From where we were
to where we stand
OUR FOCUS AREAS

Can sustainable investing really save the world?
Amid the clamour for everything ESG today, some argue that modern finance has forgotten
its sense of purpose. What do investors want? Is it really just better risk management or
outperformance? Or is it more about having a meaningful positive impact?
Whatever it is, asset managers, advisers and investors all need to decide what it is that they
want to achieve. As Yogi Berra once said, “If you don’t know where you’re going, you may wind
up someplace else”. Sometimes it is helpful to pause and reflect on the path already trodden.
Can we draw on past examples to recognise why some were successful and others were not?
As Maya Angelou once said, “You can’t really know where you are going until you know where
you have been”.
We think the investment community deserves more nuanced insights on sustainable investing.
These insights must be grounded in factual reality and should help us to filter through the noise
of ESG. This paper kicks-off our sustainable investing series – a collection of insights that
delve into the detail of what’s really happening in ESG today, as well as exploring the structural
elements that we think are set to evolve in the industry…

Blended finance
Why investment projects need
to find the right mix of public
and private capital
Enabling, not labelling
Why an obsession with labels
will disenfranchise investors
from choice
Meaningful influence
Why investors must play a
more significant role in public
policy development
Enlightened engagement
Why the concept of active
ownership might have lost
its way
True climate impact
Why managing climate
investment risk alone will not
fix climate change

Climate catastrophe, racial injustice,
species loss, economic inequality, the
devastation of the oceans, continuing
human rights abuses. These are
just some of the huge challenges
facing the world today. However,
these challenges have all seemingly
fallen under the banner of ESG –
environmental, social and governance
– investing.
So much so, in fact, that the accelerating
demand for sustainable investments already
seems like old news. Such has been the
flow of industry reports and marketing of
‘everything ESG’ in the past 18 months, it’s
easy to be overwhelmed with the surfeit of
grandiose claims. We believe these claims
should not go unchallenged.
And while we recognise the significance
and urgency of the societal issues, we
believe that tackling them in a meaningful
way requires acknowledgement of the
significance of the challenges, a clear
diagnosis of the problems and identification
of targeted solutions.
Indeed, we work in various international
forums either through Natixis Investment
Managers or through our affiliated
investment firms. These include the UN
Principles for Responsible Investment (PRI).

“PRI signatories, either as asset owners or
as asset managers, manage or account for
close to $90 trillion. Together, we have the
power to make a difference through our
investments.”

So, what does good
look like?
Working collaboratively with organisations
like the PRI, we also take seriously the
need for greater scrutiny of all the bluff and
bluster around ESG investing. It’s almost
a given these days to hear those of us in
the finance industry say that a more widely
integrated approach to ESG would have
multiple benefits.
Some talk in terms of the social impacts,
others about a healthier planet. Yet, for most
current ESG practices, substantial evidence
rarely exists today to support these claims –
almost to the point where ESG investing has
become something of a ‘fact-free space’.
So while the growth of ESG and the
numerous investment products that
have been launched can, and should, be
welcomed, fears of greenwashing are
not unfounded. And there are still many
issues around the subjectivity of labels,
definitions and ratings, as well as a lack of
clear standards to measure impact, allow
comparison and monitor progress.

You can’t really know
where you are going
until you know where
you have been.
Maya Angelou
Writer, poet, civil rights activist

Speaking at the PRI in Person 2019 event
in Paris, our CEO Jean Raby said: “Although
I like to believe our industry can do a lot,
governments and regulators have a key role
to play alongside financial institutions and
investors. Cooperation is certainly the most
powerful tool to fight some of the most
pressing issues, notably in the fight against
climate change and inequalities of all kinds…
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Just good risk
management?

in its factories, one ratings agency issued a
‘double A’ rating, highlighting how Boohoo
scored far above the industry average on
supply-chain labour standards.

There are certainly remarkable differences
between the ESG benchmarks compiled
by different ratings agencies. During a
Natixis Access Series video talk in June,
Bloomberg’s John Authers said: “There
are many different versions of ESG and,
particularly when it comes to the G, there’s
a difference of opinion between the
ratings agencies over which companies
demonstrate good governance… almost
zero correlation between them.”

Clearly, Covid-19 has focused investors’
minds on labour issues (the S in ESG) more
than ever before. And while ratings provide
a useful starting point for fundamental
analysis, ESG managers need to do their
own research to ensure that their clients are
not compromised by having investments
that are not aligned with their values.

