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Science-based targets key to 
addressing the world’s biggest 
challenges
Louise Watson

T
he global pandemic has offered few, if any, 
positive outcomes. It has precipitated a global 

recession the likes of which hasn’t been seen 
since World War II, increased joblessness in the 
US alone by over 800%, and driven the first-
quarter global debt-to-GDP ratio to a new high 
of 331%. [International Institute of Finance: 

Global Debt Monitor, Sharp Spike in Global Debt Ratios, July 2020]  
How 2021 will play out in economies across the globe, and the conse-
quences for investment managers, remain difficult to predict.

A major turning point for ESG
If there’s any good news to flow from the pandemic it is that COV-
ID-19 has increased the world’s focus on climate change, biodiversity 
and the imperative of taking a sustainable approach to investing. 

For investors, the primary reason for this new focus on sustainabil-
ity is the fact that they have experienced first-hand the link between 
an unforeseen pandemic and real economic pain. There is a growing 
realisation that the impact of environmental, social and even govern-

ance risks can and will have negative financial consequences. 
The results of the US presidential election will have flow-on ef-

fects for investors, with President-elect Biden expected to recommit 
to the Paris Agreement when in office. Joe Biden’s stance on climate 
change, combined with Biden’s on-record comments that he will be 
guided by science, is good news for responsible investment manag-
ers, like our responsible investing affiliate, Mirova. Increased focus 
by the world’s biggest economy on addressing climate change will 
mean more allocation of capital to initiatives like those Mirova takes, 
and we hope will see governments committing to the transition away 
from fossil fuels.  

In Australia, the 2018 Banking Royal Commission and ensuing 
policy debate surrounding the concept of “members’ best interest” 
also created discussion about the role ESG plays in creating invest-
ment portfolios which align with the best interest imperative. In ad-
dressing the repeated failures of financial institutions to create cul-
tures which allowed them to respect and uphold their social licence to 
operate, Commissioner Hayne repeatedly drew attention to the ‘fail-
ure of governance’ and the ‘lack of ethical culture’; concepts which 
lie at the heart of responsible investing. He said that a board which 
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is “skilled and efficient in the proper supervision of the 
funds in the best interests of members” is a board with 
strong and ethical governance. 

We hear the same sentiments from the superannuation 
funds and institutional investors we work with. For them, 
as for us, acting in members’ best interest means putting 
ESG integration and responsible investing at the fore-
front of investment and superannuation fund design and 
implementation. Investment managers and asset own-
ers understand that they will continue to be subjected to 
high levels of scrutiny - with the aim of understanding 
whether they are good stewards of capital and good cor-
porate citizens. 

Responsible investing is not a new 
concept
Well before the pandemic hit, the number of investors 
committed to scrutinising the link between the impact 
companies have on major environmental issues like cli-
mate change and their inclusion in an investment portfo-
lio had been growing. The fact that ESG can be a source 
of alpha, and certainly not a drag on performance is now 
undisputed, and the pandemic has served to highlight 
this, as well as an understanding that investment man-
agers have an important role to play in driving change 
via the decisions they make about where they direct their 
money.  

The question remains, however, of how to measure 
ESG factors. 

Science-based targets are the only 
way to measure 
Measuring ESG factors presents significant challenges, 
and as the saying goes, if you can’t measure something, 
you can’t manage it. Asset owners and businesses may 
claim to be addressing climate change and biodiversity 
– but objectively (and consistently) evaluating what ex-
actly they are doing, and then comparing like with like 
between industries and businesses, is very difficult. 

Mirova’s view is that we need analysis which is trans-
parent, material and applicable – in other words, an 
analysis framework and science-based targets. So, what 
exactly are science-based targets? Targets are considered 
science-based if they are in line with what the latest cli-
mate science says is necessary to meet the goals of the 
Paris Agreement. In other words, targets which aim to 
limit global warming to well-below 2 degrees Celsius 
and which pursue efforts to limit warming to 1.5 degrees 
Celsius.

