
In focus

From October 2020, trustees must produce an implementation 
report explaining how they have followed and acted on the 
investment policies outlined in their SIP. It’s not just regulators 
that are interested in these developments; members of DC 
pension schemes are now increasingly challenging trustees as 
to how their money is being invested. Schroders Global Investor 
Study 2019, which questioned over 25,000 individual investors 
globally, found that 61% believe all investment funds should 
consider sustainability factors.

The evidencing problem today
While most asset managers are embracing sustainability, the 
resulting multiplicity of reporting methods presents schemes 
with a problem; reconciling different styles and formats of reports 
also makes it difficult to see the underlying picture. We have no 
easy answers, but believe the starting point is to understand how 
a manager is approaching integrating sustainability and then 
consider how different data sets and proprietary tools can build a 
picture that meets the requirement of regulators and members.

Schroders’ road to sustainability in multi-asset
In 2019 we introduced the idea of a ‘sustainability budget’ and 
started to evaluate our multi-asset portfolios using this measure. 

We believe trustees and pension managers should decide how 
much of their risk and governance capacity they want to devote 
to integrating sustainability into their portfolios. Essentially this is 
the amount of capital a scheme can devote to sustainable assets 
(the sustainability budget) and where they want to be placed on 
the sustainability spectrum (see Figure 1). 

The trade-offs involved in establishing a sustainability budget 
revolve around removing or reducing asset classes and company 
components that are ‘unsustainable’ from the universe available 
for investment. This may be easy to comprehend, but it can 
reduce the portfolio’s diversification and increase volatility over 
the time period that many trustees evaluate their managers. 
Understanding this trade-off is an important part of integrating 
sustainability into a multi-asset portfolio.
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Environmental, social and governance (ESG) investing has moved 
much closer to the centre of trustees’ and pension managers’ 
concerns over the past few years. To help trustees grappling with 
having to evidence implementation of their policies, we share how 
we are demonstrating ESG integration in our multi-asset portfolios.
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Figure 1: How sustainable do you want to be?



Ultimately we feel that a sensible dual approach will help trustees 
meet their requirements. Simple reporting based on publicly 
available company data allows for comparison across different 
portfolios, with managers also providing more insightful measures 
using proprietary tools. Perhaps grouping these insights in 
terms of the UN Sustainable Development Goals2 could provide 
a powerful tool for trustees and pension managers to compare 
managers who are using very different investment processes.

One specific area of reporting is on engagement. Here we feel 
that trustees should expect not just a list of voting activity or 
basic engagement summaries from their asset managers, but 
comprehensive case studies. Engagement should demonstrate 
purpose of the engagement, collaboration if that was the route 
taken, and most importantly the outcome. Voting reporting should 
cover significant votes against management, highlighting the 
reason why and the objective trying to be achieved.

Whatever the approach taken, reports need to be tailored for the 
audience. Governments and regulators will require more detailed 
and quantitative information, whereas something simpler and 
easier to digest will work better for members (see Figure 2).

2 For more information, visit https://sustainabledevelopment.un.org/

Incorporating sustainability into portfolios
Increasingly, we believe that multi-asset investing will go beyond 
just selecting asset class components that can be managed 
in a sustainable way. With ESG issues being integrated into 
the foundation of how asset allocation is decided, we have 
started on that journey, but are by no means at the end. We 
have looked at the implications of climate change on long-
term returns, incorporating the results into our 30-year return 
forecasts published in March this year.1 These forecasts are now 
being incorporated into our portfolio construction process. Our 
medium term asset class research now incorporates views on 
ESG factors, and whether those factors could (or should) impact 
a position in a portfolio.

The work we have done so far strongly supports active 
management – there are going to be winners and losers in 
companies, governments and countries. Understanding these 
issues and incorporating this analysis into portfolios, especially 
those held for long periods, will be imperative to benefit from 
these long-term trends.

Measuring and reporting

The starting point for measuring and reporting on sustainability is 
to understand how risks and issues have been integrated into the 
investment process. This knowledge allows trustees and pension 
managers to view the portfolio though a range of different 
sustainability lenses such as carbon intensity, gender diversity and 
employee treatment at work and the outcomes interpreted in a 
insightful manner. The challenge arises when we consider what 
the portfolio is being measured against and what data is being 
used. There are three main ways to do this: third party analysis, 
using publically available data or managers’ own measurement 
tools. If the tools being used are provided by a third party, 
their interpretation of the risks may differ from the manager. 
If measurement is only done using the manager’s proprietary 
tool, the outcome will reflect how the portfolio is being managed 
but won’t be easily comparable to other managers into which a 
scheme may invest.

1 How climate change may impact financial markets https://www.schroders.com/en/
uk/pensions/insights/economics/how-climate-change-may-impact-financial-markets/

Conclusion
Incorporating sustainable investing into pensions 
is now no longer an option but a requirement. 
The tools to provide effective implementation and 
reporting are still a work in progress, with common 
standards some way off. At Schroders, we have 
integrated ESG across research, asset allocation, 
components and portfolio construction but there’s 
plenty more to do. As trustees, there is a lot to 
think about; Figure 3 highlights some of the tools 
that can be considered when integrating ESG. 
Trustees will need to decide which are most 
important to them and which fit with their 
investment philosophy.

It’s easy to throw a few funds together but 
ultimately does that give you a coherent ESG multi-
asset portfolio? We would argue not.

Source: Schroders. 

Figure 3: Embedding ESG into our multi-asset approach

Figure 2: Tangible reporting for members
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Important Information
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Past performance is not a guide to future performance and may 
not be repeated. The value of investments and the income from 
them may go down as well as up and investors may not get back 
the amount originally invested. Exchange rate changes may cause 
the value of any overseas investments to rise or fall.

Schroders has expressed its own views and opinions in this 
document and these may change.

This information is not an offer, solicitation or recommendation 
to buy or sell any financial instrument or to adopt any investment 
strategy. Nothing in this material should be construed as advice or 
a recommendation to buy or sell. Information herein is believed to 
be reliable but we do not warrant its completeness or accuracy.

Any data has been sourced by us and is provided without any 
warranties of any kind. It should be independently verified before 
further publication or use. Third party data is owned or licenced by 
the data provider and may not be reproduced, extracted or used 
for any other purpose without the data provider’s consent. Neither 
we, nor the data provider, will have any liability in connection with 
the third party data.

The material is not intended to provide, and should not be relied 
on for accounting, legal or tax advice. Reliance should not be 

placed on any views or information in the material when taking 
individual investment and/or strategic decisions. No responsibility 
can be accepted for error of fact or opinion.

The forecasts included in this presentation should not be relied 
upon, are not guaranteed and are provided only as at the date 
of issue. Our forecasts are based on our own assumptions 
which may change. We accept no responsibility for any errors 
of fact or opinion and assume no obligation to provide you with 
any changes to our assumptions or forecasts. Forecasts and 
assumptions may be affected by external economic or other 
factors.

Any references to securities, sectors, regions and/or countries are 
for illustrative purposes only.

Schroders will be a data controller in respect of your personal data. 
For information on how Schroders might process your personal 
data, please view our Privacy Policy available at www.schroders. 
com/en/privacy-policy or on request should you not have access to 
this webpage.

For your security, communications may be recorded or monitored.  
Issued in April 2020 by Schroder Investment Management Limited, 
1 London Wall Place, London EC2Y 5AU. Registered in England, 
No. 1893220. Authorised and regulated by the Financial Conduct 
Authority. 425556. UK000620.
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