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POLICY FRAMEWORKS AND REGULATIONS
“The environment is a public good that no one owns… but almost anyone can harm.”

Environmental, social, and governance regulations have been around long before the term “sustainability” existed. In the past decade, the number of regulations has soared. MSCI reports that the most common regulations were related to the climate crisis: to promote and incorporate more alternative energy, and to enhance transparency around corporate governance.
  Over the years, various initiatives have contributed to increased awareness of social and environmental issues such as climate change and biosphere integrity
 and the necessity for action from all parties. Below is a brief summary of selected sustainability policies and regulations:

In the United States the first “Earth Day” was celebrated on April 22, 1970,
 and the following organizations were created the same year: the Environmental Protection Agency (EPA), the National Oceanic and Atmospheric Administration (NOAA), the Occupational Safety and Health Administration (OSHA), and the Consumer Product Safety Commission (CPSC).

In 1971 in Geneva, Switzerland business professor Klaus Schwab founded the European Management Forum—a nonprofit initially focused on how European firms could catch up with US management practices.  Along the way, he, among others, developed the “stakeholder” management approach and eventually his organization became known as the World Economic Forum, which has held annual meetings for the past 50 years in Davos to offer opportunities for public-private cooperation.

The UN Conference on the Environment (1972) in Stockholm was the first world conference to make the environment a major issue.  In addition to a three-part action plan that contained: a) a global environmental assessment program; b) environmental management activities; and c) international measures to support assessment and management activities—the United Nations Environment Programme (UNEP) was created.
 Also in 1972, the Organization for Economic Cooperation and Development (OECD) introduced the Polluter Pays Principle (PPP) which states pollution should be the full responsibility of the originator.
 
In the 1980s the World Commission on Environment and Development (WCED) was an international group of environmental experts, politicians, and civil servants brought together by the United Nations in response to global warming and other environmental problems.
  It was in essence a call for “sustainable development” to “meet the needs of the present without compromising the ability of future generations to meet their own needs.”

In the 1990s the concept of Corporate Social Responsibility (CSR), which provided a framework for businesses to operate in ways that enhance both society and the environment, gained attention in classrooms and corporate boardrooms.
  A financial industry benchmark known as the “Equator Principles” was established in 2003 for determining, assessing, and managing environmental and social risk in projects.  Over one hundred financial institutions across 38 countries have officially adopted the Equator Principles.

In 2005 the Swiss government funded an effort to develop guidelines and recommendations on how to better integrate environmental (E), social (S), and corporate governance (G) issues in asset management, securities brokerage services, and associated research functions.  Eighteen financial institutions from nine countries with total assets under management of over $6 trillion participated in developing the report.  This report was embedded into the UN Principles for Responsible Investment launched in 2006, and it is credited with coining “ESG.”
 
Different Perspectives

Historically, the SEC and EU have disagreed on how “materiality” should be understood. In Europe rules are being developed to capture “double materiality”
—which is how business activities impact the environment and society (as well as how the corporate bottom line could be hurt by green and social issues). Alternatively, US regulators lean towards focusing strictly on financial risk with regards to “materiality.”
,

European Sustainable Finance Action Plan: Proposed in 2018, institutional investors, asset managers, and advisers are now required to report how they integrate sustainability risks and adverse impacts at entity level.
  One of the key elements of the Action Plan was the development of a common EU Taxonomy, which is covered at the end of this note.

Climate Action 100+: Launched in 2017, this is an investor-led initiative to ensure the world’s largest corporate greenhouse gas emitters take necessary action on climate change.
  The work of the initiative is coordinated by five regional investor networks: the Asia Investor Group on Climate Change (AIGCC), Ceres, Investor Group on Climate Change (IGCC), Institutional Investors Group on Climate Change (IIGCC), and Principles for Responsible Investment (PRI).
UNITED NATIONS: INITIATIVES
The United Nations has partnered with several global organizations, such as the Organisation for Economic Co-operation and Development (OECD) and the World Bank,
 as well as scientists and industry groups.  Today the UN Principles of Responsible Investing (PRI) and the 17 Sustainable Development Goals (SDGs) are dominating the investment landscape.
The Conference of the Parties (COP) meets annually to assess the effects of measures taken by the parties and review national communications and emission inventories.
  The first UN Conference on the Environment and Development (UNCED), which took place in Rio de Janeiro, spelled out the role of business and industry in regards to the sustainable development agenda.
 During the “Earth Summit,” the United Nations Framework Convention on Climate Change (UNFCCC) was adopted to combat greenhouse gas emissions in the atmosphere.
  Since 1995, over one hundred parties
 have met annually to discuss environmental action.

