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About Preventable Surprises

Preventable Surprises is a ‘think-do’ tank focused on systemic ESG risks in the financial system. We are a
global network of thought leaders and positive mavericks, professionals willing to challenge the status quo
and persuade the financial sector to better address systemic risks. Legislators, regulators, the media, NGOs,
and consumers each have a role to play in building a more transparent and sustainable market system, yet
much of the power lies with corporations and their investors. Preventable Surprises focuses on institutional
investors because, through the trillions of dollars in assets under their management, they have enabled
corporate and market dysfunction and understand how to fix these problems.

About the Corporate Lobbying Alignment Project

The Corporate Lobbying Alignment Project (CLAP) is an applied research and engagement project launched
in June 2020 to make corporate political capture a central component of investors’ approach to ESG
stewardship and integration. It seeks to leverage information on the state of play for key sectors and share
lessons learned from past investor engagements. Through research interviews, a series of events and the
production of an asset manager report card, the programme engages the global investment community to
help prioritise and inform areas for action.
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The case for investor
engagement on corporate
policy capture

HOW CAN INVESTORS HELP PREVENT CORPORATE POLICY CAPTURE?



This report presents key findings from the 2020-21 Corporate Lobbying Alignment Project (CLAP), as well
as a report card assessing the world’s top 50 global asset managers on their approach to corporate policy
capture. The report card is designed to engage the global asset management community and its stakeholders
in a constructive dialogue on the changes required to better address negative lobbying and policy capture

risk across sectors and geographies.

Overall, we find that:

Corporate policy capture is a pervasive, global challenge. The latest Organisation for
Economic Cooperation and Development (OECD) report on lobbying and corporate
influence highlights how the COVID-19 pandemic has renewed concerns about powerful
private lobbies benefitting at the public’s expense across much of the world, as evidenced
by corporate battles over access to government handouts' and corruption in public
procurement of medical supplies.2® From the financial services sector to aviation, healthcare
and mining, lobbying plays an essential role in enabling businesses to operate.*

Crucially, corporate policy capture often conflicts with the stated long-term environmental,
social and governance (ESG) objectives of investors.

The global asset management community is just beginning to engage public policy, legal,
and stewardship teams on these issues but must now communicate expectations more
clearly to counteract negative lobbying and the risk of policy capture.®

To date, asset managers have engaged most visibly on corporate climate change lobbying
conduct as part of the Principles for Responsible Investment (PRI)’s Inevitable Policy
Response work stream,® the ClimateAction100+ group, and through a coordinated Corporate
Lobbying Transparency Campaign in the USA.” There has also been renewed focus on
political finance in the USA following the 2020 Presidential election. Investors now have an
opportunity to update their engagement strategies to more consistently include systemic
issues where public policy plays a crucial role.

So far, there is no established process for asset managers to address negative corporate
lobbying and influence. Progress is however possible: this report proposes 12 steps that
asset managers, asset allocators, and other institutional investment stakeholders can draw
on.

With support from institutional investors, G7 governments can lead by example and
emphasise the need to reinforce anti-corruption principles and update corporate lobbying
and influence rules to provide greater transparency and comparability of disclosed
information.

These conversations are uncomfortable, but essential: the financial sector itself is adept

at wielding political influence and managing regulatory outcomes, and should use its
knowledge of the corporate lobbying and influence system to support its integrity.
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The OECD describes corporate lobbying’s potential as a positive force in democracy that can enable
communication between stakeholders. But the Principles for Transparency and Integrity in Lobbying
it developed in response to the 2009 Global Financial Crisis (GFC)® also showed how negative lobbying
becomes a mechanism for powerful private groups to influence laws and regulations at the expense of
the public interest and long term economic and social stability. Negative lobbying and influence tactics
may be wielded to exercise undue influence over regulatory outcomes, enable unfair competition,® access
government resources,”® and facilitate cartel-like behaviour™ to the detriment of effective policy making
and fair competition. At its worst, multichannel corporate influence campaigns®™ and uncontrolled political
finance can undermine democratic institutions as the aftermath of the 2020 US presidential elections
demonstrated.”

At the same time, academic research since the GFC has shown how companies engaged in negative
lobbying may consider this to be an effective short term strategy with a good return on capital, for example
when compared to longer-term investments in human capital development, technological innovation, or a
systematic approach to managing climate change-related transition risks.” Direct and indirect spending via
trade associations on lobbying, political campaigns, and other influence channels can result in favourable
regulatory changes, and several studies find the returns on these investments can be significant. For
example, one study finds that for each dollar spent lobbying for a tax break, firms received returns of more
than $220.®

The conflict between short-term or narrow interests on the one hand, and long-term systemic stability on
the other illustrates the inherent challenge faced by universal investors with long-term interests. The all-too-
frequent prioritisation of the former should be cause for concern because it can undermine necessary policy
actions on systemic risks as well as amplify sector and country-level risks. This is an invitation for investors
to be more assertive in affirming and publicly communicating their long-term interests with companies,
trade associations, and policymakers. The case for Forceful Stewardship,® which Preventable Surprises has
made for investors to address systemic climate risk, also applies to corporate policy capture.

