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Margarita Grabert

Hello and welcome to the weekly edition of ESG Now, the show that explores how the environment, our
society, and corporate governance affects and are affected by our economy. I'm Margarita Grabert,
your host for this episode.

Today, | want to dive into the world of climate funds because with the increasing frequency of extreme
weather events and the efforts of policymakers to slow the pace of climate change, there are a wide
range of potential investment upsides and downsides. And one tool to help investors navigate this
changing world is climate funds, which have been gaining more traction in the past few years. But
what a climate fund is, what it's trying to achieve, and how that differs in private and public markets,
well, that's a little more meaty and definitely worth spending some time on. So, thanks for joining me
today and let's see where this story takes us.

Extreme heat keeping students in Northern Africa and parts of Asia home from school, or prolonged
droughts and then sudden floods playing havoc on crops in France, Germany, and Poland, climate
change is manifesting in many different ways. And for companies it can mean supply chain
disruptions, labor shortages, and dropping productivity. It also means impacts from policy, from
carbon taxes to stranded assets, all the way to new competition from low carbon competitors. And for
investors, this can create questions with headaches, where do you put your money or the money of
your clients when all of this climate stuff is going down? Well, this is where climate funds come into

play.

Funds that either have climate in their name or some kind of climate-related objectives have been
around for more than 20 years. This isn't a new financing tool, however, they have really gained
momentum in the last few years with some really steep growth. So, to get a better understanding of
what this climate fund landscape looks like, and to help our listeners get streetwise on climate funds, |
invited my colleague, Rumi Mahmood out of MSCI's London office. To get us started, Rumi explained
how to think about these climate funds in the first place.

Rumi Mahmood
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So, climate funds are funds that typically include terms related to climate, net-zero, and Paris
alignment in their name alongside meeting some general criteria. They typically have climate as a core
focus as stated in the investment strategy, or the index construction, or they'll invest in companies
with climate solutions-based revenue streams specifically. They also can have a decarbonization
strategy or net-zero commitment, or they articulate some type of engagement strategy with a focus on
climate issues. So, it's a pretty wide set of fund types that fall under the moniker of climate funds.

Investors are increasingly aware of the risks associated with climate change, and they recognize that
some investments will be disadvantaged in the transition to a low carbon economy because of
changes in regulation, technology, and consumer behavior among other factors. And at the same time,
many investors are seeking to capitalize on opportunities and invest in companies that are developing
innovative solutions to mitigate climate change or adapt to it, such as clean energy and electric
vehicles and so forth.

And so, there's been a lot of growth in this space in the last few years. So, we wanted to take a look
and see what the exposures are for these funds, what are they investing in specifically, and where the
flow of capital is going through these funds.

Margarita Grabert

All right. Now we got a little taste of what Rumi and our colleague, Abdulla Zaid were researching and
how they defined climate funds. And the name of the fund is essential as this is how the fund markets
themselves to investors. This umbrella term of basically any fund with climate in their name will
include a whole range of funds, probably some that are pretty different from each other. So, | wanted
to ask Rumi to tell me a bit more about what the climate fund landscape looks like.

Rumi Mahmood

So, in this research, we wanted to look at what the underlying exposures were across climate funds.
And given the level of growth both in the public and private space, we decided to compare and
contrast what these areas were investing in in their climate strategies.

In the public space, we can broadly categorize the universe to four main types, low carbon funds,
transition funds, climate solutions, and tech, as well as green bond funds. And all of these are across
1,300 public climate funds globally with assets in excess of $500 billion. And in the public space, we've
had a bit more of a period of runway and history with most of these funds having launched in the last
five to 10 years.
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In the private space, it's a little bit newer. Most of the strategies were launched in the last two to three
years, and we have total assets under management of just under $100 billion across 200 private
capital funds with climate related names. And as such, their exposure can vary quite a bit more
depending on the underlying asset classes they're investing in.

In the public space, for example, information technology and industrials dominated largely through a
lot of low carbon ETF's and mutual funds that invest in companies with reduced carbon intensity or
carbon footprint relative to a benchmark. While in the private space, we see that there are a lot of
infrastructure funds accounting for the largest portion of private climate funds, in fact, almost
accounting for nearly half of the cumulative market cap. And as a result, there are different emissions
profiles as well because of the different underlying sub-industry exposures between public and private
climate funds.

