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About the Investment Association 
The Investment Association (IA) champions UK investment management, a world-leading 
industry which helps millions of households save for the future while supporting 
businesses and economic growth in the UK and abroad. Our 270 members range from 
smaller, specialist UK firms to European and global investment managers with a UK base. 
Collectively, they manage £9.4 trillion for savers and institutions, such as pension schemes 
and insurance companies, in the UK and beyond. 44% of this is for overseas customers. The 
UK asset management industry is the largest in Europe and the second largest globally.  
 
The IA recognises sustainability and responsible investing as the stand-out issue for our 
industry with attention focused more than ever on working together towards an economy, 
society and planet fit for the future. We are a proud supporter of the Net Zero Asset 
Managers initiative and the Race to Zero and to date investment managers with UK assets 
under management of more than £7trn (nearly three quarters of UK AUM) have signed up 
to the Net Zero Asset Managers initiative.  
 

Executive summary 
 
The IA welcomes this opportunity to respond to the FCA’s Discussion Paper (DP) 21/4 on 
Sustainability Disclosure Requirements (SDR) and sustainable investment labels.  
 
UK Government, financial services, markets and society are at a critical point in terms of 
the future of sustainable finance rules in the UK and indeed on the path to achieving net 
zero greenhouse gas emissions by 2050. We welcome the recognition that this is a complex 
process and that the ambition needs to balance multiple objectives - decisive climate 
action; diversity, growth of the market and innovation of products; outcomes and 
protections for consumer and a regulatory approach that captures the opportunities but 
also adequately addresses the risks.  
 
Alongside the intensifying policy focus in this area, long-term savers increasingly want to 
see and understand the impact of their investments on the world around them and to have 
confidence that when they invest in a sustainable and responsible investment product, that 
product is clear and matches their preferences and expectations. Investment managers are 
committed to bringing clarity and consistency to the way the industry describes these 
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products to clients and to make it easier for all savers to understand the opportunities 
available to them.  
 
At the end of 2019, the IA published its Responsible Investment Framework - the first 
industry-agreed framework with supplementary definitions to explain to all audiences in a 
consistent way how investment managers contribute to sustainability through different 
responsible investment approaches. We are pleased that the FCA has recognised the 
Framework as a one of the notable existing initiatives (in the UK and internationally) 
relating to labelling or classification of sustainable and responsible investment product.     
Since its publication, we have engaged with the FCA on all efforts to ensure clear and 
consistent communication to clients, good customer outcomes and a well-functioning fund 
market, particularly so in the high-growth sustainable and responsible investment market. 
We are grateful for this open dialogue with the regulator and welcome your efforts to bring 
various market initiatives together, to build on progress to date and to collaborate 
internationally and domestically.  
 
The IA has long been calling for the globalisation of standards in the sustainable and 
responsible investment landscape. IA members welcome an approach from both UK 
government and UK regulators that seeks to encourage and support international 
harmonisation of standards for ESG/sustainable products and funds, including alignment 
with the EU sustainable finance rules, wherever this is deemed to be in the best interests 
of end investors. Many of our member firms conduct business on a cross-border basis and 
fragmented approaches across different jurisdictions run the risk of not treating consumers 
consistently and fairly, including different regulatory requirements impacting the investable 
universe of certain consumers more heavily than others. To the extent that they may affect 
investment strategies, they also potentially undermine the benefits of managing portfolios 
for clients in a range of jurisdictions from particular “centres of excellence”. In this vein, we 
particularly welcome the FCA efforts to avoid as much as possible conflicts with the 
Sustainable Finance Disclosure Regulation (SFDR) and indeed align where possible, where it 
is in the best interest of investors.  
 
As we work together to ensure that a UK SDR disclosures and sustainable investment labels 
framework works for all stakeholders (including firms, consumers and institutional 
investors), we would like to outline the following overarching points, which we see as 
critical to achieve the multiple objectives of these proposals: 
 
1. This is a rapidly-evolving environment, in which a number of key definitions are highly 

fluid and some elements of the process – notably the UK taxonomy – are not complete.  
While the industry is highly engaged and broadly supportive of the direction of travel in 
the DP, there are still many unknowns, which place a particular emphasis on the need 
for clarity about the purpose of classifying and labelling investment products, the 
criteria and any plans for its evolution. We also want to avoid unintended 
consequences, notably stifling innovation and limiting consumer choice.   
 

2. While the current focus of the UK and European sustainability debate is primarily on 
climate issues, responsible investing is broader, in terms of both the ESG risks which 
can impact the value of investments, as well as savers’ diverse ESG and sustainability 
preferences. These are likely to broaden even further as the market and consumer 
understanding grows.  Care needs to be taken to avoid a situation where some 
aspects of labelling act as an undue constraint on the communication and investment 
design of responsible investment strategies in the near-term and become outmoded 
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in the longer term.  The terms ‘transition’ and ‘alignment’, which have strong climate 
connotations, pose a particular challenge in this respect.  

 
3. Given emerging evidence of the challenges in communicating often complex and 

subjective concepts to consumers (and according to the FCA’s own research – the high 
appeal and influence of objective and reliable product labels to the retail consumer), 
there is risk that the proposed design principle and five-stage labelling system could 
also prove too complex and difficult for consumers to understand and in our view, 
requires careful testing. The IA is currently conducting its own research, alongside FCA 
consumer research, and key findings to date are presented in the Appendix to this 
document.  This research extends into the broader language used to describe the 
responsible and sustainable investment products and processes. The initial results 
from phase one of the IA research shows that investors have more positive 
associations with simpler labels, such as ‘sustainable’, ‘sustainability focus’ and 
‘responsible’. ‘Transitioning’ and ‘aligned’ were most likely to be considered 
confusing.  As we set out in our responses to Questions 4, 8 and 9, the consumer 
research reinforces our view that further consideration is needed at the level of 
investor understanding and definitions/criteria for the proposed labels.   
 

 
4. Beyond the headline discussion on labels lies an important set of considerations 

regarding the specification of data requirements, both to assess how a fund should be 
categorised and for broader disclosure to investors.  The critical challenges here are 
two-fold:  how to get the right balance between prescription and principles; and how to 
regulate in a context where so many data points are yet to be fully defined or the data 
is yet to be available. While the industry supports consistency of methodology as far as 
is possible, it is also cautious about a highly specified set of individual data points for a 
given investment objective.  

 
Taking account of these overall points leads us to make the following conclusions for the  
way forward as the FCA moves from discussion to consultation: 
 

• Despite excellent communication between regulator and industry as part of the 
development process, the DP consultation period has been too short given the 
importance and complexity of the issues.  Our response below sets out a number of 
observations and questions that need careful consideration by both firms and 
regulators, including further consumer research.  In this respect, we urge the FCA to 
seek a clearer consensus on the many issues below before moving to a CP.  We 
welcome the creation of the FCA Disclosures and Labels Advisory Group and are 
committed to continuing our own research in a transparent and inclusive manner.  This 
is not a call for delay or an open-ended process, rather that a number of critical 
processes be given more time into Spring 2022. 
 

• At the heart of this, there is a strategic decision to be taken about whether and how to 
proceed with the proposed FCA labelling approach based on the concept of a 
‘spectrum of capital’, involving a gradient approach between traditional investment 
strategies at one end and impact investing at the other.  The obvious advantages of this 
are an alignment to an emerging conceptual consensus about responsible/ESG 
investing and policy processes internationally, notably SFDR through the Article 6,8 and 
9 progression.  The potential disadvantage that needs to be avoided is that it can lead 
to a set of categories that are constraining and over-simplified for investment practice 
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as well as being unclear from a disclosure perspective.  The stand-out examples of this 
in the DP are the proposed distinction between ‘responsible and sustainable’, and the 
definition of (and progression between) ‘transition’ and ‘aligned.’ 
 

While supportive of international alignment and simplification in principle, the industry 
would like more time to consider with regulators the implications and detail of this 
strategic decision, partly informed by different strands of ongoing consumer research. 
Whatever the final shape of the SDR framework and the labelling regime, it must be 
constructed in a way that can evolve as flexibly as possible.  This strongly militates in favour 
of fewer, less rigid categories now, recognising both the potential and the limitations of 
what labels can on their own achieve.   
 
As you are aware, the funds industry is currently navigating an incredibly wide and 
accelerating change agenda with respect to both the inputs and outputs of consumer 
disclosure regarding the investment process for responsible and sustainable investment. 
The IA looks forward to continuing the exchange of views with the FCA to further shape 
and drive that agenda.  
 
  

 
ANSWERS TO QUESTIONS 
 
 

FCA Approach 
 
Question 1: What are your views on the tiered approach set out in Figure 2? We welcome 
views on any concerns and/or practical challenges. 
 
The IA supports the FCA’s proposal for a tiered approach incorporating product labels and 
enabling investors to choose the level of granularity of the information that they wish to 
see.  Such structure takes into consideration that different audience types may have 
different information needs and levels of understanding.  We also support an approach, 
which builds on the TCFD disclosure requirements, which our industry champions with 
investee companies, asset owners and indeed across asset management firms.  
 
Having a more layered approach to fund communication echoes with the consumer testing 
work the IA carried out in 2018 in response to the Asset Management Market Study. At the 
time, we learned that experienced, self-directed investors who use a broad range of funds 
and other investments within their portfolios, want sufficient detail on holdings and active 
positions to allow them to compare funds and want information layered in a way that 
means they can dip into it as and when desired.  
 
Notwithstanding that different information and level of disclosure may be required by 
different audiences, we do not support an approach that excludes a group of clients from 
an information set or in which information available to institutional investors is only, for 
example, available to retail investors on request.  
 
There is also an additional concern that having two different and separate disclosure 
regimes (consumer-facing and Institutional) would require further resourcing and incur 
further costs for firms for potentially limited benefit to institutional investors.  
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We therefore encourage the FCA to carefully consider how the different levels of disclosure 
align, interact and could interchange, and how the information could be provided to all 
audiences, preferably in a digital format.   
 
Clarity is also needed, as soon as possible, on what obligations will be placed on non-UK 
funds marketing in the UK to provide these disclosures. It is our view that consumer 
disclosures should be limited to UK retail investors only. 
 
Specifically on product labels - whilst we are generally supportive of the proposed product 
labelling and disclosure system approach, there is a genuine concern amongst our 
members that there is lack of a globally consistent labelling approach. This is a big 
challenge for the investment management industry in the UK (and globally), particularly 
where it affects the underlying investment strategy (where you would have to run different 
investment strategies (e.g. exclude a particular asset for one jurisdiction but not another)). 
Many of our member firms conduct business on a cross border basis and fragmented 
approaches across different jurisdictions run the risk of not treating consumers consistently 
and fairly, including different regulatory requirements impacting the investable universe of 
investment products.  
 
In the FCA research published in July 2021, there is the suggestion that consumers place 
weight in a medal, possibly because they view it as a kitemark or quality assurance. If there 
is a product labelling system that ensured a certain standard is in place, consumers would 
likely pay this most attention. There will have to be minimum standards/criteria for the 
labels, based on verifiable data or firms using the same thresholds to ensure consistency in 
application of the labels across the market. It is also worth considering that where labels or 
other forms of kitemarks exist on fund documentation, consumers are likely to pay less 
attention to other details in the fund documentation such as the investment objective and 
risk and return profile. Labels may have the potential to prevent consumers from focusing 
on important detail within fund documentation. For this reason, the criteria used in 
determining how a fund is classified will be crucial – more on this in our responses below. 
 
 
Question 2: Which firms and products should be in scope of requirements for labels and 
disclosures? We particularly welcome views on whether labels would be more 
appropriate for certain types of products than for others, please provide examples.  
 
