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FOREWORD

The Global Sustainable Investment
Alliance (GSIA) is an international
collaboration of membership-based
sustainable investment organisations
around the world who collaborate to
deepen and expand the practice of
sustainable, responsible and impact
investment through intentional
international cooperation.

Our mission is to unlock the power of the worldwide financial
services industry to drive leadership, achieve a substantial
impact on key global challenges, and accelerate the transition

to a sustainable future. GSIA simultaneously works to enhance
the synergies between members, participate in global initiatives,
and provide advice and support to local and regional sustainable
investment organisations as they setup and grow. Our vision is

a world where sustainable investment is integrated into financial
systems and the investment chain and where all regions of the
world have coverage by vigorous membership based institutions
that represent and advance the sustainable investment community.
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The global network of sustainable investment organisations that
make up the GSIA all work in their individual markets to progress
this transition, ensuring sustainable investment is delivered in

a manner aligned with best practice standards, driving positive
change in corporate policies and performance and ultimately,
aligning with a more sustainable future.

This report brings together regional data from across Europe,
the United States, Canada, Japan, Australia and New Zealand.
The report also includes additional market insights from the
United Kingdom, China, and across Asia, to form a global picture
of the sustainable investment industry. The report compiles

the most comprehensive data from regional surveys, analysis
and other available data, drawn from both primary and
secondary sources.

We would like to thank the many contributors of the regional
research reports used to prepare the Global Sustainable
Investment Review 2022, and other contributing organisations
who provided data and regional insights.

In particular, we would like to thank HSBC Global Research
and A Future Worth Living In for their support in producing this
global report. Without the support of HSBC Global Research as
sponsor, and the research support of A Future Worth Living In,
this report would not have been possible.



EXECUTIVE SUMMARY

This year's Global Sustainable
Investment Review 2022 (GSIR)

is the sixth in our series of biennial
reports mapping the state of
sustainable investment in the
major financial markets globally.

Once again, the report demonstrates that, despite challenges
including significant changes in methodology and associated
regulations, sustainable investment is a major force shaping
global capital markets.

‘Sustainable investment across
Europe, Canada, Japan, Australia
and New Zealand has reached
USD21.9 trillion in assets under
management (AUM), having grown
by 20% in the last two years.’

Beyond the top line results, this year's report highlights that the
industry is maturing. Developments that began in the EU have
now spread across the globe, resetting expectations on how we
define sustainable investment, with an emphasis on moving the
industry towards a more consistent and transparent standard of
practice, aligned to achieving real-world change.

Despite the varying pace of change across different regions,
there are clear and consistent themes emerging. These themes
include the tightening of regulatory frameworks and industry
standards, in response to a rise in greenwashing concerns. In
some instances, this has led to a reticence to disclose practices,
known as ‘greenhushing’. As a result we have seen revisions

to methodology in multiple regions, which presents challenges
when comparing across previous versions of this report.
However, these revisions reflect a positive maturation of the
sustainable investment industry and a broader re-baselining of
what it means to adopt sustainable investment practices within
an investment strategy or product. This trend is likely to continue
as the EU Sustainable Financial Disclosures Regime (SFDR)
develops, similar approaches are adopted by other regulators
and as data availability increases.
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This year’s report reflects the increasing expectation that
sustainable investment is defined, not just by the strategies
involved, but by the short- and long-term impacts that investors
are achieving through their sustainable investment approaches.
For the first time ‘corporate engagement and shareholder action’
has become the predominant sustainable investing strategy.

This highlights a growing recognition that investors cannot divest
their way to a more sustainable future and that their rights and
responsibilities as shareholders offer a powerful mechanism to
effect real world change.

In reading this report it is important to note that in the United
States, US SIF adopted a revised methodology which identified
$8.4 trillion in sustainable investment assets under management
in 2022, a material change from the $17 trillion reported for the
US in the previous Global Sustainable Investment Review.

Due to the materiality of the methodological change, the US
figures have been excluded from elements of the trend analysis
presented in this Review. More detail on this is included in the
Methodology section.

Key findings in this year’s report include:

» $30.3 trillion is invested globally in sustainable
investing assets.

» Innon-US markets, sustainable investment assets under
management (AUM) have increased by 20% since 2020.

» A change in methodology in several markets reflects
the growing maturity of the sustainable finance
industry across the world.

» The absolute value of sustainable investing assets
grew across most regions (Europe, Australia and
New Zealand and Japan) which is reflective of broader
market growth. Australia and New Zealand and Japan
were the only regions to increase the proportion
of sustainable investing assets relative to total
managed assets.

» The most common sustainable investment strategy
globally is corporate engagement and shareholder
action, followed by ESG integration then negative
or exclusionary screening.



EXECUTIVE SUMMARY

Key themes emerging from this year’s
report include:

» Industry Maturing

» Shifting Definitions

» Rise in Greenwashing concerns and Greenhushing

» Focus on Stewardship and Engagement

This Global Sustainable Investment Review highlights the
continuing journey being undertaken across the world to
advance sustainability in financial services. Much has changed
over the last two years, and the pace of change is accelerating.
This includes broad realignment of the meaning of sustainable
investment and the responsibility of the industry to avoid
greenwashing.

However, this journey is far from complete. To ensure progress
matches the pace and scale demanded by global sustainability
challenges, the international community must do more to
support the finance industry to optimise the impact we can
have. GSIA makes the following policy recommendations

to the international community that, if implemented, would
drive capital flows towards projects and investments that

will accelerate the world's transition to a sustainable future.

POLICY RECOMMENDATIONS

Net Zero Investment Opportunities

The GFANZ commitments made in 2021 at COP26 in Glasgow
showcase the willingness of the world’s asset owners and
managers to move vast private capital towards net zero over the
coming decades. However, investors now require a large-scale
pipeline of net zero investment opportunities to allow investment
to take place.

National governments can unlock significant flows of capital from
global investors, particularly those with strong commitments to
GFANZ, if they put in place the right policy signals, supportive
policy frameworks, and create investment opportunities. This will
enable an acceleration of capital flows consistent with net zero
commitments. Governments need to provide supportive capital
market environments which align subsidies, market incentives,
and government structures to ensure transformative public and
private investment flows can be unlocked.

Global Sustainable Investment Review 2022

International Regulatory Alignment

Many asset managers and financiers have clients and
investments across the world and report increasing challenges
in aligning with the large number of regulatory approaches being
developed. These regulatory approaches are often designed to
achieve similar outcomes.

Governments, regulators, and standard-setters should work
together to support closer global alignment on sustainable
finance regulations to address fragmentation and support greater
convergence, while avoiding a ‘lowest common denominator’
approach and being mindful of different regional environmental
and economic circumstances.

We are broadly supportive of global efforts underway, including
the ISSB, ESRS, IOSCO, NGFS and GFANZ, but more needs

to be done. We recommend the international community -
perhaps under the G20 Sustainable Finance Working Group -
rapidly convenes a Sustainable Finance Regulatory Convergence
Taskforce, to review the landscape and make recommendations
for enhancements and greater alignment. As a global organisation,
GSIA is well-placed to support and contribute to such a taskforce.

Enhance Data Availability

Efficient markets rely on transparent, accessible and comparable
data - nowhere is this more true than in the rapidly-evolving
world of sustainable finance. To ensure investors receive the
data necessary to effectively incorporate sustainability factors
into investment decisions, we are calling for the widespread and
rapid adoption of a global baseline for strengthened corporate
sustainability disclosures, ESG ratings and benchmarks. Such a
baseline should aim to be as consistent as possible, while taking
into account variations in circumstances across the world.

Nature And Biodiversity

The international finance community can play a key role in
simultaneously helping to address climate change alongside
biodiversity and nature loss, particularly through consideration

of nature-related dependencies, impacts, risks and
opportunities. We support moves by the international community
to rapidly address these interconnected challenges.

We encourage governments to support and advance the
disclosure frameworks that allow for better assessment of such
risks and impacts, including the global adoption of the disclosure
recommendations prepared by the Taskforce on Nature-related
Financial Disclosures (TNFD) and the incorporation of TNFD
reporting for corporations into the ISSB framework.




DEFINITIONS OF
INVESTMENT APPROACHES

Growing global interest in responsible and sustainable In response, CFA Institute, The Global Sustainable Investment
investment demands greater standardisation of terminology Alliance (GSIA), and Principles for Responsible Investment (PRI)
to enable institutional investors, regulators, and other industry came together to harmonise definitions and provide guidance for
participants to communicate with precision. In November usage. The report can be accessed here and the definitions are
2021, the International Organization of Securities Commissions detailed in Table 1. For the purposes of this report the category
(I0SCO) highlighted the need for the global investment of screening is further defined to identify norms based, negative
industry “to develop common sustainable finance-related terms and positive screening approaches, as detailed in Table 2. In
and definitions, including relating to responsible investment addition, Stewardship is described as “Corporate Engagement
approaches, to ensure consistency throughout the global asset and shareholder action”.
management industry.”

TABLE 1

Definitions: Investment Approaches

APPROACH DEFINITION
Screening Applying rules based on defined criteria that determine whether an investment is permissible.
ESG integration Ongoing consideration of ESG factors within an investment analysis and decision-making

process with the aim to improve risk-adjusted returns.

Thematic investing

Selecting assets to access specified trends

Stewardship

The use of investor rights and influence to protect and enhance overall long-term value
for clients and beneficiaries, including the common economic, social, and environmental
assets on which their interests depend.

Impact Investing

Investing with the intention to generate positive, measurable social and/or environmental
impact alongside a financial return.

TABLE 2

Definitions: Screening Approaches

SCREENING APPROACH

APPLYING RULES BASED ON DEFINED CRITERIA THAT DETERMINE
WHETHER AN INVESTMENT IS PERMISSIBLE

Norms-based Screening

Screening of investments against minimum standards of business or issuer practice
based on international norms such as those issued by the UN, ILO, OECD and NGOs
(e.g. Transparency International).

Negative/
Exclusionary Screening

The exclusion from a fund or portfolio of certain sectors, companies, countries or other
issuers based on activities considered not investable. Exclusion criteria (based on norms
and values) can refer, for example, to product categories (e.g., weapons, tobacco), company
practices (e.g., animal testing, violation of human rights, corruption) or controversies.