Margarita Grabert

So as Rumi just told us, there is a virtual sweet shop of climate funds out there, and their area of focus
can also be pretty different even if they all focus on the topic of climate change. But helpfully, there are
a few good rules of thumb. On the one side, there are funds that are looking to help investors mitigate
risks that arise from climate change like transition or physical risks. And on the other side, there are
funds that are more focused on investing in projects that create positive climate impacts. This could
be something like reforestation or even building a solar farm.

But for Rumi, the most important way that these funds differ is not by what they're trying to achieve,
but whether they're on the public domain like the green climate fund, or private, something like venture
capital with a focus on early-stage companies. So we know a bit more about what these two buckets
of climate funds are trying to achieve, but | wanted to know a bit more about where they're putting their
money. Let's get back to Rumi on that one.

Rumi Mahmood

So in the public space, we see that information technology and industrials dominated largely through a
lot of low carbon ETF's and mutual funds. So these form the largest cohort of climate fund types in the
public space, whereas in the private space, we found that infrastructure funds accounted for the
largest portion of private climate funds accounting for nearly half the cumulative market cap. That's
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what leads to differences between public and private climate funds, where in the public space, largely
IT exposure and in the private space, it seems that they're going with emissions or through real assets
and infrastructure exposure.

Margarita Grabert

So public funds are focusing more on equity in areas like information technology, but there's still a lot
of diversity in that area, and the private funds are focusing more on real assets and investing into
infrastructure projects in utilities and industrial areas. Rumi didn't get into the nitty-gritty of all his
research, but | took the liberty of diving into the numbers myself, and there's been significant growth in
both areas of climate funds. So | went back to him for more details on the fund inflows and outflows,
and how fund creation has changed in the last few years.

Rumi Mahmood

So, in the public space, we've witnessed climate transition funds having grown the most in the past
couple of years to become the largest climate fund category with assets in excess of $200 billion up
25% in the last year. So just to clarify, transition funds select or tilt towards companies that consider
climate change in their business strategy, and they tend to invest in a mix of companies, those that
better align with the transition and those that provide climate solutions. And also included in this
category are funds that track EU Paris-aligned benchmarks. And so these funds have been the most
rapidly growing segment in the public space.

In the private space, on the other hand, most private climate funds were actually launched in the last
two to three years. In fact, private climate funds that were launched between 2020 and the end of
2023, outweighed in market capitalization, all the previous private climate funds launched in the
previous decade combined. So it's been a relatively new growth segment in the private space, and a lot
of it has been driven by the Inflation Reduction Act, which has acted as a tailwind in the private climate
fund space.

Margarita Grabert
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All right. It seems like Rumi's research is showing that climate funds are focusing more on transition,
the target companies that might be aligned to the Paris Agreement, or that are working in climate
solutions. Typically, these climate funds are targeting more long-term objectives and this is why equity
financing has been more at the forefront. The investors of such climate funds are looking to achieve
long-term climate related goals as the world is working towards net-zero. So with such long-term
perspectives, you might be curious about how these funds have actually performed over the more
short-term horizons.

Rumi Mahmood

So in terms of performance, it's a bit of a mixed picture for public climate funds. And this is largely
driven by the fact that there's a lot of diversity in fund types in this space. So a lot can depend on the
prevailing macroeconomic conditions. Funds that, for example, say, have more exposure to energy
materials and utilities will obviously perform better in a cycle where these sectors are performing
better versus funds that, say, apply exclusions to them because they want to be lower carbon
emissions intensity right now.

So it's been a bit of a mixed picture, and a lot depends on the underlying exposures and the portfolio
construction of these funds. And in the private space, it's actually too early to tell because a lot of
these funds will exist for five, 10 years, and we can only truly tell what the performance will be upon
the exit of these funds.