Key Conference of the Parties (COP) meetings:


1992 Rio de Janeiro, Brazil “Earth Summit”

1995 Berlin, Germany “Berlin Conference”

1997 Kyoto, Japan “Kyoto Protocol”


2009 Copenhagen, Denmark “Copenhagen Accord”

2010 Cancun, Mexico “Cancun Agreement”


2015 Paris, France “Paris Agreement”

2021 Glasgow, UK (Scotland) “Glasgow Climate Pact”

2022 El-Sheikh, Egypt

The United Nations (UN) Principles of Responsible Investment (PRI) Overview:

The UN’s Principles for Responsible Investment (UN PRI) were established in 2006.  Currently, there are over 5,000 signatories of the UN PRI representing over $120 trillion in AUM.
  The signatories to the UN PRI are committed to:

1. Incorporate ESG issues into investment analysis and decision-making processes.
2. Be active owners and incorporate ESG issues into our ownership policies and practices.
3. Seek appropriate disclosure on ESG issues by the entities in which we invest.
4. Promote acceptance and implementation of the Principles within the investment industry.
5. Work together to enhance our effectiveness in implementing the Principles.
6. Report on our activities and progress towards implementing the Principles.

The 2015 Paris Agreement on Climate Change set the goal “to keep the average global temperature rise well below 2°C and as close as possible to 1.5°C above pre-industrial levels.” In addition the United Nations established a list of Sustainable Development Goals (SDGs). The goals include: no poverty; zero hunger; good health and well-being; quality education; gender equality; clean water and sanitation; affordable and clean energy; decent work and economic growth; industry, innovation and infrastructure; reduced inequalities; sustainable cities and communities; responsible consumption and production; climate action; life below water; life on land; peace, justice, and strong institutions; and partnerships for the goals.

UN 2030 Agenda for Sustainable Development
 

The UN 2030 Agenda represents: “17 Sustainable Development Goals with 169 associated targets which are integrated and indivisible.”

· People:  To end poverty and hunger, in all their forms and dimensions, and to ensure that all human beings can fulfil their potential in dignity and equality and in a healthy environment.

· Planet: To protect the planet from degradation, including through sustainable consumption and production, sustainably managing its natural resources and taking urgent action on climate change, so that it can support the needs of the present and future generations.

· Prosperity: To ensure that all human beings can enjoy prosperous and fulfilling lives and that economic, social and technological progress occurs in harmony with nature.

· Peace: To foster peaceful, just and inclusive societies which are free from fear and violence. There can be no sustainable development without peace and no peace without sustainable development.

· Partnership: To mobilize the means required to implement this Agenda through a revitalized Global Partnership for Sustainable Development, based on a spirit of strengthened global solidarity, focused in particular on the needs of the poorest and most vulnerable and with the participation of all countries, all stakeholders and all people.

Sustainable Development Goals (SDGs)
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EU: TAXONOMY REGULATION
 

The EU taxonomy is a classification system that seeks to establish an exhaustive list of environmentally sustainable economic activities in order to increase transparency and to help investors identify and invest in sustainable activities.
Taxonomy Regulation Criteria:
1. Must contribute substantially to at least one of the EU’s climate and environmental objectives:
· Climate change mitigation and adaptation, the sustainable use and protection of water and marine resources, the transition to a circular economy, pollution prevention and control, and the protection and restoration of biodiversity and ecosystems
2. Does no significant harm (DSNH) any of the environmental objectives above 
3. Adheres to minimum safe guards as set by the fundamental conventions of the ILO

4. Requires reporting compliance
Reporting Timeline

January 2024: Both non-financial and (financial) entities in the EU must report how environmentally friendly their activities (investments) were the previous calendar year. 

January 2025: Financial entities may provide estimates on how their investments align with the EU’s environmental standards for investments outside of the EU that were reviewed in 2024.
January 2026: Banks will have to show how their activities (securities trading and fees charged) align with the EU’s environmental standards for sustainable investing and financing.
SUSTAINABLE FINANCE DISCLOSURE (SFDR)
 

The Sustainable Finance Disclosure Regulation (SFDR) is EU regulation introduced on April 6, 2022 to increase transparency around sustainability claims made by financial market participants. 
SFDR Obligations

Increased transparency on the integration of sustainability risks in: compensation policies, investment policies, general pre-contractual disclosures, and the marketing of financial instruments.

Article 6: The default classification for products which do not have a sustainable investment objective or do not promote environmental and/or social characteristics.  
Article 8: These funds promote, among other characteristics, environmental or social characteristics, or a combination of those characteristics.  SFDR requires these funds to disclose how they integrate sustainability risks into their investment process.
Article 9: Products that target sustainable investments as an objective. SFDR requires these funds to disclose how they integrate sustainability risks into their investment process and assess performance relative to targets.