Positive/Bestin
Class Screening

Investment in sectors, companies or projects selected for positive ESG performance
relative to industry peers, and that achieve a rating above a defined threshold.
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https://www.gsi-alliance.org/wp-content/uploads/2023/10/ESG-Terminology-Report_Online.pdf
https://www.gsi-alliance.org/wp-content/uploads/2023/10/ESG-Terminology-Report_Online.pdf

A NOTE ON

METHODOLOGY

This report provides a snapshot of
sustainable investing based on the
regional and national reports from
GSIA members.

GSIA members are Eurosif (European Sustainable Investment
Forum), UKSIF (UK Sustainable Investment and Finance
Association), the US Sustainable Investment Forum (US

SIF), Japan Sustainable Investment Forum (JSIF), the
Responsible Investment Association Canada (RIA Canada),
the Dutch Association of Sustainable Investors (VBDO) and
the Responsible Investment Association Australasia (RIAA).
Reference to ‘global data’ or 'regions’ in this section refers to data
from these regions unless otherwise specified. Eurosif, VDBO
and UKSIF do not collect data directly, data for the European
region has been sourced from the European Fund and Asset
Management Association (EFAMA).

Each region or country covered by this report uses a different
method to collect data for its respective report. The consolidation
in this report is made on a best effort basis, based on best
available regional data. Detailed information on the policy,
regulatory, industry, customer and market drivers across

global regions has been provided by the regional sustainable
investment organisations.

All 2022 assets are reported as of 31 December 2021, except for
Japan which reports as of 31 March 2022. For figures which are
not displayed in the region’s local currency, currencies have been
converted to US dollars at the exchange rate prevailing on 31
December 2021.

Refer to Appendix 1 for further information on the methodology
and data used in this report. Refer to Appendix 2 for a table of
assets in each region in its local currency from 2018 to 2022.

A note on naming conventions

'Sustainable investment’, as referred to in this report, is a term that
is inclusive of investment approaches that consider environmental,
social and governance (ESG) factors in portfolio selection

and management across various strategies of sustainable or
responsible investment. For the purpose of articulating our shared
sustainable investment work in the broadest way, GSIA uses this
inclusive definition, recognising there are distinctions and regional
variations in its meaning and use, and related or interchangeable
terms such as responsible investing and socially responsible
investing. Despite more alignment of terminology across regions in
this report than in previous years, some differences remain.
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US Modified Methodology

The US SIF modified their methodology for the latest edition

of the US SIF Trends report, which is used as the basis for the
Global Sustainable Investment Review. The revised methodology
does not include the AUM of investors who stated that they
practice firmwide ESG integration but did not provide information
on any specific ESG criteria they used (such as biodiversity,
human rights or tobacco) in their investment decision-making.

Additionally, several asset managers in the 2022 Trends
Information Request reported far lower sustainable investing
AUM than they had in 2020 (in some cases, in the magnitude
of billions and trillions of dollars). The modified methodology
and change in money manager reporting led to a significant
drop in total reported ESG AUM, as well as ESG AUM for
specific criteria.

The revised methodology identified $8.4 trillion in sustainable
investment assets under management in 2022, a material change
from the $17 trillion reported in the previous Global Sustainable
Investment Review. Due to the materiality of the methodological
change, the US figures have been excluded from elements of the
trend analysis presented in this Review. Where this is the case
the US data is presented alongside the Global ex US data.

ESG Categorisation Methodology

In previous years, respondents have been able to select multiple
sustainable investing strategies. This has meant that the value
across the categories has often exceeded the total ESG AUM
(150 - 200%). In this year's report respondents from the US and
Canada selected the predominant category and were required
to validate selection with provision of AUM incorporating

this strategy. As a result of this change the value across the
categories does not meet the total ESG AUM, representing
around 66%.

Special Note on Time Series

The US and Canada have seen changes in the way their
regulators (US Securities and Exchange Commission and
Canadian Securities Administrators) require funds to disclose
their ESG considerations/credentials. This follows significant
changes in definitions of sustainable investment in Europe and
Australia and New Zealand, as observed in the 2020 report.
Therefore, direct comparisons between regions and with
previous versions of this report are not easily made. GSIA advise
against using this data for highly technical time-series analysis.
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GLOBAL SUSTAINABLE

INVESTMENTS

OVERVIEW NARRATIVE

Given the material change in the US methodology and the
quantum of assets represented by this region, the trend analysis
has been conducted excluding the US data. On this basis the
trend indicates a 20% increase in the percentage of sustainable
investments, increasing from USD18.2 to USD21.9 trillion.
However, if the US data were to be included in the trend analysis
the reported figure would change to a global decline of 14%.

The absolute value of reported sustainable investing assets
grew across most regions (Europe, Australia and New Zealand
and Japan).

In Europe, sustainable investing grew from USD12 trillion in 2020
to USD14 trillion in 2022. However, the growth in sustainable
investing failed to keep pace with broader market growth. This
has been a longer-term trend in Europe where the percentage
of assets defined as sustainable has been declining, by around
5% each year. This could be in part due to increasing regulatory
requirements regarding disclosures and a shift to a more risk
averse reporting approach as part of an overall picture of
increasing maturity of sustainable investing definitions and
approaches as the industry develops.

This trend is also reflected in the Canadian market where the
reported sustainable investing assets were broadly static, from
USD2.42 trillion in 2020 to USD2.36 trillion in 2022 due to more
conservative reporting. However, the percentage of sustainable
investing assets dropped from 62% in 2020 to 47% in 2022.

In contrast, there continues to be strong growth in the

Japanese market which has seen sustainable investing assets
increase from USD2.9 trillion in 2020 to USD4.3 trillion in 2022.
Sustainable investing has grown from 24% of the market in 2020
t0 34% in 2022.

The Australian & New Zealand market has grown on an absolute
basis from USD906 billion in 2020 to USD1.22 trillion in 2022. A
change in methodology during the 2020 reporting period saw

relative assets decline from 63% to 38%, the 2022 reporting period

sees a moderate rebound with relative assets increasing to 43%.

The US market for sustainable investments has dropped
materially from USD17.1 trillion to USD8.4 trillion due to the
change in methodology outlined previously.

Global Sustainable Investment Review 2022

2022

FIGURE1
Snapshot of global sustainable investing assets,
2016- 2022 (USD billions)

REGION 2016 2018 2020 2022
Europe 12,040 14,075 12,017 14,054
Canada 1,086 1,699 2,423 2,358
Australia &

New Zealand 516 734 906 1,220
Japan 474 2,180 2,874 4,289
Sub-total

(USD Billions) 14,115 18,688 18,220 21,921
% change 32% -3% 20%
United States 8,723 11,995 17,081 8,400
Total

(USD Billions) 22,838 30,683 35,301 30,321
% change 34% 15% n/a

Note: 2022 not applicable due to a change in methodology

Global sustainable
investment at

$30.3 trillion
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FIGURE 2
Snapshot of global sustainable investing assets, 2016-2022 (USD billions) including and excluding US data

REGIONS 2016 2018 2020 2022% 2022
Total AuM of regions (USD) 81,948 91,828 98,416 57,887 124,487
Total sustainable investments only AuM (USD) 22,872 30,683 35,301 21,921 30,321
% Sustainable investments 27.9% 33.4% 35.9% 37.9% 24.4%
Increase of % sustainable investments
) . 34% 15% 20% n/a
(compared to prior period)
NOTE: 2022* excludes US data due to the change in methodology and to allow consistent comparison across regions. 2022 change not applicable due to the change in methodology.
FIGURE 3
Growth of sustainable investing assets by region in local currency, 2014 - 2022
GROWTH PER PERIOD COMPOUND ANNUAL
2014-  2016-  2018-  2020- GROWTH RATE
2014 2016 2018 2020 2022 2016 2018 2020 2022 (CAGR) 2014-2020
Europe (EUR) €9,885  €11,045 €12,306 €10,730  €12,401 12% 1% -13% 31% 4%
United States (USD)  $6,572  $8,723  $11,995  $17,081  $8,400 33% 38% 42% -51% 3%
Canada (CAD) $1,011 $1,505  $2,132 $3,166 $3,014 49% 42% 48% -5% 15%
Australia &
New Zealand (AUS) $203 $707 $1,033 $1,295 $1,680 248% 46% 25% 30% 30%
Japan (JPY) ¥840 ¥57,056 ¥231,952 ¥310,039 ¥493,598 6692%  307% 34% 59% 122%

NOTE: Asset values are expressed in billions. All figures are in regional currencies. New Zealand assets were converted to Australian dollars.

FIGURE 4
Proportion of sustainable investing assets
relative to total managed assets, 2014 - 2022

70%
60%
50% /\
40% /
30% ;//\
20% - \
10%
0%
2014 2016 2018 2020 2022
—e— United States Europe
—e— Canada Australia/New Zealand
Japan
REGION 2014 2016 2018 2020 2022
Europe 59% 53% 49% 42% 38%
United States 18% 22% 26% 33% 13%
Canada 31% 38% 51% 62% 47%
S‘;ﬁ:gg:li‘n g 7% 5% 63% 38% 43%
Japan 3% 18% 24% 34%

NOTE: Multiple regions have implemented significant methodological changes in 2020 or
2022, making comparisons with previous reports particularly difficult.
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Proportion of sustainable investing relative
to total managed assets

As shown in Figure 4, the proportion of sustainable investing
relative to total managed assets continued to grow strongly
in Japan, increasing from 24% to 34%.

In contrast both the United States and Canada reported a
lower proportion of sustainable investing assets relative to
total managed assets for 2020 to 2022. This reflects significant
changes in the research methodology in these regions, making
comparisons with previous reports particularly difficult.

The decline in Europe, from 42% to 38% could reflect increased
regulatory requirements and a subsequent move to more
conservative fund labelling and reporting. This follows the
introduction of a suite of legislation and regulation under the
Sustainable Finance Action Plan.

The Australia and New Zealand markets experienced a moderate
increase in the proportion of sustainable investing relative to total
managed assets, increasing from 38% to 43%. This followed a
material drop in 2020 due to a revised methodology.

n
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FIGURE 5

Proportion of global sustainable investing assets
by region 2022

4%

8% \

14% ~__

46%

28%
@ Europe @ United States @ Canada
Australia & New Zealand Japan

NOTE: Multiple regions have implemented significant methodological changes in 2020 or
2022, making comparisons with previous reports particularly difficult.

estment Réview 2022

Proportion of global sustainable investing
assets by region

The United States and Europe continue to represent the
majority of sustainable investing assets during 2020 to 2022,
which is indicative of their market size.

