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Executive Summary

Investors are increasingly implementing approaches that aim to increase the health, stability, and
resilience of the broader environmental, societal and financial systems within which they operate
and upon which they rely to create long-term wealth, referred to by The Investment Integration Proj-
ect (TIIP) as “system-level investing.”

In this, the summary report of the Investors’ System-level Impact Measurement project, TIIP provides
investors with a roadmap for measuring the effectiveness of their system-level investing approach-
es—Measuring Effectiveness: Roadmap to Assessing System-level and SDG Investing (see Figure E.1). The
roadmap helps investors ensure that they are moving beyond generating environmental or social
impact through individual market transactions and alignment with broader system-level goals (e.g.,
the United Nations Sustainable Development Goals), and are also influencing related system-level
change. That is, it helps them to answer the following question: How can I measure whether I, as a long-
term institutional investor, have contributed to promoting the long-term wealth-creating potential of the
environment, society, or the financial system?

Central to the findings of this report is that investors or third-party evaluators can now measure
whether individually these organizations are using the Tools of Intentionality in ways that can lead
to collaborative action and influence. Ultimately it is through the collective actions of a diverse set of
members of the investment community using a variety of tools in differing ways that sufficient lever-
age can be achieved to exercise influence within today’s complex, global, interconnected systems.

The roadmap borrows from lessons learned from the now decade-old impact investment movement
and the investment and measurement practices recommended by notable investors and industry
thought-leaders, but is primarily based on concepts adapted from systems dynamics thinking. It iden-
tifies four foundational characteristics of the environment, society, and financial system at which sys-
tem-level investors can act to achieve maximum positive influence. They are:

» Adaptability: the environment, society, or the financial system’s ability to adjust to shocks and ma-
jor disruptions (i.e., high adaptability, or self-regulation, helps systems better adjust to unanticipated
external shocks).

» Clarity: the coherence, flow, access to, and transparency of information about and within a system
(i.e., more information flows among actors and about system components—and their interrelation-
ships—increase investors' ability to understand their influence and act accordingly).

» Connectivity: the value of a good or service is determined in part by how many people use it and
the more it is used the greater the benefit to the system (i.e., systems so structured have positive
feedback loops that increase their health and resilience).

» Directionality: market incentives structured to encourage positive changes in stakeholder behav-
ior (i.e., healthy systems are those in which influential actors enhance positive characteristics and
align their actions with the systems’ fundamental goals).




The roadmap recommends how long-term investors might assess their system-level investing ap-
proaches and measure their effectiveness and influence on system characteristics in three ways:

> Assess system-level issues appropriate for their consideration and establish commensurate
influence goals against which to measure progress; that is, assess the consensus, relevance, effec-
tiveness and uncertainty of an issue and determine which characteristics of its commensurate system
to aim to influence (e.g., adaptability, clarity, connectivity, or directionality).

> Assess potential usefulness of the tools available to investors for creating system-level influ-
ence; assess whether implementation of selected tools is effective; that is, assess usefulness of tools
that focus on field building, investment enhancement, and opportunity generation for influencing
system characteristics and assess whether tools are being implemented effectively to achieve desired
interim outcomes.

» Measure influence on system characteristics; that is, measure whether system-level change is
taking place.

Figure E.1. Summary of Measuring Effectiveness: Roadmap to Assessing System-level and SDG Investing

1. Assess Issues, Set
Measurable Influence Goals

m Assess system-level issues for
investor consideration against
consensus, relevance, effective-
ness, uncertainty criteria

m Set measurable adaptability,
clarity, connectivity, directional-
ity goals for identified issues

2. Assess Tools, Implementation
Effectiveness

m Assess potential usefulness of
system-level investment tools
focused on field building, invest-
ment enhancement, and oppor-
tunity generation

m Assess whether implementing
tools effectively to achieve de-
sired interim outcomes

3. Measure Influence

® Measure changes to system
adaptability, clarity, connectivi-
ty, and directionality—paradigm
shifts that promote system
health and resilience




Introduction

Investors are increasingly integrating environmental, social, and governance (ESG) factors into their
investment management, both as a tool to minimize the risks and to maximize the rewards of indi-
vidual securities and portfolios and to outperform indices.? At the same time, some investors are
also exploring policies and practices to help them protect and enhance the broader environmental,
societal and financial systems within which they operate and upon which they rely to create long-term
wealth.2 Many of these investors have embraced the United Nations (U.N.) Sustainable Development
Goals (SDGs), which provide them with a set of goals related to systems’ health and stability, discrete
targets within the goals, and indicators for measuring progress toward the goals and targets.

Despite increasing and intentional investor focus on these big-picture issues—referred to in this re-
port as “system-level investing”—few investors know about the tools available to them to manage
their impacts on the environment, society, and the financial system and, in turn, to manage these
systems’ impacts on their portfolios. While many investors seek to “align” their investment practices
with the SDGs, for example, they struggle with how to determine whether they are contributing to
progress toward their achievement. Accordingly, this report provides investors with a roadmap for
measuring the effectiveness of their system-level investing approaches—in the context of the SDGs
and otherwise.

SYSTEM LEVEL INVESTING

Investors—namely those with long-term investment horizons (e.g., pension plans, sovereign wealth
funds, endowments, foundations) or who identify as socially responsible or impact investors—are
acutely aware of the impact that individual investments and investment portfolios can have on the en-
vironment and society. They are also increasingly convinced that the ESG performance of the entities
that they invest in has a material effect on portfolio risk and return.3

Beyond contending with the effect of specific investments on the environment and society or consid-
ering enterprise ESG performance, many investors are also grappling with larger questions related to
their impact on the broader environmental, societal, and financial systems within which they operate
and the impact of the well-being of those systems on their investment practices. They are asking:

1. How do things like ecosystems under stress, societies in turmoil, and economic crises affect in-
vestment risk and return, especially given that the world is more interconnected now than ever
before?

2. What can we do, as individual investors and as a broader finance community, to help to stabilize
and enhance the environment, society, and financial systems such that they benefit rather than
harm our investments?

3. How do we measure whether our efforts to stabilize and enhance these systems are effective?

Some investors are also intentionally and proactively addressing the bigger-picture context of their invest-
ment selection and portfolio construction decisions. They are developing approaches to managing the re-
lationship between their investment strategies and the health of environmental, societal, and financial sys-
tems. They are thinking beyond “What are the carbon emissions and working condition consequences of
our investment in this enterprise or fund?” and considering “What can we do, as an individual investor and
as a collective investment community, to address climate change and labor issues and, in turn, help to foster
an environment and society that promotes the long-term growth and solvency of our assets?”.

This report refers to these investors as “system-level” investors. All investors aim to maximize the
returns of individual market transactions for a given level of risk. Some evaluate potential ESG risks
and impacts of investments as part of these “security level” and “portfolio-level” transactions (see
Table 1.1). System-level investors incorporate these considerations into their daily investment man-
agement, while also acknowledging that their market transactions are affected by, and affect, the
broader environmental, societal, and financial systems within which they take place. They consider




the long-term preservation of these systems not at the expense of financial return, but rather to pro-
tect and enhance it. They believe that finance and investment rely, in part, on the predictability and
reliability of these systems, and that cumulative decision-making by investors affects these systems’
wealth-creating potential which, in turn, can impact the performance of all portfolios.

Table I.1. Portfolio-Level Investing vs. System-Level Investing

Security-Level And

Investment Considerations System-Level Investing

Portfolio-Level Investing

Individual Market Transactions
Maximizing Short-Term Risk/Reward
Achieving Financial Returns Against

a Benchmark
ESG Risk/Reward
Environmental or Social Impact of Individual

Investments
Impact of Environmental, Societal, or Financial

System Context On Market Transactions

Maximizing Long-Term Risk/Reward

Impact and Influence on Broader
Environmental, Societal, and Financial Context

Figure 1.1 provides a summary illustration of the relationship between portfolio- and system-level
investing. It depicts how portfolio-level investing focuses on managing the risks and rewards of indi-
vidual securities and investment portfolios toward the achievement of risk-adjusted rewards. It also
depicts how system-level investing incorporates these portfolio-level considerations while simultane-
ously managing investor impact on the health and well-being of the environment, society, and finan-
cial system to support their contributions to long-term wealth creation.

Figure I.1. Summary of Measuring Effectiveness: Roadmap to Assessing
System-level and SDG Investing

Intentional and proactive management of systems
through the Tools of Intentionality

Financial markets

Management of security and impact systems
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THE U.N. SDGs: A CALL TO ACTION
FOR SYSTEM-LEVEL INVESTORS

The United Nations’ Sustainable Development Goals represent an important contribution to the in-
vestment community’s understanding of system-level goals. The U.N. launched the SDGs in January
2016 as part of the 2030 Agenda for Sustainable Development. Structured to build on the success and
momentum of their predecessor Millennium Development Goals (MDGs), the SDGs are a global com-
mitment to addressing challenges to sustainable development through 2030 (see Figure 1.2). The 17
SDGs are broader in scope than the MDGs in that they apply to all countries, not just developing coun-
tries, and have an increased focus on implementation issues, including the mobilization of financial
resources, capacity-building and technology, and data. While the 2030 Agenda calls on governments
o “take ownership” of the goals and to establish necessary national frameworks (e.g., policies, plans,
and programs) and track progress, it also asserts that the goals can only be achieved with contribu-

tions from civil society, the private sector, and other stakeholders.

The issues highlighted by the SDGs have the hallmarks of those typi-
cally of interest to system-level investors. Notably, they focus on cre-
ating widespread, sustainable change that fortifies the overarching
environmental, societal, and institutional systems for generations to
come. The environmental, social, and institutional issues addressed in
the goals are those for which there is widespread agreement that they
are important to the successful functioning of commensurate systems;
are those that pose relevant threats to—or opportunities for—inves-
tor portfolios; and are those that investors can intentionally and pos-
itively influence. In fact, according to the U.N. Commission on Trade
and Development, substantial private sector investment is necessary
to achieve the SDGs. It estimates that doing so will require an annual
investment of nearly $4 trillion, approximately $1.5 trillion of which will
come from public funds, leaving an annual funding gap of $2.5 trillion
for the private sector to fill.4

Figure I.2. U.N. SDGs
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Investors—particularly those with an interest in preserving the long-term health of the planet’s over-
arching systems—are increasingly embracing this call to action and pledging to help fill funding gaps
and support SDG achievement. Their enthusiasm might be due, at least in part, to the number of
goals (i.e., 17 SDGs versus 8 MDGs), to the fact that the U.N. has developed 169 discrete indicators
with which to measure progress toward the goals, and that each of the goals focus on eradicating a
specific problem (as opposed to meeting a broad reduction objective). 5 The net of these character-
istics has been “increased clarity (to the SDGs) which helps in paving the way for more private sector
involvement.”6 Further, whereas the MDGs were widely interpreted as an “aid agenda,” the SDG
supporters view the SDGs as more of an “investment agenda” that promotes blended financing and
consideration of investor risk/return expectations.” Among those investors and investor organiza-
tions supporting private sector contribution to the SDGs is Amit Bouri, the CEO of The Global Impact
Investing Network (GIIN), who in 2016 encouraged investors everywhere to commit capital to impact
investing efforts aimed at meeting goals and asserted “that every investor not already involved make

at least one SDG-focused impact investment—and [to] get started...

immediately.”8

Over the past two years, the financial community has launched a series of investing frameworks,
national level activities, and stock exchanges and indexes to encourage and support private capital

investment in the SDGs, including:®

» The GIIN mapped its Impact Reporting Investment Standards (IRIS) impact indicators to the

SDGs and profiled SDG investing strategies by several key investors;

» The U.N. Global Reporting Initiative (GRI) and the World Business Council for Sustainable De-
velopment partnered to develop the SDG Compass, a five-step guide for investors and companies to
use to identify areas within their operations and value chains to contribute to the SDGs;




» MSCI introduced the MSCI All Country World Index (ACWI) Sustainable Impact Index, a public
equity index that identifies companies that derive at least 50 percent of their revenues from one of
five “actionable” themes derived from the SDGs: basic needs, empowerment, climate change, natural
capital and governance;10 and

» Six of Sweden’s biggest investors including Alecta, Folksam and The Church of Sweden an-
nounced they will integrate the SDGs into their investment decisions."

Financial institutions in the Netherlands have been particularly active when it comes to demonstrating
the relevance of the SDGs to investors, supporting their involvement in achieving them, and encour-
aging financial system collaboration with government to cultivate an environment that enables SDG
investment.12 Dutch financial institutions and policymakers—Iled by pension fund managers PGGM
and APG—are building an SDG investing agenda to integrate action across Dutch investment value
chains. Their focus is on identifying opportunities for “sustainable development investment” in the
SDGs across all asset classes that could result in “tangible returns for institutional investors.”13

Despite increasing private sector interest in investing in the SDGs, most of these investors are in the
process of “aligning” themselves with the SDGs—that is, publicly committing that some portion of
their investments address the issues outlined in one or more of the goals. Few have attempted to
measure whether they are meaningfully contributing to progress toward their achievement. In other
words, although some investors report how their investments relate to specific SDGs, they are not
necessarily attempting to influence overall progress toward achievement of the goals or measuring
the effectiveness of such attempts.

GUIDE TO THE REPORT

Despite emerging investor focus on environmental, societal, and financial system issues and private
sector embrace of the SDGs, little guidance exists to help investors develop and execute system-level
investing strategies, manage their influence on systems and systems impacts on their investments,
or measure their effectiveness. The purpose of this report is to do just that: to provide investors with
a preliminary roadmap for measuring the effectiveness of their system-level investing strategies, in-
cluding those that move beyond alignment with the SDGs and that can contribute to progress toward
achieving them. It is intended to ignite thoughtful dialogue and is not meant to represent final guid-
ance on the approach.

Section 1 outlines the preliminary roadmap for measuring the effectiveness of system-level investing
approaches. Section 2 provides an example of how that roadmap can be used to address the environ-
mental system issue of climate change, one of the most pressing issues facing investors today and
one of the 17 SDGs (i.e., Climate Action). The report concludes in Section 3 by summarizing key take-
aways and discussing the implications of the ISIM project for future work on developing system-level
strategies, investor contribution to progress toward the SDGs, and measuring the impact and influ-
ence of system-level investment.

