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Five insights on institutional investors’
approach to Responsible Investments

= |n the current climate crisis context, investors have a role to play in the transition to a low-
carbon economy. However, many institutional investors are still wondering how to define their
approach to responsible investing. They are raising several questions such as: what specific
targets can be set when determining investment objectives, how to organise the governance
of investing sustainably, and what responsible investing strategies can be implemented.

= We summarise below five key findings from our review of academic research and investors’
sustainability reports as well as those from qualitative interviews we conducted with various
institutions across continents (/nstitutional investors’ approaches to responsible investing).

GEOGRAPHY, REGULATION AND STAKEHOLDERS IMPACT
RESPONSIBLE INVESTING

There is a wide variation between investors in terms of the degree to which responsible investing and ESG
considerations are integrated into investment approaches. Geography is a key factor of differentiation, as the degree
of social norms in a country influences local investors’ focus on responsible investment. As an illustration, institutional
investors in Europe have a relatively high sensitivity to sustainability investing, while the situation is more
heterogeneous in the US, where the debate on ESG matters is politically tainted.

Cultural factors also influence the content of institutions’ responsible investment policies:

= The E pillar tends to be dominant in Europe.

= US institutions are inclined to focus on social considerations, particularly on the “Diversity and Inclusion”
theme.

= |nvestors in all continents have long considered governance as a key element of their company analysis.
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Beyond geography, other factors may impact investors’
attitude to responsible investing such as the nature of
EU Sustainable Finance Action investors’ stakeholders and the structure of pension plans’

Rian's baliiding biock membership. In particular, the age of pension beneficiaries
seems to play a role in impacting financial institutions’

A 4
o EU Taxonomy Regulation — approaches, as the younger generations are particularly

sensitive to environmental and social issues.

The many layers of ESG EU regulation

Regulation is also an important factor.! Responsible
e—~ Corporate Sustainability - investing may be encouraged by regulation, which
Reporting Directive (CSRD) . . . . . .

investors recognise as a major driver in improving ESG

disclosures and increasing the integration of sustainability
considerations into investment strategies.

e__ Sustainable Finance -
Disclosure Regulation (SFDR) The European regulatory landscape related to responsible
investing has considerably expanded in recent years, and
Markets in Financial | Europe’s leading role in regulation is recognised by
Instruments Directive (MiFID) investors in other continents. However, for some investors,

and Insurance Distribution
Directive (IDD)

regulation is going too far and is becoming too complex.
This is triggering a form of regulatory fatigue, as

e sustainability regulation already contains a lot of rules
B EU Benchmark Regulation = . X .

which are sometimes seen as redundant or contradictory.

Moreover, the relationship between sustainability

regulation and investors’ approach goes both ways, as local

institutions also impact the way in which the regulation is designed to a certain degree. Overall, while sustainability

regulations may be partly achieving their objectives, responsible investment still stands to gain further from increased
disclosure requirements.

RESPONSIBLE INVESTING ENHANCES RETURNS AND RISK
MANAGEMENT

Most investors stress that their fiduciary duty to their stakeholders is to
generate return, and that return is their priority. However, they also
generally consider that investing sustainably is favorable to
performance in the long-term. Moreover, some institutions complement
their financial objectives with non-financial ones, convinced that their gg',ff%’f‘“'”‘
corporate reputations, which they highly value, can be improved through
responsible investment.

Risk/Return/Sustainability triangle

Return objectives

Risk appetite

e.g. Drawdown,
Vol, VaR, CVaR

In many cases, responsible investing is also seen as a key element in
investors’ risk management approaches. Climate risk in particular is

increasingly integrated within institutions’ general risk framework, which :sumi"ab“iw

e.g. Exclusion,

many see as holistic, including both financial and non-financial risk ESG integration...
sources. Source: Amundi Investment Institute.

Client insight

O “We are convinced that paying attention to ESG factors will pay off in terms of risk-adjusted
performance in the long-term; for instance, climate regulation will clearly impact the stock

prices of companies directly affected by it.”
UK defined contribution pension fund

1 Laugel E., Jaulin T., De Bazin A., Collin J. De Vecchi V.,“Amundi Responsible Investment Views 2024”, Amundi.

Marketing Communication. Document for the exclusive attention of professional clients,
investment services providers and any other professional of the financial industry.



Amundi Investment Institute / Green & Social

IMPLEMENTATION BY BOTTOM-UP INTEGRATION WITH
ENGAGEMENT AND VOTING ACTIVITIES

For a number of investors, the responsible investing journey started with an exclusion policy, and product-based
exclusions are still often present in investors’ responsible investment policies. Beyond this, ESG considerations are
frequently integrated into investment approaches. They are not defined at the strategic asset allocation level, but
essentially are integrated through a bottom-up approach and may result in certain sector and geographical tilts.

In terms of investment implementation, the move to ESG-specific benchmarks tends to remain limited and generally
applies to investors’ passive portfolios. Most institutional investors also integrate ESG considerations into their
manager selection process, generally through detailed sustainability-related questionnaires.

We also observe a trend towards thematic investing, with the definition of a portfolio’s “green and social” bucket
referring to investments in specialised equity strategies, green or social bonds, green infrastructure and low-energy
buildings. However, some investors worry about the valuation of these strategies. In addition, those pursuing a net
zero objective are also aware that they need to complement their allocations to these types of investments with
transition-focused strategies, both to pressurise companies to decarbonise and to maintain sufficient portfolio
diversification.

