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In focus

The blueprint for sustainable  
finance policy

Generally, the blueprint for sustainability policy often starts with 
a government setting a goal for reducing carbon emissions. The 
Paris Agreement set at COP 21 in 2015 has been a major driver 
behind this. 

Often the emissions goal is to achieve net zero emissions by 2050. 
This requires changing many aspects of the real economy, such as 
energy generation, developing new technology, greener transport 
and infrastructure etc. 

An essential part of the blueprint is putting together a plan 
detailing how the financial sector can help fund this transition. 
This is what policymakers call “sustainable finance”. It means a 
framework for the financial services sector where climate change 
and environmental risks are considered in everyday business, 
operations, products and services. The ultimate intention is for 
this to become business-as-usual, so that private funding flows 
consistently towards projects and activities that support the 
transition to a greener economy.

The EU is considered by many to be the leader in sustainability regulation. 
This is true in the sense that the EU has been the first to set the foundations 
for a sustainable finance framework and has a head-start in developing the 
corresponding regulation. But others, particularly in Asia, are close at its heels and 
some use the EU framework as inspiration. 

In this paper, we travel around the world (alas only digitally and in fewer than 80 
days) and highlight key developments in sustainability regulation. We compare the 
evolution in regulation to that of the sustainable investment funds market. Different 
regions take different approaches, with some emphasising regulation and some leaving  
it to the market to grow more organically. 

The million-dollar question is whether regulation or organic growth is the more effective means of creating a 
sustainable investment market. We believe that the recipe for success lies in confluence rather than collision 
between the two� 

A necessary ingredient is regulation that is carefully drafted and implemented. Global alignment and avoiding 
duplicative and overlapping requirements are also key. Policymakers should remember that sustainability goes 
beyond climate change and requires government-led industrial policy alongside sustainable finance. Above all, 
policy should be driven by long-term strategic plans and less influenced by short-term politics. 
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Figure 1: The blueprint for sustainable finance policy
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Governments’ interpretation of “sustainability” does not 
necessarily align with what the financial sector means by it.

For example, for Schroders, sustainability encompasses all aspects 
affecting the long-term viability of a company. These are both 
financial and non-financial. They include addressing climate 
change, having good corporate governance and achieving positive 
social impact. All factors are important and necessary conditions 
for long-term value. 

Therefore, if there is a shortcoming of the blueprint policymakers 
usually follow, it is that it tends to equate sustainability 
with environmental sustainability. As a consequence, what 
policymakers define as “sustainable finance” places too much 
emphasis on environmental factors while side-lining social and 
governance issues. 

There are reasons for this. For example, achieving a set emissions 
target is a single, measurable KPI. It helps concentrate efforts 
and serve as a common priority. Within social and governance, 
there are many KPIs. Human rights, poverty, inequality, diversity, 
tax etc. could be part of social targets. Similarly, succession 
planning, remuneration, corporate strategy, board independence, 
corruption etc. could serve as governance targets. 

For the purposes of this paper, references to “sustainability” 
and “sustainable finance” reflect the policymakers’ view, which 
focusses very strongly on the environment.

Building a sustainable finance plan

Usually, a plan for sustainable finance comes in the form of 
recommendations by a working group of people from the 
government, regulators, the financial industry, think tanks and 
NGOs. Introducing new, or amending existing, regulation affecting 
how financial markets and all participants therein operate is often 
part of the deal. 

Using a very broad brush, a sustainable finance plan and the 
resulting regulation tend to be built upon four cornerstones:

1 Taxonomy. This has become a widely-used term for a 
classification framework which defines what activities and 
projects are sustainable. The definition (currently) tends to 
centre around environmental sustainability and especially 
which activities can help tackle climate change. The intention 
behind having a taxonomy is to achieve a common 
understanding and reference point for everyone in the market, 
including regulators, and to avoid greenwashing.

2 Corporate reporting. Companies reporting on the 
sustainability of their activities in corporate accounts is another 
key component as this is needed for the market to easily locate 
which activities contribute towards (environmental) 
sustainability. The Task Force on Climate-related Financial 
Disclosures (TCFD) is the most commonly referred 
environmental framework and large listed companies tend to 
be the first ones to be targeted for such reporting. 

3 Integration of sustainability risks. Including sustainability 
(environmental or social) in risk management and internal 
operations is increasingly seen as the minimum threshold for 
financial services firms. In some cases, this is seen as a lever to 
raise awareness rather than to force a specific behaviour. 

4 Sustainability bonds. There is a strong focus on capital 
markets and promoting forms of financing that target 
sustainability outcomes directly. The most common reference 
point is developing a green bond issuance framework, where 
the proceeds are supposed to go straight into projects that can 
help tackle climate change. Some policies go even further by 
adding specific incentives for companies to issue a green or 
sustainable bond rather than a traditional one. 

Policymakers often view the taxonomy as the most important 
cornerstone. Sometimes, having a taxonomy takes a too central 
place, running the risk that other (necessary) components of 
sustainable finance are neglected. 

Having a taxonomy alone will not change anything in terms of 
how people invest. Its utility arises from serving as a reference 
point in other policies promoting sustainable finance,  
such as helping: 

 Ȃ Companies report better or more accurately on sustainability,

 Ȃ Identify the new types of risk that need to be taken into 
consideration, and

 Ȃ Define what the proceeds of sustainable bond issuance can be 
used for.

Figure 2: The four cornerstones of a sustainable finance plan
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Source: Schroders

Occasionally, there is also too much focus on developing a 
taxonomy which is overly technical. The risk then is ending up 
with a black-and-white approach which does not consider the 
necessary transition activities.

Disclosing the sustainability profile of financial products or having 
a ‘sustainability’ label is sometimes part of the package. But with 
the notable exception of the EU, disclosure does not tend to 
feature as prominently as the above four cornerstones. 

The expectation seems to be that having a taxonomy and 
corporate reporting on sustainability will prevent greenwashing 
and support the creation and labelling of sustainable financial 
products. So the latter will almost naturally follow from the former. 

Some jurisdictions are cognisant of relevant policy and regulation 
in other regions. There is an effort to align or converge towards a 
similar standard but a regional flavour remains. For example, as 
we discuss below, the framework in countries like Canada takes 
into account the ‘brown’ sectors, which simply have to transition 
because the respective economy relies on these sectors.

Building people’s capabilities and education in sustainability is 
another feature which may not have been particularly prominent 
in the EU framework but is stressed in the plans of countries like 
New Zealand.
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 Ȃ Having clear disclosures on sustainability both at the firm and 
product level (Sustainable Finance Disclosures Regulation). 
This includes disclosures on: how environmental and social 
risks can affect the value of investment; whether an investment 
can have a negative impact on the environment or society 
(“principal adverse impact”); sustainability features of products 
if they have a sustainability characteristic or objective.

 Ȃ Financial advisers having an explicit discussion with clients 
on their sustainability preferences (amended Markets in 
Financial Instruments Directive II suitability rules). 

 Ȃ Companies reporting the corresponding sustainability 
information in their accounts (Non-Financial Reporting 
Directive). Policymakers have acknowledged the TCFD 
framework but adopting it the way other jurisdictions have is 
not (yet) part of the plan.

There is further activity with new or amended regulation touching 
upon every single part of the investment chain: asset owners, 
asset managers, advisers, credit rating providers, benchmark 
providers and so on (Figure 3). 

Disclosure is quite a prominent part of the EU agenda, but it is 
not straightforward for the industry to implement. Namely, as the 
EU is simultaneously working on improving company reporting, 
financial institutions have to disclose information that is supposed 
to be based on company reporting. However, this reporting in 
many cases does not exist yet or does not exist beyond large listed 
companies.

All eyes now are on the implementation of the Sustainable 
Financial Disclosures Regulation (SFDR), with the first wave 
of disclosures having come into effect on 10 March 2021. Of 
particular interest is how different financial market participants 
have categorised their products (where relevant). 

SFDR requires extra disclosures for products that are promoted on 
the basis of a sustainability characteristic (“Article 8 products”) and 
products that have a sustainability objective (“Article 9 products”). 

