for China. The country has enough 
natural resources to power its economy. Combine this with nuclear power and hydrogen 
production and the country will be able to end its reliance on neighboring countries, 
pipelines, and ships. 

Thirdly, going carbon neutral would inject the Chinese economy with the trillions of dollars’ 
worth of investments to fund this effort. This would provide stimulus as the economy adjusts 
to a challenging export outlook. And, it would back an industry where scale has already 
proven to be a competitive advantage in solar panels. 

Over the medium term, China could leverage its large domestic base to become highly 
competitive in an array of renewable energy and storage infrastructure. The changes that all 
this would entail present a massive benefit for the rest of us across the planet.  

China’s example is a reminder of the power behind the simple adage that “It’s easier to 
change something once you can measure it”. ESG data will become more consistent as the 
views of regulators, academics, NGOs and industry converge. 2021 will be a watershed year 
in terms of data availability and consistency. And this will drive real-world change.
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About the author
Sudhir Roc-Sennett joined Vontobel Asset Management in August 2010. He leads the 
ESG and engagement efforts for the firm’s Quality Growth Boutique. He also manages the 
boutique’s thought leadership, bringing a more spontaneous conversation to clients and 
stakeholders on a broad range of subjects, including insights into the less seen workings of 
companies held.

Tune in the podcast episode where Sudhir talked about the role of institutional investors 
in bringing ethnic and racial diversity to corporate boards. 
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Our top takeaways:

1.   Financial models often use the past to guide the future. However,
we’ve never experienced a climate crisis like this - and investors must
ensure climate science is reflected in asset valuations.

2.  We’ve failed to effectively meet climate challenges head on. But
2020 brought the effects of climate change into the spotlight; we
saw corporate commitments, the evolution of data capabilities, and
political progress.

3.  These are all signs that a big repricing is ahead. We may experience
the revaluation of municipal bonds and house prices in areas that are
greatly impacted by climate change, as well as an effect on equities and
corporate bonds.

By Jeff Gitterman, Co-founding 
Partner at Gitterman Wealth 
Management

“As investors and stewards of client capital, it is our 
fiduciary duty to recognize climate risks.”
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In a January 2020 report, McKinsey stated that physical climate risk is “already present 
and growing.30” Even more, it said, the world is underprepared for the cost associated with 
mitigating climate change and adapting to increasing risks. The record-breaking heat, fires, 
and hurricanes of 2020 certainly strongly support these claims.

Climate change is our most critical systemic challenge - both from an environmental 
and social perspective. As investors and stewards of client capital, it is our fiduciary duty 
to recognize climate risks. We should not only seek to minimize them, but also identify 
potential opportunities in climate adaptation and solutions.

Climate science and asset valuations
At Gitterman Management, we’ve been working hard to build and refine investment 
strategies that reflect climate risk. For example, we launched our SMART Climate Unified 
Managed Account (UMA) last spring, and we’re proud to work with innovative managers - 
such as Wellington Management - who are at the forefront of integrating climate data into 
their investment processes. 

Although when we started our climate education journey back in 2014, what we learned 
about climate science and its inadequate reflection in asset valuations was concerning. 

Financial models tend to assume that the past is a solid guide to the future - and they 
certainly can be. But remember: we have never experienced such an impact on our physical 
climate. It can be hard to wrap our heads around the fact that the recent past won’t look like 
our near future. But as we all learned in 2020, the world can change in the blink of an eye. 

That said, climate change is not just about dramatic and acute events. While things like 
wildfires and hurricanes are devastating and important to address, rising heat will likely be 
more damaging to human life. Earth has warmed more than 1°C since pre-industrial times, 
and it’s on track to reach 1.5°C in this decade. These don’t sound like large numbers. But 
they bring us closer to a tipping point we won’t be able to return from.

30   https://www.mckinsey.com/business-functions/sustainability/our-insights/climate-risk-and-response-
physical-hazards-and-socioeconomic-impacts
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Why a repricing is on the horizon
Despite decades of international negotiations and building data, we’ve failed to effectively 
meet the challenges head on. However, significant change is - unfortunately - often 
preceded by crises, and when pushed to our limits, humans can be collaborative, innovative, 
and resilient. 