A companion document to this report, Measuring Effectiveness: Roadmap to Assessing System-level and
SDG Investing—Supplemental Appendices, contains a series of appendices that support and provide ad-
ditional context for and information about the concepts discussed. Appendix A provides more infor-
mation on system-level investing through listing and responding to frequently asked questions about
the approach including “How is system-level investing different from ESG integration and impact or
responsible investing?” and “Who is currently engaged in system-level investing?”. Appendix B de-
scribes the Tools of Intentionality—investor approaches to generating system-level influence—and
provides examples of real-life investor use of each tool to pursue system stabilization and influence
goals. Appendices C, D and E contain summary information on select of the various measurement
frameworks, investor approaches, and related resources that TIIP examined to inform the roadmap
presented in Section 1. Appendix F addresses institutional investor skepticism about system-level in-
vesting raised during interviews conducted in support of the report. Appendix G provides details on
the project this report relates to and information about the research methods.




1. Roadmap to Measuring the Effectiveness
of System-Level Investing Approaches

Despite emerging investor focus on environmental, societal, and financial system issues and private
sector embrace of the United Nations Sustainable Development Goals, little guidance exists to help in-
vestors develop and execute measurable system-level investing strategies. The purpose of this report
is to propose a preliminary roadmap for measuring the effectiveness of the system-level strategies
that investors have implemented individually. It may also be used to assess the potential for effective

collective action by these investors as a whole.

Whereas impact investors and others aim to contribute to environmen-

tal or social impact through individual market transactions (i.e., portfo- Box 1.1. Impact, Alignment, and Influence

lio-level strategies) and often to align with a broader system-level goal
(e.g., an SDG), system-level investors strive to realize such impact and
alignment while also focusing on influencing system-level change (see
Box 1.1).

Investors, individually or collectively, can achieve system-level in-
fluence when they help to alter the paradigms (prevailing norms,
standards, and structures) of the environment, society, or financial
system. System-level investors aim to address these fundamental
paradigms in order to preserve or enhance systems’ wealth-creat-
ing potential.14 Generating system-level influence is as important as
having an impact individually or aligning that impact with broader
environmental or social goals; it is the foundation upon which inves-
tors can base consistent, system-wide impact over time and protect
the ability of their funds to generate returns in the long term.

The remainder of this section describes The Roadmap to Assessing
System-level and SDG Investing. The roadmap integrates and builds on
existing best practices for measuring systemic investment impacts.
Given that the predominant impact measurement approaches were
developed for or otherwise target impact investors, the roadmap
builds on the strengths of earlier approaches and applies relevant
lessons learned from these approaches to its assessment of sys-
tem-level investing influence. Section 2: The Roadmap: Practical Appli-
cations describes progress to date in how investors are increasingly
using these tools in system-level strategies for addressing climate
change.

ROADMAP TO ASSESSING SYSTEM-LEVEL
AND SDG INVESTING: A SUMMARY

» Direct incremental change caused by inves-
tor individual market transactions (portfo-
lio-level activities)

» Quantifiable assessment of established
performance indicators

» Might signal that change is occurring with-
in a system, though not a goal of the strategy

» Direct incremental change caused by inves-
tor individual market transactions (portfo-
lio-level activities) that occurs in alignment
with, or in the context of, a broader environ-
mental, societal, or financial system goal

» Altering paradigms (prevailing norms,
standards, and structures) of investors,
corporations, or governments and regulators
related to the environment, society, or finan-
cial system

» Convincing stakeholders that systems im-
pact them and that they can act to determine
that impact

» Fortifying foundations for lasting impacts
over time

The Roadmap to Assessing System-level and SDG Investing outlines a three-step process for measuring
the effectiveness of system-level investing approaches (i.e., assessing their potential for influence)
(see Figure 1.1). It borrows from lessons learned from impact investment and best practice in the
current investment community. It begins by assessing the appropriateness of system-level issues for
investor consideration against the criteria of consensus, relevance, effectiveness, and uncertainty and
setting measurable goals for influencing systems (Step 1).

It then proceeds to assessing the potential usefulness and effectiveness of system-level investing
tools used to achieve the goals (Step 2).

10



Figure 1.1. Summary of Measuring Effectiveness: Roadmap to Assessing System-level and SDG Investing

1. Assess Issues, Set
Measurable Influence Goals

m Assess system-level issues for
investor consideration against
consensus, relevance, effective-
ness, uncertainty criteria

m Set measurable adaptability,
clarity, connectivity, directional-
ity goals for identified issues

2. Assess Tools,
Implementation Effectiveness

m Assess potential usefulness of
system-level investment tools
focused on field building, invest-
ment enhancement, and oppor-
tunity generation

m Assess whether implementing

3. Measure Influence

m Measure changes to system
adaptability, clarity, connectivi-
ty, and directionality—paradigm
shifts that promote system
health and resilience

tools effectively to achieve de-
sired interim outcomes

Finally, the roadmap identifies four foundational characteristics of environment, society, and finan-
cial systems that collaborative action by investors can address: adaptability, clarity, connectivity, and
directionality. It proposes metrics for measuring investors’ potential to influence these characteris-
tics and, ultimately, for measuring their effectiveness in shifting paradigms and enhancing systems’
wealth-creating potential (Step 3).

STEP 1: ASSESS POTENTIAL ISSUES TO FOCUS ON; ESTABLISH
MEASURABLE GOALS FOR GENERATING SYSTEM-LEVEL INFLUENCE

Investors seeking to generate tangible influence on systems establish discrete benchmarks (goals)
against which to measure progress.

Leading impact investors emphasize that such measurement is most effective when investors have
clearly defined the goals that they are measuring progress toward and established their reasoning
for the need to collect impact data.’> Step 1 of the roadmap, therefore, guides investors in iden-
tifying challenges that they can most appropriately and effectively address through a measurable
system-level investing approach that builds on portfolio-level impact and alignment and focuses on
achieving environmental, societal, or financial system influence.

Assess system-level issues appropriate for effective integration into investment strategies. Inves-
tors might be unsure about which environmental, societal, or financial system issues they should
aim to influence as part of a system-level investing approach. Because the potential range of sys-
tem-related challenges that investors might address is substantial and because not all consider-
ations can be justified as system-level in their scope, investors need criteria against which to assess
various potential considerations. System-level issues worthy of, or that justify, investor consider-
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ation and attention—that is, those issues that will help investors to enhance the long-term health of
the environment, society, and financial system and their investments—conform to four criteria (see
Table 1.1):16

» Consensus about the issue’s importance;

» Relevance to investors—the potential for the issue to affect investor portfolios positively or neg-
atively;

» Potential for the investors’ policies and practices to effectively impact or influence the issue
(effectiveness); and

» Uncertainty about potential outcomes caused by disruptions related to the system-level issue.
These four criteria help determine if a sufficient rationale for investors to focus on the system exists and as-
sist them in assessing the relative importance among issues to which time and resources might be devoted.

Meeting these four criteria is a relatively high bar and one implication of applying this discipline is that only a
limited number of system-level considerations will be appropriate for investors at any given time.

Table 1.1. Criteria for Assessing and Justifying Investor Consideration of System-Level Issues

Consensus Relevance Effectiveness Uncertainty

The Issue...

Has substantial potential
to impact long-term
financial performance
across asset classes

Is debated globally and
stakeholders agree on its
importance

Could be substantially If unaddressed, could lead to
impacted or influenced by | systemic disruptions that are
investors difficult to predict or quantify

Ensures Investor Consideration of Issues...

That are widely debated, For which their

That are broadly relevant

versus those that are . decision-making can With substantial potential
. to their long-term . S
narrowly conceived or ) o effectively produce to create uncertainties
s . financial interests . '
idiosyncratic impact and influence

Access to healthcare:

Positive employee and Climate change:

Access to fresh water: Investors can support

(] labor relations: companies or technolo
= . P 9y It is difficult to predict the
= Broadly recognized as a . that reduce the costs of
£ y o Crucial to the long-term . occurrence and
crucial issue within o associated products and ) .

© environmental and stability and growth of services. companies that severity of associated out-
.ﬁ . P markets, economies, and ' P comes such as changing sea

societal systems - life is ' market to people at the

) ; . firms - and, therefore, to . levels and forced human
not possible without it . bottom of the pyramid, or ) .
investors . migration
otherwise collaborate to
increase access
S Conmderafuon has be _Ewdence exists that t_he Ability to contribute to
come enshrined in global | issue exposes industries, ) . .
= ; . field building, System requires
8| treaties or conventions or asset classes, and the . .
A L o investment enhancement strengthening to contend
Ml otherwise finds consensus | economy to positive or . . ;
. . and investment with apparent risks

7l among globally recognized negative long-term opDOrtunity generation
< authorities financial impact PP Y9

Source: Lydenberg, Steve. Systems-Level Considerations and the Long-Term Investor: Definitions, Examples, and Actions.

The Investment Integration Project: 2017.
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Set measurable influence goals for identified systems and issues. Once investors determine which
systems and issues justify their consideration, they then set goals for the influence they intend to
have on the systems and issues identified. In doing so, investors can establish specific benchmarks
against which to measure their system-level investing progress.

System-level investors seek to generate system-level influence in addition to portfolio-level impact or
alignment. However important, impact and alignment alone will not necessarily create the broader
changes that protect and enhance the long-term wealth-creating potential of environmental, societal,
or financial systems.

In many, if not most cases, civil society or international and national governments have already es-
tablished system-level goals in the form of specific progress indicators such as those already promul-
gated in relation to the 17 Sustainable Development Goals (SDGs). In addition to specific system-level
progress indicators, systems dynamics thinkers assert that those seeking to influence system-level
change at a fundamental level can do so by shifting the paradigms within the systems themselves.
In her work Thinking in Systems: A Primer, field pioneer Donella H. Meadows identified 12 leverage
points—or types of influence—that system influencers can achieve.” These leverage points can be
usefully adapted into a subset of four characteristics of environmental, societal, and financial systems
that investors can act individually and collectively to influence (i.e., to enhance the wealth-creating
potential of):18

» Adaptability: the environment, society, or the financial system’s ability to adjust to shocks and major
disruptions (i.e., high adaptability, or self-requlation, helps systems better adjust to unanticipated external
shocks).

» Clarity: the coherence, flow, access to, and transparency of information about and within a system (i.e.,
more information flows among actors and about system components—and their interrelationships—in-
crease investors’ ability to understand their influence and act accordingly).

» Connectivity: the value of a good or service is determined in part by how many people use it and the
more it is used the greater the benefit to the system (i.e., systems so structured have positive feedback loops
that increase their health and resilience).

» Directionality: market incentives structured to encourage positive changes in stakeholder behavior (i.e.,
healthy systems are those in which influential actors enhance positive characteristics and align their actions
with the systems’ fundamental goals).

The specific ways that investors aspire to influence systems, their goals, and goal-setting processes
will vary based on the systems and issues that they focus on, resource and capacity considerations,
and stakeholders. However, existing impact investment frameworks provide useful guidance appli-
cable to various types of investors—including system-level investors—and across a spectrum of con-
texts.

Investors, consultants, and foundations alike recommend that investors establish and refine goals for
identified issues within the context of a logic model or something like it (e.g., a theory of change, the-
ory of value creation, results chain, investment thesis, or impact thesis). Regardless of which frame-
work they use, these groups agree that such goal-setting tools are beneficial and should include core
components such as: (a) specific, achievable, clearly-articulated goals (i.e., outcomes and impacts);
(b) realistic strategies for achieving related goals (i.e., inputs, activities, outputs); and (c) stakeholder
input and responsibilities.?9

As is outlined in Figure 1.2 below, Considerations for System-Level Goal-Setting, investors can inte-
grate the best practices of impact investing goal-setting approaches into their system-level investing
goal-setting alongside additional considerations necessary for ensuring that their stated goals reflect
system-level objectives. In general, for most system-level challenges, progress indicators for various
goals have already been widely discussed and agreed upon, while the setting of goals and progress
indicators for system characteristics is less fully developed.
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Figure 1.2. Considerations for System-Level Goal-Setting

System and Issue Identification and Justification

Systems and issues for which there is consensus about importance;

that have a relevant impact on portfolios; that can be affected by investors;
and for which there is uncertainty about disruption-related outcomes

< Clearly Defines Boundaries >

\ 4

ACTIONS

Inputs Activities Outputs Outcomes

Resources that are Actions, or tasks, that Tangible, immediate
deployed in service of are performed in practices, products
a certain (set of) support of specific and services that
activities objectives result from activities
undertaken

Changes, or effects,

that follow from the

delivery of practices,
products and services

< Detailed*Feasible >

\ 4

MEASURABLE EFFECTS: IMPACTS, ALIGNMENT, AND INFLUENCE

Impact Alignment Influence

Quantifiable, direct Direct incremental change Change to paradigms
incremental change caused caused by investors’ individual (prevailing norms, standards,
by investors’ individual market transactions in structures) of the environ-

market transactions alignment with, or in the ment, society, or financial
(portfolio-level activities) context of, broader system via improving adapt-
environmental, societal, or ability, connectivity, clarity,
financial system goals or directionality

< Clear * Measurable * Achievable * Aspirational 4

< Considers: Time Scale for Change Sought * >
Capacity and Resource Constraints * Stakeholder Input

Sources: This figure was informed by the work of: Burckart, William, Steve Lydenberg and Jessica Ziegler. Tipping Points 2016: Summary of 50 Asset
Owners’ and Managers’ Approaches to Investing in Global Systems. The Investment Integration Project and IRRC Institute. 2016; Lomax, Plum, Abigail
Rotheroe and Peter Harrison-Evans. Investing for Impact: Practical Tools, Lessons, and Results. New Philanthropy Capital: November 2015; Social
Impact Investment Taskforce (Established under the UK’s presidency of the G8). Measuring Impact: Subject paper of the Impact Measurement Working
Group. September 2014; The Rockefeller Foundation. Situating the Next Generation of Impact Measurement and Evaluation for Impact Investing. Octo-
ber 2016; www.mfdr.org. Accessed between September 27 and 28, 2017.