� See "The Tragedy of the Commons" by Garrett Hardin, Science, vol. 162, no. 3859, 1968, pp. 1243.


� For an interactive chart and more information see: https://www.msci.com/who-will-regulate-esg.


� For example, climate change and biosphere integrity are deemed core planetary boundaries for which significant alteration would drive the earth system into a new state.  See: https://www.stockholmresilience.org/research/ planetary-boundaries/the-nine-planetary-boundaries.html, Retrieved September 1, 2022.


� https://www.epa.gov/history/epa-history-earth-day, Retrieved August 30, 2022.


� https://www.weforum.org/about/history, Retrieved September 12, 2022.


� You can read the report here: https://www.un.org/en/conferences/environment/stockholm1972.


� https://www.oecd.org/officialdocuments/publicdisplaydocumentpdf/?cote=OCDE/GD(92)81&docLanguage=En, Retrieved September 6, 2022.


� Issued the Brundtland Report (named after Chairperson Gro Harlem Brundtland the former Minister of Norway).


� Our Common Future (1987) The World Commission on Environment and Development, p. 43.


� See ”The Pyramid of Corporate Social Responsibility: Toward the Moral Management of Organizational Stakeholders,” by Archie B. Carroll, Business Horizons, (1991) https://asset-pdf.scinapse.io/prod/2035880114 /2035880114.pdf, Retrieved August 30, 2022.


� https://equator-principles.com/about-the-equator-principles/.


� https://www.unepfi.org/fileadmin/events/2004/stocks/who_cares_wins_global_compact_2004.pdf, Retrieved September 13, 2022.


� “Global Sustainable Investment Review,” published by the Global Sustainable Investing Alliance (GSIA), p. 15, Available at: http://www.gsi-alliance.org/wp-content/uploads/2021/08/GSIR-20201.pdf Retrieved Sept. 4, 2022.


� https://www.sec.gov/news/statement/munter-statement-assessing-materiality-030922.


� https://www.sec.gov/news/speech/lee-living-material-world-052421, Retrieved September 14, 2022.


� “Global Sustainable Investment Review,” published by the Global Sustainable Investing Alliance (GSIA), p. 15, Available at: http://www.gsi-alliance.org/wp-content/uploads/2021/08/GSIR-20201.pdf, Retrieved Sept. 4, 2022.


� https://www.unpri.org/sustainable-financial-system/explaining-the-eu-action-plan-for-financing-sustainable-growth/3000.article, Retrieved May 4, 2023.


� https://www.climateaction100.org/about/, Retrieved September 13, 2022.


� https://www.oecd.org/env/cc/climate-futures/, Retrieved September 6, 2022.


� https://unfccc.int/process/bodies/supreme-bodies/conference-of-the-parties-cop.


� https://sustainabledevelopment.un.org/rio20.html.


� Source: https://unfccc.int/process-and-meetings/the-convention/status-of-ratification/status-of-ratification-of-the-convention, Retrieved June 26, 2022.


� https://unfccc.int/process/parties-non-party-stakeholders/parties-convention-and-observer-states?field_partys _partyto_target_ id%5B512%5D=512, Retrieved June 26, 2022.


� https://cop27.eg/.


� https://www.unpri.org/about-us/about-the-pri.


� https://www.unpri.org/about-us/about-the-pri, Retrieved September 13, 2022.


� https://www.unpri.org/about-us/what-are-the-principles-for-responsible-investment.


� https://unfccc.int/topics/action-on-climate-and-sdgs/action-on-climate-and-sdgs.


� Source: https://sdgs.un.org/2030agenda, Retrieved June 16, 2022.


� https://sdgs.un.org/2030agenda.


� Source: https://finance.ec.europa.eu/sustainable-finance/tools-and-standards/eu-taxonomy-sustainable-activities_en, Retrieved May 4, 2023.


� ILO: International Labour Organization, a UN agency with the mandate to advance social and economic justice by setting international labour standards. See: https://www.ilo.org/global/standards/introduction-to-international-labour-standards/conventions-and-recommendations/lang--en/index.htm, Retrieved May 5, 2023.


� Source: https://ec.europa.eu/sustainable-finance-taxonomy/, Retrieved May 5, 2023


� Source: https://www.eurosif.org/policies/sfdr/, Retrieved May 4, 2023.


� Source: https://corpgov.law.harvard.edu/2023/02/18/esg-eu-regulatory-change-and-its-implications/, Retrieved May 5, 2023.





 PAGE 
3
Policies, Regulations & Initiatives

