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1. Introduction  
 

Climate finance target setting initiatives are on the rise.  Over the past few years and especially since the 

Paris Agreement, there have been a growing number of financial sector initiatives either focused on climate 

targets (e.g. Net Zero Asset Owner Alliance, Science-based Targets Initiative) or specific climate-related 

strategies (e.g. Coal Divest, Climate Action 100+ for engagement). Net-Zero targets have also been gaining 

traction in the recent months. Meanwhile, policy makers worldwide are starting to explore how regulatory 

frameworks could accommodate raising climate concerns ï disclosure regulations, national and international 

labelling schemes for impactful products, etc. Most of these initiatives focus on a key concept: ñportfolio 

alignmentò, the idea of reaching a composition of the portfolio where the average company is in line with 

climate scenarios, directly inherited from the Paris Agreement. 

A commitment to align portfolios with the Paris Agreement needs to be, in practice, a commitment to 

influence the real economy. Article 2.1c of the Paris Agreement calls upon the world to ñmake financial flows 

consistent with a pathway towards low greenhouse gas emissions and climate-resilient development.ò, while 

Article 2.1a enacts the need to drastically reduce real world GHG emissions. In a context where the real 

economy is not aligned with transition pathways, becoming ñParis-alignedò as a financial institution thus entails 

acknowledging the crucial role of the finance sector in contributing to real world decarbonization. A commitment 

to align portfolios with the Paris Agreement needs to be, in practice, a commitment to influence the real economy.  

 

Impact of most common target setting initiatives is rarely tested. To date, however, there has been limited 

focus on understanding the ultimate impact of these initiatives and associated specific actions on greenhouse 

gas (GHG) emissions reductions in the real economy. Much of the ósuccessô of the strategies is measured by 

the ability of financial institutions to ódecarbonize their portfoliosô or óalign their portfolios with climate goalsô in 

some form ï independent of the extent to which this leads to decarbonization in the economy more generally. 

While alignment is a valuable strategy for various purposes (e.g. risk management), its effectiveness in causing 

decarbonization in the real economy is largely debatable, and conditional1. 

 

There is a pressing need for impact frameworks. At a time when we need urgent, immediate action in order 

to remain well-below the 2° limit by the end of the century, the financial sector in turn requires frameworks for 

setting up climate strategies specifically designed to contribute to climate change mitigation. Multiple challenges 

pave the way to impactful climate action, that such frameworks must help financial institutions to navigate. Two 

such challenges are particularly hard to cope with. First, the long-known difficulty of measuring the impact of 

financial institutions on the real economy. Second, the existence of numerous constraints that restrain financial 

institutionsô impact potential (e.g. lack of internal capacities, clientsô preferences, regulations, etc.). Both these 

challenges are discussed in Section 2 of this report. 

 

This report introduces an Impact Management System that will enable financial institutions to meet these 

challenges and leverage their strengths to actively contribute to climate change mitigation. The framework 

specifically guides FIs in defining the best possible contribution that they can make to climate change mitigation, 

based on available scientific evidence and their specific constraints; in planning for this contribution and 

continuously improving it; and in communicating accurately about it. In short, we outline below a process for 

how financial institutions can best use the resources at their disposal to have an impact on climate change 

mitigation2.  

 

The framework is primarily for financial institutions (of any kind or impact potential) but can also inform the 

development of labelling or certification schemes for financial products. It can be particularly helpful for financial 

institutions that undertook long-term Net Zero commitments and want to set up short-term plans to actively 

contribute to these commitments. The framework can be applied at the product, business line, or institutional 

level. 

The Impact Management System builds on existing standards and framework, such as the ISO 14097 and 

14001, the Eco Management and Audit Scheme (EMAS), the Impact Management Projectôs (IMP) framework, 

 
 
1 https://2degrees-investing.org/blogs/aligning-with-climate-goals-vs-contributing/  
2 Note that the process discussed in this report is not prescriptive as to the ambition expected of financial institutions. It only applies in cases 

where financial institutions want to contribute to climate goals or are claiming to do so.  

https://2degrees-investing.org/blogs/aligning-with-climate-goals-vs-contributing/
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and references various tools and guidance documents that can assist FIs in the process of setting up impact-

based climate strategies.  

 
 

The report is structured as follows.  