Subtle differences like that are indicative of whether a country is 
looking to help a market grow more organically rather than taking 
a more interventionist approach.

The next sections cover the main developments in each region in 
turn. We do not attempt to provide an exhaustive list of everything 
that happens everywhere for two reasons. First, this would take a 
book rather than a paper. Second, the content would be out-of-date 
by the time it gets completed as this is a rapidly developing field. 

If nothing else, it is important to raise awareness on how much is 
happening outside the EU and that sustainable finance is more 
than a fad. 

Europe

European Union 

We have written about the EU’s sustainable finance agenda and 
ensuing regulation in detail so we will provide an overview here. 

The EU’s plan builds on the four cornerstones in Figure 2 and adds 
a fifth one: disclosures for financial services firms and investment 
products. The main components of the EU plan include:

 Ȃ Having a common language on what economic activities are 
environmentally sustainable (Taxonomy Regulation). The 
detailed rules have been delayed as a result of Member State 
disagreement over certain activities (such as the treatment of 
natural gas). There are further plans for a ‘social’ taxonomy.

 Ȃ Climate target: net zero emissions by 2050
 Ȃ Target set: December 2019

Source: European Commission, A European Green Deal

Figure 3: Overview of regulatory change driven by the EU Sustainable Finance Action Plan
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United Kingdom

Plans for sustainable finance in the UK are taking shape in the 
shadow of Brexit. The main priority for the UK is that it remains 
competitive on a global stage after its split from the EU. This is 
why policy looks at aspects such as how to attract more companies 
to list in the UK public market (Hill review) and how to turn the UK 
into a fintech hub (Kalifa review).

Nevertheless, the UK has green ambitions. The market got a first 
glimpse of what was in store with the launch of the Green Finance 
Strategy in 2019 and its three objectives:

1 “greening finance” which means embedding the concept of 
environmental sustainability within everything the financial 
services sector does;

2 “financing green” which means channelling more money 
towards investments that help build a greener economy, such 
as green infrastructure;

3 “capturing the opportunity” which is an umbrella expression 
to mean ensuring the UK recognises the (environmental and 
commercial) opportunities and becomes a leader in this space.

This is where plans for TCFD disclosures by listed companies and 
large asset owners first surfaced. 

The second glimpse of a sustainability strategy came in November 
2020 with announcements for a Green Industrial Revolution. This 
was mainly about changes in the real economy such as greener 
infrastructure, energy generation and transport. Green finance 
was part of this revolution. As we have written, there are three 
‘green’ actions in this:

1 Setting everything in motion for the issuance of the first-ever 
UK green gilt

2 Affirming the application of the TCFD framework on a comply-
or-explain basis. This is going to be extended to companies and 
financial market participants in waves between 2021 and 2025 
(Figure 4 - next page)

3 Applying the EU Taxonomy regulation as it was the only file 
from the EU sustainable regulation package that came into 
effect before the end of the Brexit transition period. But the UK 
has already signalled its intention to keep the Taxonomy under 
review to monitor if it is fit for purpose for the UK market. 

What complicates matters is that SFDR defines only what needs 
to be disclosed. It does not define what makes an investment 
product Article 8 or Article 9. Hence, everyone expects some 
variation in the way different firms have classified their products. 
The question is what is going to happen if there are large 
discrepancies? 

There is still a lot of activity and regulatory change to come. For 
example, the European Securities and Markets Authority recently 
raised concerns around rating providers and, specifically about:

 Ȃ The lack of a legally binding definition of environmental, social 
and governance (ESG) ratings 

 Ȃ The lack of comparability between ratings

 Ȃ The lack of transparency on methodologies behind ESG scores

 Ȃ Potential conflicts of interest 

Further action may involve direct supervision of ESG rating 
providers and the introduction of conflicts of interest rules.

What is clear is that the EU places a lot of emphasis on regulation 
and disclosure, rather than guidelines and incentives. 

We have discussed the risks that may stand in the way of creating 
a sustainable investment market in the EU:

 Ȃ Forgetting that individuals need to understand the value of 
investing altogether before they can be encouraged to invest in 
a manner that supports the green transition

 Ȃ Following a too narrow approach which places the bar too high 
for anyone to reach or which is too rigid to respond to a very 
rapidly moving area 

 Ȃ Developing different standards across borders.

There is one further risk. Namely, that EU Member States develop 
national frameworks which may overlap with the EU framework. 
For example, the French regulator issued a “doctrine” in 2020, 
setting minimum standards for the marketing of non-financial 
information of funds. This is something that policymakers will 
have to pay attention to, particularly given the cross-border nature 
of the EU fund market.

 Ȃ Climate target: net zero emissions by 2050
 Ȃ Target set: June 2019

Source: UK Government, UK becomes first major 
economy to pass net zero emissions law, 27 June 2019
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Figure 4: Timeline of planned or potential regulatory actions 
for TCFD-aligned disclosures in the UK

2021-2022
– Occupational pension schemes (>£5billion)
– Banks, building societies and insurance companies
– Premium listed companies

2022-2023
– Occupational pension schemes (>£1billion)
– Largest UK-authorised asset managers, life insurers and 

FCA-regulated pension providers
– UK-registered companies
– Wider scope of listed companies

2023-2024
– Other UK-authorised asset managers, life insurers and 

FCA-regulated pension providers

2024-2025
– Other occupational pension schemes (subject to review)
– Potential further refinements to measures across 

categories, including in response to evolving best practice

Source: HM Treasury, A roadmap towards mandatory climate-related disclosures, 
November 2020

The government’s green ambitions were reiterated in the 2021 
Budget. This included plans for a green National Savings and 
Investment product for retail investors as well as an updated 
remit for the Bank of England to include the consideration of 
environmental sustainability. 

The application of the TCFD framework is already underway. The 
Department for Work and Pensions has issued a consultation 
on the introduction of mandatory reporting requirements for 
occupational pension schemes in line with TCFD while a similar 
consultation was recently issued by the Department for Business, 
Energy and Industrial Strategy, looking at mandatory TCFD 
reporting for companies.

Other developments have been happening in parallel. For 
example, the remit of independent governance committees for 
workplace personal pensions has been extended to consider ESG 
issues when assessing value for money of such schemes.

The UK has signalled quite clearly that it has no plans (at least 
not imminently) to adopt other aspects of the EU sustainable 
finance package, such as SFDR. But this doesn’t mean that more 
regulation covering areas such as investment product disclosure 
is not in the works. The FCA is expected to issue a consultation on 
disclosures later in 2021.

We can expect a more comprehensive package in the 2022 
refresh of the Green Finance Strategy, which may propose new 
policies as well as report on progress in the above areas.

The reason why a broader package has not appeared so far, 
despite the UK having set its net zero emissions target before 
the EU, may be political uncertainty. This is not only in respect 
of Brexit and the lack of clarity around the provision of financial 
services across the Channel.

The political environment in the UK has been rather turbulent, 
with three prime ministers in five years. This may have delayed 
some aspects of sustainable finance. For example, although the 
UK is now preparing a green gilt, the 2019 strategy had stated that 
it did not consider a green gilt to be “value for money compared 
to the core gilt programme, which remains the most stable and 
cost-effective way of raising finance to fund day-to-day government 
activities (including existing and new green expenditure)”.

This touches upon the point of the long-term strategy and 
longevity of set policies. Although by no means a U-turn like that 
seen in the US (which we discuss further below), such changes in 
policy signal uncertainty to the market. 

In this case, the uncertainty is not about the government’s intentions; 
these have stayed quite clearly in favour of a transition towards a 
greener economy. It has rather been around the implementation 
and what market participants may expect to see and when.
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Asia Pacific

After all the new sustainability rules in the EU, Asia Pacific 
is probably the region where regulatory change to support 
sustainable finance will accelerate next. 

This section looks at developments in major markets in the region 
but it is not an exclusive list. Appendix 1 outlines some of the recent 
changes in sustainable finance in markets not covered below.

Australia

Australia stands out as one of the few major economies with no 
long-term emissions target. At the time of writing, the closest 
the government has come to such a target was a statement 
made by the prime minister during a speech in February 2021: 
“Our goal is to reach net zero emissions as soon as possible, and 
preferably by 2050”.