Yet investors are not and should not be alone in addressing policy capture. Doing so requires more engaged
citizens, stakeholders, and regulators. Better, more comprehensive, and uniform lobbying rules should level
the playing field and create more transparency for all companies seeking to compete in national and global
markets. In a perfect world, transparency and integrity in regulation would be the norm. But legislators and
civil servants, who are the focus of much corporate influence spending and revolving door benefits,” need
more support to act. Researchers at the International Monetary Fund (IMF) have argued that regulators have
generally been better at managing than preventing crises,” suggesting that lobbying impacts the approach
to regulatory culture and enforcement of existing rules. The tendency towards reactive regulation is also
present in the approach to negative corporate lobbying: regulators seek to respond to crises rather than
prevent policy capture from triggering significant value destruction for private investors, pension savers,
and taxpayers.® Investors and other long-term financial system stakeholders should therefore also engage
with regulators to address biases that may enable policy capture and a weakening of regulatory integrity.2°
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In 2020-21, the CLAP worked with an international community of institutional investors, NGOs, academics,
and policymakers to assess how companies engage in influence, lobbying, and political ‘rent seeking’
practices, and to make policy capture a core part of ESG stewardship and integration. Thematic roundtables
and discussion notes covered negative lobbying by corporations and trade associations in sectors such as
energy, chemicals, technology, or finance. We invited investors to consider when well established lobbying
practices become negative to the extent of undermining public policy processes and amplifying systemic
risks, for example linked to climate change, public health administration, biodiversity collapse, or economic
inequalities. Box 1 illustrates how these risks become relevant for investors. Finally, we invited participants
to develop adequate responses, including focused engagement and shareholder resolutions targeting
the content and purpose of company and trade association lobbying, and collective engagement with
policymakers to support better rules on transparency, regulation of revolving door appointments, and all
forms of political influence and spending.

This moment in history could spark significant momentum for coordinated investor action on corporate
lobbying. The public at large - regardless of political affiliation - understands and is dissatisfied with corporate
influence in the policy making process.? So are finance and corporate executives, who express their views
in a private but also increasingly in a public capacity.

It is incumbent on all stakeholders to maintain this momentum and to chart new approaches to healthier
public policy and regulatory systems. Investors concerned with the impact of negative lobbying, influence
on public policy outcomes, and the integrity of democracy?? can use the 12 steps identified in the following
section to map better and stronger approaches. The report card results show that asset managers can all
do more to engage externally with consistent, updated proxy voting practices and proactive support for
policy action on systemic risks. Asset managers can also leverage the CLAP report card and its indicators
to plan internal behaviour changes, as a basis for discussion with stewardship teams, corporate counsel,
and boards of directors. Stakeholders and concerned investors can use this report as a basis to reframe the
public narrative on negative corporate lobbying and policy capture, including as investment risks that must
be addressed rather than ignored.
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Box 1: Negative lobbying practices as a market risk multiplier

CLAP analysis of key sectors considered how negative company and trade association lobbying can amplify investment
risks:

Firm and industry-level risks

Negative and misaligned lobbying may affect direct returns through reputational risks,?* damage to employee, customer,
or stakeholder relationships, or threats to ESG ratings that drive stock prices down or limit access to debt capital® or
project insurance. One example: Boeing’s handling of airplane safety, which relied heavily on influence over the US
regulator, an approach with fatal consequences that also damaged the company’s reputation and its share price.?

Systems-level risks

Misaligned lobbying can create systems-level risks that can damage industry or sector-level return profiles, as well
as damage the interests of pension beneficiaries and other long-term clients, including governments.? For example,
academic analysis and evidence from ongoing financial industry crises? suggest that corporate capture of financial
regulatory processes has contributed to reduced oversight capacity,?® regulatory uncertainty and complexity, created
excessive leverage and threats to the integrity of the financial system.?® In the automotive industry, lobbying against
emissions standards and the transition to electric vehicle fleets has damaged the future competitive profile of
incumbents who have sought to stifle the technology transition.* In addition, the dominance of corporate interests
in lobbying can undermine civil society’s ability to accurately represent constituents, invest in long-term public goods
such as education and health systems, maintain civic institutions, or protect the public interest in areas such as the
regulation of Artificial Intelligence, privacy, employment law and tax policy. Finally, company and trade association
success in controlling both national and international policy agendas in areas such as climate change® or biodiversity
preservation contributes to the amplification of these existential environmental risks.%2

Reputational risks for asset managers

Asset managers should be concerned about the reputational damage to their own organisations from gross lobbying
misalignment on issues such as sustainable finance, climate change, tax policy, voting rights,*® and fee disclosure for
example. From a portfolio perspective, investing in companies whose lobbying conduct undermines public policy may
lead to financial losses. Greensill Capital, Bear Stearns, and Enron are all examples of businesses that appeared to rely
on policy capture as a core business strategy to enable high risk activities up until the point of implosion.

Business risk

Alongside the reputational, legal, and financial risks associated with negative lobbying and policy capture, the process
may also alienate clients, who, to varying degrees, are increasingly concerned with environmental, social, economic,
and political stability. I_E
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12 steps for ESG investors to address negative corporate
lobbying and policy capture

Preventable Surprises has identified 12 steps across 3 complementary areas of intervention for investors:
better data, changing behaviours and strengthening arguments. This list is intended to stimulate a public
debate and inform structured action plans by investors and their networks.

Complementarity is key: better data and disclosure models are essential but do not suffice to change
behaviour. Rather, data serves as an accessory to changing behaviour based on compelling arguments. Our
list starts with the data but could also start at the end.

Domestic and global industry associations, such as the Principles for Responsible Investment and the
International Corporate Governance Network, are equally key: they are in a unique position to accelerate
the uptake of corporate policy capture by their members and facilitate collaboration and engagement. Their
leadership is all the more important as the topics are uncomfortable.

A Bl Better data

Lobbying disclosure remains limited and uneven across jurisdictions. Pervasive conflicts of interest,
particularly revolving doors between regulators, trade associations and regulated companies have
suppressed regulatory action towards robust lobbying conduct and spending disclosure. With formal
standards still weak, investors can support better disclosures in several ways:

Support or lead the filing of shareholder resolutions demanding systematic lobbying disclosure.®*
Investors can approach the top 5 companies by market capitalization in each of the 11 GICS sectors.®®
Concentrated sectors such as pharma, communications technology, agrichemicals, oil and gas,
mining, and banking are particularly relevant, because there are fewer companies to engage with,
and because they could then influence other sectors.®

E Publicly advocate for better disclosure and accountability on political spending.*” Effective investor
intervention requires knowing how much investees and trade associations are spending on political
donations, where the money is going, and whether funds are being spent to undermine democratic
institutions and the public policymaking process. Asset owners should request the same from their
asset managers.

