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Al ESG AND SUSTAINABILITY

Sustainable finance and ESG goals are ever more important to investors and businesses
around the world. But all require analyzing data — and lots of it. And while those twinned
trends in finance become more popular, keeping track of them both becomes more
challenging.

There are more than 1,400 open-end and exchange-traded funds with a climate-
related mandate as of June 2023, compared with fewer than 200 in 2018, according to
Morningstar research. The pace of growth is continuing.

Al can help understand the shape of the market, and help filter out the wheat from the
chaff. But it can do more than aid sustainable finance to grow. Intelligently deploying Al in
your organization can unlock environmental benefits through better use of energy, more
intelligent forecasting — reducing waste — and more humane staffing. The Al revolution is
well and truly upon us. And it's time to take advantage.

ESG'S TARNISHED IMAGE NOT SO PROBLEMATIC

HAS ESG ENTERED THE MAINSTREAM? SHOULD ESG BE RENAMED?
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FUTURE, PRESE

AND PAST

‘; IN DISCUSSIONS SPANNING RIYADH,

Miami, and Hong Kong, and looking
ahead to our FII PRIORITY Summit in Rio de
Janeiro, one theme stands out: the transfor-
mative potential of Al in finance!

While the promises are bold, our focus re-
mains on asking crucial questions. How do we
ensure tech innovations promote equality? Who
stands to gain, and who might be left behind in
the Al revolution? And are the benefits distrib-
uted equitably between the Global North and
South?

This report not only explores the future of fi-
nance but also delves into the current ESG trends
and the sustainability of financial practices. By
reflecting on the past, we aim to create a mean-
ingful path forward.

Our goal is for readers to grasp the possi-
bilities of an Al-driven financial future while
recognizing the importance of inclusive deci-
sion-making for all global stakeholders.

ESG and Al are two of our main pillars at the
Fii-Institute . We will pursue this conversation
with your active participation

it Al

Richard Attias
CEOQ, Fll Institute

CONTACT US:
info@fii-institute.org

¥ @fiiksa
in Fil Institute
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How Fll Institute is
leading by doing

SEEKING SUSTAINABILITY
48 HSBC is leading the way in
integrating sustainability
throughout its operations, with
wide-reaching effects on the
financial sector and beyond
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The Al revolution has ' : 3 8 DRILLING DOWN INTO
created a grand R B THE NUMBERS
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to change all sectors ; into the Al revolution

U 3 HOW Al CHANGES EVERYTHING Al & ESG COMBINE YOU CAN'T SPELL SUSTAINABILITY WITHOUT Al
Seven decades of history — Doing right by your business, and by the planet, Improving bottom lines using artificial intelligence
EDITORIAL and two years of revolution takes effort that Al can help with
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available — but
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Al,LESG AND
SUSTAINABLE FINANCE

Working your way through the range of finance options and products
available can be tricky at the best of times — but ESG adds another
complicated dimension to the equation. However, Al help is at hand to
make finance more sustainable.

e a crossroads. The world is
facing climate change, biodiversity
loss, and resource depletion
head-on, all of which threaten the
foundation of our economy and
society. Sustainable finance has
stepped in as a powerful tool to
channel investments
towards environmentally and so-
cially responsible initiatives,
driving the much-needed transi-

WHY WORDS MATTER

tion to a greener, more equitable
future.

But integrating environmental,
social, and governance (ESG) fac-
tors into financial decision-making
is tough. Companies are drowning
in complex, often contradictory
and sometimes unreliable ESG data.

Only 44% of companies world-
wide provide climate-related dis-
closures that meet the Corporate
Sustainability Reporting Directive

ESG is an all-important issue. And tackling it is vital. But companies can't
choose how to describe the problem — so how can humans understand
what's being tackled? Handlily, Al can help.

SUSTAINABILITY

NORTH AMERICA

EUROPE

ASIA-PACIFIC

LATIN AMERICA

MIDDLE EAST

é%)) ESG

FIl INSTITUTE: Al FOR ESG

(CSRD), International Sustain-
ability Standards Board’s (ISSB)
sustainability and climate-related
standards and the US Security and
Exchange Commission’s (SEC)
proposed rules on ESG disclo-
sure. Investors, corporations,
and regulators often struggle to

make informed and responsible__

choices. More than 9 in 10 rely
on third-party solutions for ESG
management.

CORPORATE RESPONSIBILITY
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Al TO THE RESCUE?

AI can help. Its advanced algo-
rithms and machine learning
can process and analyze massive
amounts of ESG data, separating
the need-to-know from the duff
data, helping get on top of sustain-
ability metrics with unprecedented
speed and accuracy.

The latest generation of large
language model (LLM) tools are
tailor-made to trawl through free
text and analyze meaning. Trained
on vast volumes of data, they are
able to learn patterns and rela-
tionships in how language is used.
That’s important, because ESG
reporting still hasn’t settled on a
single global standard: companies
even argue about what terminology
to use (see Why words matter in-
fographic).

Some are already putting this
to use. In November 2023, Nasdaq
launched Nasdaq Sustainable Lens,
an AI-powered SaaS platform that
helps companies and investors
navigate and utilize ESG data from
across thousands of firms. And San
Francisco company TruValue Labs
uses Al to analyze ESG-related data
on 16,000 securities in real time.

GOING FOR GREEN

At the same time, AI can help
develop new “green” financial
products, including sustainabili-
ty-linked bonds and ESG-focused
exchange-traded funds (ETFs).
AI could help analyze supplier
invoices to help build a better un-
derstanding of Scope 3 emissions
for companies that may seek to be
part of a green ETF.

It can more dynamically price
financial products based on their
ESG credentials, and power decen-
tralized finance (DeFi) platforms
that provide traceable funding for
environmentally-friendly projects.
In April 2022, Singaporean tele-
communications company Singtel

The trend in alte
whichisdrivenk
performance, is
stay. The perforr
of alternative as
has outperforme
everythingelse.”

Co-CEQ, BDT & MSD Partners at Fll PRIORITY Miami 2024

launched a $100 million, five-year
digital sustainability-linked bond
(SLB) in collaboration with United
Overseas Bank (UOB) and Singa-
pore investment platform ADDX.
“Digital securities now play a vital
role in climate action,” said Oi-Yee
Choo, CEO, ADDX, as she launched
the bond.

Used well, AI can enhance an-
alytics skills, drive innovation,
and foster collaboration between
technologists, financiers, regula-
tors, and policymakers. But used
poorly, it can add complication
to an already convoluted process
— and waste precious natural re-
sources along the way. On current
projections, global water demand
to power Al could reach 6.6 billion
cubic meters by 2027 — or six times
the annual water needs of a country
the size of Denmark.

So as we stand at this crossroads
of environmental urgency and
technological advancement, how
do we use Al as a catalyst for scaling
sustainable finance? How do we

follow the pathway to harmonize
profit with planetary health? Join
us on this journey as we uncover
the transformative potential of Al
in shaping a more sustainable and
resilient financial landscape.

HTTPS://WWW.NASDAQ.COM/
SOLUTIONS/IR-INTELLIGENCE]/
RESOURCES/STATE-OF-SUS-
TAINABILITY-AND-ESG/2023

HTTPS://WWW.THOMSONREUTERS.
COM/EN-US/POSTS/WP-CONTENT
UPLOADS/SITES/20/2023/11/THE-
STATE-OF-CORPORATE-ESG-2023.PDF

HTTPS://WWW.SPGLOBAL.COM/MAR-
KETINTELLIGENCE/EN/NEWS-INSIGHTS
LATEST-NEWS-HEADLINES/54265151

HTTPS://WWW.THOMSONREUTERS.
COM/EN-US/POSTS/WP-CONTENT/
UPLOADS/SITES/20/2023/11/THE-
STATE-OF-CORPORATE-ESG-2023.PDF

HTTPS://WWW.SINGTEL.COM
ABOUT-US/MEDIA-CENTRE
NEWS-RELEASES/SINGTEL-PART-
NERS-UOB-AND-ADDX-ON-LARG-
EST-FOREIGN-CURRENCY-DIGITA

HTTPS://ARXIV.ORG/ABS/2304.03271
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CHANGES

EVERYTHING

The revolutionary technology has been arouna
for seven decades — but has come into its
own in the last two years. Here's how Al can
change the game for ESG and finance.

JAMES GILLEARD

STRATIONS
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ON THE CUSP
OF CHANGE

The Al revolution has created a grand setting that
promises to transform all sectors — including ESG

and sustainable finance.

WHEN A GROUP OF RESEARCHERS
gathered at Dartmouth Uni-
versity one long, hot summer
nearly 70 years ago to unite their
disparate, divergent areas of study
under the shared banner of “artifi-
cial intelligence”, they likely didn’t
imagine the impact a single chatbot
would have had on the world.

But ChatGPT has changed things
enormously since its November
2022 release. It has kickstarted a
race between big tech giants, and
overhauled industries big and small.
We stand on the cusp of change, as
this report will uncover, with finan-
cial services and companies’ ESG
goals materially altered.

However, Al has been more
deeply embedded in both worlds
than you might think — even if not
always using that term. To know
where we’re going, it’s always

useful to understand where we’ve
come from.