Despite the lack of a set emissions target, a group of people from 
regulators, financial services and the academia came together in 
2019 to form the Australian Sustainable Finance Initiative (ASFI). 
The collaboration culminated in the launch of the Australian 
Sustainable Finance Roadmap in November 2020.

The roadmap makes more than 30 recommendations under  
four domains (see Figure 5 - next page). The proposed actions 
are a combination of policies, changes in regulation, and  
broad frameworks that could be adopted to move towards a 
greener economy. 

It has all the key ingredients: a taxonomy, TCFD for companies 
and financial institutions, sustainability bonds, and integration 
of sustainability factors in risk management, remuneration, 
capital requirements etc. But, it touches upon other aspects 
like education and training, supporting community finance and 
international cooperation. 

There is a strong focus on achieving a cultural change, especially 
within financial institutions. This could be a reaction to the 
prevailing scepticism among Australian government officials 
around climate change and the severity of the situation. 

The sheer scale of the ambition is reflected in the proposed 
timelines. Some recommendations are for the short term (2021-
2022), but the majority is to be implemented by 2025. 

There has been regulatory change driven by the Australian 
Prudential Regulation Authority (APRA). In early 2020, the 
APRA outlined its plans to develop a prudential practice guide 
focused on climate-related financial risks, as well as a climate 
change vulnerability assessment in a letter to all APRA-
regulated institutions. 

 Ȃ Climate target: no long-term national target
 Ȃ Target set: not applicable

Source: Schroders
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China

China’s announcement to reach net zero carbon emissions by 
2060 has come as bit of a surprise for some, particularly as the US 
had not set an equivalent goal at the time (September 2020). 

However, China has been looking at greener finance for some 
time. It set out policy action back in 2016 with its Guidelines for 
Establishing the Green Financial System, which aimed to mobilise 
more capital towards green sectors, while restricting investment in 
brown sectors (Figure 6). 

These guidelines set the scene for a stronger green bond 
standard, a unified carbon trading market, the development of 
green insurance products, launching a green development fund as 
a public-private partnership and so on. 

In this letter, the APRA reiterated its support for voluntary 
frameworks for managing and disclosing climate risks such as the 
TCFD and announced plans to:

 Ȃ Develop a climate change financial risk prudential  
practice guide 

 Ȃ Carry out a climate change financial risk vulnerability 
assessment starting with the largest banks 

 Ȃ Update its prudential guidance (Prudential Practice Guide 
SPG 530) for superannuation entities on formulating and 
implementing ESG considerations in the investment strategy. 

Climate change featured in the APRA’s priorities for 2021. Namely, 
the APRA plans to explore the potential financial exposure and 
macroeconomic risks, from both physical and transition risks, to 
large banks, the financial system, and the economy. It will also 
increase its scrutiny of how banks, insurers and superannuation 
trustees manage climate change risks.

Unsurprisingly given the APRA’s remit, all this activity centres 
around financial stability risks that could be triggered by the 
impact of climate change. 

The question is whether there will be regulatory change following 
the publication of the Roadmap or if Australia feels under pressure 
to set a climate target following recent commitments by China and 
the US. To be continued... 

Figure 5: Overview of key recommendations in the Australian 
Sustainable Finance Roadmap
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Figure 6: Guidelines for establishing the green financial system 
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 Ȃ Climate target: reach peak emissions by 2030; 
achieve net zero emissions by 2060

 Ȃ Target set: September 2020
Source: Financial Times, 22 September 2020

Several aspects have been realised. 

Regional emission trading schemes have existed for several years. 
The market was significantly boosted with the introduction of 
China’s new national scheme in February 2021. 

There has been work on a green bond “endorsed projects 
catalogue” which will effectively act as a taxonomy defining 
what projects are green (and can thus be funded by green bond 
proceeds). This builds upon earlier editions from 2015 and 2019. 
Key changes involve the exclusion of coal and natural gas and 
that it will apply to all issuers (for example, so far, state-owned 
enterprises have been subject to a slightly different taxonomy to 
other issuers).

9

https://www.ft.com/content/730e4f7d-3df0-45e4-91a5-db4b3571f353
http://www.pbc.gov.cn/english/130721/3131759/index.html
http://www.pbc.gov.cn/english/130721/3131759/index.html
https://www.apra.gov.au/news-and-publications/apras-2021-supervision-and-policy-priorities
http://www.pbc.gov.cn/english/130721/3131759/index.html
https://www.ft.com/content/730e4f7d-3df0-45e4-91a5-db4b3571f353
https://www.reuters.com/article/us-china-climatechange-ets/chinas-national-emissions-trading-may-launch-in-mid-2021-securities-times-idINKBN29G083
https://www.climatebonds.net/china/catalogue-2020
https://www.climatebonds.net/china/catalogue-2020
http://www.syntaogf.com/Menu_Page_EN.asp?ID=21&Page_ID=356


Hong Kong

In parallel to all this, Hong Kong has developed its own Climate 
Action Plan 2030+. Launched in 2017, the plan outlines changes in 
energy, transport, infrastructure etc. The ultimate goal is to help 
Hong Kong achieve its own emissions target.

The Plan does not make any particular reference to sustainable 
finance as such. Regulation to promote sustainable finance is 
arising nevertheless.

For example, the Securities and Futures Commission (SFC) just 
completed a consultation on the management of climate-
related risks and their integration in the investment process by 
fund managers.

Prior to that, the SFC carried out a review of funds pursuing 
sustainable investment strategies and concluded that the quality 
of relevant disclosures was quite varied. This resulted in an SFC 
circular in 2019 with a number of disclosure requirements for 
sustainability-themed funds, such as:

 Ȃ a description of the key sustainable investment focus and 
targeted objective

 Ȃ the relevant sustainability criteria or principles considered

 Ȃ the expected exposure to investments that reflect the stated 
sustainable investment focus

 Ȃ the investment selection process and criteria adopted, 
including any reference benchmarks

To enhance visibility, the SFC has created a database of 
sustainability funds which is publicly available on its website.

On the company reporting side, the main development has been 
the new guidelines on sustainability reporting for companies listed 
on the Stock Exchange of Hong Kong.

The green bond catalogue is actually one of three green 
taxonomies for financial services in China, which regulators are 
looking to streamline. The other two taxonomies are:

 Ȃ The “Guiding Catalogue for the Green Industry”, which was 
established in 2016 and updated in 2019. This was a joint effort 
by seven ministries and regulators, including the Ministry of 
Finance, the Ministry of Environmental Protection, the People’s 
Bank of China, the China Banking Regulatory Commission and 
the China Securities Regulatory Commission. The Catalogue 
lists eligible green sectors, such as manufacture of energy 
efficient equipment, clean energy industry and green upgrade 
of infrastructure. Notably, there are no associated metrics or 
thresholds as in the EU Taxonomy.

 Ȃ The taxonomy for green lending by the banking regulator 
(China Banking Regulatory Commission – CBRC). This is part of 
a bigger package: since 2012, the CBRC has issued green credit 
guidelines, KPIs for green credit and green credit statistics 
forms. One of these forms captures the amount of loans 
given to projects and services contributing to environmental 
protection and emission reduction.

The Asset Management Association of China developed green 
investment guidelines in 2018. These encourage asset managers 
to support green investment and outline best practice on 
disclosure where asset managers do engage in such investment. 

The puzzle is completed with company reporting. Guidelines on 
environmental reporting for companies listed on the Shenzhen 
and Shanghai stock exchanges have been in place for over 
a decade. The new development is that the China Securities 
Regulatory Commission plans to mandate climate-related 
disclosures for listed companies altogether. This was expected 
in 2020 but has been delayed due to the Covid pandemic.

The fact a net zero emissions target has now been set will, in 
all probability, accelerate policy change. For example, state-
owned enterprises are setting the path for their own carbon 
neutrality. We are also getting a glimpse of what is in store with 
calls for greener manufacturing, building, transport and lifestyle 
in general. This change is supposed to be financed by public 
funds but “green financing, including loans, direct financing and 
insurance, should be developed”. 

