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ESG risks and opportunities are not confined to 
climate change and fossil fuel investments: 
social issues relating to working conditions and 
unsound corporate governance practices such 
as bribery and corruption, associated with 
exploitation of natural resources, are obvious 
examples. 


The EU IORP II Directive requires schemes to 
clearly show where ESG factors are considered 
in investment decisions.  Last August a report 
from the EU High-Level Group on Sustainable 
Finance recommended investor duties should be 
clarified by extending the time horizons of 
investment and focusing more on ESG factors, 
as well as making sustainability clearer.


Last summer the DWP felt obliged to tweak the 
investment regulations to bring this home to 
those in the industry who still try to insist that 
issues resulting from ESG considerations are to 
do with personal ethics, or optional extras, or 
can be dealt with through the addition of an 
'environmentally friendly' chosen fund. Instead, 
as Pensions Minister Guy Opperman said, it's a 
hard-headed fact that – given the time horizons 
of pension saving – these "broader 
considerations" affect the solvency of DB 
schemes and the value of members' DC 
pensions.


This year the Investment Association has been 
consulting asset managers on sustainability and 
responsible investment.  Another consultation by 
the International Organisation of Pensions 
Supervisors, just closed this month, tackled draft 
supervisory guidelines on the integration of ESG 
factors in the investment and risk management 
of pension funds.


So the momentum is there, refocusing pension 
funds on the distant horizon by changing the 
way we invest.  The question though is if trustees 
are looking to comply with the detail of the 
Disclosure Regs, tick-box style, will that be job 
done?


How far can you see?  Government Ministers at 
the moment might say 'not beyond the end of 
the week'; but pensions professionals are 
looking much farther ahead.  But does this 
mean the end of the current scheme year?  The 
next valuation?  Five years, maybe?  Where is 
your horizon?


In my previous vlog I focused on what lay ahead 
this year.   Some big issues will be settled, more 
or less, we hope.  GMP equalisation; the 
pensions dashboard; CDC Schemes maybe.  
The new Money and Pensions Service (MAPS) 
might raise people's confidence in pension 
saving.  There's plenty to attend to.


Trouble is, we spend so much time making the 
present position a bit better that we fail to 
secure the future.  The tide is turning though.  
The Pensions Regulator (TPR) has just come 
out with its Annual Funding Statement for 
defined benefit schemes.  Continuing the theme 
set by last year's DWP White Paper, TPR 
expects all schemes to set a Long Term 
Funding Target and align their shorter-term 
investment and funding strategies with it.


We're also seeing a fundamental paradigm shift 
i n inves tment and r i sk management .  
Environmental, Social and Governance (ESG) 
factors have moved off the 'nice to have' 
palette and are increasingly woven into 
schemes' investment strategy.  'Sustainability' 
is the keyword today, far more important than 
immediate dividend prospects. 


At every level - except perhaps the scheme 
level - the message is coming loud and clear.  
The UN Intergovernmental Panel on Climate 
Change; the European Commission; even the 
UK's Prudential Regulatory Authority and the 
Financial Conduct Authority get this now, 
looking to require banks, insurers and financial 
services firms to report on how they manage 
climate risks.
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