A LONG HISTORY
Since at least the 1980s, data-driven,
quantitative trading strategies have
been deployed by companies seeing
to gain an advantage over the mar-
ket. Founded in 1982 by Jim Simons,
Renaissance Technologies was a
pioneer in applying quantitative
models to financial markets. Its early
use of data and computational tech-
niques laid the groundwork for the
algorithmic trading revolution.
Quantitative analysts, or
“quants,” became the rock stars
of Wall Street, employing com-
plex machine learning models to
predict stock movements. Hedge
funds began investing heavily in
the development of proprietary
algorithms.

R NEREREIRR-SR A | FOR ESG

That was advanced in the 1990s,
with Goldman Sachs’s proprie-
tary risk management software,
SecDB, born in 1993, which allowed
the firm to manage risk across
different financial markets using a
unified system. Long-Term Cap-
ital Management deployed Nobel
laureates Myron Scholes and Robert
C. Merton to create complex math-
ematical models that could exploit
market inefficiencies. The collapse
of LTCM in 1998, however, high-
lighted the risks of over-reliance on
data-driven models without human
involvement.

BIG DATA, BIG ACTION

Algorithmic trading took hold in the
new millennium, with companies
like Citadel Investment Group and
D.E. Shaw & Co. spearheading the
adoption and development of so-

ILLUSTRATIONS: JAMES GILLEARD
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phisticated trading algorithms that
could execute orders in millisec-
onds based on market conditions.
Betterment launched its robo-
advisors in 2008, a precusor to the
modern-day promise of an Al-en-
abled, chatbot-powered financial
advisor.

The exponential increase in
computational processing power
in the 2000s set off an arms race
as companies sought to put more
power behind their computerized
trading algorithms. Speed was of
the essence, and firms bought data
centers closer to financial trading
floors in order to be first to make
market moves.

Most of those initiatives capi-
talized on the ability of Al in the
early 2000s to sift through vast
volumes of numerical data at speed,
but since then we have been awash
in a sea of data. Everything from
stock transactions and global eco-
nomic indicators to social media
sentiment can help dictate where
investors should put their money.

This vast torrent of data helped
machine learning evolve. Algo-
rithms became more sophisticated,
learning not just from structured
data, but parsing news articles,
tweets, and even satellite images to
forecast market trends. High-fre-
quency trading (HFT) algorithms,
capable of executing orders in

i
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milliseconds in response to mar-
ket conditions, proliferated, further
blurring the lines between human
and machine decision-making.

ENTER ESG

The advancement of natural lan-
guage processing (NLP), an Al
technology that enables machines
to understand and interpret human
language, in the late 2010s not only
helped traders find an edge. It also
improved ESG analytics by allowing
Al systems to analyze unstructured
data sources, such as news articles,
social media posts, and corporate
sustainability reports, for insights
into ESG performance.

NLP enables real-time analysis
and monitoring of how a company
is meeting its ESG goals, giving in-
vestors more insight than ever into
where they should — and shouldn’t
— put their money. Al systems have
since been put to use to not only
analyze past and present ESG data,
but also predict future ESG perfor-
mance based on historical trends,
company policies, and broader in-
dustry or societal shifts.

Today, Al is an integral part
of both the ESG and sustainable
finance ecosystems, enhancing
the accuracy and ability to analyze
companies’ ESG goals. That said,
there are challenges: data quality,
transparency, and the potential for

13

bias in Al systems remain major
hurdles to achieving fully reliable
and unbiased ESG assessments. And
as the ever-changing ESG criteria
evolve, so must the algorithms that
analyze them, requiring ongoing
refinement and adjustment.

But big changes are happening,
as we’ll learn in the subsequent
pages of this report, as we hear
from those at the forefront of these
advances. u
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MAKING

BIG CHANGES

One leading financial firm is successfully adding Al into its practices -
and is several steps ahead of many on the road to our Al-enabled future.
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e revolution promises to be
bigger than the internet revolution
for the finance sector, believes Deep
Ratna Srivastav, Global Head of Al
& Digital Transformation, Franklin
Templeton.

Franklin Templeton’s vision for
the future, led by Srivastav and his
team, is testing how AI can radi-
cally transform every part of the
finance value chain — from product
sales and distribution to investment
management, trading and risk man-
agement.

“As these two worlds start to
come together, it can radically
change the whole value chain, right
from the point-of-sale process, to
the buying process, to the distribu-
tion to the wealth processes, and to
trading,” Srivastav said. Finance as
an industry is ripe for an AI-driv-
en overhaul, he reckons, since at
its core, it is a “knowledge-based
setup” revolving around harnessing
information to make decisions.

Franklin Templeton has been
working in the world of Al for years,
but traditionally the technology has
been used mainly to sort through
vast volumes of numbers at scale.

However, the rise of generative
Al in a post-ChatGPT world af-
fords financial firms the ability to
sift through additional contextual
data, which is often stored in free
text, he explained. This can help the
company better advise customers
on the right financial products for
them — and also expand the range of
specialized products they can offer.

One of the biggest opportunities
Srivastav sees from the Al revolu-
tion is using the technology to de-
liver personalization and financial
inclusion at a massive scale. His-
torically, the investment manage-
ment industry has been criticized
for only serving the wealthy who
can afford premium advice. Al could
democratize access by understand-
ing each individual’s specific goals,
risk appetite and circumstances to
construct personalized investment
portfolios and recommendations.

“It can really drive financial in-
clusion,” he said. “Our industry is
sometimes criticized, as you ‘the
doctors for the healthy people,’
right? The only people you end up
advising are the good quality: the

15

rich, the people who can really af-
ford it, and not those who cannot.”
But Al’s ability to scale at will can
help shift those perceptions — and
open up access to a new range of
people. “This is an opportunity to
change all of that,” he said.

One key challenge for investment
managers is incorporating contex-
tual knowledge around companies,
industries and macroeconomic
trends into their analytical mod-
els. That’s particularly important
when assessing individual firms’
ESG claims — as we’ve previously
explored in this Spotlight report —
because of the thicket of different
claims and language used to adver-
tise acompany’s green credentials.

USING Al TO DEVELOP

THEMATIC PORTFOLIOS

The power of artificial intelligence
can help develop more thematic
investment portfolios, which have
more than $800 billion in assets
under management, according

to Morningstar.
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< Thisis where modern Al tech-
niques like large language models
(LLMs) can make a massive differ-
ence by digesting reams of unstruc-
tured data, Srivastav believes.

“We have many years of past
investment notes and reports,
key drivers of what we should be
looking at from an investment
perspective,” he said. And Frank-
lin Templeton wants to leverage
that long history of expertise for
its current crop of advisers, codi-
fying the transfer of knowledge
that previously happened institu-
tionally through Al “We’re trying
to harness that by reading simple
reports, and connecting multiple re-
ports from different sources. Then
you start connecting them back to
original research reports. Suddenly
you get this feedback loop going,”
Srivastav explained.

He cautioned, however, that get-
ting Al’s analytical capabilities to a
level of 85-90% accuracy from the
current 40-60% would be crucial
for real-world applications. And
while the Al revolution is in its early
stages, it’s not quite at that level.
But that could happen soon. “If we
get this right, all these different ar-
eas of investment processes can be
harnessed into one common work-
flow,” he said.

THE FUTURE OF EMBEDDED
FINANCE
Looking ahead 15-20 years, and
thanks to Al, Srivastav painted a
future where finance is deeply em-
bedded into every individual’s life
in amanner akin to how healthcare
is evolving with personalized medi-
cine, genetic profiling and nutrition
advice. “Finance should be radically
different,” he said. “It will get sig-
nificantly embedded in the individ-
ual’s lives of people, across different
applications.”

This embedded finance environ-
ment, powered by Al, could provide

FII' INSTITUTE: Al FOR ESG

DEEP RATNA SRIVASTAV

Deep Ratna Srivastav is
Global Head of Al & Digital
Transformation, Franklin
Templeton. He develops
and integrates client and
market insights into Franklin
Templeton'’s client inter-
actions across business
lines globally. Deep is an
Electronics Engineer and an
MBA from Indian Institute of
Management, Ahmedabad
with a focus on Quantita-
tive Research and Market-
ing. He got certified as Six
Sigma Black Belt in GE. He

is IBM certified in Python

for Data Science and SQL.

people real-time awareness and
gentle course corrections for better
financial decision making around
spending, saving and investing.
“Individuals suffer from signifi-
cant wrong decision making, a lack
of action, and constantly regretting
financial decisions,” he explained.
“By being more aware, people will
find it easier to take the right actions
for their future.”

While visionary, implementing
this Al-driven future for finance has
its challenges. Srivastav stressed the
importance of getting data gov-
ernance, security, compliance and
transparency protocols right before
anything else. Talent management
is a top priority, with firms needing

to transform their DNA by reskill-
ing and hiring people with skills like
product management, research sci-
ence and engineering.

There are also potential risks
like AT models making flawed deci-
sions, concentrating decision-mak-
ing power, lacking transparency
and perpetuating biases that need
guarding against. “There can be
risks where machine learning al-
gorithms are taking the wrong deci-
sions,” he said. “There can be a lack
of transparency, lack of inclusion or
more biases.”