 Ȃ Climate target: net zero emissions by 2050
 Ȃ Target set: November 2020

Source: Caixin, 26 November 2020
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Japan

The financial sector in Japan is likely to see new regulation ensuing 
from the Green Growth Strategy which has been developed to 
help the country achieve net zero carbon emissions by 2050. 

As with other plans, changes that are being considered focus 
on the real economy, but there are other possibilities too. These 
include introducing a carbon pricing scheme and granting tax 
breaks for companies that invest in low-carbon technologies. 

Moreover, there is an intention to look into ways to induce private 
financing for the transition. There is not much detail other than 
references to “rules for financial market, e.g. disclosure, evaluation”. 
It is likely that any rule changes will become clear over the course 
of 2021 or 2022. And it is also likely that the ‘Expert Panel on 
Sustainable Finance’, recently announced by Japan’s Financial 
Services Agency, will help shape this.

Climate-related company reporting is a focal area in the Green 
Growth Strategy. But it is worth noting that Japan endorsed 
the TCFD framework as early as 2018 and established a TCFD 
Consortium with representatives from companies, investors and 
regulators in 2019. 

 Ȃ Climate target: net zero emissions by 2050
 Ȃ Target set: October 2020

Source: Ministry of Economy, Trade and Industry

The Ministry of Economy, Trade and Industry (METI) has been 
complementing these efforts with guidance on how to implement 
the TCFD recommendations. It revised this guidance in 2020 (with 
input from the TCFD Consortium) to reflect the experience made 
with implementation in Japan and overseas and to add more 
industry-specific guidance and case studies. 

This coordinated approach, combined with the early endorsement 
of the TCFD framework, has resulted in Japan having the largest 
number of TCFD supporting organisations in the world.

Another distinguishing characteristic of the framework in Japan is 
its relatively long tradition in stewardship. 

Japan launched its first Stewardship Code in 2014 and revised it 
in 2020 to add particular emphasis on sustainability. Namely, 
institutional investors are now expected to specify how they 
consider sustainability issues in their policy and how this is 
consistent with their investment management strategies. 

Beyond regulation, the investment landscape in Japan is very 
much influenced by the Government Pension Investment Funds 
(GPIF), which is one of the largest asset owners worldwide. 

For example, GPIF is behind several international co-operations 
to support sustainability bonds. Another example is GPIF’s 
engagement with index providers and ESG ratings providers  
to ensure the rating and index constituent selection processes 
are robust and that there are ESG indices consisting of 
best-in-class companies.

This shows that regulation is not the only way to promote 
sustainable investment. 
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Figure 7: Themes and priority areas in New Zealand’s Roadmap for Action
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Source: Sustainable Finance Forum, Roadmap for Action, Final Report, November 2020

New Zealand

New Zealand unveiled its Roadmap for Action in November 2020. 
Like in Australia, this roadmap was developed by an industry 
consortium: the Sustainable Finance Forum. It had numerous 
recommendations classified under 11 priority areas, which in turn 
were categorised under three themes (see Figure 7).

This Roadmap is one of the most comprehensive action plans 
globally. It captures multiple aspects, such as:

 Ȃ Creating standards that will provide objective definitions of 
sustainable activities, that is, a taxonomy

 Ȃ Climate risk disclosures based on TCFD, but with a 
recommendation to extend rules to private companies

 Ȃ Integrating environmental and social risks into investment 
decisions

 Ȃ Supporting green, social and sustainability bond investment 
through the public sector

 Ȃ Inclusion of environmental risks in prudential frameworks and 
the monitoring of financial stability risks

 Ȃ Amending fiduciary duty to include active management of 
environmental and social risks

 Ȃ Strengthening regulatory oversight of how both companies 
and investment products report on sustainability.

 Ȃ Climate target: net zero emissions by 2050
 Ȃ Target set: November 2019

Source: New Zealand, Ministry for the Environment

An interesting feature of the New Zealand plan is the stress on 
education and training on sustainability not just for professionals 
in the financial services sector but also for the public sector and 
policymakers. It also advocates adding sustainable finance in the 
formal education system. 

A distinguishing characteristic of this Roadmap is the attention 
it pays on social issues and outcomes. Examples are ensuring 
affordable digital access for all people and providing government 
funding for pilot microfinance initiatives. Social factors are 
conspicuous by their absence in the plans of other jurisdictions.

The scale of the Roadmap’s ambition probably reflects the fact 
that it started with a blank canvas (as was the case in Australia). It 
also means that implementation will take time.

The Roadmap envisages that this will happen in three waves: 
immediate (one to two years), short-term (two to three years), and 
medium-term (within five years). 

Not all of it will translate into regulation; some will result in best 
practice or guidance. It remains to be seen how much will get 
realised and in what form. For now one thing is clear: there will be 
a lot of activity in the 2020s. 

12

https://www.theaotearoacircle.nz/sustainablefinance
https://static1.squarespace.com/static/5bb6cb19c2ff61422a0d7b17/t/5f9f5a3803e56c25d64bb733/1604278841012/Page_10+A3.pdf
https://www.mfe.govt.nz/climate-change/climate-change-and-government/emissions-reduction-targets/about-our-emissions


Singapore

Singapore issued its Green Finance Action Plan in 2019. The Plan 
identified six priorities for the financial sector including aspects 
such as building centres of excellence for climate research 
and training and launching a US$2 billion Green Investments 
Programme with asset managers who can help “drive regional 
green efforts” out of Singapore (see Figure 8). 

In terms of regulation, the Plan has already resulted in new 
guidelines for environmental risk management for asset 
managers, banks and insurers. The gist of it is that these financial 
institutions should:

 Ȃ put adequate governance in place to identify and address 
environmental risks

 Ȃ integrate environmental risks in investment decisions and  
risk management

 Ȃ disclose the approach taken to managing environmental risks 
and here we see an explicit reference to the TCFD framework.

The significance of governance is that it adds a sense of 
accountability and responsibility among senior management for 
thinking of and integrating environmental risks. 

A further interesting aspect is that the guidelines stress 
stewardship and how financial institutions are expected to use it 
to push investee companies to manage their own environmental 
risks and provide relevant data.

 Ȃ Climate target: reach peak emissions around 
2030; halve emissions from the peak by 2050; 
achieve net zero as soon as viable in second half 
of the century

 Ȃ Target set: February 2020
Source: National Climate Change Secretariat,  
Press release, 28 February 2020

Figure 8: The six priorities in Singapore’s Green Finance  
Action Plan
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Besides these guidelines, Singapore’s plan has also resulted in 
the introduction of a Green and Sustainability-Linked Loan Grant 
Scheme. This will subsidise the cost of the independent advice 
and assessment, which companies have to bear to validate the 
sustainability credentials of the loan. 

It is quite similar to the already existing Sustainable Bond Grant 
Scheme. The latter supports new and repeat issuers of green, 
social, sustainability and sustainability-linked bonds by covering 
the costs of an independent external review, rating or reporting 
before and after issuance. The need for such an assurance is to 
evidence that the bond is aligned with best practice standards and 
the proceeds really finance green projects. 

The latest development (at the time of writing) is a consultation on 
the creation of a Green Taxonomy for Singapore-based financial 
institutions. Notably, the geographical scope is not only Singapore 
but also the other members of the Association of Southeast 
Asian Nations (ASEAN): Brunei, Cambodia, Indonesia, Laos, 
Malaysia, Myanmar, the Philippines, Thailand, and Vietnam. 

The proposed taxonomy tries to classify economic activities 
according to four environmental objectives:

 Ȃ Climate change mitigation

 Ȃ Climate change adaptation

 Ȃ Protect biodiversity

 Ȃ Promote resource resilience

A sustainable activity must contribute to at least one objective 
while: doing no significant harm to other objectives, having no 
negative impact on communities’ social well-being and complying 
with local laws. Based on this, activities can then be classified 
under a traffic light system into ‘green’, ‘yellow’ and ‘red’. 