 

Section 2  discusses the premise on which these guidelines are built and the challenges that arise from it. It then 

proposes that these challenges are best answered by defining principles to guide any impact management 

exercise, on which the Impact Management System is based. Section 3  sets out the Impact Management 

System and outlines potential steps for a financial institution that wishes to maximize its climate contribution. 

Finally, Section 4  provides guidance on how each of the steps of the framework can be performed. Links are 

also included in Section 3 to the relevant guidance sheets in Section 4.  

 

Glossary & Commonly used acronyms 

 

Impact of a financial institution (FI) on climate change mitigation: The change that the FI causes in the real world that 

directly or indirectly influences GHG emissions. This impact can be positive (reduction of emissions) or negative (increase 

in emissions). In the rest of this document, we refer to ñimpactò as meaning ñpositive impactò.  

 

Financial institutionôs contribution to climate change mitigation: Aggregate of the actions deployed by the FI that caused 

changes in the real world.  

 

Climate Action : The specific initiatives of the financial institution to cause reductions in real-world GHG emissions. 

 

Impact mechanism : The mechanisms through which climate actions can deliver impact. 

 

Output of a climate action : The change arising from the financial institutionôs actions that influences the investee. 

 

Outcome of a climate action : The measurable change observed in the activities of the investee, as a result of the output. 

 

Level of evidence : Quality of the evidence available in the scientific literature as to the ability of a climate action to yield an 

impact.  

 

Impact potential maximization : Maximization of the expected impact of an organization, branch or product, the expected 

impact being defined as the probability of having an impact multiplied by the scale of the impact.  

 

AOOI: Action, Output, Outcome, Impact. 

 

FI: Financial Institution 
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2. Key premise & challenges to 

managing impact 
 

In this Section, we (i) discuss the premise on which these guidelines are built and (ii) discuss the challenges 

that arise from it. We then suggest that these challenges are best answered by defining principles to guide any 

impact management exercise. The management system outlined in Section 3 is built around these key 

principles.  

 

Key premise: An impact management system should be science-

based. 

These guidelines are built on a key premise: An impact management system should be science -based , in 

the sense that it must be based on a scientific approach, both in terms of the  objective it pursues and the 

actions it deploys to reach it.  

 

What is a sci ence-based objective to pursue?  Climate change mitigation implies drastically reducing our 
anthropic emissions3. Financial institutions have significant influence over emitting companies in all economic 
sectors. A science -based objective for financial ins titutions (FIs) is thus to leverage their influence over 
these emitting companies to trigger emission reductions in the real economy 4. It is this notion of ñcausing a 
change in real world emissionsò that is captured in the word ñimpactò as we define it5.  
 
What does it mean for FIsô actions6 to be science -based?  This means, in our view, two things. First, basing 

each action on a defined ñAOOI (Action Output Outcome Impact) chainò, i.e. the definition of the causal chain 

that is expected to link the action with its impact. This ensures that the impact of the action is well thought 

through, and that the variables that need to be assessed to track its effectiveness are known. Second, where 

evidence is available, being ñscience-basedò means factoring this evidence in decision making; where evidence 

is not available, implementing actions whose effectiveness can be scientifically assessed and contributing to 

assessing it.  

 

Such a scientific grounding ensures, first, that the strategy that is deployed has the best possible chances 

to contribute to climate change mitigation ; and, second, that best practices are not discouraged . Indeed, 

we fear that if claiming contribution to climate change mitigation without any backing is permitted, no ambitious 

actions will ever be undertaken. If narratives and demonstrable theories are given the same weight, it 

undermines the possibility that the latter ever become more than theories. For these two reasons, we consider 

that an impact management system should be based on the best available science. For the same reasons, 

communication practices associated to climate strategies should also be fair and accurate, reflecting the current 

state of science.   

The unique characteristics of financial portfolios present challenges when it comes to deploying such a science-

based approach. We summarize these challenges below. We suggest that these challenges are best answered 

by defining principles to guide any impact management exercise.  

 

Challenge 1. We cannot systematically measure the impact of financial 

institutions on the real economy. 

It is unlikely that we can ever systematically measure the impact of individual financial institutions on 

the real economy , due to their indirect control over investeesô actions. ñMeasuring impactò would mean 

identifying a causal link between the actions of a financial institution and changes in the investeeôs activities. 