And crucially, Srivastav under-
scored that no single firm can go it
alone on Al Realizing its full poten-
tial requires an ecosystem approach

ILLUSTRATIONS: JAMES GILLEARD
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by integrating trading systems, re-
search systems and unconventional
data sources through partnerships.

“You need to connect with re-
search systems, trading systems,
and unconventional data forms,”
he said. “These have to all be pack-
aged together for the delivery
mechanism.” He pointed to a core
optimization engine the company
has had in place for years. It required
extensive partnerships to bring it
into existence.

CHAMPIONING CHANGE

For firms like Franklin Templeton
who started their Al journey years
ago, finding product champions
across different business units to

implement use cases has been crit-
ical, in addition to CEO-level com-
mitment to innovation.

With investment management
being a relatively new field from a
scientific perspective, the timing is
ideal for the Al revolution, according
to Srivastav. Decades of development
have converged at the right time to
provide a killer app for generative
Al that can be used in many indus-
tries — finance included. Whether it
replicates the kind of transformation
Al has unleashed in healthcare over
the next 15 to 20 years, or takes an
even faster trajectory given finance’s
data-richness, remains to be seen.
But the opportunities seem bound-
less — if the sector gets it right. 4
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CAN Al EVER BE
SUSTAINABLE?

The new technology has the ability to improve efficiencies
and highlight areas for improvement — but what impact
does using it have on the environment?

. ARTIFICIAL INTELLIGENCE HAS

already proven to be a game-
changer in many ways. But when
used to unlock new patterns, inno-
vate new thinking, and find new
strategies for saving the planet, the
potential could be enormous, ana-
lysts say.

Using a range of AI-powered
levers could reduce worldwide
greenhouse gas (GHG) emissions
by 4% in 2030, an amount equiv-
alent to 2.4 Gt CO2e — equivalent
to the 2030 annual emissions of
Australia, Canada and Japan com-
bined, according to research by

PwC UK. And at the same time,
using Al for environmental ap-
plications could contribute up to
$5.2 trillion to the global economy
in 2030 — which would be a 4.4%
increase over business as usual.

“If you’re really doing some kind
of Al for climate work, and the en-
ergy you’re using is renewable, and
you’re being quite thoughtful about
how you’re doing the work, and
you’re not just constantly stream-
ing large language models, I think
it can be definitely [sustainable],”
said Sasha Luccioni, Al and climate
lead at AI company Hugging Face.

However, before you start reach-
ing for the latest Al models and lay-
ering them into your business, be
aware that generative Al is a dou-
ble-edged sword. “You have to put
in a lot of thought into it and make
sure you consider all the factors,”
warned Luccioni.

THE RISKS

The reality is that Al is an energy-
and resource-intensive industry.
Training GPT-3, by now an out-
moded version of the large lan-
guage model that powers ChatGPT,
used 3.5 million liters of water

ILLUSTRATIONS: JAMES GILLEARD
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thanks to the cooling needed to
ensure the data centers that pro-
cessed the requests worked effi-
ciently, according to one academ-
ic study. That’s provided it used
centers based in the United States,
which work more efficiently. If it
was trained on Microsoft’s centers
in Asia, researchers worry, water
usage would have been nearer 5
million liters.

Likewise, training GPT-3 con-
sumed 1,287 MWh, and led to emis-
sions of more than 550 tonnes of
carbon dioxide equivalent, similar
to flying between New York and San
Francisco on a return journey 550
times. GPT-4, the model currently
in use for ChatGPT at the time of
writing, has 570 times more pa-
rameters — which doesn’t mean
that it took 570 times the energy
to train, but does mean it’s likely
to be greater still.

And using the models them-
selves to try and pore through data

to find answers to become more
sustainable could end up doing the
opposite: every prompt sent to a
chatbot like ChatGPT uses up to 100
times more energy than sending an
email — far faster than renewable
energy sources can spin up to mit-
igate the energy impact.

Data centers are an increasing
environmental hog, according to
forecasts. By 2030, machine learn-
ing training and data storage could
account for 3.5% of all global elec-
tricity consumption, according to
the International Energy Agency.
Pre-AlI revolution, data centres
used up 1% of all the world’s elec-
tricity demand in any given year.

“Trying to decarbonize things
before expanding is key,” Luccio-
ni said. “If you’re expanding on
existing infrastructure, and that
infrastructure is — for example —
carbon intensive, you’re multiply-
ing the factor by however much you
grow by.” N
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All that said, Luccioni doesn’t ad-
vise entirely against using Al to try
and eke out more environmental,
social and governance benefits from
your business — or using it to try and
power sustainable finance initia-
tives. Instead, she says it should be
used judiciously, and with care that
your overall benefits outweigh your
overall impacts.

One major factor that can affect
how sustainable the use of Al in
business could be is the efficiency
of the Al model you deploy. “Make
sure you’re using the model that’s
best suited to your purpose, and not
just a general purpose model that
can do everything,” she said. Many
generative Al models currently on
the market — including ChatGPT
and others — are Jacks of all trades,
and masters of none, and as such
are comparatively inefficient in how
they operate. Using a specialized
model, tailored to your task, is one
way to cut back on the carbon foot-
print — and with a range of open-
source models out there available

ERRIES I NES SIS THE : A [SSEECER FELS G

to tweak, can help. Once you have
your tailored model, fine-tuning it
to make it even more efficient is a
must-do, says Luccioni. “There are
all sorts of techniques for making
the model more energy efficient,”
she said. “Things like distillation
and pruning.”

Not only does this make the out-
puts quicker — making your business
more efficient in its operation — but
it can drastically draw down the
energy use.

And finally, keeping an eye on
energy sources can help improve
the sustainability of your Al usage.
Powering the models with sustain-
able sources of energy, and taking
advantage of the changes in our
global climate can all add up and
help organizations be able to report
better ESG results. “Make sure that
the energy source you’re using is as
renewable as possible, as low carbon
as possible,” said Luccioni. “And use
data centers that are in places that
are colder and therefore need less
overhead for cooling.”

{ ILLUSTRATIONS: JAMES GILLEARD
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4.4%

increase in
global economy
using Al for
environmental
applications

SOURCE:
PWC UK/
MICROSOFT RESEARCH

reduction in
greenhouse gas
emissions

k\ by 2030
o

MICROSOFT RESEARCH

An Al query is

\\\‘L wy 00

more energy
intensive than
an email

SOURCE:
UNIVERSITY OF WASHINGTON
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AN ONGOING
CONVERSATION

FIl Institute is far more than its reports, as these insights into how Al is
affecting ESG and sustainable finance from our events this year highlight.

Al can be aforce
for good and for evil.

Given the right
framework and
regulations, it can
be aforce for good.

H.E. YASIR AL-RUMAYYAN,
GOVERNOR,

PUBLIC INVESTMENT FUND,
CHAIRMAN, FUTURE
INVESTMENT INITIATIVE
INSTITUTE, SPEAKING AT FlI
PRIORITY HONG KONG

PHOTOS: FII INSTITUTE
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Unlike the US economy,
there are global discussions
for the nextfive or ten years
on opportunities for Aland
vast cross-cutting
opportunities, yetitmay
resultin higher
unemployment and severe
economic impact.

Secretary Steven Mnuchin,

77th Secretary of the Treasury of the United
States, Founder & Managing Partner, Liberty
Strategic Capital, speaking at Fll PRIORITY Miami
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it Ibelieveit’s possible to
build Al models that are
really aligned with human
values. It's about being

intentional in how we
design, deploy, and develop
some of these Al models.” 77

H.E. Paula Ingabire,
Minister of ICT and Innovation, Rwanda,
speaking at FIl7

FIl INSTITUTE: Al FOR ESG

How can
governments ensure
Al is safe and fair

without stifling private
innovation?

Richard Attias, CEO, Fll Institute,
speaking at Fll PRIORITY Miami

PHOTOS: FII INSTITUTE
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The arrival of intelligence
thatis nothumanis
heralded by a lot of
questions. Alis likely to
double everyone’s
productivity, but there are
questions about what
happens when computers
start to make decisions.

Eric Schmidt,
Co-founder, Schmidt Futures,
speaking at Fll PRIORITY Miami

2b

Al can impart historical
lessons, such as analyzing
economic policies. By serving as
a tool for comprehensive
historical evaluations, Al offers
insights into what has and
hasn’t worked, enabling us to
learn from past experiences and
avoid reinventing the wheel.

The Hon Julie Bishop, 38th Foreign Minister of Australia,
Chancellor, Australian National University,
speaking at Fll PRIORITY Hong Kong

STITUTE Impact
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4 Innovation causes
risk. But we need
innovation moving
forward. Technology

offers great economic
opportunities. 77

Sophia the robot,
speaking at FIl7

FIl INSTITUTE: Al FOR ESG

A powerful and natural
duo, Al and blockchain
revolutionize industries.
Blockchain ensures
transparency and trust,
while Al brings intelligent
analysis, elevating
efficiency and outcomes.

Yi Bao, Chairman, Cedarlake Capital,
speaking at Fll PRIORITY Hong Kong

PHOTOS: FII INSTITUTE
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Digitalization, with
blockchain and Al at the
forefront, represents a
megatrend set to shape the
next investment decade.
Regulating Al is crucial; yet,
we must foster spaces
where ethical actors are the
ones harnessing Al.

