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Why the coming months are critical to a decisive
green transition
by Stefan Hofrichter | 28/07/2020

 

Summary
As the world battles the Covid-19 pandemic, responsible investors can help make the economic recovery
sustainable and inclusive by engaging with the right stakeholders. A PRI working group has developed
recommendations for a policy-engagement framework to help guide the investment community’s actions.
Here are highlights of the group’s findings.
Key takeaways

Sustainability objectives can be built into the financial stimulus and policy mechanisms
that support the recovery from the downturn triggered by Covid-19
The coming months are critical to a decisive green transition, and research shows that
many stimulus measures aimed at decarbonisation have high job creation potential and
economic multipliers
Companies, investors, policymakers and other stakeholders must focus on social issues and
human rights to build a fairer, more inclusive economy
Corporations should examine the role they play in promoting sustainability – and
recipients of stimulus funds will need to demonstrate how they will create value for a
range of stakeholders
To address the Covid-19 crisis effectively, investors have a clear role to play – but it’s also
incumbent on the investment industry to act responsibly and encourage policy change

While the Covid-19 pandemic has put many aspects of our economy and lives on hold, it has not changed the need to build a more sustainable world. From
fighting climate change to addressing social inequality to improving corporate governance, the list of pressing issues is long. Fortunately, there are many ways to
build sustainability objectives into the financial stimulus and policy mechanisms that support the recovery.

The coming months are critical to a decisive green transition
The climate emergency continues to be one of the most pressing issues facing our world today. Policymakers should seize the opportunities created by shifts in
markets and behaviours to accelerate change, focusing where possible on areas in which the Covid-19 recovery and decarbonisation priorities are most closely
aligned. A May 2020 paper from the Smith School of Enterprise and the Environment at the University of Oxford underscores the urgency. The authors concluded
that “progress on climate change will depend significantly on policy choices in the coming six months”, arguing that “the right choices could drive a long-term
downward trend in greenhouse gas emissions”.
To create a decisive green transition, governments must target their stimulus spending while helping to shape markets that deliver for people and the planet.
Fortunately, many governments – including those in Canada, Germany, France and South Korea – have already signalled that they intend to pursue that direction
of travel. The European Union has published ambitious proposals for a recovery plan to build “a more sustainable, resilient and fairer Europe”. Global leaders
have recognised that the UN Sustainable Development Goals (SDGs) can support global responses that “leave no one behind”, and there is a growing consensus

To create a decisive green transition, governments must target their stimulus spending while helping to shape markets that deliver for people and the planet.
Fortunately, many governments – including those in Canada, Germany, France and South Korea – have already signalled that they intend to pursue that direction
of travel. The European Union has published ambitious proposals for a recovery plan to build “a more sustainable, resilient and fairer Europe”. Global leaders
have recognised that the UN Sustainable Development Goals (SDGs) can support global responses that “leave no one behind”, and there is a growing consensus
around the need to mobilise significant private capital to deliver on these ambitions. This creates opportunities for investors.
Research shows that many stimulus measures aimed at decarbonisation have high job creation potential and economic multipliers. This adds to the case for
sustainable investment – which has grown stronger over time:
Sustainable innovations in areas such as low-carbon infrastructure have achieved great success over the past decade, showing how green stimulus can
deliver growth and jobs alongside decarbonisation.
Vital technologies (such as renewable energy generation) have become cost-competitive globally, and others (such as electric vehicles) may be ready to enter
the mainstream, given the right infrastructure and incentives.
During the pandemic, sustainable investments have performed relatively well, and many low-carbon sectors continue to have more growth potential than
high-carbon incumbents.

Now is the time to reconsider “social” outcomes
The Covid-19 pandemic has had an outsize impact on the world’s poorest citizens and highlighted the poverty and vulnerability experienced by millions of people,
for whom decades of economic growth and development have failed to deliver prosperity and security. This is prompting more investors to focus on social issues
and human rights, bringing much-needed attention to the “S” in ESG (environmental, social and governance).
To help these efforts, the investment industry must improve the methodology and data for incorporating social outcomes into investment strategies, the allocation
of assets and overall stewardship. Corporations must also do their part, and many are leading the way in defining their social purpose and impact. International
human rights standards have also been sharpened, offering companies, investors, policymakers and other stakeholders a framework on which to build a fairer,
more inclusive and resilient economy.

Expect more scrutiny of corporate purpose and value
The pandemic has sparked renewed scrutiny of corporate purpose and the role that the responsible investment industry can play in shifting businesses towards
sustainable development objectives. Companies will be expected to take a responsible approach towards capital allocation decisions – particularly on the issue of
executive pay. Stakeholders increasingly expect pay to be tied to performance, which should include the impact on employees, suppliers and communities. And
recipients of bailouts or stimulus funds will need to demonstrate even more clearly how funds will be used to create value for a range of stakeholders.

