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E3G Response to DWP consultation on clarifying and strengthening trustees’ investment duties

Overview of response 
· E3G welcome the changes as part of this proposal as they will increase awareness, transparency and engagement in ESG considerations and climate change. 
· The changes should prompt trustees to review current strategies around this issue and recognise that ESG and climate change considerations are material on pension investments and so should be mainstream into the investment process. 
· Climate change risk is a systemic risk that should be managed separately by trustees, given its potential to cause rapid and unpredictable devaluation of asset prices. Therefore, identifying climate change independently to ESG is a crucial part of the proposal. 
· We are pleased to see that transparency of process has been emphasised, including engagement of these changes with members and the access to policy and implementation reports online. 
· Taking into account scheme members views on these issues is important as there is an increasing awareness and concern by investors and beneficiaries on how their money is invested in terms of sustainability.
· We welcome the clarification and expansion of stewardship responsibilities as part of this proposal and believe this has the potential to: instigate a knock-on effect along the investment chain, complement the updates to ESG strategies and support long term value of investments.   
· Asset managers, consultants and other intermediaries must invest in ESG expertise and stewardship capabilities. The costs associated with not considering ESG factors and climate change risks far outweigh the small increases in resources that are needed right now.
· The government should align this proposal with the work of the Task Force on Climate-related Financial Disclosures (TCFD), given its it is the current industry standard with regards to the assessment of climate change related risk. 
· The issues highlighted within the consultation, invite further changes of ESG integration across the whole investment chain, mirroring proposals being made by the European Commission’s Action Plan on sustainable finance. 
· The government should also consider providing some form of guidance on best practice to assist trustees in the development of updated strategies. This would be particularly valuable for trustees that, up until this point, have little to no understanding of these issues. 













Response on consultation questions
Q1. We propose that the regulations come into force approximately 1 year after laying, with the exception of the implementation report, which would come into force approximately 2 years after laying. 
a) Do you agree with our proposals? 
Yes
· Spacing the implementation report a year after the SIP update will support this transition process and allow trustees to adjust as ESG integration strategies develop and mature over time. 
· The European Commission’s Action Plan on sustainable finance[footnoteRef:1] has also outlined changes that look to integrate ESG risks as part of investment and advisory process. The proposal on investor duties will be specified through Delegated Acts and is to be adopted in 2019.[footnoteRef:2] Therefore the earlier deadline would align the UK with these changes.  [1:  https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52018DC0097]  [2:  https://ec.europa.eu/info/sites/info/files/180524-sustainable-finance-factsheet_en.pdf] 


b) Do you agree that the draft regulations meet the policy intent? 
Yes
· It is clear that ESG and climate change risk are not being properly accounted for by trustees. This is a problem because these issues have a material impact on pension investments.  
· Therefore, regulation that looks to clarify trustee confusion on the issue and help shift ESG issues into mainstream investment process is welcomed. 
· As secretariat to the Green Finance Taskforce, E3G are pleased to see these proposals are in line with recommendation 17 (page 57) of the report calling for amendments to the Statement of Investment Principles[footnoteRef:3]. [3: https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/703816/green-finance-taskforce-accelerating-green-finance-report.pdf] 


Q2: We propose to require all trustees of all schemes which produce a SIP to state their policy in relation to the consideration of financially material considerations including, but not limited to, those resulting from environmental, social and governance risks, including climate change. 
a) Do you agree with the policy proposal? 
Yes. 
· ESG factors have a material impact on investments. This is best proven in composite studies that evaluate large amounts of backdated data. One study that combines evidence from more than 2000 empirical studies, found that a 90% non-negative relationship between ESG factors and corporate financial performance; with the majority showing a positive impact.[footnoteRef:4] [4:  https://www.tandfonline.com/doi/pdf/10.1080/20430795.2015.1118917
] 

· Despite this evidence, there is still the preconception by the industry that integrating ESG and climate change issues compromises return on investment and is peripheral to the investment process. 
· Specifically requesting trustees provide a policy on what is material should help build awareness around the issue which, in turn, will help shift old perceptions that ESG is materially irrelevant. 
· Extracting climate change from ESG is also a crucial aspect of the proposal. Climate change risk is a systemic risk that should be properly managed by all trustees, given its potential to cause rapid and unpredictable devaluation of asset prices. 

