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PREAMBLE 



			Since the 2021 and the implementation of SFDR and new norms on Sustainable Finance in Europe, the financial industry evolved to include ESG criteria in its products and processes. Thanks to regulatory pressures and public opinion, Sustainable Finance is becoming THE new standard for financial centres across Europe. However, a lack of knowledge and common definitions are still present to define its key concepts. 


			Everybody knows what an equity or a bond is, but few have a clear understanding of the PAI, Blended Finance or positive/negative screening… To fight against scepticism, education, as usual, is an essential tool to establish standards in Sustainable Finance. 


			Since 2021, EFPA Luxembourg launched an original initiative to democratise best practices in Sustainable Finance and establish clear and common definitions for its key concepts. Today, the EFPA ESG Handbook is joined by more than fifty entities and seventy co-authors sharing the same ambitions. 


			Over the EFPA ESG Advisor certification, launched in 2021 and owned by more than 8’000 financial advisors across Europe, the European Financial Planning Association (EFPA) wants to help to close the gap between the current level of information and the level necessary due to increasing regulatory requirements around the integration of ESG criterion. This is why, the EFPA ESG Handbook is becoming digital, with the addition of a dedicated website to enrich its content, improve its update, and avoid its obsolescence. On this site, readers will find enriched content, a regularly updated information base and practical tools for filtering the various headings on the site.


			Always with this aim of a deeper understanding, EFPA Luxembourg publishes an update of its manual EFPA ESG Handbook. To achieve our goal, we decided to enlarge this endeavour to a wider range of contributors from different backgrounds. The goal remains the same: to portray the most diverse landscape of what Sustainable Finance is today, and what it could be tomorrow. 


			Between new contributions and former ones, we approached this project with the desire to give flexibility to the authors while, at the same time, ensuring all aspects of the matter at hand were covered. Special thanks go to all the contributors, the former and the new ones, for their amazing intellectual effort, sharing with us their vision of Sustainable Finance. We believe this will provide invaluable information to the reader.


			History, regulation, investment products, investment process, risk management… this handbook offers a 360° point of view over the landscape of the Green Finance. We hope this journey will help the reader to have a better understanding of what Sustainable Finance means, looking at its framework, its aims, and its challenges. I wish you a pleasant reading.


			Special thanks to Eduardo and Claire for their incredible contribution to this project,


			Patrick Levaldaur 


			General Secretary 


			EFPA Luxembourg 


			Chairperson of the SQC 


			EFPA Europe 


		




		

			GENERAL INTRODUCTION


			From an investor’s perspective, we are, without a doubt, at a critical turning point. If the ’60s were most probably obsessed by the return on investments and nothing else. Then in the ’90s, the risk factor began to play a growing role in the decision process, with numerous academic research around it. To come back to the turning point, we need to introduce a third dimension in our decision process, the impact of the investment in itself. This profound change of paradigm now also introduces the whole complexity of Environmental, Social, and Governance factors (ESG).


			The difficulty to enter a three-dimensional environment has to be treated with respect and humility. The Client Advisor needs to address his client with adequate knowledge and skills to professionally cover the client’s demands and requirements. Sustainable and Responsible Investments are critical pillars of the financial industry.


			It is already our third Edition of our EFPA ESG Handbook, and we realize through our numerous observations that we have an abundant literature on Sustainable Investments, Responsible Investments, Corporate Performance towards ESG themes, Green Economy as well as Environmental Corporate Ethics. Research Centres and Think Tanks bring a lot of value in this respect. But one domain which is clearly less covered so far is the one of bringing together all the best practices on these ESG issues and the identification of future needs in terms of innovation. In other words, there is a sweet spot to put in place a handbook for practitioners written by practitioners and this will be our mission moving forward. Delivering on a regular basis a collective book which would bring to our readers the synthesis of the current status of the best practices seen by the practitioners and all the related stakeholders of the Responsible Investment. As it is, for many years to come, a continuous moving target, a work in progress, our motivation to do so is emphasized by the fact that we could give light at important crossroads, as a sea lighthouse. This is also why our ambition will be to progressively move our work from a Luxembourg contribution to a true Pan European contribution.


			However, another important role of our Handbook is to be an additional study guide for the many cohorts of Financial Advisors and Wealth Managers who want to be adequately certified via our EFPA ESG Advisor Certificate. Even if it will certainly not replace the 24-hours course bringing to the exam, it will be a real add-on in order to better illustrate in a very practical way, the provided learning material.


			Our long-term goal is quite clear: the regular reading of our handbook should be essential for the professionals of the financial industry, in Europe and elsewhere in the world.