Europe has taken an increased proportion of global sustainable

investing assets, from 34% to 46% during 2020 to 2022. This
is a function of the size and growth of the European market
and the change in US methodolgy.

There are signs that the proportion of global sustainable
investing assets are beginning to shift, with Japan increasing
from 8% to 14% during 2020 to 2022 and Australia and New
Zealand increasing from 3% to 8%.

In contrast, the Canadian market has declined from 7% to
4% and the United States from 48% to 28% during the 2020
to 2022 period.

12
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SUSTAINABLE INVESTMENT
STRATEGIES

Popularity of sustainable investing strategies

Figure 6 demonstrates the use of sustainable investing strategies
from 2016 - 2022.

In 2020, respondents were able to select multiple strategies, during
2022 respondents in the US and Canada were asked to select their

FIGURE 6
Sustainable investing assets by strategy, 2016 - 2022

Impact/community investing

predominant strategy and to provide the AUM aligned with this
strategy. Data from Europe was not available during this reporting
period. As a result total AUM reported across all strategies fell,
which was a combination of the single selection process and the
requirement to allocate a value to the strategy deployed.

This makes comparison across reports difficult when comparing
absolute values. However, the trend and ranking of the strategies
is in line with the experience of practitioners who indicated that
investors are increasingly focused on engagement with the aim
of influencing change both within the companies they own and
in the real economy.

\
|
Positive/best-in-class screening
|
Sustainability themed investing
|
Norms-based screening
|
Negative/exclusionary screening
]
ESG integration
|
Corporate engagement and
shareholder action
$0 $5,000 $10,000 $15,000 $20,000 $25,000 $30,000
Total asset values ($Billions USD)
2016 2018 2020 @ 2022
STRATEGY 2016 2018 2020 2022
Impact/community investing 248 444 352 55
Positive/best-in-class screening 818 1,842 1,384 574
Sustainability themed investing 276 1,018 1,948 598
Norms-based screening 6,195 4,679 4,140 1,807
Negative/exclusionary screening 15,064 19,771 15,030 3,840
ESG integration 10,353 17,544 25,195 5,588
Corporate engagement and shareholder action 8,385 9,835 10,504 8,053
Total across all categories 41,340 55,133 58,552 20,517
Total Sustainable Investments 22,838 30,683 35,301 30,321
% 181% 180% 166% 68%

NOTE: The sum of assets across each strategy does not equal the total assets. A change in methodology during 2022 makes comparison across report periods challenging. European data for the use of each

strategy was not available in 2022.

Global Sustainable Investment Review 2022
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Proportion of sustainable investing assets by reported strategy is ESG integration, with USD5.59 trillion
strategy and region employing this approach.

The largest sustainable investment strategy globally is
corporate engagement and shareholder action, as shown in
Figure 7 with a combined USD8.06 trillion in assets under
management employing this approach. The next most

This result shows an evolving approach to sustainable investing.
In 2018, negative/exclusionary screening was reported as the
most popular sustainable investment strategy. In 2020, ESG
integration was the most popular strategy.

FIGURE 7
Proportion of sustainable investing assets by strategy & region 2022

Impact/community investing |
Positive/best-in-class screening
Sustainability themed investing
Norms-based screening
Negative/exclusionary screening

ESG integration

Corporate engagement and
shareholder action

0 1,000 2,000 3,000 4,000 5,000 6,000 7,000 8,000 9,000

Total asset values ($Billions USD)

@ United States @ Canada Australia / New Zealand Japan
STRATEGY ls".:? I:.':-'Eg CANADA ﬁga’.r:é I-I\.II.‘I‘\:I( D JAPAN
Impact/community investing 19 7 25 4
Positive/best-in-class screening 264 34 75 201
Sustainability themed investing 136 77 144 240
Norms-based screening 222 100 1,485
Negative/exclusionary screening 724 487 517 212
ESG integration 693 767 638 3,491

Corporate engagement and

i 2917 4 747
shareholder action 9 689 6 3

NOTE: Asset values are expressed in billions of US dollars. European sustainable investing strategy data was not available for the reporting period.

Global Sustainable Investment Review 2022
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Regional use of sustainable investing strategies

Figure 8 details the use of sustainable investment strategies
within each region. This reflects a change in methodology from
the previous report which calculated the regional share, by asset
weight, for each strategy. This revised approach gives a clearer
picture of preferences within regions and is not skewed by
relative size of markets.

The top three sustainable investment strategies consistently
account for over 80% of the assets across each region, however
there are differences in the preference for each strategy

across regions.

In Canada, ESG integration remains top (34%) closely followed
by corporate engagement and shareholder action (30%) and
negative or exclusionary screening (21%). It is worth noting that
this section of the Canadian survey was not mandatory.

FIGURE 8
Regional use of sustainable investing strategies, 2022

In Australia and New Zealand, corporate engagement and
shareholder action and ESG integration tie for top place (30%)
followed by negative or exclusionary screening (24%). In Japan,
corporate engagement and shareholder action is the most
prevalent strategy (33%) with ESG integration a close follower
(30%) whilst negative or exclusionary screening is less prevalent
than most other regions (19%).

The United States is the outlier within these results. There has
been a marked shift away from ESG integration (15%) towards
corporate engagement and shareholder action (62%), which
has the highest proportion across all regions.

The United States results are due to both the change in
methodology which focuses on the predominant strategy used
and the decision by US SIF to exclude funds that did not share
the specifics of their firmwide ESG integration strategy. See the
US regional section for more details.

2% 2%
New Zealand 30% 7%
1%
0 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Impact/community investing
@ Norms-based screening

Corporate engagement and shareholder action

© Positive/best-in-class screening

@ Negative/exclusionary screening

@ Sustainability themed investing
ESG integration

states  CANADA L alAND 'APAN
Impact/community investing 0% 0% 1% 0%
Positive/best-in-class screening 5% 1% 4% 2%
Sustainability themed investing 3% 3% 7% 2%
Norms-based screening 0% 10% 5% 13%
Negative/exclusionary screening 15% 21% 24% 19%
ESG integration 14% 34% 30% 31%
Corporate engagement and shareholder action 62% 30% 30% 33%
Total 100% 100% 100% 100%

NOTE: European sustainable investing strategy data was not available for the reporti
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GLOBAL MARKET
DEVELOPMENTS AND

CHARACTERIS

Global Developments

2020 began with nations responding to the Covid-19 pandemic
which has had far-reaching impacts across society and the
economy.

The onset of the pandemic was met with swift policy responses
from governments around the world. Leading to a rapid and deep
economic contraction, which saw global output decline three
times more than during the global financial crisis, in half the time
(IMF, 2021). Global Real GDP growth fell by 2.8% in 2020 before
rebounding by 6.3% in 2021 (IMF).

Since the pandemic, global poverty and inequality have risen,
and evidence suggests recovery from the crisis will be uneven
between countries (World Bank, 2022).

In financial markets, the onset of the pandemic saw historically
large and rapid declines across all sectors, however market
turbulence settled as supportive policy responses took effect
and the development of the vaccine progressed. By the end of
2021, global financial markets had regained the losses from early
2020 and were reaching new highs. The MSCI All Country World
Index annual performance was 16.82% in 2020 and 19.04% in
2021 (MSCI Factsheet).

Due to the worldwide economic shut down, energy demand
plummeted in 2020 reducing global CO2 emissions by 5.2%
(IEA, 2022). This reduction is broadly in line with the annual
emissions reductions required to meet the goals of the Paris
Agreement. Despite calls for a ‘green recovery’, global carbon
emissions have since rebounded by 6% to reach their highest
ever annual levels (IEA, 2022).

Global Politics

The 26th annual meeting of the Conference of Parties (COP26)
was due to be held in Glasgow (UK) in November 2020, however
this was delayed until 2021 due to the global pandemic. The
agenda for COP26 included ratification of outstanding Article 6
from the Paris Agreement made at COP21in 2015. COP26

was to be the first climate negotiations with a strong financial
sector presence.
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Following the United States election, which took place in
November 2020, President Biden officially reinstated the United
States as a party to the Paris Agreement, signalling a shift in
global climate politics and providing much needed momentum
ahead of the delayed climate negotiations.

COP26 saw the launch of the Glasgow Financial Alliance for
Net Zero (GFANZ) which called on financial institutions to set
and declare net zero targets. It was announced at COP26 that
over 450 firms across 45 countries with assets exceeding US130
trillion had signed up to GFANZ, with signatories committing to
net zero targets, reviewing these every five years, and reporting
on progress annually.

As 2021 came to a close it seemed as though support for action
on climate change had grown substantially and there was a
global consensus from the corporate and financial sector that
they have an important role to play in enabling the transition to
a low carbon economy.

As we now know, 2022 and beyond were not without challenges.
The war between Ukraine and Russia, increasing tensions
between China and the United States, concerns about energy
security, the return of inflation, a cost-of-living crisis and
increasingly frequent and more extreme weather events have

all challenged the emerging consensus on climate, and diverted
political attention on to other issues.

The Glasgow Financial Alliance for Net Zero (GFANZ)

is 'the world's largest coalition of financial institutions
committed to transitioning the global economy to net

zero greenhouse gas emissions' (GFANZ, 2023). GFANZ
was launched in April 2021 by UN Special Envoy on
Climate Action and Finance Mark Carney and the COP26
Presidency. The mission is two-fold: to expand the number
of net zero committed financial institutions and to establish
a forum for sharing sector wide challenges associated

with the transition, ensuring ambition is met with credible
action. GFANZ is made up of eight sector specific alliances,
including asset owners, asset managers, and insurance.
The Alliance currently has over 650 member firms in more
than 50 countries. GFANZ provides recommendations

and guidance on portfolio alignment, transition plans

and strategies, and sectoral pathways. Read more about
GFANZ on the website.

