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Executive Summary

To meet the huge demand for investment that supports climate and sustainability goals,
and to ensure that the financial system is resilient to climate-related risks, greater efforts
and further international coordination are needed to scale up sustainable finance.*

Improving international coordination on sustainable finance standards, practices,
and related policies is critical to strengthen market integrity, further scale up
sustainable finance flows, and facilitate cross-border green capital flows.
Recognizing the need to coordinate on sustainable finance goals and priorities, as well
as on the use of public policy incentives, G20 members have re-established the
Sustainable Finance Study Group and upgraded it to the G20 Sustainable Finance
Working Group (SFWG), co-chaired by China and the United States, with
Secretariat support provided by the United Nations Development Programme
(UNDP).

In 2021, the G20 Finance Ministers and Central Bank Governors asked the SFWG to
develop a multi-y e ar G20 Sustainabl e Finance Roadma
sustainable finance priorities, and to carry out focused work on three specific priority
areas: 1) Improving the comparability, and interoperability of approaches to align
investments to sustainability goals; 2) Overcoming information challenges by improving
sustainability reporting and disclosure; and 3) Enhancing the role of International
Financial Institutions in supporting the goals of the Paris Agreement and 2030 Agenda.?
Building on input papers from several international organizations and knowledge partners,
as well as feedback collected during a series of consultations with stakeholders?, this
report characterizes challenges, reviews existing practices, and proposes a set of
recommendations to progress in these three areas. When country-level actions are
discussed, they are to adopt on a voluntary basis. The outcomes of the 2021 SFWG work
that are presented in this synthesis report have also contributed to shaping the multi-

1 The OECD estimates that the Sustainable Development Goals (SDGs) financing gap in developing
countries has widened by 70% to reach $4.2 trillion (up from $2.5 trillion) due to COVID. OECD (2020),
Global Outlook on Financing for Sustainable Development 2021: A New Way to Invest for People and
Planet, OECD Publishing, Paris, https://doi.org/10.1787/e3c30a9a-en

2 Second G20 Finance Ministers and Central Bank Governors meeting Communiqué, 7 April 2021
https://g20sfwg.org/wp-content/uploads/2021/08/2021-Communiqu%C2%AE-Second-G20-FMCBG-
meeting-7-April.pdf

3 Input papers and consultation briefs are available online: https://g20sfwg.org/
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year G20 Sustainable Finance Roadmap developed by the SFWG in 2021. In the
following years, under the relevant G20 Presidency, the SFWG will annually report
progress againstthe agreed actions set out in the road

Improving comparability and interoperability of approaches
to align investments to sustainability goals

Over the past few years, many countries, regions, and market actors, including G20 and
non-G20 members, have recognized the role of private capital in supporting sustainability
goals and have taken, or are planning to take, steps to scale up sustainable financial
flows. One of the major efforts has been the development of approaches and tools (e.g.,
sustainability definitions, taxonomies, Environmental, Social and Governance (ESG)
rating methodologies, verification and certification schemes, benchmarks and other
portfolio or institutional alignment tools) to align financial investments with climate and
other sustainability goals. These approaches and tools contribute to sustainable finance
market development, including transition finance. However, if developed in silos and
without due consideration of their interoperability, the proliferation of inconsistent
approaches could generate market fragmentation, increase transaction costs (such as
duplicating verifications, creating data inconsistencies, and leaving room for
interpretations), and result in a higher risk of green and SDGs-washing. The synthesis
report, drawing from input papers by the Bank for International Settlements (BIS),
International Platform on Sustainable Finance (IPSF) and United Nations Department of
Economic and Social Affairs (UN-DESA), Organisation for Economic Co-operation and
Development (OECD), and The United Nations Environment Programme Finance
Initiative (UNEP-FI), identifies several challenges in developing and improving the
comparability and interoperability of approaches to align investments to sustainability
goals (e.g., complexity and costs of navigating various approaches, inadequate flexibility
for inclusion and applicability across jurisdictions with differing capacity levels, and low
level of data availability and quality). The SFWG has developed high-level, voluntary
principles for developing alignment approaches and recommendations for international
coordination:
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1. Ensure material positive contributions to sustainability goals and focus on outcomes.

2. Avoid negative contribution to other sustainability goals (e.g., through do no significant harm to any
sustainability goal requirements).

3. Be dynamic in adjustments reflecting changes in policies, technologies, and the state of the
transition.

4. Reflect good governance and transparency.

5. Be science-based for environmental goals and science- or evidence-based for other sustainability
issues.

6. Address transition considerations.

Recommendations for international coordination

1. Jurisdictions which intend to pursue a taxonomy-based approach to consider developing sustainable
finance taxonomies using the same language (e.g., international standard industry classification and
other internationally recognized classification systems), voluntary use of reference or common
taxonomies, and regional collaboration on taxonomies.

2. Collaboration and active engagement of service providers, where consistent with applicable laws,
with appropriate international organizations and financial authorities to enhance comparability,
interoperability, and transparency of approaches, including forward-looking portfolio alignment tools,
ESG rating methodologies, verification and labelling approaches.

3. Relevant international organizations, networks or initiatives to further advance work towards better
understanding the technical aspects and interlinkages of existing and emerging alignment
approaches, as well as good practices, and develop specific recommendations for enhanced
comparability and interoperability.

4. Better integrate transition finance considerations into sustainable finance alignment approaches, with
a focus on interoperability with existing and emerging approaches for sustainable finance, based on
the mapping and review of existing and emerging approaches by the SFWG and appropriate
international organizations.

Overcoming information challenges by improving
sustainability reporting and disclosure

Sustainability reporting and disclosure has become more widespread internationally since
its beginnings in the 1990s, yet it has been widely observed that sustainability-related
reporting remains incomplete and inconsistent across companies and jurisdictions. As a
result, investors may not be able to receive the sustainability-related information they
need to make informed investment decisions -including to evaluate low greenhouse gas
emission development strategies- and, as noted by many participants in the SFWG
engagement activities with the private sector and international organizations, the market

may mispricefi nanci al assets. This could harm mar ket
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ability to support the proper allocation of capital towards sustainability goals. In addition
to the lack of consistency, there are a number of other challenges in the extent and quality
of sustainability reporting by firms (such as incomplete coverage of the Sustainable
Development Goals (SDGSs) related issues in reporting frameworks, lack of capacity for
Small and Medium-sized Enterprises (SMES) in implementing reporting requirements,
etc.). After consultation with the International Organization of Securities Commissions
(I0SCO), the International Financial Reporting Standards (IFRS) Foundation and other
relevant stakeholders, the SFWG has developed the following recommendations:

Recommendations on overcoming information challenges by improving sustainability reporting

and disclosure

1. G20 to welcome the work program of the International Financial Reporting Standards (IFRS)
Foundation.

2. The International Sustainability Standards Board (ISSB) should develop a baseline global sustainability
reporting standard while allowing flexibility for interoperability with national and regional requirements.