Successful implementation also takes clear fiscal and monetary policies
As governments respond to the crisis affecting their citizens, they need to incorporate sustainability objectives into the financial stimulus and policy mechanisms
that support the recovery. So far, we have seen fiscal stimulus and monetary policy that are reminiscent of wartime in their scale and scope. While these measures
have been appropriate, given the urgent need to kick-start the economy, a credible exit strategy is needed on multiple fronts:
An extended period of low capital costs – for both debt and equity – could trigger excessive risk-taking and a misallocation of resources, potentially fuelling
another asset bubble.
If ultra-easy monetary policy supports risky assets for longer, whether via a low discount rate or through the “socialisation” of investment risks (as central
banks buy up private-sector assets), wealth inequality could increase further.
Governments are rescuing private-sector firms by taking equity stakes and providing liquidity – an inevitable consequence of crisis – but they need to find a
way of exiting from this fiscal support in the medium term. Governments are unlikely to be better entrepreneurs than the business owners themselves.

The world needs urgent action and cooperation on many fronts
To address the Covid-19 crisis effectively, governments, investors, asset managers and other stakeholders must work together to design policies that are
transparent, effective and aligned with sustainability goals – while securing funding that can accelerate solutions.
Investors have a clear role to play, but it’s also incumbent on the investment industry to act responsibly and encourage policy change. As an active and responsible
asset manager, we owe it to our clients and beneficiaries to support a recovery that is sustainable and inclusive – and delivers concrete reforms. We are confident
that our colleagues in the investment industry will do the same as we address today’s global challenges together.

Stefan Hofrichter participated in interviews with the PRI (Principles for Responsible Investment) on behalf of Allianz Global Investors to provide input into this
report.

 DOWNLOAD THE PRI SUSTAINABLE AND INCLUSIVE: COVID-19 RECOVERY AND REFORM REPORT
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Environmental, Social and Governance (ESG) strategies consider factors beyond traditional financial information to select securities or eliminate exposure which could
result in relative investment performance deviating from other strategies or broad market benchmarks.
Investing involves risk. The value of an investment and the income from it will fluctuate and investors may not get back the principal invested. Past performance is not
indicative of future performance. This is a marketing communication. It is for informational purposes only. This document does not constitute investment advice or a
recommendation to buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of an offer to buy any security.
The views and opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of publication.
Certain data used are derived from various sources believed to be reliable, but the accuracy or completeness of the data is not guaranteed and no liability is assumed
for any direct or consequential losses arising from their use. The duplication, publication, extraction or transmission of the contents, irrespective of the form, is not
permitted.
This material has not been reviewed by any regulatory authorities. In mainland China, it is used only as supporting material to the offshore investment products
offered by commercial banks under the Qualified Domestic Institutional Investors scheme pursuant to applicable rules and regulations. This communication's sole
purpose is to inform and does not under any circumstance constitute promotion or publicity of Allianz Global Investors products and/or services in Colombia or to
Colombian residents pursuant to part 4 of Decree 2555 of 2010. This communication does not in any way aim to directly or indirectly initiate the purchase of a product
or the provision of a service offered by Allianz Global Investors. Via reception of his document, each resident in Colombia acknowledges and accepts to have
contacted Allianz Global Investors via their own initiative and that the communication under no circumstances does not arise from any promotional or marketing
activities carried out by Allianz Global Investors. Colombian residents accept that accessing any type of social network page of Allianz Global Investors is done under
their own responsibility and initiative and are aware that they may access specific information on the products and services of Allianz Global Investors. This
communication is strictly private and confidential and may not be reproduced. This communication does not constitute a public offer of securities in Colombia pursuant
to the public offer regulation set forth in Decree 2555 of 2010. This communication and the information provided herein should not be considered a solicitation or an
offer by Allianz Global Investors or its affiliates to provide any financial products in Panama, Peru, and Uruguay. In Australia, this material is presented by Allianz
Global Investors Asia Pacific Limited (“AllianzGI AP”) and is intended for the use of investment consultants and other institutional/professional investors only, and is
not directed to the public or individual retail investors. AllianzGI AP is not licensed to provide financial services to retail clients in Australia. AllianzGI AP (Australian
Registered Body Number 160 464 200) is exempt from the requirement to hold an Australian Foreign Financial Service License under the Corporations Act 2001 (Cth)
pursuant to ASIC Class Order (CO 03/1103) with respect to the provision of financial services to wholesale clients only. AllianzGI AP is licensed and regulated by Hong
Kong Securities and Futures Commission under Hong Kong laws, which differ from Australian laws.
This document is being distributed by the following Allianz Global Investors companies: Allianz Global Investors U.S. LLC, an investment adviser registered with the
U.S. Securities and Exchange Commission; Allianz Global Investors Distributors LLC, distributor registered with FINRA, is affiliated with Allianz Global Investors U.S.
LLC; Allianz Global Investors GmbH, an investment company in Germany, authorized by the German Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin); Allianz
Global Investors (Schweiz) AG; Allianz Global Investors Asia Pacific Ltd., licensed by the Hong Kong Securities and Futures Commission; Allianz Global Investors
Singapore Ltd., regulated by the Monetary Authority of Singapore [Company Registration No. 199907169Z]; Allianz Global Investors Japan Co., Ltd., registered in
Japan as a Financial Instruments Business Operator [Registered No. The Director of Kanto Local Finance Bureau (Financial Instruments Business Operator), No. 424,
Member of Japan Investment Advisers Association and Investment Trust Association, Japan];and Allianz Global Investors Taiwan Ltd., licensed by Financial Supervisory
Commission in Taiwan.
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