Jenny Johnson,

President & CEO,

Franklin Templeton,

speaking at Fll PRIORITY Miami

We should prioritize
responsibilities for sound
macroeconomic and
financial policies that
provide the foundation for
growth, employment and
prosperity.

Kristalina Georgieva,
Managing Director,
International Monetary Fund,
speaking at FlI7
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Doing right by your business, and by
the planet, takes effort that Al can
help with — but how can investors and
executives harness that potential?
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FIVELETTERS,
LOTS OF POTENTIAL

The combination of Al and ESG could be
transformative — but must be done carefully to

capitalize the most.

e CLIMATE CHANGE, SOCIAL UNREST,

and corporate scandals have all
rocked our planet in the last few
decades. Out of controversy, a new
investment approach has gained
momentum: environmental, social,
and governance (ESG) consciousness.
This paradigm shift in the financial
sector reflects a growing recognition
that traditional investment models
fixated on financial returns are no
longer enough. Investors and com-
panies are now compelled to consider
the broader impact of their decisions
on the planet — and its people.

ESG’s history can be traced back
to the 1960s and 1970s, when so-
cially responsible investing (SRI)
emerged as a way for investors to
align their portfolios with their
personal values. At that time, in-
vestors began to screen out com-
panies involved in the production of
tobacco, alcohol, firearms, and other
so-called “sin stocks.” But ESG is
a world away from SRI, swapping
discounting the negative for valuing
the positive.

By the early 2000s, the modern
ESG movement was in full swing.
Public trust in business practices
had been hit by high-profile cor-
porate scandals, such as Enron and
WorldCom. Investors recognized the

risks associated with poor corporate
governance, environmental harm,
and human rights abuses. To ensure
it never happened again, more com-
prehensive frameworks for evalu-
ating a company’s non-financial
performance were established.

RESPONSIBLE INVESTMENT
The United Nations helped take
the lead with its 2006 Principles
for Responsible Investment (PRI)
initiative. This set out voluntary
guidelines for companies looking to
involve ESG considerations in their
investment decision-making. The
global network of investors who
signed up to the initiative topped
4,000, and represented the collec-
tive holding of more than $120 tril-
lion in assets under management.
Money talked: ESG took hold.

As ESG has become more broad-
ly adopted, the field has also grown
increasingly sophisticated. ESG data
and analytics have become more
robust, allowing investors to better
assess and compare the sustaina-
bility performance of companies
across different industries and geo-
graphies.

This, in turn, has led to develop-
ing of a wide range of ESG-focused
investment products, from index

FII' INSTITUTE: Al FOR ESG

funds to actively managed strate-
gies.

ESG’s rise has also prompted a
rethinking of the role corporations
play in society. Companies are under
growing pressure from investors,
consumers, and policymakers to
address environmental and social
issues, and to be more transparent
about their governance practices.
This shift has led to the emergence
of new corporate reporting frame-
works, such as the Global Reporting
Initiative (GRI) and the Sustaina-
bility Accounting Standards Board
(SASB), which aim to standardize
the disclosure of ESG-related in-
formation.

The covid-19 pandemic helped
enhance the adoption of ESG in-
vesting, as the cold light of global
crises highlighted the importance
of building resilient, sustainable
businesses. The pandemic has also
highlighted the social and govern-
ance challenges facing companies,
such as employee well-being, sup-
ply chain management, and crisis
preparedness.

REACHING THE FUTURE

But as ESG investing continues to
evolve, the role of Al, will become
increasingly important. AI-powered

IMPACT REPORT 2024

ILLUSTRATIONS: JAMES GILLEARD

31

ESG data analysis can help inves-
tors and companies more effectively
identify, assess, and manage ma-
terial sustainability risks and op-
portunities. By leveraging machine
learning algorithms to process vast
amounts of structured and unstruc-
tured data, Al can provide deeper
insights into a company’s environ-
mental footprint, social impact, and
governance practices.

Al can be used to analyze sat-
ellite imagery and other remote
sensing data to monitor deforesta-
tion, water scarcity, and other en-
vironmental indicators. It can also
be used to scrape social media and
news sources to identify emerging
social and reputational risks, such
as labor disputes or product safety
issues. Al can help detect patterns
of financial misreporting, insider
trading, and other forms of corpo-
rate misconduct.

And AI can play a crucial role in
helping companies and investors
navigate the complex and rapidly
evolving ESG landscape. Just 10%
of companies measured their full
greenhouse gas emissions in 2022,
according to Boston Consulting
Group. Al can help by tallying the
output automatically, reducing
workload and increasing account-
ability. By automating the collec-
tion, aggregation, and analysis of
ESG data, Al can provide real-time
insights and recommendations
to support more informed deci-
sion-making.

The combination of Al and ESG —
five simple letters, brought together
to form a new paradigm — can be a
powerful one. In the pages ahead,
we’ll learn about best practices and
key considerations when melding
two major needs of the moment. =
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THE MORAL

MAZE

Achieving environmental, social and governance
goals may seem easier with Al — but there
are issues that need to be avoided.

‘ with a conscience has be-
come the default decision
for the leaders of most organiza-
tions around the world. But staying
competitive is tricky — and the race
to adopt Al is tempting.
Generative Al can have a huge
positive impact on an organiza-
tion’s ESG credentials. It’s ca-

E— |
AIIN ACTION: ENVIRONMENT

The problem: A shipping company executive

pable of quickly poring through
data, analyzing how a company
operates, where its inefficiencies
lie, and suggesting solutions that
can support a smoother, more en-
vironmentally and socially friendly
operation of an organization.

At the same time, corporate
governance can be improved by
using AI to identify where there

wants to ensure that they are not damaging
the seabed over which their vessels travel.
They affix a camera to the bottom of their
ship, and use Al-powered object detection
to analyze the seabed for signs of damage.

The potential benefit: If any problems

FIl INSTITUTE: Al FOR ESG

are issues in the way a company is
run, and provide more dependable
solutions to iron out those biases
or problems.

There are already examples of
companies applying it: Al is cur-
rently being used to forecast and
predict air quality in urban cities,
allowing policymakers to imple-
ment decisions that can improve

WHATIS YOURBIGGEST CHALLENGE
WHEN MANAGING ESG DATA?

137 responses

IMPACT REPORT 2024

air quality when needed. It is im-
proving pest management by
identifying and eliminating pests
from commercial tomato crops. It’s
better optimizing energy use of air
conditioning units; and it’s help-
ing classify waste to help improve
recycling rates.

But as with any tool, AI needs
to be deployed conscientiously in
order to make it work to its max-
imum effect. And there is a risk,
without due care and attention, that
it could accentuate existing issues —
or give the veneer of solving a prob-
lem while raising another one that
had not previously been thought of.

One of the biggest pitfalls with
deploying generative Al for ESG
purposes is the potential for un-
foreseen or unintended negative
consequences. While the technol-

ogy may suggest solutions that
appear environmentally or socially
beneficial on the surface, the ripple
effects could be more complicated.

Al models are notoriously shal-
low in their knowledge. While they
give the impression of understand-
ing the world around them, they
don’t have a true understanding,
but deploy pattern matching based
on the data they were trained on.
This makes them prone to out-
putting plausible-sounding but
ultimately misguided recommen-
dations.

For example, an Al tasked with
improving a company’s environ-
mental impact might recommend
switching to a new industrial pro-
cess that reduces carbon emis-
sions. However, this new process
could have other detrimental im-
pacts the model failed to account
for, such as increased water pol-
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lution or human health hazards.

There are also concerns about
perpetuating historical biases and
injustices if the training data itself
is problematic. Al models simply
reinforce and amplify the patterns
in their training data. If that data
reflects societal biases around
gender, race, or other factors, the
model’s recommendations could
act to perpetuate those same bias-
es, even if unintentionally.

And as can be seen in the
map showing from where nota-
ble machine learning models
have emanated, there is a huge
gulf in representation from the
Global South. For this very rea-
son, those in the Global South
may think twice whether they
want to implement the use of
Al models that do not represent
their beliefs, or perpetuate biases
against them.

AIIN ACTION: SOCIAL

The problem: A customer-facing company
wants to improve interactions with its clients,
and believes that generative Al chatbots could
help do so by providing conversational
support on helplines.

The potential benefit: What would previous-
ly have been a slow, labor-intensive process

MANAGING MULTIPLE REPORTING
ESG VENDOR FEEDS REQUIREMENTS

are identified, the company can quick-
ly take action to change its voyage pro-
cedures in a way that would prevent the
damage — benefitting the environment,
and avoiding a potential PR disaster.

The potential risk: Image classification is
a mid-range carbon emitter among
various generative Al tools, meaning that
while one environmental issue is be-

ing resolved, another is being created.

can become relatively simple and effective, as
well as bringing cost savings to the business.

The potential risk: Al chatbots can be compar-
atively easily “jailbroken”, or hacked, to produce
outputs that an organization has put limits on,
if not carefully monitored. Simultaneously, while
efficiencies may be gained with positive social
benefits for customers, the company could be
criticized for putting human staff out of work.