One issue is that, when it comes to
ESG ratings there is significantly more
subjectivity involved, which is largely due
to the amount of extra-financial data that
underlies the methodology. As a result, the
dispersion between ESG ratings across
different ratings agencies is a lot higher.
A case in point is the company Tesla.
Arguably, Tesla has been the catalyst for
the rapid shift towards electric vehicles in
the automobile sector. However, corporate
governance at Tesla, as well as workers’
rights, are somewhat lax. Then there’s the
infamous founder and CEO Elon Musk who
has been investigated by the SEC after one
of his tweets was alleged to amount to
securities fraud.

Yet the seemingly endless discussion about
ESG data, and whether alpha can be derived
from that data, often obscures a perhaps far
more important discussion. That is, whether
or not the incorporation of ESG factors into
investment processes also has ‘impact’.
We would argue that this impact – or
achieving societal outcomes through ESG
integration – is what we had in mind when
we started our ESG journey many years ago.
The evidence we have uncovered thus
far seems to support the claim that ESG
integration is a good risk management tool.
However, to ‘make a better world’, other ESG
practices are likely needed.

The question as to whether the good that
Tesla has done for society – in terms of the
positive environmental impacts of electric
cars – should outweigh the bad elements
of corporate governance is a subjective one,
which is why Tesla has very different ESG
ratings from one agency to the next.

Cooperation is certainly
the most powerful tool
to fight some of the most
pressing issues, notably in
the fight against climate
change and inequalities
of all kinds.
Jean Raby
Chief Executive Officer,
Natixis Investment Managers

In short, data and reporting on ESG is still
an emerging area for many companies.
As such, there remain wide variations in
the availability of such information across
sectors, industries and geographies, which
serves only to add to the challenges.
Furthermore, not all of them get it right
all of the time. Take Boohoo. Just weeks
before the fashion retailer was hit with fresh
allegations about poor working practices
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How can investors
have an impact?
Estimates suggest that a whopping
$6 trillion a year is needed to fully meet
the UN Sustainable Development Goals
(SDGs). The SDGs are the world’s to-dolist of large problems to solve. They have
also become a key reference framework
for managing and investing for positive
impact, ranging from the fight against
poverty and hunger to the development
of sustainable cities to the emergence of
responsible methods of production and
consumption.
It’s clear more needs to be done to get
capital flowing, particularly to developing
countries. The burning question for
investors, therefore, is how can they
contribute more effectively to addressing
some of the world’s most significant
challenges?
Innovative thinking is certainly required
when looking to shift capital into the
areas that most need investment. One
workable solution is ‘blended finance’. This
uses public funds to encourage private
investment, the result of which can finance
projects or businesses that, under normal
circumstances, would be ‘un-investable’.
Typically, these projects provide not only
financial returns for investors, but also
economic, social and environmental
benefits for local communities. And in
recent years, thanks to blended finance,
hundreds of millions of dollars have been
poured into areas like sustainable forestry,
fisheries and agriculture to help protect the
natural world.

But governments have a broader role
to play than simply mobilizing private
capital through blended finance. Indeed,
to solve sustainability challenges this will
mean, in many cases, transformation of
entire industries, which is unlikely to be
achieved by sustainable investing alone,
and will require far-reaching public policy
measures.
Governments, after all, have the primary
responsibility in addressing many societal
issues. Which is not to suggest that
investors cannot or should not play a role,
but that investors who genuinely want to
solve these problems need to become
the true enablers for the solutions of
sustainable investment.
Furthermore, investors need to have better
engagement with corporate management.
Shareholder engagement is perhaps one
of the most promising ways to ensure
investor impact, even if there are still
question marks around how best to
organize engagement activity, and how
best to quantify the impact of engagement
activities in a comparable way.
Investors that genuinely want to address
climate change, for example, can look to
active fund managers who hold meaningful
stakes in companies and have credibility
with company management. As active
owners, they will already be very familiar
with the company’s management, strategic
plans and competitive challenges, and are
best positioned to challenge managers to
plan for, or even contribute to, the energy
transition.

