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ESG INVESTING, FINANCIAL MARKETS 
AND CLIMATE TRANSITION  
The accelerating threat of climate change raises the urgency of commitment to climate 
transition, including the important role of global financial markets to align investment with net 
zero targets. On 4 October 2021, the Organisation for Economic Co-operation and Development 
(OECD) published two reports which discuss policy considerations in the areas of ESG investing, 
financial markets and climate transition. 

Securities Services

The first report ‘ESG Investing and Climate Transition — 
Market Practices, Issues and Policy Considerations’ 1 is 
intended to serve as an input report to the G20 Sustainable 
Finance Working Group. This report highlights the main 
findings from recent OECD research on ESG rating and 
investing. It offers policy considerations to strengthen ESG 
practices to foster global interoperability and comparability, 
as well as encourage greater alignment of environmental 
metrics with a low-carbon transition.

The second report on ‘Financial Markets and Climate 
Transition’ 2 focuses on the critical contribution financial 

markets must play towards achieving an orderly 
transition to low-carbon economies, and the policies 
needed to support this. It explores the key elements  
that could factor into market pricing of climate transition 
risks and opportunities, offers frameworks and case 
studies, reviews the growing range of market products 
and practices and puts forward policy options that can 
support this transition.

This e-briefing provides a high-level overview of the first  
of these reports.
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The OECD report puts forward policy options than can 
support this transition by helping markets incorporate 
price changes and by incentivising companies to 
take measures that address climate-related risks and 
opportunities over time.

The OECD report says that, notwithstanding noteworthy 
progress, there remains considerable challenges that 
hinder the efficacy of these approaches, and notably  
ESG investing, to support long-term value and climate 
related international objectives. 

This report highlights the main findings from recent  
OECD research on ESG rating and investing challenges, 
including the promulgation of different approaches, data 
inconsistencies, and lack of comparability of ESG criteria  
and rating methodologies, as well as inadequate clarity  
over how ESG integration affects asset allocation. 

This report will be of interest to asset managers, 
investors, institutional investors, ESG rating providers, 
market participants and government policy makers.

Explores the key elements that 

could factor into market pricing 

of climate transition risks and 

opportunities, from stranded 

assets and production processes to 

renewables transition strategies.

Offers frameworks and case studies 

to understand how facets of the 

transition can affect market pricing.

Reviews the growing range of 

market products and practices that 

have emerged to more efficiently 

channel capital to price and 

manage opportunities and risks 

from climate transition.

The OECD report focuses on the critical contribution financial markets must play towards achieving an orderly transition to 

low-carbon economies, and the policies needed to support this. The report also: 

What does this OECD report hope to achieve?

1
Strengthening the comparability of ESG rating and 
investing approaches, and improving the quality of 
data used for investment decisions. 

The OECD report explains that ESG ratings often lack 
transparency in their calculation and differ substantially  
in the metrics on which they draw, raising questions as  
to the extent to which their aggregation contributes to 
long-term value. It also notes that methodologies tend 
to differ substantially across rating providers, and result 
in a lack of correlation between ESG ratings supplied by 
different providers. 

The OECD concludes that policies are needed to ensure 
global transparency, comparability and quality of core ESG 
metrics in reporting frameworks, ratings, and definitions of 
ESG investment approaches. 
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2
Improving the alignment of the environmental  
pillar of ESG ratings with a low-carbon transition. 

Here the OECD report notes inconsistencies in the 
construction of ESG ratings across providers, the multitude 
of different metrics measured in one Environmental (E) pillar 
score,3 and insufficient quality of forward looking metrics 
preventing them from supplying consistent and comparable 
information on transition risks and opportunities across  
firms and jurisdictions. 

Notably, the OECD find that rating providers appear to place 
less weight on negative environmental impacts while placing 
greater weight on the disclosure of climate-related corporate 
policies and targets, with limited assessment as to the quality 
or impact of such strategies. 

The OECD say that such limitations could hinder the use of 
E pillar scores by investors with an aim to align portfolios 
with the low-carbon transition. Greater transparency and 
precision of the meaning of sub-category scores and metrics 
could contribute to better alignment of E pillar scores with 
a specific purpose, such as to assess climate transition risks 
and opportunities, or broader environmental impacts. 

Such clarity would allow investors with specific sustainability 
goals to use ESG approaches as a more effective tool for 
portfolio rebalancing and risk management. 

3
Strengthen the integration of climate transition risks and 
opportunities into market frameworks and products in a 
manner that enhances market efficiencies to support an 
orderly low-carbon transition. 

The OECD report notes that while markets are beginning to 
price transition risks and opportunities due to progress on 
climate-related financial disclosures, they remain constrained 
by a number of impediments, from uncertainties that 
undermine pricing of externalities to inadequate disclosures 
of forward looking metrics on net-zero pathways. 