LINKING ESG DATA
CONTENT TO EXISTING
ENTITY/INSTRUMENT DATA

CONSTANTLY
EVOLVING AND NEW
ESG DATA CONTENT
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On the governance front, AI-driven
decision-making raises transparen-
cy and accountability issues. Neu-
ral networks are essentially black
boxes — it can be extremely difficult
to understand why they arrived at
a particular output. If a company
bases major strategic or operational
decisions on opaque Al recommen-
dations, it becomes problematic to
provide clear justification to inves-
tors, or to assign responsibility if
something goes wrong.

For this reason, there needs to
be human oversight and the ability
to audit how an Al system made its
recommendations.

There are also valid concerns
around the existential risk of del-

egating too many decisions to arti-
ficial intelligence. As these systems
become more capable, and with the
potential next generation of models
able to “reason”, or make linkages
more like a human than they cur-
rently do, leaders wanting to use Al
will have to ask where we draw the
line on delegating decision-making
authority to machines that may not
share human values or ethical con-
siderations.

Despite the risks, consensus is
growing that the potential bene-
fits of Al for ESG initiatives are too
significant to ignore entirely. The
key is developing robust governance
frameworks to ensure the technolo-

FIl INSTITUTE: Al FOR ESG

gy is deployed responsibly and with
proper oversight.

This could involve having human
domain experts closely vetting and
approving any Al-generated recom-
mendations before implementa-
tion. It may also necessitate great-
er model transparency, including
developing internal models that an
organization can oversee training
on and can properly understand
how they work.

Ultimately, AI should be viewed
as a tool to assist and augment
human judgment for ESG goals —
not a panacea to simply be deferred
to without discernment. By pro-
actively addressing the pitfalls, we
can maximize the positive impact
while avoiding unintended harm.

CARBON EMISSIONS BY TASK DURING MODEL INFERENCE)

Source: Sasha Luccioni et al, 2023
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GRANTED Al PATENTS (% OF WORLD TOTAL) BY REGION, 2010-22

Source: Center for Security and Emerging Technology, 2023
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NUMBER OF NOTABLE MACHINE LEARNING MODELS RELEVANCE OF SELECTED RESPONSIBLE Al RISKS FOR
BY GEOGRAPHIC AREA, 2003-2023 (SUM) ORGANIZATIONS BY REGION
Source: Global State of Responsible Al Report, 2024
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The problem: A business leader wants to eliminate unconscious bias in their organization, and so Source: Epoch, 2023, via Stanford University 2024 Al Index report

asks generative Al to audit its documentation and policies to ensure that those issues are resolved.

The potential benefit: Al can undertake the task at a far higher speed and greater
efficiency than a human would, and at lower cost.

that its outputs reflect the sensibilities of that culture.

) . : 4 4 4
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The potential risk: Generative Al tools themselves are pre-loaded with implicit biases, reflecting
the backgrounds of their human creators. The United States is the home of more notable
machine learning models currently on the market than every other country combined — meaning
15
8
5 —

EGYPT UAE SINGAPORE UNITED ISRAEL CANADA GERMANY FRANCE CHINA UNITED
KINGDOM STATES
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INTO THE NUMBERS

Here's how Al, ESG and sustainability can intertwine.

ESG RATING DISAGREEMENT
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OURESG

INCLUSIVE TOOL

How we inform investment strategies
to support emerging markets, and
make a more just world.

‘ that global sustainable de-
velopment will not be achieved
using a system that doesn’t incor-
porate the needs and realities of all
markets.

While there has been a surge in
ESG investing over the past decade,
with an estimated $38 trillion in
sustainability-led assets now under
management worldwide, emerging
markets continue to receive less
than 10 percent of ESG capital flows,
despite accounting for 58 percent of
global GDP.

That is why, in 2022, we released
our Inclusive ESG Framework and
Scoring Methodology — an accessible
toolkit available on FII Institute’s
website. It provides a direct road map
for the future of ESG, particularly in
emerging markets, and was produced

HOW IT WORKS

The Inclusive ESG Score is tailored
specifically to the challenges of
emerging markets. The score’s
systematic materiality approach
emphasizes industry risk, ensuring
an equitable evaluation of com-
panies operating within diverse
sectors. To promote transparency
and accuracy, the Inclusive ESG
Score differentiates performance
and disclosure analytics and posi-
tively weights year-on-year ESG
improvement. The Inclusive ESG
Score is powered by ESG Book's
sophisticated sustainability data
assets capture, and is built in
alignment with the latest global
ESG standards.

after convening a community of
global heads of sustainability, ESG,
and stewardship: CEOs, government
officials, social innovators, thought
leaders, and other experts to engage
in vital conversations that will shape
the global ESG agenda.

FII Institute has argued since 2019
that ESG, as most commonly inter-
preted, does not efficiently target
investment in emerging economies.
So we offered a pathway forward
— one that would bring emerging
markets to the attention of investors,
unlocking some of the vast resources
that will be needed to transition to
ajust and low-carbon world.

Our Inclusive ESG Methodolo-
gy is guided by what investors told
us. They wanted standard KPIs to
avoid confusion. They wanted fair
analysis without greenwashing.

CURRENT
PERFORMANCE

The Inclusive ESG
Performance Score
shows the sustain-
ability performance
of companies based
on publicly availa-
ble company data.

SCORE

They wanted to know what good
performance looks like in emerging
markets, which differ in several key
factors from developed markets.

The market has responded favor-
ably to the Inclusive ESG Frame-
work and Methodology. In addition
to investor interest, capital market
authorities in both Saudi Arabia
and Senegal have incorporated the
Inclusive ESG Framework into the
development of ESG taxonomies to
guide company disclosures on their
respective exchanges.

Organizations with healthy ESG
scores not only perform better finan-
cially; they can weather the storms
of change. They have the longe-
vity and stability so that they can
continue delivering their valuable
solutions to humanity without in-
terruption.

MOMENT

The Inclusive
Future Mome|
Score indicat:
anticipated f
company pe
mance base
current perfo

and over-tim
improvemen
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ASSESSING
THE MARKET

A wide range of tools and services are helping
assess ESG and sustainable finance principles —
here, we chart a small sample of what's available.

SUSTAINABILITY ICEBERG DATA LAB
SCORING BARBARUS
ETHIC -
@ COVALENCE ESG RATINGS i N
@ siGNAL Al
CLARITY Al .. @ wsc
SENCEFOLIO ESG BRIDGEWISE @
FRAMEWORK
@ EesG ANALYTICS
IFC MALENA ..
AccerN @
SENTIMENT -
ANALYSIS

IMPACT REPORT 2024 41

.
------

@ owL ANALYTICS

INVESTMENT
@ MORNINGSTAR
SUSTAINALYTICS
@ rerrisk
.ESG BOOK ISSESG
@ couiLiBRIUM IBM ENVIRONMENTAL
INTELLIGENCE SUITE
@ novisTo
@ rairRsuPPLY
® ro
_.-BRIINK DATA
o MANAGEMENT



42

MAKING A
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DIFFERENCE WHERE IT
MATTERS THE MOST

It's not just in aiding ESG investment strategies that Al can be used. Its
real-world impact can be felt by helping organizations run better.

MUCH OF THE FOCUS ON Al
in the ESG world is fixated
on how the technology can

help unlock new trading strategies,
wade through the morass of ESGre-
porting, and analyze the raft of sus-
tainable finance options available
to investors.

But businesses around the world
can and should also use Al tools to
help make a difference to how they
operate. Al can not only measure
our progress towards sustainable
development goals, but it can also
help motivate them.

Companies like Pano AI, an
organization based in Australia
and the United States, are using Al
to automatically detect, verify and
classify forest fires in real time. For
companies with long supply chains
in tree-dense areas, this Al vision
tool can help track activity on the
ground and ensure that their work-
ers are treating the environment in
away that upholds their business’s
ESG claims.

It’s not just at a company lev-
el that innovation and support is
happening. The Asian Development

Bank supports the Smart Energy
Innovation Fund (SEIF), which since
2021 has accelerated the develop-
ment of artificial intelligence and
digitalization technologies includ-
ing wider smart technologies for
smart energy applications towards
commercialization.

Whether big or small, business
leaders can use Al to achieve their
own ESG targets, too. The use of Al
in energy management to reduce
carbon emissions can be a key con-
tributor to the “E” in “ESG”, while
the tech can also help correct any

PHOTOS:DOGTOOTH, WOKEPHOTO17 [GETTYIMAGES,INTERSTELLAR LABS, ER PRODUCTIONS LIMITED [GETTYIMAGES
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biases in employment strategies —
contributing to the “S”. And it can
also ensure that regulatory compli-
ance is followed — a key pillar of the
“G” in the three-letter term.

WALKING THE TALK

Many companies, supported by FII
Institute, use Al to make our planet
more environmentally and socially
good. Interstellar Lab, which has
been backed by FII Institute’s ACT
arm, commercializes biofarming
platforms by combining AI, ad-
vanced hardware and bioscience.
The goal of the company is to even-
tually supply plant-based ingredi-
ents at scale, both on Earth and in
space.