There are strong similarities to the structure of the EU Taxonomy. 
This is not by accident. The consultation states that the ultimate 
aim is to transition “…towards a specific system more closely aligned 
with the metrics used in the EU Taxonomy, but with thresholds and 
criteria set at levels appropriate for ASEAN”. Where Singapore’s 
proposed approach differs is the stress on transition and the 
reality that the energy supply in the region will have to continue to 
rely on fossil fuels in the medium term.

In regards to companies, Singapore has had a carbon tax 
framework in place since 2019. According to it, any industrial 
facility that exceeds a set emissions level will need to report 
annually on its emissions and in many cases pay a carbon tax. 
The tax is currently set at a quite low level (S$5 per tonne of 
greenhouse gas emissions) but there are plans to raise it (to 
between S$10 and S$15) by 2030.

Moreover, companies listed on the Singapore Exchange have had 
to report on sustainability on a comply-or-explain basis since 2016. 
There is some flexibility in terms of what this reporting should 
look like and it is expected that the TCFD framework will soon be a 
reference point. 

Overall, what stands out in Singapore’s approach is that it has 
mostly opted for guidelines instead of rules and for building 
incentives within the system (such as the subsidies for green 
loans and bonds and the carbon tax) rather than trying to drive 
behaviour via disclosures.
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South Korea

The South Korean government has framed its green ambitions 
within a broader economic recovery plan in the aftermath of 
the first wave of the Covid pandemic. The Korean New Deal was 
launched in July 2020 and consists of the Digital New Deal and the 
Green New Deal. 

Similar to its EU equivalent, the Korean Green New Deal lists 
changes in the real economy that are needed to transition to a 
greener future. The focus is on infrastructure, energy supply and 
innovation (see Figure 9). There is a strong social element in South 
Korea’s plan, but this is framed within the overarching New Deal 
rather than the “green” part. 

Financing is part of the Deal and the Korean government plans to 
provide the bulk of funding itself. The private sector is expected 
to contribute just 13% of the US$135 billion investment towards 
green and digital technology.

Figure 9: Focus areas of the South Korean Green New Deal
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There are no concrete details yet as to how private funding will be 
channelled towards greener projects. The Korean New Deal report 
has provided an infographic listing:

 Ȃ Green loans

 Ȃ Green investment guidelines

 Ȃ Climate risk management

It is clear the intention is to increase private sector involvement, 
and use regulations to facilitate it. This is where we expect to see 
policy action in the near-term. 

In the meantime, the Korea Exchange (KRX) has launched a 
number of initiatives to support issuance of socially responsible 
investment (SRI) bonds. 

For example, the KRX has created a new section on its website to 
serve as a public information portal on SRI bonds and save cost 
and time investors would spend searching for it.

It has also reached an agreement with external evaluation 
institutions to provide financial support for SRI bond issuers, who 
are now exempt from listing fees and annual dues until June 2023. 

Last, but not least, the KRX has created an SRI bond-dedicated 
segment, the intention being that by registering on this segment, 
a bond is officially recognised as an SRI bond, thus giving 
credibility to the issuer.

More recently, the Financial Services Commission announced 
several measures to improve company disclosure rules, some of 
which touch upon the issue of sustainability:

 Ȃ New KRX guidance to promote voluntary disclosure of 
sustainable management reports by listed companies. This 
will be voluntary until 2025 and then will become mandatory in 
waves between 2025 and 2030. 

 Ȃ Review of the progress in implementing the 2016 Korea 
stewardship code. This will consider not only revisions but also 
strengthening fiduciary duties related to ESG.

 Ȃ Enhance transparency of proxy advisory services, particularly 
around code of conduct, conflicts of interest, and proof  
of professionality. 

 Ȃ Climate target: net zero emissions by 2050
 Ȃ Target set: October 2020

Source: Reuters, 28 October 2020
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The Americas

It is probably fair to say that sustainable finance is still quite 
nascent in Latin America. There has been more activity in 
North America, with Canada already having a set plan for 
sustainable finance. 

But not all developments in the area were meant to support 
sustainable finance. 

The US has attracted a lot of attention due to numerous 
controversial decisions by the previous administration, including 
its withdrawal from the Paris Agreement. Interestingly, the 
investment world seems to have been moving towards 
sustainability in spite of it.

Latin America

There are a number of initiatives across Latin America that aim to 
promote a discussion and increase awareness around climate risks. 
One example is the Green Finance Platform for Latin America 
and the Caribbean. This is a knowledge exchange platform 
for policymakers, regulators, the financial services industry and 
academia to share information around green financing. 

Another example is the Financial Innovation Laboratory in Brazil, 
which despite the name is not about fintech but a forum that aims 
to promote sustainable finance in the country. 

The Green Finance Advisory Council in Mexico has set up a 
number of principles to support the development of green bonds. 
Beyond that, there is no extensive policy. Some expect Latin 
American countries to set more ambitious climate targets in the 
near future. This may then serve as the catalyst for further policy 
and regulatory action. 

Canada

Canada developed a Framework for Clean Growth and Climate 
Change in 2019, which similar to the roadmaps in Australia and 
New Zealand, makes recommendations on how to create and 
promote a market for sustainable investment.

Each recommendation (see Box 1 on next page) comes with a 
list of sub-recommendations. These touch upon multiple points 
in financial services, not least policymakers themselves who are 
expected to develop a concrete plan for how much capital will be 
needed for the transition.

There are several usual suspects. One is a recommendation to 
develop a taxonomy. However, here the focus is not only on 
green but also on a transition-oriented taxonomy. The reason 
for this is that Canada’s core economic sectors would be excluded 
from the green one and the plan actually proposes to invite other 
countries with “similar resource endowments” to partner with 
Canada in order to produce this transition-oriented taxonomy.

Another recommendation is to adopt TCFD on a comply-or-explain 
basis using a phased approach focussing on large companies and 
financial institutions. 

Moreover, there is a recommendation to provide incentives for 
both issuers and investors to support the green bond market. 
Examples would be exempting tax on interest from green bonds 
for investors or reimbursing the set up costs for first-time issuers. 

 Ȃ Climate target: net zero emissions by 2050
 Ȃ Target set: November 2019

Source: House of Commons of Canada, BILL C-12,  
19 November 2019
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Furthermore, there is a recommendation to amend the definition 
of fiduciary duty to make clear that it does not preclude climate 
factors. Some may consider this to be the case anyway, but it is 
not always enshrined in regulation. 

For asset managers specifically, there are several actions within 
Recommendation 10 of Canada’s plan, such as:

 Ȃ Building up internal climate change competency and capacity

 Ȃ Integrating climate change considerations into corporate 
governance and proxy voting principles, including shareholder 
proposals

 Ȃ Applying ‘climate aware’ principles across portfolios

 Ȃ Creating a collaborative forum to encourage dialogue with 
investee companies

There are things that stand out.

For example, the plan wants to create financial incentives 
such as tax deductions for individuals to invest in sustainable 
investment products.

Additionally, there is an ambition to use federal funding to promote 
education and training to improve understanding of climate 
change risks among professionals such as investment advisers, 
accountants, auditors, people working in rating agencies etc. 

Importantly, the plan emphasises cooperation between 
regulators and the industry. For example, there is a 
recommendation for the Bank of Canada to regularly meet asset 
managers to exchange information on climate risks and trends 
that may affect financial stability.

It will take time for all this to translate into actual regulation or 
standards. But the intentions are clear: Canada’s approach will 
evolve around the economic footprint of its industry sectors and 
will use education and incentives as levers for change.

Box 1: Recommendations of Canada’s Expert Panel on 
Sustainable Finance 
1 Map Canada’s long-term path to a low-emissions, climate-

smart economy, sector by sector, with an associated  
capital plan.

2 Provide Canadians the opportunity and incentive to 
connect their savings to climate objectives.

3 Establish a standing Canadian Sustainable Finance Action 
Council (SFAC), with a cross-departmental secretariat, to 
advise and assist the federal government in implementing 
the Panel’s recommendations.

4 Establish the Canadian Centre for Climate Information 
and Analytics (C3IA) as an authoritative source of climate 
information and decision analysis.