In September, the Commodity Futures Trading Commission (CFTC) became the first U.S. 
regulator to call for a carbon price31. The new U.S. administration will also bring a renewed 
focus on climate change as we return to the Paris Agreement and President Biden 
implements an ambitious climate plan.32

Last year, influential financial institutions like BlackRock and Moody’s integrated climate data 
into their risk tools and credit ratings. Climate-focused investing also proliferated across the 
capital spectrum and asset classes. Renewable energy continues to get cheaper, and even 
the promise of sustainable jet fuel is getting closer to reality. 

These are all signs that a great repricing is on the horizon. We will see a revaluation of 
municipal bonds and house prices in areas with a high risk of flooding, wildfires, and other 
climate phenomena. We will also see an effect on equities, corporate bonds, and real estate 
as climate change impacts cash flows and asset values.  

We urge advisors and investors to review their portfolios accordingly. As you manage 
for risks and guard against potential destruction in value, also turn your attention to the 
innovations already underway. 

We have a tough road ahead, but we believe there are amazing feats along the way. Human 
potential is always in abundance.

About the author
Jeff Gitterman is a widely recognized leader in the ESG investing field, and the creator of 
SMART (Sustainability Metrics Applied to Risk Tolerance)® Investing Solutions, a suite of 
global climate-aware allocation strategies available to financial advisory firms and individual 
investors. With over 30 years of experience as a financial advisor, Jeff began realigning 
Gitterman Wealth Management toward sustainable investing in 2015. Jeff is also the co-host 
of TheIMPACT TV show.

Tune in the podcast episode where Jeff shared more insights on pricing risk in the real 
estate sector.

31  https://www.cftc.gov/sites/default/files/2020-09/9-9-20%20Report%20of%20the%20Subcommittee%20on%20
Climate-Related%20Market%20Risk%20-

32 https://joebiden.com/climate-plan/
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Our top takeaways:

1.  The top-down approaches often used to assess environmental and
sustainability-related risks are overly simplistic.

2.  Researchers and analysts should take a bottom-up approach and use
asset-level data to measure environmental risks and impact.

3.  Thanks to advancements in technology, it is now possible to produce
universally trusted, transparent and verifiable datasets of every asset in
the global economy.

By Dr. Matthew McCarten, Spatial 
Finance Lead, Smith School of 
Enterprise and the Environment at 
the University of Oxford

“Understanding social and environmental risks at 
the required level of granularity increasingly means 
assessing them at the asset level.”
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Researchers and analysts often use ‘top-down’ approaches for assessing environmental and 
sustainability-related risks. This approach typically focuses on company-level reporting and 
in particular, on broad measures, such as carbon emissions and intensity. 

Yet, even if company-level reporting is accurate and up-to-date, this is an overly simplistic 
approach that attempts to measure a wide range of environment-related risk factors often 
through one proxy. 

A more sophisticated ‘bottom-up’ approach can yield improved insights for asset risk 
exposure and, if appropriately aggregated, portfolio risk exposure.

Asset-level data is information about physical and non-physical assets tied to company 
ownership information. Using this type of data, we can perform analysis at the asset level 
before aggregating it to different levels such as the company, loan book, investor portfolio, 
country, region, or planet. Thus, asset-level data addresses many of the limitations of the 
‘top-down’ approaches, reliant on company disclosure. 

Furthermore, it enables objective, ‘bottom-up’ approaches to measuring environmental 
risk and impacts. The use of asset-level data is particularly valuable for understanding 
environmental and sustainability-related risk exposures, which are highly dependent on an 
asset’s location and characteristics.

Availability of asset-level data
Asset-level data is widely available from a number of different sources. Companies 
often disclose asset-level information directly. It can also be compiled by regulators and 
government agencies and maintained by public and private research institutions. 

Despite this data being available from different sources, power generation is one of the only 
sectors where a significant effort has been undertaken to produce globally comprehensive 
asset-level data. For other key sectors, only incomplete asset-level datasets are available. 
The key issues are finding and getting access to the relevant data sources as well as 
harmonizing, cleaning, and integrating the data into a single consistent dataset.