Also in the food space, Dogtooth
Technologies has developed Al-en-
abled agricultural technology that
uses smart robotics to navigate rows
of strawberries and raspberries, de-
tect and locate the ripe ones, as well
as pick and check the fruit before
placing them into a punnet, thereby
enabling fruit harvesting businesses
to replace the hand-picking method
and save time.

Timbeter, based in Tallinn, Es-
tonia, is a forest tech company
specializing in timber measure-
ment and data management using
artificial intelligence and machine
learning. The company’s aim is to
make forestry more sustainable,
one log at a time. By improving the
traceability of logging, Timbeter
aims to eradicate illegal logging
using its pioneering algorithms.

And a healthy population puts the
“S” in “ESG”. That’s why the French
company AZmed, in which FII Insti-
tute’s ACT arm invested in 2021, is
so vital. It is the first French com-
pany to commercialize AI-powered
radiology software, which is already
used in more than 250 healthcare
institutions by more than 2,500
doctors a day. "
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HOW AI HELPS ESG

These four companies, backed by Fll Institute, uphold and
maintain core ESG principles that all of us should follow.

AZMED
Founding year: 2018
Fll investment year: 2021

Sector: Al Driven, Smart
Diagnostics for Medical
Imaging

Focus: Sustainability

HQ: Paris, France

DOGTOOTH
Founding year: 2014
FIl investment year: 2022
Sector: AG Tech
Focus: Al & Robotics

HQ: Cambridge, UK

INTERSTELLAR LAB

Founding year: 2018

FIl investment year: 2021

Sector: Aviation &

HQ: Paris, France

R .
e - —— -
Aerospace B .#‘1’_"’:‘:}..9_”,. :
Focus: Sustainability Aﬁ% ARG iR

TIMBETER
Founding year: 2013

FIl investment year: 2022
e 1 sector: Biodiversity
Focus: Sustainability

51 : HQ: Tallinn, Estonia
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YOU CAN'T SPELL
SUSTAINABILITY
WITHOUT Al

Sustainable finance can be supercharged
with the transformative power of artificial
intelligence — permanently altering the
future course of financial markets.

o
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SUSTAINABLE FINANCE

Decades of development could be sped up by the
advent of generative Al — but we should tread carefully.

‘ ago, the heads of 13 of the
world‘s leading financial

firms took a stand against the norm.
Ahead of the 1992 Rio Earth Summit,
the group of banks issued the UNEP
Statement by Banks on the Environ-
ment and Sustainable Development
in New York, and formed what would
become the United Nations Environ-
ment Programme Finance Initiative
(UNEP FI) — a partnership between
UN Environment and the global
financial sector to change finance,
and to finance change.

It was a landmark moment, and
a recognition, above all, that tho-
se who control the money can help
shape the world for the better. Two
years later, in 1994, the first annual
UNEP FI Global Roundtable on the
topic of “Greening Financial Mar-
kets” was held in Geneva. By 1996,
1SO 14001 was formally adopted as a
voluntary international standard for
corporate environmental manage-
ment systems, and in 1999, the first
global sustainability benchmark, the
Dow Jones Sustainability World In-
dex, was launched.

COUNTRY/REGION BREAKDOWN

I NUMBER OF CONSTITUENTS

TOTAL MARKET CAP (USD MILLION])

This index remains in operation
today, and has achieved an annua-
lized return of 6.01% over the last
ten years — a testament to how it’s
possible to do good by the planet, and
by shareholders. What was once a
niche market has now become a
mainstream phenomenon, with
trillions of dollars in assets under
management following ESG-focu-
sed strategies. Institutional inves-
tors have been at the forefront of this
movement, recognizing the material
risks and opportunities presented by
sustainability-related factors.

B INDEX WEIGHT (%)
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—— |
DOW JONES SUSTAINABILITY WORLD

INDEX

The index, launched in 1999, has evol-
ved — and encompasses large swathes

And with the rise of tech tools like
Al sustainable finance can beco-
me ever more efficient — and more
answerable to the goals of environ-
mental good. AI-powered tools and
algorithms have revolutionized the
way investors analyze and integrate
ESG data into their decision-making
processes. From automated ESG data
extraction and aggregation to pre-
dictive modeling of sustainability-
related risks, Al has become an indis-
pensable ally in the quest for greater
responsibility and impact.

of the globe, and numerous industries.

. Information Technology. . . . . . 29,2%
@-HealthCare. . . . ... ... ... 17,3%
. Industrials . . ... ... ... 13,1%
@crFinancials. . . .. ... ... ... 1,2%
O Communication Service . . . . . 10,5%
. Consumer Staples. . . . . ... .. 4,2%
. Materials . . .. ... ... .. ... 4,2%
. Consumer Discretionary . . . . . . 4,2%
O Energy. . . ... .. ... 2,5%
@utilities . . . ... ... 1,9%
@~RealEstate . . . ... ... ... .. 1,7%
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LEBLYIIE

Natalie Blyth is HSBC's global head

of commercial banking sustain- \ ‘ ‘
ability, a role she took up in 2022.
She joined HSBC in 2007 from
Deutsche Bank and spent seven
years leading the Global Con-
sumer sector for Global Banking
and Markets. Prior to this, Natalie
spent 11 years at Dresdner Kleinwort
Wasserstein. She has worked as a
solicitor at Stephenson Harwood
and has a BSc in biochemistry.

I’'m particularly excited
by the potential for Al
to improve the way we
work and how we might
serve our customers

in a sustainable

SEEKING
SUSTAINABILITY

HSBC is leading the way in integrating sustainability
throughout its operations, with wide-reaching
effects on the financial sector and beyond.

ILLUSTRATIONS: JAMES GILLEARD

CLIMATE CHANGE POSES AN
existential threat to the fu-
ture of the planet — making

the urgency to embrace sustainable
practices and transition towards a
greener future never more press-
ing. Global banking giant HSBC has
recognized the pivotal role of tech-
nology in this transformation, and
is exploring how it can leverage Al
to push forward sustainable finance
initiatives and support its clients on
their sustainability journeys.

“We believe that, used respon-
sibly, Al can make us faster and
more efficient, removing manual
and time-consuming processes and
freeing up our people to add value,”
said Natalie Blyth, Global Head of
Commercial Banking Sustainability
at HSBC.

finance context.”

NATALIE BLYTH

HSBC's global head of

commercial banking sustainability

Al could help play a vital role in
addressing the challenges of climate
change, said Blyth. “Climate change
is an urgent global challenge for so-
ciety. Addressing it requires strong
data capabilities and the ability to
rapidly scale solutions to support
a more sustainable future. In this
context, Al — and generative Al in
particular — presents significant
opportunities.”

Recognizing the immense poten-
tial of AI, HSBC views it as a catalyst
for accelerating sustainable finance
solutions. Blyth expressed her ex-
citement about the possibilities Al
offers, saying, “I’m particularly
excited by the potential for Al to
improve the way we work and how
we might serve our customers in a
sustainable finance context.”

Advanced algorithms and predic-
tive analytics enable HSBC to dive
deep into environmental, social, and
governance (ESG) data, empower-
ing the bank to better support its
clients in mitigating and adapt-
ing to climate-related risks. “AI’s
ability to process vast amounts of
unstructured data, news, and sat-
ellite images to identify patterns
could help financial institutions and
their clients make better-informed
decisions that align with both their
financial objectives and ethical con-
siderations,” Blyth explained.

STRATEGIC OBJECTIVES

HSBC has ambitions to become
a net zero bank by 2050 and sup-
port its clients on their own transi-
tion journeys, underscoring its



50

v commitment to sustainability.
The bank has been working with
machine learning models for over
a decade in a number of ways and
believes that the insights provided
by AI have the potential to help the
bank work closely with its clients
to achieve sustainability ambitions.

But the generative Al revolu-
tion, kickstarted by the release of
ChatGPT in November 2022, has
changed things further. Blyth said
that this current stage of the Al
revolution could help advance the
bank’s strategic objectives. “Look-
ing ahead, we hope to use Al in
commercial banking to combine
our deep business knowledge and
global reach with AI-driven tech-
nical expertise to build scalable,
value-led sustainable finance solu-
tions for our clients that will help
to make us their trusted transition
partner across the globe.”

One key initiative is HSBC Inno-
vation Banking, which specializes in
developing banking propositions for
rapidly evolving sectors, including
Al and tech, with specialized offer-
ings in climate tech. The bank has an
ambitious goal of making available
$1billion of financing to early-stage
climate tech companies around the
world, including those leveraging Al
to develop and scale up solutions to
achieve net zero emissions.

HSBC’S Al ENABLEMENT
AT’s ability to analyze vast amounts
of data within seconds holds the
potential to boost operational effi-
ciency and enable faster and more
accurate decision-making. Blyth
highlighted the bank’s plans to
leverage Al technology to crunch
unstructured data and gain deeper
insights into how customers oper-
ate, identifying opportunities to
support their sustainability goals.
“Above all, I am excited about
exploring the ways that we can
embrace the power of Al — within
robust risk, governance and ethical
frameworks — to enhance our cus-
tomers’ experience, provide them
with the sustainable finance prod-
ucts they and their suppliers need,
and make HSBC the trusted partner
to support them through their sus-
tainability journey,” Blyth said.
But every major advancement
needs to be treated carefully, be-
cause as we have previously ex-
plored in this report, generative Al
can sometimes be a double-edged
sword, with as many risks as there
are benefits.