3. Start from climate and extendtoothers ust ai nabi |l ity factors over t
firstd appr oac hbased ontthe daskioea on Climate-raelated Financial Disclosures
(TCFD) framework, in developing the reporting standards. However, the ISSB should develop
standards covering other sustainability topics, which could include nature, biodiversity, and social
issues.

4. Enhance efforts on capacity building for SMEs and emerging markets. While the standards to be
developed by the ISSB may be adopted by a broad range of jurisdictions around the world as a global
baseline for reporting, SMEs and emerging markets could benefit from additional capacity-building
initiatives.

Enhancing the Role of International Financial Institutions in
supporting the goals of the Paris Agreement and 2030
Agenda

International Financial Institutions (IFIs), including Multilateral Development Banks
(MDBSs), play a critical role in supporting the goals of the Paris Agreement and 2030
Agenda: providing stable, long-term, and counter-cyclical lending at affordable rates and
supporting climate action, such as the implementation of transition and low greenhouse
gas emission development strategies, through the development of new financing
instruments or frameworks. These instruments expand the pool of resources available for
climate mitigation and adaptation efforts in accordance with countries Nationally
Determined Contributions (NDC) and help catalyse investment from the private sector.
While MDBs have made good progress, there remains a significant gap between the
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scope of their climate work programs and the scale and speed required to achieve the
goals of the Paris Agreement and 2030 Agenda. There are increasingly strong calls from
political leaders and experts for the MDBs to scale up and accelerate their ongoing work
in this area, for example, enhancing the climate-related financing commitments, the
engagement with governments in emerging markets and developing countries to increase
the supply of bankable green projects, and the support for quality NDCs through financing
and capacity assistance. After consultation with relevant stakeholders, the SFWG
developed the following recommendations:

Recommendations on enhancing the Role of International Financial Institutions in supporting the

goals of the Paris Agreement and 2030 Agenda

MDBs should:
1.

Raise ambition in financing climate actions. MDBs should work with clients to ensure that adaptation
and resilience are embedded in investments and policies. Adaptation finance should be prioritized in
country contexts where urgent adaption to climate change is required.

Scale-up de-risking facilities for crowding in private sector finance. MDBs are encouraged to use
financial and non-financial tools to help governments and the private sector overcome real and
perceived risks and other barriers to climate investment.

Step up efforts to support developing countries in developing policy frameworks for sustainable
finance. MDBs, working with others, can play a critical role in disseminating knowledge, building
technical capacity, helping develop the policy and regulatory frameworks such as taxonomies and
disclosure requirements, assisting in product innovation by local financial institutions, and nature-
based solutions or ecosystem-based approaches.

Enhance engagement with countries on ambitious NDCs and long-term low greenhouse gas emission
development strategies (LTS) development and implementation. MDBs need to coordinate their in-
country support, which is key to effective LTS development to maximize the impact of MDB on the
Paris Alignment at the country level. MDBs, in partnership with others working on NDCs, could support
countries in developing tools and innovations to improve the NDC ecosystems, and target translating
NDCs into bankable projects able to attract private international and domestic finance.

Devote resources to the climate transition. MDBs could play a key role in helping emerging markets
and developing economies in establishing a framework for financing the climate transition and
mitigating the negative social impact of transition by helping the sectors and segments of the
population particularly vulnerable in coping with the transition. Targeted actions would include
technical pathways, green capital markets development, disclosure requirements, de-risking facilities,
and financing products - by initiating pilot projects in key sectors such as energy, transportation, and
heavy manufacturing.
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Introduction

On April 7t h, 2021, under | talyds G20 Presi

Governors agreed to re-establish the Sustainable Finance Study Group (SFSG) and

upgrade it to the AG20 Sustai nalbllsagefawasnc e

anchored in the three G20 priorities: People, Planet and Prosperity.

Meeting the collective goals under the Paris Agreement and the 2030 Agenda will require
an economy-wide transition, supported by significant financial flows. This transition has
begun, and financial markets are starting to play their role. Sustainable debt issuance is
on track to surpass a record $1 trillion in 2021 as global sustainable debt issuance
exceeded $680bn in H1 2021, more than twice the level of H1 202071 and is already close
to the $700bn mark reached for the full year 2020.° This rapid rise of the sustainability
bonds market shows that there is a real interest from market participants for investments
with sustainability benefits.® However, while the share of financial assets contributing to
sustainability has increased over the past years, it still represents less than 5% of global
financial assets.” Scaling up sustainable finance i including aligning financial flows to the
Sustainable Development Goals (SDGs) and the Paris Agreement targets and mobilizing
resources to where it is most needed i still represents a challenge with new and more
complex barriers emerging as the practice evolves. The OECD estimates that the SDG
financing gap in developing countries has widened by 70% to reach $4.2 trillion (up from
$2.5 trillion) due to COVID.8

“Launched in 2016 during Chinadés G20 presidency,
identify institutional and market barriers to green finance and develop options on how to enhance the ability
of the financial system to mobilize private capital for green investments. In 2018, under the Argentinian
Presidency, its remit was expanded to consider additional aspects of sustainable development and the
group was renamed Sustainable Finance Study Group (SFSG).

5 https://www.iif.com/Portals/0/Files/content/SDM_July2021 vf.pdf

A Sustainable debt hit a new r eissoance in a pear2a0$73P.1 bilion

a 29% increase on 2 0 1 9 bttps://aBautbnet. cm/blo@sustamablie-debtepreaks-
annual-record-despite-covid-19-challenges/

7 Sustainable debt issuance is projected to top $1tn in 2021, which will bring the market size to well above
$3tn, according to the IIF. The global assets under management (AUM) for 2020 are estimated by PwC to
be $111.2tn.