If you don’t know where
you’re going, you may
wind up someplace else.
Yogi Berra
American baseball player
and manager

Solutions like blended finance, while
highly complex, are more likely to achieve
meaningful change than other impact
investment approaches that have become
popular. Of course, that’s only true if the
market for this type of blending is spurred
on by both governments and companies.
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Time for collective
commitment?
For our part, 94% of our assets are
managed by PRI signatories. We also work
with the Coalition for Environmentally
Responsible Economies (Ceres), Focusing
Capital on the Long Term (FCLT), the
Institutional Investors’ Group on Climate
Change (IIGCC) and the Investment
Leadership Network (ILN) – over the
next two years, Jean Raby will serve as
co-CEO of the ILN. We are also members
of the World Economic Forum’s Alliance
of CEO Climate Leaders and the One
Planet Asset Managers’ program – part
of the One Planet Sovereign Wealth Fund
initiative, which is aimed at integrating
climate consideration into wealth fund
management.
Working with these forums helps us to
advance our thinking on a range of issues,
particularly climate change, which we see
as a salient ESG issue. It also strengthens
our voice, as asset managers, with
regulators and policymakers. If we’re to
shift more capital to sustainable activities,
we need the right framework of rules
and incentives. Working with others in
the industry also gives us ‘soft power’ –
influencing companies and opening up new
investment opportunities.
Our work fits with a broader international
agenda to tackle climate change and other
ESG issues. Some of our affiliates already
use SDGs and the Paris Climate Agreement
as a framework for ESG investment.
Overall, we take a selective approach
to these initiatives. We join only if we’re
certain that we not only comply with the
forum’s basic principles, but we can also
actively contribute to its purpose or goals.

In their 2020 paper, ‘Can Sustainable
Investing Save the World?’, the academics
Kölbel, Heeb, Paetzold and Busch
conclude that, from a societal perspective,
investor impact is the essential feature of
sustainable investing. They point out that:
“If sustainable investment does not make
a difference, policymakers would have no
reason to foster it, and academics would
have little reason to study it”.
Can investors invest with impact? We
believe they can – but not every investor
can. Investing in an impactful way, for
example, in a way that alleviates poverty,
helps to mitigate the effects of climate
change, promotes diversity, allows more
affordable housing to be built, and so forth,
is all possible, but for it to be meaningful,
for it to really make a difference, is very
difficult.
It requires in-depth understanding,
not only of these themes, but also of
how to structure complex investment
vehicles, understanding of how to work
with governments, development banks,
philanthropists or NGOs. Only investors
who truly understand how capital moves
through financial markets, and how capital
allocation decisions are made, can truly
invest with impact.

If sustainable investment
does not make a difference,
policymakers would have
no reason to foster it, and
academics would have
little reason to study it.
Kölbel, Heeb, Paetzold
and Busch
Academics

Get that right and sustainable investing
has the potential to be transformative.
As Philippe Zaouati, CEO of sustainable
investor Mirova, and a leading figure in
green finance in France and Europe, says in
his recent book ‘Sustainable finance: time
for a second chance’: “If the political will is
there to bring about a real transformation
of the economy, green finance is ready to
seize this new opportunity.”
Written in January 2021

We would argue that, at its core,
sustainable investing should fundamentally
be about change. Companies, systems and
societies can and do change over time,
and investors do have a role to play by
triggering or accelerating such change.
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A roadmap for success
Our forthcoming series of insights take a closer a look at how blended finance, enabling rather than labelling, policy influence and
shareholder engagement are already becoming key instruments in enabling investors to have a meaningful impact in sustainable
investment. It’s all part of a roadmap that paves the way for ESG and the future of finance...

From 'impact' investments....
to 'blended finance' that meets risk/return
requirements of large institutional investors.
To actually ‘shift’ capital and enable ambitions
to become reality, investment projects
need to have a clear idea of purpose
and need to find the right mix
of public/ private investment.

From climate risk management...
to proactive influence and true
climate impact.
Managing climate investment risk does not
equate to fixing climate change. Investors
can have a climate impact, however, by active
ownership, working with governments to
implement meaningful policies like carbon
pricing, and being proactively involved in
innovating investment tools that aid
the development of new technologies.

From working groups and forums…
to collaborative advocacy for
systemic change.

From taxonomies and labelling...
to enabling.
Sustainable finance has become too dependent
on the assumption that ESG standards, data
and labels will drive the change we hope for.
Change requires a more rigorous diagnosis,
and identification of the appropriate change
mechanisms. Only when this is agreed can
ESG standards, data and labels help us
make and measure progress.