FIl INSTITUTE: Al FOR ESG

While acknowledging the poten-
tial biases inherent in Al systems,
Blyth explained HSBC is committed
to using data and AI ethically and
responsibly. She outlined the bank’s
approach to balancing building its
own solutions and leveraging the
expertise of best-in-class part-
ners, while adhering to clear risk
management frameworks and data
ethics principles.

ETHICAL LEADERSHIP

“We’re committed to using data
and Al ethically and responsibly to
meet our clients’ and regulators’

ILLUSTRATIONS: JAMES GILLEARD
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expectations and needs,” Blyth said.
To that end, they’re not just talking
the talk, but walking the walk. “We
have established an AI Centre of Ex-
cellence and, in 2020, we were one
of the first banks to publish our Al
and data ethics principles,” she said.

But that’s just what the bank
does that’s public-facing. Inter-
nally, HSBC follows practices such
as working with representative data,
testing, and evaluating at several
stages to mitigate potential biases.
The bank also takes the approach
of highlighting the importance of
designing Al systems to improve
human capabilities, rather than
supplant them. “It’s also really
important, I believe, to design Al
systems with a focus on augment-
ing human capabilities rather than
replacing them,” she said.

Beyond improving the way the
bank operates, Blyth believes that Al
can have more meaningful impacts
beyond banking and into the broader
business world. She envisions AI’s
potential in the future to support
climate change mitigation and ad-
aptation efforts. Al could generate
granular, accessible information on
weather forecasts, market prices,
and agriculture, empowering com-
munities most vulnerable to climate
change to make informed decisions.
As the world grapples with the ur-
gent challenge of climate change,
HSBC’s commitment to harnessing
the power of Al for sustainable fi-
nance represents a significant step
towards a more sustainable future.
By leveraging AI’s capabilities in
data analysis, pattern recognition,

It's also really
important,

I believe, to
design Al
systems with
a focus on
augmenting
human
capabilities
rather than
replacing
them.”

NATALIE BLYTH
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and decision-making, the bank aims
to empower its clients with tailored
sustainable finance solutions, while
adhering to robust risk management
frameworks and ethical principles.

What’s more, financial institu-
tions like HSBC can play a pivot-
al role in mobilizing finance and
directing capital to support pro-
jects and technologies that improve
climate resilience for these commu-
nities in emerging markets. “These
communities will also need access to
mitigation and adaptation finance,”
she said. Better access to robust and
detailed data could also support
financing decisions, ultimately
driving sustainable development
and resilience.

LOOKING AHEAD
TO THE FUTURE
But it’s only through leading by
example that HSBC can make the
most difference. “The insights
provided by Al have the potential
to help us to work closely with our
1.3 million commercial banking
clients across the world to provide
financing solutions that can support
them as they work to reduce emis-
sions and become more sustainable
across their value chains,” she said.
“As the world’s largest trade
bank, we work to support cli-
ents with solutions to help them
decarbonise their supply chains
and trade activity. We also want to
help the new economy grow,” said
Blyth. “This includes providing
sustainable finance to new economy
companies using Al to help address
climate change.” o
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AS THE WORLD’S DECISION-
makers grapple with the
urgent need to transition

to a more sustainable and equita-
ble economic model — often in dis-
cussions at FII Initiative gatherings
held around the globe — they are
beginning to recognize that Al can
play a crucial role in unlocking new
pathways toward this goal.

There are a number of ways in
which this transformative technol-
ogy can help. One of the key ways
Al can support sustainable finance
is through enhanced data analyt-
ics and decision-making capabili-
ties. The sheer volume of financial,
environmental, and social data
relevant to sustainable investing
is vast and growing exponentially.
Al-powered tools can sift through
this vast amount of information,
identify patterns and insights that
may elude human analysts, and
enable more informed, data-driven
decision making.

WIDENING THE LENS

Al algorithms can analyze satel-
lite imagery, supply chain data,
and consumer trends to provide
real-time assessments of a com-
pany’s environmental footprint
and sustainability practices. This
granular, AI-driven intelligence
can then be used by investment
managers to more accurately price
in climate-related risks and oppor-

tunities, leading to more sustaina-
ble investment allocations.

Money talks, and the decisions
made by investors can help shift
attitudes, as well as actions.

But beyond this, AI can help
develop new sustainable financial
products and services. By harness-
ing the power of predictive analyt-
ics, AI can help design investment
vehicles, insurance products, and
lending programs tailored to un-
derserved communities and regions
transitioning to a green economy.
One of the key areas this is happen-
ing is in Singapore, which issued
more than $22 billion of green,
social, sustainability and sustain-
ability-linked bonds and loans in
2022. Singapore also has the high-
est concentration of companies in
its carbon services and trading eco-
system, with more than 100 firms.

But beyond that, AI can help
identify optimal clean energy fi-
nancing structures for remote rural
areas, or develop micro-insurance
policies that protect smallholder
farmers against the impacts of cli-
mate change.

RULE TAKERS AND GIVERS

However, as the power of Al in sus-
tainable finance grows, it is crucial
that we ensure this technology is
deployed in a way that promotes
global equity and inclusion. There
is a valid concern that the benefits

of AI-driven sustainable finance
could accrue disproportionately
to well-resourced institutions and
communities, further exacerbating
existing economic and social dis-
parities.

The companies developing the
tools that have kickstarted the gen-
erative Al revolution are predom-
inately based in the Global North.
The companies also frequently train
their models on underpaid, over-
worked staff in the Global South. It
is an issue we have previously raised
in our AI Impact Report, published
earlier this year. What is present-
ed as a transformative technology
for the whole world runs the risk of
entrenching already existing di-
vides, and not only that — of widen-
ing them. For that reason, we choose
to highlight four companies from
around the world using Al in sus-
tainable finance (see sidebar).

And at the same time, while
sustainable finance regulations are
welcomed, the earliest innovators
tend to be in the Global North (see
map), and their rules become the de
facto global ones.

To address this challenge, we
must place more emphasis on Al
governance frameworks that center
the voices and needs of underre-
presented stakeholders. Establish-
ing multi-stakeholder advisory
boards to guide the development of
sustainable finance Al tools, en-

ILLUSTRATIONS: JAMES GILLEARD

HOW TO SHARE THE
SUSTAINABLE SPOILS

Al can help unlock new efficiencies in sustainability, but ensuring
we raise all voices around the world equally is important.

Whatis presented as a
transformative technology
for the whole world runs the
risk of entrenching already
existing divides, and not only
that - of widening them.



suring that they include diverse
representation from marginalized
communities, civil society organ-
izations, and local financial insti-
tutions, could be one step forward.

Additionally, capacity-building in-
itiatives that empower local actors
in the Global South to leverage Al
for sustainable finance should be a
priority. This may include provid-
ing training and technical assistance
to help community banks, microfi-
nance institutions, and cooperative
lenders harness Al to enhance their
sustainable lending and investment
practices. Our Grassroots Initiative

program, powered through the FII
THINK pillar, is helping to start that
shift, by putting computers into
schools and teaching the next gen-
eration the digital skills to thrive.
But more can be done. Partner-
ships between global tech firms,
development finance institutions,
and regional or local organizations
will be crucial in this regard. Because
it’s only by co-creating AI-powered
sustainable finance solutions that
are tailored to the unique contexts
and needs of different communities,
we can work towards a more equita-
ble distribution of the benefits.
The data used to train and deploy
sustainable finance Al systems also

FIl INSTITUTE: Al FOR ESG

needs to reflect a truly global per-
spective. Too often, the datasets un-
derlying Al applications are skewed
towards the experiences and reali-
ties of the Global North. Concerted
efforts must be made to incorporate
data sources from the Global South,
ensuring that the insights generated
by these Al tools are representative
of diverse geographies, cultures, and
socioeconomic conditions.

Transparency and accountability
mechanisms must be built into the
design and deployment of sustain-
able finance Al Generative Al tools
are well known for being so-called

EVOLUTION OF SUSTAINABILITY REGULATIONS SINCE 2022

UK FCA Code of Conduct for ESG
Data and Ratings Providers

Ordinance EU Taxonomy

on Climate In 2023, the Com-
Disclosure mission adopts the
Adopted Enviromental

in 2022 Delegated Act and

IMPACT REPORT 2024

“black boxes”. But that doesn’t
work in the world of finance. Clear,
explainable decision-making pro-
cesses, along with avenues for re-
dress and recourse, will be essential in
building trust and mitigating the risk
of biased or discriminatory outcomes.

As the world races to address the
challenges of climate change, bio-
diversity loss, and socioeconomic
inequity, the pivotal role of sustain-
able finance cannot be overstated. Al
has the potential to dramatically ac-
celerate the flow of capital towards
sustainable, inclusive, and resilient
development — but only if we pro-
actively shape this technology to
serve the interests of all.