Overall, we would support as little divergence as possible in the scope of entities and 
products to be covered in the SRD regime, the UK’s implementation of the global TCFD 
recommendations and of the EU’s SFDR regime.  A top-level approach of consistency of 
scope across all regimes should be the optimal outcome. 
 
Firms/entities: We agree the SDR framework should apply to listed issuers, asset managers, 
asset owners, UK authorised firms and the distribution community (platforms, advisers, 
intermediaries, investment consultants). That said, it will be important to ensure any 
legislative measures do not disproportionally disadvantage smaller businesses who will not 
be able to access the data that larger firms have the resources to do, as the cost of the ESG 
data set for companies is not dependent on the size of the financial market participant 
buying the data. Having the flexibility to provide a qualitative assessment of, for example, 
principal adverse impacts, in cases where data and/or methodologies are lacking and/or 
still being developed, would alleviate this burden. 
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Furthermore, it will be important to ensure that in practice the UK implements the SDR 
requirements on UK incorporated and listed companies ahead of the requirements coming 
into effect for IA members and funds. As outlined in our response to Question 13 below, 
data gaps are currently a significant issue in TCFD reporting for asset classes other than 
listed equities and in terms of jurisdiction, since investors’ portfolios may have significant 
allocations to assets in markets where there are currently no climate-related reporting 
requirements. When setting sustainability-related metrics or disclosure requirements 
under SDR the FCA should consider the availability of the underlying data from investments 
necessary to calculate or provide them, in asset classes other than listed equities (to also 
cover fixed income, sovereign debt, money market instruments, real estate, private 
markets, and derivatives), index-tracking strategies funds and Funds-of-Funds and the 
extent to which sustainability reporting is adopted on a standardised basis globally. 
 
Products: the requirements on products should apply to all investment products being sold 
in the UK (UCITS, NURS, AIFs, Investment Trusts, OEICs and eventually LTAFs) including unit-
linked funds which are often substitutable with authorised funds. However, the SDR regime 
will need to sufficiently recognise the breadth of asset classes that might be reported upon 
and the relevance of sustainability risks, including climate-related factors and the 
opportunities and impact of them, and data availability to those asset classes. As outlined 
in our response to CP21/17, the requisite underlying data will be most complete and 
transparent for equity and corporate fixed income instruments from large public issuers. 
For other asset classes and issuers, the underlying data may not be relevant or available. As 
such, there should be greater flexibility around what asset managers should be required to 
report in relation to the quantitative information, in particular metrics and targets. Firms 
should have the ability to apply judgement on whether to report metrics and if not, to 
provide an explanation. Examples of asset classes or issuers where metrics are either not 
relevant or are unlikely to be obtained include collateralised loan obligations (CLOs), legacy 
asset backed securities (ABS), currency instruments and derivatives. More detail on 
rationale can be found in our response to CP21/17.  
 
Segregated mandates: Portfolio management services provided on the basis of segregated 
mandates or products not targeted at retail consumers are both currently in scope for TCFD 
and SFDR and therefore, from a customer/client consistency point of view, and one of 
operational execution, there would be a case for them being part of SDR. However, for such 
services and products, there should be specific adjustments or bespoke rules for the UK 
market.  
 
For portfolio management services that take the form of bespoke segregated mandates , 
it’s not clear that there is a benefit to investors in bringing these within the SDR labelling 
regime in terms of transparency or investor protection. Clients will typically be highly 
sophisticated investors who will have negotiated the terms and asset allocation of the 
mandate at the point of sale and will therefore know what they are buying without 
needing the additional information provided by a label. In terms of wider disclosure and 
reporting, investors will typically seek bespoke reporting in connection with these services.  
 
In terms of wider disclosure and reporting, investors will typically seek bespoke reporting 
in connection with these services. There should also be an exemption from any 
requirements to provide a separate ESG factsheet, should the FCA be considering 
introducing one (see our response to question 14 on views of a separate ESG factsheet). 
For a mandate given on a discretionary basis, it will be extremely difficult to pre-empt the 
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investment guidelines that a client would want an asset manager to implement as part of 
the mandate. As such, producing an ESG factsheet for the mandate ahead of finalising the 
agreement would be a challenge. Confidentiality of these discretionary agreements should 
also be considered if the intention is for these consumer-facing disclosures to be available 
on the website alongside the Key Information Investor Document (‘KIID’).  
 
Discretionary management model portfolio services: However, investors in standard model 
off-the-shelf discretionary mandates, typically known as model portfolio services (MPS) 
may still benefit from the relevant disclosures outlined below, for example they could still 
report on adverse impact and the TCFD extension reporting. This reporting could be 
provided upon request potentially, and these disclosures could be agreed between the 
investment manager and the DFM running the model portfolio service, rather than 
mandated. Rules should distinguish between standard discretionary MPS that use 
segregated mandates and bespoke segregated mandates. The rules pertaining to standard 
discretionary MPS that use funds should also be subject to further consideration. 
 
The DP is suggesting where products are not targeted at retail consumers, certain 
requirements shouldn’t apply. Consideration should be given to disapply the labelling 
system for funds aimed at institutional investors. However, institutional investors, such as 
pension funds, should be given the product level information - pension funds will be tasked 
with their own sustainability and ESG disclosures, which they will be relying on fund 
managers to provide data for.  
 

Labels 
 
Question 3: Which aspects of these initiatives [CFA, IA, TISA, BSI, IOSCO], or any others, 
would be particularly useful to consider (for example in defining terms such as 
responsible, sustainable and impact) and how best should we engage with them?  
 
There is a need to support the establishment of common terminology on key sustainability 
concepts to avoid misinterpretation.  It is therefore encouraging that the FCA has 
acknowledged this, specifically in relation to the classifying and labelling of investment 
products.   
 
At the end of 2019, the IA launched its Responsible Investment Framework, the first ever 
industry-agreed Responsible Investment Framework – and supplementary definitions with 
which we came together to bring clarity, consistency and choice for the consumer. While 
the Framework does not represent a standard or label in and of itself, it was a major 
collective step forward with input from member firms representing £5 trillion of assets 
under management (in November 2019) including other industry associations, a UK 
Government taskforce and asset owners. The components and terms within the 
Framework are being used by both industry and third-party service providers to the 
industry. Around 280 funds managed by IA member firms are categorised as 'responsible 
investment funds' using the IA Framework components - data on funds under 
managements (FUM) and net sales is reported to the market through the IA's monthly fund 
statistics. 
 
As such, the IA Framework represents a significant statement of current norms as to how 
the investment management industry actually runs portfolios under different responsible 
and sustainable investment strategies. The Framework has been adopted extensively 
across the whole investment chain with widespread usage across financial advisers, 
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Discretionary Fund Managers (DFMs) and platforms.  These firms play an important role in 
providing consumers with sufficient information to assess which products meet their needs 
and so commonality of terminology used throughout the investment chain will support the 
FCA’s commitment to build trust and transparency in the interest of consumers in 
responsible investing.  
 
A key question as we move to policy-defined labelling under SDR is how to ensure that the 
way in which the investment process actually operates is properly reflected in the way that 
fund communication actually takes place.  The industry recognises that there is more work 
to do in the area of consumer communication in all eventualities and hopes that a new 
research programme will help provide greater accessibility and consistency of language.  
Views from our members however are that deviating from what has become market 
standard/consensus, or recalibrating through a policy lens may cause more confusion than 
clarity.   
 
In this regard, there is an important point of potential divergence between the IA 
Framework and the proposed FCA approach that should be recognised and further 
discussed.  In our reading, the FCA approach is based on a ‘spectrum of capital’ concept 
with a gradient between what might be described as traditional investment strategies at 
one end of the spectrum and impact investing at the other.  This can lead to a set of 
categorisation requirements based on mutually exclusive (or) conditions under which a 
product is somewhere on the spectrum - Not Promoted as Sustainable OR Responsible OR 
Sustainable Transitioning OR Sustainable Aligned OR Sustainable Impact.  In contrast, under 
the IA Framework, a product may be classified under several labels capturing the full extent 
of its investment strategy:  for example, it may be both Sustainable Focused AND use 
Stewardship. 
 
At this stage, the IA is not taking the view that its own framework offers an immediate 
alternative to what is proposed in DP21/4. However, the issue of how well a single label 
can best capture and communicate often complex investment approaches is a critical one 
that requires further discussion, particularly in the context of the likely rapid evolution of 
investment strategies and customer expectations in the coming years. Clarification from 
the FCA on whether the labels are mutually exclusive is critical as it has fundamental 
implications for the shape of the future framework. 
 
 
Uses of the terms ‘Sustainability & Responsible’ 
 
One of the key objectives of the IA Framework was, through the use of a common 
language, to enable the industry to better explain to all audiences (including policy makers 
and retail & institutional clients) how investment managers deliver responsible investment 
for their clients and contribute to sustainability through investments.   
 
The Framework built on Global Sustainable Investment Alliance (GSIA) definitions for 
sustainable investing which have been in use for over a decade. One of the main drivers 
behind revising the GSIA definitions had been to use terminology that could be easily 
understood by a wide range of audiences. The focus was to avoid the use of potentially 
misleading language.  
 
One area of particular focus was the term used to refer to firm-level approaches that 
include ESG integration and stewardship with the words responsible and sustainable being 
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used interchangeably. Following an extensive membership survey undertaken in 2019, a 
significant minority (36%) of firms suggested that “Responsible Investment” should be 
adopted as an appropriate term to encompass the full suite of approaches within the 
Framework. By contrast, “Sustainability” itself is understood to refer to certain goals to 
which responsible investment approaches can contribute. Sustainability could be used to 
refer to environmentally sustainable goals, socially sustainable goals or goals to do with 
economic sustainability, including the resilience of financial systems.  
 
The first phase of recent consumer research on sustainable and responsible investment 
language conducted in December 2021 by The Wisdom Council on behalf of the IA has 
enabled us to validate this approach.  We found that investors were more likely to see 
‘responsible’ as an umbrella term than ‘sustainable’. We presented investors with different 
objectives associated with S&RI investing including ‘positive environmental impact’, 
‘positive societal impact’ and ‘investing in line with your ethics.’ More investors associated 
‘responsible investing’ with a wider range of objectives than ‘sustainable investing’ (See 
Appendix for a summary of our consumer research). The research also shows that a smaller 
proportion of investors associated the term ‘sustainable’ with social investment objectives, 
compared with environmental objectives. 
 
We will embark on a second phase of consumer research in 2022 to develop a language 
toolkit to help firms. This will build on the fund communication guidance issued by the IA 
in 2019 following FCA PS 19/4. 

Subject to this further testing, we continue to advocate that the FCA use ‘responsible’ to 
refer to an entity level approach to responsible investing rather than a product label or 
classification.  We provide further views in our response to question 9.  
 
 
 
Question 4: Do you agree with the labelling and classification systems set out in Figure 3, 
including the design principles we have considered and mapping to SFDR? We welcome 
views on further considerations and/or challenges.  
 
Overall, the IA sees the general direction of travel outlined in Figure 3 in the DP as a good 
starting point and supports the attempt to incorporate ‘Transitioning’ strategies, 
recognising that investment strategies that are actively seeking to improve sustainability 
metrics are an important part of sustainable investment. However, the way in which this is 
achieved requires further consideration and raises a number of significant questions that 
need to be considered, including:  

• The practicalities of the proposed bucketing of ‘Transitioning’ and ‘Aligned’ funds; 

• Have we considered the description of sustainable investment products & strategies 
and consumers’ sustainability preferences beyond climate change? 

• Is climate action and achieving net zero transition the principal objective of the 
classification and labelling system? 

• How does the proposed classification and labelling system incorporate the interplay 
between environmental and social and governance objectives?  

• How disruptive (and if at all possible) would it be to retrofit any new “sustainable” 
label on existing “sustainable” funds? 