Note: At this stage in developing measurement approaches, investors might not know which actions they will undertake to achieve their goals, at least
not definitively. This is not problematic. Investors will continuously refine their considerations for system-level goal-setting as their system-level invest-
ing approach evolves. Investors need only at first determine preliminary inputs, activities, outputs, and outcomes as part of their goal-setting process.
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Goal-setting exercises can also draw on work that has been done in recent years on the development
of sustainability indicators and their measurement. The development of these indicators calls for
initial establishment of achievable, measurable goals reflective of capacity constraints and stakehold-
er input. These goals should: (1) define the boundaries of the system and issue that the investor is
targeting, specifying whether they are focusing on an issue within the context of a specific local area,
globally, or relating to some other clearly defined area; (2) identify the time scale for the change
sought, specifying the time frame within which the investor intends to influence change; and (3) spec-
ify the desired change in the quality or characteristic of the system in question.20

STEP 2: ASSESS POTENTIAL USEFULNESS OF SYSTEM-LEVEL
INVESTMENT TOOLS; ASSESS EFFECTIVENESS OF TOOL IMPLEMENTATION

Once investors determine and justify which system-level issues to integrate into their investment
strategies and establish corresponding goals, they can then determine how best to achieve the goals.

Investors might use what TIIP calls the Tools of Intentionality to achieve their system-level influence
goals (see Figure 1.3). Some of these tools derive from investment decision-making and daily port-
folio management actions. Others reflect ways in which investors can exert influence outside of, or
beyond, daily investment and portfolio management techniques.

These tools can be grouped according to three broad or overarching tactics through which investors
can maximize their potential to achieve system-level influence, and against which they can assess the
effectiveness of their implementation.

Figure 1.3. The Tools of Intentionality

ADDITIONALITY 4
Invest to add
to the

% wealth-creating Offer diverse
Align asset potential of products or use
k classes with systerns. numerous approaches
systems-level to address

concemns. systems-level
issues.

Limit investments Place a non-financial
that transgress value on difficult-to-
the bounds quantify wealth-
of normative creating elements

conduct. The intentional of systems.
decision by
investors to...

Utilize vehicles that Increase the flow of
target specific information about
systems-level systems-level

challenges. considerations.

Invest in the
development of
resilient systems

in targeted
geographic areas.

Build organizations
to increase investors’
capacity to address .
systems issues. Engage in
policy debates
about systems-level
risks and rewards.

Source: Steve Lydenberg, William Burckart and Jessica Ziegler. Effective Investing for the Long Term: Intentionality at Systems Levels.
The Investment Integration Project and High Meadows Institute. 2017.




» Field building (Self-Organization, Interconnectedness, Polity). Investors use field building
tools to help to create an infrastructure that addresses the challenge of collective action in
order to influence complex systems—that is, to build organizations that can pool resources or
act collectively, develop a shared knowledge base regarding systems’ complexities, and work to
assure alignment of investors’ goals with those of government and other influencers of public
policy and vice versa. Given the highly competitive nature of the investment community and its
tendency to encourage free riding, field building is essential to achieving influence at systems
levels.

» Investment enhancement (Solutions, Standard Setting, Diversity of Approach). Investors use
investment enhancement tools to extend traditional investment activities—including invest-
ment policy and belief statements, security selection, engagement and activism, themed and
targeted investments, and manager selection and monitoring—to exert influence on the char-
acteristics of a system.

They use these tools to allocate firm resources to the creation of solutions to system-level chal-
lenges, the public endorsement of norms and standards relating to the directionality of the
system, and the use of a diversity of approaches and capturing the full range of client concerns,
in relation to the challenges being addressed.

» Opportunity generation (Additionality, Locality, Evaluations, and Utility). Investors use op-
portunity-generation tools to enhance the richness of the pools of capital within a system. To
assure long-term viability, investors can address disparities of opportunity among stakeholders
within a system, locally as well as globally; incorporate into decision making the difficult-to-qual-
ify overall value of environmental, societal and financial systems; and use the distinct natural
function of each investment asset class to enhance that value.

Many investment techniques already exist to manage the risks and rewards of individual securi-
ties and portfolios. What investors are increasingly seeking is techniques for managing the risks
and rewards of the broader environmental, societal, and financial systems within which these
individual market transactions take place.

As part of a 2016 analysis of 50 asset owners’ and managers’ approaches to system-level invest-
ing, TIIP found that the investors that most notably embrace system-level investing have delib-
erately—or intentionally—started to use a number of tools and techniques to addresses major
global challenges while achieving competitive returns. 21 In other words, although investors use
limited versions of the tools to select securities and build portfolios, intentionally using them to
target system-level considerations is not necessarily a natural part of daily portfolio manage-
ment or decision making; instead, investors purposefully use these tools to build on traditional
portfolio management and extend their actions to effectively achieve system-level influence.

> Assess the potential usefulness of tools available to investors for generating system-level
influence. Investors can use a combination of the tools to influence systems and contribute to
paradigm shifts within systems. Broadly speaking, these tools can influence any or all of the
characteristics of a system, but some will be better suited to influence particular characteristics
than others depending on context and circumstances.

For example, field building tools may be of most crucial use when investors are initially con-
fronting a system-level challenge. In other circumstances, investment-enhancement tools can
prove especially helpful in increasing the adaptability and clarity of a system.

Table 1.2 describes these tools and their general usefulness. These descriptions are suggestive,
not prescriptive, and are intended to prompt investors’ thinking regarding which tools might be
best suited to helping them achieve their specific system-level influence goals at a given time
based on their resources, experience, capacity, history and other circumstances.
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Table 1.2. Criteria for Assessing Potential Usefulness of Tools to Influence System Characteristics

Example Criteria for Assessing Tool Usefulness

Particularly well-suited to enhance connectivity and directionality within <<system-level issue>> by facilitating
investors in:

@mCreating on-going organizational structures that builds the capacity of the investment community to address
Self- <<system-level issue>> and strengthens the overall resilience of <<system-level issue>>

Organization Recognizing the need for investors’ concerned with the stability and resilience of <<system-level issue>> to partici-

pate in industry-led capability-enhancing organizations

Understanding the long-term rewards that accrue to investors and their portfolios from these organizations’

<<activity>>

@wTaking a leadership role in the creation and management of such organizations

Promoting <<forum>> for communications among peers on <<system-level issue>>
Providing leadership in recognizing the importance of this mutually beneficial <<system-level issue>> knowledge
for all investors

= Particularly well-suited to enhance clarity and directionality within <<system-level issue>> by facilitating investors
i} in:

S .

4] Interc:::seaed @mSharing knowledge useful in the management of <<system-level issue>> risks and rewards

5]

@

L

Particularly well-suited to enhance directionality within <<system-level issue>> by facilitating investors in:

mCommunicating clearly about the <<government or regulatory body>> considerations of <<system-level issue>>,
Polity financial system reporting, and mandated disclosure of environmental, social and governance (ESG) data

@mTaking a leadership role in promoting public policy reform

Recognizing that resources allocated to Polity have the potential to alter the basic “playing field” on which invest-
ment is conducted in ways that can benefit all asset owners and managers

Particularly well-suited to enhance adaptability within <<system-level issues>> by facilitating investors in:

@wAcknowledging the need to contend with the greatest <<system-level issues>> of the day

Solutions @mSeeking investments that are not only profitable but can also change the dynamics of <<system-level issue>> in

positive ways
Having a clear vision of the most important aspects of alternative and innovations within systems

=]

c

‘é’ Particularly well-suited to enhance directionality within <<system-level issues>> by facilitating investors in:

[T}

'é Communicating broadly on issues they believe are fundamental to the <<system-level issue>>, avoiding those that

© standard violate broadly accepted norms and favoring those that support them

-E Settin Establishing positive standards or principles for <<industry or asset class>> on <<system-level issue>> that can pro-

w Sagie) mote informed discussion and that increases support within the investment and corporate communities for policies

€ that support the health of the <<system-level issue>>

[ @Creating a level playing field of normative behavior that encourages competition based on a “race to the top” rath-

g er than to the bottom that simultaneously generates an increasing array of viable investment opportunities

(7]

(]

>

c

—
Particularly well-suited to enhance adaptability and directionality within <<system-level issues>> by facilitating
investors in:

. . izi iti ithi << - i >>
Diversity of Recoganlng complexities within and among <<system-level issues>> that are relevant to
<<investors>>
Approach

@Seeking to maximize their positive influence on <<system-level issue>> by adopting a diverse range of initiatives to
help manage risks and rewards at this <<system-level issue>>

@mSeeking to impact across a range of <<system-level issues>> by serving a variety of clients with a diverse set of
systems-level concerns and offering varied approaches to addressing these concerns
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Table 1.2. (Continued from Previous Page)

Particularly well-suited to enhance adaptability within <<system-level issue>> by facilitating investors in:

Recognizing the market potential of underserved regions and segments of the population

Additionality Promoting healthy growth by identifying a diverse array of unrecognized and underfunded <<sys-
tem-level issues>> markets and opportunities that fill capital gaps in the marketplace
@mUnderstanding how these markets and opportunities have the potential to produce competitive returns
Particularly well-suited to enhance connectivity within <<system-level issue>> by facilitating investors in:
wHaving a deep understanding of a specified geographic area, including the <<system-level issue>> and
Localit themes that are crucial to local sustainable development
y @Identifying opportunities for promoting local prosperity and strengthening local economies, culture,

c and ecology, while generating competitive returns

o @mConsidering both the short-term and long-term implications of a project and these same implications

= for the broader community within which a project takes place

S

[}

c

(7}

(L)

a? Particularly well-suited to enhance directionality by facilitating investors in:

c

é Recognizing that sources of long-term wealth creation and societal and environmental value often can-

o Evaluations not be easily assigned a price

% @mSeeking to identify the <<system-level issue>> characteristics that, although difficult to quantify, gener-

(@] ate the stability and predictability necessary for successful long-term investment

mCommunicating their evaluation of the long-term value creation potential of <<system-level issue>> to
other key stakeholders in that system

Particularly well-suited to enhance adaptability within <<system-level issue>> by facilitating investors in:

@mUnderstanding the differing ends for which <<asset classes>> and their markets have been designed
Utility @Selecting individual investments that are aligned with these <<asset classes>> specific purposes and,
when appropriate, acting to enhance this alignment

Benchmarking the performance of their investments against the appropriate social and environmental
functioning of the asset class in which they are investing

» Assess whether implementation of selected tools is effective in leading to collaborative action.
Investors or third-party evaluators can now measure whether individually these organizations are us-
ing of the Tools of Intentionality in ways that can lead to collaborative action and influence. Although
initiatives by individual investors can, under the right circumstances, have influence at system levels,
more typically it is through the collective actions of a diverse set of members of the investment com-
munity using a variety of tools in differing ways that sufficient leverage can be achieved to exercise
influence within today’s complex, global, interconnected systems.

Examples of key generic indicators of effective use of each tool are outlined in Table 1.3 below and
are intended to help investors and evaluators assess and measure the effectiveness of their imple-
mentation. We have grouped these Tools of Intentionality into three types of activity: field building,
investment enhancement, and opportunity generation, which together can create long-term value for
society and help ensure sustainable returns for investors and their portfolios.

For each of the tools we have proposed measurable, key actions that investors can take to support the
overall goals of enhancing collaborative action and communal wealth building, within the context of
what remains a competitive investment industry.
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Table 1.3. Key Indicators for Assessing the Effective Implementation of Tools

Field Building

Investment
Enhancement

Opportunity Generation

Example Criteria for Assessing Implementation Effectiveness

Launched, led, or actively participated in an organization that:
MIncreased the capacity of the financial community <<in this way>> to address <<system-level issue>> through <<activity>>

Self- Encouraged <<issuers of securities in various asset classes)>> <<in this way>> to respond to concerns about <<system-level
Organization issue>> through <<activity>>
Encouraged <<government or regulatory body>> to establish policy that facilitates increased or improved investments in
solutions to <<system-level issue>> or that discourages investments that perpetuate <<system-level issue>>
Established or otherwise promoted <<forum>> for communication among investors about <<system-level issue>>
Helped investors (<<specify>>) gather, analyze, or incorporate into their investment analysis data on <<system-level issue>>
Interconnected- Encouraged <<issuers of securities in various asset classes>> to disclose reliable data on performance related to

ness <<system-level issue>> through <<activity>>
Provided information to <<issuers of securities in various asset classes>> about the importance of <<system-level issue>>
through <<activity>>

Polit Led efforts that encouraged <<government or regulatory body>> to establish policy that facilitates increased or improved

y investments in solutions to <<system-level issue>> or that discourages investments that perpetuate <<system-level issue>>
Solutions Developed funds to solve, not simply profit-from, <<system-level issue>> challenges

Standard Setting

Led or otherwise participated in the development of standards for investments in <<industry or asset class>> based on
widely accepted norms related to <<system-level issue>> that discourage investments that violate those norms and encourage
investments that support or meet agreed-upon criteria for positive practice to be used by <<investors>>

Set standards for investments in <<industry>> based on widely accepted norms related to <<system-level issue>> that
discourage investments that violate those norms and encourage investments that support or meet agreed-upon criteria for
positive practice

Diversity of
Approach

Developed and provided a diversity of products to serve a wide variety of client system-related concerns; encouraged peers to take
a diversity of actions with regards to <<system-level issue>> and/or to provide a diversity of products to serve a wide variety of client
system-related concerns

Additionality

Developed investment products that target underserved communities or otherwise invested in or encouraged investment in
the development of markets to serve them

Led efforts to encourage <<government or regulatory body>> to facilitate investments in underserved communities

Helped investors (<<specify>>) cultivate a deep understanding of a specified geographic area (e.g., issues and themes cru-
cial to local sustainable development) by <<activity>> and facilitated <<amount/type of>> investment in the area as a result

Localit . : . . .
y Invested in corporations focused on promoting the prosperity of a local economy, culture, or ecology through their products
or services
MIncorporated difficult-to-value assets related to <<system-level issue>> (e.g., natural, human and societal capitals) in invest-
ment analysis; developed an approach to doing so that can be used by other investors
Evaluations Required that <<issuers of securities in various asset classes>> provide data on difficult-to-value assets related to <<system-level

issue>> (e.g., natural, human and societal capitals) into their business models; encouraged corporations to incorporate such assess-
ments into their business models

Utility Pursued investments that maximize the societal purpose that an asset class was designed to fulfill

Investors assessing the strength of their own activities in these areas, as well as evaluators of these
investors, will come to the measurement process with their own thresholds for what constitutes a
meaningful effort, but the underlying basis for these metrics is clear: each represents an action that
investors can take that will enhance collaborative efforts to influence at a system level. In preparing
the 100 profiles on investors in its Benchmark database, TIIP has set thresholds for assigning credit
for each of the Tools of Intentionality that are based on these key activities.
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STEP 3: MEASURE THE POTENTIAL FOR INFLUENCE

Once sufficient numbers of investors individually have determined goals for their system-level investing
approaches and put the Tools of Intentionality into action toward achieving those goals, it is possible for
the investors themselves or evaluators to establish when critical thresholds have been reached in creating
the potential for influence at the system level. Assessments of this sort not only ensure that the approaches
investors are using are effective, but also promote transparency and accountability.