Advocate with financial regulators and ESG data standard setters for consistent corporate disclosure
standards on lobbying and influence conduct and spending. Investors should communicate an
expectation for a level of comparability in corporate lobbying and influence disclosures equal to the
basic standards provided by the International Accounting Standards Board for the presentation of
audited accounts and financial statements.3® Investors should also lead by example and report on
their own lobbying and influence activities.* This should include publishing a complete list of their
trade association memberships: the CLAP report card shows how this information is not yet readily
accessible by clients or investors in asset management firms.
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B B Changing behaviours

Develop and publish a shared set of investor expectations, consistent with ESG objectives, on
corporate lobbying and influence that address the full scope of corporate and trade association
conduct that may undermine action to address systemic issues such as climate change, employment
standards, environmental health, and global tax reform.*® Request companies to adopt responsible
lobbying policies. These best practices should be publicly communicated to trade associations and
member companies with the expectation that they uphold them.

Engage with portfolio companies on political spending issues across jurisdictions. While particularly
visible in the United States, the issue has global relevance. Asset owners should ask portfolio
companies and appointed asset managers to clarify political donation policies and to explain
donations to organisations that seek to undermine the integrity of electoral democracy. Investors
could also support company leadership to commit to cease political finance activities, as exemplified
by IBM’s global policy.*

Revise ESG screening criteria to include information on all forms of lobbying conduct, political
finance, and influence spending. Investors can work together to add criteria to their individual and
shared screening protocols, and to their RFP processes regarding corporate political and influence
spending policies, disclosures, and accountability.

Incorporate lobbying questions into new and existing stewardship activities. Investors should focus
on how company and trade association lobbying can either help or hinder the real world change
that companies say they are committed to supporting. Investors should focus on how company and
trade association lobbying can either help or hinder the real world change that companies say they
are committed to. These could be modelled on investor engagement questions on climate change
lobbying used by the Climate Action 100+ group.

Request board-level engagement on lobbying - both externally and internally for asset managers.
Request meetings with corporate counsel and heads of global public affairs to understand board-
level policies and find out who is responsible for deciding company influence spending and trade
association positioning. Externally, investors should publicly request that company boards of directors
provide direct oversight for lobbying conduct and political spending activities.*? ESG leaders and
government affairs teams can also support behaviour change in their own organisations to reduce
the extent of negative lobbying.

Engage in targeted dialogue with credit rating agencies regarding the incorporation of ESG risks
into ratings methodologies, and on the need for greater simplicity and transparency in ratings on
structured finance products.* This engagement should include requests to ESG ratings and data arms
of the credit rating agency conglomerates to incorporate lobbying and trade association conduct in
ESG scoring methodologies.
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C_ Make compelling arguments

Say why corporate capture matters. Investors should proactively and publicly explain why they see
corporate policy capture as a systemic problem that impacts markets. They have the expertise: CLAP
research shows that ESG and public affairs teams have a strong understanding of lobbying practices
and existing gaps in regulatory or ethical oversight on revolving door appointments, sponsored
academic research, political finance, and other influence channels.

Reframe systemic debates. The global asset management community must counter negative
influence narrative campaigns, such as those that stake job creation on the need for continued fossil
fuel sector subsidies.* Across a range of issues, they could emulate Carbon Tracker’s ‘stranded
assets’ thesis linking the structured wind down of the global fossil fuel sector with climate targets.
The stranded assets thesis has gone from a niche narrative in 2013 to mainstream market analysis
by BlackRock and the G20 central banking community.“®

Support the application of the precautionary principle in financial regulation.*” The precautionary
principle seeks to improve decision-making under conditions of uncertainty. The principle indicates
that if an action or policy has a suspected risk of causing harm to the public then, in the absence of
a clear consensus among researchers, the burden of proof that it is not harmful falls on those taking
an action rather than on those who seek to prevent it.

This year, with the Biden administration returning to international financial regulatory fora with
force, and with the UK hosting the G7,%8 institutional investors have an opportunity to request all G7
governments to lead by example and emphasise the need to reinforce anti-corruption principles, and
to update corporate lobbying and influence rules to provide greater transparency and comparability
of disclosed information. This could include a formal update and a reaffirmation of government
commitments to uphold the OECD’s Principles for Transparency and Integrity in Lobbying.*

HOW CAN INVESTORS HELP PREVENT CORPORATE POLICY CAPTURE?



Box 2: Investors, corporate lobbying risks & the precautionary principle

Investors seeking to respond to corporate capture could learn from the application of the precautionary principle,
which seeks to improve decision-making under conditions of uncertainty, to environmental, human health, and financial
system risks. It has been used by the World Health Organisation to guide decision-making on global public health risks
and is embodied in international treaties on environmental protection.®® The principle has a central place in United
Nations (UN) efforts to prevent dangerous climate change but has not yet been applied in a systematic way to manage
investment risks linked to policy capture and negative lobbying.