			Climatic actions and measures are not new. The Kyoto Protocol in 1997 was even a significant milestone. The CO2 quota system used in Europe, China, Korea, and North America are obvious tentative to control the CO2 emissions better. Additionally, COP 21 in Paris had the same ambitious goal. However, we were never able to reduce CO2 globally until COVID-19 made it happen in just a few weeks during the first semester of 2020. To slow down the circulation of the virus, billions of humans stayed home. Consequently, CO2 emissions went down in a way that nobody could imagine. The historical decrease in emissions had a marginal impact on the massive quantity of CO2 in the atmosphere, which is at the origin of global warming. What is now critical and essential is at short and medium-term our capacity to understand the impact of 2020 and to be able to learn out of it quickly.


			Nowadays, we have a better understanding concerning the negative impact of transportation, industrial production, electricity production, etc. Likewise, we understand the elasticity between production and emissions. Today, we know that CO2 emissions decrease three times faster than the GDP decrease. These learnings give us early warnings of needed adjustments and show us the direction of the transformation to save our planet.


			In the future, some actions we used to do will look odd and inadequate, like eating strawberries in the middle of the winter. Instead, let us eat in the season the products cultivated next door.


			Subsequently, we should also look with optimism towards the European Green Deal, an entirely new paradigm. A lot is at stake, but it needs many conditions to be successful: political cohesion within the European Union and a political and regulatory framework to limit risks and costs.


			Let us come to the first part of our EFPA ESG Handbook, which puts the basic building blocks in place.


			What do we want to achieve here?


			We need to start with the whole set of definitions related to ESG, socially responsible investments (SRI), Impact Investment, green finance, etc. Having a shared understanding of all these concepts, from basic exclusion to Impact Investments, is essential. From there, we will move to crucial concepts in a historical context to understand the whole development of ESG.


			Next, it is necessary to describe the progressive transformation from shareholder capitalism to stakeholder capitalism. The World Economic Forum (WEF) is trying to instil the crucial drivers of such a transition where profit optimization is no more the single and absolute goal in our society.


			Finally, we are convinced that history in terms of main international agreements will help us understand what is happening now. Accordingly, it is needless to say that the European Commission initiatives in ESG are vital to have in mind: Action Plan on Financing Sustainable Growth, including the European Taxonomy, the Ecolabels, and the European Green Deal.


			Roger H. Hartmann


			Chairman of the Board of Directors


			EFPA Luxembourg


		




		

			
PART 1 
KEY DEFINITIONS,
DEVELOPMENTS AND DRIVERS



		




		

			
I. 
ESG: Environmental, Social and Governance



			What it is and what it encompasses


			 ESG is an acronym that stands for Environmental, Social and Governance (ESG). Even though it is composed of only three letters, it is a compelling term used to simplify the intricacy of a large variety of topics linked to each of these three words. In this regard, it refers to different and complex aspects related to the environment and our planet, to social issues and human rights, and to governance matters, such as the examples presented in the image below.
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			Source: Luxembourg Sustainable Finance Strategy


			The acronym is now globally recognised, and often used as a synonym of Sustainability, given its catchy and synthetic nature. However, due to the difficulty of summarising the topic, currently, there is no official standardised definition of this term. Depending on the domain it is applied, ESG may refer to dimensions, factors, criteria, risks, or opportunities. 


			When concerning finance, ESG dimensions lead to Sustainable Finance and entail all the information, disclosure, and integration of the ESG dimensions described above. The extent, depth, transparency and metrics applied are both in the hands of the investors and the companies in which they have invested. In this respect, frameworks, standards, and tools are increasingly under development, so that investors can integrate, standardise, or measure them in their investment strategies, processes and invested companies. 


			In a simplified way, Sustainable Finance can be described as financial services used to fund the transition of the economy towards a more sustainable, just, and equitable future. In other words, sustainable finance refers to financial decisions that not only seek financial return, but also consider its non-financial impact and:


			•environmental aspects (E) 


			•social aspects (S) 


			•governance aspects (G) 


			E, meaning environmental, refers to how the investors can contribute to protecting our planet. For example, through their decisions, investors can help reduce CO2 emissions, support energy efficiency, fight against water scarcity, tackle deforestation, protect biodiversity or promote a circular economy.


			S, meaning social, applies to the domains in which investors can play a part in creating a socially responsible economy. As an example, investors can pursue the protection of human rights and ensure human dignity – such as no child labour, no forced, bonded, or compulsory labour, no human trafficking, and no discrimination or harassment. They can also promote – and stand for – labour standards, diversity and inclusion, freedom of association and collective bargaining, health and safety, fair working hours and wages, and, in the same line, support communities or encourage ethical technology. 


			G, meaning governance, refers to how investors can contribute to establishing a fair governance of public and private institutions. For example, they can help to enhance transparency, disclosure, and traceability in the supply chain, to promote diverse board structures and compositions, to support transparent, equitable policies and processes for compensation or to counter bribery and corruption.