The impact investing community has already developed a number of approaches to measuring the impact
of investors’ security- and portfolio-level actions, and many investors have started to assert the alignment of
their investments with system-level goals such as those of the SDGs, but few in the financial industry have
developed ways to determine investors’ influence on systems.

This roadmap introduces a method for measuring the potential for investors to influence system-level is-
sues. It builds on best practices in impact and alignment measurement that can help investors:

» Quantify the impacts of their daily portfolio management to indicate the direct incremental change
that they effect en route to achieving a larger system-level goal and that provides a snapshot in time that
change is occurring within a system (Impact); and

» Determine whether the impact that they generate through daily investment and portfolio man-
agement aligns with, or occurs in the context of, broader environmental, societal, or financial system goals
(Alignment).

At the same time, the roadmap also provides them with a framework against which they can measure how
potentially effective they are at changing systems' characteristics (i.e., altering the paradigms (prevailing
norms, standards, and structures)) of the environmental, societal, or financial system in a way that promotes
system health and resilience (Influence).

Step 3 of the roadmap highlights impact and alignment measurement practices that are particularly useful
to system-level investors and introduces a preliminary framework for assessing system-level influence. De-
tailed information on the measurement frameworks, investor measurement and management approaches,
and other measurement, alignment, and assessment resources used to inform the approach outlined below
can be found in supplemental appendices in this report’s companion document.

Measure impact: direct portfolio-level effect on incremental change. While this report focuses on the assess-
ment of system-level influence, the importance of continued portfolio-level impact measurement cannot
be overstated. Gauging quantifiable, direct incremental change caused by an investor’s individual market
transactions (i.e., portfolio-level activities) is a crucial building block to determining the alignment of impact
with broader system-level goals and, ultimately, to assessing investor influence on systems.

Socially responsible and impact investors, and many investors with long-term investment horizons (e.g., pen-
sion plans), share a commitment to ensuring that individual investments and portfolios “do no harm” to soci-
ety or the environment or that their investments and portfolios proactively achieve positive social or environ-
mental impact. A plethora of resources for measuring the related non-financial impacts of these portfolio-level
activities and goals has emerged in recent years. When done correctly, impact measurement can help to: 22

» Assess quantifiable value for impact investors and their stakeholders;

» Mobilize more impact investment capital, thus increasing the aggregate impact of the approach

» Increase impact investment’s transparency and accountability to impact goals.

Among the comprehensive measurement and management tools, metrics, and frameworks that impact

investors have developed are:

» The G8’s Social Investment Taskforce Working Group on Measurement, which emphasizes four
phases of impact measurement: Plan, Do, Assess and Review.23
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» The Impact Management Project (IMP), which identifies five shared fundamentals for understanding
and managing impact, including determining (1) what outcomes the effect relates to, and how important
they are to people (or the planet) experiencing it; (2) how much of the effect occurs in a designated time
period; (3) who experiences the effect and how underserved are they in relation to the outcome; (4) how the
effect compares and contributes to what is likely to occur anyway; and (5) the risk factors that are material
and how likely the effect is from the expectation. 24

» The Global Impact Investing Network’'s (GIIN) Impact Reporting Investment Standards (IRIS),
which establish a catalog of “generally accepted performance metrics that leading impact investors use to
measure social, environmental, and financial success, evaluate deals, and grow the sector’s credibility.” 25

Together, these approaches encompass the emerging practices that investors can consider when establish-
ing impact measurement approaches. These approaches may include at a high level: (a) systematically set-
ting goals using a logic model or theory of change; (b) developing a measurement framework that specifies
data collection and analysis approaches and utilizes existing metrics and aligns with existing standards to
the extent possible; (c) carefully, efficiently, and effectively collecting and storing data using available tech-
nologies; (d) validating data (i.e., verifying that it “is complete and transparent by cross-checking calculations
and assumptions against known data sources”); 26 (e) analyzing data, to understand actual impact versus
stated impact goals; (f) clearly, coherently, credibly, and reliably reporting impact information to stakehold-
ers to inform decision-making; and (g) making data-driven investment management decisions, which ad-
dress stakeholder recommendations and are reflected in revised logic models and theories of change.

Measure alignment: impact in the context of system-level goals. Some investors have attempted to
progress beyond measuring the system-level impacts of their investments and portfolios and to de-
termining the extent to which their investments and portfolios align with broader system-level goals
(e.g., the SDGs). This important “next step” beyond impact measurement not only helps investors to
understand their individual, direct contribution to system-level goals, but it also ensures that they are
more effectively deploying capital towards objective, commonly agreed upon global priorities as op-
posed to subjective, isolated ends that might work at cross-purposes with the rest of the investment
community.

A consortium of Dutch financial institutions and policymakers—led by pension fund managers PGGM
and APG—is among the financial community stakeholders advocating private sector investment in
the SDGs. An initial report published by the group recommends ways to accelerate private sector
investment in line with the SDGs and ways that collaboration between government and the financial
sector can create an enabling environment for such investment. 27 The report also outlines “potential
sustainable development investment (SDIs) opportunities that could transform the U.N.'s targets into
tangible returns for institutional investors,”

including opportunities linked to specific Box 1.2. Impact Indicators for SDG 1: No Poverty

SDGs and all asset classes. 28

Beyond endorsing private sector investment
in the SDGs, the Dutch consortium also pro-

d . t th d s | d Product (or service) Impact indicator (Pl) or Breakdown to gender (G), Unit of
Vi es. . |r?Ve5 OrS. VYI gUl ance Inclu Ing Operational Impact indicator (0|, in italics) vulnerability (V), income group (I) | measurement
specific impact indicators by goal—for mea- or location (L), according to UN | for
suring the alignment of their assets with the (@or Torking Crovp () ____{ sesregaton
SDGS that bU|IdS on the GHN'S IRIS frame' 1.1 % of revenue from products serving low income v €
work.29 The consortium suggests that inves- groups
1.2 Number of people provided with access to Mu M M M # people

tors map, or crosswalk, the GIIN's IRIS indica-
tors (and, specifically, the project impact and
operational impact indicators) to the U.N.'s
SDG Compass indicators (see Box 1.2).30 In
doing so, the consortium aims to “design a
methodology broadly supported by inves-

financial services, incl. microfinance

tors, banks and insurers to measure their

contribution to the SDGs, focusing on posi- Source: Initiative of the Sustainable Finance Platform, chaired by the Dutch Central Bank
tive impacts” and that specifically enables (DNB). SDG impact indicators: a guide for investors and companies. Pg. 8.
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“comparability and aggregation of impacts,” “harmonization of data requirements for reporting com-
panies,” and “consolidated reporting to stakeholders.” 31 All of which the consortium views as crucial
to increasing investments in and loans that contribute to the SDGs.

The Investment Leaders Group (ILG) of the Institute for Sustainability Leadership of the University of
Cambridge similarly endorses and provides guidance for investors’ determination of whether their
non-financial impact aligns with the SDGs.

ILG condenses the 17 SDGs into six impact themes relevant to investors (see Box 1.3) and provides
them with three progressive levels of metrics along which they can measure their impacts depend-
ing on things like data quality and availability: “Base,” “Stretch,” and “Ideal.” “Base” measurement
provides a quantitative measure of the impact on an asset (or fund) across its life cycle; “Stretch” is
an enhanced measure to be implemented when the required data becomes available; and “Ideal”

provides an enhanced measure allowing comparison of performance

Box 1.3. Impact themes and their with the level required by the relevant SDGs.32
relationship to the SDGs

For the theme of “decent work,” for example, the Base metric is to-
tal number of direct jobs, adjusted for national rates of unemploy-
ment and vulnerable employment, per million dollars. The Stretch
metric is total number of jobs, direct and contracted, with com-
pensation above 60 percent of the national median wage, adjusted
for national rates of unemployment and vulnerable employment,
per million dollars. Finally, the Ideal metric is total number of jobs,
direct and indirect (contracted workers and suppliers acting on be-
half of the company or manufacturing its branded products, plus
jobs sustained through products/services), in formal open-ended
contracts with compensation above the living wage, adjusted for
5 national rates of unemployment and vulnerable employment, per
3‘b® million dollars. Although the ILG framework does not assess in-
fluence, it emphasizes that “in a world of volatile environmental
' p

Source: Investment Leaders Group. In search of impact:

risks, resource scarcities and social inequalities impeding econom-
ic progress” investors must not only measure the social and envi-

Measuring the full value of capital. University of Cambridge ~ ronmental impacts of individual assets, but also determine wheth-
Institute for Sustainability Leadership: 2016 er they are contributing to solutions to the challenges outlined in

the SDGs.

Measure influence: paradigm shifts. Measurement frameworks discussed thus far fundamentally
rely on the concept of impact measurement—with its focus on the quantifiable, direct incremental
change caused by investors’ individual market transactions (portfolio-level activities)—and align-
ment, which is concerned with direct incremental changes caused by investor individual market
transactions in alignment with, or in the context of, broader environmental, societal, or financial
system goals.

Both approaches stop short of providing a way to measure investor influence on the long-term
wealth-creating potential of the environment, society, and financial systems. While the concept of
influence measurement builds off impact and alignment measurement, it also includes concepts
that are more dynamic than what impact and alignment metrics are designed to capture. Accord-
ingly, this report provides investors with a preliminary framework for measuring whether and how
they can influence system-level indicators and characteristics, positively shifting paradigms and
increasing the health and resilience of these systems.

The concept of influence is important because of the inherent complexity of most of the system-lev-
el considerations with which investors may contend. Influence can be thought of as extending along
two separate but interrelated parameters: 1) influence in the achieving of measurable progress in-
dicators of the output of the system, and 2) influence on the basic paradigms or characteristics of
the system itself that determine these outputs.
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System-level progress indicators are by design quantitatively measurable, although some are more
difficult to measure than others, and are measured relative to goals. Paradigm shifts in characteristics
are qualitative and are measured in terms that contrast the differing characteristics of two contrast-
ing systems.

The difference between progress indicators and characteristics can be illustrated by comparing the
“targets” and “indicators” of progress toward those targets that the United Nations has established
as part of the metrics relating to its Sustainable Development Goals. Table 1.4 is derived from the Sus-
tainable Development Goals Global Indicator framework for the Sustainable Development Goals and
targets of the 2030 Agenda for Sustainable Development. This framework identifies 244 indicators
that relate to the 115 targets associated with the 17 SDGs. The indicators are quantifiable and mea-
surable outputs that can indicate progress, or lack of it, toward the aspirational targets and goals of
the SDGs. The 17 SDGs are system-level goals and, to achieve them, require paradigm shifts in current
systems.

To illustrate this contrast, Table 1.4 lists examples of the targets and their indicators for the first four
of the SDGs. Note that the indicators are quantitative, and the targets and their corresponding goals
are qualitative and aspirational.

Table 1.4. Examples of Targets and Indicators for the Sustainable Development Goals 1-4

Targets Indicators

Goal 1. End Poverty In All Its Forms Everywhere

1.1 By 2030, eradicate extreme poverty for all people ev- 1.1.1. Proportion of population below the international
erywhere, currently measured as people living on less than | poverty line, by sex, age, employment status and geo-
$1.25 a day graphical location (urban/rural)

Goal 2. End Hunger, Achieve Food Security And Improved Nutrition And Promote Sustainable Agriculture

2.1 By 2030, end hunger and ensure access by all people,
in particular the poor and people in vulnerable situations,
including infants, to safe, nutritious and sufficient food all
year round

2.1.1. Prevalence of undernourishment

2.1.2 Prevalence of moderate or severe food insecurity in
the population, based on the Food Insecurity Experience
Scale (FIES)

Goal 3. Ensure Healthy Live And, Promote Well-Being For All At All Ages

2.1 By 2030, reduce the global maternal mortality ratio to

less than 79 per 100,000 live births 3.1.1. Maternity mortality ratio

Goal 4. Ensure Inclusive And Equitable Quality Education And Promote Lifelong Learning Opportunities For All

4.1.1. Proportion of children and young people (a) in
grades 2/3; (b) at the end of primary; and (c) at the end of
lower secondary achieving at least a minimum proficiency
level in (i) reading and (ii) mathematics, by sex

4.1 By 2030, ensure that all girls and boys complete free,
equitable and quality primary and secondary education
leading to relevant and effective learning outcomes

Source: United Nations General Assembly Resolution 71/313. “Work of the Statistical Commission pertaining to the 2030 Agenda for
Sustainable Development” (New York: United Nations) July 6, 2017:4-8.
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Indicators are important because their measurement can demonstrate progress, or lack thereof. Their
achievement, however, depends on what this report refers to as “paradigm shifts” in characteristics of the
systems themselves. These are typically qualitative changes in the functioning of the system—that is to
say, of how the constituent elements of the system interact and consequently produce results of a certain
relatively predictable nature. This report has adapted language from systems dynamics thinker Donella Meadows
to describe four characteristics of environmental, societal and financial systems for which investors might seek
influence. These four characteristics are adaptability, clarity, connectivity and directionality. Table 1.5 provides defi-
nitions of these terms.