The precautionary principle considers that if an action or policy carries a risk of harm to the public then, in the absence
of a clear consensus among researchers, the burden of proof that it is not harmful falls on those taking the action rather
than on those who seek to prevent it. In several jurisdictions, prudential financial regulators have adopted measures
consistent with the precautionary principle to manage risks to financial system stability. In particular, prudential banking
regulation and supervision are designed to increase the resilience of credit institutions and to support the stability of
the financial system overall, but these aims have often been undermined by policy capture and negative corporate
influence over regulatory priorities. At the international level, the Financial Stability Board at the G20 has sought to
engage on climate risk to dampen systemic impacts, and the Bank for International Settlements provides frameworks
to manage the failure of individual financial institutions to reduce its systems impact, even where such failure appears

highly improbable. I_E
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Action points for stakeholders in the institutional investment
chain

Asset owners and asset managers address policy capture risks using the 12 steps proposed above and
their governance rights. Effective solutions will also require the involvement of other participants in the

institutional investment system. The table below highlights action points for financial system stakeholders
to enable a coordinated response to corporate policy capture.

TABLE 1: Action points for stakeholders in the institutional investment chain

Stakeholder Action points

*  Require commitment to lobbying alignment in RFPs and asset manager appointment
processes

Asset owners

+  Develop internal lobbying and influence policies
Asset managers +  Publish lobbying and influence policy that governs internal practices
+  Prioritise engagement on corporate capture in stewardship activities

+  Create policy on lobbying and political finance”

+  Adopt transparency on the hiring of lobbyists and former politicians

+  Explain how lobbying and influence activities align with public commitments to support
goals on climate change and other shared societal challenges

Companies

+  Publish lists of corporate members, and details of member involvement in policy-specific

Trade associations programmes
*  Publish details of influence campaigns beyond registered lobbying

*  Request fund manager policies on corporate lobbying
Retail investors - Engage with retail fund regulators and consumer protection advocates to demand
disclosure of lobbying alignment data alongside other ESG data disclosures

Investment consultants + Identify and advise investor clients on market risks linked to negative lobbying

+  Advise clients to support shareholder resolutions call for enhanced disclosure on

Prox visor
D el lobbying spending across sectors

* Include lobbying and influence data in corporate ESG scores and publish the underlying

ESG ratings providers methodology

+ Identify legal risks linked to policy capture and negative lobbying and their potential
impact on corporate credit scores in key sectors (e.g., pharma and tech)

Credit rating agencies

+ Increase transparency of lobbying practices, publish stronger guidance on ‘revolving

Regulator:
eguiators door’ practices, and uphold OECD Integrity Principles with regulated entities

+  Engage in public discussion on the risks associated with policy capture and lobbying and
NGOs/Financial Media ensure that your own organisation’s integrity is not compromised by relationships with
board members,” corporate donors, or by the need to maintain political support.

* Examples include the Responsible Lobbying Framework: https://ww.responsible-lobbying.org/the-framework, the B Team: https://bteam.org/our-thinking/reports/
addressing-trade-association-misalignment-on-climate-policy; the Erb Institute’s Corporate Political Responsibility Taskforce: https://erb.umich.edu/partner-with-erb/
corporate-political-responsibility-taskforce/ ; and the Responsible Asset Allocator Initiative: https://wwv.newamerica.org/responsible-asset-allocator-initiative/.

** The case of NGO Pollution Probe in Canada is a small but illustrative example of corporate capture. The board of one of Canada’s oldest environmental NGOs is
controlled by the largest law firms servicing the oil, gas and mining sector, and other board members are drawn from these same sectors. This type of arrangement
leads to cognitive dissonance and invites allegations of hypocrisy, undermining the effectiveness of the organisation’s work: https://wwv.pollutionprobe.org/about/
board-of-directors/
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The inaugural CLAP asset manager report card considers the global approach to lobbying and influence of the
world’s 50 largest asset managers by assets under management (AuM). With over $66 trillion in combined
AuM, the global reach and influence of this group mean that they could have significant positive impacts on
lobbying practices, if they chose to act. Of the 50 asset managers, 31are headquartered in North America, 15
in Europe, and 4 in Asia. The report card indicators include information on asset managers’ internal lobbying
policies as well as on their stewardship conduct and proxy voting record on lobbying disclosure shareholder
resolutions. As there is little structured, publicly available information on these questions, the report card
uses a simple set of indicators designed to evidence action, engagement, and awareness (full details are
available online)®'. The lack of structured information also means that the indicators only cover a fraction
of the 12 steps this report proposes. We expect future (and necessary) editions of the report card to be
more comprehensive. For the time being, the existing indicators suffice to describe and benchmark current
practice and identify immediate opportunities for progress.

The report card shows that all asset managers could easily act to better
identify risks, request enhanced disclosure from companies and make clear
their intention to reduce the extent of negative lobbying as part of their
engagement with companies and trade associations.

B Asset managers can make lobbying a priority issue

Out of the group of 50 asset managers in the CLAP report card, only 23 identify corporate or trade
association lobbying as a priority issue in their engagement and/or stewardship statements and reports.
Within this group the majority are headquartered in North America and the others in Europe. This regional
difference is likely a product of the tumultuous political environment under the Trump administration and
associated pressure on asset managers to address concerns around opaque political finance structures.5?
Asset manager interviews conducted as part of the report card exercise indicate that interest in lobbying
conduct and trade association membership in the US peaked in response to the Capital riots in January of
2021, but in Europe, Japan, and Canada the issue remains largely taboo.

I Asset managers need to exercise proxy rights in a consistent
manner

The CLAP report card shows that the world’s largest asset managers can improve the consistency of their
support for shareholder resolutions on lobbying disclosures: of the 50 asset managers, only 10 voted for
climate lobbying disclosure resolutions across all four of our sample companies.* Regionally, 6 of the 10
asset managers that voted for the climate lobbying disclosure resolutions are headquartered in Europe,
and only 2 of the 15 Europe based asset managers voted against these resolutions. Significantly, almost
half of the North America based asset managers voted against all four sample climate lobbying disclosure
resolutions. These are stark regional differences. Given the important role of lobbying on climate policy
in determining global progress towards Paris Agreement emissions reductions targets, one should expect
much more consistent support for climate lobbying disclosure resolutions across all regions.