From engaging on ESG issues...
to enlightened active ownership.
Investors have a significant role to play in a
company’s governance: holding managers to
account, and challenging them on strategy.
They need to take this role much more seriously
if they are also to help companies deal with
ESG issues. Meaningful engagement
‘incorporates’ ESG factors, rather than
centring on’ ESG factors.

With governments having the primary
responsibility in addressing social issues,
investors surely need to play a more significant
role in public policy development.

From where we were to where we stand | Natixis Investment Managers

6

Affiliates refers to our Affiliated Investment Managers. Generally, in this document, “we”, “us” or “the Group” refers collectively to Natixis Investment Managers and Affiliates.
Additional Notes
This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when required
by local regulation, only at their written request. This material must not be used with Retail Investors.
In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg
management company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843.
Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment Managers S.A., Succursale
Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis Investment
Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322,
Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden:
Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111
35, Sweden. Spain: Natixis Investment Managers, Sucursal en España. Serrano n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Investment Managers S.A., Belgian Branch,
Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium. In France: Provided by Natixis Investment Managers International – a portfolio management company authorized
by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris
Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. In Switzerland: Provided for information purposes only
by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich. In the
British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258) - registered office:
Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as described
as follows: in the United Kingdom: this material is intended to be communicated to and/or directed at investment professionals and professional investors only; in Ireland: this
material is intended to be communicated to and/or directed at professional investors only; in Guernsey: this material is intended to be communicated to and/or directed at only
financial services providers which hold a license from the Guernsey Financial Services Commission; in Jersey: this material is intended to be communicated to and/or directed at
professional investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at only financial services providers which hold a license from the
Isle of Man Financial Services Authority or insurers authorised under section 8 of the Insurance Act 2008. In the DIFC: Provided in and from the DIFC financial district by Natixis
Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or services are only available to persons who have sufficient financial
experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties as defined by the DFSA. No other
Person should act upon this material. Registered office: Unit L10-02, Level 10 ,ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United Arab Emirates. In Japan: Provided by
Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No.425. Content of Business: The Company conducts
investment management business, investment advisory and agency business and Type II Financial Instruments Business as a Financial Instruments Business Operator. In Taiwan:
Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory
Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel.
+886 2 8789 2788. In Singapore: Provided by Natixis Investment Managers Singapore Limited (company registration no. 199801044D) to distributors and institutional investors
for informational purposes only. In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors only. In Australia:
Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of financial advisers and
wholesale clients only. In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not constitute financial advice.
This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified that they meet
the requirements in the FMCA for wholesale investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand. In Latin
America: Provided by Natixis Investment Managers S.A. In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and
supervised by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant
to section 2 of Uruguayan law 18,627. In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representación (Colombia) to professional clients for informational
purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred to herein are rendered exclusively outside of Colombia. This material does
not constitute a public offering in Colombia and is addressed to less than 100 specifically identified investors. In Mexico Provided by Natixis IM Mexico, S. de R.L. de C.V., which is
not a regulated financial entity, securities intermediary, or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered
with the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to herein that require authorization or
license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a
public offering of securities in Mexico, and therefore the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under
the laws of France and is not authorized by or registered with the CNBV or any other Mexican authority. Any reference contained herein to “Investment Managers” is made to Natixis
Investment Managers and/or any of its investment management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican authority. In the
United States: Provided by Natixis Distribution, L.P. 888 Boylston St. Boston, MA 02199. Natixis Investment Managers includes all of the investment management and distribution
entities affiliated with Natixis Distribution, L.P. and Natixis Investment Managers S.A.
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment management
and distribution entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions
in which they are licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment
service provider to ensure that the offering or sale of fund shares or third party investment services to its clients complies with the relevant national law.
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or an offer
to buy or to sell any security, or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment carefully before
investing. The analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as of the date indicated.
These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire as may be forecasted in this
material. The analyses and opinions expressed by external third parties are independent and does not necessarily reflect those of Natixis Investment Managers. Past performance
information presented is not indicative of future performance.
Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the accuracy,
adequacy, or completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.
All amounts shown are expressed in USD unless otherwise indicated.

For more information:
Visit: im.natixis.com

INT783-0920
3367367.1.1
Exp: 12/31/2021