Influence on characteristics. When it comes to attribution of causality in the creation of system-level paradigm
shifts, it is often difficult to assign the impetus for such changes to a single factor or party with reasonable spec-
ificity. Large systems are complex and subject to multiple inputs from a wide variety of stakeholders. Attributing
paradigm shifts to any single party is often difficult, if not impossible. The influence, however, of multiple parties in
bringing about system-level changes is frequently apparent. For this reason, we talk here of investors maximizing
and measuring their “potential for influence” upon, rather than directly creating, changes at these system levels.

Investors acting to exercise influence on the characteristics of a system seek to change the fundamentals of that
system so that, operating under new paradigms, it not only produces a positive outcome for the particular chal-
lenge in question, but can also contend with similar challenges in the future. For example, in the case of climate
change, the current challenge stems not simply from the fact that fossil fuels emit greenhouse gases, but from the
fact that our economic system is so dependent globally on fossil fuels as its predominant source of energy that it
cannot adjust rapidly enough to prevent climate change from occurring. It is this dependency on one predominant
source of energy that is the fundamental aspect of the system that is at the heart of the climate-change challenge.

By changing the paradigm for energy production not simply to renewables, for example, but to a diverse set of
fuel sources and ensuring the ability to monitor and manage their impacts at various system levels, investors can
influence the larger system so that it will not simply replace our dependency on fossil fuels with dependency on
another predominant source of energy—be that solar, wind, ocean, geothermal or some other—that may be the
most cost effective at the moment, but may also turn out to have unanticipated system-level challenges of its own.
Shifting the paradigm for energy production to a diversity of sources can create a system capable of adapting
to unanticipated system-level challenges. Similarly, in the case of diversity: addressing the challenge of gender
diversity at a system level may not be enough to create a system that has sufficient flexibility and understanding
to accommodate racial, ethnic, class or other forms of diversity that have demonstrable significance in long-term
value creation at a system level.

These shifts in characteristics will come about primarily through the activities of a wide variety of stakeholders and, in
the case of investors, primarily through their collective efforts. For assessing the potential for effective influence at the
level of systems’ characteristics, therefore, one key to measurement is determining what thresholds of collaboration
will be necessary to achieve inputs sufficiently strong to bring about change. The metrics proposed here are framed
in the context of investors’ use of the Tools of Intentionality. Although each of the tools ultimately has the potential to
influence the full range of characteristics of systems, some are better suited to influence one characteristic more than
the others. Examples of generic metrics for influence by type of system characteristic are outlined in Table 1.5 below.
This report provides these examples for discussion purposes, as they are a preliminary attempt and will require re-
finement over time. Note that for each of these thresholds the report uses the phrase “substantial percentage of in-
vestors” to indicate a level sufficient to generate influence. We use this phrase with three different thresholds in mind:

» At somewhere around 10% of involvement by investors, we view their potential for influence as crossing a
threshold for establishing the recognition and legitimacy for consideration of a system-level issue. Meant here is that
if one out of ten of the largest, and therefore most prominent and influential, investors are using tools with the po-
tential to bring about paradigm shifts in system-level characteristics, the concepts embedded in those tools and their
use will gain a certain recognition and legitimacy within the investment and broader communities. In and of itself,
this recognition does not guarantee influence, but it is sufficient to ensure the consideration of the issues among
stakeholders at a system level.

» At somewhere around one-third involvement by investors, we view their potential for influence as crossing a
threshold relating to a change in culture or generally accepted practice within the financial community and therefore
considerably raising the prospects for system-level influence. Meant here is that if one out of three of the largest,
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and therefore most prominent and influential, investors are using tools with the potential to bring about
paradigm shifts, the concepts embedded in those tools and their use will become part of the overall culture
of investments. At that point, investors’ potential for influence at the system level will be augmented sub-
stantially, and in addition create a spill-over influence on other stakeholders in the system, including corpo-
rations, governmental bodies, civil society organizations and consumers. At this level, however, it will not yet
be clear that the investment community fully is committed to the goals of system-level paradigm

shifts.

Table 1.5. Indicators that Investors are Influencing the Characteristics of Systems

System
Characteristic

Example Indicators that Investors are Influencing the Characteristics of Systems

Investors, corporations, and govern-
ments can adjust to shocks and major
disruptions to <<system>> relating to
<<system-level issue>>. This is due to
the availability of a greater diversity

+ A substantial percentage of investors are offering or investing in a variety of solu-
tions to <<system-level issue>> related products across asset classes

+ A substantial percentage of investors have divested from a variety of asset classes
where products, services, or processes perpetuate a variety of <<system-level
issues>>

+ A substantial percentage of investors are implementing a diverse set of approaches
to address <<system-level issue>> risks and opportunities

+ A substantial percentage of investors are using the full range of Tools of Intention-

transparent, which helps stakeholders
better understand their actions and
interrelationships within the system
to better avoid unintended harmful
consequences.

Adaptability of products, services, data, internal ality to address the transition risks that are implicit in addressing <<system-level

practices and external opportunities, issue>>

which help the system balance efficient | * A substantial percentage of investors increase the availability of and overall amount

functioning with the ability to adapt to | of funds invested in projects to address <<system-level issue>>

changing circumstances and external | * A substantial percentage of investors increase the availability and variety of invest-

shocks (i.e., resilience). ment opportunities to satisfy investor demand to invest in <<system-level issue>>
+ A substantial percentage of investors increase in availability and variety of venture
capital dollars allocated to increasing the range of private-section options for ad-
dressing <system-level issue>>

Investors, corporations, and govern-

ments demand, collect, and regularly

I.L;ts’zgi;n{g%n;;; Oge?:i,;/';;ss}'/ sst;z;-/eve/ . A substantial percentage of invesFors support the disclosure of comparable, deci-

information is /ncreasingl;l/ coherent, SIOTHIEG d_ata on <<system-_| STRIEEVEES n

) abundant. accessible. reliable. and 4 fA substantial percentage of investors are using such data on <<system-level
Clarity ! i’ ! issue>> across all asset classes to inform decisions

* A substantial percentage of corporations and those in other asset classes offering
investment opportunities provide such data on their performance related to <<sys-
tem-level issue>>

Connectivity

Investors, corporations, and govern-
ments establish and adhere to policies
and practices that are beneficial to all
stakeholders and to the system itself;
the more these policies and practices
are implemented the greater that
benefit.

* A substantial percentage of investors engage directly with corporations or those
providing investment opportunities in other asset classes about <<system-level
issue>>

* A substantial percentage of investors collaborate to achieve positively self-reinforc-
ing actions to address a variety of <<system-level issues>> that are beneficial to the
health and resilience of <<system>>

* A substantial percentage of investors are working collaboratively to address the
risks of <<system-level issue>> in asset classes other than public equities—including
fixed income, real estate, real assets, and private equity

Directionality

Investors, corporations, and govern-
ments structure market incentives
such that they encourage positive
changes in each other’s behavior and
structures related to <<system-level
issue>>; they align market struc-
tures with those of the of the system
to support a desired goal and to
increase the goal-directed, self-requ-
lating characteristics of the system.

+ A substantial percentage of investors endorse public policy initiatives to address
<<system-level issue>>

* A substantial number of central banks have incorporated <<system-level issue>>
considerations into their regulatory frameworks

* A substantial percentage of investors have publicly committed to the importance
of addressing <<system-level issue>>

+ A substantial percentage of investors have publicly committed to transitioning
their activities toward opportunities that address <<system-level issue>>

+ A substantial percentage of venture capital firms are promoting <<solution to
system-level issue>> as a viable investment sector
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» At somewhere around two-thirds involvement by investors, we view their potential for influence as cross-
ing a threshold relating to the full realization of the potential for influence. By this we mean that if two out of three
of the largest, and therefore most prominent and influential, investors are using tools with the potential to bring
about paradigm shifts in system-level characteristics, they will have a realistic potential to exercise influence.

We also have in mind parameters defining the term “largest investors.”

» Since the world of investors is broadly diversified by type, many types of investors—pension funds, sov-
ereign wealth funds, endowments, financial services companies, mutual fund and private-wealth manage-
ment firms, among others—will need to be represented if the investment community collectively is to realize
its full potential for influence.

» Since investments take place over a wide variety of asset classes—public equities, private equity, fixed
income, real estate, real assets among others—funds managed across most of the major asset classes will also
need to be represented.

» The term “largest” incorporates both the concept of the largest by assets under management of each
type of investor and the concept of total assets under management for each asset class.

» When these three parameters are combined, we end up including largest investors for most asset classes
as well as many of the largest of each type of investor.

The metrics proposed here for assessing investors' potential for influencing system-level paradigm shifts have
a number of implications. First, because investors as a whole need to make substantial commitments to key
activities related to a given system before they can be said to have the potential for influence, creating that
potential will take time and is likely to be fully realized in a relatively limited number of cases. Simply because
the collective effort required is substantial, however, does not mean that investors’ efforts are unimportant in
bringing about change. Changes in the complex systems within which our global, interconnected society now
operates require substantial inputs from multiple key stakeholders—and the investment community is a major
such stakeholder and exercises strong influence already, in many crucial systems.

Second, the task of measuring system-level paradigm shifts falls most logically to civil society and national and
international organizations, along with the natural and social science communities, rather than to investors
either individually or collectively. Investors can, for example, reasonably rely on these parties to measure and
report on progress on GHG atmospheric concentrations or progress in the overall equal treatment of, and op-
portunities for, women, racial or ethnic minorities, rather than undertake the task of monitoring and measur-
ing metrics such as these themselves. Measurement of paradigm shifts in systems’ characteristics is less well
developed, but systems-dynamics experts, scientists and regulators are best suited for the tasks of scenario
building and stress testing that are inevitably part of such assessments.

What investors can reasonably measure and monitor is their progress, individually and collectively, in increas-
ing their potential for influencing the overall characteristics and progress indicators in relation to systems-level
challenges.

The difference between measurement of the “impact” of holdings in a portfolio, as discussed earlier, and the
measurement of the potential “influence” of investors’ overall policies and practices at a system level is that
the former may be aligned with the goals of the SDGs (e.g., eradicating poverty) but typically does not mea-
sure its impact relative to a system-level progress indicator (e.g., percentage of the population still below the
poverty level).

Instead it reports on what its portfolio “alignment” is with the goal (e.g., number of jobs created for the home-
less). Investors committing their firms as a whole through a variety of policies and practices—and working
collaboratively with like-minded investors—can measure their potential for influencing shifts in systems’ par-
adigms (e.g., toward a system that generates no extreme poverty) by establishing the legitimacy for their con-
cerns, creating cultural change among their peers, and using the full weight of the field building, investment
enhancement, and opportunity generation activities they have collaboratively created as an input into the
system in question.
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2. The Roadmap: Practical Applications

To help facilitate investors’ use of the roadmap, this section outlines how investors or third-party evaluators can
use the guidance to assess the effectiveness of actions targeted at addressing the system-level challenge of climate

change.

We have chosen climate change because it is currently the best example of a system-level challenge on which insti-
tutional investors globally are currently taking action.

STEP 1: ASSESS FOCUS ON CLIMATE CHANGE; ESTABLISH
MEASURABLE GOALS FOR GENERATING SYSTEM-LEVEL INFLUENCE

Assess the appropriateness of climate change as an issue for integration into
investment strategies. The United Nations has highlighted climate change as an
issue that affects all aspects of life globally and for which meaningful action is
possible (SDG Goal 13: Climate Action): “Climate change is now affecting every
country on every continent. It is disrupting national economies and affecting
lives, costing people, communities and countries dearly today and even more
tomorrow... Affordable, scalable solutions are now available to enable countries
to leapfrog to cleaner, more resilient economies.”33

Table 2.1 maps the appropriateness of climate change for integration into invest-
ment strategies against the four criteria of consensus, relevance, effectiveness
and uncertainty.

CLIMATE
ACTION

13

Table 2.1. Assessing Climate Change as an Issue Relevant for Integration into Investment Strategies

Broad consensus exists as to the destabilizing risks of climate change and that human

to Investors

Consensus activity contributes to that change. The International Panel on Climate Change (IPCC)—an
About the o . e . L .
Issue’s authoritative source of scientific opinion on the significance of climate change—documents
I in its Fifth Assessment Report of the Intergovernmental Panel on Climate Change the con-
mportance S R ; . . 4
sensus within the global scientific community that climate change is underway, is caused by
human activities and causes disruptive system-level risks. 34
Relevance Left unaddressed, climate change can cause economic harm worldwide likely to affect in-

vestors' portfolios across all asset classes. Investors globally have formed coalitions such as
Climate Action 100+ to address and contend with these risks.

Potential for
Investors to

Investors, along with corporations, governments and civil society organizations, can take ef-
fective action to contribute to adaptation and mitigation that will lessen the risks of climate

BRI change. Calls for $1 trillion or more in annual investments in clean technologies in order to
Influence the ) . . .
Issue keep global temperature rises under two degrees Celsius have emphasized the importance
of institutional investors’ contributions.
Uncertainty The greater the likelihood of system-level disruptions in the climate, the greater the uncer-
about tainties about climate change’s potential impacts on the economy and hence on all inves-
Potential tors. Use of scenarios, as suggested by the Task Force on Climate-Related Financial Disclo-
Outcomes sures, represents one means of reducing somewhat the necessarily

intractable uncertainties involved.

Sources: Steve Lydenberg. Systems-Level Considerations and the Long-Term Investor: Definitions, Examples, and Actions. The Investment Integration Project.
2017. Intergovernmental Panel on Climate Change (No date). Climate Change 2014: Impacts, Adaptations and Vulnerability, Summary for Policymakers.
Contribution of Working Group II to the Fifth Assessment Report of the Intergovernmental Panel on Climate Change. (Geneva, Switzerland: Intergovern-
mental Panel on Climate Change). University of Cambridge Institute for Sustainability Leadership. Unhedgeable risk How climate change sentiment impacts

investment.
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Set measurable influence goals for climate change. When setting measurable goals for influencing
the system-level challenge of climate change, investors also determine what type of influence they
aim to achieve with respect to system-level progress indicators and characteristics of the system itself.