			The acronym ESG is now so deeply rooted and linked to Sustainable Finance that also the EU’s definition of sustainable finance encompasses the ESG dimensions1:


			“Sustainable finance refers to the process of taking environmental, social and governance (ESG) considerations into account when making investment decisions in the financial sector, leading to more long-term investments in sustainable economic activities and projects. Environmental considerations might include climate change mitigation and adaptation, as well as the environment more broadly, for instance the preservation of biodiversity, pollution prevention and the circular economy. Social considerations could refer to issues of inequality, inclusiveness, labour relations, investment in people and their skills and communities, as well as human rights issues. The governance of public and private institutions – including management structures, employee relations and executive remuneration – plays a fundamental role in ensuring the inclusion of social and environmental considerations in the decision-making process.


			In the EU’s policy context, sustainable finance is understood as finance to support economic growth while reducing pressures on the environment to help reach the climate- and environmental objectives of the European Green Deal, taking into account social and governance aspects. Sustainable finance also encompasses transparency when it comes to risks related to ESG factors that may have an impact on the financial system, and the mitigation of such risks through the appropriate governance of financial and corporate actors.” 


			Investment Strategies


			ESG is often interlinked and used as synonymous with Responsible or Sustainable Investing. While these terms might be under the umbrella of Sustainable Finance, there is a substantial difference between them. This is determined by how, to what extent and to which degree the ESG factors are incorporated into both the investment decisions and the portfolio management processes, and into the support for the investment strategies.


			Therefore, it is essential to clarify and define what each term refers to – and which actions they imply – in order to communicate and transfer information appropriately and correctly at both investor and investee level, avoiding misunderstandings and misleading messages. To help describe these terminologies, clarify their boundaries, and explain the different shades of Sustainable Finance, we can use “The spectrum of capital”. The spectrum of capital is a concept aimed at showing how different investment approaches and financial goals align to achieve their sustainability objectives and to impact both people and planet.
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			 Source: LSFI based on Bridges Impact Report, 2013 and The Rise of Impact: Five Steps Towards an Inclusive and Sustainable Economy, UK National Advisory Board on Impact Investing, 2017 and Impact Management Project, 2017. 


			Responsible investing foresees that investment decisions follows screenings or filters based on a redefined list or approaches. There are several approaches that can be applied within this strategy, the following ones are the most used:


			•Negative/Exclusionary screening: the exclusion from financing certain sectors, companies or practices based on specific criteria linked to ESG objectives;


			•Positive/best-in-class screening: investments in sectors, companies or projects selected for positive ESG performances compared to industry peers;


			•Norms-based screening: screening of investments against minimum standards of business practices based on international norms, such as those issued by the OECD, International Labour Organisation and United Nations.


			Sustainable Investing encompasses integrating ESG factors into investment decisions and incorporating ESG criteria into all portfolio management processes. ESG data can be sourced with internal resources, but also with external ESG service providers’ support, since collecting and interpreting such data is costly and requires significant expertise and time. The degrees to which the integration of ESG dimensions is applied may vary a lot among financial institutions and their respective assets. Therefore, it is imperative that methodologies and approaches of the defined ESG integrations are understood - as well as clarified – when investing decisions are made, in order to provide transparency on the benefits and on the sustainable objectives the investment is meant to have, mainly when financial products are distributed.


			Themed or Thematic Investment is under the domain of Sustainable Investing and refers to investors that develop sustainable investment strategies targeting companies with a specific ESG theme as a core (e.g., climate, carbon-neutral footprints, biodiversity, deforestation, nature-based solutions, diversity, inclusion, education). In this case, investments are meant to contribute to the specific addressed theme and should disclose reporting metrics showing how effectively it is focusing on the targeted cause.


			Active Ownership, also defined as Company Engagement or Shareholder Action, is a set of company engagement practices under the Sustainable Investing domain that investors can use. When these are consistently applied, financial institutions can strongly influence both the companies’ governance and strategies, and how they manage and develop their assets. In fact, invested companies use such investments for their daily operations, but also for capital investments expenditures (CAPEX). Therefore, by actively engaging with the invested companies, investors can play a key role in determining how to make these future investments, both supporting the economy’s transition and leading the path for a sustainable future. Investors that apply Active Ownership, Company Engagement or Shareholder Action are actively involved in a dialogue with their invested companies, either directly engaging with them or leveraging their shareholder rights. In this way, financial institutions can ensure that their investments are supporting the transition for a sustainable economy based on their ESG integration strategy and objectives.


			Impact investing2 is defined as investments explicitly made to generate positive, measurable, social, and environmental impact alongside a financial return. Impact investors distinguish themselves by these core characteristics:


			•Intentionality: the intention to contribute to positive social and environmental gains;


			•Evidence: investment design is built upon evidence and impact data;


			•Management: impact performances are managed;


			•Contribution: contribute to the growth of impact investing, using shared industry terms, conventions, and indicators, while also sharing learnings whenever possible to enable others to develop.


			Within these boundaries, many approaches are also present among impact investors, starting from the cause they are seeking to contribute to, up to the way they take an active approach to participate to the solution.