 
Our response to Question 4 first discusses general issues, then we explore the challenges 
around the definitions of sustainability in more detail before turning to SFDR. 
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Overall Approach 
 
Most IA members support a classification and labelling system that covers the full range of 
investment products available to retail consumers (see answer to Question 2). We support 
that conventional funds not making any specific ESG claim still have a place in the fund 
landscape for comparability purposes but recognise that by putting a label on such funds, 
there is a risk of imposing value judgement. Our consumer research tested investor 
responses to the label ‘not promoted as sustainable’ alongside the FCA’s labels ‘sustainable 
transitioning’ ‘sustainable aligned’ and other terms used in the IA Responsible Investment 
Framework such as ‘sustainability focus.’ We asked investors to choose words that they 
associated with the different labels. A relatively high proportion associated ‘worrying’ and 
‘off-putting’ with ‘not promoted as sustainable’ compared with the other labels. We don’t 
believe that it is the FCA’s intention that funds in the ‘not promoted as sustainable’ 
category should be perceived as bad by investors but our research shows that this label has 
negative associations that could potentially put investors off investing in these funds. The 
language chosen matters when seeking to describe conventional funds outside the scope 
of the responsible and sustainable categories.  
 
Ultimately, a classification and labelling approach will be determined by what the primary 
goal of the legislation is and that is not fully clear yet. We would encourage the FCA to 
think of product classification in retail terms rather than shifting capital to sustainable 
investments. The FCA states it wants to create the right conditions for market participants 
to manage the risks from moving to a more sustainable economy and capture 
opportunities to benefit consumers. We know the aim of the EU Sustainable Finance 
Action Plan was, and still is, to redirect capital flow to a more sustainable economy. The 
FCA has made it clear in the past that redirecting capital flow is not the main aim of FCA 
measures, notably the Guiding Principles on ESG design, delivery and disclosure but 
specifically where firms make ESG claims, those claims are clear, transparent and fully 
disclosed.   
 
It is important that any legislative requirements do not stifle but encourage innovation. 
Therefore, the IA supports a principles-based approach to rule making in this space. A 
consequence of the SFDR disclosure requirements is already seeing capital flows from 
funds that have no environmental or sustainable characteristics and/or objectives to those 
that do with the negative consequence of a reduction in investments in emerging markets 
and a move away from engagement strategies to those where the chance of a higher 
percentage of taxonomy alignments is greater. 
 
Definitions of sustainability 
 
We agree with the objective of having objectively and clearly defined criteria underpinning 
each classification and label that allows for differentiation between categories. However, 
the current categorisation does not reflect the current range of products that members 
believe should fit within the ‘Sustainable’ categories. Without reconsideration of the 
categories, many funds that would otherwise fall under Article 8 SFDR would fall outside 
the FCA’s ‘Sustainable’ labels and into the ‘Responsible’ category.  
 
To give specific examples, funds with investments that focus on social objectives rather 
than environmental or climate change-related objectives may not qualify for the 
’Transitioning’ category if ‘Transitioning’ is defined narrowly around environment and 
carbon emission targets only. They may also fall short of the threshold required to be 
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classified under the ‘Aligned’ category. In this respect, we have particular concerns that the 
connotations of the language in ‘Transitioning’ and ‘Aligned’ focus overly on climate 
priorities and are dependent on a green taxonomy which has not been developed. We do 
not question the overriding societal importance of such priorities.  Rather, the challenge is 
to ensure that they do not unduly constrain firms now or in future as the broader ESG 
agenda develops further.  

There are several other challenges with the way ‘Transitioning’ and ‘Aligned’ are framed: 
 
• A low carbon fund with a requirement for a maximum carbon intensity of 50% relative 

to a reference benchmark would not qualify for the ‘Transitioning’ category as it is not 
seeking to improve the sustainability characteristics of its investments. At the same 
time, it may not have enough taxonomy-aligned investments to qualify for the ‘Aligned’ 
category.  

• A fund set up as ‘Transitioning’ because its investments were initially transitioning, but 
no longer qualifies for the ‘Transitioning’ category once its holdings reached the end of 
their transitioning pathway, may also not qualify for the ‘Aligned’ category if the 
allocation of sustainable investments do not meet the required threshold. Such funds 
would therefore move from ‘Transitioning’ to ‘Responsible’. In other words, such funds 
would no longer be categorised as ‘Sustainable’ as a result of their investments 
achieving their transitioning objectives, which seems counterintuitive. 

• The current framework appears insufficient for ethical exclusions funds as it is not clear 
where such funds would fit, which are still an important part of the market. 

 
This raises a number of options. Firstly, the current ‘Transitioning’ definition could be 
changed, or secondly, a new category created. This would apply to investment products 
that go beyond the ‘Responsible’ category by embedding ESG criteria or by applying 
exclusions to companies because of what they sell, but do not qualify for either the 
‘Transitioning’ category (because investments are not transitioning) or ‘Aligned’ category 
(because any allocation to sustainable assets does not meet the minimum threshold).  
 
However, the problem with these two options is that it may be difficult to retrofit these 
labels onto existing funds, as we illustrate in Case Study A below. Many existing funds 
focused on sustainability are likely to have a combination of transitioning, impact and low 
carbon investments. These do not fit into one category neatly as they seem to be a 
combination of a few categories. It is important to ensure that these funds are still 
nevertheless caught under the Sustainability umbrella which raises a third option of one 
Sustainable category that avoids potentially artificial distinctions between ‘Transitioning’ 
and ‘Aligned’ funds.   

 

CASE STUDY A:  The challenge of accommodating established funds within a new labelling 
system 
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One member firm has a number of sustainable funds, some of which date back thirty 
years. They currently operate on a model for assessing sustainability that has been in 
place since the early 2000’s. These funds consider whether a company provides an overall 
positive sustainability benefit to society, undertaking a qualitative assessment of the 
balance of positives and negative impacts of the business, and importantly, a rounded 
assessment of E, S and G. The firm believes that a qualitative assessment of sustainability 
is still necessary after 20 years, because the data is not yet mature enough to warrant a 
wholly data-driven approach. 

Under SFDR, these funds are currently classified as Article 9, as they have a sustainable 
investment objective, all securities are assessed for good governance, and the firm meets 
the do-no-significant-harm test (qualitative assessment). Sustainability assessment is at 
the core of the investment process. The result of this qualitative but long-established 
investment process is that the funds tend to be much lower carbon, have better diversity 
statistics and improved ESG performance versus their benchmarks (often by a wide 
margin). The firm believes that these funds meet the spirit of what SDR is trying to 
achieve and should continue to be marketed and sold as ‘sustainable’ funds. Under the 
SDR, these funds would likely initially fit in ‘sustainable aligned’. However, should SDR 
adopt a minimum threshold for ‘high allocation to Taxonomy-aligned sustainable 
activities’, its uncertain whether these funds would still qualify for this label given the 
qualitative nature of the investment inputs and research. Equally, the ‘sustainable 
transitioning’ label is not considered appropriate for these funds.  

The main concern is that the firm has been selling these as sustainable funds for 20 years 
on the basis that they take a balanced view of sustainability (E+S+G). The firm does not 
weight E or climate factors higher than S or G, whereas the FCA labels as proposed would 
likely artificially force the firm to look at ESG factors in isolation, particularly if the UK 
Taxonomy is drip-fed to the market, as is the case in the EU. For example, under the draft 
EU Taxonomy criteria, these funds have low alignment with ‘environmentally sustainable 
activities’. This is largely due to the fact that the sustainability assessment is holistic and 
not specifically focussed on ‘green’ or environmental initiatives.  Because the 
sustainability performance is an output of the investment process, there are concerns 
that using the taxonomy as an input to the investment process actually changes the 
investment process.  

Forcing taxonomy alignment in this way could have the effect of forcing investors into a 
narrower set of assets/companies with a much higher risk profile and less diversification. 
By trying to retro-fit a label, this specific firm could have a situation of reverse mis-
selling, where in an effort to comply with labelling requirements, they are doing a 
disservice to existing clients and may be changing the product to something that 
investors never signed up to in the first place.  

 

Although there are different views within the industry on this point, a number of members 
have also called for a distinct label of ‘Impact’ that is distinct from Sustainable with just 
transitioning and aligned labels falling under the latter. Whichever approach is chosen, 
there is also the challenge of the language itself.  The first phase of our consumer research 
finds that consumers are more likely to associate ‘sustainable transitioning’ and 
‘sustainable aligned’ with ‘meaningless’ and ‘confusing’ than other labels such as 
‘sustainable’ or ‘sustainability focus’. Without the additional context of the word 
sustainable in front of the terms ‘aligned’ and ‘transitioning’, these labels may have 
received a higher association with confusing or meaningless. We believe that simple labels 
underpinned by clear and accessible definitions to better describe evolving social and 
environmental investment approaches will be critical. A label may be valuable, and it is 
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certainly something that we have also explored together with members, but a label does 
not in and of itself solve for the challenge of accessible and consistent terminology and 
language. It can only be part of the solution. 
 

Mapping to SFDR 
 
We welcome the FCA’s attempt at mapping the categories against SFDR given the extensive 
work already carried out by IA members to implement SFDR.  
 
That said, we do not think the FCA-suggested categorisation currently maps well or 
accurately to SFDR which could lead to confusion on investors holding both UK and EU 
funds because we do not think a fund that integrates sustainability risks should be mapped 
against Article 8. We also do not believe that Sustainable-Aligned should be mapped 
against Article 9 given that we do not know what the percentage of sustainable 
investments are in that particular product unless the expectation is that it will be close to 
100%. 
 
For the “Responsible” category - the design principles do not reflect a high enough bar to 
justify mapping to Article 8 under SFDR.  In addition, in paragraph 3.38, the DP states that 
“‘Responsible’ products could be characterised by the integration of ESG factors”.  ESG 
integration alone would not categorise a product as Article 8 as it, and the design 
principles, lacks the concept of promoting an environmental and/or social characteristic.  If 
there is no concept of promotion in “Responsible” then we see no difference between it 
and “Not promoted as sustainable” because a fundamental principle of labelling should be 
that if a product doesn’t promote a sustainable outcome, then it is an equivalent of Article 
6, irrespective of the investment strategy. In order to map/align the ‘Responsible’ category 
with Article 8 SFDR, the binding requirement required under Article 8 SFDR would need to 
be included.  
 
Question 5: What are your views on ‘entry-level’ criteria, set at the relevant entity level, 
before products can be considered ‘Responsible’ or ‘Sustainable’. We welcome views on 
what the potential criteria could be and whether a higher entity-level standard should be 
applied for ‘Sustainable’ products. We also welcome feedback on potential challenges 
with this approach.  
 
Many, but not all, IA members support introducing a minimum ‘entry-level’ criteria at the 
relevant entity level before a product can be considered ‘responsible’ or ‘sustainable’. 
There is also merit in the three base-line criteria proposed in the DP that such firms would 
have to: 

- Meet existing governance, systems and controls requirements; 
- Identify how ESG considerations are integrated into investment processes to 

minimise risks and take advantage of opportunities; and 
- Undertake stewardship and exercising ownership rights (e.g. voting and 

engagement). 
 

These entry-level requirements will show a minimum level of governance, processes, and 
resource which clients would expect, and ensure that single fund classification status is not 
achieved without a minimum firm wide approach being implemented. This will give 
comfort that appropriate firm-wide standards have been implemented. This would 
complement the FCA’s requirement under COBS 2.23 for firms to disclose ‘the nature of its 
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commitment to the Financial Reporting Council’s Stewardship Code; or where it does not 
commit to the Code, its alternative investment strategy. 
 
The IA has publicly supported and encouraged IA members to become signatories to the 
FRC Stewardship Code. The Stewardship Code and PRI are well accepted and used by 
investment managers and many of their clients already expect these external credentials to 
be achieved as part of the investment manager selection process. 
 