5 Define and pursue a Canadian approach to implementing 
the recommendations of the Task Force on TCFD.

6 Clarify the scope of fiduciary duty in the context of  
climate change.

7 Promote a knowledgeable financial support ecosystem.

8 Embed climate-related risks into monitoring, regulation 
and supervision of Canada’s financial system.

9 Expand Canada’s green fixed income market, and set a 
global standard for transition-oriented financing.

10 Promote sustainable investment as ‘business as usual’ 
within Canada’s asset management community.

11 Define Canada’s clean technology market advantage and 
financing strategy.

12 Support Canada’s oil and natural gas industry in building a 
low-emissions, globally competitive future.

13 Accelerate the development of a vibrant private building 
retrofit market.

14 Align Canada’s infrastructure strategy with its long-term 
sustainable growth objectives and leverage private capital 
in its delivery.

15 Engage institutional investors in the financing of Canada’s 
electricity grid of the future.

Source: Government of Canada, Final Report of the Expert Panel on Sustainable 
Finance, 2019
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United States

The regulatory landscape in the US has seen several changes 
in the last couple of years, but in contrast with other countries, 
changes by the former administration actually placed barriers for 
sustainable investing. 

The US announcement in 2017 that it intended to withdraw from 
the Paris Agreement (and its eventual withdrawal in November 
2020) attracted a lot of attention. But there have been other eye-
catching changes as well.

We have written about the recent amendments to regulation 
promulgated by the Department of Labor’s (DOL) under 
ERISA that became effective at the very end of the previous 
administration. These regulations were perceived by market 
participants to make it harder (if not impossible) for private 
pension fund fiduciaries to allocate or manage money in strategies 
with a sustainability angle. They were also seen to prevent private 
pension scheme fiduciaries from voting on resolutions about 
environmental and social issues if these are not demonstrably 
financially material and beneficial to the plan and its beneficiaries. 

There were reports of a negative impact on pension schemes’ 
investment in sustainable investment strategies but in a very 
recent announcement, the DOL made clear that it will not enforce 
these new regulations until additional guidance is published  
(see below).

There have been subtler changes too. The proxy voting 
framework has been amended in ways that will make it harder 
for a proxy adviser to recommend voting against a company’s 
management and for investors to submit shareholder resolutions. 
The latter is particularly important as submitting resolutions is 
a key mechanism for shareholders to both raise environmental 
and social issues (which account for about a third of shareholder 
resolutions) and to escalate engagement. 

In what is probably one of the most dramatic U-turns in policy 
history, the Biden administration, sworn in January 2021, has 
already announced sweeping measures to tackle climate change. 

The start was an Executive Order on Protecting Public Health and 
the Environment and Restoring Science to Tackle the Climate 
Crisis. It could not be more explicit as to the new administration’s 
intentions: “… this order directs all executive departments and 
agencies (agencies) to immediately review and, as appropriate 
and consistent with applicable law, take action to address the 
promulgation of Federal regulations and other actions during the last 
4 years that conflict with these important national objectives, and to 
immediately commence work to confront the climate crisis.”

Another Executive Order on Tackling the Climate Crisis at 
Home and Abroad followed, which saw a renewed commitment 
to net zero emissions by 2050 and the US re-joining the 
Paris Agreement. It also announced the creation of a new 
(presidentially appointed) position, the Special Presidential Envoy 
for Climate, and the appointment of the first White House National 
Climate Advisory.

Moreover, the DOL announced in March 2021that it would not 
enforce the rules related to ESG investing and the related proxy 
rule that became effective in January 2021. The DOL plans instead 
to reach out to stakeholders to help determine how to craft 
rules that “better recognize the important role that environmental, 
social and governance integration can play in the evaluation and 
management of plan investments, while continuing to uphold 
fundamental fiduciary obligations”.

Changes have been afoot at the Securities and Exchange 
Commission (SEC) too. Less than a month after the new US 
president had been sworn in, the SEC appointed a new senior 
policy adviser to address climate issues and advise the agency on 
ESG matters across all divisions. 

Soon afterwards, plans were announced to review climate-
related reporting by public companies with the intention to 
update the relevant 2010 guidance. The ultimate purpose is 
how to facilitate the disclosure of consistent, comparable, and 
reliable information on climate change. The SEC has invited public 
comments on this as well.

Importantly, sustainability will feature in the SEC work going forward. 

First, it will be part of the SEC’s examination priorities for 2021. 
One such priority is an assessment of whether firms consider 
climate-related risks in their operational resilience framework. 
Another priority is to review the disclosures in funds marketed as 
sustainable, in order to assess whether:

 Ȃ The firms’ processes and practices match their disclosures

 Ȃ Fund advertising has any misleading statements, 

 Ȃ Proxy voting policies and voting itself align with the strategies

Second, the Enforcement Division has announced the creation 
of a new ‘Climate and ESG Task Force’ with focus on “ESG-related 
misconduct”. The purpose is to identify any material gaps or 
misstatements in companies’ climate risks disclosures as well as to 
look more closely at asset manager and fund disclosures. 

In parallel, the Commodity Futures Trading Commission (CFTC) 
announced very recently the launch of a Climate Risk Unit (CRU)  
to focus on the role of derivatives in understanding, pricing,  
and addressing climate-related risk and transitioning to a  
low-carbon economy.

 Ȃ Climate target: net zero emissions by 2050
 Ȃ Target set: January 2021

Source: The White House, Executive Order on Tackling 
the Climate Crisis at Home and Abroad, 27 January 2021
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As a result of these changes, sustainability policy is accelerating. 
Interestingly, despite the previous administration’s less-than-
friendly policies towards sustainability, financial markets have 
been shifting towards it anyway.  

We can see this in initiatives like Climate Action 100+, which brings 
investors together to influence companies to take action on 
climate change. It was also quite obvious in the financial industry’s 
pushback against the DOL changes. 

Trade associations within financial services have already come 
up with a set of principles for Financing a US Transition to 
a Sustainable Low-Carbon Economy. It remains to be seen 
whether and, if so, how a plan for sustainable finance will 
develop in the US.

It would appear that the bigger challenge is not setting a concrete 
plan but rather for that plan to have longevity, particularly if there 
is a change in administration after the next US elections. Will we 
always have Paris? It is not guaranteed.

Figure 10: The timeline of US sustainability policy

June 
2017

2 Nov 
2020

4 Nov 
2020

23 Nov 
2020

20 Jan 
2017-20 
Jan 2021

12 Jan 
2021

Trump administration

Announcement of intention to withdraw from Paris Agreement

Rules 14a-1 (solicitation) and 14a-2 
(notice to corporates) come into effect

Withdrawal from Paris Agreement

Rule 14a-8 (shareholder resolutions) comes into effect

DOL Financial Factors in Selecting 
Plan Investments Rule comes into effect

15 Jan 
2021

DOL change to Fiduciary Duties Regarding 
Proxy Voting and Shareholder Rights comes into effect

20 Jan 
2021-

present
Biden administration

20 Jan 
2021

27 Jan 
2021

1 Feb 
2021

24 Feb 
2021

3 Mar 
2021

4 Mar 
2021

10 Mar 
2021

Executive order to review  previous policies

Executive order to re-join Paris agreement 
and Special Presidential Envoy for Climate

SEC Senior Policy Advisor for Climate and ESG

SEC plans to review climate-related disclosures

Sustainability part of SEC examination priorities in 2021

New SEC climate and ESG Task Force

DOL will not enforce changes to Financial Factors 
and Fiduciary Duties rules until additional guidance is published

Source: Schroders
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What does the sustainable investment funds market look like?

What we have discussed so far has, hopefully, made clear that the 
road from setting a policy to effecting change is long. It tends to 
start with a set of recommendations, which are then followed up 
by working groups and regulators, who then propose concrete 
rules. This process ultimately results in guidelines or regulation, 
usually coming into effect at least a year after being finalised. 

Using our broad brush again, if 2019-2020 were mostly about 
considering the issue and designing policy, 2021-2022 will be 
about implementation and bringing this policy to life. Some of it 
will translate to new regulation in 2023-2024. So it may well be the 
mid-2020s before we are truly able to assess whether this wave 
of new policies is achieving its purpose (which is to channel more 
private investment into projects that help tackle climate change). 