HOW CAN INVESTORS HELP PREVENT CORPORATE POLICY CAPTURE?



I Bringing corporate public policy lobbying into ESG stewardship
programmes

The leading asset manager on this year’s CLAP report card, BNP Paribas Asset Management has stewardship
policies that clearly identify public policy as an engagement theme.** Their proactive engagement on public
policy, their stewardship focus on lobbying disclosure, and their documenting of this commitment in a Public
Policy Stewardship Strategy on Sustainability is unique. The document provides a simple model for other
asset managers to build on to define and communicate their approach to public policy engagement across
their global operations. Investors considering implementing similar policies should think about expanding
beyond traditional ESG sustainability issues to include other areas where regulatory engagement by asset
managers has significant impacts on policy outcomes, such as global tax policy and employment law.

As regards climate change specifically, only 12% of the 50 asset managers in the report card show
public support for the Institutional Investors’ Group on Climate Change (IIGCC) Investor Expectations on
Corporate Climate Lobbying statement or for similar position statements.® This is a missed opportunity
for more systematic investor engagement on increasing alignment between corporate lobbying and public
commitments. As investor and country commitments to net-zero targets multiply ahead of COP26, lobbying
alignment and endorsement of the IIGCC and UN-PRI climate lobbying recommendations®® should become
the norm. We expect more asset managers to prioritise this issue in 2021.

FIGURE 1: Asset managers who endorse IIGCC investor expectations statements on climate lobbying or similar
principles
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FIGURE 2: Asset managers who identify lobbying as an engagement issue in stewardship policy

B Bring in-house practice in line with external demands

Negative lobbying and associated political influence practices cut across all markets. As the issues of political
finance, ‘dark money, and trade association influence rise up the investor agenda in the United States, we
also expect global interest to grow beyond the current focus on climate change. Investors should not wait
for risks to materialize to set up consistent global policies, starting with internal actions. Greater awareness
of and action on lobbying risks should include engagement with trade associations and public disclosure
of trade association memberships. Within asset management, this information often sits with corporate
counsel and is not well understood or accessible by ESG stewardship teams, opening up to potential
inconsistencies Asset managers can improve their own disclosure, in line with their public commitments
to ESG transparency. As more large asset managers and their parent banks make commitments related
to support for stakeholder capitalism,” net-zero climate targets,* racial and social equity,*® democratic
stability, and the rule of law, there will be a need for greater awareness and communication of alignment
between internal policy commitments and the lobbying and influence practices of external industry and
trade associations on these same issues. At present, only 17 (10 in North America and 7 in Europe) of the
50 asset managers provide public information on their own trade and industry association memberships,
and on associated climate policy alignment between their internal company policy and trade association
commitments to support climate action. Our discussions with asset managers show that they understand
how disclosure could be improved.
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FIGURE 3: Asset managers who publicly disclose their own lobbying trade association memberships

. Disclose trade association memberships

. Do not disclose trade association memberships

i

Europe

Asia

North America

The final indicators we used in the report card are InfluenceMap’s asset manager score on their lobbying
record in relation to the European Commission’s Sustainable Finance Action Plan and associated regulatory
measures, and, for US asset managers, the ZPA Zicklin Index score which benchmarks the political
disclosure and accountability policies and practices for election-related spending.®® Both the InfluenceMap
score and the CPA Zicklin Index also demonstrate the need for better alignment between asset manager
public commitments to climate policy and democratic integrity, respectively, and their lobbying conduct.
The lobbying misalignment demonstrated in both scoring tools shows that asset managers must develop
cross-cutting lobbying policies that are simple and consistent enough to be implemented across a global
organisation.®
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Endnotes

1 ‘Maximum coronavirus loans for large firms increased to £200m’ (19.05.2020): https://ww.theguardian.com/business/2020/may/19/

coronavirus-loans-large-firms-dividends; “Trade groups push for more access to PPP loans in coronavirus relief package’ (30/07.2020): https://

thehill.com/business-a-lobbying/business-a-lobbying/509831-trade-groups-push-for-more-access-to-ppp-loans; ‘Coronavirus: private equity’s
bailout moment’ (24.04.2020): https:/wwv.ft.com/content/f7cc82d7-70b9-40c3-b4a0-815ebc5d99d5

2 ‘Concern over corruption red flags in 20% of UK’s PPE procurement:’ (21.04.2021): https://wwv.transparency.org.uk/track-and-trace-uk-
PPE-procurement-corruption-risk-VIP-lane

3 ‘Lobbying in the 21st Century: Transparency, Integrity and Access:’ https:/wwv.oecd.org/governance/ethics/lobbying-21-century.htm

4 Detailed case studies on negative lobbying risks are discussed in monthly CLAP discussion notes: https://preventablesurprises.com/
issues/corporate-lobbying-alignment-project-clap/

5 The ‘Responsible climate change lobbying assessment framework’ published by the Church of England Pensions Board
and AP7 provides guidance on this process in relation to corporate climate change lobbying: : https://staticl.squarespace.com/
static/5e26ce0b8524a16d5bee0a53/t/6087238b327f0364867468e1/1619469197333/Assessment+framework+and+indicators.pdf

6 ‘The Inevitable Policy Response 2021: Policy Forecasts:’ https:/wwv.unpri.org/inevitable-policy-response/the-inevitable-policy-
response-2021-policy-forecasts/7344.article

7 Led by John Keenan at AFSCME and Tim Smith at Walden Asset Management: https://corpgov.law.harvard.edu/2019/03/14/2019-
lobbying-disclosure-resolutions/

8 https:/wwv.oecd.org/corruption/ethics/lobbying/

9 In the US, concern with monopoly control in digital markets and other areas of the economy may lead to new regulatory approaches.