8 Source: SDG Financing: Key findings from the OECD Global Outlook on Financing for Sustainable
Development 2021 Presentation by Jorge Moreira da Silva, November 2020
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While the rapid increase in the number of domestic, regional, and global initiatives signals
a growing interest in alignment tools supporting sustainability goals, it has created a
fragmented landscape.® If not appropriately coordinated, this may hinder progress in
mobilizing private sector financing for the global climate agenda and the SDGs, in part
due to inconsistent rules and communication approaches. Ensuring the credibility of
sustainable investment products and strategies is critical to build market integrity and
keep market momentum. The COVID-19 crisis has also highlighted the urgent need to
improve the stability and efficiency of the financial markets by adequately addressing
sustainability risks, including climate, environment, biodiversity and social-related ones.
Similarly, there is an urgent need to assess the impact of public finance and policies that
could influence sustainable investment decisions, in order to avoid fragmented initiatives
that might hamper or reduce the effectiveness of such efforts.

In 2021, the G20 Finance Ministers and Central Bank Governors have mandated the
SFWG to develop, in a collaborative manner, an initial evidence-based and climate-
focused G20 sustainable finance roadmap and to work on three priority areas for 2021,
taking into consideration their relevance, urgency and need for global coordination, and
the ongoing international work from International Financial Institutions, international
organizations, and financial stability and regulatory networks as well as individual
jurisdictions:?

1) Improving comparability and interoperability of approaches to align investments
to sustainability goals

2) Overcoming information challenges by improving sustainability reporting and
disclosure

3) Enhancing the role of International Financial Institutions in supporting the goals
of the Paris Agreement and 2030 Agenda

This report synthesises the deep analysis conducted by the SFWG and puts forward a
set of recommendations to progress in these three areas. When country-level actions are
discussed, they are to adopt on a voluntary basis. The report has been informed by input

9 GISD (2020). Renewed, recharged and reinforced. Urgent actions to harmonize and scale sustainable
finance. OECD, UNDP (2020). Framework for SDG Aligned Finance
https://sdafinance.undp.org/sites/default/files/Framework%20for%20SDG%20Aligned%20Finance%200E
CD%20UNDP.pdf IIF (2020). Sustainable Finance Policy & Regulation: The Case for Greater International
Alignment NGFS (2020). Sustainable Finance Market Dynamics Report

10 https://www.g20.org/wp-content/uploads/2021/04/Communigue-Second-G20-Finance-Ministers-and-
Central-Bank-Governors-Meeting-7-April-2021.pdf
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papers from several international organizations! leading on each of these topics. The
process also benefits from feedback collected during a series of consultations with
different stakeholders including a sustainable finance roundtable, and three workshops
with international organizations, private sector organizations, and G20 engagement
groups. Those consultations opened a conversation around the structure of the roadmap
and helped the SFWG to advance a stock-take of different activities and solutions related
to the roadmap focus areas to accelerate the mobilization of public and private capital
towards the achievement of the goals of the Paris Agreement and the 2030 Agenda.

The outcomes of the 2021 SFWG work that are presented in this synthesis report have
also contributed to shaping the multi-year G20 Sustainable Finance Roadmap developed
by the SFWG in 2021. In the following years, under the relevant G20 Presidency, the
SFWG will annually report progress against the actions set out in the roadmap through
the SFWG6s report.

11 The following entities have submitted input papers to the SFWG: BIS, FC4S, ICC, IFRS and GSG,
IOSCO, IPSF and UN-DESA, NGFS, ADB-World Bank Group, OECD on behalf of the Joint MDB Group,
UNEP-FI and UNDP. Input papers are prepared by the authoring institutions as a contribution to the SFWG
but have not been endorsed by it nor do they represent the official views or position of the Group or any of
its members.
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Improving comparability and interoperability of
approaches to align investments to sustainability
goals

1.1. Background

Over the past few years, many countries and regions, including G20 and non-G20
members, have recognized the role of private capital in supporting sustainability goals
and have taken or are planning to take steps to scale up sustainable financial flows. One
of the major efforts in these steps has been the development of approaches and tools to
align financial investments with sustainability goals.'? These approaches include, among
others, sustainability definitions and taxonomies, ESG ratings, verification and
certification schemes, as well as portfolio alignment tools. Some countries and /or regions
are taking a public-driven, top-down approach, such as the Chinese and the European
Union (EU) approaches grounded in activity-level taxonomies,*® while some others are
relying on more principles-based approaches and/or taking a bottom-up approach by
encouraging the use of market-led solutions, such as adopting or adapting the

|l nternational Capi t dCMAMzaeerk Bond Pénsiges oriFaanging n 6 s

Climate Transition Guidelines and building on private-led principles to construct
sustainable investment portfolios (e.g., Global Investors for Sustainable Development
Alliance (GISD) Sustainable Investing Definition).

Given that Airvéstmgntsniee sustainabibtyf goals can entail identification,
verification, aggregation of a collection of investments or products, and in some cases,

setting targets and reporting on performance,

to describe all these approaches in most of the following discussion. For illustrative
purposes, we list some of these approaches in Table 1 and present some of their usages
in aligning economic activities, financial assets and portfolios with sustainability goals.

12 IPSF and UN-DESA, improving compatibility of approaches to identify, verify and align investments to
sustainability goals, as an input paper to this report, 2021

13 On the July, 6th 2021 the European Commission has proposed a Regulation on a voluntary European
Green Bond Standard (EU-GBS). This proposal will create a high-quality voluntary standard available to all
issuers (private and sovereigns) to help financing sustainable investments. The proposal envisages the
EU-GBS alignment with the EU taxonomy.
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Table 1: Usage and examples of approaches to aligning investments to sustainability
goals'4

Level \ Examples of some approaches Intended usage

Activity or underlying Providing boundary and classification

Taxonomies, definitions

asset of qualified assets and/or activities
. _— ESG ratings, labels, Identification of specific investments
Financial instrument P e :
certification/verification as sustainable
Portfolio level Indices, benchmarks, alignment Impact and/or performance
metrics, portfolio tools measurement on the aggregate level

These alignment approaches, if properly designed and used, can enhance the
credibility of sustainable investments, which is critical to build market integrity and
keep market momentum. In some cases, they can also identify, guide, and orient
investments. The rapid rise of the sustainable finance market in the past years shows that
there is a real interest from market participants for investments with environmental and/or
social benefits. More individual investors are also expressing interest in sustainable
investing practices (from 71% in 2015 to 85% in 2019, in one survey).!® Standards,
ratings, verification schemes and other alignment approaches and related metrics are key
to ensure that sustainable investments and underlying assets and activities do not
mislead investors and achieve intended impacts (Table 1).

