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What does a good cop look like?

The COP26 climate conference begins in less than two weeks. What will a successful outcome look like? At
Kempen, we believe markets will respond well if global leaders make more detailed commitments to net zero
and move towards a minimum price on carbon.

This summer the latest assessment report from the scientists of the IPCC ratcheted up the strength of their
language and the urgency of their findings, showing there is no longer any shadow of a doubt connecting
human activity with unprecedented global warming.

The analysis examined 5 different potential scenarios around the warming of the planet over the coming
years. Every single one of these scenarios suggested that the Earth will reach at least 1.5C of warming in the
next 20 years. “With every increment of global warming, changes get larger” concluded the IPCC,
compounding the likelihood of extreme weather events such as this summer’s heatwaves and hurricanes in
Europe and the US respectively (see image).

Figure: IPCC findings how the frequency of extreme weather may increase with each degree of warming
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The alarming IPCC report serves as the underlying scientific basis for next month’s COP26 summit. So, what
sort of outcomes should responsible investors be looking for in Glasgow? We suggest three fundamental
outcomes are needed:

1) We need more nations to adopt detailed net zero plans by 2050

This is paramount. When the Paris Agreement was first agreed in 2015, countries made emission reduction
pledges that were very welcome, but would still see a disastrous 3.2C of global warming by 2050.

This year a majority of countries have committed to carbon neutrality plans (via their Nationally Determined
Contributions) but as a UN Climate Change Synthesis Report this month showed these plans are still lacking.
Current plans will still lead to an increase of 16% in greenhouse gas emissions by 2030.



https://www.ipcc.ch/assessment-report/ar6/
https://news.un.org/en/story/2019/11/1052171
https://www.visualcapitalist.com/race-to-net-zero-carbon-neutral-goals-by-country/
https://unfccc.int/process-and-meetings/the-paris-agreement/nationally-determined-contributions-ndcs/nationally-determined-contributions-ndcs/ndc-synthesis-report
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So we also need to see shorter, intermediate targets in these national plans. Take for example the
introduction of the European Commission’s ‘Fit for 55’ regulation. This legislative package aims to support EU
commitments to reduce emissions by at least 55% by 2030 — using instruments such as carbon pricing and
energy taxation and higher standards to help accelerate climate action. Just one example is ‘Fit for 55’s plans
for a Carbon Border Adjustment Mechanism (CBAM) which means corporations importing emissions intensive
goods such as steel into the EU will have to pay as much tax on their climate impacts as if they were
operating within Europe.

Investment markets have signalled that they are ready for this leadership. Investors like Kempen have
committed to become a net zero investor by 2050, and we have set a short term target to align all our listed
investments with a Paris Pathway by 2025. If countries can respond in-kind then private and public sectors
can create a loop of ambition to seriously tackle the climate crisis.

2) We need policy to encourage better climate data

At Kempen, we know better than anyone that markets rely on quality information to make educated
decisions. In order to align financial flows with the low carbon transition, companies need to provide good
quality data on climate risk and other ESG related issues.

Voluntary reporting via CDP and TCFD (Task Force on Climate-related Financial Disclosures) has seen tens of
thousands of companies disclose their climate risks but gaps in quality or in some markets mean that ESG
data is still not good enough for investors.

If COP26 can address this issue it would catalyse the alignment of financial flows with a Paris Agreement
pathway. The UK and the EU have already made commitments to make climate risk reporting mandatory and
we encourage more countries to follow suit.

3) Put a (minimum) price on carbon

One of the challenges with climate risk is that it is an externality which is not yet fully integrated in the
economic and financial system. We therefore need to put an adequate price on carbon to make carbon
intensive production more expensive and to incentivize sustainable alternatives.

As reported by the IMF however, the global carbon price is currently too low (c. 3 dollar per ton, while 75
dollar per ton or more would be needed to meet the Paris goals) and the World Bank has shown that the
global emissions covered by pricing systems are relatively low (see the figure below).


https://www.europarl.europa.eu/legislative-train/theme-a-european-green-deal/package-fit-for-55
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&ved=2ahUKEwj51YK7opDzAhXRSsAKHZPCBsIQFnoECAsQAQ&url=https%3A%2F%2Fwww.kempen.com%2F-%2Fmedia%2FAsset-Management%2FESG%2FClimate-change-policy.pdf&usg=AOvVaw3E4FsChvjchdCZwTrPw7md
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&ved=2ahUKEwj51YK7opDzAhXRSsAKHZPCBsIQFnoECAsQAQ&url=https%3A%2F%2Fwww.kempen.com%2F-%2Fmedia%2FAsset-Management%2FESG%2FClimate-change-policy.pdf&usg=AOvVaw3E4FsChvjchdCZwTrPw7md
https://www.kempen.com/-/media/News-and-Knowledge/Real-Estate-Update/Alpha-REIT--Turning-up-the-volume-cutting-through-the-noise-July-2021.pdf
https://www.kempen.com/-/media/News-and-Knowledge/Real-Estate-Update/Alpha-REIT--Turning-up-the-volume-cutting-through-the-noise-July-2021.pdf
https://blogs.imf.org/2021/06/18/a-proposal-to-scale-up-global-carbon-pricing/
https://openknowledge.worldbank.org/handle/10986/35620
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We are seeing regulators and central banks make concrete steps towards integrating climate risks into their
risk assessments, with the economy-wide climate stress test by the ECB being a prime example, and this is
driving the pricing of carbon forward. But to go further, COP 26 could be an opportunity to set ambitions on a
global scale — in line with the recent landmark minimum global tax rate for instance - for a worldwide
minimum carbon price.
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Forming the ambition loop

From rising water levels to wildfires, the effects of climate change are already upon us and will get worse.
We’re seeing markets respond — with the exponential growth of the electric car industry, greener
infrastructure, and a revolution in building insulation as just some examples — but we need policy makers to
inspire investors and companies to push for much more.

The key challenge for COP26 must be to create an ambition loop from business to government and back
again in order to support bigger and better climate action.


https://www.ecb.europa.eu/press/pr/date/2021/html/ecb.pr210922~59ade4710b.en.html
https://www.oecd.org/newsroom/130-countries-and-jurisdictions-join-bold-new-framework-for-international-tax-reform.htm
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Disclaimer

Kempen Capital Management N.V. (KCM) is licensed as a manager of various UCITS and AlFs and authorised to provide investment
services and as such is subject to supervision by the Netherlands Authority for the Financial Markets.

This document is prepared by the fund managers of Private Markets (‘the Strategy’), managed by Kempen Capital Management N.V.
(‘'KCM’). The Strategy might hold position in the subject company. The views expressed in this document may be subject to change at
any given time, without prior notice. KCM has no obligation to update the contents of this document. As asset manager KCM may have
investments, generally for the benefit of third parties, in financial instruments mentioned in this document and it may at any time
decide to execute buy or sell transactions in these financial instruments.

This document is for information purposes only and provides insufficient information for an investment decision. This document does
not contain investment advice, no investment recommendation, no research, or an invitation to buy or sell any financial instruments,
and should not be interpreted as such. The opinions expressed in this document are our opinions and views as of such date only.
These may be subject to change at any given time, without prior notice.

The value of your investment may fluctuate, past performance is no guarantee for the future. Do not take unnecessary risks. Before
you invest, it is important that you are aware of and are informed about the characteristics and risks of investing. This information can
be found in the available documents of the strategy and/or in the agreements that are part of the service you choose or have chosen.