			To complete the remaining dimensions of the spectrum of capital, at both extremes, there are Philanthropy and Traditional Finance. Traditional Finance refers to investments and financial decisions that seek to maximise the financial return while minimising the risk they take. These investments still make up most investments worldwide. They do not take into consideration ESG criteria and may therefore cause harm. Philanthropy focuses only on investments with a positive non-financial impact.


			Final Considerations


			It has to be underlined that all these investment strategies – particularly the ones under the domain of Sustainable Finance – can be applied with different degrees of depth, and can also vary depending on the defined assets, even within the same financial institution. Moreover, it must be noted that there are currently no harmonised global definitions of assets considered sustainable. Literature, regulation, and use-cases are being increasingly developed, despite this, such definitions are still needed.


			In this respect, the work done by Professor Timo Busch of the University of Hamburg and Eurosif to define a classification Scheme for Sustainable Investments will surely help the sustainable finance industry advance with both clearer and more precise clusters and definitions. This chapter represents an attempt to combine what is currently known and recognised.


			Definitions apart, it is paramount that financial institutions disclose, in an understandable and transparent way, how they apply sustainable finance within their investments – and also to which extent and degree – to ensure transparency and allow well-informed investor decisions. 


			Nicoletta Centofanti 


			General Manager


			Luxembourg Sustainable Finance Initiative (LSFI)


			


			

				

					1 European Commission website, Overview of sustainable finance: https://finance.ec.europa.eu/sustainable-finance/overview-sustainable-finance_en


				


				

					2 GIIN, Core characteristics of impact investing: https://thegiin.org/characteristics/


				


			


		




		

			II. 
CSR policy – principle and definition


			Want to read more, go to the website!


			https://www.efpa-handbook.com/esg-handbook/en-article2
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			Norman Fisch


			Secrétaire Général


			INDR


		




		

			
III. 
The emergence of a new capitalist system3 from a renewed leadership of investment practice



			Go to the website!


			https://www.efpa-handbook.com/esg-handbook/en-article3


			

				

					[image: ]

				


			


			Paul Beaulieu, Ph.D.


			Professor


			School of Management Sciences


			University of Québec in Montréal, Canada


			


			

				

					3 We use as quasi-synonyms the terms system and regime, even if they bear some differences of meaning in the field of political economy.


				


			


		




		

			IV. 
From Stockholm to Paris: 
a chronology of international environmental politics


			The state in which the Earth finds itself as a result of our destructive activities is proving to be humankind’s harshest challenge since the appearance of Homo Sapiens 200’000 years ago. However, there is no need to go back that far in time to find out where it all started to go wrong. Indeed, it is the “great acceleration” of human activities since the 1950s (see Figure 1) that has turned our species from an almost insignificant one to a global force impacting all Earth systems. Humankind’s influence on the planet is so deep that some scientists now refer to a new geologic epoch characterized by our imprint: the Anthropocene. The existence and start of this epoch are still debated within the scientific community4, however, the drastic and unprecedented proportion of change that took place since the 1950s makes this period a coherent turning point. Concretely, the exponential growth of socio-economic trends, such as the global GDP, water consumption and primary energy use during the past 70 years has had deep ramifications on the planet’s natural systems pushing the United Nations (UN) Secretary-General, Antonio Guterres, to highlight this “direct existential threat” to humanity during his speech in 20185


			It is indeed now a fact: we are in the middle of a sixth mass extinction, as biodiversity loss reaches appalling heights. The Intergovernmental Science-Policy Platform on Biodiversity and Ecosystem Services (IPBES) estimates that 75% of the land surface has been significantly altered and that 66% of the ocean is experiencing increasing impacts.6 This anthropogenic shock on natural ecosystems is sadly associated with a global species extinction rate that is ten to hundred times higher than the average rate during the past 10 million years7. This becomes dramatic when one recalls that we are not only a part of, but also highly dependent on, these ecosystems for our survival.


			Even more worrisome is the fact that humans have now become a global force with a major influence on the Earth’s climate through the alteration of natural greenhouse gas (GHG) cycles, carbon dioxide (CO2) being the most widely discussed within the international community. As an example, the global atmospheric CO2 levels reached an average of 409.8 parts per million (ppm) in 2019, which is higher than at any point in the past 800’000 years. Actually, the last time the Earth saw this type of CO2 concentration was more than 3 million years ago when temperatures were 2 to 3°C higher than during the pre-industrial era and ocean levels 15 to 25 meters higher than today.8 The Intergovernmental Panel on Climate Change (IPCC) currently estimates that staying on a business-as-usual path with regard to the amount of CO2 emissions would result in a 3°C increase in temperature compared to pre-industrial levels before the end of the century, which would be catastrophic, leading to wide-ranging and destructive impacts on the planet.9 While the international community tends to focus on carbon dioxide, it is also crucial to recall other GHGs and their effect on the climate. For instance, the ongoing rising temperatures significantly contribute to the thawing of the Arctic permafrost, which liberates significant quantities of methane (CH4), an extremely powerful GHG with a 100-year global warming potential (GWP)10 28 to 36 times11 higher than that of CO2. This shows that focusing only on one GHG is insufficient and that a more holistic approach is indispensable.


