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The Trades Union Congress (TUC) exists to make the working world a better place for everyone. We bring together more than 5.6 million working people who make up our 48 member unions. We support unions to grow and thrive, and we stand up for everyone who works for a living. Pensions savers and beneficiaries are by definition workers or former workers, and the TUC plays an active role in debate on pensions policy.

The TUC is a founder member of Trade Union Share Owners or TUSO, an initiative through which union funds collaborate on using their shareholder rights to promote high standards of corporate governance and environmental and social practices. TUSO has a set of Trade Union Voting and Engagement Guidelines which guide our voting and engagement activities. We draw also on our experience within TUSO in our response to this consultation.

The TUC broadly supports the proposals put forward in the consultation, with some additional points and qualifications that we will set out below. We agree that, despite the Law Commission's report on fiduciary duty, some trustees are confused about whether and how ESG issues should be considered by pension schemes. These proposals should help to clarify this. In addition, the proposals should encourage trustees to consider ESG issues as material issues for systematic and ongoing consideration, which we welcome. We are, in principle, supportive of initiatives to promote engagement between pension scheme trustees and members.

However, if trustees of pension schemes are to play a meaningful role in relation to ESG issues, other changes are required, notably to the behaviour and role of asset managers. Without these, there is a danger that the attention devoted by pension schemes to ESG issues will have a limited impact on practice within investee companies.
Q2 - Workforce relationships should be referred to in the wording on financially material ESG considerations
There is widespread recognition that the 'S' is often the weakest of the ESG issues in terms of investor engagement and understanding (see, for example, a recent PRI blog which opens "Social issues have traditionally been viewed as the weakest link in investment analysis").[footnoteRef:2]  There is also strong evidence of the importance of workforce relationships to company success and financial results; for example, a comprehensive study commissioned by government in 2014 suggests that improvements in workforce wellbeing will result in improved profitability and financial performance, as well as improvements in labour productivity and the quality of outputs or services.[footnoteRef:3]  Unfortunately, poor employment practices have increased in recent years in the UK, as illustrated by the increase in employment insecurity, low and stagnating levels of pay and the fragmentation of employment relationships.[footnoteRef:4]  Poor workforce practices remain a significant factor in low rates of public trust in business.  [2:  https://www.top1000funds.com/opinion/2017/06/09/pri-assessing-the-s-in-esg/ ]  [3:  Does Worker Wellbeing affect workplace performance? Alex Bryson, John Forth and Lucy Stokes, NIESR, BIS, October 2014 https://www.gov.uk/government/publications/worker-wellbeing-and-workplace-performance]  [4:  See figures in The gig is up, TUC 2017 https://www.tuc.org.uk/research-analysis/reports/gig and Shifting the Risk, TUC, 2018 https://www.tuc.org.uk/research-analysis/reports/shifting-risk] 


Workforce practices are a high priority, and also a risk factor, for scheme members. A survey of pension scheme members carried out by the NAPF (now the PLSA) found that pay and working conditions ranked second only to financial performance as a priority issue for engagement with investee companies (and 18-34 year olds ranked it equally important).[footnoteRef:5]  Yet PLSA analysis of the ESG risk exposure of a typical defined contribution default fund found that risk relating to ‘human capital’ was the most significant single ESG risk factor,[footnoteRef:6]  suggesting that this is an area that should be prioritised by investors, including trustees. [5:  What do pension scheme members expect of how their savings are invested? NAPF July 2014 https://www.plsa.co.uk/portals/0/Documents/0391_what_do_pension_scheme_members_expect_of_how_their_savings_are_invested_an_NAPF_research_report.pdf]  [6:  PLSA, ESG risk in default funds: analysis of the UK’s DC pension market, 2017 https://www.plsa.co.uk/portals/0/Documents/0619-ESG-risk-in-default-funds-analysis-of-the-UKs-DC-pension-market-260417.pdf] 


Given this, the TUC believes that there is an overwhelming case for amending the regulations to refer specifically to workforce practices and/or relationships. We therefore propose that the wording in relation to ESG issues should be amended to: "…financially material considerations, including, but not limited to, those resulting from environmental, social and governance considerations, including workforce practices and climate change".
Asset managers should consult with clients on their voting and engagement policies
This point relates to question 3 on taking members' views into account when preparing the SIP, but is also relevant to the proposals more broadly
The TUC supports the proposals to encourage pension schemes to engage with their members in drawing up their SIP. At the heart of this engagement will be stewardship and investment strategies, including consideration of ESG issues.