Advancements in earth observation, data collection, and analysis, as well as in computing 
and processing technologies have made it technically feasible to develop a global catalog 
of every physical asset in the world. It is now possible to train algorithms to recognize an 
asset and its features in remote sensing imagery and then scan global imagery databases 
to identify all assets of that type. Using these types of approaches, it is possible to produce 
universally trusted, transparent and verifiable datasets of every asset in the global economy.

Strong public goods initiatives are required to drive the public availability of asset-level 
data. One such effort is the Spatial Finance Initiative’s GeoAsset project, which aims to 
make accurate, comparable, and comprehensive asset-level data tied to ownership publicly 
available across all major sectors and geographies. Greater access to asset-level data 
through these types of initiatives will allow the further development of applications relating 
to climate risk, ESG transparency and verification, inequality, human and ecosystem health, 
disaster response, and infrastructure development. 

Financial decision-makers face an unprecedented combination of social and environmental 
risks and associated opportunities. Understanding these risks at the required level of 
granularity increasingly means assessing them at the asset level.
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About the author
Dr. Matthew McCarten is the Spatial Finance Lead at the Smith School of 
Enterprise and the Environment at the University of Oxford. He is responsible 
for carrying out research at the intersection of sustainable finance and data 
science, with a particular focus on the integration of earth observation and 
machine learning into traditional financial analyses.
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Our top takeaways:

1.  Satellites and new sensors are constantly collecting geospatial data.
This gives us more timely, neutral, and large-scale insight into the
changes happening on our planet like never before.

2.  By incorporating this data into our existing ESG data sources, we have
the opportunity to enhance transparency within the financial system and
make more informed financial decisions.

3.  Spatial finance - the integration of geospatial data and analysis into
financial theory and practice - will enable governments, companies,
investors, and many others to tackle ESG challenges like the climate
crisis, biodiversity, supply chain transparency in new exciting ways.

By Christophe Christiaen, Sustainable 
Finance Lead, Satellite Applications 
Catapult, and Co-founder, Spatial 
Finance Initiative

“We can transform the availability of information 
in our financial system - and change how risks, 
opportunities, and impacts are measured and 
managed across the board.”
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Today, we collect more geospatial data than ever before. As you read this, new generations 
of small satellites are orbiting our planet and taking high-resolution images of every point on 
Earth. They enable us to observe planetary-scale change on a daily basis. 

New sensors have also become available: We now have sensors capable of tracking 
maritime vessels and airplanes (Spire) understanding localised weather patterns (Orbital 
Micro Systems), measuring asset-level greenhouse gas emissions (GHGSat) and monitoring 
economic activity day and night (ICEYE).

Parallel advances in data science and artificial intelligence (AI) mean these huge datasets can 
be processed and analyzed in a much faster and more effective way. In turn, this makes these 
technologies more affordable and accessible for a wider range of industries and users.

By combining remote sensing and other geospatial datasets with AI, we can transform the 
availability of information in our financial system - and change how risks, opportunities, and 
impacts are measured and managed across the board.
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What is spatial finance? 
“Spatial finance” is the integration of geospatial data and analysis into financial theory 
and practice. Spatial finance provides an opportunity to enhance transparency within the 
financial system for both practitioners and data providers. 

Current ESG information is typically self-disclosed. It can be outdated and does not always 
allow for fundamental analysis of risks, opportunities, and impacts. On the other hand, 
satellite earth observation and other geospatial datasets are:

• A neutral and unbiased source of information;
• Collected using scalable technology that is constantly improving;
• Global, frequent, and have timely availability.

We have an incredible opportunity to use geospatial datasets to complement existing ESG 
data sources - and ultimately, enable better financial decision making. 

What’s in store for the future
These datasets will enable governments, regulators, companies, investors, and civil society 
to tackle a wide variety of challenges around the world in new ways. 

With new geospatial data, asset owners will be able to test portfolios against their 
investment beliefs, while asset managers will be empowered to actively engage with 
investees in a more timely manner. 

Banks will be able to better assess their loan portfolios against their sustainability policies 
and commitments, and corporates will be able to verify internal data collection and compare 
performance with peers. 

We’ll also be able to better measure and manage the major ESG challenges of our time, 
including:

• The climate crisis. We’ll get a chance to understand the exposure to physical and
transition risks from the asset-level onward - and aggregate at company, portfolio or
country level.