However, there has been a multiplication of approaches to align investments with
sustainability goals over the past few years. While these approaches provide useful
tools, if developed in silos and without consideration of interoperability, they could
generate market fragmentation, increase transaction costs, create data inconsistencies
and leave room for interpretations, and result in a higher risk of greenwashing and, more
broadly, SDGs-washing practices, thus hindering the efforts to align financial flows with
sustainability goals. For example, 72% of 5,300 wealthy investors surveyed found
sustainable investing terms confusing.® In another survey of institutional investors, about
50% of participants indicated that the lack of agreement around terms and definitions
continues to stifle responsible investment efforts.1’

14 Note that some of these approaches are used both for identifying sustainability and to reflect a simple-
high level assessment of whether firms are more or less resilient to sustainability risks.

Morgan Stanl ey, iSustainabl e Signal s: I ndi viaddi al I nve
Choiceo (2019).

®UBS, fGlobal insights: Whatodés on investorsd minds: Ref
"AON, #AGIl obal perspectives on responsible investingodo (.
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This chapter reviews some of the existing and emerging approaches to sustainable
finance alignment and identifies some of the main challenges in the development and use
of these approaches. It also reviews existing practices and explores ways to improve their
comparability, interoperability, and as appropriate their consistency, while acknowledging
the need to accommodate local specificities and recalling that increased global alignment

does not imply a fAone si ze -takinganalgsik,foloweslbyl ut i on

a discussion of challenges and key issues, the report provides a set of principles and
high-level recommendations for the future development of alignment approaches and
global coordination.

1.2.  Stocktaking of existing and emerging approaches

This section provides more details on a sampling of existing alignment approaches from
the public and private sectors. The section includes information on taxonomies, ESG
ratings and investment approaches, and verification/certification schemes, and discusses
the use of tools such as labelling, investment fund benchmarks, strategies and targets in
ESG product development. Itis not meant to be exhaustive due to the broad and growing
number of alignment approaches (see Figure 1).

To the extent that the various tools for identifying sustainable investments support market
growth, further development of tailored climate and other sustainability-related financial
products, and practices to realign capital with low greenhouse gas emission economies
can help support emissions reduction and climate adaptation. Such tailored sustainability-
relevant products encompass instruments for issuers, third party ratings, as well as index
and portfolio products to help channel available capital. If fit for purpose, these products
have the potential to improve information flow, price discovery, market efficiency and
liquidity in support of a low greenhouse gas transition.*®

Developed in some cases on the basis of various alignment approaches, products and
instruments, such as those outlined in Figure 1, have grown rapidly from relatively early
stages of development. While increased demand for products and instruments that
support sustainability goals is promising, more efforts are needed to ensure that the
alignment of the financial products to these goals is truly credible.

18 OECD (2021), Financial Markets and Climate Transition, OECD Publishing, Paris, forthcoming.
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Figure 1: Growing number of sustainable investment financial market products and
practices are emerging

Transition related instruments

Issuers

f f f
Corporates
Financial Tailored
it ortfolios
Institutions Data Best-in-class/positive *
(Fis) metrics screening
taxonomies Negative/exclusionary
Sovereigns principles — screening !
I Conventional Norms based II I
" instruments screening II
Local Climate risk screening |
|
governments I | ‘|
|| Tailored and
Government | active
related entities v approaches
—~
Development N
financial Third party issuer
2 3 q ratin;
institutions =

Note: non-exhaustive illustration

Source: adapted from OECD (2021), Financial Markets and Climate Transition, OECD Publishing, Paris,
forthcoming

There is a range of terminologies used to describe some of the existing approaches for
aligning investments with sustainability goals, including, among others, definitions,
taxonomies, ESG ratings, verification and certification schemes, product alignment

approaches and strategies and targets. In this document we use the following
terminologies:

1) Definitions: Sustainable finance definitions as used in this document, refer to
clarification of the boundary of activities and/or assets that are consistent with
sustainability goals. Such definitions are typically developed using high-level
principles such as fApositive contributions 1
and adaptation, or goals including environmental protection, climate action, and
promotion of <circular economies) and Ano sigg
2) Taxonomies: Sustainable finance taxonomies typically refer to documents that
include a boundary (definition) and provide categorization of specific sustainable
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investment or economic activities within the boundary. Sustainable finance

taxonomies can be used by financial institutions to identify activities, assets or revenue

segments that support climate and sustainability goals. In recent years, some

organi zations have also begun to develop ta
covering activities with negative environmental and climate impact, such as those

considered carbon-intensive and polluting.

3) ESG rating methodologies: Methodologies used to provide quantitative ratings
based on environmental, social and governance (ESG) performance of financial
assets (e.g., stocks and bonds), companies, and/or projects. Some ESG ratings
actually reflect resilience against sustainability risks, while others focus on sustainable
impacts. ESG ratings are provided by data providers, including several global credit
rating agencies. Also, many financial intermediaries develop their own internal ESG
ratings systems.

4) Verifications, certifications, second opinions and third-party reviews: Opinions
provided by third parties on whether companies, projects, and investment products
(assets) and their activities deliver environmental and social benefits or harm and, in
some cases, with quantification of these impacts. The deliverables of these services
often take the form of labelling (e.g., labelling a bond as green or sustainable). Some
jurisdictions and market-led organizations have established voluntary standards and
certification that specify criteria financial instruments or products must meet to receive
a particular sustainability label (e.g., EU Green bond standard, Climate Bonds
Standard).

5) Alignment approaches at portfolio levels: Market benchmarks, portfolio alignment
metrics, and sustainable investment strategies (such as white list, blacklist, ESG
integration, theme-based investing, and index investing) are also used to align
investment activities and products with sustainability goals.

6) Strategies and targets at the institutional level: various institutions have made
commitments to align their strategies with the 2030 Agenda and the Paris Agreement
or other sustainability-related goals. There are various initiatives that support these
commitments, including schemes that help firms establish strategies and interim
targets to reach their targets.

In the following, we take stock of some of the frequently used alignment approaches in
different markets, noting that it is not exhaustive due to the broad and diverse scope of
approaches.
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1.2.1. Taxonomies

Sustainable finance taxonomies define the technical boundary for and provide a
classification of economic activities, including technical characteristics, that can be
considered sustainable and supported by sustainable finance. Once there is a shared
understanding of what is meant by sustainable activities, investors are able to
operationalize it and develop investment products and strategies that comply with it.