16


https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&cad=rja&uact=8&ved=2ahUKEwjauLft1LKCAxWyXUEAHdRBDPwQFnoECCEQAQ&url=https%3A%2F%2Fwww.imf.org%2F-%2Fmedia%2FFiles%2FPublications%2FWEO%2F2021%2FApril%2FEnglish%2Fch2.ashx&usg=AOvVaw3lipTD5NPoOm9G7_FbjnNI&opi=89978449
https://www.imf.org/external/datamapper/profile/WEOWORLD
https://www.imf.org/external/datamapper/profile/WEOWORLD
https://www.worldbank.org/en/publication/wdr2022/brief/chapter-1-introduction-the-economic-impacts-of-the-covid-19-crisis#:~:text=Preliminary%20evidence%20suggests%20that%20the,losses%20of%20income%20and%20livelihoods.
https://www.iea.org/reports/global-energy-review-co2-emissions-in-2021-2#
https://www.gfanzero.com/about/
https://www.gfanzero.com/
https://www.gfanzero.com/

GLOBAL SUSTAINABLE INVESTMENTS 2022

FIGURE 9

Timeline of Regulatory, Legislative and Market interventions
(Europe, United States, Canada, Japan, Australia & New Zealand)
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Developments in global regulations

Foundations for the 2020s ‘decade of action’ were laid in 2015
with the Paris Agreement, the subsequent adoption of the
Sustainable Development Goals and the launch of the Taskforce
on Climate-related Financial Disclosures (TCFD). TCFD now has
4,000 supporters in 101 jurisdictions (TCFD, 2023). During this
reporting period, regulators around the globe have been working
to embed sustainability into the financial and economic system.

The European Union (EU) has introduced the broadest range

of regulatory intervention, building on the foundations of the
Sustainable Finance Action Plan (SFAP), which launched in
2018. The plan has three core objectives; to reorient capital flows
towards sustainable investments, mainstream sustainability into
risk management and foster transparency and long term-ism. In
2020, the EU Taxonomy and EU Climate Benchmarks Regulation
were adopted, followed by the Sustainable Finance Disclosure
Regulation in 2021, The aim of these interventions is to direct
capital flows to enable the transition to net zero by 2050 while
preventing greenwashing. The EU Taxonomy and the Sustainable
Financial Disclosures Regime in particular target

the redirection of capital.

The introduction of sustainable finance regulation in other
regions is covered in the Regional Insights section of this

report. The growing tide of regulation requires more stringent
reporting and disclosure by corporate entities and financial
institutions, and has both admirers and detractors. Some see the
establishment of a reporting process as a necessary first step for
action. Others argue that the pendulum has swung too far in this
direction and resources and effort are now directed to producing
disclosure reports rather than taking the actions necessary to
enable the transition. What is clear is that regulators are seeing
disclosure as a first, not a final, intervention.

Global Sustainable Investment Review,2022

In 2021, a new Taskforce on Nature-related Financial

Disclosures (TNFD) was created to deliver a framework for
organisations to report and act on evolving nature-related risks.
The establishment of TNFD came from growing international
awareness of the twin crises of biodiversity loss and climate
change. The COP15 biodiversity summit was delayed three times
in 2021 due to the pandemic, but at the end of 2022, the historic
Convention of Biological Diversity was agreed.

In 2021, at COP26, the Transition Plan Taskforce was announced
as the UK committed to making transition plans mandatory as
more organisations make net zero pledges. The Financing a

Just Transition Alliance launched in 2020 in the UK, bringing
together financial institutions, investors, trade unions, universities
and civil society to set out how to achieve a Just Transition. The
Just Transition imperative has also been recognised by Climate
Action 100+, who integrated a Just Transition indicator into their
disclosure framework in 2022.

The challenge for the corporate and financial sector over

the coming years is to integrate the required regulatory
reporting into coherent and transparent disclosure which is
decision-useful. However, to translate disclosure into action,
the international community need to ensure greater global
alignment on regulatory approaches as outlined in the policy
recommendations on page 6, while addressing areas of
misaligned incentives for companies and investors. This would
enable action and direct financial flows towards the transition
to a just, net zero and nature positive economy and society.



https://www.fsb-tcfd.org/support-tcfd/
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52018DC0097
https://finance.ec.europa.eu/sustainable-finance/tools-and-standards/eu-taxonomy-sustainable-activities_en
https://finance.ec.europa.eu/sustainable-finance/disclosures/eu-labels-benchmarks-climate-esg-and-benchmarks-esg-disclosures_en
https://tnfd.global
https://www.cbd.int
https://www.lse.ac.uk/granthaminstitute/financing-a-just-transition/
https://www.lse.ac.uk/granthaminstitute/financing-a-just-transition/
https://transitiontaskforce.net
https://transitiontaskforce.net
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KEY EVENTS TIMELINE

COVID PANDEMIC - Global Lockdown
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10 Year Reflections

United Nations Principles for Responsible Investment were
launched in 2006, and in 2015 the Sustainable Development
Goals were adopted. Since then, Europe has arguably led
the way in developing regulation to drive climate action and
responsible investment in the financial sector.

Increasingly, the financial sector in Europe (and globally) has
assumed a more prominent role in addressing environmental and
social challenges, and the expectation that financial institutions
should be part of the solution to sustainability challenges has
become deeply embedded (Eurosif, 2022). The consideration
of sustainability risk has been recognised as an integral part of
risk management. If these risks are neglected and accumulate
over time there are potential implications for financial stability
at a systemic level. Asset managers are now embracing better
risk management and the ESG preferences of their clients in
portfolios (ibid.).

The EU Sustainable Finance Action Plan and suite of
accompanying regulations and legislation are arguably the
most comprehensive of any region or country in the past 10
years. This is not to say that confusion around sustainability
terms and concerns about greenwashing have been eliminated.
Alongside reorienting capital flows towards sustainable
investments, the regulatory and legislative interventions aim to
increase transparency and provide clarity for clients selecting
investment products.

Global Sustainable Investment Review 2022

10 Year Forward Look

Momentum is likely to continue on the Sustainable Finance
Action Plan, with refinement of the Sustainable Finance
Dislcosure Regulation (SFDR) and additions to the sustainable
finance framework. With the introduction of the Corporate
Sustainability Reporting Directive, transparency on sustainability
risks and the environmental and social impacts of companies, as
well as financial insitutions, will increase. As the market adapts to
the new regulatory regime, the next few years will show if it has
had the desired real-world impact.

Alongside the growing recognition of the importance of double
materiality, investors will need to move beyond the integration

of ESG risks and opportunities to achieving real world impact.

As action on Europe's transition progresses, government
collaboration with private actors on strategic projects will be
essential. 90% of unaccounted carbon costs must be internalised
by 2050, and public banks and governments are expected to
foster Public-Private Partnerships and blended finance schemes.
The industry should be preparing to support this work to
transition the real economy (Eurosif, 2022).

In 2021, the historic UN Convention on Biological Diversity and
Global Biodiversity Framework highlighted the importance of
recognising the twin crises of climate and biodiversity. The EU has
recognised the nature degradation crisis and made a biodiversity
strategy part of the EU Green Deal.
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EUROPE

Policy & Regulatory Drivers

Many of the provisions associated with the EU Sustainable
Finance Action Plan came into effect during the reporting period
and represent a step change for the investor community in how
they measure and disclose the sustainability attributes of funds.
One of the most significant changes is the introduction of double
materiality, requiring transparency on both how sustainability
risks are integrated in investment decisions and how investment
decisions may impact the environment and society.

Further developments in European
regulation include:

» Climate Transition Benchmarks Regulation was updated
in November 2019 to create two new categories/labels of
climate-related benchmarks: climate transition benchmark
and Paris-aligned benchmark. The December 2020 update
provided the minimum standards for both climate-related
benchmarks. These benchmarks are intended to enable
market participants to make well-informed choices through
greater transparency.

» InJuly 2021, the European Commission published its
Strategy for financing the transition to a sustainable
economy. The strategy reinstated the European
Commission's committment to the sustainable finance
agenda and aimed to support the financing of the transition
to a sustainable economy by proposing action in four areas:
transition finance, inclusiveness, resilience and contribution
of the financial system, and global ambition.

» The Taxonomy Regulation entered into force in July 2020. It
was complimented by further acts establishing its technical
criteria. The Delegated Act on sustainable activities for
climate change adaptation and mitigation objectives, as
well as the Delegated Act supplementing Article 8 of the
Taxonomy Regulation. A further complementary Delegated
Act on climate, introducing nuclear and gas energy under
specific conditions entered into force in August 2022.
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» The Sustainable Finance Disclosure Regulation (SFDR)
started to apply from March 2021, imposing mandatory
ESG disclosure obligations for asset managers and other
financial market participants. SFDR introduced sustainable
investments (often referred to as Article 9 products) and
producst with ESG characteristics (so-called Article 8
products). Together with the EU Taxonomy, SFDR created a
new sustainability-related disclosure framework for financial
market participants and financial advisers with regards to
the integration of sustainability risks and the consideration
of adverse sustainability impacts in investment processes.
However, the market has started using SFDR as a de facto
classification system which has attracted some controversy.

» The updates to the MiFID Il sustainability assessment
incorporating the sustainability preferences of clients were
published in August 2021 and started to apply in August
2022. The preferences test has three options: an EU
Taxonomy alignment, a percentage in sustainable investment
as defined by the SFDR, or products which consider, on a
quantitative or qualitative basis, principle adverse impacts.
Clients can choose from these three options, and the advisor
must ensure the product offering matches the preferences.

This suite of legislation and regulation has grown from a need
for clearer legal definitions and greater transparency and
accountability in sustainable investment. The EU Taxonomy and
SFDR has begun this work to define sustainable investments and
enforce effective sustainability-related disclosure.

Industry Collaboration

A range of investor stakeholders joined the European
Commission's Platform on Sustainable Finance, which was
first established in October 2020. The Platform is an advisory
body working on the development of the technical screening
criteria complementing the EU Taxonomy, its implementation
and useability and its interactions and consistency with the
sustainable finance framework more broadly.

There are over 400 signatories of Climate Action 100+ in Europe.
In 2021, Climate Action 100+ reported that European investors
secured a large number of significant climate commitments
through private engagement - this followed an intense period of
engagement and consideration of filing shareholder resolutions.
18 Climate 100+ companies also agreed to put their climate
transition strategies to a voluntary shareholder vote during the
European and Australian proxy seasons. These events were
significant highlights for investor engagement in the 2021 proxy
season (Climate100+, 2021).

