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This response is submitted on behalf of the DC Investment Forum, a group of 13 asset managers who are dedicated to promoting investment excellence across DC, through research and engagement. 

We recently carried out a research project which focused on the subject of responsible investment and included quantitative research on members’ attitudes towards responsible investment-related issues, as well as a guide as to how trustees can have better conversations about the subject. 

Accordingly, we are delighted to respond to this consultation. We have focused our response on a few key areas where we are best equipped to respond as a collective group. Some of our members will also be submitting individual responses. 

Response to Q1: We propose that the draft 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 and Q2: We propose to require all trustees of all schemes which are obliged to produce a SIP to state their policy in relation to financially material considerations including, but not limited to, those resulting from environmental, social and governance considerations, including climate change

We welcome the government’s plans to clarify trustees’ fiduciary duties. Where trustees feel they should prioritise short-term returns instead of long-term viability, they are in danger of not taking account of the full spectrum of financially material risks, leaving savers potentially vulnerable to a multitude of financial shocks. 

The consultation rightly points out that some trustees mistakenly believe that environmental, social and governance concerns run counter to financially material issues. As investment managers, we would point out that successful investors consider the full spectrum of risks when managing their portfolios. 

Short-term performance is only one part of the story; without considering how robust a company’s governance is or whether its business model is built to last as some natural resources decline, for instance, investors are missing a vital piece of the jigsaw. For that reason, we find the survey findings cited in the consultation (for instance, that more than half of respondents to a Professional Pensions survey do not take ESG considerations into account when making or advising on investment decisions) concerning. 

We think the government’s proposals strike the right balance. Trustees retain full discretion to invest as they see fit. However, this change to the law will give them a clear and unequivocal mandate to take responsible investment (ESG) concerns into account. We think this will reassure and empower trustees who previously had feared they might be breaching their fiduciary duty by considering responsible investment (ESG) issues. At the same time, asking trustees to update or prepare their Statement of Investment Principles to set out how they take account of financially material considerations including ESG factors, and their policies in relation to investment stewardship, will give a clear direction to trustees who may have struggled to get to grips with responsible investment in the past.

Response to Q3: When trustees prepare or revise a SIP, we propose that they should be required to prepare a statement, setting out how they will take account of scheme members’ views.

This seems to have been the most controversial area thus far in terms of industry and media reaction to the consultation. However, we think the government’s suggestion that, in line with the DC Code, trustees take proportionate measures to engage with their scheme membership need not be too onerous. 

The other issue is how to reconcile the views of a vocal minority, who vociferously object to a specific issue, with the views of the majority which may in fact never be voiced, given what we know about current and likely levels of engagement. Drawing on the Law Commission’s recommendation that, if an issue is controversial within a membership, trustees should focus on financial factors, seems a sensible approach to us. 

We think the proposals strike a good balance. They are flexible and give trustees enough discretion to carry out their duties effectively, while ensuring that members’ views are sufficiently considered. We have included what we feel are some relevant findings from our research below. 

What members want 
It is clear from our research with Ignition House (Navigating ESG: A Practical Guide, April 2018) that members are very interested in these issues – and shocked to find out that their money may not already be being invested responsibly. Therefore, it is imperative that trustees consider these issues on members’ behalves. By doing so, trustees could build engagement and trust in the pensions industry, reassuring savers that their voices are being heard and their views reflected when it comes to the issues that they care about. 
 
In the DCIF’s quantitative research, which surveyed 1000 members of DC schemes, 40% thought that the people making decisions about how to invest their defined contribution pension money are were already practicing responsible investment with their pension money; just 5% were felt confident that this is not already happening.
 
In qualitative interviews, members were visibly shocked to learn that their money might well be invested in tobacco companies or arms manufacturers, for instance. 
 
By contrast, one qualitative interviewee said: ‘I can’t see you losing from this, because you’re putting money into companies that are the ‘good guys’. So, generally, they should be performing better.’

Any questions
Thank you for reading our response. If you have any questions, please contact Louise Farrand, executive director of the DC Investment Forum, on louise.farrand@dcif.co.uk / 0791 631 8062.