Widely accepted progress indicators that investors can reasonably adopt exist for goals such as global
reductions in greenhouse gas emissions or reductions of carbon dioxide concentrations in the atmo-
sphere.

Table 2.2 provides examples of goals that investors might reasonably adopt for shifts in the char-
acteristics of the current global energy-production system with its over-dependency on fossil fuels
worldwide.

Table 2.2. Examples of Goals For Paradigm Shifts in the Characteristics of the Global
Energy-Production System

Increased ability of the energy production system to adjust to the shocks and major disruptions of climate

G EEIIGT change via greater diversity of renewable energy sources
Improved coherence, flow, access to, and transparency of information on the energy production system’s
Clarity effects on environmental systems generally and specifically on the atmosphere, oceans and fresh water, and

arable land

Increased availability and diversity of renewable energy-related investment products and services that when

Eolueet ity used by one part of the system increase their likelihood of their use in other parts

Reformed market incentives (e.g., subsidies and tax breaks) that align the behavior of stakeholders in the
Directionality energy-production system (e.g., investors and corporations) with the goal of increased development of a
variety of renewable energy sources

To ensure that their goals aspire to generate system-level influence, and that they do not focus solely
on the more narrow portfolio-level impact or alignment, investors might generate a logic model like
the one outlined in Figure 2.1 below.

Figure 2.1. Example Logic Model for Outlining Climate Change Influence Goals

System and Issue Identification and Justification

» Broad consensus on the destabilizing risks of climate change and that human activity contributes to it
» Climate change could cause economic harm worldwide likely to affect investor portfolios across all asset classes

» Investors and others can take effective action to contribute to adaptation and mitigation efforts
» The greater the likelihood of disruptions, the greater the uncertainties about climate change’s impacts on the economy and investors

ACTIONS

A

Inputs

Resources that are .
deployed in service of Actions, or tasks, that are

a certain (set of) performed in support
activities of specific objectives

Outcomes
Changes, or effects, that follow
from the delivery of practices,
products and services

Outputs
Tangible, immediate practices,
products and services that
result from activities
undertaken

Activities

MEASURABLE EFFECTS: IMPACTS, ALIGNMENT, AND INFLUENCE

¥

Impact Alignment Influence

Quantifiable, direct incremental change Direct incremental change caused by investors’
caused by investors’ individual individual market transactions in alignment

Change to paradigms (prevailing norms,
standards, structures) of the environment,

market transactions with, or in the context of, broader environmen-
(portfolio-level activities) tal, societal, or financial system goals

society, or financial system via improving
adaptability, connectivity, clarity,
or directionality
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STEP 2: ASSESS THE POTENTIAL EFFECTIVENESS OF TOOLS TO
ACHIEVE SYSTEM-LEVEL INFLUENCE

Investors can implement the Tools of Intentionality in various ways to improve systems’ adaptability, clarity,
connectivity and directionality and to achieve their system-level climate change progress indicators.

Assess tools’ effectiveness in achieving influence toward climate-change goals. Below we describe some of
the many ways that each tool can be used to generate influence related to climate change, provide select
examples of investors that already use each to address the issue, and provide a summary of the conclusions
investors or third-party evaluators might reach on the measurable influence that use of the tools might
generate. Some tools can have multiple uses and can overlap as to whom they influence (e.g., investors,
corporations or governments) and how they influence the climate system generally (e.g., increased adapt-
ability, clarity, connectivity or directionality). Investors currently employ certain tools (e.g., Self-Organization
and Interconnectedness) more frequently than others (e.g., Utility and Locality) to address climate change.

The tools are grouped by three types of general uses: field building (e.g., Interconnectedness, Self-orga-
nization, and Polity), investment enhancement (e.g., Solutions, Standards Setting, Diversity of Approach),
and opportunity generation (e.g., Additionality, Evaluation, Locality, Utility). For each of these, as well as for
each individual tool, measurement of the potential to generate (1) legitimacy for the issue addressed by the
tool; (2) cultural change within the financial industry with spillover effects into other system stakeholders in-
cluding corporations, governments, civil society organizations and consumers; and (3) the full realization of
their potential for influence within the system will depend on the level of their collective uptake across asset
classes by the largest members of the investment community.

» FIELD BUILDING
Self-Organization: Creating and Supporting Organizations that Can Act Collectively on Climate

In action. In a competitive industry where investors are not typically accustomed to working together
toward shared goals, building organizations that can pool resources and increase the potential for
system-level influence is a logical first step for issues of the complexity of climate change.

Self-organization can help investors work toward a wide variety of goals, including data transparency, cor-
porate engagement, and political influence, among others. Investors have formed a number of umbrella
organizations such as the Principles for Responsible Investment and the various Social Investment Forums
around the world through which they can address a range of challenges including climate change, but other
investor-based organizations that specifically target climate change are also being formed.

Existing Uses:

»In 2017, Global Investor Coalition on Climate Change (GICCC). GICCC consists of the Investor
Network on Climate Risk, (founded in 2004, now with 130 members, primarily U.S.), the Institutional
Investors Group on Climate Change (founded in 2006, now with 140 members, primarily European),
the Investor Group on Climate Change (Australian and New Zealand investors, plus others active
in the region, with approximately $2 trillion in assets under management) and the Asian Investor
Group on Climate Change. In late 2017 GICCC announced the launch of Climate Action 100+, a five-
year project committed to collaboratively engage the world’s largest corporate greenhouse gas
emitters on behalf of many of the world’s largest institutional investors. On the Climate Action
100+'s steering committee are the institutional asset owners California Public Employees Retire-
ment System, Ircantec, and AustralianSuper and the institutional asset manager HSBC Global Asset
Management. 35

» The Climate Solutions Collaborative (CSC) is a partnership of Confluence Philanthropy (represent-
ing foundations) and CREO (representing family offices), launched in 2016 to support asset owners
seeking climate-friendly investments. CSC operates a Re-investment Institute, participants in which
had invested $13 billion in such investments as of 2017. Among investors supporting the organiza-
tion are the Surdna Foundation and Pegasus Capital Advisors. 36
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Potential for Measurable Influence. Because Self-Organization can help overcome free-rider prob-
lems, collective action dilemmas and situations involving the tragedy of the commons, it is particularly
important in increasing connectivity and directionality at the system level. The potential for influence
exemplified by collective actions that self-organization enables can be seen in the increasing of the
investment community’s ability to work toward shared goals that benefit all (connectivity) and con-
tribute to the overall goals (directionality).

Because a considerable portion of the largest investors in the world is currently committed to orga-
nizations addressing climate change, increased connectivity and directionality among investors are
emerging and have the potential to influence other key components of the system—corporations in
particular, and governments as well.

Interconnectedness: Providing Useful Data, Analysis, and Debate on Climate Change

In action. Using Interconnectedness, investors launch and lead initiatives to create a common shared
base of mutually beneficial knowledge (e.g., data, analysis and debate) on climate change and the
transition to a low-carbon economy. These data provide an essential foundation for effective actions
by investors that, the more they are taken up individually, the greater good they produce for all.

Organizations outside the investment community that provide such data include: the Union of Con-
cerned Scientists, with its study The rise in global atmospheric CO2, surface temperature, and sea level
from emissions traced to major carbon producers;37 and the Global Carbon Project, a global partnership
of scientists providing a portrait of the complete carbon cycle, its dynamics and strategies for its
management.38 Many in the investment community have also supported organizations developing
climate-related data specifically tailored to their needs.

Existing Uses:

» Task Force on Climate-Related Financial Disclosures is a global initiative encouraging “voluntary,
consistent climate-related financial risk disclosures for use by companies in providing information
to investors, lenders, insurers, and other stakeholders.”39 Instrumental in its launch in 2015 was
the Bank of England under the leadership of Mark Carney in his role as Chair of the Financial Stabil-
ity Board and Michael Bloomberg of the private financial information provider Bloomberg Finance.
Among its Vice Chairs were representatives from the French insurance company AXA and the Brazilian
financial services firm Bradesco. Many asset owners and managers endorsed its recommendations.40

» Investors and financial services firms support CDP (formerly the Carbon Disclosure Project), which
provides data on greenhouse gas emission of corporations and governmental bodies, as well as other
environmental information. Its boards include representatives from the consultant Mercer’s Global
Responsible Investment Business unit (Mercer is subsidiary of the financial services firm Marsh & Mc-
Lennan, Inc.); the UK Green Investment Group; the investment management firm Churches, Charities
and Local Authorities and the Chair of the UK Financial Services Authority governmental regulatory
body.

» The Energy Transition Risk and Opportunities project has a toolbox consisting of databases with to-
tal estimated projected carbon emissions for companies in six key industries; two climate-change ref-
erence scenarios with associated risk indicators for integration into financial models; four risk mod-
els, specific to company risks, equity valuations, credit risk; and portfolio climate alignment analysis.
Several financial services organizations are collaborators in this project, including the Paris-based
2° Investment Initiative consulting firm, S&P Global, the European brokerage firm Kepler Chevreux,
the Institute for Climate Economics (a think tank co-sponsored by the French pension fund Caisse de
Dépots), and the Germany-based consultants The CO-Firm, as well as Carbon Tracker and the Sustain-
able Finance Programme at the University of Oxford Smith School.

Potential for measurable influence. Interconnectedness can help create a system in which increased
information flows prompt individual actions that strengthen the system, making it important in in-
creasing both clarity and directionality. The increase for the potential for influence brought by in-
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creasing the reliability of clear, decision-ready data (clarity) and the alignment of investors who then
rely on this mutually recognized date (directionality) will be helpful in creating a paradigm shift in the
lens through which investors assess climate risks and opportunities.

As Task Force on Climate-Related Financial Disclosure and CDP climate-related data suggest, inves-
tors are considerably interested in building a shared base of data on greenhouse gas emissions. The
increasing availability of data and endorsements of its expansion in scope and quality indicate that a
paradigm shift is underway.

Polity: Encouraging Public Policy that Helps Facilitate the Reduction of Greenhouse Gas Emissions

In action. Regulations, tax incentives, subsidies and other public policy initiatives can shift the direc-
tionality of the environmental system away from fossil fuels and enhance the overall clarity of infor-
mation about incentives for investors and corporations to readjust their policies and practices. Be-
cause the risks and unpredictability of climate change and its effects have the potential to impact the
performance of virtually all asset classes, investors are increasingly encouraging such public policies.

Existing Uses:

» In September 2014, in the lead-up to the COP 21 negotiations in Paris, in the Global Investors Statement on
Climate Change, 409 institutional investors from around the world representing $24 trillion in assets encour-
aged governments to adopt a broad range of climate-related policies and regulation (e.g., setting price on
carbon emissions; supporting energy efficiency and renewable energy; phasing out subsidies for fossil fuels;
and financing clean energy research). 41 The statement explicitly noted that “stronger political leadership
and more ambitious policies are needed in order for us to scale up our investments.”42

» In July 2016, a coalition of more than 40 investors with assets under management totaling $1.15 trillion
wrote to the U.S. Securities and Exchange Commission (SEC), urging it to increase its efforts to ensure better
corporate compliance with its 2010 guidance on material climate-related risks disclosure by corporations. 43

» People’s Bank of China, in its role as a financial regulator, has taken multiple steps to encourage the de-
velopment of a “green finance” infrastructure in China. The Bank of England has highlighted the risks to the
financial system and insurance industry of climate change, taken a leadership role in the Financial Stability
Board'’s call for increased climate-risk disclosure by corporations and investors, and promoted dialogue on
the risks of climate change within the financial community. 44

Potential for measurable influence. Polity can be useful in establishing clarity about how to align the
actions of investors and corporations with the goals of a system that prioritizes renewable energy sourc-
es (directionality) when investors encourage public policies that support that shift in alignment. This is
especially true when the broader investment community views such support as productive and shares
a commitment to endorsing laws and regulations that can help in shifting society’s paradigm from de-
pendency on fossil fuels as the single dominant source of energy generation to renewables.

Governments worldwide are taking initial steps to develop public policy initiatives to support the mitiga-
tion of and adaptation to climate risks and to facilitate a paradigm shift away from fossil fuels—with the
notable exception of the United States, where progress is nevertheless being made in such influential
states as California.

» INVESTMENT ENHANCEMENT
Solutions: Creating Investment Funds That Target Solutions to Climate Change

In action. With estimates running at $1 trillion per year necessary for investments in alternatives to fossil fuels
to minimize the worst of climate change’s impacts, it is crucial that investors demonstrate market demand
for such products and allocate assets to them. 4> Taking the intentional step of creating “solutions-specific”
funds can send a signal to energy providers powerful enough to create a flexible set of climate-related solu-
tions that enhance the adaptability of the system as a whole. Solutions-oriented investments demonstrate
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not only how investors can profit from the challenges of climate change, but how they can solve them.
Existing Uses:

»In 2017, the world’s largest money management firm, BlackRock, raised $1.4 billion for its Renewable
Income UK fund—reportedly the largest single renewables fund ever raised. In 2016, it raised $724 million
for a Renewable Income Europe fund. More generally, a rapidly growing number of private equity firms
such as New Energy Capital and Mainstream Renewable Power, among others, specialize in investments
in renewable-energy generation projects. 46

» As of July 2017, for the first time since 2008, private funds raised for renewables outpaced those exclu-
sively for conventional power. As of that date, private investment funds had raised $4.8 billion for invest-
ments solely in renewables, as compared with $1.9 billion for conventional power infrastructure. An addi-
tional $19 billion had been raised in the first half of 2017 by private funds for investments in a combination
of renewables and conventional energy projects. 47

» Public equity managers are offering an increasing array of products oriented toward climate-change
solutions including renewables. Among these are Generation Asset Management’s Climate Solutions
Fund and Boston Common Asset Management's U.S. and International Sustainable Climate Equity Funds.

» Asset owners are also allocating funds to climate-change solutions. The Dutch pension fund man-
ager PGGM, for example, has included climate as one of the four solutions targets (along with food
security, healthcare and water scarcity) for an allocation of what will ultimately be at least €20 billion
(US$23.3 billion) by 2020. In 2014, the University of California’s endowment announced that it would
set aside $1 billion for investments in solutions to climate change.