21


https://finance.ec.europa.eu/regulation-and-supervision/financial-services-legislation/implementing-and-delegated-acts/eu-climate-transition-benchmarks-regulation_en
https://finance.ec.europa.eu/publications/strategy-financing-transition-sustainable-economy_en
https://finance.ec.europa.eu/publications/strategy-financing-transition-sustainable-economy_en
https://finance.ec.europa.eu/publications/sustainable-finance-package_en
https://finance.ec.europa.eu/publications/sustainable-finance-package_en
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32021R2178
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32021R2178
https://finance.ec.europa.eu/publications/eu-taxonomy-complementary-climate-delegated-act-accelerate-decarbonisation_en
https://finance.ec.europa.eu/publications/eu-taxonomy-complementary-climate-delegated-act-accelerate-decarbonisation_en
https://finance.ec.europa.eu/publications/eu-taxonomy-complementary-climate-delegated-act-accelerate-decarbonisation_en
https://finance.ec.europa.eu/regulation-and-supervision/financial-services-legislation/implementing-and-delegated-acts/sustainable-finance-disclosures-regulation_en
https://www.esma.europa.eu/press-news/esma-news/esma-publishes-final-guidelines-mifid-ii-suitability-requirements-0
https://finance.ec.europa.eu/sustainable-finance/overview-sustainable-finance/platform-sustainable-finance_en#who
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EUROPE

Customer Drivers

2021 was a transition year as asset managers worked to comply
with SFDR. It is expected that the range of sustainable funds

will continue to grow as asset managers work to meet investor
demand for investment choices that align with their sustainability
and ESG preferences (Morningstar, 2022).

Retail investors are increaingly interested in understanding what
impact their investments have on the world, demonstrated by
both market developments and academic research (Eurosif,
2022). Increasingly, these ambitions are seen as being in line
with investors' fiduciary duty. This trend is reflected in Invesco’s
2021 survey, which found 79% of surveyed investors declared
sustainability was important to how they invest, with 95% of
under-45s saying it was important that their money was invested
responsibly (Invesco, 2021).

‘Retail investors are increaingly
interested in understanding what
Impact their investments have

on the world, demonstrated by
both market developments and
academic research.’
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Market Drivers

By the end of 2021, Europe continued to dominate the
sustainable investment space, accounting for almost 80% of
Q4 inflows (Morningstar, 2022). Product development and fund
launches grew steadily over the reporting period, hitting a high
of 204 in Q2 2021 (ibid.). Climate remained the most popular
theme among new product launches.

As well as driving new product launches, the new EU regulation
has prompted asset managers to review and rebrand their
offerings to be SFDR compliant. Morningstar identified 536
repurposed funds in 2022, double the number in 2021 (ibid.).

The development of benchmarks and proliferation of ESG
ratings and tools, show investors have considerable interest in
companies’ ESG performance. Investors have conveyed these
preferences to the market, sending the signal that high value is
placed on strong ESG performance (Eurosif, 2022).

Sustainable investment association in the
region - Eurosif

Eurosif is the leading pan-European association promoting
Sustainable Finance at European level - encompassing the
EU, the wider European Economic Area (EEA) and the United
Kingdom (UK). Eurosif is a partnership comprised of Europe-
based national Sustainable Investment Fora (SIFs). Most of the
SIFs have a broad and diverse membership including asset
managers, institutional investors, index providers and ESG
research & analytics providers. More information can be found
on Eurosif's website.
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10 Year Reflections

Since 1995, when the US Sustainable Investment Forum began
tracking and measuring sustainable investing assets in the
United States, the field has evolved into a multi-trillion dollar
industry with a considerable acceleration of ESG integration in
the past 10 years.

Despite an uncertain political environment, there has been a
steady increase in ESG product choices for American investors.
There was a significant jump during the pandemic, with huge
investment flows directed into mututal funds and exchange
traded funds (ETFs) (KPMG, 2022). This follows the US rejoining
the Paris Agreement in January 2021.

Since 2012, there has been a seismic shift in shareholder
activism, stewardship and voting activity. This is a long-term
trend which has seen asset managers increasing the internal
resources allocated to stewardship and engagement, defining
shareholder voting rules, and enhancing their approach to
proxy season. Although the methodology change shows a
decrease in responsible/sustainable assets, there is a clear
ongoing commitment among asset managers to shareholder
engagement, and we have seen record levels of participation
and success in the past three years.
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The Climate Risk Disclosure Act which passed in June 2021
looks set to change the availability of data, as publicly traded
companies will be required to make climate risk disclosure
reports to the US Securities and Exchange Commission (SEC).
The SEC Request for Public Comment on Climate Disclosures
received 550 letters (the majority from investment, banking/
financial organisations and corporates), with many respondents
recommending the disclosures incorporate the TCFD
requirements (Kirkland & Ellis, 2021). This Act and the finance
sector's response is another sign of the growing focus on climate
under the Biden administration (ibid.).

Data collection and availability has informed investing around

E, S and G themes. Historically, there has been more data
available across environmental factors. More recently, there has
been a focus on social criteria although measurement in this field
remains challenging.

‘Despite an uncertain political
environment, there has been a
steady increase in ESG product
choices for American investors.’
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UNITED STATES

10 Year Forward Look

Sustainable investing in the US has become increasingly
mainstream and we expect to see a trajectory of growth in
reported assets for sustainable investing in the coming decade.
Market demand for ESG products is expected to grow, while
regulatory interventions could enhance the rigour of the field and
promote the use of material financial information in investment
decision-making. For example, California’s landmark climate
disclosure law, passed in October 2023, goes even futher than
the SEC's climate change proposal, mandating disclosure of
scope 1, 2, and 3 emissions for companies. This could become
a de facto national standard until the SEC acts and shows that

states can drive policy change, as well as the federal government.

The Congressional Sustainable Investment Caucus, formed in
January 2023, is one such example of how sustainable investing
is entering the mainstream. The Caucus is endorsed by the
following organisations: The US Sustainable Investment Forum
(US SIF), U.S. Impact Investing Alliance, Ceres, American
Sustainable Business Network, As You Sow, Impact Capital
Managers, Inc., Interfaith Center on Corporate Responsibility,
Northwest Coalition for Responsible Investment, and Tobacco
Free Portfolios. It will ‘provide a space for members of congress
to learn about and discuss sustainable investment practices to
better inform policy making'.

Following the Covid-19 pandemic, President Biden has enacted
the Build Back Better agenda, with the bipartisan Infrastructure
Investment and Jobs Act passed in 2021. This Act represents an
historic investment into the nation's infrastructure, including the
national grid, and future policy, such as the Inflation Reduction
Act of 2022, looks to direct billions into clean energy technology
and manufacturing.

Policy & Regulatory Drivers

In the US, there are multiple concurrent regulatory developments.

The current administration has made efforts to move the field
forward in the use of ESG in retirement assets, enhancing rules
related to funds, and creating the first mandated climate-related
disclosures climate for corporations.

In June 2021, the Climate Risk Disclosure Act passed, requiring
the US Securities and Exchange Commission (SEC) to issue
rules within two years on climate risk reporting for all public
companies. Public companies would need to both disclose the
climate risks they are exposed to, and their strategy to mitigate
these risks.
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The same month the Act became law, the SEC announced its
annual regulatory agenda, including plans for rule amendments
on climate risk disclosure. In efforts to increase transparency, the
SEC has sent letters asking publicly traded companies to make
climate risk information available to investors, and initiated a 90-
day input period for feedback on mandatory climate disclosure.

The SEC has released two proposals that focused on preventing

misleading or deceptive fund names and requiring more detailed

environmental, social and corporate governance (ESG) disclosure
by funds and advisors. This mirrors similar developments around

the globe, including the European Union.

While not solely focused on sustainable investing, the SEC
enhanced the Names Rule for funds (first created in 2001) that
should lead to more clarity in fund objectives and marketing,
which will help individual investors seeking sustainable
investing products.

The SEC also released a proposal on climate change disclosure
for issuers, and the US Department of Labor (DOL) released a
new rule clarifying the use of ESG criteria and proxy voting in
ERISA-governed retirement plans. This clarification regarding the
use of ESG data in investment decision-making has played a part
in the increase of sustainable investment assets within retirement
plans (both public and private sector).

Rules proposed by the SEC could lead to mandated reporting for
some areas of climate (emissions - scope 1, 2, and potentially 3)
and human capital. Should any become final rules, they would
be the first standards in the US for climate and social criteria
reported by corporations.

Industry Collaboration

US SIF regularly seeks industry collaboration, particularly as it
relates to policy drivers. This includes policy recommendations,
comment letters created with the input of our many member
firms, and Investor sign-on letters, amongst other efforts:

» Toward a Just and Sustainable Economy | Policy Proposals
for the Next Administration (October 2020)

» US SIF letter to Congress on strong climate provisions
in reconciliation bill (October 2021)

» US SIF letter in response to DOL request for information
on climate risk in retirement plans (5/2022)
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https://www.ussif.org/blog_home.asp?display=195
https://www.ussif.org/Files/Public_Policy/next_administration_recommendations.pdf
https://www.ussif.org/Files/Public_Policy/next_administration_recommendations.pdf
https://www.ussif.org/Files/Public_Policy/Budget Reconciliation Climate Letter final 10.21.21.pdf
https://www.ussif.org/Files/Public_Policy/Budget Reconciliation Climate Letter final 10.21.21.pdf
https://www.ussif.org/Files/Public_Policy/DOL RFI comment letter final.pdf
https://www.ussif.org/Files/Public_Policy/DOL RFI comment letter final.pdf

UNITED STATES

Customer Drivers

We have seen both investors and politicians debate climate
change mitigation strategies, net-zero commitments, and
virtually all environmental, social, and governance topics.
Despite recent political headwinds in the US, individual
customer interest in sustainable investing remains high
across multiple demographics.

Surveys and studies from the reporting period show that
investors across generations and political parties increasingly
want ESG objectives in their investment products. It is worth
noting that there is a generational gap with a larger proportion
of younger generations interested in climate action within
their investments.

Schroders 2021 Institutional Investor Study showed that 41%
of North American investors felt that sustainable investment

became more important as a result of Covid-19 (Schroders, 2021).

The same study revealed investor appetite around sustainability
is maturing, with 54% of respondents saying their primary driver
to invest sustainably was to positively impact society and the
planet (ibid.).

Market Drivers

Russell Investments' 2021 Manager ESG Survey found that
globally, asset managers were increasing efforts to improve the
overall quality of inputs when integrating ESG considerations,
with 55% of respondents hiring dedicated ESG professionals.