In particular, the OECD says that effective market pricing of 
the positive and negative valuation impacts of a transition 
is hampered by insufficient data, including financially 
material metrics and analytical tools to measure and manage 
transition risks, and lack of policy clarity regarding carbon 
pricing and support for renewables. 

Moreover, market products and measurement instruments 
will need to further evolve to allow investors to better align 
portfolios with specific climate-objectives and strategies, 
from divestment to active engagement and assessment of 
ways to strengthen the veracity of transition plans.

The recommendation from the OECD is that policies should be 
considered to foster transparency and comparability of ESG 
approaches, as well as to strengthen the tools and methodologies 
that underpin disclosure, valuations, and scenario analysis in 
financial markets associated with a low-carbon transition.

ESG disclosure frameworks and approaches
As part of the OECD report, in terms of ESG disclosure 
frameworks and approaches it looks to: 

• Ensure global interoperability and comparability and 
quality of core ESG metrics in reporting frameworks, 
ratings, and investment practices to address global 
fragmentation. Frameworks should utilise standardised 
core metrics to form baseline reporting for the E, S and G 
pillars for use by market participants. 

• Strengthen relevance of ESG metrics through alignment 
with long-term enterprise value, including environmental 
and social factors that become material over time. Currently, 
ESG rating and reporting approaches do not sufficiently 
clarify the materiality of either financial or non-financial 
factors. Therefore, a comparison should be provided for 
investors to assess the relative weighting of metrics and 
financial considerations across markets and industries. 

• Promote transparent and comparable scoring and weighting 
methodologies for established ESG ratings and indices. This will 
ensure that market participants can understand how ratings 
are devised, and can support the potential tailoring of ratings by 
market participants with differing motivations with respect to 
long-term value or environmental, social and governance topics. 
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Then in relation to the environmental pillar of ESG rating 
and investing the OECD would like to see: 

• Facilitation and greater transparency on the high-level 
purpose of the E pillar so that market participants 
understand the extent to which the methodology they 
choose aligns with transition risks and opportunities, 
and environmental impact. 

• Improvement in the transparency of methodological 
practices, including metric calculation and weighting of 
categories in the generation of E pillar scores and indices. 

• Encouragement for greater transparency and precision of 
environmental pillar sub-categories, such as with respect 
to metrics that could be used to develop climate transition 
or environmental impact sub-scores, in order to improve 
the informational value of the E pillar score.

Considerations to strengthen the tools, methodologies,  
and products to support an orderly transition
Here the OECD report recommends actions to: 

• Further strengthen the Task Force on Climate-related 
Financial Disclosures (TCFD) practices to improve 
granularity, reliability and interoperability of metrics 
with respect to climate metrics, targets, and climate 
transition plans. 

• It also encourages the use of science-based interim targets 
and disclosure of annual progress in a quantitative and 
comparable format within climate transition plans. 

• Consider the overall verification processes for low-carbon 
and renewable strategies and plans, so that market 
participants are better able to make sound investment 
decisions based on commitments and implementation  
of emissions reduction over time.

• Improve the transparency and clarification of stewardship 
plans of major asset managers and institutional 
investors in their engagement with Boards and executive 
management on reduction of climate intensity and 
commitment to emissions targets. 

Asset managers could be expected to disclose principles 
and information on the implementation of climate 
transition plans, and remedial actions when issuers  
do not adhere to their stated plans. 

• Ensure pilot scenario analysis for financial institutions  
to assess potential losses from carbon exposures against 
anticipated valuation increases from renewable energy  
and new green technologies. 

• Achieve greater assessment by the appropriate government 
policy makers on how a range of climate-related policies 
could better support and incentivise the transition. 

Overall, greater international co-operation is needed to ensure that 
ESG and climate transition-related practices progress in a manner 
that improves to a degree, the current market fragmentation, 
and strengthens investor confidence and market integrity. 

Addressing challenges related to information on 
sustainability-related risks and opportunities will help ensure 
that capital can be effectively allocated to investments that 
support the low-carbon transition and sustainable growth, 
and merits the attention of the Sustainable Finance Working 
Group under the Italian G20 Presidency.

1  See https://www.oecd.org/finance/ESG-investing-and-climate-transition-
market-practices-issues-and-policy-considerations.pdf.

2  See https://www.oecd.org/finance/Financial-Markets-and-Climate-Transition-
Opportunities-Challenges-and-Policy-Implications.pdf.