The good news for companies is that measurement al-
lows not only for better management of ESG factors, but 
creates benefits for the businesses which do it, and for the 
wider economy, specifically because measurement:   
• Drives innovation, which is crucial to the development 

of new technologies and operations practices likely to 
help the transition to a low-carbon economy.

• Reduces regulatory risk for companies, because tak-

ing ambitious action now means they are more likely 
to stay ahead of future government policies, thereby 
reducing regulatory risk. 

• Increases credibility and reputation with stakeholders, 
including shareholders, investors and customers as 
well as policymakers.

• Improves cost management because ambitious targets 
pursued now will ensure a lean, efficient and durable 
company for the future. 

Comparable science-based targets – 
the challenges
The challenges for companies and investors looking for 
hard and comparable ESG data are many. There is a lack 
of standardisation and regulatory oversight in reporting 
which means that the credibility of the data can be ques-
tioned. Sometimes data which can be compared across 
industries is not available, and at the portfolio level, asset 
managers and investors don’t always analyse and/or re-
port data in the same way. This means that, for example, 
investors cannot reliably compare portfolio level carbon 
emissions across different asset managers. 

The importance of moving away from 
index investing
The reality is that if we do not act now to address cli-
mate change and global warming, the effects will be 
catastrophic. And active investment managers have a 
huge role to play. Active investment, which seeks to ad-
dress climate change and biodiversity through actively 
allocating funds to businesses which invest responsibly, 
is the only way forward. Index investing, on the other 
hand, will lead to disastrous global consequences if left 
unchanged. Right now, the climate trajectory of the 
S&P500 is 4.3 degrees Celsius, the MSCI World is 4.2 
degrees. A far cry from the 2 degrees agreed to under the 
Paris Agreement. 

Which industries are ahead of the 
game?
Any change creates winners and losers and as we address 
pressing global challenges, some industries will survive 
and thrive, and others will struggle and potentially dis-
appear. 

Top performing businesses will be those which benefit 
from the transition away from fossil fuels and embrace 
the strong and growing demand for alternative energy. 
In the short-term, health care businesses exposed to the 
increased spending on healthcare and the opportunity to 
contribute to increased diagnostic capabilities for COV-
ID-19 will benefit. Going forward, social trends like our 
ageing population will continue to benefit healthcare 
businesses. The pandemic has disproportionately affect-
ed businesses which had not focused on digitalisation, 
whereas those which offer services to the online econ-
omy, like digital payments, communication and cloud-
based computing have done much better. This is a trend 

The quote

The good news for 
companies is that 
measurement allows 
not only for better 
management of 
ESG factors, but 
creates benefits for the 
businesses which do 
it, and for the wider 
economy.
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The quote

Well before the 
pandemic hit, the 

number of investors 
committed to 

scrutinising the link 
between the impact 
companies have on 

major environmental 
issues like climate 
change and their 

inclusion in an 
investment portfolio 
had been growing.

likely to continue post pandemic, as innovative technol-
ogy and the digitalisation of our world favours businesses 
which are competitive in this space. 

Conclusion
COVID-19 has increased awareness and interest in ESG 
factors and responsible investing and the importance of 
ensuring that economic growth is compatible with the 
survival of our planet. Moving forward, it is likely that 
not taking account of ESG factors will be considered by 
investors as a major risk, and investment managers will 
be held to account and judged as to whether they are add-
ing value on ESG metrics. 

 Mirova believes a transparent, material and applica-
ble approach to measure ESG opportunities and risks 
is the best way to make accurate comparisons, allow-
ing for decisions based on robust data. We hope that the 
result of the improvement in measurement and consist-
ent science-based targets will be an increased focus on 
dedicated, socially responsible investment managers, 
rather than just vanilla equities. The days when funds 
need to show that they can deliver benefits while invest-
ing responsibly are gone, and a dedicated ESG global 
equity manager demonstrates a commitment not only to 
the resolution of some of the world’s most pressing envi-
ronmental and other challenges, but a commitment to a 
science-based approach. It’s a contribution to the world 
with the financial community can and must make to ad-
dressing the world’s biggest challenges. fs