Sustainable Finance
Disclosure Regulation (SFDR)

Came into effect in 202], first
PAIl reports due in 2023

g UK Corporate finaliz€s thefour
‘Releqsed in December 2023 Governance Code ——— Y
Updated in mental objectives
UK Sustainability Disclosure January 2024
standards (UK-SDS) g
Introduced by UK FCA CSRD :l:
in August 2023 @
° Transposed
TR = into Law 2023
UK Sustainability Disclosure G — |
Requirements (SDR) SEC Fund
Finalized in December 2023 g ule Swiss Climate
. Adopted in e
September 2023 .
SEC Climate Rule L £~ e Launchedin 2022
Expected to be finalized in 2024 -

Colombian Taxonomy
Finalized in 2022

—a

International Sustainable
Standards Board (ISSB)

The Internationa Sustainable

Standards Board (ISSB) releases

two standards in June 2023

IFRS S1: General requirements
for disclosure of sustainability-
related financial information

IFRS S1and IFRS
S$2 Standards

Effective from
January 2024

EU Green Claims
Directive

2023

Sustainable
Finance Framework

Released in 2024

South Africa
° Green Taxonomy

Released in 2024

EBA Pillar 3

IFRS S2: Climate-related disclosures

Scope 3 emissions
disclosure to be phased
in before becoming
mandatory in June 2024

JOP [ GETTY IMAGES

FLAGS: POP
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, - EU ESG Ratings
Regulation
2023
e —
SEBI Regulation for ESG
Ratings Providers Mandatory Sustainable
2023 Reportings

Measures for the
Management of Legal
Disclosure of Enterprise
Enviromental Informa-
tion effective 2022

, v
4
\( 3
) )

Climate Disclosure
Proposed Enhancement 2023

Green Fund Rules

J \ Finalized in 2023

singapore-Asla Taxonomy

Finalized in' 2024 °
'_
Mandatory Climate-
Related Financial
Disclosure (Draft)

Exposure Drafts released
in January 2024

Mandatory Climate-
Related Disclosures

Enacted in 2023
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AN EQUAL REVOLUTION?

Emerging markets have..

of sustainable capital flows

%

of global GDP

%

of global population

FOUR COMPANIES USING Al TO HELP
SUSTAINABLE FINANCE

Ahya

This Saudi Arabian company,
founded in 2023, has developed
the first bilingual API in Arabic
and English to allow clients to
integrate climate action into
their customer experiences.

Intensel

Companies and asset managers
want to be able to assess the
climate risk of their work down to
an asset level — something this
Hong Kong Al business can do.

Kora Sustainability

Based in Latvia, Kora
Sustainability rewards users
for actions that reduce their
ecological footprint — rewards
that can be spent with
participating businesses.

Dydon Al

Swiss firm Dydon Al helps
companies comply with
taxonomy requirements put in
place by EU regulations to more
accurately report their climate
impact.
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TAKEAWAYS

Key questions to answer before
layering Al into your ESG and
sustainable finance strategies.

THE POTENTIAL FOR Al TO IMPROVE THE WORLD’S

ESG performance, and to kickstart and grow
sustainable finance, is in theory limitless.

But as we’ve explored throughout this report, there

are plenty of questions that still need to be answered

— as well as plenty of actions you can take now in

order to capitalize on the disruptive potential of this

world-changing technology. u

WHAT CAN YOU DO?

Integrate Al tools and analysis into your business
workflow to help identify useful investments.

Empower teams internally to conduct trails
exploring the opportunities of Al to un-
lock better ESG understanding.

Be aware Al is a double-edged sword that uses
resources and has its own environmental impact.

Recognize that for all their disruptive pow-
er, Al tools also have inherent biases that
need to be checked at all times.

Acknowledge the circular impact. The more we
improve the standard of sustainable

finance with Al technology, the more it will
serve Al and ESG — making a virtuous cycle.

WHAT DO YOU NEED TO BE AWARE OF?

Recognize uncertainty. We're still figuring out what
will be the technologies in Al that will help improve
the financial models of financial institutions.

Acknowledge the relative youth of the tech. The
generative Al revolution is less than two years old,
and its best use cases may not yet be discovered.

Be conscious of the risks. From reputation-
al risks if Al misfired to the environmen-
tal impact of constantly querying it, there
are risks that come with the rewards.

Success won't be felt equally. The Glob-
al North still dominates the discourse, and
is making the advances in the world of

Al. Better representation is needed.

Understand the final destination has not
been agreed. Conversations — such as those
we have at landmark Fll events around the
world — can help shape the new future.
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FlI-1 has three pillars to
deliver its mission:
, ACT and XCHANGE

%l(%« Identify societal
challenges and current
inhibitors. Curate the brightest
ideas to address societal issues

2 FllI-1 ACT

‘ Catalyze innovation

and initiatives by mobiliz-
ing partners and resources

7=

Governor PIF, Chairman
Saudi Aramco
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Overview of key sources used for this report
How Al Ate The World, Chris Stokel-Walker

State of Al Report 2023,
Nathan Benaich and lan Hogarth

Al Index Report 2024, Stanford University

The state of Al in 2023:
Generative Al's breakout year, McKinsey

2023 State of Data + Al Report - 2023
State of Data + Al, Databricks

Evaluating Verifiability in Generative Search
Engines, Nelson F. Liu, Tianyi Zhang and Percy Liang

Ipsos Global Views on Al 2023, Ipsos Mori
Al 50 2023, Sequoia Capital
The State of Sustainability and ESG in 2023, Nasdaq

FINANCE AND ESG

BUT GROWTH

MUST BE GLOBAL
.

3 FII-I XCHANGE
‘ Create platforms for live
discussions on the future
of humanity. Share knowledge,

stories and publications with
different stakeholders

The State of Corporate ESG in 2023, Thomson Reuters

ESG Book research

Bloomberg Intelligence reports on ESG
KSA ambassador 9 9 P

to the USA ECMI Research Report Number 19

Epoch Al Report, 2023

all aspects of our lives has

already begun. But as FII
Institute has made clear in continued
conversations at successive events
around the world, leaders and deci-
sion-makers must think carefully
about how to ensure its positive im-
pacts are felt equally — and its nega-
tive impacts are minimized.

The impacts of Al are particu-
larly pronounced when applied to
something as central to the way our
world works as finance and ESG.
The decisions reached by analyzing
data using Al can dictate billions, if
not trillions, of dollars of spending
— and can affect the planet’s most
vulnerable.

Tech companies often speak of
disruption, and the disruptive na-
ture of their products, as a benefit.
There is little doubt that can be the
case, when wielded with care. But
who benefits from the Al revolution

needs to be considered when think-
ing about energy management, sus-
tainable finance, and the use of Al
in trading.

FII Institute aims to be a global
convocation of the world’s greatest
minds. And as such, we recognize the
importance of including all voices in
the conversation. Historically, the
Global South has been overlooked.
As our FII PRIORITY Compass high-
lights, people in those areas are
worried they will be left behind in
this latest revolution. We must work
together to ensure they are not.

THE FUTURE INVESTMENT
INITIATIVE (FII) INSTITUTE is a
global nonprofit foundation with
an investment arm and one agenda:
Impact on Humanity. Global, inclusive
and committed to Environmental, So-
cial and Governance (ESG) principles,
we foster great minds from around the

i

B
THE FII INSTITUTE

is guided in all it does
by a strong purpose,
vision and mission.

“Enabling a brighter
future for humanity”

“Bringing together
the brightest minds and
most promising solutions
to serve humanity”

“Creating a
purposeful present,
promising future”

PHOTO: ADOBE STOCK, FIl INSTITUTE

world and turn ideas into real-world
solutions in four key areas: Artificial
Intelligence and Robotics, Education,
Healthcare and Sustainability. We are
in the right place at the right time:
when decision-makers, investors and
an engaged generation of youth come
together in aspiration, energized and
ready for change.
We harness that energy into three

pillars: THINK, XCHANGE, ACT.

Our THINK pillar empowers the
world’s brightest minds to identify
technological solutions to the most
pressing issues facing humanity.

Our XCHANGE pillar builds inclusive
platforms for international dialogue,
knowledge-sharing and partnership.

Our ACT pillar curates and invests
directly in the technologies of the
future to secure sustainable real-
world solutions.

Join us to own, co-create and

actualize a brighter, more sustainable
future for humanity.

e Global State of Responsible Al Report 2024

Founder & Chairman
EMAAR properties

Italian senator for
Florence (former PM)

Founder X-Prize
Foundation & Singularity

University
@

Professor Pharmaceutical
Chemistry UCSD

Al Incident Database, 2023

Center for Security and Emerging
Technology report on Al, 2023

Bloomberg European ESG Data Trends Survey 2024

Morningstar Sustainalytics
Corporate ESG Survey Report

PUBLISHER
Future Investment
Initiative Institute

CONTACT
For clarifications

3884 Alakheel info@fii-institute.org
District Unit 9
Riyadh 12382 - 6613 EDITOR

Kingdom of Saudi Arabia  Chris Stokel-Walker

and inquiries, kindly email:



Upcoming Events

Fll Priority Summit
in Rio de Janeiro, Brazil,
June 11-13 2024

FlI8
in Riyadh, Saudi Arabia,
October 29-31 2024

For details on how to become
a member, please visit

fii-institute.org/membership/
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