» Green bonds, many of which fund climate-related mitigation and adaptation projects, have become
an increasingly popular option among institutional investors, with estimates of the size of the green
bond market running at approximately $200 billion in 2017. 48

Potential for measurable influence. The Solutions tool helps investors build a solid foundation of
long-term investment opportunities while simultaneously increasing the adaptability of the system
to respond to the climate change crisis. Such investments can shift the paradigm from an inflexible
dependence on fossil fuels to a more adaptable system of diverse renewable energy sources.

Standards Setting: Establishing Criteria for Investments that Pose Climate Risks

In action. Clear statements of norms and standards when it comes to investments related to
greenhouse gas emissions are necessary if there is to be a paradigm shift in investment prac-
tice and business norms. Although divesting from the owners of coal, oil and natural gas assets
is controversial in terms of traditional asset management, it makes a clear statement about
the needed directionality of the system. When broadly publicized, these statements promote
debate on the significance of climate change, keep the issue in the public eye, remind key de-
cision-makers about the urgency to act and ultimately can help to shift public opinion on the
issue.

Existing Uses:

» In November 2017, Norges Bank Investment Management, the asset manager for Norway'’s $1 tril-
lion sovereign wealth fund, announced that it was considering divesting from oil-company stocks.49
It had previously divested from coal companies.50

» The Rockefeller Brothers Fund announced in 2014 that it would divest from fossil fuel companies
starting with companies involved in coal mining and Canadian tar sands. Because of the connection
of the Rockefeller fortune with the oil industry, this decision received considerable public attention.
Similarly, the Church Commissioners for England have a policy of not investing in thermal coal
firms. 51
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» In January 2018, New York City announced plans to divest its pension fund from fossil fuel compa-
nies. 52

Potential for measurable influence. Standard Setting can send a clear message about the need to
align climate-related actions with system-level goals, and thus can influence the directionality of the
system.

The decisions to consider divestment from fossil fuel companies by the high-profile investor Norges
Bank and others are influential in keeping the question of appropriateness of investments in fossil
fuels in the public eye. Similarly, growing direct engagement by investors worldwide with the largest
corporate greenhouse gas emitters keeps this issue on the radar of corporate management, utilities
and their regulators, and the investment community as a whole. Through public debate, these initia-
tives encourage gradual realignment of practice and a shift in the perspective and alignment of both
investors and corporations.

Diversity of Approach: Adopting Multiple Investment Approaches to Addressing Climate Challenge

In action. By targeting multiple strategies to address climate-change risks and opportunities, asset own-
ers can increase the potential effectiveness of their actions. By including climate change among multiple
responsible-investment-related offerings, asset managers can capture the full range of clients wishing
to address the issue. Doing the above signals that the investment community and its stakeholders are
increasingly aligned to address climate change. Given the complexity of the current fossil-fuel-dependent
economic system and its relationship to the global environment, a focus on multiple approaches and a
maximum mobilization of concerned investors are likely to be necessary to achieve paradigm shifts.

Existing Uses:

» In October 2016, the New Zealand Superannuation Fund announced that it would substantially shift
policies toward low-carbon investments. It set a goal of reducing its exposure to carbon reserves by
40% and to reduce the carbon intensity of its holdings across all asset classes by 20% by 2020. At the
same time, it also pledged to increase its investments in “alternative energy, energy efficiency and
transformational infrastructure.”s3 In August 2017, it shifted NZ$950 away from companies with high
carbon emissions in its passive equity portfolios. 54

»In 2012, Morgan Stanley launched its Investing with Impact Platform for its wealth management
clients. It set a target of US$10 billion invested through the platform by 2018. Clients, including those
concerned with climate change, can develop an individualized investment approach, but Morgan
Stanley aligns all investments with one of four themes that it categorizes as values alignment, ESG
integration, thematic exposure and impact investing.55

Potential for measurable influence. Through their use of Diversity of Approach, investors signal that align-
ment of fundamental investment practices with the goals of a climate-related paradigm shift is essential,
representing a new directionality for the financial community. They also acknowledge that the complexity
of climate-related risks demands multiple approaches to increase the adaptability to its varied challenges.

The current trend among money managers, large and small, to serve investors with sustainability con-
cerns including those seeking a shift to a low-carbon economy, appears to be increasingly widespread.
The recent decision by a financial institution as prominent as ABN-AMRO, for example, to incorporate sus-
tainability considerations, presumably including those relating to climate change, for all new investment
clients holds the promise of an emerging paradigm shift among financial services companies. In general,
the new norm in the financial community is increasingly to offer such options.

» OPPORTUNITY GENERATION
Additionality: Ensuring that Developing Countries Can Transition to a Low-Carbon Economy

In action. Using Additionality, investors support developing countries (disproportionately exposed to cli-
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mate risk) in the shift to reliance on renewable energy and adapting to the effects of climate change—
which they often lack the resources to do alone—as is currently most commonly done by multilateral
development financial institutions. 56

Existing Uses:

» Multilateral development banks including the African Development Bank, Asian Development Bank, Euro-
pean Bank for Reconstruction and Development, Inter-American Development Bank, and World Bank Group
(including the International Finance Corporation) support the $8.3 billion Climate Investment Funds, which
include a Clean Technology Fund and a Scaling Up Renewable Energy in Low Income Countries Program that
are dedicated to helping low-carbon-emissions energy programs and climate-resilient infrastructures in 72
developing countries. 57

» Bridges Fund Management’s mission to serve underserved communities includes making investments
to improve the environmental sustainability of, and decrease carbon emissions (renewable energy) from,
buildings in the U.K. and the U.S.

Potential for measurable influence. Additionality can help the least developed nations adapt to the risks
of climate change and increase their ability to capitalize on opportunities to build a low carbon economy
(adaptability). Financing from both the private and public sector can help to promote the stability of these
nations and their resilience to climate change, as well as their ability to benefit from economic growth based
on models with minimal reliance on fossil fuels.

Locality: Addressing the Implications of Local and Regional Transitions away from Fossil
Fuels in Support of Broader Global Paradigm Shifts

In action. Because transitions to a renewable energy economy necessarily play out at local or regional levels,
they will inevitably impact, either positively or negatively, regional dynamics, trends, and opportunities. Re-
sistance to this transition can be strong without local adaptability to a shift away from fossil fuels unless the
negative impacts of these investments are minimized and their potential for positive impact is maximized. As
Nick Robins, writing in ESG Magazine, has pointed out, “investors have yet to appreciate the potentially nega-
tive implications for workers and communities [that are] dependent on high-carbon industries: in effect, the
risk of stranded employees and stranded communities.” These local transitional risks require “a place-based
approach to climate investing.”s8 Implicit in the need to address complex local dynamics disrupted by such
a paradigm shift is connectivity among investments within a given region to better facilitate adaptation to
this change.

Existing Uses:

»In a 2017 study for the Organization for Economic Co-operation and Development (OECD), the Just Tran-
sition Centre, a project of the International Trade Union Confederation, recommended the development of
a set of Shareholder Resolution Principles that could be adopted by investors concerned with transitional
challenges taking place at local levels. The study also recommended that the Task Force on Climate-Related
Financial Disclosures should be expanded to include “just transition plans for vulnerable workers and com-
munities.” 59

» The Just Transition Fund partners with philanthropies to help local communities and regions in the United
States adapt to employment and business challenges posed by the transition away from fossil-fuel depen-
dency, but also has an Impact Investing Initiative that connects impact investors “to new opportunities with
promise for large-scale economic impact and job creation in coal-impacted communities.”60

»In 2016, CalPERS took a 25% ownership position in a solar-energy project based in California that is
supplying energy to the local market. 61

Potential for measurable influence. Renewable energy might provide opportunities for stable, long-term
wealth generation within local contexts in the long run. In the short term, however, climate change related
dislocations can be substantial; the ability of localities and regions to adapt to them is only possible through
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a regionally interconnected and mutually supportive program of investments (connectivity). Pursuit of bal-
anced and stable local economic systems is increasingly compelling in today’s complex world where region-
al instabilities can cause global disruptions.

Evaluations: Incorporating the Concept of Natural Capital into Investment Analyses,
Policies, and Practices

In action. Investors that embed the difficult-to-value concept of natural capital into their analyses, policies,
and practices across all asset classes, signal a long-term commitment to the preservation of the stability of
the climate and other natural resources on which they depend. Incorporation of the concept into their belief
statements enshrines this approach as fundamental to their practice for the foreseeable future.

Existing Uses:

» The California Public Employees Retirement System (CalPERS) includes in its investment belief statement
reference to “physical capital”—in addition to “human capital” and “financial capital”— as a vital resource
for the environment's health and therefore an important consideration in its investment management.62

» The Australian Construction and Buildings Unions Superannuation fund signals the importance to its in-
vestment goals of various capitals throughout its 2016 Annual Integrated Report, including natural capital,
along with financial capital, manufactured capital, human capital, intellectual capital, and social and relation-
ship capital. 63

Potential for measurable influence. Investor use of Evaluations can change the directionality of a system;
integrating the concept of natural capital into fundamental investment beliefs, analysis, policies, and prac-
tices can help to embed the concept of the preservation of natural capital—with its implications for the
assessment of the value of a shift away from current fossil-fuel dependency to preserve the stability of the
climate—within the fundamental beliefs of the investment community.

The commitment of CalPERS to the concept of physical capital—and by implication to the preservation of
natural capital—has the potential to be influential within the investment community. Moreover, the general
interest of investors in alignment with the SDGs is likely to prompt increased awareness of the issue.

Utility: Promoting the Use of The Asset Class Best Design To Create Paradigm Shifts on Greenhouse
Gas Emissions

In action. A wide range of technologically innovative renewable energy technologies will increase the adapt-
ability of the system to the transition to renewable-energy. Venture capital is by design the asset class best
suited to generating the disruptive technological innovation capable of catalyzing this kind of technologically
driven paradigm shift. Investors might therefore pursue venture capital funds to provide leadership in ad-
dressing climate change.

Existing Uses:

» Venture capital funds typically target sectors with higher potential returns than renewables—primarily
technology and drug companies. For example, in 2015 out of $63.3 billion of venture capital investments,
$28.1 billion went to internet companies, $21.8 billion to software startups, $6.6 billion to biotechnology
firms, and $4.7 billion to pharmaceutical companies, while renewables were not even on the list of the ten
top sections receiving funding.64 From 2006 to 2011, however, clean technology was among the sectors fa-
vored by the venture capital industry, with investments hitting $4.3 billion, or 16.8% of overall allocations. By
2016, cleantech accounted for only 7.6% of total funding and venture capital firms had lost, by one account,
approximately 50% of the total of $25 billion they had invested between 2006 and 2011. According to the
2017 study Clean Tech 3.0: Venture Capital Investing in Early Stage Clean Energy, A Changing Investment Climate
by representatives of Ceres and the Clean Energy Venture Fund, the venture capital market for clean tech-
nology firms has recently rebounded with $2.3 billion in new investments in the first quarter of that year. 65

Potential for measurable influence. Aligning investor focus on climate change with the unique societal func-
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tions of individual asset classes can enhance their influence. Venture capital provides one such opportunity
givenits inherent bias to disruptive technological innovation that can enhance the adaptability of the system.

Assess whether implementation of selected tools is effective in leading to collaborative action. Before
measuring whether their use of the Tools of Intentionality is helping them to positively influence climate
change, investors can assess whether they are effectively using the tools and to ensure that they are acting
in support of positive system-level paradigm shifts rather than in conflict with them. That is, they can answer
the basic question of whether they are effectively using the Tools of Intentionality to produce collaborative
action that could lead to system-level paradigm shifts, and whether they are acting in support of such shifts
rather than in conflict with them.

Examples of such indicators specific to climate change are outlined in Table 2.3 below. The examples are not
exhaustive, but rather are suggestive and intended to help investors and evaluators assess and measure the
effectiveness of their implementation of their system-level investment strategies and begin to think about
how they might assess their use of the Tools of Intentionality to encourage a global paradigm for energy
consumption from fossil fuels to renewable energy sources.

Table 2.3. Indicators that Investors are Effectively Using the Tools of Intentionality in Support
of a Paradigm Shift away from Fossil Fuels and Toward Renewable Energy Sources

Example Criteria for Assessing Implementation Effectiveness

Launched, led, or actively participated in an organization that increased the capacity of the financial community <<in this way>> to address climate
change through <<activity>>
Launched, led, or actively participated in an organization that encouraged <<corporation(s)>> <<in this way>> to respond to concerns about climate

Self- change through <<activity>>

E’ Organization Launched, led, or actively participated in an organization that encouraged <<government or regulatory body>> to establish policy that facilitates
5 increased or improved investments in solutions to climate change or that discourages investments that perpetuate climate change
]
o
k-] mCreated or helped to create a resource of academic and other studies documenting approaches to the valuation of ecosystem services and natu-
o Interconnect- | ral capital; Helped investors (<<specify>>) gather, analyze, or incorporate into their investment analysis data on climate risk
w edness mEncouraged <<corporations>> from <<industry>> to disclose reliable data on performance related to greenhouse gas emissions
Polity Led efforts that encouraged <<government or regulatory body>> to establish policy that facilitates increased or improved investments in solutions

to climate change or that discourages investments that perpetuate climate change

Solutions Developed and/or invested in funds to solve, not simply profit-from, climate change challenges

Led or otherwise participated in the development of standards for investments in <<industry>> based on widely accepted norms related to
climate change that discourage investments that violate those norms and encourage investments that support meet agreed-upon criteria for
Standard positive practice to be used by <<investors>>

Setting @mSet standards for investments in <<industry>> based on widely accepted norms related to climate change that discourage investments that
violate those norms and encourage investments that support meet agreed-upon criteria for positive practice

Investment
Enhancement

Diversity of | Targeted multiple strategies to address climate change risks and opportunities including <<specify>>; provided clients with a range of products and
Approach approaches <<such as>> for investing to address their climate change concerns

zlnvested in climate change adaptation and/or renewable energy projects in <<developing country>>
Led efforts to encourage <<government or regulatory body>> to facilitate climate change mitigation and adaptation investments in underserved

Additionality communities
c
=
E Helped investors (<<specify>>) cultivate a deep understanding of the risks and opportunities of climate change for <<geographic area>>
o Localit wInvested in securities such as green bonds or corporations focused on promoting <<geographic area’s>> adaptation to and mitigation of climate
g Yy change
(L)
2
= @Incorporated natural capital assessments in investment analysis; developed an approach to doing so that can be used by other investors
2 Evaluations @Required that <<corporations>> from <<industry>> provide data on natural capital performance; encouraged them to incorporate such informa-
° tion into their business models.
o
o
o

Utility Invested in venture capital and private equity investments with a renewable energy focus
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STEP 3: MEASURE INFLUENCE ON CLIMATE CHANGE-RELATED PARADIGM SHIFTS

Investors can measure their progress toward the goal of shifting the global paradigm for energy consump-
tion from fossil fuels to renewable energy sources. That is, they can measure whether they are positively
changing the adaptability, clarity, connectivity, and directionality of the environment, society, and financial
system in support of a paradigm shift away from fossil fuels and toward renewable energy sources. In as-
sessing their progress against these indicators, investors answer the more complex question of whether they
are achieving their overarching influence goal of a paradigm for energy consumption from fossil fuels to re-
newable energy sources. That is, whether their influence on system characteristics contributed to positively
shifting paradigms (prevailing norms, standards, and structures) around energy production and consump-
tion. Examples of such indicators specific to climate change by system characteristic are outlined in Table 2.4
below. These examples are suggestive and not at all exhaustive. The table also includes real world examples
of indications that climate change-related paradigm shifts are currently underway.

