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In short…
In this paper we argue that netzero commitments pitch us
straight into the world of 3D
investing (risk, return and
impact). We review how the
working group believes this will
affect our organisations and
industry, and then describe 3D
net-zero mandates which
comprise return and
decarbonisation goals and
limits to risk. We distinguish
between ‘lite’ mandates that
target the decarbonisation of
the portfolio, and ‘full-on’
mandates that target real-world
decarbonisation. We suggest
that Paris-aligned benchmarks
can be considered a ‘super-lite’
3D net-zero mandate.

Net-zero commitments require 3D investing
For a few years now, the idea of 3D investing has been gently circulating round the Thinking Ahead
Institute (TAI). We describe our shared history as being one of 2D investing, where we talked of
managing risk and return. We believe our shared future will be one of 3D investing, where we manage
risk, return and impact. As risk and return are generally combined into a single objective function of
maximising risk-adjusted return, this means we will need to figure out how to manage against two
objective functions. We might, eventually, progress to maximising risk-and-impact-adjusted return but
that lies in the future. The challenge now is meeting two, unintegrated objective functions, and
developing processes that allow us to deliver on that.
TAI’s first formalisation of these thoughts was in the context of big-picture sustainability, as explored
within the 2020 duty of ownership working group. We refer the interested reader to the paper that
describes the output of that working group, With great power comes great responsibility1. That paper
opens with a consideration of the fiduciary model on the basis that, if managing against two objective
functions is not legally possible, then we should not attempt further progress. It is therefore interesting,
to us at least, that net-zero commitments (smaller-picture sustainability) take us straight past this step.
The requirement to manage risk-adjusted return remains, but the commitment introduces the new
requirement to also manage greenhouse gas emissions (one aspect of ‘impact’). We are now
unambiguously in the world of 3D investing.

So, what changes?
Arguably the first thing we need to do is significantly increase our training budgets (for both asset
owners and asset managers) in order bring our organisations up to the necessary level of knowledge
1

https://www.thinkingaheadinstitute.org/research-papers/with-great-power-comes-great-responsibility/
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and skill on climate and sustainability [working group polling score +1.1, where a score of +1 can be
interpreted as 100% of respondents ‘agree’1]. Partly as a result of this training, but also through hiring
and retention policies, investment organisations will reshape their workforces. The majority view within
the working group was that asset owners will maintain their level of headcount but upgrade the quality,
but a sizable opinion was that headcount would be increased. For asset managers, the dominant view
was that headcount would increase (with most growth in climate / sustainability / engagement areas),
and the minor view was a stable headcount but a rotation of resources to expand climate and
sustainability efforts [please see appendix for polling details]. The final observation regarding internal
resources is that the boards of investment organisations will be strengthened by adding climate /
sustainability experts [+0.7].
When we look outside the individual organisation, we should expect to see the investment industry
significantly grow the extent to which it engages with the public sector [+0.9], and a net-zero
commitment becoming a pre-requisite for winning new business [+1.1]. In addition, and the idea we
will take forward in the remainder of this paper, there will be significant growth in the number of 3D
mandates [+0.8].

3D net-zero mandate
In an earlier paper, Our house is
on fire?!2, we introduced a
spectrum of climate ambition
which contained a discontinuity.
On the left-hand side the action
was about decarbonising one’s
own portfolio, while on the righthand side the action was about
decarbonising the real economy.
These are fundamentally
different activities. It therefore
follows that 3D mandates that
target real-world decarbonisation
should look different to those
that only seek to decarbonise
the portfolio. We use the terms
‘lite’ and ‘full-on’ to distinguish
between the 3D mandates.
Please see the comparison table
below.