			Figure 1: The Great Acceleration
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The Anthropocene dashboard demonstrates how the exponential growth rate of the main socio-economic sectors has influenced Earth system cycles taking humankind into a highly precarious position.
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			Reference: W. Steffen, et al., (2015). “The trajectory of the Anthropocene: The Great Acceleration”. The Anthropocene Review


			In view of the increasing pressure of human activities on the planet, the international community has responded during the past half-century through a complex web of conferences, agreements, and reports, building up to today’s setting. Historically, it is commonly considered that there are two major phases of the environmental movement: the first phase begins in the mid-19th century and ends with the Second World War. This early phase is particularly renown for the creation of national environmental-friendly laws, such as the 1872 Yellowstone National Park Protection Act, giving birth to the world’s first national park12, and the creation of various organizations, such as the Société de la Protection de la Nature in 185413 or the Sierra Club in 1892.14 As for the international front, however, this period is not particularly dynamic, as initiatives similar to the creation of the International Union for Conservation of Nature (IUCN) in 1948 are rather scarce.


			A second stage, beginning post-Second World War and running until today is characterized by the “great acceleration” of human activities on the global scale. Environmental issues are no longer considered to be only national matters, they become cross-border. This period marks the beginning of international environmental politics through a consequent number of conferences, most of which are organized under the umbrella of the United Nations and focus on four categories of environmental issues: climate change, biodiversity, the ozone and hazardous waste.15 The following sections provide a detailed chronological overview of these events (see Figure 2) and aim to assist professionals in the financial sector to better understand the global environmental context in which they evolve.
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			1950s-1970s: the crossroad of a new era for environmental awareness


			The 1950-70 timeframe is often referred to as a crossroad between two major phases of environmental awareness. This period proved to be highly dynamic for the environmental movement with a wide array of events and publications attracting both the media and public attention. Indeed, the multiplication of global nuclear testing, the use of Agent Orange by the American army in Vietnam or the shipwreck of the SS Torrey Canyon in 1967 led to the birth of new activist organizations, such as Greenpeace (1970) and Friends of the Earth (1971). In terms of literature, Rachel Carson’s16 denunciation of the impact of a synthetic insecticide on natural systems in her book Silent Spring is commonly referred to as an igniter of the modern environmental movement. Similarly, The Limits to Growth,17 also known as the Meadow’s Report, is considered a landmark for environmental sciences. This book, commissioned by the Club of Rome and written by scientists of the Massachusetts Institute of Technology in 1972, widely contributed to the elaboration of a new thinking in terms of the biosphere’s limits. Indeed, the report suggested that humanity should divert from its path to avoid overshooting certain Earth limits that could potentially lead to a global collapse.


			It is in this global intellectual and academic context that the UN Conference on the Human Environment took place in Stockholm during the summer of 1972. This event marked the true beginning of international environmental politics as the environment as such finally became one of the themes for multilateral cooperation. Interestingly, the global international context of decolonization widely influenced the debates during the run-up to the meeting, with many developing and recently independent countries viewing environmental matters as opposed to their economic development. In order to bring these countries back on board, a panel of experts was convened by the conference’s Secretary-General in the town of Founex, Switzerland. The outcome of this seminar - the Founex Report18 - concluded that protecting the environment and the economic development of developing countries were complementary. Ultimately, the Stockholm Conference turned out to be a major success with 114 participating nations, from both the developed and developing countries. Importantly, the participants adopted the Stockholm Declaration and Action Plan for the Human Environment which contained 26 principles placing environmental issues at the forefront of international concerns.19 In addition, several institutions were created in the wake of the conference, the most notorious being the United Nations Environment Programme (UNEP) headquartered in Nairobi, Kenya, a developing country at the time.


			1980s-1990s: the birth and institutionalization of Sustainable Development


			After the Stockholm Conference and moving to the 1980s, the international context had significantly changed. Indeed, the 1980s debt crisis had weakened the developing countries, placing them in a vulnerable position. It was also during this timeframe that the neoliberal ideology began to dominate the political debate as President Reagan (US) and Prime Minister Thatcher (UK) pleaded for increased deregulation and market liberalization.20 This discourse slowly entered dominant organizations, including the International Monetary Fund (IMF) and the World Bank, as well as national politics in both developed and developing nations.21 


			On the environmental front, these decades witnessed several catastrophes amongst which were the notorious Bhopal gas tragedy in India (1984), the nuclear leak in Chernobyl in Ukraine (1986) or the Exxon Valdez oil spill in Alaska (1989). New scientific discoveries, such as the destructive impact of acidic rains on lakes and forests or the discovery of a “hole” in the ozone layer, directly increasing the risk of skin cancer, provided an important reminder that environmental protection was not only about protecting natural resources from exploitation but also about protecting humanity against pollution and its effects on health.22 