The US SIF Trends Report identified 349 money managers and
1,359 community investing institutions incorporating ESG criteria
into their investment decision-making and portfolio construction
across a total of $5.6 trillion in AUM.

Climate change was the most important specific ESG issue
reported by money managers in asset-weighted terms,
addressed across $3.4 trillion in assets.

The US Trends Report also researched the ESG incorporation
practices of institutional asset owners (e.g., public funds,
educational institutions, foundations, etc.). The report identified
497 institutional investors applying ESG incorporation practices
across $6.6 trillion in AUM.

Public funds represented both the largest value of ESG AUM and
the greatest number of institutional investors incorporating ESG
in their investments.

For the first time, institutional investors reported climate
change and carbon emissions as the leading ESG criteria they
addressed, in asset-weighted terms.

Other leading ESG issues include the restriction of investments
in companies doing business with conflict risk countries, board

issues, sustainable natural resources/agriculture and exclusions
on tobacco.
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History of the US Sustainable
Investment Forum

US SIF was founded in 1984 under the name Social
Investment Forum (SIF) and produced research on the
growth trends of sustainable investing in the United States
since 1995.

US SIF is the leading voice advancing sustainable
investing across all asset classes. Our mission is to

rapidly shift investment practices toward sustainability,
focusing on long-term investment and the generation of
positive social and environmental impacts. Our vision is
that environmental, social and governance impacts are
meaningfully assessed in all investment decisions resulting
in @ more sustainable and equitable society.

Our members, representing 5 trillion in assets under
management or advisement, include investment
management and advisory firms, mutual fund companies,
asset owners, data and research firms, financial planners
and advisors, broker-dealers, banks, credit unions,
community development financial institutions and non-
profit associations. US SIF is supported in its work by

the US SIF Foundation, a 501(C)(3) organization that
undertakes educational, research and programmatic
activities to advance the mission of US SIF. US SIF is a
member of the Global Sustainable Investment Alliance
(GSIA) and a member of the US Impact Investing Alliance's
Industry Advisory Council. Visit the US SIF website.



https://mybrand.schroders.com/m/46e58a5b5c68f100/original/SIIS_2021_Sustainability.pdf
https://russellinvestments.com/uk/pages/annual-esg-manager-survey-2021
https://www.ussif.org/
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10 Year Reflections
Significant milestones in Canada include:

2015 - Indigenous Reconciliation:

» Canada's Truth and Reconciliation Commission (2015) Call
to Action #92 called upon Canada'’s corporate sector to
adopt UNDRIP as a reconciliation framework. This would
include committing to meaningful consultation and obtaining
the free, prior, and informed consent of Indigenous peoples
before proceeding with economic development projects;
ensuring equitable access to jobs, training, and education
opportunities in the corporate sector, and, providing
education on Indigenous history, residential schools,
UNDRIP, Treaties and Aboriginal rights, Indigenous law, and
Aboriginal-Crown relations.

» In 2019, British Columbia passed the Declaration on the
Rights of Indigenous Peoples Act. In 2021, the federal United
Nations Declaration on the Rights of Indigenous Peoples Act
came into force.
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MAY ‘21
Sustainable Finance
Action Council

OCTOBER ‘21

+ Financial community
launches Climate
Engagement Canada

+ Canadian Investor
Statement on Climate
Change

2019 - Sustainable Finance:

>

The next phase of growth for Rl and sustainable

finance saw the launch of the Final Report of the Expert
Panel on Sustainable Finance. The report provided 15
recommendations to the federal government to mainstream
sustainable investment in Canada. The creation of

the Sustainable Finance Action Council (SFAC), the
development of Canada’s Green and Transition Taxonomy,
and the launch of Climate Engagement Canada (CEC) are all
examples of actions resulting from recommendations of this
influential report.

‘Over the last 10 years, the
growth of responsible investment
in Canada has been primarily
bottom-up.’

26


https://www2.gov.bc.ca/gov/content/governments/indigenous-people/new-relationship/united-nations-declaration-on-the-rights-of-indigenous-peoples
https://www2.gov.bc.ca/gov/content/governments/indigenous-people/new-relationship/united-nations-declaration-on-the-rights-of-indigenous-peoples
https://laws-lois.justice.gc.ca/eng/acts/U-2.2/
https://laws-lois.justice.gc.ca/eng/acts/U-2.2/
https://publications.gc.ca/collections/collection_2019/eccc/En4-350-2-2019-eng.pdf
https://publications.gc.ca/collections/collection_2019/eccc/En4-350-2-2019-eng.pdf

CANADA

Over the last 10 years, the growth of responsible investment in
Canada has been primarily bottom-up - driven by investors who
are incorporating ESG factors in their investment analysis and
decision-making intending to improve risk-adjusted returns for
their clients/beneficiaries.

In 2019, the conversation around sustainable finance accelerated
with the launch of the Final Report of the Expert Panel on
Sustainable Finance. The report provided 15 recommendations to
the federal government to mainstream sustainable investment in
Canada. The creation of the Sustainable Finance Action Council
(SFAC), the development of Canada'’s Green and Transition
Taxonomy, and the launch of Climate Engagement Canada (CEC)
are all examples of actions resulting from the recommendations
of this influential report.

Recent years have seen greater scrutiny and regulation in the
industry. Climate is seen as a systemic risk, greenwashing

has come under the regulatory microscope, and disclosures
around diversity measures are being extended to personal
characteristics other than gender. Indigenous rights and
reconciliation, including economic reconciliation, are garnering
greater attention from responsible investors as they seek to
implement actions under Call to Action #92 from Canada'’s
Truth and Reconciliation Commission.

10 Year Forward Look

Rl'in Canada is at an inflection point where the future growth
of the industry will be characterised by greater transparency,
standardisation and integrity. Canadian responsible investors
view the greatest deterrents to growth of responsible
investment to be: concerns about greenwashing, the current
lack of standardised ESG disclosure frameworks, and the

lack of reliable ESG data. Looking ahead, we expect scrutiny
around greenwashing claims to increase and be addressed by
regulation. We also expect to see a shift in alleviating responsible
investors' concerns, with progress on improving ESG data with
standardised reporting, as definitions are refined, and as gaps
in regulation are filled.

We will be watching for the implementation of the ISSB
disclosure requirements, globally and in Canada, providing
responsible investors with access to the reliable, consistent,

and comparable ESG data they have been asking for. In addition,
the GSIA, CFA Institute and the PRI have been collaborating

to harmonise global definitions for Rl strategies. Confusion and
misunderstanding due to inconsistent terminology/definitions
have likely contributed to perceptions of greenwashing. Adoption
of this common language will provide much needed clarity to
the market.
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Understanding and addressing the interactions of climate,
nature, and society are vital to achieving Canada’s commitments
to net zero. This will require a transition of the whole economy.
Ensuring sustainable jobs for communities negatively affected by
the transition, preserving biodiversity and respecting Indigenous
rights and economic inclusion will be key to the “just transition”
in Canada, in addition to the commitment of significant capital
from domestic and global investors.

Policy & Regulatory Drivers

ESG and responsible investment has been receiving increased
attention from regulators in Canada. In 2020, corporations
governed by the Canada Business Corporations Act (CBCA) with
publicly traded securities became required to provide information
on the corporation’s policies and practices related to diversity

on the board of directors and within senior management. This
includes the number and percentage of members of the board
and of senior management who are women, Aboriginal persons,
members of visible minorities and persons with disabilities.
Canada became the first jurisdiction in the world to mandate
diversity disclosure concerning specific personal characteristics
in addition to gender.

In 2021, the CSA published for comment proposed climate-
related disclosure requirements for issuers. In 2023, they
announced the intention to conduct further consultations to
adopt disclosure standards based on ISSB Standards, with
modifications considered necessary and appropriate in the
Canadian context.

The federal government formed the Net-Zero Advisory Body
and the Sustainable Finance Action Council (SFAC) in 2021.

The mandate letter for Canada's Minister of Finance and Deputy
PM Chrystia Freeland, issued in December 2021, includes several
provisions for sustainability, making this the first-ever sustainable
finance mandate for Canada's Minister of Finance.

The IIROC (Investment Industry Regulatory Organization of
Canada) published updated Know Your Client (KYC) rules in
November 2021, where they accepted the RIA's proposal to
position clients’ ESG preferences and personal values as part
of their potential investment objectives.

In January 2022, the Canadian Securities Administrators (CSA)
published guidance for investment funds on their disclosure
practices related to ESG considerations, where funds use ESG
strategies, market themselves ESG-focused or have investment
objectives that reference ESG factors.

In January 2022, OSFI and the Bank of Canada published a
report highlighting the fact that Canada’s financial institutions
are at risk of "sudden and large losses” as the global economy
transitions away from carbon emissions.
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CANADA

Industry Collaboration

The RIA launched the Canadian Investor Statement on Diversity
and Inclusion launched in October 2020, committing signatories
to integrating diversity and inclusion (D&l) into their investment
processes, as well as strengthening D&l practices within their
own organizations. As of December 31, 2021 there were 53
institutional investor signatories representing over $3 trillion

in assets under management (AUM).

In October 2021, the RIA launched the Canadian Investor
Statement on Climate Change with 36 institutional investor
signatories managing more than $5.5 trillion in assets. The
statement includes expectations of institutional investors and
investees with regard to climate change management, oversight,
and accountability.

Also in October 2021, Climate Engagement Canada (CEC)
launched. CEC is a finance-led initiative that drives dialogue
between the financial community and corporate issuers

to promote a just transition to a net zero economy, setting

a new bar for climate engagement in Canada. The CEC is
based on Canada’s Expert Panel on Sustainable Finance's
recommendation for a national engagement program, akin to
the global Climate Action 100+ initiative. In partnership with
Shareholder Association for Research and Education (SHARE)
and supported by Ceres and the Principles for Responsible
Investment, the CEC launched with 27 Founding Participants
representing more than $3 trillion in assets.

The Canadian Investment Funds Standard Committee

(CIFSC) published a Responsible Investment (RI) Identification
Framework in 2022 that defines six non-mutually exclusive Rl
approaches with the aim to provide clarity for investors who wish
to invest in products following responsible investment strategies.

Customer Drivers

The responsible investment market in Canada is dominated
by institutional investors. Canadian retail mutual funds and
ETFs represented a very small subset of all funds in Canada
as of December 31, 2021, with total AUM of only $34.5 billion
(source: Morningstar). However, 2021 was a year of significant
product launches and positive asset flows into retail Rl funds:
73 Canadian-domiciled Rl products launched in 2021, bringing
the total to approximately 240 funds.