3  The E Pillar score within ESG ratings is increasingly being considered to 
assess and rebalance investor portfolios to better align them with climate-
related risks and opportunities.

https://www.oecd.org/finance/ESG-investing-and-climate-transition-market-practices-issues-and-policy-considerations.pdf
https://www.oecd.org/finance/ESG-investing-and-climate-transition-market-practices-issues-and-policy-considerations.pdf
https://www.oecd.org/finance/Financial-Markets-and-Climate-Transition-Opportunities-Challenges-and-Policy-Implications.pdf
https://www.oecd.org/finance/Financial-Markets-and-Climate-Transition-Opportunities-Challenges-and-Policy-Implications.pdf


www.citibank.com/mss

The market, service, or other information is provided in this communication solely for your information and “AS IS” and 
“AS AVAILABLE”, without any representation or warranty as to accuracy, adequacy, completeness, timeliness or fitness 
for particular purpose. The user bears full responsibility for all use of such information. Citi may provide updates as further 
information becomes publicly available but will not be responsible for doing so. The terms, conditions and descriptions 
that appear are subject to change; provided, however, Citi has no responsibility for updating or correcting any information 
provided in this communication. No member of the Citi organization shall have any liability to any person receiving this 
communication for the quality, accuracy, timeliness or availability of any information contained in this communication or 
for any person’s use of or reliance on any of the information, including any loss to such person.

This communication is not intended to constitute legal, regulatory, tax, investment, accounting, financial or other advice 
by any member of the Citi organization. This communication should not be used or relied upon by any person for the 
purpose of making any legal, regulatory, tax, investment, accounting, financial or other decision or to provide advice on 
such matters to any other person. Recipients of this communication should obtain guidance and/or advice, based on their 
own particular circumstances, from their own legal, tax or other appropriate advisor.

Not all products and services that may be described in this communication are available in all geographic areas or to all 
persons. Your eligibility for particular products and services is subject to final determination by Citigroup and/or its affiliates.

The entitled recipient of this communication may make the provided information available to its employees or employees 
of its affiliates for internal use only but may not reproduce, modify, disclose, or distribute such information to any third 
parties (including any customers, prospective customers or vendors) or commercially exploit it without Citi’s express 
written consent. Unauthorized use of the provided information or misuse of any information is strictly prohibited.

Among Citi’s affiliates, (i) Citibank, N.A., London Branch, is regulated by Office of the Comptroller of the Currency (USA), 
authorised by the Prudential Regulation Authority and subject to regulation by the Financial Conduct Authority and limited 
regulation by the Prudential Regulation Authority (together, the “UK Regulator”) and has its registered office at Citigroup 
Centre, Canada Square, London E14 5LB and (ii) Citibank Europe plc, is regulated by the Central Bank of Ireland, the European 
Central Bank and has its registered office at 1 North Wall Quay, Dublin 1, Ireland. This communication is directed at persons 
(i) who have been or can be classified by Citi as eligible counterparties or professional clients in line with the rules of the UK 
Regulator, (ii) who have professional experience in matters relating to investments falling within Article 19(1) of the Financial 
Services and Markets Act 2000 (Financial Promotion) Order 2005 and (iii) other persons to whom it may otherwise lawfully 
be communicated. No other person should act on the contents or access the products or transactions discussed in this 
communication. In particular, this communication is not intended for retail clients and Citi will not make such products or 
transactions available to retail clients. The information provided in this communication may relate to matters that are (i) 
not regulated by the UK Regulator and/or (ii) not subject to the protections of the United Kingdom’s Financial Services and 
Markets Act 2000 and/or the United Kingdom’s Financial Services Compensation Scheme.

© 2021 Citibank, N.A. (organized under the laws of USA with limited liability) and/or each applicable affiliate. All rights 
reserved by Citibank, N.A. and/or each applicable affiliate. Citi, Citi and Arc Design and other marks used herein are service 
marks of Citigroup Inc., used and registered throughout the world. 

CBS36001    11/21

Please contact for further details:

Amanda Hale 
Head of Regulatory Services  
amanda.jayne.hale@citi.com  
+44 (0)20 7508 0178 

David Morrison 
Global Head of Trustee and Fiduciary Services 
david.m.morrison@citi.com  
+44 (0) 20 7500 8021 

Caroline Chan 
APAC Head of Fiduciary Business 
caroline.mary.chan@citi.com 
+852 5181 2602 

Shane Baily 
EMEA Head of Trustee and Fiduciary Services 
UK, Ireland and Luxembourg 
shane.baily@citi.com 
+353 (1) 622 6297

Jan-Olov Nord 
EMEA Head of Fiduciary Services  
Netherlands and Sweden  
janolov.nord@citi.com  
+31 20 651 4313

Ann-Marie Roddie 
Head of Product Development Fiduciary Services  
annmarie.roddie@citi.com 
+44 (1534) 60-8201

www.citibank.com/mss