Notwithstanding our support for the Stewardship Code and the FCA’s policy aims with this 
suggestion, further consideration is needed on how to apply any base-line criteria and 
whether third party standards could/should be mandated as entry-level criteria for 
sustainability labels. In particular, there are a number of practical issues that the FCA will 
need to address if it does choose to adopt this approach: 
 

1. Measuring stewardship outcomes and stewardship quality - the FCA will be aware 
there is currently no consistent method of measuring stewardship outcomes and 
stewardship quality.  Given this, the FCA will need to recognise that these initiatives 
focus on highlighting those firms that have effective stewardship reporting rather 
than judging effective stewardship behaviour or outcomes. Using these standards 
as an entry level requirement will create significant incentives for firms to become 
signatories to the Stewardship Code. It will be important therefore for the FCA to 
have confidence in the assessment criteria and governance of these third party 
initiatives as these are operated by bodies outside the FCA’s control. Consideration 
will need to be given to the consistency and robustness of the assessment 
methodology from year to year and how any criteria evolves in response to 
changing best practice.  

 
2. Year-on-year status as a signatory of the Stewardship Code or the PRI and client 

impact - how the FCA treat funds where the firm is a signatory to the Stewardship 
Code or PRI and then in a future year loses that status will need to be considered. 
This could create confusing outcomes for clients who may see the sustainability of a 
particular product change based on these external criteria, without necessarily 
seeing a marked difference in the specific approach of the product they are 
invested in. Where this occurs, firms would need to communicate to their clients 
about the changing sustainability status of the product, based on which the product 
may have been sold to the client.  

 
3. Stewardship across all asset classes - another consideration is that the Stewardship 

Code has only recently extended its scope to cover a broad range of asset classes 
other than listed equities. Managers who specialise in asset classes other than 
equities are on a journey to meet the expectations of the Code as it is new for 
them. The IA is working closely with its members to support the market to develop 
best practice stewardship in the broad range of asset classes in which they invest 
including in fixed income, real estate and private markets. This is a nascent area and 
the FCA will need to be committed to work with the market to support these 
developments. 

 
 
Question 6: What do you consider to be the appropriate balance between principles and 
prescription in defining the criteria for sustainable product classification? We welcome 
examples of quantifiable, measurable thresholds and criteria. 
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Overall, a key learning from the implementation of SFDR is the need for a minimum 
baseline set of principles-based policies and rules rather than over-prescriptive and 
inflexible rules given what a broad and subjective term sustainability is. The term 
encompasses a variety of concepts and is situated in a rapidly evolving landscape. With 
that in mind, managers should be provided the discretion to determine how they apply 
sustainability within their portfolios. Any policy proposals promoting transparency and 
consistent disclosure must be flexible enough to allow managers to communicate in a 
manner representative of their products, both for new and existing ranges. Overly 
prescriptive criteria may result in adverse consequences such as slowing down the uptake 
of meaningful sustainable investing. 
 
To achieve this, there will therefore need to be baseline guidance akin to the approach 
taken by the FCA in its ‘Dear Chair letter’ on ‘Guiding principles on design, delivery and 
disclosure of ESG and sustainable investment funds’.  Principles are critical to ensure 
investment integrity and protect against ‘greenwashing’. At the same time, to ensure 
consistency in application, relatively precise rules around the methodology for calculating 
specific metrics would be helpful, for example, aligned with the SFDR Principal Adverse 
Impact indicators (PAIs), but with flexibility about which metrics to use. 
 
It is also critical to recognise that the sustainable and responsible investment landscape is 
an ever evolving one, especially when it comes to the data available from investee 
companies. As that data becomes available from corporates to investment managers and 
from investment managers down the distribution chain, that will help inform both the 
classification and disclosure of these products. Over time, as data availability improves, 
consideration could be given to move to more quantitative criteria. In terms of quantifiable 
measurable thresholds and criteria we are aware some members are considering include: 

• using underlying companies’ revenues aligned with the Sustainable Development 
Goals (SDGs), which ensure they have a third-party framework and consider 
sustainable themes beyond climate.  Depending on the fund, they have internal 
criteria that ensure x% of the fund is investing in companies with some mapping to 
the SDGs. 

• suggesting measurable thresholds for sustainable product classifications could be 
set at >50% portfolio threshold with a net zero or science-based target initiative 
(SBTI) targets.  Reference to the EU Taxonomy’s technical screening criteria could 
be considered as a starting point.   
 

We are not advocating the above measurable thresholds at this stage but outlining what 
members are currently considering. Further discussion is needed on this. 
  
Regarding taxonomy alignment, we would urge the FCA to carry out an analysis of the level 
of taxonomy alignment on UK funds – as we know, ESMA has stated that less than 3% of EU 
funds have an estimated Taxonomy-alignment of 5% or higher and that a quarter of EU 
funds have a 0% alignment. If we expect the same level for UK funds, then it will be difficult 
to imagine how FCA set thresholds will work and whether a fund will be able to be 
classified as sustainable-aligned. Furthermore, defining ‘sustainable investments’ as only 
those investments in Taxonomy-aligned economic activities could also lead to confusion as 
‘sustainable investments’ are defined much more broadly under SFDR and environmentally 
sustainable economic activities are only a sub-set of sustainable investments.  
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This is particularly the case for managers of multi asset portfolios that invest in a wide 
range of asset classes and who have been disadvantaged compared to fund houses that 
invest only in asset classes where ESG and SDG data are more readily available, led by 
equities and corporate bonds.  When data is not easily available in a standardised format, 
their experience is that external providers of fund ESG ratings exclude those asset classes / 
products and judge them not to be ESG/sustainable, thus lowering the overall rating of the 
fund. For example, a fund house managing a mixed asset class fund composed of equities 
and corporate bonds, all of which have an ESG rating, will score more highly than a fund 
which includes emerging market bonds where ESG ratings are more difficult to find or non-
existent. 
 
Lastly, any flexibility built into the FCA regime should not be at the expense of the ability to 
effectively map across the label categories to the SFDR Article 6, 8 and 9 categories or the 
ability for firms to operationalise their responsible investment activities on a global basis. 
 
Question 7: Do you agree with these high-level features of impact investing? If not, why 
not? Please explain, with reference to the following characteristics: 

- Intentionality 
- Return expectations 
- Impact measurement 
- Additionality 
- Other characteristics that an impact product should have 

 
Overall, we agree with the high-level features of impact investing. In addition, as per our 
answer in Question 4, consideration should be given to having ‘impact’ as a category within 
its own right and not under a ‘Sustainable’ label, as per the IA Responsible Investment 
Framework.  

The IA Responsible Investment Framework endorses the Global Impact Investing Network’s 
(GIIN) definition of impact investments, and we support aligning with the four key 
elements: intentionality, investment with return expectations, range of return expectations 
and asset classes and impact measurement. What the FCA has suggested in the DP is not 
very different but we suggest there should be cross reference to the GIINs definition.  

Impact investing is seen by many of our members to be at the vanguard of sustainable and 
responsible investing but when presented with the term ‘impact’ without context, most 
investors do not associate it with sustainable investing. When investors were asked to score 
fund labels out of seven according to how environmentally and socially sustainable the 
fund label is, only 16% scored ‘impact’ fund in the net top three on the scale compared 
with 61% for ‘sustainable’ fund. Impact also received the highest percentage score for 
‘meaningless’ at 43% when we asked investors to pick words that they associated with the 
different labels. This underscores the importance of further developing clear and 
consistent language and definitions for retail investors. This would build on the work of the 
IA’s RI framework and GIIN but further explain the definition using language that has been 
tested with consumers.  

It would also be worth clarifying what ‘impact’ covers. For example, is it in relation to 
company products and services, which are produced with the intention to deliver solutions 
to sustainability issues? Or could it also cover company operational practices, where these 
practices are designed to have a positive impact on society or the environment? 
 

Regarding the specific characteristics:  
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• Intentionality – we support the view that there should be a deliberate intention to 
have a positive social or environmental impact through investments but it needs to 
be supported with impact measurement and reporting. A common view of 
additionality in public equity investing is that, through engagement, shareholders of 
a company can influence change (the ‘extra good’). However, the relevance of 
financial impact should also be considered – more work is needed to demonstrate 
the correlation between the allocation of ‘impact’ capital and the affect that this 
has on share price and, consequently, corporate strategy. Better documentation of 
this relationship could support the view that that secondary market transactions 
may achieve impact, without the need to also evidence how active ownership may 
have led to impactful change. 

• Return expectations – return expectations vary depending on the impact strategy; 
these range from impact alongside a financial return through to philanthropic 
impact, where financial returns are not targeted. In an investment context, we 
would expect impact alongside a financial return. - the ‘Impact’ category should 
cover products both with and without return expectations (i.e. those with a 
sustainability objective, but ‘Impact’ products can also have a financial objective 
alongside this). Impact investments should aim to avoid harm and mitigate ESG 
risks, benefit all stakeholders and contribute to SDG solutions. Finance theory 
suggests that this would entail returns lower than the market in the long run, since 
SDG-aligned companies can be expected to have higher costs and higher ratings 
than competitors. Some investors may be willing to sacrifice potential returns, 
others not. It can be argued that the most sustainable businesses with the longest 
growth runways are those that aim to benefit society and all their stakeholders, but 
the evidence on this is mixed. 

• Impact measurement: approaches for measuring impact remain underdeveloped 
and data is sometimes limited; both have repercussions for reporting. It’s not just 
about looking at the SDGs that apply to the company but assessing the negative 
impacts and setting engagement objectives with the aim of improving overall 
impact and enhancing return expectations. Many companies focus only on the 
positives, often at a quite superficial level, and a framework that encourages or 
compels them to view their overall business impact would be welcome. 

• Additionality: there is strong support for further considering additionality as a 
characteristic of impact investing although it is not clear how the FCA will propose 
evidencing this characteristic as there are many challenges associated with 
measuring it. For example, even within the green bond market – which is tailored to 
impact investing – it can be challenging to demonstrate how much of a bond’s 
proceeds is apportioned to new versus existing projects. While there may be a 
preference for funding new projects, re-financing existing sustainable projects (e.g. 
refinancing an existing wind farm) should still be included within the ‘Impact’ 
category as it can still have value in terms of the impact it helps to achieve. If this is 
not permitted, then many such projects may fail after the initial round of finance 
raising which can affect the overall success of these projects in the long-term. For 
that reason, we would support a non-prescriptive approach regarding consideration 
and reporting of additionality as part of an impact investing approach. Finally, it is 
not clear from the DP whether the requirement to consider ‘additionality’, would be 
a necessary condition to qualify for an ‘Impact’ label. There is an argument that 
impact investment would be undertaking additive activities in any case, therefore it 
would not pose another hurdle in addition to the other characteristics. In order to 
avoid additionality providing scope for abundant greenwashing, the concept needs 
to be defined rigorously - one possibility is for the definition to refer to the three 
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types of additionality the Organisation for Economic Co-operation and 
Development (‘OECD’) has identified: financial additionality, value additionality and 
development additionality. 

• Other characteristics of an impact product - Measurement against the SDGs: we 
would expect to see a company that claimed to be an impact investment to 
measure its impact against the 17 Sustainable Development Goals (SDGs). SDG 
alignment can be a fertile source of additionality as the outcomes are the result of 
the sustainable solution but are additional to the firm’s main strategy and purpose. 
That said, almost any business activity can be claimed to align with one or more of 
the SDG goals, in some form or other. Therefore, we would prefer to see companies 
provide far more detail on how their activities align with the SDG goals, and on how 
they interpret the SDG goals. 