• The biodiversity and nature crisis. We’ll have the opportunity to better identify
investment opportunities for nature-based solutions and cost-effective monitoring,
reporting and verification of impacts.

• Supply chain transparency and environmental impacts. We’ll be able to better attribute
observed environmental impacts to companies’ operations and supply chains.

The asset-level data that ties the location of physical assets and supply chains to their 
ownership structure will be crucial for unlocking the true value of earth observation and 
geospatial datasets.

As more asset-level data becomes available and accessible, spatial finance will allow the 
financial industry to move away from disclosed ESG risks, and move closer toward observed 
ESG risks, opportunities, and impacts.
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About the author
Christophe Christiaen is Sustainable Finance Lead at Satellite Applications Catapult, which 
promotes the use of satellite data to drive sustainable finance.

Christophe also the co-founder of the Spatial Finance Initiative, established by the Alan 
Turing Institute, Green Finance Institute, Satellite Applications Catapult, and the Oxford 
Sustainable Finance Programme to mainstream geospatial capabilities into financial 
decision-making.

Discover the podcast episode where Christophe and Dr. Matthew talked about the 
opportunities created by spatial finance.
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Our top takeaways:

1.  Hydrogen is zero carbon when burnt with oxygen. It turns into water
vapor and, as such, it is well suited for areas where internal combustion
cannot be replaced.

2.  Over 15 major international hydrogen projects were announced in the
last three months of 2020.

3.  A new financing vehicle, the Sustainability Linked Bond (SLB) is a
suitable form of financing these hydrogen programs.

By Dr. Barnabas Acs, Global Business 
Development Director – Sustainable 
Finance at Refinitiv

“Although carbon capture and storage and green 
hydrogen production are still in their infancy, 
hydrogen’s ultimate cleanliness through the value 
chain makes it the fuel of the future.”
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Hydrogen has received more attention lately as a potential climate transition fuel. It has 
become a key part of national policies around sustainable recovery and economic growth.

Hydrogen is mentioned as second in the UK’s 10-point Green Plan for net-zero transition, it 
is a priority in the European Green Deal. As of 2020, the day October 8 is recognized as 
National Hydrogen and Fuel Cell Day in the United States, and its strategic nature enjoys 
bipartisan support. 

Hydrogen strategies are in place amongst all in Germany, Netherlands, EU and in the United 
States and being developed in the UK. These strategies are backed by significant financing 
– Germany made €7 billion available to ramp-up hydrogen technologies.

As a fuel, hydrogen is zero carbon when burnt with oxygen. It turns into water vapor and, 
as such, it is well suited for areas where internal combustion cannot be replaced for now. 
It also provides a good form of energy storage when solving for the intermittent nature of 
renewable energy sources.

What’s holding hydrogen back?
There are multiple reasons why hydrogen is not widely used yet, including the dirty and 
in-effective nature of hydrogen production: The majority of hydrogen currently produced 
is made through the steam reformation of natural gas or other fossil fuels (grey/brown 
hydrogen), hence it is CO2 emitting. On top of this, significant resources are required when 
it comes to hydrogen storage and transportation.

Why is hydrogen seeing a resurgence?
This renewed popularity is down to new cleaner ways of producing it: Adding carbon 
capture and storage (CCS) to grey production (blue hydrogen), or through the electrolysis of 
water using renewable energy sources. 

Blue is popular in the hydrocarbon industry and green would provide the ultimate clean 
solution to producing hydrogen. 

Although CCS and green hydrogen production are still in their infancy, hydrogen’s ultimately 
cleanness through the value chain, makes it the fuel of the future. It enables humanity to 
enter the greenhouse gas reduction pathway, put forward in the Paris Agreement.
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The future of Hydrogen as a fuel
Hydrogen projects are becoming increasingly popular with over 15 major projects 
announced in the last three months of 2020 from Spain through Germany to Australia. 

A new financing vehicle, the Sustainability Linked Bond (SLB) is a suitable form of financing 
these hydrogen programs. They are not linked to one project but an end-state of cleaner 
operations due to a set of clean projects. 

SLBs are more liquid, enable constant monitoring, and are included in the ECBs asset 
purchase program. The combination of hydrogen’s promising nature and favorable 
transition financing mechanism will create both green hydrogen production capacity and the 
technology to apply it.