Despite this relatively small retail footprint, individual interest

in responsible investment is quite high. RIA has been tracking
continued individual investor perspectives on responsible
investment through our annual Investor Opinion Surveys. In
2021, 73% of respondents expressed interest in responsible
investment, while about one-third of respondents said they
currently own responsible investments There is a notable advice
gap: 77% of respondents said they want their financial services
provider to inform them about responsible investments that are
aligned with their values, but only 27% said they had ever been
asked if they were interested.
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Market Drivers

In Canada, reported Canadian RI AUM was $3.0 trillion as of
December 31, 2021, similar to the $3.2 trillion reported as of the
end of 2019. As a proportion of all professionally-managed assets
in Canada, responsible investment estimated market share was
47% in 2021,

Responsible investors cite risk management as their principal
motivation for incorporating ESG factors into their investment
decisions. The second-highest ranked reason was to improve
returns. Put together, responsible investors are incorporating
ESG factors into their investment decision-making for the
opportunity to generate better risk-adjusted returns.

Meeting fiduciary obligations was the third-ranked reason

to consider ESG factors. Over time, the idea that investors
incorporating ESG factors is consistent with, not in conflict
with, an investment manager's fiduciary duty, has become
more widely accepted in the investment industry. Modern
fiduciary duty arguably requires investors to consider all
relevant information and material risks in investment analysis
and decision-making, which includes considering relevant,
material ESG information and risks. Responsible investors' stated
motivations are consistent with ESG integration being the most
prevalent responsible investment approach in Canada.

History of the Canadian Responsible
Investment Association (RIA)

The RIA's predecessor, the Social Investment

Organization (SIO), was established in 1990 to advance
socially responsible investing (SRI) in Canada - with a
focus on what we now term negative screening as a means
for investors to express their values in their investments.
The SIO played a central role in building and developing
SRl in Canada for 23 years.

In 2013, the SIO was rebranded as the Responsible
Investment Association to evolve with the industry and
encompass the broader scope of responsible investment,
which incorporates environmental, social and governance
(ESQG) issues into the selection and management

of investments.

Rl'in Canada has grown tremendously, largely linked to

the global growth. Since we started counting RI AUM in
20086, assets have grown from CAD$460 billion to CAD$3.0
trillion (as of December 31, 2021). Find out more about RIA
and its work on its website.
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The last decade saw unprecedented growth in the responsible
investment markets of Australia and New Zealand. Responsible
investment practices cover close to half of all managed funds
occurring across a period where responsible investment has
moved from a purely industry-led, opt-in initiative, to one that
is based in a regulated and compliance-based environment.
As a result, responsible investment today is firmly embedded

in the financial sector standards and regulations, and this is
expected to continue.

We saw the emergence of three main approaches to responsible
investing: ESG integration, negative screening and corporate
engagement and shareholder action. In more recent years, we
also saw diversification emerge as a hallmark of responsible
investing. Diversification manifests as a broadening of the range
of responsible investment approaches used by fund managers
as well as the types of fund managers engaged in responsible
investing (from smaller, boutique or specialist firms to large super
funds), and in terms of the range of responsible investment or
sustainable finance products launched.

The two nations took vastly different approaches to responsible
investment. In New Zealand, regulation was a key driver, while
in Australia, in the absence of regulatory pressure until more
recently, industry-led initiatives dominated (see timeline).
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‘Overall, standards have evolved
and improved over the last decade.’

The number of fund managers and asset owners engaged

in responsible investment grew steadily, prompting RIAA to
introduce a new methodology in 2019. This methodology was
designed to raise the bar on the assessment of asset managers
and asset owners claiming to be engaged in responsible
investing, reflecting the ever-higher standards now expected
of investors. A scorecard was developed to assess the
responsible investment practices of fund managers, and
determine which managers demonstrated leading practice and
would contribute to reported responsible investment AUM.
Overall, standards have evolved and improved over the last
decade; constituting a maturation of responsible investment
industry which is increasingly becoming mainstream in the
financial services industry.
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AUSTRALIA AND NEW ZEALAND

10 Year Forward Look

The momentum of the last two years will continue as we move
into a period where a significant regulatory agenda rolls out,
covering disclosures frameworks, taxonomy developments, and
strengthened standards to prevent greenwashing. Increased
transparency, facilitated by standardisation of ESG disclosure,
and improved ESG data capabilities are expected to improve
responsible investment practices in our region over the next
decade. We expect to see increased disclosure of climate and
nature-related financial risks as corporates and fund managers
begin to report in alignment with the TCFD, the ISSB, and
eventually TNFD. Climate-related financial risk disclosure is
already mandated for large financial institutions in New Zealand,
and Australia is expected to follow suit from mid-2024. We also
anticipate that the emergence of sustainability standards (e.g.
ISSB) and regional taxonomies will lead to more and improved
disclosure of stewardship and impact outcomes.

Domestic regulators will continue to monitor compliance, target
greenwashing and act on fund managers' responsible investment
claims. It is likely that Australia and New Zealand will see further
actions to prevent greenwashing, including ESG product labelling
standards that may include some regulatory intervention,

as regulators and law makers around the world move in this
direction. Drawing on 15 years' experience operating RIAA's
Certification Program, we know there are strong labelling norms
in the local market. We anticipate that these norms will continue
to be built on, in collaboration with government and regulators.
Overall, we expect that the entire managed fund industries of
Australia and New Zealand will be covered by at least one, but
potentially all three main responsible investment approaches:
ESG integration, corporate engagement and shareholder action,
or negative screening.

The next stage of the shift to mainstreaming responsible
investment will be increased capital flows towards sustainable
assets and companies, aligned to Paris Agreement
commitments. In this vein, we continue to urge our members
to both disclose their impact and focus on supporting real
world sustainable outcomes.
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Policy & Regulatory Drivers

Regulatory and government activity around responsible
investment is playing an ever greater role in accelerating
responsible investment in the Australasian markets. Both the
Australian and New Zealand regulators have issued guidance

on avoiding greenwashing when promoting ESG or sustainable
financial products. Securities regulators have also emphasised
the need for management of climate risks. New Zealand

was an early mover in mandating climate disclosures for
corporations and financial entities, while in Australia, a long-
awaited requirement for pension funds (superannuation funds)
to disclose portfolio holdings has come into force. The New
Zealand government introduced requirements for default pension
schemes (KiwiSaver schemes) to exclude fossil fuel investments
from their funds, and that pensions schemes must have
responsible investment policies in place. The ever-increasing
focus on greenwashing has had a significant impact on funds
looking to be clearer and more precise in their product marketing
and legal documents.

Stewardship activities of investors across the region are
increasing and becoming more targeted, and we are also seeing
increased accountability within these activities. The development
and launch of a New Zealand Stewardship Code in 2022 was a
major step forward in the New Zealand market.

Customer Drivers

Consumer demand for responsible investments continued to
grow over 2020-21, with consumer research in both markets
showing that the majority of Australians and New Zealanders
expect their investments and pensions to be managed in a
manner that is both responsible and ethical. Four out five
Australians (or 83%) expect their bank account and their super
(pension) to be invested responsibly and ethically (RIAA, 2022)
and in New Zealand, 62% said it is important their investment
makes a positive difference in the world (RIAA, 2022).

Demand for an independent Certification Program is also
growing, with RIAA certified products totalling 218 by the end of
2021, and reaching over 350 products at time of publishing this
report. Consumers and financial advisors are driving this demand
as they look for third party verification that product claims are
true to label.



https://responsibleinvestment.org/wp-content/uploads/2022/03/From-Values-to-Riches-2022_RIAA.pdf
https://responsibleinvestment.org/wp-content/uploads/2022/04/From-Values-to-Riches-2022-Charting-consumer-demand-for-responsible-investing-in-Aotearoa-NZ.pdf

AUSTRALIA AND NEW ZEALAND

Market Drivers

In Australia, responsible investment assets under management
crossed the one trillion mark, reaching AUD 1.3 trillion (or 40%)
of total managed funds in 2020, and AUD 1.5 trillion (or 43%) in
2021, compared to just AUD 983 billion in 2019. In New Zealand,
the responsible investment market also made significant gains,
covering almost half (49%) of the total managed funds market or
NZD 179 billion by the end of 2021.

Driving this market growth in the Australasia region is a deep
market understanding that ESG issues are impacting financial
markets, as shown by the significant proportion of the market
that is applying ESG integration as a core responsible investment
approach, alongside corporate engagement and other
stewardship practices.
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Sustainable Investment Association
in the region - RIAA

The Responsible Investment Association Australasia's
(RIAA) mission is to promote, advocate for, and support
approaches to responsible investment that align capital
with achieving a healthy and sustainable society,
environment and economy. RIAA advocates for strong
sustainability standards that embed real world outcomes
as a measure of focus, and this focus is incorporated in
RIAA's policy work, research and Certification Standards.
More information on the developments in the region can
be found on the RIAA website, and the most recent reports
on responsible investment in Australia and New Zealand.
RIAA works with our 500 members representing USD 29
trillion to champion responsible investing and a sustainable
financial system in Australia and New Zealand.



https://responsibleinvestment.org/about-us/
https://responsibleinvestment.org/resources/benchmark-report/
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10 Year Reflections

Over the past decade, Japan's sustainable investment landscape
has experienced significant growth and change. 2013 marked

a foundational year for responsible investing, beginning with

the Abe administration's Japan Revitalization Strategy in 2013,
which laid the foundation for sustainable and responsible
investment in Japan. In the same year, the Government Pension
Investment Fund (GPIF) underwent a governance restructuring,
leading to the diversification of its portfolio by cutting down on
bond investments, primarily in Japanese government bonds,

and increasing its equity proportion. The subsequent years

saw the introduction of the Japanese Stewardship Code (2014)
and the Corporate Governance Code (2015) by the Financial
Services Agency (FSA), solidifying the framework for responsible
investments and corporate transparency.