 
Question 8: What are your views on our treatment of transitioning assets for: 

a) The inclusion of a sub-category of ‘Transitioning’ funds under the Sustainable 
label?  

b) Possible minimum criteria, including minimum allocation thresholds, for 
‘Sustainable’ funds in either sub-category? 

 
The IA welcomes the recognition that investments can be in transitioning assets and 
supports the suggestion of having a classification that includes such assets. This clearly 
recognises that companies or assets in which IA members invest will not necessarily always 
be green or have no areas for improvement and demonstrates a key benefit for using our 
industry’s role as stewards to create change.  
 
However, as we set out under Question Four, further consideration is needed of this 
category at the level of scope, investor understanding and definitions/criteria.  
 
Scope of sub-category 
 
We have specific concerns that the connotations of the language in ‘transition’ and 
‘aligned’ focus overly on climate priorities. Investment products that invest in companies 
with predominantly green economic activities have a place in the suite of products that 
investors may wish to invest in, but they do not represent the full suite of approaches that 
lead to the transition to a more sustainable economy - this should also consider “S” 
products. 
 
We understand from roundtable discussions on this topic that it is not the intention of the 
FCA to limit this category to focus only on climate change but this is not clear from the DP.  
We do not question the overriding importance of such priorities. Rather, the challenge is to 
ensure that they do not unduly constrain firms, now or in future, as the broader ESG 
agenda develops further.   
 
Investor comprehension 
 
When we tested the labels ‘sustainable transitioning’ and ‘sustainable aligned’ with 
investors, they were most likely to be considered confusing and/or meaningless by 
investors, whereas simpler labels such as ‘sustainable’ or ‘sustainability focus’ brought 
more positive associations such as ‘interesting’ and ‘attractive’.  
 
Importance of definitions 
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Possibly reflected in some of the investor confusion, the term ‘transitioning’ implies 
companies in high carbon emitting sectors that are making efforts to or recognise the need 
to transition. Labelling products in this way may wrongly imply that a fund labelled as 
‘Sustainable – Transitioning’ is by default investing in high emitting sectors, which may not 
be the case. 
 
Furthermore, the focus in the DP on the use of a minimum threshold on allocation to 
sustainable investments to distinguish ‘transitioning’ products is certain to lump together 
products with very different ESG ambitions, for example, products that offer a modest 
degree of positive tilt or material exclusions on the one hand, with products with a more 
ambitious ‘buy to improve’ strategy on the other. Therefore, there is a concern that a 
transitioning category could mislead customers who have a basic understanding of 
sustainability and may be shocked to find companies within funds that are not green at all 
(beginning of the path to transition).  
 
Greater clarity on the label definition is needed. Imposing a minimum threshold of 
sustainable holdings for the transitioning label would incorporate funds employing 
exclusions and some funds that do not have clear sustainability objectives. However, 
thresholds may be the simplest and clearest way of categorising funds in a way that is 
meaningful for investors, as long as the percentage of compliant assets in a transition fund 
is linked to market practices and reality and isn’t overly disproportionate to what can be 
expected. This would be a different proposition from a label designed to help investors 
identify funds that have an active engagement and stewardship strategy to help companies 
make the transition from brown to green.  
 
If the fund is employing the latter strategy, careful consideration needs to be given to how a 
company can be identified as ‘sustainable transitioning’ and the measurement and 
monitoring of fund holdings as the fund shifts from the sustainable transitioning label to the 
aligned label. Our members have considered different ways that measuring could be 
implemented. One way could be to use the framework set up under SFDR, including the net 
zero targets and the Principle Adverse Impact statements to contribute to an assessment of 
a transitioning company. Another suggestion is to base the assessment on capex spending 
over a five-year target. There may be more qualitative assessment required, for example the 
quality of the company’s net zero transition plans. Members feel that it is important to assess 
companies’ success at transitioning over a specified period of time and this is likely to involve 
both qualitative and quantitative assessment.  
 
Firms will also need to establish processes around life-cycle product management. There is 
a clear expectation that the companies the funds invest in under the sustainable 
transitioning category will move to aligned. Key questions to consider are:  

- Is the FCA considering a point at which a transition fund stops transitioning? This 
movement is likely to occur once the fund hits the threshold for sustainable 
holdings that places it in the aligned category. The process of the monitoring of 
thresholds, changing between labels and communicating with investors will need 
careful consideration.   

- How is the expectation for progress towards alignment to be incorporated in the 
criteria, if at all? If it is, where does that leave products that incorporate 
sustainability through, e.g. exclusions, which may be very substantive in nature, but 
are more static? If the expectation for progress towards full alignment is not to be 
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incorporated into the product criteria, ‘transitioning’ is a misleading label for such 
products.  

- Would those funds be expected to sell fully sustainable assets and recycle that capital 
back into transitioning companies? 

- Will there be guidance on timeframe if a product is transitioning? For example, at 
what point it has to be “aligned”, or is this up to the product itself to designate its 
own path?  

 
Furthermore, consideration needs to be given to whether a fund can count as being in 
transition if it starts out as brown – under the FCA classification it will come under the 
sustainable banner even at inception phase. It is not clear what assets you can have in a 
transition fund and how brown will they be allowed to be? It most likely comes back to the 
FCA Guiding Principles and how firms explain to clients that a deep brown company is in this 
fund and the actions they are taking to transition it to green.  
 
UK Taxonomy 
 
For the most ‘sustainable’ products there is a heavy reliance on the ‘UK Green Taxonomy’ 
and alignment with those firms doing activities classified as sustainable by the Taxonomy.  
While the wording in paragraph 3.33 states ‘based on UK taxonomy or other criteria’, in the 
absence of ‘other criteria’ yet in the market, this shifts the focus to the UK Taxonomy in the 
short term. Lessons should be learned from the EU experience where disallowing robust 
estimations, in the absence of quantitative data, for the purpose of assessing an economic 
activity against the Taxonomy, as intended by EU regulators, would have significant 
repercussions on the relevance of the Taxonomy. The FCA should rather look to set 
standards and guidance on how estimations have to be made in order to qualify as robust. 
Furthermore, it is not clear from the DP or other Government announcements whether the 
UK will have its own social taxonomy alignment – there is only reference in the DP to the 
six environmental objectives which the FCA seeks to align with the EU Taxonomy on.  
 
While baseline rules in this space will be needed, there is a strong feeling that the FCA 
should not rush to implement rules in this space and should wait and have a holistic 
disclosure regime, with product disclosures, issuer disclosures, UK Taxonomy and ISSB 
standards all in harmony rather than introducing each piecemeal, at different stages. The 
latter approach to SFDR has been extremely unhelpful for members. With the UK 
Taxonomy screening criteria not expected until Q4 2022/Q1 2023, it will be a while before 
firms will be able to properly judge where their funds would sit. 

 
Question 9: What are your views on potential criteria for ‘Responsible’ investment 
products? 
 
We support the need for a label with similar characteristics to the one outlined under 

‘responsible’ as a category label, although would suggest further consideration is given to 

the name of the label and the criteria. As we outline under Question 3, when developing 

the IA Responsible Investment Framework, members made the point that we should use 

the term ‘responsible’ when referring to firm-level approaches that include ESG integration 

and stewardship. ‘Responsible Investment’ was ultimately adopted for the Framework as 

an appropriate term to encompass the full suite of approaches within the Framework. 

Therefore, further consideration should be given to using ‘responsible’ as an overarching 

label, rather than as a category label with a narrow definition. 
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From a consumer point of view, we would emphasise that while ESG integration is 

understood to be synonymous with responsible investment within the investment 

community, the general public may understand responsible investment differently and see 

it incorporating a greater focus on sustainable investing. Indeed, our recent research with 

investors shows that a relatively high percentage of investors see responsible investing as 

synonymous with a broader range of S&RI approaches and activities than sustainable 

investing including exclusions, positive environmental impact and positive social impact 

(again, we provide more detail on this under Question 3).  

This gap in consumer understanding of ESG integration and how it relates to responsible 

investment compared with the use of the term ESG integration and responsible investment 

among the investment community may need to be addressed. Indeed, many firms consider 

that ESG integration should be a firm-wide approach (rather than a fund category) and a 

baseline for all firms.   This view aligns with our position that ‘responsible’ should be used 

as an umbrella label rather than as a specific category label. 

 
Mapping to SFDR 
 
In terms of mapping this category to SFDR, as stated in our answer to question 4, the 
minimum criteria proposed for ‘Responsible’ do not seem sufficient if this category is to be 
mapped to Article 8 SFDR. Paragraph 3.38 states that “‘Responsible’ products could be 
characterised by the integration of ESG factors”.  ESG integration alone would not 
categorise a product as Article 8 as it, and the design principles, lacks the concept of 
promoting an environmental and/or social characteristic.  If there is no concept of 
promotion in “Responsible” then we see no difference between it and “Not promoted as 
sustainable”,  because if a product doesn’t promote a sustainable outcome, then it is an 
equivalent of Article 6, irrespective of the investment strategy. In order to map/align the 
‘Responsible’ category with Article 8 SFDR, the binding requirement required under Article 
8 SFDR would need to be included.  
 

There is little reference in the DP to restrictions or expectations on application of screening 
or exclusions. As to exclusions, we believe they will be categorised within the responsible 
label, as exclusions are a way to integrate sustainability risks assuming there is no 
corresponding commitment to investment in ‘sustainable investments’. 

 
Question 10: Do you agree that there are types of products for which sustainability 
factors, objectives and characteristics may not be relevant or considered? If not, why 
not? How would you describe or label such products?  
 
There are many types of products for which sustainability factors, objectives and 
characteristics may not be relevant or considered. Certain short-duration, liquid and 
derivative portfolios may not choose to promote certain E or S characteristics nor would 
they fit into the “responsible” category. As outlined in our response to CP21/17 and in 
question 2 above, there will be asset classes where sustainability factors are either 
irrelevant, or where data gaps hinder the integration of sustainability factors even when 
there is a desire to do so. Examples of asset classes or issuers where metrics are either not 
relevant or are unlikely to be obtained include collateralized loan obligations (CLOs), legacy 
asset backed securities (ABS), currency instruments and derivatives. More detail on 
rationale can be found in our response to CP21/17. Instead of seeking to standardise 
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different approaches, we propose the FCA consider the role it can play in bringing greater 
transparency and consistency to the label attached to funds ‘not promoted as sustainable’.  
 
The criteria in the DP suggests the category of ‘Not promoted as sustainable’ would consist 
of products that do not consider sustainability risks. This implies that those funds who do 
consider sustainability risks may fall within the ‘Responsible’ category, hence, according to 
the FCA mapping, qualifying as Article 8 SFDR. However, within SFDR, products that only 
consider sustainability risks are defined as Article 6 SFDR products. We propose that this 
category is widened to include products which may consider ESG risks but do not have 
specific sustainability goals, aligned with Article 6 SFDR. This would then make less of a 
distinction between the ‘Not promoted as sustainable’ category and ‘responsible’ category 
as it stands in the DP, which is why, as we suggest under Question 9, the ‘responsible’ 
category also needs to be reconsidered.  
 
Furthermore, in terms of the language used, it would be preferable to avoid labels defining 
funds by what they are not doing - – different investors will have different responsible or 
sustainable investment preferences and some will not have any and therefore it is 
imperative that a labelling regime does not seek to stigmatise this universe of funds. 
Various labels have been suggested, traditional, basic, conventional, financial only – all of 
which need to be explored further. The IA’s research show that the label ‘not promoted as 
sustainable’ had a high percentage association with the terms ‘worrying’ and ‘off-putting’, 
which are negative reactions.  
  

 
Question 11: How do you consider products tracking Climate Transition and Paris-aligned 
benchmarks should be classified?  
 
Whilst index trackers account for just 6% of Responsible Investment FUM in the IA’s data, 
this is likely to grow.  
 
