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Introduction

► Institutional investors
► e.g. pension funds, mutual funds, insurance companies, banks, sovereign wealth funds  
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stand to receive a 
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The European asset management industry in 2013

World Resources Forum 2015

Households & 
High net worth 

individuals

€16.5 TRILLION

ASSETS UNDER MANAGEMENT

OVER 40%
OF AUM WORLDWIDE

75% OF CLIENTS ARE INSTITUTIONAL
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Others

Source: EFAMA (2015)



Page 5

Investment decisions of institutional investors
Fiduciary duties

► Fiduciary duties: 

► “duties of a person who undertakes to exercise some discretionary power 

in the interests of another person in circumstances that give rise to a 

relationship of trust and confidence”

► Two key principles:

► Duty of loyalty: Fiduciaries should act in good faith in the interests of their 

beneficiaries and impartially balance the conflicting interests of different 

beneficiaries. They should avoid conflicts of interest and should not act for the 

benefit of themselves or a third party.

► Duty to act prudently: Fiduciaries should act with due care, skill and diligence; 

avoiding speculative and unduly risky investments; and, invest in a suitably 

diverse portfolio of investments.

► The principle of loyalty traditionally interpreted as focusing solely on 

maximising the financial returns often through short- and medium-term 

investments – without regard to environmental or social issues.
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Freshfields

UNEP Finance Initiative (UNEP-FI) Freshfields’ report (2005):

There are three types of circumstances where it is argued that taking ESG

concerns into account is either permissible or, in fact, obligatory for institutional

investors:

1. choosing investments on the basis of their ESG characteristics is argued to

be permissible when deciding between investments with exactly similar

financial characteristics.

2. taking ESG concerns into account is argued to be obligatory when such

concerns are financially relevant –when a certain company’s or industry’s

ESG performance reasonably can be expected to have an impact on its

financial performance or valuation.

3. choosing investments on the basis of their ESG performance is argued to be

obligatory when it is reasonable to think that this actually would be

supported unanimously by the beneficiaries.
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ESG risks and stranded assets

► Asset values can be altered profoundly across a wide range of sectors : 

► Environmental challenges (e.g. climate change, natural capital degradation)

► Changing resource landscapes (e.g. shale gas abundance, phosphate scarcity)

► New government regulations (e.g. carbon pricing, air pollution regulation)

► Falling clean technology costs (e.g. solar PV, onshore wind, electric vehicles

► Evolving social norms (e.g. fossil fuel divestment campaign) and consumer 

behaviour (e.g. certification schemes)

► Litigation (e.g. carbon liability) and changing statutory interpretations (e.g. fiduciary 

duty, disclosure requirements)

(UNEP Inquiry, Design a Sustainable Financial System, 2014)

► Stranded assets are assets that have suffered from unanticipated or 

premature write-downs, devaluations, or conversion to liabilities 

► “globally, a third of oil reserves, half of gas reserves and over 80 per cent of current 

coal reserves should remain unused from 2010 to 2050 in order to meet the target 

of 2°C” (McGlade & Ekins, 2015)
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Fiduciary duties in the EU

► Concept of fiduciary duty is mostly recognised in a common-law system 

(uncodified), less in civil law (most of continental Europe), but present in the 

legislation of every EU Member State as similar specific obligations to 

institutional investors

► There is no official definition of fiduciary duty at EU level. The Directive which 

best evokes the concept of fiduciary duty of institutional investors is the 

Markets in Financial Instruments (MiFID) 2 Directive (Directive 2014/65/EU). 

► Article 24 of MiFID 2 requires investment firms to “act honestly, fairly and 

professionally in accordance with the best interests of its clients”

► No legal framework has been identified that limits institutional investors from 

taking relevant environmental, social and governance (ESG) issues into 

account in their investment decisions
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Principles for Responsible Investment

► Most of the leading institutional investors and asset managers in the EU have 

sustainable and responsible investment policies and are signatories of the 

United Nations-supported Principles for Responsible Investment (PRI) 

Initiative
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PRI is an international

network of investors

working together to put the

six Principles for

Responsible Investment into

practice.

www.unpri.org
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Sustainable and responsible investment strategies

► According to the Global Sustainable Investment Alliance (GSIA, 2015), 58.8% 

of total managed assets in Europe in 2014 were subject to some form of 

sustainable and responsible investment strategy. 
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[Eurosif (2014) European SRI Study]
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Environmental investments
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IN 2014, THERE WERE 337 ENVIRONMENTAL FUNDS IN EUROPE, 

IN TOTAL EUR 31.8 BILLION OF AUM

WATER FUNDS
19%

CARBON FUNDS
19%

OTHER ECOLOGICAL FUNDS
40%

FORESTRY FUNDS
8%

CLIMATE

CHANGE FUNDS
14%

Source: KPMG (2015)
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What are the issues?