About the author
Barnabas Acs is a Financial data expert, researcher and firm believer in sustainability being 
a necessity and the key to success in the 21st century. Concerned about climate change. 
Constantly exploring how the combination of technology, finance and data can help to foster 
a circular economy.

Barnabas holds a Bachelors in Marketing & Market Research, a Masters in Financial 
Accounting and a Ph.D. in Statistics and Econometrics. He also runs the bi-monthly ESG 
recap episodes at the RSP podcast.

Watch the on-demand webinar hosted by Barnabas to learn more about using ESG to fuel 
quantitative investing strategies.
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Our top takeaways:

1.  The Quality Jobs approach provides significant value creation
opportunities through investing in employees.

2.  Increasing the quality of jobs is often met with skepticism by some
investors who view cutting labor costs as an expedient way to maximize
short-term earnings.

3.  Disengaged employees are responsible for an estimated $450 to $550
billion in lost revenue annually nationwide (Gallup).

By Sarah Bratton Hughes, Head 
of Sustainability, North America 
at Schroders

“Higher employee engagement is correlated with 
strong sales and profitability, fewer safety 
incidents and lower instances of absenteeism.”
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Prior to COVID-19, the U.S. labor market was at its lowest levels of unemployment since 
1969. However, the glowing headlines were not reflective of underlying dynamics: While 
there were a lot of jobs available, the U.S. was, and still is, seriously lacking “quality jobs.” 

While there is no standard definition, a “quality job” is broadly defined as one that meets 
both basic and higher needs by paying a living wage, providing comprehensive benefits, 
reliable schedules, engagement, as well as equal opportunities in career development  
and advancement. 

Poor quality jobs tend to be clustered in a handful of industries that include retail, 
restaurants, hospitality, healthcare services and business services. These jobs often have 
low pay, higher job insecurity and low control over hours and schedules. A study by Gallup33  
found that less than 40% of the bottom 20% of earners have access to affordable health 
insurance, disability insurance, retirement plans or paid sick leave. 

These jobs are most often held by non-white individuals, especially women, making  
quality jobs directly tied to gender and ethnic diversity. COVID-19 and the increased focus 
on racial justice in 2020 have shone a brighter spotlight on the many Americans working in 
these industries.

A focus on quality jobs brings skepticism
The moral argument for increasing the quality of jobs, both for the worker as well as society, 
is clear. Yet, it is often met with skepticism by investors who tend to view cutting labor costs 
as one of the quickest ways to maximize short-term earnings. 

However, over the long-term, exactly the opposite is true. Poor job quality often results 
in higher turnover, operational inefficiencies and customer service problems, leading to 
lackluster financial returns. 

The true cost of poor jobs
A recent survey by Gallup found that 14% of U.S. employees are actively disengaged, 
meaning not only are they apathetic, but they are also actively working against the 
company. This can have a significant impact on a company’s bottom line. 

Disengaged employees are responsible for an estimated $450 to $550 billion in lost 
revenue annually nationwide (Gallup), and estimated costs from absenteeism, lower 
productivity, and lower profitability amount to about $3,400 for every $10,000 earned. 

The same Gallup poll found that 80% of employees in bad jobs are either unsatisfied 
or looking for work. This can lead to excessive turnover resulting in significant costs for 
companies in the long-term, including poor service (potentially impacting sales and market 
share), potential safety concerns, replacement and training costs.

33  Not Just a Job: New Evidence on the Quality of Work in the United States, 2019 Gallup
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A double bottom line return
A “Quality Jobs approach” is not just about reducing the risk associated with poor jobs. It also 
provides significant value creation opportunities through investing in employees that should 
not be overlooked. Studies34 show that reducing employee turnover by 50% can increase 
productivity by 20%. Higher paid staff help create a culture of hard work, which often results 
in greater customer service and loyalty. Higher employee engagement is correlated with 
strong sales and profitability, fewer safety incidents and lower instances of absenteeism.

Companies, and those who invest in them, that employ a Quality Jobs-focused operational 
program achieve a double bottom line return – enhancing the operational efficiency and 
returns of the business while improving employees’ lives. A successful “Quality Jobs 
company” creates a culture in which employees at all ranks are essential contributors 
toward the firm’s continuous improvement and growth. Implementing this program requires 
both commitment, stability and time, as changes are not going to happen overnight. 