Many indexing funds track broad sustainability benchmarks such as the FTSE4Good or 
apply certain sectoral exclusions such as oil and gas to mainstream benchmarks. However, 
we expect that more products will be launched tracking specific sustainability benchmarks 
with clear objectives aligned to de-carbonisation. EU Regulation 2016/1011 sets out the 
minimum standards required for Climate Transition and Paris-aligned benchmarks based on 
the commitments reached under the Paris Agreement. The regulation notes that minimum 
standards should be common to both types of benchmark but that the thresholds may vary 
depending on the type of benchmark. For example, according to EU regulation, Paris-
aligned benchmarks should have more ambitious targets for percentage reductions in 
exposure to greenhouse gas (GHG) intensive assets than Climate Transition benchmarks. 
 
Index trackers following these benchmarks should fall under the ‘sustainable aligned’ or 
‘sustainable transitioning’ labels. If the sustainable aligned and sustainable transitioning 
labels are based on setting a minimum threshold of sustainable holdings according to the 
UK taxonomy, then the acid test is the construction of the benchmark. If the companies 
that make up the benchmark do not meet the minimum sustainable holdings threshold set 
for the sustainable aligned label, then the fund should be awarded the sustainable 
transitioning label.  
 
For Climate Transition and Paris-aligned benchmarks, the non-financial objectives of the 
benchmark such as the percentage reduction in exposure to GHG intensive assets are very 
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different from financial objectives, which are typically the basis on which the fund’s 
performance against a benchmark is measured. The methodologies used to construct 
these indices can be far more complex than those used in mainstream benchmarks and we 
would argue that we need to see a step-change in transparency from index providers about 
the data and methodologies used to construct this type of benchmark.  As ever, we remain 
concerned about the high fees charged by index providers, which is also a barrier to using 
specialist sustainable indices as performance benchmarks. 
 
Question 12: What do you consider the role of derivatives, short-selling and securities 
lending to be in sustainable investing? Please explain your views.  
 
The use of derivatives, short selling and securities lending for the purposes of achieving a 
product’s sustainability objectives whether through Efficient Portfolio Management and/or 
as a key part of an investment strategy needs careful consideration and we have not 
reached a final position on either case.  
 
Each may have a role in the management of any fund and any final rules or policies in this 
space should have one consistent approach to be taken by all market participants. It has 
been suggested that they could be treated the same way that cash and other holdings in 
funds are treated – “we aim to have 90% of the investment in equities or equivalent” - as 
long as the exposure to derivatives etc. is less than, for example, 10% then a fund can still 
comply. It has also been suggested that the underlying economic and ESG exposure of the 
fund should be the critical determinant of whether the fund is pursuing a sustainable 
investment objective. Specialised issues arise in each of the three cases outlined in the 
question and therefore they need to be dealt with in turn. Overall, for all three issues, it is 
important that there is consistency in how firms use derivatives, short selling and securities 
lending in funds categorized as ‘sustainable’.   
 
Derivatives  
 
We are advocates of allocating long-term capital to sustainable investments and/or 
engaging with investees to improve sustainability standards, performance and disclosures.  
At the same time, it must be recognised that some derivatives are essential for certain 
portfolio management practices and simply need to be available as a tool for fund 
managers to use under the right circumstances without affecting whether the fund is 
classed as sustainable or not. Until we can explore this further, the industry would not 
want restrictions on sustainability products holding certain types of derivatives. There is 
the view that ‘traditional’ derivatives could form part of products classified as ‘sustainable’ 
as long as the financial market participant provides transparency to consumers in relation 
to the minimum environmental and/or social safeguards that have been applied. The use 
of these ‘traditional’ derivatives should not affect the delivery of any sustainable 
investment objective or the promotion of environmental and/or social characteristics. 
 
A key question is how to ascertain the ESG or sustainability characteristics of a derivative. It 
could be argued that this is fairly straightforward with long future positions. For example, a 
long S&P 500 future can be viewed as having the economic exposure of the underlying 
companies in the S&P 500, and therefore has the same ESG characteristics. Short futures 
positions could be viewed in a similar light - if the S&P 500 is viewed as having CO2e 
emissions (standardised in some fashion) of x, then a short future should be viewed as 
having emissions of -x. This is one way in which the emissions-intensity of a portfolio can 
be managed.  
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To some extent, comparable approaches can be taken with the other components of ESG 
and sustainable investing, e.g. using MSCI ESG data, and with the SDG goals. However, 
there is no one industry approach to this yet. The complications arise, however, with 
options and other nonlinear derivative exposures. For example, what are the ESG or SDG 
characteristics of a call option on the S&P 500 or a put option? One member has studied 
these questions and discussed them with a number of researchers and managers and has 
found no academic or analytical agreement thus far.  
 
There are challenges to employing climate-related metrics with respect to derivatives 
instruments. Derivatives instruments (e.g., interest rate swaps and inflation swaps) often 
do not have an issuer linked to them to determine the metrics. While it could be argued 
that metrics should be reported for derivatives instruments linked to a corporate (e.g., 
credit default swaps or equity derivatives), holders of such derivatives do not have any 
direct ownership or influence on the company and its greenhouse gas emissions. There is 
also potential for manipulation of carbon footprint metrics at a portfolio level where 
negative derivative positions could be seen as offsetting positive carbon footprints 
elsewhere. There are, therefore, clear nuances in the reporting of carbon metrics for 
derivatives and there are significant questions to answer before they are brought in scope 
for sustainable investment rules. 
 
Securities lending 
 
The key question is whether categorising a fund as sustainable affects the fund’s ability to enter into 
securities lending arrangements and if yes, what would the fund need to consider? Ultimately, the 
fund needs to consider how they can fulfil their ownership rights and use stewardship to deliver the 
fund strategy if the fund has lent the stock to another counterparty.  However, securities lending can 
mean not being able to vote on AGM proposals if the shares are lent ahead on an AGM and are not 
taken back in time to vote. Also, by lending stock the fund is (temporarily) no longer the owner of 
the shares, which might be viewed as negating the principle of long-term investment ownership to 
some extent.  
 
Is there any way of being sure that the entity a firm lent the stock to will have the same aims/views 
as the lender and its clients? If a firm were to lend securities under a programme to a fund that did 
not consider ESG issues, would this be aligned with the lender’s ESG strategy? For example, if a firm 
has a fund that has an objective of decarbonisation and the assets are lent to a firm/fund that is not 
on a decarbonisation trajectory, would that be considered contrary to the fund’s decarbonisation 
objective. When considered from the context of SFDR (where the issue is not resolved), one view is 
that it could be based on whether a loan of the securities to a borrowing counterparty amounts to 
‘an investment in an economic activity’ – if yes, then for an Article 9 fund for example, the borrower 
would need to meet the ‘sustainable investment’ definition. A standard loan could be an investment 
in economic activity (depending on the purpose of the loan), but a loan of securities is slightly 
different. There are firms that do not regard a loan of securities to a borrowing counterparty as ‘an 
investment in an economic activity’ and think that what matters is the economic exposure that is 
gained or lost. Lending out stock does not change economic exposure. 
 
If a fund holds a stock, then it  holds the stock’s  economic, ESG and SDG characteristics. If the fund 
lends the stock out but take it back before shareholder voting, then the fund’s economic and SDG 
exposure is best viewed as unchanged because the short seller can be viewed as holding the 
economic and SDG characteristics of the stock on a negative basis, while the new owner of those 
shares will also hold its economic and sustainability characteristics. Long-term investors can lend out 
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stocks but this should not change the economic and SDG exposure of the fund.  In this view, it’s also 
irrelevant who a stock is lent to, e.g. to a fund that does not consider sustainability issues or makes 
no attempt to be sustainable.  
 
Short selling 
 
There is some support for a UK regime that allows short selling to take place within a sustainable 
investment portfolio because short selling can play a role within a sustainable approach, although 
we believe that there are currently limited occasions in which this type of activity is taking place in 
products/strategies targeted at retail investors.  We provide an example below.  
 
 

CASE STUDY B:  Deployment of short selling within a sustainable portfolio 

A member firm has provided an example where they have previously used short selling to 
tactically tilt a sustainable equity portfolio.  
 
The fund has a direct equity mandate with a third-party manager, managed to an equity 
benchmark. Separately, the overall fund is managed to strategic and tactical asset 
allocations that change over time depending on market conditions and expectation of 
returns from the diverse range of asset classes that the fund invests in. From time to time 
the regional weights in direct equities are outside the parameters of the fund’s tactical 
asset allocation (TAA).  
 
If the TAA position is below what is required to meet the parameters set for regional 
equity weightings, they top up using an indexing SRI ETF or other suitable investment 
vehicle. When the tactical asset allocation position is above the set parameters for 
regional weightings to direct equities, they have used a short future on the regional 
index. Selling a non-sustainable index future against the portfolio of direct equities could 
deliver a better outcome than requiring the third-party manager to reduce their equity 
positions, which is costly and counter to the long-term investment proposition that 
underpins the direct equity selection.  
 
The member firm recognises that there is a downside to using short selling: it exposes the 
fund to basis risk, the potential for excess losses or gains in a hedging strategy compared 
with the losses or gains of the index future, as the portfolio of shares does not replicate 
the composition of the index future. The firm did look at finding an alternative solution 
but other options were expensive and therefore not in the interests of unitholders. Given 
that the basis risk was relatively small, they felt that the short selling strategy described 
was preferable. 

 
 

Disclosures 
 
 
Question 13: What are your views on streamlining disclosure requirements under TCFD 
and SDR, and are there any jurisdictional or other limitations we should consider?  
 
In principle, aligning disclosure requirements under SDR with the four pillars of TCFD is a 
sensible starting point, but this is very much subject to the detail of what sustainability-
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related disclosures beyond climate will look like. There are two immediate issues that we 
highlight: 
 

• Metrics and targets are a critical part of TCFD and while some climate-related 
metrics remain experimental and still developing, there are some core metrics 
which are well established and agreed upon. This is not necessarily true of Social 
and Governance metrics, which remain less developed. 
 

• Scenario analysis is an important part of the strategy pillar of TCFD and its 
application to assessing climate risk is well understood. There is a clear rationale 
and benefit for corporates, asset managers and asset owners to consider the impact 
on their businesses and investment portfolios respectively, of different warming 
and transition scenarios. However, it is less immediately clear what the application 
of scenario analysis to broader sustainability goals would be: unlike climate change, 
there is no widely-accepted overarching goal (limiting global temperatures) nor any 
generally agreed pathway to meeting that goal (cutting carbon emissions). Careful 
thought will be needed as to how far scenario analysis will be relevant to a diverse 
range of sustainability factors. 

 
In addition to these more theoretical points, there are a number of practical lessons to 
learn from the early stages of application of TCFD in the UK:  
 

• There must be consistency of sustainability-related disclosures through the 
investment chain, from corporates through to asset managers and on to asset 
owners and retail investors. Under TCFD, disclosure requirements are more granular 
for asset managers and asset owners in comparison to the requirements on 
corporates, despite the dependency of the former two on the latter in meeting 
their climate-related disclosure obligations. We note the intention in the discussion 
paper to ensure alignment through the investment chain and encourage 
policymakers and regulators to follow-through on this. 
 

• Alignment should extend to the timing of requirements on different sectors. The 
situation under TCFD whereby occupational pension schemes are required to make 
climate-related disclosures before complementary rules apply for corporates and 
asset managers should be avoided. 
 

• Data gaps are a significant issue in TCFD reporting both at asset class level and in 
terms of jurisdiction, since investors’ portfolios may have significant allocations to 
assets in markets where there are no climate-related reporting requirements. This 
issue was covered extensively in our response to CP21/17. When setting 
sustainability-related metrics under SDR the FCA should consider the availability of 
the data necessary to calculate them, both at the level of asset class and the extent 
to which sustainability reporting is adopted on a standardised basis globally. 
 