Taxonomies support market development by providing clarity as to what assets, activities
or revenue segments are aligned with sustainability goals. As such, they can be a useful
tool in the implementation of low-greenhouse gas transitions strategies. They should, as
far as possible, be science-based rather than on opinions. Such clarity can help to prevent
green- or SDG-washing, thereby contributing to market integrity. Taxonomies are often
referenced in other alignment tools such as verifications and ESG ratings and can provide
a basis for measurement of progress or performance of financial institutions and products
in supporting SDG-aligned investments. In some jurisdictions, taxonomies are also used
by governments to provide targeted incentives such as low-cost funding, interest
subsidies, and guarantees to sustainable projects.

Different markets have adopted different approaches in developing their taxonomies,
including those developed through a top-down approach, such as the China and EU
taxonomies, where the government or government-led agencies are taking the lead in the
development and application process, or a bottom-up approach, such as the Climate
Bonds Standards on the basis of Green Bond Principles, where the private sector is
playing a key role in forging consensus of what shall be considered sustainable and
organizing the implementation process. More than 20 countries and economies have
already developed or are working to develop a taxonomy.'® Many financial institutions,
such as the Fourth Swedish National Pension Fund (AP4), Pacific Investment
Management Company (PIMCO), Banque Nationale de Paris Paribas (BNPP), Deutsche
Bank and Natixis, have also developed their own taxonomies for internal use.

Most taxonomies include climate-related objectives while some have extended
their coverage to include other sustainability objectives, including pollution
control, biodiversity and circular economy. A few taxonomies have also incorporated

soci al el ements. One example is the Mongol i
devel opment 0 as a core o0bj e craxonomy, whidhnnltdese r e x a
Ami ni mum soci al safeguardso with reference to

19 IPSF and UNDESA, Improving compatibility of approaches to identify, verify and align investments to
sustainability goals, as an input paper to this report, 2021
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and is planning an extension to social objectives.?® Transparency with regards to existing
taxonomies is generally good with detailed information available publicly?*.

Government-driven approach

The Government-driven or top-down approach has been adopted by some
countries/regions to develop taxonomies and they are implemented in a mandatory way.
These include taxonomies developed by China
technical screening criterion (TSC).

- The China taxonomy presents a detailed list of eligible economic activities and
projectsundervar i ous sectors and subsectith@®mug.r aAlot h
it provides an explicit list of eligible technologies and sets key technical criteria by
directly using the national and/or international standards. This implies that activities
can be eligible only if the activity has been included in the list and comply with the
applicable standards. The starting point is that green transition is technology-
driven, and some innovative technological solutions could be applied to multiple
economic sectors to reduce environmental pollution and greenhouse gas (GHG)
emissions and enable a circular economy. This method can be used to include
technical solutions easily, hence adapt to the dynamic nature of green transition
and sustainable development.

- The EU taxonomy defines eligibility using a TSC approach for which specific
screening criteria must be met for an activity to be included. The technical
screening criteria frame both when an activity is considered to make a substantial
contribution to at least one of the six environmental objectives?? and do no
significant harm (DNSH) to the other environmental objectives. Within the sectors
it covers, it sets out to be technology-neutral in that activities can be deemed
sustainable if they meet the TSC. This approach covers a broader section of the
economy, as TSC is set across both obviously green and non-green industries, but
where the latter makes a substantial contribution to EU environmental objectives
through their enabling potential or transitional character.

20 Call for feedback on the draft reports by the Platform on Sustainable Finance on a social taxonomy,
European Commission, DG FISMA, 12 July 2021, https://ec.europa.eu/info/publications/210712-
sustainable-finance-platform-draft-reports_en

21 The International Platform on Sustainable Finance (IPSF) has provided a stock-take and analysis of
emerging taxonomies in its annual report of October 2020 and the referenced input paper for the G20
SFWG.

22 The six objectives defined in the EU Taxonomy regulation are: climate change mitigation, climate change
adaptation, sustainable use and protection of water and marine resources; transition to a circular economy;
pollution prevention and control; and protection and restoration of biodiversity and ecosystems
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The China and EU taxonomies are being used by some other markets as a starting
point for the development of their national taxonomies. Taxonomy developments in
other countries thus far are already leveraging the existing taxonomies available and have

lar)g el y f ol l owed either of these or a fisi mpler

the South Africa Taxonomy largely follows the EU approach while accounting for local
differences and laws, while the Russian and Mongolian taxonomies are similar in
approach to the China Taxonomy with differences in the level of detail and coverage.

Box 1: The International Platform on Sustainable Finance

The International Platform on Sustainable Finance (IPSF) was launched in October 2019 with the
aim of opening a channel of dialogue and exchange between international policymakers in the
field of sustainable finance, initially focused on taxonomy-based approaches to sustainable
financial market development. Today, the IPSF counts 17 member jurisdictions and 11 observers
representing 55% of global GHG emissions, thereby gathering a critical mass of knowledge and
expertise to make progress towards more integrated approaches for the development of
sustainable finance frameworks worldwide.

The IPSF works to coordinate approaches and develop coherent sustainable finance
frameworks/tools, in particular in areas that enable investors to identify green investment
opportunities across the globe. It is anticipated that this will ultimately reduce transaction costs
and help smooth the path to more cross-border capital flows into green projects. The international
platform focuses particularly on initiatives in the area of taxonomies, disclosures, standards and
labels, which are fundamental for investors to identify and seize the investment opportunities
worldwide that contribute to climate and environmental objectives.

IPSF members are committed to exchanging and disseminating information to promote best
practices, comparing their different initiatives and identifying barriers and opportunities to enhance
environmentally sustainable finance globally while respecting their respective national and
regional contexts. Where appropriate, willing members can further strive to align their initiatives
and approaches.

Market-Driven Approach

There are also some market-led or bottom-up approaches to taxonomies that are
recognized or used in many markets or institutions. Incorporation of or referencing to
taxonomies and principles developed by the market (i.,e., CI i mat e Bo n ¢(CBI)
Climate Bond Standards and | CMAG6s Green
framework is common. For example, the Green Bond Standards developed by the
Association of Southeast Asian Nations (ASEAN) Capital Market Forum (ACMF) in
October 2018 and t he | CMAGs Green Bond Gui del
Ministry of Environment in 2017 were based on the Green Bond Principles (GBP)
framework. ASEAN finance ministers and central bank governors announced in March

ni ti
Bond

nes
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2021 their support for an ASEAN Taxonomy of Sustainable Finance?3, which would serve

as ASEANOG6s common | anguage for sustainable fi.
goal s and ASEANOs specific needs. natidddl-levwlr coun
taxonomies and believe that they can defer to the market to provide alignment

approaches while focusing public-sector efforts on risk, disclosures, and investor

protection.