			It is within this global neoliberal context that the concept of Sustainable Development was first used in 1980 by the IUCN in its renowned report: World Conservation Strategy.23 The term Sustainable Development then became popular through the works of the World Commission on Environment and Development, created in 1983 by the United Nations, composed of 23 international experts and presided by the former Norwegian president Gro Harlem Brundtland. Indeed, its report, published in 1987, entitled Our Common Future24 and referred to as the Brundtland Report widely popularized the term of Sustainable Development for which it proposed the following definition that still stands today:


			“Sustainable development is a development that meets the needs of the present without compromising the ability of future generations to meet their own needs. It contains within it two key concepts:


			•the concept of ’needs’, in particular the essential needs of the world’s poor, to which overriding priority should be given; and


			•the idea of limitations imposed by the state of technology and social organization on the environment’s ability to meet present and future needs.” 25


			The concept of Sustainable Development, based on three main pillars: economic development, social justice and the environment, was very quickly adopted as it fit the neoliberal approach of the time, but it set aside other approaches, such as Ignacy Sachs’ Eco-development,26 the heterodox movement of ecological economics27 and other movements for which economic growth was not a central necessity.


			The 1992 UN Conference on Environment and Development (UNCED) organized in Rio de Janeiro provided an ideal opportunity for further institutionalization of the concept of Sustainable Development. This conference, also known as the Earth Summit or the Rio Conference, regrouped 108 Heads of States, 187 delegations and more than 1’400 NGOs which was more than any other conference organized previously.28 The event was particularly productive and led the way to a political declaration: “the Rio Declaration”, a concrete action plan: “the Agenda 21” and the statement of forest principles.29 The conference also resulted in the creation of the Commission on Sustainable Development (CSD), an entity established to ensure effective follow-up to the conference’s outcome. Several treaties, such as the United Nations Framework Convention on Climate Change (UNFCCC) or the Convention on Biological Diversity (CBD), were also opened for signature during the event.


			The year 1992 also marked the beginning of the financial sector’s interest in environmental matters. It is in this timeframe that a group of commercial banks launched the UNEP Statement by Banks on the Environment and Sustainable Development30 paving the way to the creation of the United Nations Environment Programme Finance Initiative (UNEPFI). The banking sector was joined by the insurance industry in 1995 with the launch of the UNEP Statement of Environmental Commitment.31 


			The year 1997 proved to be another milestone for environmental protection with the organization of the General Assembly Special Session on the Environment in New York. Also referred to as the “Earth Summit +5”, the event’s main objective was to review the ongoing implementation of “The Agenda 21” adopted a few years before. However, the true landmark of that year came with the adoption of the Kyoto Protocol aimed at operationalizing the United Nations Framework Convention on Climate Change (UNFCCC) by pushing industrialized nations to limit and reduce their GHG emissions.32 The Protocol provided an interesting and innovative approach in terms of environmental justice, in particular by recognizing the sizable responsibility of developed countries in terms of GHG emissions and by placing them under a heavier burden with the use of the well-known environmental principle of “common but differentiated responsibility and respective capabilities” (see Annex b to the Kyoto Protocol).33 A crucial element of the Kyoto Protocol was the establishment of various market mechanisms based on trade emissions permits, turning GHG emissions into a new commodity (see “Zoom on the Kyoto mechanisms”).34 
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			2000s: the dilution of environmental preoccupations


			A decade after the Rio Conference, the concept of Sustainable Development had widely infiltrated both the world of politics and economics and entered the common vocabulary of journalists, NGOs, social entrepreneurs, and governments. The new millennium was also marked by a new geopolitical context extensively open to the idea of international development aid, leading to a considerable dilution of environmental matters amongst other development issues. This international setting further materialized during the 2000 Millennium Summit that saw Heads of States commit to the creation of an “environment - at the national and global levels alike - (…) conducive to development and to the elimination of poverty”35 which paved the way to the adoption of the Millennium Development Goals (MDGs) the following year.


			These 8 goals (see Figure 3) covered a wide range of development issues and had ambitious objectives to be reached by 2015, such as cutting by half the proportion of people suffering from hunger36 or reducing biodiversity loss.37 The results were somehow mitigated, with some objectives being easier to reach than others.