Interestingly, it may not matter after all as the global funds 
market seems to have been shifting towards sustainability 
anyway. We can see this in the (quite recent) burgeoning demand 
for funds where ESG issues are a prominent characteristic. 

The caveat here is that singling out the ESG from the non-ESG 
funds relies on different definitions that become less reliable the 
more into the past we look. For the purposes of this analysis, we 
use the Broadridge classification, according to which ESG funds 
are those with any of the following flags:

 Ȃ Exclusions

 Ȃ Best-in-class and positive screening

 Ȃ Integration and/or engagement

 Ȃ Impact investing

 Ȃ Sustainable thematic investing

In just five years between 2016 and 2020, the assets managed 
under an ESG flag have more than doubled (Figure 11). This 
spectacular increase took place across all asset classes and 
seems to have really taken off in 2019, a time when many 
governments where announcing or publishing action plans  
for sustainable finance. 

As remarkable as this increase has been, the reality is that the 
ESG part of the market remains quite small. At the end of 2020, it 
stood at just 4% of fund assets globally. This only serves to show 
the massive potential for growth that still exists.

It would seem that Europe has been leading the way, not only in 
regulatory change, but also in the rate of ESG adoption in the fund 
market (Figure 12, top graph). It has the largest ESG fund market 
both in absolute and relative terms. For example, it accounts for 
about three quarters of the global ESG fund market (Figure 12, 
bottom graph). 

By comparison, the second largest region in ESG is North America, 
making up about 15% of global ESG assets. Although larger than 
Asia and Latin America put together, it is very small (just 1%) if one 
considers how large the North American fund market is overall.

… but still remains a small proportion of total funds
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Figure 11: The size of the ESG fund market
ESG is on the rise across all asset classes
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Figure 12: Prevalence of ESG strategies in the fund market by region
Europe has been leading the way
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Europe’s dominance in the ESG market has not changed from five 
years ago when the market was much smaller. But this dominance 
may be challenged in the future, as ESG adoption in other 
regions accelerates. Particularly in the last two years, the share 
of the ESG fund market within each region has been growing at a 
faster rate compared to Europe ex UK (see Figure 13). 

We should bear in mind, though, that other regions start from a 
lower base. For Latin America, in particular, small increases are 
quite large and appear almost erratic relative to the size of the 
domestic market.

From a technical point of view, three drivers are behind the 
increasing share of ESG funds in the global market:

 Ȃ Fund managers are launching more and more ESG funds 

 Ȃ Some fund managers are repurposing existing funds, which 
means changing the investment strategy to add ESG features

 Ȃ Investors are buying ESG funds at a faster rate than they are 
buying non-ESG funds. 

The third point is connected to the first two: there are simply more 
ESG funds for people to buy. Still, availability is a necessary, but 
not sufficient, condition for higher demand. 

To see if investors genuinely want more ESG funds, we can look 
at funds’ net sales, that is, the difference between how much 
investors buy and how much they sell funds. If more people buy 
than sell or if people buy more than they sell, then net sales are 
positive, meaning there is demand.  

Figure 14 shows that, globally, there has been positive demand for 
both ESG and non-ESG funds. The difference is that the demand 
for ESG funds has been on a distinctly upward trajectory. Net 
sales in 2020 were more than double those in 2019 which were 
more than double those in 2018.

Nevertheless, demand for ESG funds remains at much lower levels 
than non-ESG; US$366 billion vs. US$1,487 billion in 2020.

Appendix 2 shows that there are differences across regions. 
For example, there is definitely increasing demand for all types 
of ESG funds in North America whereas in Latin America the 
demand is for passive ESG products. The increase in demand for 
ESG funds in Asia Pacific has been rather non-linear; it has mostly 
picked up in 2020. 

Europe ex UK stands out because demand (net sales) for ESG 
funds has overtaken that of non-ESG funds. This is the only region 
where this has happened. There is a similar picture in the UK but 
there, ESG demand has boosted active funds.

-40%

-20%

0%

20%

40%

60%

80%

100%

2016 2017 2018 2019 2020

Global North America Latin America
Asia Pacific Europe ex UK UK

Figure 13: Growth in ESG as % of total funds under 
management by region

Source: Schroders, Broadridge. Data from January 2016 to December 2020. Region 
defined on the basis of the fund’s domicile.

Figure 14: Investor demand for ESG vs non-ESG funds globally
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Another difference across regional ESG fund markets is the asset 
class split. That is, in what asset classes ESG funds invest.

Globally, most ESG funds are equity funds (see Figure 15). There 
is some exposure to fixed income and multi-asset strategies but 
this ‘diversification’ is driven by the Europe ex UK market. 

Across other regions, equity funds dominate the ESG arena, 
particularly in the Americas.

Does the future of the ESG fund market lie within a specific asset 
class? A look into the asset class dynamics in each region (Figure 
16) could tell us a couple of things.

Equity has been the asset class of choice for ESG investment so far. 
But equity tends to be the largest asset class within the broader 
fund market as well, so there is nothing particularly distinctive in 
its dominance within the ESG subset.

In the last five years, multi-asset has seen the largest growth 
globally, mainly driven by the growth in the Europe ex UK market. 
It still represents a very low proportion of the ESG market (almost 
10%) so there is potential for its share to increase, particularly in 
the Americas.

Fixed income has grown at a faster rate in the Asia Pacific and UK 
ESG fund markets. It remains very limited in North America and 
Europe ex UK (Figure 15) where there is a lot of room for it to grow.

So, to answer the question in which asset class the future of the 
ESG fund market lies, we have to go back to an earlier point and 
a recurrent theme. This is the fact that despite its recent growth, 
the ESG fund market is still quite small relative to the non-ESG 
segment. Which means that the future lies in all asset classes. 

Seeing how fixed income and multi-asset are relatively nascent 
in ESG, this may be the place to watch for product innovation if 
demand for ESG continues to grow. 

Fixed income and multi-asset may also be the place to watch from 
a policy perspective. Since sustainable investment can happen 
through different asset classes, policy and regulation should be 
mindful of what is happening beyond public equity. 

This is not always the case. An example would be corporate 
reporting regulation that tends to target large listed companies, 
but not smaller or private companies. Another example is 
focussing on the voting part of stewardship. Only shareholders 
have voting rights, so any push for more stewardship will need 
to consider all ways in which an investor can have a stake at a 
company, such as bond holdings. 

Equity Fixed income Multi-asset Money markets Other

Global North America Latin America Asia Pacific Europe ex UK UK

Figure 15: ESG funds under management split by asset class

Source: Schroders, Broadridge. Data as of end December 2020. Region defined on the basis of the fund’s domicile.

Figure 16: Asset class dynamics within regional ESG fund markets
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Asset owner attitudes towards sustainable investment

Will investor demand for ESG continue to grow? The recent surge 
definitely indicates investor appetite, at least from retail investors. 
The drawback of analysing only the fund market is that it does not 
fully reflect how large asset owners, such as pension funds and 
insurance companies, think about sustainable investment. 

Fund flows will partly include asset owner activity, but there is 
less visibility around what asset owners require from the asset 
managers who run their money on a bespoke basis. 

There is anecdotal evidence that sustainability has now become 
a permanent feature in the discussion between asset owners 
and asset managers. There is also more systematic evidence to 
suggest this from the Schroders Institutional Investor Study. 

The 2020 edition1 showed that 49% of asset owners worldwide 
increased their allocation to sustainable investments in the last 
five years (compared to 1% who decreased it) and almost 70% 
expect the role of sustainable investing to increase in the coming 
years (Figure 17).

The driving force is again Europe, which had:

 Ȃ The highest percentage (two thirds) of investors who increased 
their exposure to sustainability strategies 

 Ȃ The lowest percentage of investors who have no sustainable 
investments

 Ȃ the highest percentage of investors who think the importance 
of sustainability will increase in the future.

Asia Pacific comes second in terms of institutional investors 
adopting sustainable investing and how they view this going 
forward. 