This can only be done in very specific experimental settings and likely not in ñnaturalò cases when multiple 

 
 
3 https://www.ipcc.ch/sr15/  
4 Such a conclusion is in line with the understanding of most practitioners: https://2degrees-investing.org/wp-
content/uploads/2021/02/2ii_E4I_Stakeholder_Feedback.pdf   
5 See Section 4 for a more detailed definition of the notion.  
6 See Section 4 for a detailed definition of the notion. 

https://www.iso.org/fr/standard/72433.html
https://www.ipcc.ch/sr15/
https://2degrees-investing.org/wp-content/uploads/2021/02/2ii_E4I_Stakeholder_Feedback.pdf
https://2degrees-investing.org/wp-content/uploads/2021/02/2ii_E4I_Stakeholder_Feedback.pdf
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parameters influence the investeesô decisions (oil prices, carbon taxes, competition, other investorsô actions, 

behavioral change, etc.).  

An analogy to medical studies, in which FIs are the doctor and investees the patients, can prove helpful in 

understanding this limitation (see Figure 1). We do not have ñmethodologiesò for ñmeasuringò the impact of a 

medication each time a sick person takes it. When wanting to assess the impact of a medication, we set up an 

ñexperimentò to ñassessò the impact of the medication on a large population before its release on the market. It 

is the same for FIsô impact. What we should aim for is an assessment of the impact of various types of actions 

in controlled settings, so as to identify the ones that are likely to be effective. Instead of measuring its impact, a 

FI could then maximize the impact expectation7. 

 
Figure 1 The example of medical studies: Assessing the effectiveness of a medication via controlled trial rather than 

measuring its impact. 

The implications of this impossibility in terms of impact management are important: only the means deployed to 

contribute to climate improvements and the changes in the real economy can be monitored, while the impact of 

the FI itself cannot be isolated in most cases. The best that a financial institution can do is thus maximize the 

expected 7 impact of its portfolios, by deployi ng necessary means, rather than systematically 

demonstrating its impact  ï although data on outcomes needs to be collected to contribute to evidence building.  

An FIôs impact on climate change cannot be systematically measured, as explained above, so how do  we 

maximize an FIôs impact potential without being able to measure this impact? This can be done by 

implementing in priority actions that have proven impactful in the past; and, for when research is lacking, strictly 

defining the expected causal chain of the actions to be implemented and deploying the necessary efforts to 

building evidence as to their effectiveness ï more on this below.  

 

Challenge 2. Attribution is not all what matters: Leveraging collective 

actions.  

 
 
7 In the mathematical sense: product of the probability of an event occurring, here the probability of having an impact, and the value 
corresponding with the actual observed occurrence of the event, here the scale of the impact. 
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Related to the first challenge (impossibility, in most case, of ñmeasuringò the impact of a single action) is the 
ability to ñattributeò the observed impact to an individual institution. In most cases, the influence owned by the 
financial institution over real-world companies is at best indirect. Listed equity is the most typical example: a 
single transaction of a companyôs share on the secondary market does not impact the company in any way. 
However, a mass selling will likely prompt a significant reaction from the management. Similarly, the 
effectiveness of policy advocacy, whereby investors join forces to influence policy makers, often cannot be 
credited to a single one of them. Yet, these impact channels ï and similar others, if leveraged collectively by 
financial actors, can potentially lead to a way larger impact than the sum of individual ñattributableò impacts (for 
e.g. the growth of a green start up thanks to a concessional loan). As Florian Heeb puts it: ñA narrow focus on 
measurable impact may favor approaches that work on improving the world one step at a time, at the cost of 
approaches that enable systemic changes.ò8  
 
Thus, in order to maximize your impact as a financial institution, it is important to adopt a holistic view and avoid 
excluding mechanisms that do not have the potential for generating attributable impact. ñMaximizing the impact 
potentialò also requires leveraging the power of collective, synergetic action. 

Where attribution is not an option, as for secondary market investments, a first step is to set out a clear theory 
of change on how the investment is expected to impact the real economy, along with identifying the assumptions 
and external factors that success depends upon (e.g. synergetic actions of other investors, consumer pressure, 
etc.)9. This will allow the FI to implement all necessary complementary actions (e.g. engaging other FIs, 
launching consumer awareness campaigns) to maximize the chances of generating a large scale impact. As a 
second step, monitoring the outputs and outcomes of the action (even if causality cannot be tested) is critical to 
testing whether the theory of change worked or not in the long run and thus generating new scientific insights 
on the effectiveness of collective actions. Quoting Florian Heeb again: ñWhat helps is to work with qualitative 
assessments, transparency on assumptions, and a healthy portion of common sense.ò 
 
Yet, if an FI wants to ñsellò its climate strategy as being an ñimpactò strategy, the strategy cannot be entirely 
conditional to other actorsô decisions ï there needs to be some parts of the action plan that explore how the FI 
can generate impact on its own, and if/how it can demonstrate this impact.  
 