			Figure 3: The Millenium Development Goals


			

				

					[image: ]

				


			


			During the years that followed, the international community organized several key conferences focused on development. The 2001 World Trade Organization’s (WTO) Fourth Ministerial Conference held in Doha, Qatar officially launched the Doha Round (also known as the Doha Development Agenda) intending to reform international trading systems to make them more appealing to the developing countries.38 The following year, the United Nations International Conference on Financing for Development, held in Monterrey, Mexico, resulted in a landmark agreement between developed and developing countries, in which developed countries committed to further increasing public development aid.39 


			The World Summit on Sustainable Development (WSSD) organized in Johannesburg in 2002 followed a similar path, clearly confirming the tendency of diluting environmental preoccupations amongst other development matters. The event, also known as “Rio +10”, did not meet the same popularity as its predecessors of Stockholm and Rio de Janeiro, as it came at a time when the excitement for large multilateral summits was beginning to wear off. However, in addition to reviewing the progress of “The Agenda 21”, one of the summit’s main outcomes was the promotion of “type II partnerships” characterized by the collaboration between national or sub-national governments, the private sector and civil society actors.40 Indeed, more than 200 of these partnerships were signed during the event resulting in investments of more than USD 23 million.41 


			The 2000s were also imprinted by several key reports aimed at bridging the gap between environmental matters and mainstream neoliberal economics. For instance, the 2005 Millennium Ecosystem Assessment (MEA),42 which focused on evaluating the consequences of ecosystem changes for human well-being, truly institutionalized the use of ecosystem services within the global environmental decision-making process. Following reports, such as the 2006 Stern Review: The Economics of Climate Change43 or The Economics of Ecosystems and Biodiversity (TEEB) study reports44 in 2010 continued in the neoliberal footsteps of evaluating the environment in monetary terms and led the way to the frequently criticized45 financialization and commodification of nature.


			2010-2020s: the long road to Paris


			The global economic crisis of 2008 had a deep impact on major economies, including that of the USA and the European Union, leading to a rather difficult situation for international development and environmental summits. Indeed, the abnormally high unemployment in the USA and the European sovereign debt crisis did not encourage investments in development and environmental efforts.46 It is in this morose context that the UN Conference on Sustainable Development was held in Rio de Janeiro in 2012. Sadly, the event, most frequently referred to as “Rio +20”, did not see much success, also due to the absence of significant world leaders, such as Angela Merkel, Barack Obama, or James Cameron.47 As a result, the conference’s outcome was a mildly ambitious document called The future we want48 which mainly reiterated previous engagements taken during former summits. The conference did, however, provide for three noteworthy innovations: the replacement of the Commission on Sustainable Development (CSD) by a High-Level Political Forum on Sustainable Development (HLPF),49 the collection and disclosure of data to boost environmental-friendly behaviours and the integration of “Green Economy” within the conference’s outcome document. Taking a step back, the concept of “Green Economy” was first introduced by the UNEP in 2011 in its Green Economy Report,50 where it is defined as an economy that “results in improved human well-being and social equity, while significantly reducing environmental risks and ecological scarcities”.51 Interestingly, the report emphasized the need to integrate the environment and economic growth through channelling capital amounting to 2% of the global GDP into “green” investments.52 This new narrative of ecology as an engine to economic growth was rapidly adopted by various stakeholders, pushing back, once again, other heterodox approaches towards a sustainable planet, which are not based on economic growth.53 


			As a follow-up to “Rio +20”, the international community met once again in New York in 2015 during the UN Sustainable Development Summit to adopt a new development agenda for the 2015-2030 timeframe. The UN Member States agreed on a new plan named Transforming Our World: 2030 Agenda for Sustainable Development which consists of a Political Declaration, 17 Sustainable Development Goals (SDGs) (See Figure 4) and 169 targets.54 


			Figure 4: The Sustainable Development Goals
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			Reference: https://sdgs.un.org/goals


			The SDGs are seen as ambitious successors of the MDGs with a deeper granularity and a better integration of environmental matters. However, a 2020 SDGs report published by the United Nations suggests that the numerous objectives to be reached by 2030 may be too ambitious. Indeed, the fact that 2019 was the second warmest year on record55 or that 31,000 species are still threatened by extinction56 is not a tremendously positive sign.


			In 2015, during the UNFCCC’s twenty-first session of the Conference of the Parties, also known as COP 21, another environmental milestone was achieved. Following the COPs of Warsaw (COP 19) and Lima (COP 20), COP 21, organized in Paris, is indeed seen as a true landmark for the fight against climate change. The main outcome of the event was the Paris Agreement (See “Zoom on the Paris Agreement”) in which the international community committed to limiting global warming to well below 2°C, preferably to 1.5°C, compared to pre-industrial levels.57 This conference was also a wake-up call for the financial sector as the potential leverage on climate mitigation and adaptation efforts of banks and (re)insurance companies, amongst other financial institutions, was deemed to be non-negligible. Indeed, an appeal was made to private financial institutions, pointing to the need for massive investments, as high as USD 100 billion per year, to achieve the summit’s ambitious objectives.58 As a result, several commitments to decarbonize investment portfolios were made by key players, such as Allianz or BNP Paribas59 and the International Finance Corporation of the World Bank Group (IFC WB) confirmed the pledge of billions of investments on clean energy made by various global financial institutions.60 
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			Conclusion: where do we go from here?