Investors have not yet expressed public views on robust competition law enforcement as a feature of transparent and efficient markets. See:
‘Online Platforms and Market Power, Part 6: Examining the Dominance of Amazon, Apple, Facebook, and Google’ US Congressional Subcommittee
on Antitrust, Commercial, and Administrative Law: https://judiciary.house.gov/calendar/eventsingle.aspx?EventID=3113

10 ‘Watchdog criticises government over awarding of £17bn Covid contracts’ (18.11.2020): https://vwww.ft.com/content/ee4f2220-9b22-
4a4d-87c2-85e8034f8e8¢c

1 Abuse of market power cuts across sectors as diverse as automotive manufacturing, bread, and banking. See ‘“Dieselgate” - a timeline
of the car emissions fraud scandal in Germany’ (25.05.2020): https:/wwv.cleanenergywire.org/factsheets/dieselgate-timeline-car-emissions-
fraud-scandal-germany; on bread price fixing across Canada: ‘New court docs outline what Competition Bureau says happened in bread price-
fixing scheme’ (29.06.2018): https:/www.cbc.ca/news/business/bread-price-fixing-1.4728360; and on banking: ‘Five Major Banks Agree to Parent-
Level Guilty Pleas’ (20.05.2015): https:/wwv.justice.gov/opa/pr/five-major-banks-agree-parent-level-guilty-pleas

12 ‘How One Firm Drove Influence Campaigns Nationwide for Big Oil’ (11.11.2020): https:/ww.nytimes.com/2020/11/11/climate/fti-
consulting.html

13 ‘Power, investors, and the steps of the US Capitol:’ (07.01.2021) https://preventablesurprises.com/institutions/power-investors-and-
the-steps- of the-us-capitol/; ‘Capitol Rlot Bribes and Astroturﬁng Dark Money Lobbying Requires Transparency (16 03.2021): https:/wwv.
. / ib icl fi bbyil

14 ‘A Transition in Thinking and Action - speech by Mark Carney’ (06.04.2018): https://ww.bankofengland.co.uk/speech/2018/mark-
carney-speech-at-international-climate-risk-conference-for-supervisors

15 Meyer-Alexander et al (2009) ‘Measuring Rates of Return for Lobbying Expenditures: An Empirical Case Study of Tax Breaks for
Multinational Corporations:’ https:/papers.ssrn.com/sol3/papers.cfm?abstract id=1375082

16 Covington, Howard and Thamotheram, Raj, The Case for Forceful Stewardship (Part 1): The Financial Risk from Global Warming (19. 01.

2015): https://ssrn.com/abstract=2551478 or http://dx.doi.org/10.2139/ssrn.2551478

17 The revolving door is a particularly serious issue in financial regulation, where market supervisors in many countries have come to
expect post-public service with regulated banks. See: ‘Enter the revolving regulators’ (23.04.2012): https:/wwv.ft.com/content/2f5790fa-8d50-
11e1-9798-00144feab49a; ‘Osborne criticised over Treasury job for former bank lobbyist’ (09.12.2015): https:/wwv.thequardian.com/politics/2015/
dec/09/former-bank-lobbyist-to-head-treasury-office-tax-simplification. More recent examples include former Governor of the Bank of England
Mervyn King’s senior advisor role at Citi [3], Mark Carney’s new role with Brookfield Asset Management, former Governor of the Bank of Canada
Stepehon Poloz’s move to Enbridge two days after finishing his Governorship, and former President of the European Commission José Manuel
Barroso’s decision to become the executive chairman of Goldman Sachs are all examples that indicate the potential for revolving door influence
over regulator. See: https:/preventablesurprises.com/corporate-political-capture/the-2020s-a-decade-for-investor-action-to-support-more-
robust-financial-requlation/

18 Claessens (2014) ‘The Regulatory Responses to the Global Financial Crisis: Some Uncomfortable Questions:’ https:/www.imf.org/
external/pubs/ft/wp/2014/wp1446.pdf

19 ‘UK government launches independent probe into Cameron and Greensill’ (12.04.2021): https:/wwv.ft.com/content/ade87a61-blel-
433a-a79f-25fc6b9a0aaf; the Swiss financial regulators responses to Credit Suisse’s latest scandal involving Archegos Capital are another
indication of this pattern: “It's Déja Vu’: Credit Suisse Faces a Big Loss From Familiar Troubles’ (27.04.2021): https:/ww.nytimes.com/2021/04/06/
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20 An example of this engagement is the recent push by members of the EU’s Technical Expert Group on Sustainable Finance to maintain
the integrity of the Green Taxonomy in the face of heavy corporate lobbying by fossil fuel sector incumbents and their allies. See ‘EU chief adviser
says credibility of green finance rules at risk’ (12.04.2021): https:/wwv.reuters.com/article/us-europe-regulations-finance-idUSKBN2BZ2BQ

21 ‘Now Republicans and Democrats alike want to rein in Big Tech’ (12.01.2021): https:/wwv.ft.com/content/e7c1a64f-b2d9-423b-a86¢-
f36d1c4e71b7; ‘America’s Monopoly Crisis Hits The Military’ (27.06.2019): https:/www.theamericanconservative.com/articles/americas-monopoly-
crisis-hits-the-military/

22 ‘The dangers of funding sedition’ (22.03.2021): https://wwv.top1000funds.com/2021/03/the-dangers-of-funding-sedition/

23 ‘Under a Microscope: A New Era of Scrutiny for Corporate Political Activity:’ https://ww.conference-board.org/publications/Under-a-
Microscope-ES