For this approach to be successful, engagement is seen as a key pillar of many institutions’ responsible
investment approach, even though there is some skepticism regarding the success of their engagement.
Engagement must indeed be conducted using a highly professional approach, including a definition of objectives, a
list of target companies and a clear engagement process. It is vital to include a monitoring step in this process, as it
can take time to achieve results. Engagement is also an area where coordinated action is an advantage. According
to some investors, it may be more efficient to work at industry rather than at a single company level.

Another important element of investors’ responsible investing approaches is their voting policy. Academic research
underlines a positive link between active ownership on responsible investing issues and company performance.
Investors may vote against the re-election of Board members, if climate strategy is not sufficiently addressed, or if
some key governance criteria are not met. However, not all investors are equipped to have their own voting policies.
A number of them rely on proxy advisors and coordinated actions to influence companies.

Net zero core-satellite approach

®g

Contribution portfolio

Decarbonisation portfolio

— Carbon intensity — Green intensity

— Decarbonization pathway(s) — Financing the transition

— Top-down approach — Bottom-up approach

— Portfolio construction — Security selection

— Net-zero carbon metrics — Net-zero transition metrics

Source: Net Zero Investment Portfolios-Part2. The Core-Satellite Approach, Amundi Working Paper 147, November 2023.
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DIVESTMENT CAN BE A LAST-RESORT STRATEGY

When engagement and voting are not successful, divestment may be considered, but all surveyed investors
mentioned it as a last-resort instrument that they are reluctant to use. One explanation is that divestment would
reduce their influence to improve responsible investing standards and, in particular, climate policies within invested
companies.

Client insight

“Abruptly divesting would result
O in immense volatility and higher

m tracking errors in investment
returns.”

Australian pension fund

Divestment can also lead to reduced portfolio
diversification, although academic literature
overall is not fully conclusive on the effects of
divestment. The issue is particularly acute
regarding fossil fuel companies. Divestment
campaigns are frequent in the non-profit sector
where investing in these companies is
sometimes seen as immoral or in conflict with an
institution’s fundamental values.

SUSTAINABILITY GOVERNANCE AND RESOURCES: DATA
REMAINS A KEY CHALLENGE

Many investors still see ESG data as a challenge, in _ -

terms of quality, consistency and availability for certain  [RELUCIIRIEI[e]al:

asset classes, particularly private assets that are not ) ) ; )
easily susceptible to quantifiable criteria. Beyond We engage with companies with
measurement, there is a debate among investors O high emissions that have sound and
about whether to apply Fhe same crite_ria uniformly realistic business plans to transition
across. markets or to adjust them, for mstfince, for to a low-carbon economy within a
emerging markets. Furthermore, the reliance of

investors on systematic quantitative rating tools is
rare, while a number of them are developing climate
scenarios to support their climate risk analysis

timeframe deemed acceptable to the
Fund.”

Australian pension fund

framework.

The importance of the data challenge puts pressure on investors to expand resources in the sustainability field, and
we observe that the organisation of internal resources varies in this area, between a centralised and decentralised
model. In the latter, sustainability issues are discussed in a transversal multi-disciplinary way, underlining the benefits
of responsible investing across all functions within institutions.

“t is essential to put the concept of transition at the center of the agenda.
Financing the transition of leading European companies is crucial:
sustainable savings should be mobilised to support the emergence of a
competitive European green industry.”

Jean-Jacques Barberis, Head of Institutional & Corporate Clients and ESG
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AMUNDI INVESTMENT INSTITUTE

In an increasingly complex and changing world, investors have expressed a critical need to better understand their environment
and the evolution of investment practices in order to define their asset allocation and help construct their portfolios. Situated at
the heart of the global investment process, the Amundi Investment Institute's objective is to provide thought leadership, strengthen
the advice, training and daily dialogue on these subjects across all assets for all its clients — distributors, institutions and
corporates. The Amundi Investment Institute brings together Amundi’s research, market strategy, investment insights and asset
allocation advisory activities. Its aim is to project the views and investment recommendations of Amundi.
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IMPORTANT INFORMATION

This document is solely for informational purposes. This document does not constitute an offer to sell, a solicitation of an offer to buy, or a
recommendation of any security or any other product or service. Any securities, products, or services referenced may not be registered for sale
with the relevant authority in your jurisdiction and may not be regulated or supervised by any governmental or similar authority in your jurisdiction.
Any information contained in this document may only be used for your internal use, may not be reproduced or redisseminated in any form and
may not be used as a basis for or a component of any financial instruments or products or indices. Furthermore, nothing in this document is
intended to provide tax, legal, or investment advice. Unless otherwise stated, all information contained in this document is from Amundi Asset
Management S.A.S. and is as of 19 February 2023.

Diversification does not guarantee a profit or protect against a loss. This document is provided on an “as is” basis and the user of this information
assumes the entire risk of any use made of this information. Historical data and analysis should not be taken as an indication or guarantee of any
future performance analysis, forecast or prediction. The views expressed regarding market and economic trends are those of the author and not
necessarily Amundi Asset Management S.A.S. and are subject to change at any time based on market and other conditions, and there can be no
assurance that countries, markets or sectors will perform as expected. These views should not be relied upon as investment advice, a security
recommendation, or as an indication of trading for any Amundi product. Investment involves risks, including market, political, liquidity and currency
risks. Furthermore, in no event shall Amundi have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without
limitation, lost profits) or any other damages due to its use.

Date of first use: 19 February 2024.

Document issued by Amundi Asset Management, “société par actions simplifiée”- SAS with a capital of €1,143,615,555 - Portfolio manager
regulated by the AMF under number GP04000036 - Head office: 91-93 boulevard Pasteur, 75015 Paris - France - 437 574 452 RCS Paris -
www.amundi.com.
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