b) Do the draft regulations meet the policy intent? 
Mostly, yes.  
· The proposed policy does succeed in clarifying the element of doubt around ESG and climate change as a material issue that will impact investment performance. 
· The proposal also builds in an element of longevity, through the inclusion of statements in the annual report, enhanced stewardship activities and member engagement. 
· However, as there is little guidance as to how trustees should implement these proposals, there will likely be a range of interpretations reliant on the current level of understanding of the trustees and their consultants/asset managers. 
· It is therefore difficult to predict how these changes will ultimately influence the movement of capital, away from brown and towards ESG/climate friendly investments.
· The government should refer to existing work as a guideline/framework for implementation. The work of the Task Force on Climate-related Financial Disclosures (TCFD), is widely regarded as the industry standard for assessing climate change related risk and so is an ideal starting point for trustees when reviewing their policies.  
· There are other best in class options that have already implemented strong ESG strategies, notably the Environmental Agencies pension plan that outlines its policies on responsible investment in a separate report. 
Q3: When trustees prepare or revise a SIP, we propose that they should be required to prepare a statement, setting out how they take account of scheme members’ views. 
a) Do you agree with the policy proposal? 
Yes
· There is increasing awareness and concern by investors and beneficiaries on how their money is invested in terms of sustainability. Therefore, we support any changes that help to circulate this concern to those who make decisions on investments.  
· The active and transparent approach to reaching out to members should help build trust and encourage engagement.  This should promote a positive feedback loop, where members become more aware and so more engaged with the process; potentially leading to a higher prioritisation of ESG and climate changes issues. 
· Engagement of beneficiaries was also highlighted by the Environmental Audit Committees recent report. 

b) Do the draft regulations meet the policy intent? 

· Yes, however the full impact of the policy is limited in as much as members do not have any legal right, at this time, to dictate the investment policy.  
Q4. Do you agree with our proposal not to require trustees to state a policy in relation to social impact investment? If not, what change in legislation would you propose, and how would you address this risk of trustee confusion on this point?
· The decision to not include social impact investing is on the grounds that they sacrifice financial returns. Is there the firm evidence that proves this available?  
· Also, with more member engagement there may be greater interest in impact investment. There is evidence that individual investors are willing to sacrifice some gains for social impact, which should also be taken into account.[footnoteRef:5] [5:  https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/664321/Full_Report_Growing_a_Culture_of_Social_Impact_Investing_in_the_UK.pdf
] 


Q5: We propose that trustees should be required to include their policy in relation to stewardship of the investments, (including monitoring, engagement and voting) in the SIP. 
a) Do you agree with the policy proposal? 
Yes
· Broadening stewardship activities is a hugely valuable aspect of this proposal, both in terms of enhancing the long-term value of pension investments and instigating systematic change across the investment chain. 
· As large shareholders, pension funds have the power to influence changes in those who manager their money (e.g. fund managers, consultants) and with the companies themselves. If trustees properly incorporate ESG considerations in their process this could cause a knock-on effect.  
· The promotion of stewardship with UK trustees is differential to the investor duties[footnoteRef:6] proposal by the European Commission, which does not reference changes in this area.   [6:  https://eur-lex.europa.eu/legal-content/en/ALL/?uri=CELEX:52018PC0354
] 

b) Do the draft regulations meet the policy intent? 
Yes
· We encourage all forms of active engagement as outlined in the consultation documents as will have greatest impact, particularly with regards to direct engagement with investee companies. 
Q6: When trustees of relevant schemes produce their annual report, we propose that they should be required to prepare a statement,  
- setting out how they have implemented the policies in the SIP,  
- explaining and give reasons for any change, and 
- including the latest statement on how they have taken account of the views which in their opinion scheme members hold in the annual report. 
a) Do you agree with the policy proposal? 
Yes 
· Greater transparency around these issues will build awareness and bolster trust in the process. 
· It should be a requirement for trustees to review ESG and climate change on an annual basis to account for changes and updates in this area. 
b) Do the draft regulations meet the policy intent? 
· Yes 
Q7: We propose that trustees of relevant schemes should be required to publish the SIP, the implementation report and the statement setting out how they will take account of members’ views online and inform members of this in the annual benefits statement. 
a) Do you agree with the policy proposal? 
Yes
· Publishing the SIP, the implementation report and the statement online is important as; (a) it gives easy access for members who want to know how their money is being managed; (b) it introduces a competitive aspect of comparison between trustees which should drive up standards. 
b) Do the draft regulations meet the policy intent? 
Yes. 
Q8: Do you have any comments on the business burdens and benefits, and wider non-monetised impacts we have estimated in the draft impact assessment?   
· E3G research last year highlighted that 33% of investor signatories to the UN PRI do not employ any environment, social and governance specialists; with a further 20% only employing one such expert. 
· Furthermore, a recent statement by Roger Urwin, global head of investment content at Willis Towers Watson, estimates that the total expenditure of leading asset management firms on stewardship and engagement is less than 1% of total costs.[footnoteRef:7] [7:  https://www.ipe.com/analysis/long-term-matters/long-term-matters-an-apocryphal-tale-for-wannabe-climate-aware-investors/www.ipe.com/analysis/long-term-matters/long-term-matters-an-apocryphal-tale-for-wannabe-climate-aware-investors/10025462.fullarticle] 