24 ‘Bond Vigilante Calls Out ‘Dead Fish’ Credit Investors on Climate’ (07.04.2021): https:/wwv.bloomberg.com/news/articles/2021-04-07/
bond-vigilante-calls-out-dead-fish-credit-investors-on-climate

25 ‘How the FAA Ceded Aviation Safety Oversight to Boeing’ (28.03.2019): https:/vww.pogo.org/analysis/2019/03/how-the-faa-ceded-
aviation-safety-oversight-to-boeing/

26 Large asset managers regularly provide services to government treasuries and central banks. Most dramatically, BlackRock was involved
in administering the US financial crisis recovery process. More recently, asset managers have played a key role in formulating and executing
monetary policy actions at G7 central banks during an unprecedented period of quantitative easing. See, ‘Federal Reserve taps BlackRock to
manage bond purchases’ (25.03.2020): https:/wwv.ft.com/content/f9c7e4de-6e25-11ea-89df-41bea055720b; In Canada, TD Asset Management
is carrying out the Bank of Canada’s corporate bond purchase programme to support companies during the Covid-19 pandemic. See: ‘Corporate
Bond Purchase Program:’ https://www.bankofcanada.ca/markets/market-operations-liquidity-provision/market-operations-programs-and-facilities/
corporate-bond-purchase-program/

27 Most recently at Greensill Capital: ‘Marsh & McLennan scrutinised over role in Greensill collapse’ (22.03.2021): https:/wwv.ft.com/
content/3da3d908-d7a0-4b92-847c-ebe2468aa656; and Archegos in the US: ‘Bill Hwang Had $20 Billion, Then Lost It All in Two Days’
(08.04.2021): https://ww.bloomberg.com/news/features/2021-04-08/how-bill-hwang-of-archegos-capital-lost-20-billion-in-two-days

28 ‘Three’s company: Wall Street, Capitol Hill, and K Street’ (11.08.2011): https://voxeu.org/article/did-anti-requlation-lobbying-fuel-
subprime-crisis; Igan, et al (2019) ‘Bank Lobbying: Regulatory Capture and Beyond:’ https://www.imf.org/en/Publications/WP/Issues/2019/08/09/
Bank-Lobbying-Requlatory-Capture-and-Beyond-45735

29 ‘America’s lobbying addiction’ (15.04.2015): https:/wwv.brookings.edu/blog/fixgov/2015/04/13/americas-lobbying-addiction/
30 ‘In the Switch to Electric Vehicles, Expect a Few Giants to Crash (18.12.2018): https:/vwww.bloomberg.com/news/articles/2018-12-18/in-

the-switch-to-electric-vehicles-expect-a-few-giants-to-crash; ‘The U.S. Reaches $1.5 Billion Settlement with Daimler AG Over Emissions Cheating
in Mercedes-Benz Diesel Vehicles’ (14.09.2020): https://ww.justice.gov/opa/pr/us-reaches-15-billion-settlement-daimler-ag-over-emissions-
cheating-mercedes-benz-diesel

31 ‘Sustainable Finance Policy Engagement:’ https:/influencemap.org/report/Sustainable-Finance-Policy-Engagement-ae2640f0ab05a86
©3a53359b0c5a3057#2
32 ‘AP7 says lobbying against Paris pact a globally widespread problem’ (02.12.2020): https://wwv.ipe.com/news/ap7-says-lobbying-

against-paris-pact-a-globally-widespread-problem/10049338.article; ‘ExxonMobil lobbyists pushed for weaker EU Green Deal’ (06.03.2020):
https://euobserver.com/green-deal/147646; In spite of well understood risks of global biodiversity collapse, policy inaction and lobbying by
incumbent polluting industries means that the crisis is likely to expand. See ‘UN Report: Nature’s Dangerous Decline ‘Unprecedented’; Species
Extinction Rates ‘Accelerating’ (06.05.2021): https://ww.un.org/sustainabledevelopment/blog/2019/05/nature-decline-unprecedented-report/

33 ‘Voter suppression: America must end this shame’ (29.09.2020): https://wwv.ft.com/content/fb1f8bc8-864b-45a1-91c5-8643e07a31dc

34 In the US the lobbying transparency shareholder resolution campaign is coordinated by Tim Smith at Walden Asset Management and
John Keenan at the American Federation of State, County and Municipal Employees (AFSCME): https://wwv.proxypreview.org/2019/report/social-
issues/corporate-political-activity/lobbying

35 MSCI’s commonly referenced Global Industry Classification Standard includes 11 sectors. The top five companies in each sector by

market cap wield significant influence across a global value chain. Resolutions at these companies could support the transformation of economy-
wide disclosure and integrity in corporate influence practices: https:/ww.msci.com/qgics

36 https://preventablesurprises.com/issues/corporate-lobbying-alignment-project-clap/
37 This public advocacy could draw on the approach to public climate activism of UK hedge fund manager Chris Hohn. see ‘Chris Hohn

blasts BlackRock and Vanguard over climate change’ (25.10.2020): http:/wwv.ft.com/content/2ea426f2-b338-4921-882b-7c99076489fe;
‘Billionaire Chris Hohn Explains Why Increased Disclosure Will Force Companies To Cut Their Carbon Emissions’ (06.04.2021): https:/ww.
forbes.com/sites/antoinegara/2021/03/09/billionaire-chris-hohn-explains-why-increased-disclosure-will-force-companies-to-cut-their-carbon-
emissions/?sh=acb8aad52e50

38 ‘IAS 1 - Presentation of Financial Statements: ‘https:/vwww.iasplus.com/en-gb/standards/ias/ias1: “The objective of IAS 1is to prescribe
the basis for presentation of general purpose financial statements, to ensure comparability both with the entity’s financial statements of previous
periods and with the financial statements of other entities. IAS 1 sets out the overall requirements for the presentation of financial statements,
guidelines for their structure and minimum requirements for their content.”