1.2.2. ESG ratings and investing approaches

ESG ratings and investment approaches represent an increasingly important tool for
integrating sustainability considerations into investment processes, and in concept could
serve to support investors in making informed decisions and value judgments about asset
allocation. If fit for purpose, ESG ratings could help financial investors who seek to
evaluate the conditions, practices and strategies related to environmental, social and
governance risks and issues over the medium term. In addition, they could also support
risk management to reduce the impact of climate change and other sustainability risks on
corporate performance and navigate a transition to low-greenhouse gas and circular
economy strategies which could bring new growth opportunities over time.

Assets under management of institutional investors that state they have employed ESG
investing approaches have risen to almost USD 40 trillion.?* ESG ratings are now applied
to companies representing 80% of market capitalisation in 2020.2°

There is a growing number of ESG rating methodologies, which are quite different in their
design or main use. The key elements of a typical rating methodology include:

- the selection of indicators (some use as many as over 100 indicators covering
environment, social and governance issues),

- the design of ESG index/weighting approaches (e.g., methods for grouping
different indicators, weights for different group indicators, and qualitative judgment
that contributes to final scores), and

- ways to present the results (e.g., in alphabetical or numerical terms, and their
scales).

The OECD finds that ESG ratings vary widely depending on the provider chosen, which
can occur for a number of reasons, such as different frameworks, measures, key

23 ASEAN to Develop Sustainable Finance Taxonomy for Southeast Asia, April 1, 2021.
https://www.eyeonesg.com/2021/04/asean-to-develop-sustainable-finance-taxonomy-for-southeast-asia/
24 Bloomberg (2021), ESG assets may hit $53 trillion by 2025, a third of global AUM.

25 OECD, ESG investing and climate transition: market practices, issues and policy considerations, 2021
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indicators and metrics, data use, qualitative judgement, and weighting of subcategories.?®
This lack of comparability of ESG metrics, ratings, and investing approaches makes it
difficult for investors to find consistent and credible measurement of ESG performance
for assets, accurately assess the trade-off between managing ESG risks and financial
performance, and aligning investments with sustainability goals, including low
greenhouse gas emission portfolios or climate transition. There are different reasons for
the lack of comparability, including but not limited to the lack of transparency of different
rating methodologies.

With the same issue in mind, IOSCO found that there is a lack of transparency about
methodologies underpinning these ratings or data products and that they only cover
limited industries and geographic areas, thereby leading to gaps for investors seeking to
follow certain investment strategies. IOSCO is conducting relevant work for exploring
solutions and published a Consultation Report on ESG Ratings and Data Products
Providers in July 2021. 2’

The practices associated with ESG investing also vary considerably, depending on the
comprehensiveness through with the asset manager seeks to utilize the ESG framework.
Approaches can range from simply excluding certain firms categorically (e.g., based on
moral considerations) to full integration of sustainability issues into the investment
processes, governance, and decisions. Approaches are not mutually exclusive, and
portfolios could simultaneously apply more than one. Some of the prevalent sustainable
ESG investing approaches include:

- Exclusion or avoidance, which signifies exclusion of corporates and governments
whose behaviours do not align with basic societal value (e.g., manufacturing
controversial weapons, activities not aligned with ethical standards such as
tobacco, alcohol and casinos, etc.);

- Norms-based or inclusionary screening, which pursues the inclusion or higher
representation of issuers that are compliant with international norms;

- Tilting portfolio exposures towards issuers with higher ESG and away from lower
ESG scores;

- Thematic focuses within at least one of the environmental, social or governance
areas;

- Impact focus, which seeks to improve ESG performance with achieving the benefit
of financial returns.

26 jbid
27 https://www.iosco.org/news/pdf/IOSCONEWS613.pdf
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- ESG integration, which refers to systematic and explicit inclusion of ESG risks and
opportunities in al/l key aspects of. an ins

1.2.3. Verification and labelling

Verifications and labels have been created to market sustainable investment
products. Verification and labels can help create a coherent investment universe for
green financial instruments and products allowing investors to identify sustainable
investments. They lower transaction costs for investors by reducing the need to check
and compare information to ensure that financial instruments are transparently green and
sustainable.

Most verification services are provided by privately-owned verifiers, certifiers, second
opinion providers and third-party reviewers which could be presented in the form of
verification, certification or assurance reports. The most frequently used verification
services are for green bond labelling, while some bank loans, securitization products, and
Private Equity (PE) investments are beginning to use these services.

There is a growing number of verifiers in the market providing verification services to
green or sustainable financing instruments, most notably for green bonds. Some of them
are providing verification services against several of the major taxonomies and/or
principles to identifying sustainable investments, while some are operating in a single
market under a specific context and set of policies, such as a national taxonomy.
Verifications are used in the pre-issuance process or as part of the post-issuance
disclosure process.

1.2.4. Alignment tools and approaches for products and institutions

There are a number of alignment tools and approaches that identify sustainable
investments at the product and institution level. In some instances, these tools can refer
to an external set of principles or a taxonomy, while in other cases the tools themselves
articulate the parameters for identifying sustainable investments or measuring the
sustainability performance of assets or institutions.

Portfolio alignment tools

Some data providers and other public/private-led initiatives have developed tools to
assess the alignment of investment portfolios with sustainability goals. Most of these tools
have emerged in the climate space as instruments for investors and financial institutions
to assess the needed steps to align an investment portfolio with the Paris Agreement in
the intermediate term, given the portfoliobs
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For investors, forward-looking portfolio alignment tools describe if companies in their
portfolios are on track with their transition path. Achieving the goals of the Paris
Agreement leads to commercial opportunities for companies that position themselves
optimally and implement necessary structural changes early on. At the same time,
companies that do not adjust quickly enough risk a significant impact on their profitability.
Portfolio alignment tools available today show various degrees of sophistication:

- Binary target measurements: these tools reflect the per cent of investments in a
portfolio that declared Paris-aligned targets.

- Benchmark divergence models: based on forward-looking climate scenarios,
such as those developed by the International Energy Agency, these tools
measure on an individual company level its trajectory with constructed normative
benchmarks.

- Implied temperature rise (ITR) models: these tools extend benchmark divergence
models, by aggregating the company level divergence from benchmarks and
translating it into the form of a temperature score.

Bonds

5

Green bonds have catalysed the development of sustainable investment products. In the
early stages, green bonds were issued primarily by development banks and were
generally self-labelled as green which was accepted by the market. However, as the
market started to grow and attract a more diverse range of issuers, standards and
certification mechanisms were developed to ensure the credibility of the market.