As such, to conciliate both the need for honest communication and for harnessing all possible sources of impact, 
ñmaximizing your impact potentialò involves: (i) putting the emphasis on actions that have the  potential to 
generate impact on their own  ï and, whenever possible, for which supporting evidence exists, (ii) 
implementing actions that, in the right supporting environment, can lead to collective impact . In both 
cases, formalization of a clear theory of change is paramount. 

 

Challenge 3. Financial institutions face external and internal 

constraints that limit their ability to take impact -focused actions.  

The third key challenge is that financial institutions face external and internal constraints that l imit their 

ability to take impact -focused actions.  Such constraints can be:  

¶ External: regulatory and market constraints, etc.; 

¶ Internal: organizational expertise and capacity, financial resources, aim to gain return, internal incentive 

schemes, current balance sheet composition, etc.  

Due to these constraints, the actions that have the highest impact potential cannot always be implemented by 

financial institutions, at least not right away. For example, an FI might determine that engaging closely with the 

top emitters in its portfolios might be the most relevant action to do but lack human resources to do it properly. 

As each institution faces a unique set of constraints, a one-size-fit-all approach is not appropriate.  

Consequently, a crucial phase of setting a climate strategy is the identification of all constraints specific to the 

institution, business line or product whose impact potential is to be maximized, both internal and external. This 

allows for the identification of actions that (i) are applicable given the constraints and (ii) have the highest 

expected impact, so as to maximize the impact potential  of the FIôs portfolios under constraint.  

 
 
8 https://www.linkedin.com/pulse/does-impact-need-measurable-count-intentional-florian-heeb/ 
9 This approach is recommended in the ISO 14097 
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These constraints determine FIsô ability to impact the real economy. A central aspect of an impact management 

system applied to financial activities is thus an obligation to continuously work on lifting the barriers to actions, 

so as to increase their impact potential year on year. Information gathered through this continuous improvement 

process could also be used to bridge the current research gaps and strengthen stakeholder collective 

understanding on the most promising actions. 

Finall y, communication practices need to reflect the three above -mentioned challenges: the 

impossibility of measuring impact, the difference between attributable and collective impact, and the 

fact that FIsô maximal impact potential varies greatly among institutions depending on the constraints 

that each face. For example, the fact that the impact of a fund entirely invested in liquid equity highly depends 

on the co-action of other FIs, and is thus indirect, as opposed to that of an alternative investment fund which is 

much more direct and ñattributableò to the product, need to be reflected in the certification and related 

communication. 

 

 

FIsõ climate impact: Ideal vs. feasible situations 

For the reader to better understand the implications of the above-listed challenges on impact management, we 

summarize in Figure 2 the difference between an ñidealò framework for managing FIsô impact on climate change, 

and a feasible solution. It is towards this feasible solution that we intend to progress with this first report.   

 
Figure 2 Ideal vs. feasible impact management systems. 

3. A climate impact management 

system for FIs 

From these three key challenges arise three key principles that could represent the foundations of an impact 

management system for financial institutions:  

¶ Maximization of the impact potential  under constraints 

¶ Continuous improvement , both in terms of ability to take actions and contribution to research 

progression  

¶ Appropriate communication  
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Introducing the impact management system 

The Section below outlines the steps that could be followed by a financial institution wanting to manage and 

maximize its impact potential.  

Links to guidance on how to implement the step are embedded in the document. The framework draws on the 

existing management system standards discussed in Annex 1.  
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The framework can be applied to a variety of cases: specific financial products, branches of a financial institution, 

or a whole institution. The below text is written to reflect the application to the whole institution, but the same 

steps and principles would apply in the case of single products.  

 

 
Figure 3 An impact management system for financial institutions (Source: Authors, based on the standards discussed in 

Annex 1). 

Ambition  

The first step of the process is to define the ambition  of the impact strategy that is going to be developed. 

 

The ambition that the framework allows to operationalize is that of the maximization of the impact potential 

(see Section 2) of the financial institution on the real economy.  