1

We asked a series of questions where the five possible responses ranged from ‘strongly agree’ through to ‘neutral’ and
‘strongly disagree’. We scored the responses from +2 for ‘strongly agree’ to -2 for ‘strongly disagree’. An aggregate score of
+1.0 can then be interpreted as, on average, 100% of the respondents chose ‘agree’. For this question, the aggregate score
was +0.8 and can be loosely interpreted as ‘80% agreement’. Unless otherwise noted, these questions received 28 responses.
2
Our house is on fire?! Should we do something? | setting your climate ambition, Thinking Ahead Institute, 2021
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We now describe the components of a 3D mandate. Organisations which want to build a robust,
sustainable and effective 3D investing mandate will need to examine these components in detail and
see how they can best incorporate these factors into their climate strategies. Each of the components
we elaborate on below play an equally important role in the construction of 3D mandates.
1. 3D (net-zero) goals
The mandate specifies the return and decarbonisation goals and the risk tolerance, to guide
portfolio construction and strategy. For broader sustainability mandates the decarbonisation
goal would be replaced by impact goals that specified positive and measurable social and
environmental impacts.
2. Strategic partnership
The mandate would specify whether or not a strategic partnership was being created. A
strategic partnership typically involves the flow of intellectual property from the manager to the
asset owner in areas outside the direct mandate. This is most usually in the form of investment
strategy ideas, and reverse enquiry new mandate ideas. The value to the asset manager
accrues in the form of strengthened client relationships and direct access to the asset owner’s
evolving thinking.
3. Core sustainability strategies
The mandate would specify that ESG is fully integrated within all investment decisions, adding
insight to support value creation, over both the short-term and the long-term. In addition the
expectations for active ownership and engagement to be undertaken by the asset manager,
again to support value creation over multiple horizons, would also be specified.
4. Impact strategies
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The mandate would specify any expectations for targeting and achieving real-world
decarbonisation outcomes. The mandate may specify minimum and/or maximum limits for
portfolio and stewardship positions. These targeted positions would be based on some
combination of systems thinking, universal investor strategies and TAI’s stop, substitute,
siphon framework.
5. System-level engagement
The mandate would specify any expectations for addressing the systematic risk elements in
the portfolio relating to climate change. For broader sustainability 3D mandates this section
could also include systemic risks relating to financial stability and social stability. We believe
practice in this area will develop and so we do not attempt to define the actions that might be
undertaken here, but do note that they could include expectations for the asset manager’s
involvement in industry collaborations, and in efforts to lobby the public sector.
6. Score-card monitoring
The mandate should specify that reporting from the asset manager to asset owner will be in
score-card format, comprising multiple metrics of both hard and soft measures. The scorecard should convey (i) portfolio efficiency (in terms of meeting both the return and
decarbonisation goals with an efficient use of risk), (ii) portfolio robustness (balanced exposure
to risk factors / different scenarios), (iii) implementation skill (liquidity, simplicity, flexibility, cost)
and (iv) climate (net-zero) impact. TCFD reporting will be increasingly required / mandatory.
7. Other mandate details
The mandate will specify all other necessary details including items such as fees; service level
agreements; collaboration terms; termination terms; and possibly expectations for asset
manager governance and culture.

Paris-aligned benchmark – a super-lite 3D net-zero mandate
In closing this paper, we note that the working group also discussed Paris-aligned benchmarks. We
have chosen to label these a ‘super-lite’ 3D net-zero mandate. A Paris-aligned benchmark gives an
asset owner a governance-friendly (ie minimal demand on governance resources), off-the-shelf way to
decarbonise their portfolio. It is debatable whether these benchmarks qualify for having 3D goals. They
absolutely manage a decarbonisation path and do so in a risk-managed manner. However, return is
not managed and is simply a residual of the decarbonisation methodology.
As for the other components of a 3D net-zero mandate, we note that there is potential for a strategic
partnership, in this instance with the index provider. While we can imagine that the index provider
would be open to selective strategic relationships, we also believe that the users of Paris-aligned
benchmarks might be the smaller asset owners and so possibly less attractive. In terms of core
sustainability strategies, decarbonisation is explicitly integrated. In summary, therefore, Paris-aligned
benchmarks are a viable and easily implementable ‘super-lite’ 3D net-zero mandate.
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Next step?
This paper has described step five of the action plan we have been working through. The sixth and
final step, reporting on progress against our carbon ambition, will be explored in the next paper in this
series.
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Appendix – polling results
The budget for climate / sustainability training (for both
AOs and AMs) should be significantly increased
[28 votes | score +1.1]