► Significant financing and investments are needed for renewable energy, 

climate change, resource efficiency, circular economy, sustainable 

development, etc. 

► Current investment decisions and “sustainable and responsible investment 

strategies” do not seem to drive resource efficiency or provide the necessary 

financing

► Should “best interests” include consideration of the environment and social 

issues in institutional investors investment decisions?

► Wide range of interests

► Do the short-term financial investment returns come at a cost of long-term 

returns and environmental degradation?

► How to consider and compare environmental and sustainable performance of 

investments?

► ESG data and standards

► Asset managers must take into consideration not just the expected return on 

investment, but also the associated risks, liquidity, capital value and the time 

horizon of the investment – many subject to strict financial regulation.
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Identified barriers and potential action (1/3)

World Resources Forum 2015

Barrier Cause Potential action

Interpretation that fiduciary 

duty should focus on 

maximising financial returns 

with emphasis on short-term 

performance without taking 

wider social and environmental 

issues into consideration in 

investment decisions

Narrow interpretations of 

fiduciary duty based on 

conservative advice provided 

by legal advisors and 

investment consultants.

Statutory provisions in the legal 

framework related to fiduciary duty 

requiring that relevant ESG factors 

taken into consideration when making 

investment decisions.

Financial authorities providing 

guidelines on the inclusion of ESG 

factors into fiduciary duties.   

Asset managers and other 

intermediaries in the 

investment value chain do not 

take social and environmental 

issues into consideration

Fiduciary duties are not 

passed on to asset managers 

and other intermediaries.

Asset management contracts 

focus on financial 

performance without 

specifying that ESG factors 

should be taken into 

consideration. 

Disclosure of tender specifications for 

asset management contracts. 

Stewardship codes that clearly 

specify what sustainable and 

responsible investment strategies are 

to be applied in asset. management 

and to what extent ESG factors 

should be taken into consideration.
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Identified barriers and potential action (2/3)
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Barrier Cause Potential action

Social and 

environmental 

performance and risks 

are not recognised or 

valued by investors

Social and environmental impacts 

are externalities.

Weak social and environmental 

protection policies and / or 

enforcement.

Investment beliefs and business 

cases do not link social and 

environmental issues with financial 

performance and investment risks.

Measuring the social and environmental 

impacts of investments.

Integrating the social and environmental costs 

into the market price.

Stronger social and environmental policy and 

enforcement.

Trustees do not define 

the ‘best interests’ of 

beneficiaries in relation 

to social and 

environmental issues

Beneficiaries are not aware or 

engaged in how their money is 

invested

Trustees do not consult with 

beneficiaries 

Difficult to reach a consensus 

among multiple beneficiaries

Disclosure on sustainable and responsible 

investment strategies and measure their 

environmental performance

Raise awareness and engage beneficiaries in 

how their money is invested by informing and 

consulting with them

Provide representation or platforms for 

beneficiaries to express their ‘best interests’ in 

relation to investment strategies
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Identified barriers and potential action (3/3)
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Barrier Cause Potential action

Focus on the short and 

medium-term perspective 

Financial regulation with 

medium-term capital and 

liquidity requirements

No consideration of future 

generations as beneficiaries

Incentives for long-term investments

Complexity and quality of ESG 

information

The available ESG 

information is not always 

material, consistent and 

reliable and it does not allow 

comparisons to be made 

Standardised ESG information

Providing more relevant and better 

quality ESG information

Lack of skills and competences 

to integrate wider social and 

environmental issues into 

investment decisions

Insufficient training

Existing tools and valuation 

models are not able to take 

into account ESG information

Develop investment decision- making 

tools and valuation models that are 

able to take into account the (long-

term) risks based on ESG information 



Page 16

Investment decisions of institutional investors 
Conclusions

► Institutional investors have a key role to play when it comes to 

financing the transition towards a resource-efficient, low-carbon 

economy to achieve sustainable growth

► Fiduciary duty and investments have traditionally focused solely on 

maximising the financial returns often through short- and medium-

term investments. 

► Many things can be done to engage, enable and encourage 

institutional investors and their intermediaries to take ESG issues into 

consideration in their investment decision process.

► Not all environmental and resource efficiency issues are material to 

financial returns and risks. Often because current environmental 

regulatory framework and enforcement is not strong enough. If more 

stringent, this may change how environmental issues were taken into 

account in investment decisions. 
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