 

In this first step, the FI should thus articulate this ambition in a dedicated document. 

 

 

 

 

Initial diagnostic 
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The second step of the process is an initial diagnostic , with the sub-steps as follows:  

Assess your portfoliosô current alignment and implemented actions 

First, the FI needs to understand its initial contribution to climate improvements. This could be done by: 

¶ Understanding the climate actions already implemented  in existing portfolios and the evidence 

that exists regarding their ability to drive improvements in investeesô behavior.10 Any ñanti-climate 

actionsò currently implemented (e.g. lobbying against climate measures) also need to be recorded. 

The FI will thereby understand its current contribution to climate change mitigation. Learn more in 

guidance sheet A & B.  

¶ Understanding the overall alignment of its portfolios with climate scenarios , as well as the 

sectors and companies that the institution is currently exposed to (either contributing to 

climate change or to climate solutions). The FI will thereby understand what priority sectors and 

companies it should target with future actions. Learn more about how this could be done in Guidance 

sheet D.  

Once the current performance of the financial institution is clarified, options for improvement need to be 

identified. Two dimensions need to be explored: the FIsô contribution to real-world changes (i.e. what impact 

mechanisms the FI can mobilize given its constraints), and the real -world improvements  that these 

contributions aim to bring about.  

 

Finding the òMaximal impact potentialó 

The objective of this step is to find a trade-off between actions with a high or promising impact potential and 

constraints that restrain the ability of the institution to implement the actions. The diagnostic thus needs to cover 

both aspects:  

¶ Identification of all actions applicable to the FI , of the AOOI chains associated to each action 

(including defining the scale of the impact that they could generate), and of the existing evidence 

as to their ability to drive the necessary changes in the real economy. At the end of this exercise, 

the FI should have a clear understanding of the climate actions it could take, associated 

evidence of effectiveness, the conditions under which they can work, and the scale of the 

impact that they are likely to generate if th ey work . Decisions regarding which actions to 

implement will consider all these factors. Learn more about how to do this and crucial elements to 

consider in guidance sheet A & B. 

¶ Identification of all constraints applicable  to the FI that restrain the set of actions that can be 
applied or implementation modalities. These can be external constraints (regulation, clientsô 

 
 
10 EMAS wording: ñGive a picture of the organizationôs current environmental performance (all existing practices and procedures concerning 

environmental management)ò; ñIdentify direct and indirect environmental aspects and impactsò 
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expectations, etc.) or internal constraints (HR resources, financial resources, etc.).11 Factors that 
support climate actionsô implementation can also be identified. Learn more in guidance sheet C.  

Finally, by crossing actions with constraints, the current ñmaximal impact potentialò of the institution can be 

identified. This m aximal impact potential corresponds to a set of actions that the FI can implement, as 

well as their ideal implementation modalities.  

 

This maximal impact potential represents the most ambitious yet feasible climate performance that the FI should 

strive for when defining their impact strategy.  

 

Defining targeted outcomes 

In this step, the FI needs to understand how the investees in its portfolio currently contributing to climate change 

need to evolve to align with climate transition pathways. Detailed planning of the changes that the FI wants to 

trigger in investeesô activities will be conducted in the Planning step. At this stage, the objective is simply to get 

a high-level understanding of required changes and relevant companies. FIs also need to understand the sectors 

and companies that the institution is currently not financing but contribute to climate solutions. Learn more about 

the step in guidance sheet D.  

Plan 

 

 
 

The Plan step 12 relates to identifying the FI impact targets. We consider the FI impact targets to have two 

dimensions:  

¶ The actions to be implemented, thereafter called the ñContribution targetò 

¶ The real-world climate improvements that the FI aims at triggering with these actions, thereafter called 

the ñOutcome targetò 

This step therefore relates to identifying aspects of both dimensions and carrying out a matching exercise 

between the two dimensions, so that each action to be implemented is assigned to the outcome(s) it aims at 

triggering.  

 
 
11 EMAS wording: ñIdentify the ñexternal and internal issuesò that can positively or negatively affect the organizationôs environmental 
management systemò; ñDetermine the needs and expectations of interested partiesò; ñIdentify applicable legal requirementsò 
12 Similar to what is called in the EMAS framework ñStructuring your Environmental Management System (EMS) by defining an 
environmental policy and an environmental programmeò; and in the ISO 14097: ñclimate strategy and policyò & ñclimate action planning 
and documentationò 












