Margarita Grabert

So it might take a little more time before we can say something more definitive about fund
performance, at least in the private space. And public funds so far are largely aligned to how their
respective sectors are doing in the wider economy. But before | let Rumi off the hook, | wanted him to
give us a look at the future, at what gaps currently exist and how climate funds are reporting, or what
might be on the wish list of the climate focus investor, but other stakeholders too.

Rumi Mahmood
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So as mentioned, there's a lot of growth and interest in climate funds both in the public and private
space. Now, the benefit of the public space is of course, that a lot of companies disclose their scope 1,
2, and to an extent, scope 3 emissions, which investors can take a look at, track, analyze, and assess
the performance of the companies and the funds. Whereas in the private space, of course, disclosure
is a lot more patchy and it's not mandatory. So we can apply estimations of course, but we don't really
know what the exact scope 1, 2, and 3 emissions are in the private space.

So transparency into climate funds in the private space over the long term is something that would
help investors evaluate the efficacy of these strategies as well as their impact in reducing both real
world and portfolio-financed emissions. And as well as understanding the underlying holdings of
climate funds, disclosures may be necessary across different sustainability dimensions.

There are a number of new market-based initiatives that have emerged to provide climate
transparency that may ultimately help channel more capital in this space. One example of this is the
ESG Integrated Disclosure Project that could encourage more consistent private market disclosure
and ultimately facilitate a fairer comparison between various strategies for climate investment across
the public and private space.

Margarita Grabert

| feel like we've come pretty far on our journey to be streetwise about the wild world of climate funds.
As Rumi puts it, it is pretty clear that these funds are looking to either invest in some emerging climate
solutions or sometimes simply just trying to avoid the adverse effects of climate change, but that
doesn't really narrow down your investment menu. Private climate funds tend to be more focused on
financing infrastructure with a focus on renewable electricity. But the public markets are leaning more
towards exploring low carbon solutions in areas like information technology, industrials, and
healthcare.

So maybe that's a helpful jumping off point, but these are very early days. What might be next on the
mind of investors and other stakeholders as well is seeing more disclosures around where these funds
are putting their money specifically and what they're trying to achieve in the long term.

That's it for this week. | want to say a big thank you to Rumi for joining me today, and a big thanks to
you for listening. If you enjoyed our content, feel free to give us a like or some stars or even subscribe
on whichever platform you're listening from so that you can hear me or one of our other regulars again
next week. Thanks again and talk to you soon.
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Disclaimer:

The MSCI ESG Research Podcast is provided by MSCI ESG Research LLC, a registered investment
advisor under the Investment Advisors Act of 1940, and a subsidiary of MSCI Inc. Except with respect
to any applicable products or services from MSCI ESG Research, neither MSCI, nor any of its products
or services recommends, endorsers, approves, or otherwise expresses any opinion regarding any
issuer, securities, financial products, or instruments, or trading strategies. And MSCI's products or
services are not intended to constitute investment advice or a recommendation to make or refrain
from making any kind of investment decision and may not be relied on as such. The analysis
discussed should not be taken as an indication or guarantee of any future performance, analysis,
forecast, or prediction. The information contained in this recording is not for reproduction in whole or
in part without prior written permission from MSCI ESG Research. Issuers mentioned or included in
any MSCI ESG Research materials may include MSCI Inc., clients of MSCI, or suppliers to MSCI, and
may also purchase research or other products or services from MSCI ESG Research. MSCI ESG
Research materials, including materials utilized in any MSCI ESG indexes or other products have not
been submitted to, nor received approval from the United States Securities and Exchange Commission
or any other regulatory body. The information provided here is as is, and the user of the information
assumes the entire risk of any use it may make or permit to be made of the information. Thank you.

About MSCI

MSCI is a leading provider of critical decision support tools and services for the global investment community.
With over 50 years of expertise in research, data and technology, we power better investment decisions by
enabling clients to understand and analyze key drivers of risk and return and confidently build more effective
portfolios. We create industry-leading research-enhanced solutions that clients use to gain insight into and
improve transparency across the investment process. To learn more, please visit www.msci.com.