A Quality Jobs company creates a workforce with an equity mindset, whereby the culture is 
one of its competitive differentiators. Treating employees as assets, not liabilities, is crucial to 
maximizing profitability and operational efficiencies, ultimately creating value for all stakeholders.

About the author
Sarah Bratton is Schroders’ Head of Sustainability North America (NA). She has been at 
Schroders for over nine years and is responsible for leading strategy and ESG integration 
for Schroders’ NA investments. Prior to her current role, Sarah has held several roles at the 
firm, including Investment Director - U.S. Equities & Sustainability/ESG Americas, Product and 
Associate Product Manager, and Product Executive of U.S. Equities.

Tune in the podcast episode where Sarah shared insights on climate risk integration.

34  HBR, November 2017.
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By David Curran and 
Victoria Forrester; 
adapted from Refinitiv’s 
2020 U.S. Policymaker  
ESG Primer

Interest on the part of investors and other corporate 
stakeholders in ESG matters has surged in recent years, 
and the current economic, public health and social justice 
crises have only intensified this focus. 

More than 80% of companies in the S&P 500 issue 
sustainability reports. Through ESG disclosures, companies 
are able to describe how ESG affects their strategy, 
performance, governance, compensation, community 
impact, and so on.

ESG reporting frameworks 
The following principal disclosure regimes have been developed in recent years:

The UN Sustainable Development Goals (SDGs) 
Adopted by the UN General Assembly in 2015, the 17 numbered SDGs outline broad 
global goals and are accompanied by a total of 169 associated targets and 232 approved 
indicators. Seen as a framework for shaping and prioritizing business strategy and 
associated reporting, over time, the SDGs have also been incorporated in a growing 
number of ESG assessment frameworks. 

In June 2020, the UN Development Programme released new standards for consultation 
that aim to guide  private equity fund managers and bond issuers in directing investments 
towards the SDGs. These goals include:

• No poverty (Goal 1)
• Zero hunger  (Goal 2)
• Gender equity (Goal 5)
• Climate action (Goal 13).

Discover more about the Country SDG Scoring template from Refinitiv Eikon
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The Principles of Responsible Investment (PRI)
This United Nations (UN)-supported international network of investors has more than 3000 
signatories who are committed to adopting and implementing its six aspirational principles.

The Task Force on Climate-related Financial Disclosures (TCFD)
Established by the Financial  Stability Board (FSB) to focus on the financial impacts of climate 
change, the TCFD was developed to make recommendations on climate-related financial 
disclosures needed by lenders and to give insurance companies and investors the ability to 
make informed financial decisions.

CDP Global (formerly the Carbon Disclosure Project)
The CDP Global is an international non-profit organization that has established an 
environmental disclosure platform that collects standardized information from companies 
on climate change and use of natural resources such as water and soft commodities.

The Climate Disclosure Standards Board (CDSB)
The CDSB is an international consortium of business and environmental NGOs  
that offers a framework for reporting environmental information with the same rigor 
as financial information.

The Global Reporting Initiative (GRI)
The GRI is an international independent standards organization whose Sustainability 
Reporting Standards are reported to be the most widely-used standards for reporting on 
ESG impacts globally. 

The International Integrated Reporting Council (IIRC)
The IIRC is a global coalition of regulators, investors,  companies, standard setters, 
accounting firms, academics, and NGOs. The IIRC has established the Integrated Reporting 
Framework, which helps companies to produce a concise, investor-focused report that 
examines an issuer’s performance and prospects through the lens of six “capitals”  (financial, 
manufactured, human, natural, intellectual, and social and relationship). 

The Sustainability Accounting Standards Board (SASB)
The board issues sustainability accounting standards to help public companies disclose 
material and decision-useful ESG information to investors in their mandatory filings, based 
on their industry, in line with the notion that under existing regulation, material information 
should be disclosed. It has been recently announced that SASB will be merging with the 
IIRC to become the Value Reporting Foundation.
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Key aspects of existing and upcoming 
regulations in EU and how they will 
impact the U.S. investors

Europe and the UK

The EU Non-Financial Reporting Directive  (NFRD)
The NFRD requires large companies to disclose non-financial information on the way they 
operate and manage social and environmental challenges.