 
 

Consumer-facing disclosures  

 
Question 14: What are your views on consumer-facing disclosures, including the content 
and any considerations on location, format (e.g. an ESG factsheet) and scope? 

https://www.theia.org/sites/default/files/2021-09/IA%20Final%20Response%20FCA%20CP21-17.pdf
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Reiterating views expressed under Question 1, the IA supports the suggestion of 
considering a layered disclosure system incorporating product labels, and disclosure layers 
which enable investors to see information to the level in which they are interested.    IA 
members are taking forward proactive work to improve the clarity and consistency of their 
disclosures to investors – whether this be on their firm-wide approaches to the 
management of sustainability risks and opportunities as well as adverse impacts, or on 
describing the particular characteristics of dedicated sustainability-related funds.  
 
Pre-contractual disclosures for sustainable investment characteristics should build on key 
messages from existing regulatory expectations and from consumer research. They should 
help investors identify the sustainability characteristics of their funds by integrating these 
details into the fund’s investment objectives, policy and strategy. Focus is most useful also 
on the process that is applied to integrate sustainable characteristics and/or objectives. We 
largely support the types of information in paragraph 4.6 in the DP that would be most 
salient for consumers to make considered choices about their investments. Ideally 
consumer facing pre-sale disclosure documents should only include sustainability-related 
information that are more static in nature to avoid the need to constantly update the 
disclosure. In that vein, and building on the FCA Guiding Principles on ESG fund design, 
delivery and disclosure, this should cover, in addition to an investment product label:  

a) In what way a product has environmental or social characteristics and/or pursues 
sustainability objectives to generate positive impact alongside financial return; 

b) How this is reflected in the investment objective, if at all; 
c) How the investment strategy intends to achieve the objective, including any 

restrictions or deviations from the investment policy; and 
d) A description of the investment process, including an explanation of how manager 

discretion is applied, i.e. whether sustainability investment constraints on the fund 
are binding or otherwise. 

 
Regarding disclosure of proportion of assets allocated to sustainable investments according 
to criteria set out in the UK Taxonomy, as stated in our answer to question 8 above, lessons 
should be learned from the EU experience. Disallowing robust estimations, in the absence 
of quantitative data, for the purpose of assessing an economic activity against the 
Taxonomy, as intended by EU regulators, would have significant repercussions on the 
relevance of the Taxonomy. The FCA should rather look to set standards and guidance on 
how estimations have to be made in order to qualify as robust. We are concerned that 
retail investors will have little to no appreciation of the UK Taxonomy when the framework 
does become available, and as such reporting against this could cause confusion if it 
becomes a main driver. However, we understand the driver of such reporting and will work 
with the FCA to ensure that such disclosures align with client expectations and 
understanding. 
 
The same can also be said of the disclosure of wider sustainability performance metrics - 
firms will need to consider how best to disclose content in relation to metrics, that are 
technical by nature, in an engaging, decision-useful way but the specifics of sustainability 
metrics require further work and discussion. The industry, government and regulators will 
need to work together over the coming months to establish appropriate metrics and 
determine what and how that information is disclosed. In paragraph 4.8 in the DP, the FCA 
suggests that it might “prescribe a baseline set of sustainability metrics to enable 
consumers to understand the sustainable performance of the product over time, for 
example carbon reduction metrics. The baseline set could include the core metrics required 
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under our proposed TCFD-aligned disclosure rules, supplemented by other S and G metrics”.  
We would like to flag that a number of the TCFD metrics (e.g. WACI, carbon footprint, 
portfolio alignment metrics) are highly complex, somewhat experimental in methodology 
and generally challenging to understand and interpret, even for institutional clients. Rather 
than just prescribing their disclosure to retail clients, the FCA could perhaps do more 
consumer testing to see how useful these disclosures would be to retail investors as it 
shouldn’t be assumed that they will want that level of detail. 
 
In paragraph 4.11, the DP asks for views on the potential use of templates and/or an ‘ESG 
factsheet’. In terms of having a prescriptive template for pre-contractual disclosures, 
lessons can be learned from the EU approach to consumer facing disclosure in the SFDR 
RTS Annexes which are not consumer friendly and will not genuinely help end-investors 
make informed decisions in keeping with their preferences and goals. Templates, by their 
nature, may not provide the requisite flexibility to disclose on the broad range of 
sustainable investment approaches that investors want and they need to take account of 
the capabilities of digital communication. The majority of members who responded to our 
draft response have a preference not to have sustainable ESG factsheets as a stand-alone 
document but for such information to be included in existing pre-contractual disclosures. 
This aligns with results from consumer testing carried out by TISA that suggests consumers 
want all relevant information in one place. In any case, further consumer testing would be 
needed and we will carry out phase two consumer and adviser research in H1 2022. This 
research and testing is designed to enable us to build a body of terms and explanations 
that make sense to retail investors and their advisers, creating an accessible language 
toolkit. We believe that it is important to consider this first before deciding on the most 
appropriate format or template to convey the information to investors.  
 
Wider thoughts on consumer facing disclosure  
 
Both customer expectations and the day-to-day experience of accessing information have 
transformed in the past decade, with mobile devices increasingly becoming a default. 
Current disclosure frameworks (PRIIPS KID, UCITS KIID) hinder the ability to offer digital 
solutions providing the most relevant information to investors. For example, the PRIIPs 
framework describes a rigid one-size-fits-all paper document, or durable image thereof, the 
maximum length of which is defined by reference to pieces of paper of a fixed size. It 
necessitates reliance on core assumptions when interactive digital solutions could allow 
investors to explore a range of personal circumstances. Effective digital solutions will rely 
on good quality, consistent core data uncompromised by assumptions. 
 
In order to provide the most coherent information to investors, the calculation 
methodology of core data metrics should be specified but with some flexibility about 
which metrics are used by intermediaries to fulfil their onward obligations to their clients 
most effectively. As we note throughout this response, more discussion is necessary on the 
range of metrics to be made available, with our starting point being consistency of 
calculation (as far as is possible given evolving data sets) for any given metric. Rules 
concerning the format and layout of documentation should be stripped out of product 
regulation and specified instead, to the extent necessary, in sectoral legislation in a form fit 
for the digital era. Achieving this requires a wholesale review, of which we provide more 
information in our response to the ESAs call for evidence of the PRIIPs Regulation. 
Assumption-laden information should be stripped away to leave a reliable and consistent 
product data standard, and thereby providing a robust regulatory underpinning of the data 
required by intermediaries to fulfil their obligations under current MiFID and IDD and 
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eventually future UK rules to integrate sustainability preferences into the suitability and 
advice process. 
 
Notwithstanding our view that the content and presentation of investor information should 
be the subject of sectoral legislation, we prefer the approach taken in the PEPP Regulation. 
In particular, the use of digital media, rather than paper, should be the norm. Although it is 
too early to judge the impact of the PEPP approach in the market, IA consumer testing 
(2019) mentioned in question 1 above, showed that the layering of information makes 
information more accessible and better suited to a digital format. In addition, inherent 
cognitive differences between individuals mean that investors should have the ability to 
select different presentations of core disclosure concepts (e.g. graphical or data table) 
provided these different visual presentations are all based on the same underlying data. 
 
On a final note, the DP appears to focus on pre-sale disclosures – therefore it would be 
useful to understand if the FCA will be considering how firms should provide post-sale 
disclosures other than in, for example, the Value Assessment or Responsible 
Investing/Stewardship report. 
 
Question 15: What are your views on product-level disclosures, including structure, 
content, alignment with SFDR and degree of prescription.  
 
The IA supports a second (or more) layers of more detailed disclosure at both entity and 
product level aimed at investors who wish to see it. We also support ensuring that there is 
consistency in what is required under SDR in terms of the metrics and content to ensure 
that global firms who have to comply with SFDR are able to adopt a global approach.   
Asset managers will often have the same strategy in an EU UCITS fund and a UK UCITS fund 
- therefore it is vital that the disclosure requirements allow for a consistent approach. 
 
Regarding content, the TCFD product level disclosures are centred around a limited set of 
core metrics and leaving aside the issue of data gaps, that seems a sensible approach here. 
If SDR adds a lot of other requirements then disclosure will become more costly and 
burdensome to do and might also service to confuse clients. Therefore, it depends on what 
exactly and how much SDR adds. To comment on this, we would need more detail on the 
specific metrics that will be required.  
 
Regarding prescription, under TCFD the specific metrics that asset managers produced 
were driven by the requirements on pension schemes, for whom the rules were made first. 
The idea is that the requirements on asset managers are intended to help pension schemes 
meet their own climate-related disclosure obligations. The alignment between rules on 
managers and client requirements generally seems a sensible principle.  
 
Information about benchmarking and performance would be expected by sophisticated 
investors and would arguably also be essential for retail investors. The more granular detail 
suggested on metrics, data sources, contextual information and taxonomy alignment is 
useful but according to DFM fund selectors, would not be the key determinant of a fund’s 
selection alone. They would still expect to conduct in-depth interviews with fund 
managers. It is important to consider the burden of disclosure placed on smaller 
investment managers. More onerous disclosure requirements will undoubtedly require 
additional resource and increase costs, which will ultimately be borne by the investor. This 
means that any additional detail required for product-level disclosure has to be of clear 
benefit. 
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Many advice firms outsource investment selection to DFMs through model portfolios or 
centralise the fund selection process through an investment committee. Therefore, fewer 
advisers are now involved in selecting funds but advisers have an integral role in taking 
investors through the suitability process. It may be that some of the more granular 
information proposed is helpful to advisers in establishing suitability for their clients. To 
better understand adviser attitudes and needs, we could test this as part of the IA’s adviser 
research in 2022.  
 
We support the suggestion that the Principle Adverse Impact indicators (PAIs) in the SFDR 
could be a starting point for the environmental metrics beyond climate in product level 
disclosures under SDR. As a minimum, the FCA should avoid introducing new metrics that 
are intended to measure the same things as the PAIs as this would create additional 
implementation burden and cross-border complexities.   It is worth noting that in relation 
to SFDR, the use of product level PAIs is to determine negative impact and the DP seems to 
focus on positive disclosures – therefore consideration could be given to splitting the PAIs 
between (1) negative exclusions/normative screens and (2) positive impactful/sustainable 
investments.  
 
Question 16: What are your views on building on TCFD entity-level disclosures, including 
any practical challenges you may face in broadening to sustainability-related disclosures? 
 
Generally, we see fewer challenges with entity-level reporting of sustainability-related 
disclosures building on the TCFD framework, since this is likely to be a more qualitative 
exercise that sets out a firm’s approach under the four pillars of TCFD, and therefore not 
subject to the data challenges that exist in product-level reporting. Nonetheless, there may 
be some challenges around entity level reports, where firms specialise in particular asset 
classes or markets where information on sustainability factors is not readily available.  Also, 
it is not clear whether the FCA is considering if entity level reporting is to be aligned with 
TCFD reporting, similar proportionality considerations would apply. I.e. no entity level 
reports for firms with AUM below £5bn or SFDR 500 employee threshold.  
 
The DP asks how stewardship and voting records could form part of the disclosure. There 
are currently a number of disclosures which investment managers provide to clients or 
publicly on their stewardship activities. These include the COB 2.2B requirements on 
implementation of engagement and voting policies, disclosures required by the 
Stewardship Code and individual disclosures made to clients which are increasingly aligned 
with the PLSA vote reporting template and the ICSWG engagement reporting guidance. 
There is already significant disclosure on voting records in varying formats and time periods 
and it is not clear that additional vote reporting requirements would add value to clients. 
 
