Hi

I used to work in investment management, including responsible investment, for a range of different clients including a variety of pension fund types.  I now assist environmental campaign groups as they try to navigate the financial system.  I also am a beneficiary of multiple pension schemes.  I am independently wealthy so have no commercial interest in the outcome of your consultation, my only interests are that people have a decent pension in retirement and they have a world worth retiring into.

Fundamentally the easiest way to ensure pension funds react to ESG issues is for governments to take action, for example, a carbon tax or executive prison terms for using child labour.  However this consultation doesn't cover these issues so I will focus my comments on the limited options presented.  Before I do that I think it is important to say there is an opportunity missed because this consultation seems to focus on DC, TPR, etc. when we had the chance to be more joined up and consider all pensions plus the role of the FCA, FRC, DB, etc.

Overall I welcome nearly all of the recommendations, they will have a range of impacts from minimal to meaningful, although we need to be clear that pension schemes can not solve the likes of climate change and unequal societies.  Very importantly none of the proposals have a significant negative impact.


Transparency
One of the most welcome changes in the industry is a move to transparency and I think these proposals go some way to support this but I think could have gone further.  One of the biggest issues for members and others is actually knowing what investments pension funds hold directly or in sub funds. I would like to see a recommendation that all pensions disclose all holdings unless there is a good reason not too.  There are lots of excuses used by pension funds and the managers of sub funds for opacity but rarely do they hold water.  For instance, significant positions in a company have to be declared anyway.  Even declaring holdings after a reasonable time period, say a year, would improve the situation and build trust between pension schemes and their constituencies.


Selling/Underweight/Divesting
The documents constituting this consultation rile against divestment but fail to land a significant punch on the approach of 'we can engage our way out of climate change'.  Sadly most investors are relying on economic models which imply only a few percentage points of lost GDP when the scientific models suggest hundred's of millions will either die or must migrate, many major cities will be inundated and that is not even considering domino effects (eg, Greenland ice sheet melting and triggering changes to the jet stream) - this is true even for the likes of Carbon Trackers' predictions (I suspect because it would be too unpalatable to tell the truth).  It is therefore unimaginable that the oil & gas industry when facing regulatory action as well as technological competition will make a decent return for investors - there is no precedent for this in history, normally in this type of situation the incumbents disappear.

Therefore pension funds need to accept that ultimately they will hold very little oil & gas so it is just a matter of timing, do they want to exit these companies before the precipitous decline or after.  It is therefore disappointing that the consultation dismisses divestment (people often seem confused that this needs to be permanent), barely mentions selling the companies least likely to make the transition and skims over going underweight the oil & gas sector.  The consequences is that we risk reinforcing the status quo rather than engendering the step change that is required and from a government perspective it just means returning to the issue again soon, wasting time & effort.

For example: 
    Consultation, Chp 1: 
        Para 20, bullet 1.
        Para 25, doesn't mention that 'engagement only' is contentious and implies that divestment is not a reasonable response to the financially material risks - we can not know that without the benefit of hindsight.
        Para 26, I think we should encourage the activists!  After all these issues would not be receiving the attention they require without them.  Just as we now laud the achievements of those who riled against slavery and lead in paint we will look back on many of the current campaigns and give thanks for their efforts.


Legal liability
I think it would provide greater clarity if there was some discussion of how these changes affected fiduciaries legal liability.  It is almost certainly true that a fiduciary reading there could be personal legal implications for not addressing these issues (climate change in particular) will focus their minds.  Implying it is not enough, it would help if the government and the regulators were upfront about legal liability.


Members views (Q3)
I am conflicted on this point as I think it is important to take members (and a fund's wider constituency's) views into account but the risk is that ESG issues become lumped into the 'members views' bucket rather than fiduciaries checking if certain ESG issues are financially material.  The wording is reasonable but please be very careful how you message around this going forward.


Sundry other comments
If there is push back on the dates please keep the deadlines for the largest and longest duration schemes and allow the others more time to comply.

There was very little discussion of how those who miss out on the benefit of these regulations are going to be protected, ie, mostly those in the smallest schemes.

I agree with this from Consultation, Chp 2, Para 27: "The fact that the Convention on Cluster Munitions, which prohibits cluster bombs, has been ratified by the UK should give trustees reason to believe most people would consider them to be wrong."  Tweaking this slight we can also say, "The fact that the Paris Agreement on Climate Change, which agrees to limit emissions to well below 2C, has been ratified by the UK should give trustees reason to believe most people would consider excessive use of fossil fuels to be wrong."  This could also be rewritten for rights at work, tobacco, women's rights, etc.  I would agree with all of them but it sets the precedent that pension funds implement government policy rather than respond to it.  I think the responsibility lies with government.

Consultation, Chp 3, para 14 talks about engaging but limits this to companies, it should include government, regulators, etc.  At the very least it means pension funds will respond to consultations like this!

Q6 - it is likely that the SIPs will still largely be written by the consultants and this rule change will have minimal impact.  I don't have an alternative proposition though.


Overall I am supportive of this initiative and if I haven't commented then my answer is yes to every proposal.

You can contact me for further clarification or feedback by email or by phone 07919 152 340

Kind regards
Joel
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