This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of MSCI Inc. or its subsidiaries
(collectively, “MSCI”), or MSCI’s licensors, direct or indirect suppliers or any third party involved in making or compiling any Information (collectively, with MSCI, the “Information Providers”)
and is provided for informational purposes only. The Information may not be modified, reverse-engineered, reproduced or redisseminated in whole or in part without prior written permission
from MSCI.

The Information may not be used to create derivative works or to verify or correct other data or information. For example (but without limitation), the Information may not be used to create
indexes, databases, risk models, analytics, software, or in connection with the issuing, offering, sponsoring, managing or marketing of any securities, portfolios, financial products or other
investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the Information or any other MSCI data, information, products or services.

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information. NONE OF THE INFORMATION PROVIDERS MAKES ANY EXPRESS OR
IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE INFORMATION (OR THE RESULTS TO BE OBTAINED BY THE USE THEREOF), AND TO THE MAXIMUM EXTENT
PERMITTED BY APPLICABLE LAW, EACH INFORMATION PROVIDER EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES
OF ORIGINALITY, ACCURACY, TIMELINESS, NON-INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE
INFORMATION.

Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall any Information Provider have any liability regarding any of the Information
for any direct, indirect, special, punitive, consequential (including lost profits) or any other damages even if notified of the possibility of such damages. The foregoing shall not exclude or
limit any liability that may not by applicable law be excluded or limited, including without limitation (as applicable), any liability for death or personal injury to the extent that such injury results
from the negligence or willful default of itself, its servants, agents or sub-contractors.

Information containing any historical information, data or analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction. Past
performance does not guarantee future results.

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment
and other business decisions. All Information is impersonal and not tailored to the needs of any person, entity or group of persons.

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any trading strategy.

It is not possible to invest directly in an index. Exposure to an asset class or trading strategy or other category represented by an index is only available through third party investable
instruments (if any) based on that index. MSCI does not issue, sponsor, endorse, market, offer, review or otherwise express any opinion regarding any fund, ETF, derivative or other security,
investment, financial product or trading strategy that is based on, linked to or seeks to provide an investment return related to the performance of any MSCI index (collectively, “Index Linked
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Investments”). MSCI makes no assurance that any Index Linked Investments will accurately track index performance or provide positive investment returns. MSCI Inc. is not an investment
adviser or fiduciary and MSCI makes no representation regarding the advisability of investing in any Index Linked Investments.

Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, but does not manage actual assets. Index returns do not
reflect payment of any sales charges or fees an investor may pay to purchase the securities underlying the index or Index Linked Investments. The imposition of these fees and charges
would cause the performance of an Index Linked Investment to be different than the MSCI index performance.

The Information may contain back tested data. Back-tested performance is not actual performance, but is hypothetical. There are frequently material differences between back tested
performance results and actual results subsequently achieved by any investment strategy.

Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the relevant index methodologies. Accordingly,
constituents in MSCI equity indexes may include MSCI Inc., clients of MSCI or suppliers to MSCI. Inclusion of a security within an MSCI index is not a recommendation by MSCI to buy, sell,
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Data and information produced by various affiliates of MSCI Inc., including MSCI ESG Research LLC and Barra LLC, may be used in calculating certain MSCI indexes. More information can
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MSCI receives compensation in connection with licensing its indexes to third parties. MSCI Inc.’s revenue includes fees based on assets in Index Linked Investments. Information can be
found in MSCI Inc.’s company filings on the Investor Relations section of www.msci.com.
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services from MSCI ESG Research, neither MSCI nor any of its products or services recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities,
financial products or instruments or trading strategies and MSCI’s products or services are not intended to constitute investment advice or a recommendation to make (or refrain from
making) any kind of investment decision and may not be relied on as such. Issuers mentioned or included in any MSCI ESG Research materials may include MSCI Inc., clients of MSCI or
suppliers to MSCI, and may also purchase research or other products or services from MSCI ESG Research. MSCI ESG Research materials, including materials utilized in any MSCI ESG
Indexes or other products, have not been submitted to, nor received approval from, the United States Securities and Exchange Commission or any other regulatory body.

Any use of or access to products, services or information of MSCI requires a license from MSCI. MSClI, Barra, RiskMetrics, IPD and other MSCI brands and product names are the trademarks,
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