			Almost fifty years have now passed since the 1972 Stockholm Conference and environmental matters have travelled a highly complex and bumpy road. Indeed, various environmental conferences throughout the years have turned environmental degradations from a niche issue to a major concern in international politics. Numerous international and regional institutions and organizations are now charged with ensuring that a more sustainable future is ahead of us, and the international community has adopted key commitments to reduce its impact on planet Earth. Even the once unconcerned financial sector is now waking up and getting increasingly involved in the process with the development of tools, such as green, catastrophe or climate bonds, and through the expansion of Impact and Environmental Social and Corporate Governance (ESG) investments. However, this mainstream interest in nature and environmental matters has also caused their integration within the neoliberal ideology, sometimes turning the environment into a simple commodity that is worth protecting solely for its economic value and usefulness for humans. Unfortunately, this anthropocentric vision of sustainability has not always led to success. A simple look at the 2020 United Nations update on the Sustainable Development Goals confirms that today’s society is extremely far from being a sustainable one. Indeed, extreme poverty is still impacting 8.2% of the global population, fossil fuel subsidies are increasing every year61 and temperatures are still on the rise causing an upsurge in the intensity of natural disasters.62 Besides, the 2020 Covid-19 crisis amplified the pre-existing challenge, with global economies closing down during long confinements and inter-nation solidarity being strongly questioned. However, the pandemic has also demonstrated the global political and economic ability to react in times of crisis and this should serve as an example in our response to the climate urgency. Undeniably, the pandemic should be used as a starting point to a new and less destructive normality where humans live in harmony between each other and with their environment. In this regard, the financial sector’s prompt reaction in leading the way towards a fairer and greener future is a necessity due to its leverage on both society and environmental protection.
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Zoom on the Paris Agreements

A 2018 report from the IPCC suggests that human activities have caused a global warming
of 1.0°C above pre-industrial levels. The organization warns that a global warming of 1.5°C
is likely to be reached between 2030 and 2052 and then increase to a potential 2°C or more
during the remaining of the century. Such temperature increase could be dramatic, leading
to significant impact on both the environment and human activities.

In order to avoid this catastrophic | Figure 5: Countries by their participation in the Paris
scenario, the parties to the Paris Agreement
COP 21 adopted the Paris (as of February 2021)

Agreement on December 12, 2015.
This agreement, ratified or signed
by countries all over the globe (see
Figure 5), entered into force on
November 4, 2016. It is a legally
binding international treaty aimed

at limiting global warming to well P
below 2°C,and preferably to 1.5°C, = g
above prejindustrial levels. L e —

The Paris Agreement s constructed in 5-year cycles of increasingly ambitious climate action
and requires economic and social transformation based on the best available science. At
the end of each cycle, nations submit their nationally determined contribution (NDC) in
which they communicate their climate change adaptation measures and GHG reduction
actions taken in order to reach the Paris Agreement goals. The agreement also opted for a
non-mandatory tool with its long-term greenhouse gas emission development strategies
(LT-LEGS) which were submitted by countries in 2020.

The Paris Agreement further provides a framework for financial, technical and capacity
building support to countries In need, In particular by highlighting the role of climate
finance, technology development and transfer, as well as capacity building between
developed and developing countries, as essential tools to reach the ambitious targets.
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The adoption of the Kyoto Protocol led the way to the creation of a new commodity: GHG
emissions. Indeed, while over-emitting nations saw the burden of an additional cost, under-
emif

g ones became in possession of a potential value. In order to help these over-
emitting (mostly developed) nations, and to incite the private sector and developing
countries to contribute to emission reduction efforts, the Protocol opted for three market-
based mechanisms:

* Clean development mechanism (CDM): This tool allows selected emission
reduction projects in developing countries to earn certified emission reduction
(CER) credits. These credits can be traded or sold and used by industrialized
countries to meet some of their emission reduction targets.

* Joint implementation (): This mechanism allows a nation with an annex b
emission-reduction limitation to take part in an emission reduction unit (ERU)
towards meeting its Kyoto Protocol target.

* Emissions trading (ET): This tool allows under-emitting counties to sell their
excess capacities to countries that are above their targets. Carbon can be traded
as a commodity on the “carbon market”. In addition to the actual carbon
emissions units, the Protocol allows other units to be transferred under this
scheme, each equal to one ton of CO2.

These other units are:

© Removal Unit (RMU): Compensation on the basis of land use, land-use
change and forestry (LULUCF) activities, such as reforestation.

o Certified emission reduction (CER): Generated by a clean development
mechanism activity.

o Emission Reduction Unit (ERU): Generated by a joint implementation
project.

Reference: UNCCC, (n.d.) Mechanism under the Kyoto Protocol, retrieved from hitps://unfccc.int/process/the-Kyoto-
protocol/mechanisms
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