Table 2.4. Indicators that Investors are Positively Changing Characteristics of Environment, Society, and Financial
System in Support of a Paradigm Shift away from Fossil Fuels and Toward Renewable Energy

System
Characteristic

Example Indicators that Investors are Influencing the Characteristics of Systems

Real World Examples
of Such Shifts in Action

Adaptability

The global economy can adjust to
shocks and major disruptions to

the environmental system given
decreased dependence on fossil fuels
and increased availability of and de-
pendence on a range of renewable
energy sources.

» A substantial percentage of investors increasingly supply and demand climate
change solutions-oriented funds

» A substantial percentage of investors invest in a diverse range of renewable
energy technologies across all asset classes

» Venture capitalists are investing in a broad spectrum of renewable energy technol-
ogies and strategies

» Investors understand and are using the full range of the Tools of Intentionality
(e.g., Polity and Solutions) to address the transition risks in a shift from fossil fuels to
renewables

Arecent report by Ceres and the Clean Energy Venture
Group indicates that a shift toward increased invest-
ment opportunities in clean technologies, including
renewable energy, may be underway.

Clarity

Data and analysis are adequate for
understanding the risks of the global
economy’s dependency on fossil
fuels and the rewards of a shift to
renewable energy, representing a
major increase in clarity about the
nature and urgency of the climate
change crisis.

» A substantial percentage of investors support increased disclosure of climate-risk
data through organizations such as CDP, Task Force on Climate-Related Financial
Disclosure, the Global Reporting Initiative, Sustainability Accounting Standards
Board, Reporting 3.0, International Integrated Reporting Council, and Sustainable
Stock Exchanges

» Data is increasingly available to help investors identify the industries and
companies that pose the greatest climate-change risks

» A substantial percentage of investors incorporate climate-risk data in develop-
ment of investment policies and practices across asset classes and collaborate with
peers to address the sources of greenhouse gas emissions and the challenges of a
transition away from fossil fuel dependency

» Scientific analysis increasingly refines stakeholders’ ability to understand the con-
sequences of increased concentrations of greenhouse gases (e.g., extreme weather
events including floods, droughts and storms; rising sea levels; acidification of the
oceans; regional fresh water shortages; and the decline in the availability of arable
land) and related challenges (e.g., mass migration of populations (so-called “climate
change refugees”) and disruptions to global food sources and access to fresh water)

Uptake by corporations, financial institutions and
investors of the recommendations of the Task Force
on Climate-Related Financial Disclosure indicates
that the availability of such data is becoming broadly
recognized as a baseline standard in the investment
and corporate communities.

Connectivity

Investors, corporations, and gov-
ernments establish and adhere to
climate change policies and practices
that are beneficial to all stakeholders
and to the system itself. Investors
shift away from competitive, siloed,
and specialized behavior toward
collective action to address climate
change as a community and for the
benefit of the community.

» Investors are collaborating globally to engage corporations on the importance of
reducing their greenhouse gas emissions, thus shifting expectations for corporations
and other entities, and with regulators on climate-related disclosure requirements
» Investors routinely sign joint letters addressing governmental bodies on climate
change

Investors with trillions of dollars of assets under man-
agement coordinate climate-related engagements
with corporations and policymakers through the
Interfaith Center on Corporate Responsibility and the
Principles for Responsible Investment's Collaboration
Platform, as well as are members of the recently
launched Climate Action 200+ initiative.

Directionality

Investors corporations and govern-
ments readjust their fundamental
strategies to align with the goals of
reducing greenhouse gas emissions
and increasing dependence on
renewable energy sources.

» A substantial percentage of investors demonstrate an understanding of the
necessary role of regulatory change in shifting the global economy away from
fossil fuels and act on that understanding through supporting changes relating
to a transition to low-carbon economies that affect the fundamental operations
of the financial markets

» A substantial percentage of governments/regulatory bodies have established
new policies or rules intended to encourage positive investments in renewable
energy

In 2015, governments from around the world met in
Paris at the United Nations 21st Framework Conven-
tion on Climate Change and agreed to announce their
Intended Nationally Determined Contributions to
greenhouse gas emission reductions.

Also in 2015, promulgation of Article 173 of the French
Energy Transition Law required companies to disclose
their climate-related financial risks and policies to man-
age them, and investors to disclosure how they are
integrating ESG factors into their decision-making and
are aligning these decisions with the country’s energy
plans for a transition away from fossil fuels.
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3. Implications and Further Needed Research

This report outlines a preliminary roadmap to assessing system-level and SDG investing, and provides an
example of how that roadmap can be used to address the system-level issue of climate change. However
thorough, the research and this report also raise various questions for exploration as part of future work on
developing system-level strategies, investor contribution to progress toward the SDGs, and measuring the
influence of system-level investment. More specifically, the research raises issues regarding how the Tools
of Intentionality are manifesting with corporations and government, reporting on system-level investing
progress, identification of data sources for system-level indicators, cross-walking the roadmap with other
measurement frameworks and initiatives, further exploration of system-level considerations and market
beta, and designing compensation and system-level based incentive structures.

» CORPORATIONS AND GOVERNMENT

Beyond the investment community, corporations and government are two of the other target groups that
are crucial for achieving system-level influence goals. The ability of asset owners and managers to assess
the impacts of their investments at systems levels depends, to a certain extent, on their ability to understand
how the corporations in which they invest have or have not taken systems-level considerations into account.
Similarly, government institutions like central banks have historically been charged with maintaining stability
in the finances and growth of national economies—and they increasingly view the financial, environmental,
and societal systems as fundamentally connected, and acknowledge that the environmental and societal
systems’ health is closely linked to long-term economic prosperity.67

In either case, more research is needed to determine how the Tools of Intentionality—or variants and exten-
sions of the concepts—are manifesting with corporations and governments, which would then pave the way
for the opportunity to more consistently and credibly assess the effectiveness of these activities.

» REPORTING

While the implications of what the integration of system-level considerations means for a framework for
measurement are becoming clearer, the opportunity to explore the implications for reporting are still quite
ripe. In the same way that measurement at the portfolio-level is different from that at the system-level,
system-level reporting will necessarily differ from the kind of portfolio-level reporting on social and environ-
mental impact that is now being done (i.e., counting the megawatts of renewable energy generating capac-
ity created, or micro-loans made, or affordable housing units built). Key questions that need to be explored
further include: What is the relationship between system-level reporting and various indicator frameworks
(like the SDGs)? How does such reporting relate to, or compliment, Principles for Responsible Investment re-
porting and other types of sustainability and impact reporting? How does it relate to financial performance
reporting?

» DATA SOURCES

This report helps investors justify which system-level issues they might focus on and establish corre-
sponding goals, select tools for achieving these goals, and measure progress toward achieving the
goals. It does not provide guidance on how an investor might obtain data on recommended measure-
ment indicators. This is a key consideration and one that is fundamental to determining the quality
and credibility of the assessments generated. For instance, while some investors rely on surveys and
third-party research to obtain data on their investments, others utilize statistics bureaus to obtain data
on the indicators they track. Many of the data sources recommended for metrics and indicators asso-
ciated with IRIS and the SDGs are also applicable to this roadmap. That said, as investors engaging in
system-level investing grow in number and activity, so too will the sophistication with which they design
influence assessment indicators that measure adaptability, clarity, connectivity, and directionality.

» ALIGNMENT AND LINKAGES WITH OTHER FRAMEWORKS AND INITIATIVES

This report highlights various metrics, frameworks and resources related to portfolio-level measurement of

38



impact and environmental, social, and governance (ESG) considerations. Still other frameworks
and initiatives have emerged for system-level insights such as alternatives to gross domestic
product (GDP) as a measure of the health of society that have been developed by such organi-
zations as the Social Progress Imperative (Social Progress Index), New Economics Foundation
(Happy Planet Index), and the Genuine Progress Project (Genuine Progress Indicator) or the U.N.
Development Program'’s indicators for the measurement of progress at a national level along a
range of social and economic factors under the rubric of the Human Development Index, to name
just a few.68

With the exception of the GIIN’s IRIS and the U.N.’s SDGs, however, this report does not generally
speak to if or how leading principles, guidelines, indicators, tools, ratings and rankings align with
and/or link to this roadmap. For example, while the PRI is a framework for responsible invest-
ment, the IRIS catalogue of metrics can support adherence to components of it.69 A similar cross-
walk needs to occur between this roadmap and other resources and approaches to demonstrate
how influence measurement aligns with or otherwise compliments existing efforts.

In addition, further exploration should be made of how the approach to system-level consider-
ations outlined here relates to calls for reforms of the financial system such as those of Aviva in
its Roadmap for Sustainable Capital Markets, the U.N. Environmental Program’s Inquiry: Design of
a Sustainable Financial System, and the High Meadows Institute’s Future of Capital Markets project.

» FINANCIAL PERFORMANCE

As touched on briefly in the Supplemental Appendices companion document to this roadmap,
system-level factors can affect entire markets, and hence all portfolios, in substantive ways. In-
vestors on the whole benefit from the performance of the overall markets, driven in large part
by the performance of the economy. It is this market “beta”—swings in benchmark performance
against which investors’ performance is often measured—that is the primary source of long-
term returns, rather than the “alpha” that individual investors generate by outperforming (or
underperforming) benchmarks. 70 Alpha is a zero-sum game, difficult for any single manager to
generate consistently and impossible for more than half of all capital invested to claim at any
one time. More research is needed to help demonstrate how market beta represents an extra
advantage to investors through the creation of long-term value and benefits them individually
and collectively.”!

» COMPENSATION AND SYSTEM-LEVEL BASED INCENTIVE STRUCTURES

To align interests and motivate performance, numerous investors have begun to implement im-
pact-based incentive structures across asset classes. For instance, in the private equity space a num-
ber of investors have implemented impact-based incentive structures or have participated in funds
with such practices. The GIIN profiled three such entities—including Aureos Capital’s Africa Health
Fund, Core Innovation Capital, and UBS—that use “the traditional private equity or fund of funds com-
pensation model as the basis for their impact-based incentive structures.”72 Researchers identified a
series of related key considerations these investors make to “determine a compensation design that
aligns with their financial and impact objectives” including: whether or not incentives should address
the portfolio’s short-term or long-term performance (or both), penalize and/or reward investors for
the extent to which impact targets are met, etc. 73

Researchers at FCLT Global traversed similar terrain in the public equity space and the broader in-
stitutional market more generally by calling attention to the importance of embedding long-term
objectives into investment management mandates (or contracts) that define the relationships be-
tween asset owners and asset managers. Key considerations for provisions specifically orientated
towards long-term goals include whether or not incentives support a long-term relationship, the
ongoing communications concentrate undue attention on the short-term, the focus is on leading or
lagging indicators or performance, etc. 74 Incentive-based considerations like these will also need
to be considered when determining a system-level based compensation structure that serves to
motivate and guide investor activity.
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4. Conclusion

System-level frameworks like the U.N. Sustainable Development Goals present a powerful oppor-
tunity for a diverse set of investors to contribute environmental or social impact through individu-
al market transactions (i.e., portfolio-level strategies) and to align their policies and practices with
broader system-level objectives. Thus far, though, little in the way of guidance helps investors that are
struggling to answer the fundamental question: How can I measure whether I, as a long-term investor,
have contributed to promoting the long-term wealth-creating potential of the environment, society, or the
financial system?

Central to the answer to this question of measurement is determining how investors can influence
four foundational characteristics of these environmental, societal, and financial systems. These char-
acteristics—adaptability, clarity, connectivity, and directionality—serve as the core indicators of sys-
tems’ health and resilience (or lack thereof). With these indicators as beacons lighting the way, inves-
tors can chart a course to assess system-level issues appropriate for their consideration and establish
effective goals for influence against which to measure progress. In doing so, they can also assess the
potential usefulness of the tools available to them and the effectiveness of the tools they have select-
ed. Ultimately, this will allow them to assess their influence in determining changes at the system-lev-
el itself and the potential contribution of their role.

Investors might already be familiar with a few of the stops along this road. But much of what asset
owners and managers encounter may seem foreign as it draws from the field of systems dynamics
to bring into focus how investors, individually or collectively, can achieve system-level influence and
paradigm change.

To be sure, much work still needs to be done. System-level reporting, data sources for metrics and
indicators, and incentive structures are just a few areas that need be better charted. What is clear,
though, is that measuring the effectiveness of system-level investing is possible; it is the foundation
upon which investors can base consistent, system-wide impact over time and protect the ability of
their funds to generate returns in the long term. To paraphrase the business management pioneer
Peter Drucker, the only way investors will be able to effectively manage the wealth-creating potential
of these systems is if they measure their influence on them.
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