However, there is no corresponding requirement for asset managers to consult with clients on stewardship and their voting and engagement policies, including those relating to ESG issues. Given that most pension schemes delegate voting and engagement to their fund managers, this means that the only time that pension schemes can affect the practical application of their ESG policies is in appointing a fund manager, which is generally an infrequent occurrence.

Asset managers should be required to seek the views of their clients when determining their stewardship policies, including the ESG issues that drive their voting and engagement policies.
Voting in pooled funds
This point relates to question 5 (on trustees including their policy in relation to stewardship, including monitoring, engagement and voting, in their SIP), but is also relevant to the proposals on member engagement and amending the SIP more broadly
Pension schemes increasingly invest in pooled funds provided by asset managers, which generally have lower charges than segregated funds. However, in the vast majority of cases asset managers of pooled funds do not allow clients in pooled funds to express their voting rights and direct their own voting. The asset owners therefore have to follow the voting policy of the asset manager, even where this contradicts their own views or policies. This is an undemocratic practice which stymies efforts to promote responsible investment and is incompatible with accountability to beneficiaries within the investment chain. It thus clearly runs contrary to the aims of these proposals.

Pooled funds are particularly attractive for small pension schemes, very many of which will be affected by the proposals on trustees' investment responsibilities, given that only schemes with 99 members or less are excluded from scope.

There is little point in trustees consulting with members and amending their SIPs in relation to their voting policies if in practice they are not able to direct their voting.

The refusal of asset managers to allow clients to direct voting in pooled funds has proved problematic for initiatives like Trade Union Share Owners and Red Lines Voting that have established a common voting platform to provide small asset owners with a cost-effective means of ensuring that their voting practice is compatible with their values and policies as a fund. In the case of Trade Union Share Owners, voting recommendations based on our agreed policies are generated centrally in relation to all voting items at FTSE 350 companies on an ongoing basis. This means that all an asset manager has to do is to apply the voting recommendation to the asset owner's share of the pooled fund; no additional research assessment of the company is required. However, to date, most asset managers have refused to do this.

For the proposals in the consultation paper to have a genuine impact on practice within investee companies, the government needs to ensure that asset managers allow clients to direct voting within pooled funds, should they wish to do so.




Mandatory disclosure of asset managers' voting records
This point relates to Q7 on publication of the SIP, but is very relevant to the assumption made throughout the consultation document that trustees' consideration of ESG issues will have a genuine impact on practice in investee companies
It is proposed that defined contribution schemes, in which the investment risk is carried by the member alone, should be required to publish the SIP, the implementation report and the statement on how they will take account of members' views online.

While the TUC is generally supportive of this proposal, it is in stark contrast to the lack of any requirement for asset managers to report publicly on their stewardship activities. 

The quality of reporting on stewardship activities is very variable and generally poor. This is particularly the case with public reporting, as some asset managers report more fully to their clients. It is unacceptable that some major investors still do not disclose their voting record.

The government should balance the proposed requirements for disclosure by trustees with requirements for asset owners to publicly report on their voting record and engagement activities.
Enabling pension funds to file resolutions at company AGMs
[bookmark: _GoBack]This point is relevant to the general aims of the proposals in promoting meaningful consideration of ESG issues by pension fund trustees
Filing shareholder resolutions at company AGMs is an important means of influencing corporate practice, including on ESG issues. However, share ownership requirements for filing shareholder resolutions in the UK make this very difficult for asset owners to do.

The TUC believes that the share ownership requirements for filing shareholder resolutions should be reduced to make it easier for asset owners to file resolutions as a legitimate way of influencing corporate practice. This would support pension funds in putting their policies on ESG issues into practice.

The practical issues involved are explored in more detail in TUSO's submission to the BEIS Parliamentary Committee inquiry into corporate governance[footnoteRef:7]. [7:  Available here http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/corporate-governance/written/41868.pdf ] 
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