In 2015, GPIF became a signatory of the Principles for
Responsible Investment (PRI), in a move that catalysed ESG's
growth in the country. GPIF, as a PRI signatory, subsequently
published its Responsible Investment Policy and amended its
stewardship responsibilities to ensure asset managers consider
ESG factors in their engagement activities. Moreover, GPIF
required detailed reporting from asset managers on their PRI
activities and stance.
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In 2017, the Stewardship Code and the Ito Report were updated,
the Japan Exchange Group joined the Sustainable Stock
Exchanges. TCFD (Task Force on Climate-related Financial
Disclosures) garnered attention, leading the Ministry of Economy,
Trade and Industry (MET]I) to develop TCFD guidance and initiate
a consortium in 2018. Japan led in TCFD support and was a
significant backer of Science Based Targets and RE100 initiatives.
In 2019, the Ministry of Foreign Affairs released the National
Action Plan (NAP) focusing on Business and Human Rights.

The following year, METI published the Ito Report on Sustainable
Corporate Value, specifically addressing human capital
considerations. The 2021 update to the Corporate Governance
Code was significant due to its inclusion of a mandate for
appointing a minimum of one-third independent external
directors, as well as a new section addressing sustainability.

‘Over the past decade, Japan's
sustainable investment landscape
has experienced significant growth
and change.’
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JAPAN

Japan's bond market has also seen strong growth. In 2014, the
first green bond was issued, followed by subsequent issuances
by commercial banks and local governments. The Ministry of
Environment's (MoE) Green Bond Guidelines in 2017 and the
Financial Services Agency (FSA)'s Social Bond guidelines in 2021
bolstered this section of the market. In May 2021, the MoE, MET],
and FSA jointly formulated foundational guidelines for climate
transition finance following the publication of ICMA's Climate
Transition Finance Handbook (December 2020). In 2022, the
Japan Stock Exchange (JPX) launched an ESG Bond Information
Platform. There have been notably more transition-labelled
bonds issued in Japan than in other countries.

Finally, sustainable investment trusts witnessed significant
growth from 2020 onwards, with the funds surpassing previous
records. In 2023, guidelines for ESG Investment Trusts were
issued by the FSA, aiming to streamline the sustainable
investment process.

10 Year Forward Look

Japanese sustainable investment has been and will be marked
by collaborative efforts between the public and private sectors.
Combined initiatives have allowed Japan to quickly advance

in responsible, sustainable investment. A hallmark of Japan's
responsible investment is its emphasis on transitional strategies,
influenced by its manufacturing-centric economy. Instead of
rapid shifts, Japan is innovating in areas like battery technology,
green fuels, and environmentally friendly steel production.

The global adoption of Japanese green technologies, such as
electric railways, showcases Japan's contribution to reducing
GHG emissions.

At the 2023 PRI in Person event, Prime Minister Fumio Kishida
announced that seven public pension funds (worth $600 billion)
would become PRI signatories'. This is another indicator of
Japan's increasing commitment to responsible, sustainable
investment. The FSA is developing the Draft Basic Guidelines
on Impact Investment, indicating forthcoming discussions and
advancements in this sector.

Finally, the Japanese government is advocating for Green
Transformation (GX), in order to ‘change the industrial and

social structure to shift away from fossil fuels’, with an emphasis
on clean energy. The government plans to raise $1 trillion in
transition finance for Net Zero by 2050. The key strategy to

raise this finance is the government’s Climate Transition Bonds.
These sovereign transition bonds are the world’s first and will

be worth JPY 20 trillion ($130 billion), aimed at renewable uptake
and industrial innovation by attracting private sector investment
worth JPY 130 trillion ($870 billion) or more, which is said to be
necessary for decarbonisation in Japan. All in all, responsible
investing, particularly investing in the net zero transition, looks to
become increasingly mainstream in Japan over the next 10 years.

| 1. All currency figures on this page (namely JPY to USD) are converted as of November 2023.
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Policy & Regulatory Drivers

In Japan, the growth of the sustainable and responsible
investment market during the reporting period was accelerated
by policy and regulatory developments. These developments
were the result of collaboration between the government and
regulators alongside market participants.

The Japanese FSA established the Taskforce on Sustainable
Finance in 2020, made up of business, financial, and academic
experts and observers from relevant ministries and agencies.
The Taskforce was initially brought together to discuss issues
and policies to achieve carbon neutrality by 2050, and later
broadened to wider sustainable finance issues. The first report
was released in 2021, and since then the Taskforce has been
following up on the issues raised in this report.

The government launched Japan's National Action Plan on
Business and Human Rights in 2020, and started the Liaison
Conference of the Relevant Ministries and Agencies. Since then,
follow-up roundtables have been held regularly to facilitate

and implement human rights issues across the business

sector including Guidelines on Respecting Human Rights in
Responsible Supply Chains issued by METI. In October 2020, the
FSA announced the Social Bond Guidelines. The Ministry of the
Environment launched the Green and Sustainability-linked Loan
Guidelines in 2020 and revised them in 2022. The guidelines

are consistent with the internationally recognised Green Loan
Principles and Sustainability Linked Loan Principles and intend
to provide a framework for borrowers, lenders and other parties.
The guidelines present measures and interpretations in line with
the characteristics of the Japanese market and ensure credibility
of greenness and reduction of administrative cost for borrowers.

Finally, the FSA announced the Code of Conduct for ESG
Evaluation and Data Providers in December 2022 and called
for endorsement of the Code to data providers.

Industry Collaboration

The development of industry guidelines is becoming more
commonplace. The Federation of Economic Organisations
(Keidanren) revised Chapter 4 on Respect for Human Rights

in its Charter of Corporate Behaviour Implementation Guide.

It published the Handbook for Management Respecting Human
Rights in December 2021. The handbook provides specific
information for officers in charge of practical implementation

in their organisations. The Japan Stock Exchange Group (JPX)
issued the Practical Handbook for ESG Disclosure in May

2020 and launched the JPX ESG Knowledge Hub. On this
platform, listed companies and other parties can access ESG
investment and sustainable finance information as of November
2020. In 2022, JPX started a website on listed companies’' ESG
information, ESG ETF/ETN information, and a platform on ESG
bonds in July 2022 where issuers disclose the details of ESG
bonds listed on the Tokyo Pro-Bond Market.
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Customer Drivers

The retail market saw a substantial expansion in ESG and
sustainable investment trust funds during 2021 and 2022.

After peaking in 2008, the sustainable investment trust funds
lingered at a low level until a remarkable increase in 2021 and
2022, reaching close to JPY 4 trillion ($ 27 billion), quadrupling
the original 2007 peak. This resurgence was mainly in dollar-
dominated funds due to a weaker yen and a depressed domestic
equity market. Most of these funds focused on specific ESG
themes rather than broader ESG-themed funds, with some
releasing impact reports outlining the fund's ESG targets,
alongside disclosures such as total carbon emissions and
carbon offsets used to achieve net zero emissions of the funds.
Increased reporting has notably heightened retail investors'
awareness regarding the impact of ESG funds. To further
promote and facilitate sustainable investment for retail investors,
the FSA updated its guidelines regarding ESG investment trusts
in March 2023 and plans to initiate a stakeholder dialogue aimed
at improving sustainable investment products.

Market Drivers

In Japan, Sustainable Investment assets under management
continued to increase by 59.2 % to JPY 493.6 trillion ($ 2,874
billion) in 2022 from JPY 310.0 trillion ($ 4,289 billion) in 20202,
The proportion of sustainable investing assets relative to total
managed assets in 2022 was 33.6% compared to 24.3% in
2020. ESG equity investing levelled off since 2018, while green
and sustainable bonds increased rapidly from 2019. Mainstream
investors embraced ESG Integration and sustainability-themed
investing focused on investment impact in 2021.

JSIF reported in the GSIR 2020 that using sustainable investment
to drive positive outcomes was still in the early stages in Japan
due to legislation that limited shareholder activism. However,

by tightening the voting rights standards for domestic investors
and introducing non-Japanese proxy advisors' criteria for climate
change and board gender diversity, the shareholders' actions
were drastically altered and the number of shareholder proposals
increased considerably for 2023 AGMs.
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Sustainable Investment Association
in the region - Japan SIF

The Japan Sustainable Investment Forum (JSIF) was
formed in 2003 as Japan'’s not-for-profit organisation
promoting the concept and practices of sustainable and
responsible investment in the country. JSIF provides a
forum for the interactive exchange of ideas and research
for financial institutions, academics, government
organisations and other interested parties in the field of
sustainable investment. JSIF also encourages companies
to provide disclosures of non-financial information to build
a sustainable society through the sound development

of the financial market. JSIF is a member organisation of
the Global Sustainable Investment Alliance (GSIA) and
contributes to the market study of Japanese sustainable
investing. Visit JSIF's website.

2. The denominator of the above figures was based on the flow-of-funds figures released
by the Bank of Japan. The proportion calculated by the reported figures by the
institutions that replied to JSIF's survey was 61.9% in 2022 against 51.6% in 2020.
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UNITED
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10 Year Reflections

Over the past decade, there has been an increasing expectation
that investors contribute positively to the economy and society.
This comes from the aftermath of the Financial Crisis of 2008,

a wider focus on culture and diversity, and growing sustainable
and responsible investment agenda (IA, 2019). Although the last
10 years have been turbulent, with the country leaving the EU
and then the Covid-19 pandemic, the UK has been a leader on
climate action, becoming the first major economy to legislate

to achieve net zero by 2050 in 2019.

In 2013, Mark Carney joined the Bank of England and became a
driving force for climate in the finance sector. In 2015, he gave his
‘Tragedy of the Horizons' speech which highlighted the chronic
short-termism of the business and political cycles and the risks
that climate change presents to financial stability. As Head of
the Financial Stability Board, he launched the TCFD with the
first recommendations released in 2017, and the UK becoming

a lead adopter.

In 2021, during the global Covid-19 pandemic, the UK hosted
COP26. Industry activity increased in the lead up to COP, and a
number of important initiatives were announced. Nigel Topping
was appointed High Level Climate Action Champion for UN
talks by the UK, recognising the key role business has to play

in addressing the climate crisis. In January 2021, Race to Zero
launched, a global campaign to rally leadership and support
from business and investors for a sustainable, inclusive recovery
from Covid-19. The Glasgow Financial Alliance for Net Zero was
announced in April by the COP26 presidency in collaboration
with the UNFCCC.

Since COP26, the UK government has taken further action
to make climate targets a reality, as well as taking steps to
increase transparency and disclosure around responsible
and sustainable investing.
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10 Year Forward Look

Since becoming one of the first adopters of TCFD, UK regulators
will