39 E.g., ClimateAction100+

40 Investors such as PGGM have begun explain their position on tax policy in clear terms ‘PGGM: strengthening fiscal integrity:’ https:/vwww.
paagm.nl/en/blogs/pgam-strengthening-fiscal-integrity/; and companies including Orsted are beginning to do the same: But there is enormous
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room for progress on alignment of corporate tax policy commitments with their lobbying and influence conduct. See ‘Orsted Tax Policy:’ https:/
orsted.com/-/media/WWW/Docs/Corp/COM/Sustainability/ Tax%20policy % 20UK 0611-2018.pdf

41 https://wwv.ibm.com/policy/government-regulatory-affairs/philosophy-governance/

42 ‘A Board Member’s Guide to Corporate Political Spending’ (30.10.2015): https://hbr.org/2015/10/a-board-members-quide-to-corporate-
political-spending
43 The business model for rating agencies continues to rely on fees that are paid by bond issuers, which creates conflicts of interest

and may lead to systematic ratings inflation and associated collapses in shareholder value. See for example Carillion, WireCard, Enron and other
corporate implosions.

44 ‘Fossil fuel firms’ social media fightback against climate action’ (10.10.2019): https:/wwv.thequardian.com/environment/2019/oct/10/
fossil-fuel-firms-social-media-fightback-against-climate-action

45 Wasted capital and stranded assets. (23.04.2021): https://carbontracker.org/reports/unburnable-carbon-wasted-capital-and-stranded-
assets/

46 BlackRock (2015): ‘The price of climate change: global warming’s impact on portfolios’: https://wwv.blackrock.com/corporate/literature/
whitepaper/bii-pricing-climate-risk-us.pdf

47 Chenet et al (2021): ‘Climate-related financial policy in a world of radical uncertainty: Towards a precautionary approach:’ https:/ww.

ucl.ac.uk/bartlett/public-purpose/sites/public-purpose/files/final chenet et al climate-related financial policy - towards a precautionary
approach 20 dec.pdf; and ‘How should regulators deal with uncertainty? Insights from the Precautionary Principle’ (27.01.2017): https://
bankunderground.co.uk/2017/01/27/how-should-regulators-deal-with-uncertainty-insights-from-the-precautionary-principle/

48 According to UK Prime Minister Boris Johnson: “As the most prominent grouping of democratic countries, the G7 has long been the
catalyst for decisive international action to tackle the greatest challenges we face... the world has looked to the G7 to apply our shared values and
diplomatic might to create a more open and prosperous planet:” https:/ww.g7uk.org

49 ‘OECD Principles for Transparency and Integrity in Lobbying:” www.oecd.org/gov/ethics
oecdprinciplesfortransparencyandintegrityinlobbying.htm

50 ‘The precautionary principle: protecting public health, the environment and the future of our children’ (2004): https:/ww.euro.who.
int/ _data/assets/pdf file/0003/91173/E83079.pdf

51 https://preventablesurprises.com/issues/corporate-lobbying-alignment-project-clap/

52 Three of the North American asset managers in the report card are based in Canada, where political finance rules are more restrictive

than in the US. But the parent entities of the Canadian managers also own US asset managers and are therefore exposed to political risk through
the political finance activities of their US subsidiaries.

53 The company resolutions used in this year’s report card were climate lobbying disclosure resolutions at Boeing, Exxon Mobil, Citi
Group, and Amazon. Please see appendix document for more details on the report card methodology: https://preventablesurprises.com/issues/
corporate-lobbying-alignment-project-clap/

54 ‘Public Policy Stewardship Strategy on Sustainability 2019-2020:’ https://docfinder.bnpparibas-am.com/api/files/8BFBC6C4-8EQ2-
408E-A187-E7D437C467AC. In 2020, BNP Paribas Asset Management was the lead filer on four shareholder proposals to ExxonMobil, Chevron,
Delta Airlines and United Airlines, seeking a report on these companies’ efforts to align their respective corporate lobbying programmes

with the “well below 2 degrees” goal of the Paris Agreement. See: https://docfinder.bnpparibas-am.com/api/files/2379E8F1-18C9-437E-
9E53-E73471783176

55 ‘Investor expectations on corporate lobbying’ (05.12.18): https://wwv.iigcc.org/resource/investor-expectations-on-corporate-lobbying/

56 ‘Recommendations for future engagement’ (30.05.2018): https:/vww.unpri.org/climate-change/recommendations-for-future-climate-
lobbying-engagement-/3179.article

57 ‘Business roundtable redefines the Purpose of a Corporation to Promote ‘An Economy That Serves All Americans’ (19.08.2019): https:/
wwv.businessroundtable.org/business-roundtable-redefines-the-purpose-of-a-corporation-to-promote-an-economy-that-serves-all-americans

58 Most prominently via bank members of the Glasgow Financial Alliance for Net Zero (GFANZ) members. See “GFANZ: Net zero financial
alliance launches’: https://racetozero.unfccc.int/net-zero-financial-alliance-launches/

59 State Street, for example, identifies the “systemic risks” associated with a lack of racial and ethnic diversity as stewardship priorities.
See: ‘CEO’s Letter on Our 2021 Proxy Voting Agenda’ (11.01.2021): https:/wwv.ssga.com/uk/en gb/institutional/etfs/insights/ceo-letter-2021-
proxy-voting-agenda

60 ‘CPA-Zicklin Index’ https:/politicalaccountability.net/index

61 Given the geographic constraints of the CPA Zicklin Index and feedback from participating asset managers, we expect to use a more
open question format in future report cards to increase relevance across jurisdictions.
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