 – In November 2019, the EU adopted Regulation 2019/2088 on sustainability-related 
disclosures in the financial services sector (the SFDR), 20, which require EU fund 
managers and non-EU fund managers marketing funds in the EU to make new 
disclosures related to sustainability. 

 – The SFDR contains principles-based requirements (Level 1 requirements) that will be 
supplemented by regulatory technical standards  (RTSs), which will set out the Level 2 
requirements.

 – The European Commission announced that high-level and principles-based 
requirements will still apply as of March 10, 2021, as planned, but the Level 2 
requirements will be delayed until a later date, possibly January 2022 or later. 

U.S. fund managers that market funds in the European Union or establish an EU fund still 
need to prepare to comply with Level 1 requirements as early as March 2021. 

The EU Taxonomy Regulation 
The EU Taxonomy Regulation will need to be incorporated in disclosures from March 10, 
2021. This EU-wide classification system for sustainable activities (the EU Taxonomy) is a tool 
to help investors, companies, issuers, and project promoters navigate the transition to a low-
carbon and resource-efficient economy. It outlines six environmental objectives: 

• climate change mitigation; 
• climate change adaptation; 
• sustainable use and protection of water and marine resources;
• transition to a  circular economy; 
• pollution prevention and control; 
• and protection and restoration of biodiversity and ecosystems.

For an investment to be characterized as environmentally sustainable, the underlying 
economic activity must make a “substantial contribution” to at least one of the objectives.
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Social matters
The UK has been proactive with respect to ESG disclosure requirements focused on social 
matters: 

Section 54 of the Modern Slavery Act 2015 (MSA)
This requires large commercial organizations, with business in the UK and an annual 
turnover of at least £36 million, to prepare a “slavery and human trafficking statement” in 
relation to the company and its supply chain every financial year, obtain sign-off by the 
board or senior management and publish it on its website.

TCFD recommendations 
The UK government was also one of the first to formally endorse the TCFD 
recommendations and has taken a number of steps since to advance TCFD-aligned 
disclosures in the UK. For example, on November 9, 2020, the UK became the first country 
to move towards mandatory climate-related disclosures when it announced its intention to 
require such disclosures across all sectors of the UK economy (including listed commercial 
companies, UK-registered large private companies, banks,  insurance companies and 
pension schemes) by 2025.

How will the regulatory changes in the 
EU (taxonomy, etc.) impact the U.S. 
investors in 2021?
A U.S. investor seeking to do business in the EU will encounter several disclosure 
requirements: 

• The Non-Financial Reporting Directive, which is only applicable if transposed to 
national law by the applicable nation. It requires large companies to disclose non-
financial information on how they operate and manage social and environmental issues.

• The Action Plan on sustainable growth providing guidelines on the disclosure of 
climate-related information in line with the TCFD, which the UK will adopt as mandatory 
disclosures across all sectors of its economy by 2025.

• Regulation 2019/2088 on sustainability-related disclosures in the financial services 
sector (SFDR) requiring non-EU fund managers marketing funds in the EU to make 
sustainability-related disclosures as early as March 10, 2021.

• The EU Taxonomy Regulation, a classification system that’s part of the SFDR, must be 
incorporated in disclosures as early as March 10, 2021.

• The Shareholder Rights Directive, as amended in 2017 (SDR II), requiring certain 
disclosures from investors and asset managers operating in the EU.
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A new normal grounded in optimism 
and focus
All across the globe, we’ve seen the dramatic impact of COVID-19. As we take stock 
and consider the future, we see an arena of positive change, where the Sustainable 
Development Goals and ESG are increasingly at the forefront of investor considerations. 

We’ll see growing demand for transparency and comprehensive analytics. As governments 
around the world start setting loftier targets, regulations will go some way to standardizing 
disclosure. Climate risk, equality and social considerations will all make their mark on 
the year (and decade) to come. Now it’s up to people on all levels, from governments to 
investors, portfolio managers and corporate leaders to consider the impact of regulations 
and investments to shape a better world for all of us. 

Learn more about the Refinitiv ESG Investing solutions
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