North American investors show relatively the highest degree 
of scepticism towards sustainable investing. This may partly 
reflect the broader environment in which policy by the Trump 
administration was developed. The positive news for sustainable 
finance is that, even so, a little over a third of investors increased 
their allocation in the last five years.

Despite differences in the rate of sustainable investment adoption, 
those asset owners who do focus on sustainability, do so for quite 
similar reasons across regions (Figure 18). 

The two main drivers seem to be an alignment with the asset 
owners’ own values and pressure from both regulation and the 
industry. The latter is particularly interesting, as it would imply 
that increasing regulation can make a difference but so does peer 
pressure. Which would mean that as more and more investors are 
moving towards sustainability, investors may want to avoid being 
seen as a laggard. If this is true, it could work as a formidable 
multiplier for sustainable investment. 

Figure 17: Asset owners’ attitude towards sustainable investment 
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Figure 18: Drivers of sustainability investment focus among asset owners by region
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1Schroders commissioned CoreData to conduct the 2020 Institutional Investor Study to analyse the world’s largest investors’ key areas of focus and concern. The 
respondent pool includes pension funds, insurance companies, sovereign wealth funds, endowments and foundations managing approximately $25.9 trillion in 
assets. The research was carried out during April 2020. The 650 institutional respondents were split as follows: 179 in North America, 248 in Europe and South 
Africa, 173 in Asia and 50 in Latin America. Respondents were sourced from 26 different countries.
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The path to a bigger sustainable investment market is not without 
challenges though. Institutional investors across the world agree 
that the biggest barriers are a lack of common language and 
data on sustainability (Figure 19). More non-financial data from 
companies and third party data providers would help many asset 
owners invest more in sustainable strategies.

This goes a long way to explaining why policymakers focus on 
having a taxonomy and improving corporate reporting. 

Where regulation cannot really help is when investors have 
concerns that they may have to sacrifice returns to achieve 
sustainability. This is something that worries investors in North 
America and Asia Pacific, but not so much those in Europe. For 
the latter, besides data, it also helps having more options for 
sustainable investment and they see value in having global 
commitments such as the Paris Agreement.

Figure 19: Barriers to sustainable investing and how to overcome them
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The recipe for sustainable success

Seeing how the investment market has been moving towards 
sustainability anyway, countries are faced with a dilemma. Should 
they be more interventionist and use regulation to push for 
a more sustainable investment market? Or would it be more 
effective to let the market develop organically? 

Climate change is a global problem and one that is not going 
to go away on its own. Governments around the world need to 
act and need to act fast. Achieving a net zero emissions target 30 
years from now may sound more achievable because it feels far 
away. But changing everything around us from the way we travel 
to the way products are manufactured and packaged takes time 
and needs considerable investment. 

It is clear that funding is needed and that this cannot be 
covered by public funds alone. This pushes countries to opt for a 
regulatory rather than a market-driven approach. 

So if regulation is needed, the question is how to ensure that it 
achieves its objective. The recipe for success has many ingredients.

One is to ensure that regulation is carefully drafted, 
meaningfully implemented and not rushed despite the 
urgency. If this doesn’t happen, it will only add confusion and cost.

Another is to ensure that rules are aligned globally. This does not 
mean having 100% identical regulation worldwide. For example, 
policymakers may insist on having a taxonomy. This will need to 
be flexible enough to maintain its relevance in a very innovative 
and rapidly growing area of finance. To be relevant in different 
countries, it will need to take into account the structure of the local 
economy and from what level each economy starts. Some will 
need to emphasise transition more than others and measuring 
progress should take this into account.

Yet another ingredient is avoiding setting overlapping and 
duplicative rules. For example, there is widespread support 
for the creation of a Sustainability Standards Board to develop a 
global set of sustainability reporting standards, initially focused on 
climate-related risks. The reason for the support is that it will apply 
to multiple jurisdictions and build upon existing frameworks like 
the TCFD.

Something that has received perhaps less attention but is crucial 
is the need for more education around sustainability. This 
is what various sustainable finance plans mean with “capacity 
building”. For example, it is not enough requiring people to 

integrate climate risks. If they themselves are not convinced of 
its value, this will turn into a box-ticking exercise. Similarly, it is 
not enough having disclosures and labels. People need to be 
able to read them and understand what it is they see otherwise 
they cannot act on this information. 

An important ingredient is what happens beyond sustainable 
finance action plans. These plans are put together because the 
public sector cannot cover the cost of transition alone. Private 
funds cannot cover the cost alone either. Governments should 
focus on developing industrial policy alongside sustainable 
finance. These are complementary and should not be treated  
as substitutes.

At the same time, policymakers should not forget that 
sustainability is about more than the environment. Although 
sustainable finance action plans are drafted around a climate 
target, sustainable value creation needs to take into account ESG 
factors in their totality. 

The salt in the recipe (which is another way of saying “the most 
important ingredient”) is future-proofing policy. This does not 
mean having rigid regulation which does not keep up with market 
developments. It rather means keeping the same long-term 
goal in sight. 

Transitioning to a more sustainable economy will take long-term 
planning and consistent policies and regulations. There are two 
aspects in this. 

First, regulators need to ensure that their monitoring and 
supervision tools are sufficiently long-term. This is not guaranteed. 
Recent research has shown that across major eight central banks, 
including the Federal Reserve Board, the European Central Bank 
and the People’s Bank of China:

 Ȃ Stress testing does not extend beyond the business cycle

 Ȃ  Long-term risks feature more often in speeches than research 

 Ȃ Any monitoring of long-term risks is mostly backward and not 
forward-looking. 

Second, successive administrations within each country will 
have to stay on the same path. A policy U-turn that goes from 
preventing to supporting sustainable finance is good news. A 
subsequent U-turn from a new administration that then goes back 
to preventing will be counter-productive to say the least.
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Appendix 1   
Other changes in sustainable finance across Asia Pacific

Source: Schroders.

Malaysia
 Ȃ Joint Statement by Bank Negara Malaysia and Securities 

Commission Malaysia (“Towards Greening the Financial Sector”) 
outlining the 2021 priorities for the Joint Committee on Climate 
Change (February 2021):

 Ȃ Develop guidance on climate risk management and scenario 
analysis in the financial sector

 Ȃ Support the voluntary implementation of TCFD reporting 

 Ȃ Engage with relevant stakeholders to identify enabling 
conditions for the structuring of green financial products and 
solutions

 Ȃ Deepen technical capacity building, focusing on climate-
related disclosures, climate risk management and scenario 
analysis

 Ȃ Establish a dedicated data workstream to identify crucial 
climate and environmental-related data and the relevant data 
sources, as well as solutions to bridge the data gaps

 Ȃ Bank Negara Malaysia (BNM) consultation on Climate Change 
and Principle based Taxonomy (December 2019)

Thailand
 Ȃ Securities and Exchange Commission of Thailand (SEC) 

consultation on proposed amendments to existing guidelines 
on issuance of green, social and sustainability bonds 
(November 2020)

 Ȃ Partnership between IFC and the Bank of Thailand to accelerate 
sustainable financing in Thailand (November 2019)

 Ȃ Thai Bankers’ Association guidelines on the Sustainable 
Banking and Responsible Lending (August 2019)

Indonesia
 Ȃ Financial Services Authority (Otoritas Jasa Keuangan - OJK) 

review of its 2015 sustainable finance roadmap to include 
a taxonomy, framework, and incentives for sustainable 
investment (February 2021)

 Ȃ OJK Regulation No. 60/POJK.04/2017 setting out a green bond 
standard (December 2017) 

 Ȃ OJK Regulation No. 51/POJK.03/2017 on the Implementation of 
Sustainable Finance for Financial Services Companies, Issuers, 
and Public Companies (July 2017)

 Ȃ More details on Indonesia’s sustainable finance plans can be 
found here

India
 Ȃ Securities and Exchange Board of India (SEBI) consultation 

on the format for Business Responsibility and Sustainability 
Reporting (August 2020)

 Ȃ SEBI disclosure requirements for issuance and listing of green 
debt securities (May 2017)
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Appendix 2  
Investor demand for ESG vs non-ESG funds by region
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