The asset owner response to net-zero commitments, in
terms of internal resources, will be (NB not ‘should be’)
[27 votes]

The asset owner response to net-zero commitments, in
terms of internal resources, will be (NB not ‘should be’)
[28 votes]

On average over the next five years, the boards of
investment organisations (AO and AM) will be
strengthened by adding climate / sustainability experts
[28 votes | score +0.7]

Over the next five years, there will be significant growth
in the extent of public sector engagement by the
investment industry
[28 votes | score +0.9]

In five years’ time, a net-zero commitment will be a prerequisite for winning new business
[28 votes | score +1.1]

Over the next five years, there will be significant growth
in the number of 3D mandates
[28 votes | score +0.8]
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Limitations of reliance
Limitations of reliance – Thinking Ahead Group 2.0
This document has been written by members of the Thinking Ahead Group 2.0. Their role is to identify
and develop new investment thinking and opportunities not naturally covered under mainstream
research. They seek to encourage new ways of seeing the investment environment in ways that add
value to our clients.
The contents of individual documents are therefore more likely to be the opinions of the respective
authors rather than representing the formal view of the firm.
Limitations of reliance – Willis Towers Watson
Willis Towers Watson has prepared this material for general information purposes only and it should
not be considered a substitute for specific professional advice. In particular, its contents are not
intended by Willis Towers Watson to be construed as the provision of investment, legal, accounting,
tax or other professional advice or recommendations of any kind, or to form the basis of any decision
to do or to refrain from doing anything. As such, this material should not be relied upon for investment
or other financial decisions and no such decisions should be taken on the basis of its contents without
seeking specific advice.
This material is based on information available to Willis Towers Watson at the date of this material and
takes no account of subsequent developments after that date. In preparing this material we have relied
upon data supplied to us by third parties. Whilst reasonable care has been taken to gauge the
reliability of this data, we provide no guarantee as to the accuracy or completeness of this data and
Willis Towers Watson and its affiliates and their respective directors, officers and employees accept no
responsibility and will not be liable for any errors or misrepresentations in the data made by any third
party.
This material may not be reproduced or distributed to any other party, whether in whole or in part,
without Willis Towers Watson’s prior written permission, except as may be required by law. In the
absence of our express written agreement to the contrary, Willis Towers Watson and its affiliates and
their respective directors, officers and employees accept no responsibility and will not be liable for any
consequences howsoever arising from any use of or reliance on this material or the opinions we have
expressed.
Copyright © 2021 Willis Towers Watson. All rights reserved.
Contact details
Tim Hodgson
+44 1737 284822
tim.hodgson@willistowerswatson.com

About the Thinking Ahead Institute
Mobilising capital for a sustainable future.
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Since establishment in 2015, over 60 investment organisations have collaborated to bring this vision to
light through designing fit-for-purpose investment strategies; better organisational effectiveness and
strengthened stakeholder legitimacy.
Led by Tim Hodgson, Roger Urwin and Marisa Hall, our global not-for-profit research and innovation
hub connects our members from around the investment world to harnesses the power of collective
thought leadership and bring these ideas to life. Our members influence the research agenda and
participate in working groups and events and have access to proprietary tools and a unique research
library.
Join the Thinking Ahead Institute
We seek collaboration with like-minded organisations to achieve our vision, so for more information
about us please contact:
Paul Deane-Williams
+44 1737 274397
paul.deane-williams@willistowerswatson.com
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