· The costs associated with not considering ESG factors and climate change risks far outweigh the small increases in resources that are needed right now. In the medium to long term climate change has the potential to cause a rapid devaluation of assets and destabilisation of the economy and the society as we know it. 
· It is already estimated that there is up to US$2.3 tr of potential oil and gas industry capex to 2025 that is not consistent with a 2 Degree scenario.[footnoteRef:8] [8:  https://www.e3g.org/library/crude-awakening-making-oil-major-business-models-climate-compatible] 

· [bookmark: _GoBack]Therefore, it is clear that asset managers, consultants and other intermediaries must invest in ESG expertise and stewardship capabilities. 
· There is already demand for responsible investment jobs in the market– a recent article by the Financial Times showed that UBS received 6,200 applicants for fewer than 25 jobs in their responsible investor team in 2015.[footnoteRef:9] [9:  https://www.ft.com/content/0695124e-6eec-11e8-852d-d8b934ff5ffa] 


Q9: Do you have any other comments on our policy proposals, or on the draft regulations which seek to achieve them?
· As mentioned this proposal work should tie up with the work of the Task Force on Climate-related Financial Disclosures (TCFD)
Q10: Does the revised statutory guidance accurately address the policy proposals? 
No comment 
Q11: What evidence or views do you have of how well the other requirements in the SIP are working?
What areas for further consideration and possible future change would you suggest? 
Further changes needed across whole investment chain
· The consultation narrative stated that climate change risk is systemic and cross cutting. For this reason, there should be corresponding changes introduced all the way through the investment chain, not just to trustees. 
· The European Commission’s Action Plan has recognised this and refers to a range of institutional investors, such as asset managers, insurance companies, pension funds and investment advisors in its changes to investor duties[footnoteRef:10] which also aim to mainstream ESG considerations.  [10:  https://eur-lex.europa.eu/legal-content/en/ALL/?uri=CELEX:52018PC0354] 

Guidance and recommended information sources for trustees
· The majority of UK pension funds, as highlighted by Grant Thornton work, have a basic adoption of risk relating to the energy and climate transition.
· For this reason, the government should consider providing some sort of supplementary guidance, highlighting best practices that will assist early development of strategies in line with these proposals.
· Leaving the proposal completely open to market interpretation may yield inconsistent results, that vary in quality and depth. 
· The TCFD outlines guidance on scenario analysis that assess climate-related risks and opportunities and their potential business implications. Scenario analysis is particularly relevant to pension funds, given they hold assets over a long period of time. 
· These scenarios look to address the uncertainties that organisations face when understanding the precise timing and magnitude of climate change that are set to emerge over longer timescales. The Task Force recommends, as a minimum, for organisations to introduce a 2°Celsius (2°C) scenario to reflect the Paris agreement consensus and look into more circumstantial analysis relating to Nationally Determined Contributions (NDCs). A technical supplement to support organisations is provided in separate Annexes[footnoteRef:11] and provides a starting point for the development of scenarios. The UK government is one of 5 countries to have already endorses the work of TCFD.  [11:  https://www.fsb-tcfd.org/wp-content/uploads/2017/06/FINAL-TCFD-Technical-Supplement-062917.pdf] 

· Further, the Asset Owners Disclosure Project (AODP) has also published practical guidance, based off real experiences of leading asset owners to help support climate/environmentally aligned strategies from beginner to best practice.[footnoteRef:12] [12:  http://aodproject.net/best-practice/] 

Oversight and quality control
· To ensure that there is an outside assessment of how trustees have implemented the changes, the Pensions regulator should produce a follow up report. This report track progress and offer an independent assessment of the changes; providing the authority for the issues to be properly considered by trustees and not used as another tick box exercise. 
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