A bottom-up or market-led approach is used by the Climate Bonds Standards (CBS). The
CBS has been developed by the Climate Bond Initiative (CBI), an international non-profit
organisation funded by grants from non-profit and government sources and establishes
sector-specific eligibility criteria to judge an asset's low carbon value and suitability for
issuance as a green bond. Assets that meet the CBI standard are then eligible for Climate
Bond Certification, after an approved external verification that the bond meets
environmental standards, and that the issuer has the proper controls and processes in
place.

The CBS was developed based on the governing framework contained in Green Bond
Principles (GBP). GBP, administered by ICMA, are voluntary process guidelines that
recommend transparency and disclosure and promote integrity in the development of the
green bond market. The GBP does not provide a whitelist of eligible projects or technical
screening criteria, but guidance to issuers on the key components needed to issue a
green bond. Issuers who intend to launch a green bond are required to build a Green
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Bond Framework, which should align to four components, namely: (i) the use of proceeds
for environmentally sustainable activities; (ii) a process for determining project eligibility;
(iif) management of the proceeds in a transparent fashion that can be tracked and verified,
and (iv) annual reporting on the use of proceeds.

Social bonds recently emerged as another segment of the sustainable bond markets.
Along with the expansion of the green bond market, some investors and issuers have
begun to explore the use of proceeds for projects with positive social impact?® To guide
the social spending of bond proceeds, ICMA has put together the Social Bond Principles
(SBP). Like the GBP, the SBP do not provide a comprehensive list of what is eligible
social spending; rather, the principles recommend a clear process and disclosure for
issuers, which investors, banks, underwriters, arrangers, placement agents and others
may use to understand the characteristics of any given Social Bond.

Besides market-based initiatives, the EU has recently proposed to introduce a common
framework of rules regarding the use of
for bonds that pursue environmentally sustainable objectives aligned with the EU
Taxonomy.

Investment funds

A proliferation of labels relating to investment funds and strategies have emerged over
the past two decades. In the equity space, there has been a growth of funds self-labelled
with green, climate, ESG, Socially Responsible Investing (SRI), ethical or other terms, but
no consensus of what it means in practice. Regulators and the private sector have
attempted to develop guidance on what criteria needs to be met to be labelled as a
sustainable investment. For example, some private sector led initiatives have developed
guidance that clarifies how to construct a sustainable investment portfolio, such as the
definition of sustainable development investing (SDI) developed by the GISD Alliance.

These labels and definitions can be used to signal how well a collection of investment
aligns with the SDGs and can have varying levels of sophistication, including the
percentage of the portfolio consistent with net-zero targets, a metric reflecting the implied
degree of warming, and deviation of the portfolio from a sustainability target or

28 In 2020, social bond issuance grew to $249 billion mainly to to fund Covid-related relief packages by
government agencies and development banks (in comparison with $290 billion green bonds). Bonds with
a mix of both social and green spending are usually called sustainability bonds and issuance in 2020
amounted to $169 billion. Source: IPSF and UNDESA, Improving compatibility of approaches to identify,
verify and align investments to sustainability goals, as an input paper to this report, 2021.
https://g20sfwg.org/wp-content/uploads/2021/09/G20-SFWG-DESA-and-IPSFE-input-paper. pdf

t
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benchmark. Some of these investment fund labels can be self-designated without
transparency in the approach.

Climate benchmarks are market benchmarks where the underlying assets are selected,

weighted, and excluded to meet defined climate criteria. Examples of climate benchmarks

include alignment with the goals of the Paris agreement and portfolios that are aligned

with the transition to decarbonization. In some jurisdictions, a set of minimum technical
requirements are used to determine whet her a financi al servi c
indices are climate-aligned.

Strategies and targets

5

Various institutions have established strategies or targets to meet the goals of the Paris
Agreement, the 2030 Agenda, or other sustainability-related goals. For example, an
increasing number of institutions have specifically committed to reaching net-zero
financed emissions by the mid-century. Several others, particularly those in carbon-
intensive sectors are establishing transition strategies and/or action plans. Making a net-
zero commitment has become increasingly prevalent among governments, real economy
companies, and financial institutions, but the manner in which a net-zero commitment is
constructed and implemented can vary from entity to entity. Institutions can use metrics,
emissions targets, and transition pathways as a way of providing information to investors
that can improve market functioning, price discovery, certainty, and transparency. There
are various initiatives that support these commitments, including those that help firms
establish strategies and interim targets to reach their final targets. For example, the
| CMAGs Climate Transiti on -lédjprnaiples-basdd apprdalsho o k i s
to promote transition finance by requiring that transition strategies be aligned with the
goals of the Paris Agreement. Measures to increase the credibility of strategies and
targets, and to strengthen accountability to meet these commitments, are necessary to
avoid greenwashing and more broadly to ensure that the financial sector sticks to the
(voluntary) commitments made to support climate goals.

Around 1,000 companies have already committed to cutting greenhouse gas emissions
in line with the science-based targets. The same group has launched the development of
nature-related science-based targets and guidance to define how companies can assess,
prioritize, measure, address and track their impacts and dependencies on natural
ecosystems.
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1.3. Challenges and Key Issues

A number of issues are emerging in our stocktaking analysis and in the private sector
consultation conducted by the SFWG. These include the complexity of navigating various
sustainable alignment approaches, lack of capacity in some emerging and developing
economies and the need for jurisdiction-specific flexibility, low data availability and quality,
and limited coverage of these approaches against the scope of SDGs and other
sustainability goals, and the need to consider the climate transition.

1.3.1. Complexity and costs of navigating various alignment approaches

The proliferation of public and private-led alignment approaches for sustainable finance,
including taxonomies, ESG rating methodologies, and verifications has brought an
increased complexity for the market and the risk of fragmentation. The lack of
consistency, comparability and interoperability among different approaches could pose
challenges to various actors, at many levels and from different perspectives (such as
those of countries with less advanced capital markets and with a greater share of SMES),
including market segmentation, increases in transaction costs, and higher risks of green-
and SDG-washing.

- A large number of sustainable finance taxonomies have been and are being
developed by various bodies, including governments, regulators, industry
associations and financial institutions.

- Several dozen ESG rating agencies or d
MSCI, Bloomberg, Reuters, Sustainalytics, Carbon Disclosure Project (CDP), FTSE
Russell, Dow Jones Sustainability Indices (DJSI), Morning Star, Trucost, Zhongzheng
Index Co, Central University of Finance and Economics (CUFE), are developing their
own methodologies, with low correlations of ESG scores across different rating
providers.

- Atleast 70 verifiers are developing various labelling schemes for sustainable assets.
Major verifiers in the market include CICERO, DNV, E&Y, PwC, Deloitte, KPMG,
Sustainalytics, Bureau Veritas, China Chengxin Credit Rating, CECEP Consulting,
China Lianhe Equator, SynTao, and HKQAA. Their verification reports cover different
contents and indicators and are expressed in very different forms.

Investors, as well as corporates/issuers, are the first impacted as they may see their
operations and compliance costs increased by the need to align with different
approaches. In general, using inputs from different sources is costly and inefficient, and
managing different sets of standards may prove cumbersome. For example, for green
bonds issued in different markets with different taxonomies and verification standards,

at
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the issuers need to incur additional costs of explaining and mapping their sustainability
performance against different rules, and in some cases involving multiple verifications. In
this context, having to comply with different

costo related to the different sets of alignn
smaller companies and those who may have limited capacity and resources.

1.3.2. Data inconsistency as a result of fragmented alignment approaches,
and challenges with the availability, quality and comparability of data

The availability and quality of data for the implementation of sustainable investment
approaches by investors also presents a hurdle. Investors generally need data to
operationalize frameworks for sustainable investment and compare the relative
sustainability performance of companies and projects they want to finance.

There are four main issues that many investments face in this context:

- Low availability, quality and consistency (hence comparability) of data published
by corporates (especially for non-listed companies and SMES).

- Lack of dat a on t he companyos products/ s
footprint.

- Challenges in impact measurements given the absence of sector/industry-specific
metrics.

- Absence of forward-looking data.

The fragmentation of alignment approaches might also cause a data inconsistency issue,

as sustainability data created under different taxonomies, ESG/SDG rating methods, and
verification approaches are not comparable and interoperable. While the availability and
comparability of sustainability data is already a big issue that will be discussed in the
Asustainability reportingo chapter of this r
alignment approaches and related metrics could exacerbate this problem. This situation

can increase the cost for investors, as they may need to purchase many different sets of
sustainability data and devote resources for
compatible set for analysis. Regulators and international organizations may also find it a

costly exercise for performance measurement and risk analysis if data presented by

different regulated entities are using different taxonomies and market data are not
comparable. The proliferation of different approaches to ESG and verification
methodologies may also create the risk of greenwashing and lead to concerns about the

guality of data. Technological developments may improve data availability in the future,

and help to ameliorate issues of data inconsistency, availability, and quality.
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1.3.3. Inadequate flexibility for inclusion and applicability across
jurisdictions, and capacity constraints

Some of the existing alignment approaches are not flexible enough to accommodate the
individual jurisdiction characteristics, including the level of market sophistication, to
ensure inclusion and applicability. Specificites among countries, regions, and
jurisdictions must be duly considered and accounted for. International cooperation could
allow for progress in achieving better alignment across sustainable finance frameworks,
including in the integration of transition finance considerations, and move towards better
comparability and interoperability while providing flexibility for the development and use
of tools suited to the context and fit for purpose.

While many countries have developed or are in the process of developing their own
alignment approaches, they are not universally available especially in many developing
and emerging market economies. For those countries that have recognized the
importance of a national sustainable financial system, one of the challenges they face is
the lack of capacity or resources for the development of alignment approaches such as
taxonomies or high-level guiding principles. The underdevelopment and lack of depth of
local capital markets in certain economies act as a barrier to fully seizing the development
and growth opportunities arising from sustainable finance. The international community
could provide technical support to these countries, to help them develop or adopt existing
approaches that take into account some of the global good practices, and in a way that
would not further exacerbate the fragmentation of the global landscape of approaches.

1.3.4. Limited coverage of some alignment approaches

Many alignment approaches have so far been largely focused on climate-related
objectives and would benefit from being extended to other sustainability objectives
including nature and biodiversity. Sustainable investment should help achieve all
sustainability goals, building on lessons learned from climate-aligned investment
approaches which are more advanced but need to be more aligned. The SDGs provide
the ideal starting point for taking this broader approach and several private data providers
have started developing taxonomies linked to the SDGs. While the SDGs have been
developed for governments, they could serve as a basis for defining indicators or
technical criteria to be applied in some sectors and industries. For example, an indicator
related to SDG 2 on zero hunger could be the amount of food waste generated by
companies active in the consumer staples sector. The GISD alliance has recognized
value in having sector-specific metrics that would enable a better assessment of the
companiesd i mpact on sustainable development.
related sector-specific metrics for eight industries. These metrics could be used in the
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future for the development of approaches to identifying sustainable investments that
consider more sustainable development objectives. In addition, the need to consider the
climate transition has also been raised as an option for future work.

1.3.5. Inadequate consideration of climate transition

Many alignment approaches are currently focused on promoting those activities or
financial instruments that are highly aligned with sustainability or climate goals (e.g., low
greenhouse gas emission activities). But there is a growing view among market
participants and jurisdictions that it is equally important for the financial sector to support
the transition, e.g., activities that reduce GHG emissions and pollution over time, and
expand the scope of eligible investments beyond current taxonomies and other alignment
approaches?®. Adequate consideration of transition issues may require focused future
work on tailoring transition pathways to specific sectors and operating geographies, and
on metrics, reporting, and disclosure.

Given the importance of integrating transition considerations into approaches of aligning
capital flows/investments with sustainability goals, continued engagement with the private
sector, international organizations, networks and associations, as well as coordination
among different jurisdictions on financing the climate transition, (including its definition,
transition pathways, incentives, metrics for monitoring and reporting), could present a
priority area for further work. The work could draw on various approaches, including
incorporating top-down or bottom-up approaches into industry-specific transition
roadmaps that articulate transition pathways for individual sectors and key regions for just
transition.

1.4. High-level Principles and Recommendations

The following section presents some high-level voluntary principles for developing
alignment approaches and recommendations for international coordination, to enhance
comparability, interoperability, and as appropriate the consistency, of different alignment
approaches. The first part identifies voluntary principles for countries/markets that intend
to develop their own alignment approaches, and the second part proposes
recommendations for international coordination among existing alignment approaches,
including taxonomies, ESG rating methodologies, verifications and others. In all cases,

29 Tandon, A. (2021), "Transition finance: Investigating the state of play: A stocktake of emerging
approaches and financial instruments”, OECD Environment Working Papers, No. 179, OECD Publishing,
Paris, https://doi.org/10.1787/68becf35-en.
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