Any entity level disclosure requirements under SDR on stewardship will need to be 
compatible with existing requirements rather than duplicative. Effective stewardship 
reporting should be focused on the outcomes of stewardship. Particularly demonstrating 
how stewardship outcomes and their effectiveness over the relevant reporting period have 
contributed to long-term value for clients and beneficiaries. The FCA should not seek to 
introduce more entity level vote disclosures beyond existing requirements, without a clear 
rationale for how this will support better demonstration of long-term value for clients and 
savers or protect market integrity. Members continue to see very limited client or public 
interest in entity level vote disclosures. 
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Question 17: How can we best ensure alignment with requirements in the EU and other 
jurisdictions, as well as with the forthcoming ISSB standard? Please explain any practical 
or other considerations.  
 
As stated in our response to question 1, the IA has long been calling for the globalisation of 
standards in the sustainable and responsible investment landscape. IA members welcome 
an approach from both UK government and UK regulators that seeks to encourage and 
support international harmonisation of standards for ESG/sustainable products and funds, 
including alignment with the EU sustainable finance rules, wherever this is deemed to be in 
the best interests of end investors. We welcome the work the FCA has been conducting 
through the Sustainable Finance work of IOSCO to achieve globally consistent approaches. 
This role will become more important as different jurisdictions adopt their own 
approaches.  
 
As also said above, many of our member firms conduct business on a cross-border basis 
and fragmented approaches across different jurisdictions run the risk of not treating 
consumers consistently and fairly, including different regulatory requirements impacting 
the investable universe of certain consumers more heavily than others. In this vein, we 
particularly welcome the FCA efforts to avoid as much as possible conflicts with SFDR and 
indeed align where possible, where it is in the best interest of investors. There are many 
lessons to be learned from the SFDR approach. For example, SFDR consumer level 
disclosure templates is one area the FCA should not seek to replicate and we welcome the 
SDR approach outlined in Figure 2 of the DP – see our response to Question 14.   
 
Regarding the forthcoming ISSB standard, given the ISSB has only recently been formally 
established and they are yet to publish a standard it is difficult to say at this stage, how 
alignment can be ensured. We support the work of the ISSB and recognise that its success 
will require that individual jurisdictions commit to alignment once it publishes its 
outcomes. However, how this is achieved practically will be dependent on the final 
standard and will require proper consultation with industry. It is important to recognise 
that the ISSB standard will only focus on enterprise value in the first instance. It will 
therefore be important to ensure that the enterprise value lens of the ISSB is considered as 
a building block, which may be compatible with an impact or ‘double materiality’ lens 
which many jurisdictions are trying to introduce. The UK implementation of SDR will 
consider the company’s impact on the environment and society, in addition to enterprise 
value. Therefore additional reporting items will be required from companies in order to 
meet this ‘double materiality lens’. These will then need to be compatible with the 
reporting requirements which will ultimately be adopted by the UK in endorsing standards 
by the ISSB.  Finally, it is essential to ensure that that the work of the ISSB feeds into 
discussions around the global harmonisation of investment disclosures. We consider the 
FCA has an important role to play in supporting this harmonisation through its work with 
IOSCO.  
 
As details of the SDR regime become clearer in forthcoming consultations, we will provide 
views on the timing of the applications of those requirements - we would urge the FCA to 
take into account EU SFDR/Taxonomy effective dates to reduce burdens on firms (SFDR 
Level 2 RTS has been delayed until Jan 2023, which coincides with the UK Taxonomy’s first 2 
objectives (2022YE) and the remaining 4 objectives late 2023).   
 
 

Operation of the system 
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Question 18:  What are your views on the roles of other market participants in 
communicating sustainability-related information along the investment chain?  
 
Once the SDR regime and investment label obligations on asset managers are developed 
and given the different regional regulatory classifications and definitions/methodologies 
used by different stakeholders along the investment chain (data providers, ratings, 
consultants, distributors/intermediaries), we recommend introducing a baseline threshold 
or requirements for such stakeholders when assessing and/or communicating 
sustainability-related information to the end client. This is to ensure consistency and 
reduce significant gaps in assessments due to different methodologies and/or approaches.  
 
While there may be merit in exploring having a similar approach to how the MiFID II 
delegated acts are integrating sustainability preferences into the advice and suitability 
processes, there is no information yet on how well this process will be implemented by 
advisers given the rules are not in force yet. Further clarity is needed on the final shape of 
the SDR regime before being able to arrive at definitive views. MIFID II delegated acts are 
prescriptive in terms of the three categories of sustainability products that can be offered 
to match sustainability preferences.  A principle-based approach might be more 
appropriate, and we would expect advisors to understand their clients’ sustainability 
preferences and the appropriateness of any products they recommend to their clients from 
a sustainability perspective.  However, as stated above, we need further detail on the SDR 
regime before commenting further on this.  
 
In that vein, we are also supportive of the FCA’s approach in relation to timing in this area 
where requirements around consideration of a client’s sustainability preferences as part of 
the suitability process should be developed once there is more clarity on SDR 
requirements.  Members with strong distribution capabilities are of the view that enabling 
meaningful conversations by providing labels and consumer level disclosure will drive 
better client conversations and understanding, which will ultimately enable better 
investment decisions and client outcomes. Once the labels and consumer level disclosure 
has been implemented, advisors should have sufficient means to communicate effectively 
with clients. 
 
As outlined in our response to Question 14, assumption-laden information should be 
stripped away to leave a reliable and consistent product data standard, and thereby 
provide a robust regulatory underpinning of the data required by intermediaries to fulfil 
their obligations under current MiFID and IDD. Eventually future UK rules should integrate 
sustainability preferences into the suitability and advice process. Any future requirements 
on the distribution chain should be consistent and be flexible to be transmitted to the end 
investor in a way that meets their needs, whether that is online or in person. For this 
reason, we would welcome detailed guidance to help all parties exchange relevant 
information and facilitate the distribution process. This will also help with populating the 
European MiFID Template (EMT), the European ESG Template (EET) and their usage. 
 
Interaction with rating and index providers 
 
The DP asks to better understand the interaction with rating and index providers, where 
these are used and if there are any challenges or concerns in disclosing the required 
information to consumers and institutional investors.  In equities, more granular indices 
that are constructed according to sustainability factors are being launched. Of the handful 
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of funds using sustainable benchmarks in IA data, all are equity focused. Many of the 
benchmarks have an environmental focus or are broader but there are no benchmarks with 
a specific social focus.  
There are also calls for greater transparency over the criteria for including holdings in 
benchmarks that have a specific de-carbonisation objective as the data and methodologies 
used to construct the benchmark can be complex. 
 
More broadly, there are mixed views on how effective sustainability ratings are – they are 
mostly used at the holdings level rather than the product level and fund ratings are more 
nascent. There is a significant lack of consistency between the ESG scores that are assigned 
to different companies because ratings providers place different weights on different 
metrics to determine the ratings – for example, Amazon may score highly for sustainability 
as it has well established sustainability strategy but poorly on social because it employs 
workers on zero hours contracts.  This is leading many firms to subscribe to a number of 
data services and to employ teams of analysts to conduct proprietary research in order to 
develop an informed decision.  Whilst many firms have chosen not to pass these costs on 
to the investor (studies show that S&RI funds are no more expensive than their 
mainstream peers) rising costs disadvantage smaller firms and ultimately higher costs could 
lead to investors paying more. Qualitative ratings are by their nature more subjective. 
Ratings providers are not regulated and there is little transparency meaning that firms 
cannot easily interrogate their methodologies. This leaves the burden of due diligence on 
the ratings providers on our firms, and this could disadvantage smaller firms less equipped 
to pay for or recruit experts in auditing the ratings providers. 
 
Finally, there is a need to have further clarity as soon as possible on the implications of an 
eventual Overseas Funds Regime on the SDR regime. For example, what happens in the 
instance that a UK provider recommends a non-UK product where they will not have the 
relevant “SDR” information? 
 
 
Question 19: Do you consider that there is a role for third-party verification of the 
proposed approach to disclosures, product classification and labelling and organisation 
arrangements of product providers? Do you consider that the role may be clearer for 
certain types of products than others?  
 
There are mixed views from members on the role of third-party verification.  
 
From an investor and adviser point of view, there are potential advantages to having third-
party verification but it clearly adds cost and there are concerns around the mechanics of 
it. The entity will need to be credible as an independent verifier. This would involve 
demonstrating access to necessary data and expertise to do the analysis of thresholds 
and/or fund objectives, as well as management of any potential conflicts of interest. More 
investor research is needed on this point. 
 
Instead of considering third-party verification across the whole SDR and labelling system, 
we suggest that there are different issues to consider for different aspects:  
 

- Disclosure of taxonomy alignment: There is potentially a role for independent 
verifiers of data but any rules should be voluntary in this space and given it would 
be designed to give assurance/comfort to investors, the cost, provided reasonable, 
should be chargeable to the fund.  In the SFDR RTS final report, the European 
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Supervisory Authorities have proposed disclosure of whether or not compliance of 
taxonomy-aligned activities will be subject or (for periodic disclosure) has been 
subject to an assurance provided by an auditor or a review by a third party – the 
third party verification of data is optional but the disclosure of whether data has 
been verified (and if not, why not) by a third-party is mandatory.  

 
- Product classification and labelling: In terms of third-party verification of product 

classification, we fully support the FCA’s role in challenging firms’ claims during the 
regulatory engagement, for example, at the gateway when authorising new funds 
and on an ongoing basis through supervisory dialogue, as outlined in the DP. 
However, we do not see a need for third party verification of product classification - 
firms’ internal product design, product governance, disclosure and compliance 
procedures should be robust in ensuring appropriate classification and labelling. 
Given we are proposing a principles-based approach to requirements, third-party 
verification would require more specific measurements.  

 
Overall, more informed views around verification can be tackled once we are clearer on 
whether the SDR regime is a labelling one that firms apply for and need verification on. Or, 
whether this is a self-categorisation approach. If the latter, we need to work together to 
create very clear criteria to help avoid confusion. 
 
 
Question 20: What approaches would you consider to be most effective in measuring the 
impact of our measures, including both regulatory and market-led approaches, and 
should disclosures be provided in a machine-readable format to better enable data 
collection and analysis?  
 
We fully support all disclosures be provided in a machine-readable format to better enable 
data collection and analysis. The IA has been at the forefront of pioneering such 
approaches in the UK, as well as working at European-level to support pan-European 
frameworks. Our work in areas such as the Cost Transparency Initiative (CTI) and DC 
Workplace Pensions Template (DCPT) has already demonstrated the value of combining 
modern transmission approaches with standardised data formats.  We have recently been 
working with the PLSA and ABI on a similar approach for TCFD, which will be formally 
launched early in 2022.   However, this should not result on overreliance on quantitative 
data rather than qualitative information in disclosures. Please see our answers to question 
14 on consumer facing disclosure for more views.  
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Appendix: Investment Association and The Wisdom 
Council Consumer Research – Responsible Investment 
Language Litmus Test 
 
The IA conducted consumer research in order to gain a rapid read of consumers’ responses 
to the product labels proposed by the FCA in DP 21/4. We also tested the components of 
the IA’s Responsible Investment Framework. This research has helped to inform our 
response to some of the questions posed in DP 21/4, namely Questions 3,4,7,8 and 9. 
  
Whilst the results are instructive, given the short timescales available to conduct the 
research they can only tell us about investor reactions to language. They should be viewed 
in the context of a more comprehensive programme of consumer research and testing that 
will take place in 2022. Further research will allow us to more extensively test adviser and 
investor understanding of the different terminology used in responsible investing and to 
build a body of terms and explanations that make sense to retail investors and advisers. 
Our objective is to create an accessible language toolkit that will help to inform our firms’ 
approach to investor communications and disclosure. This will build on the fund 
communication guidance issued by the IA in 2019 following FCA PS 19/4.  
 
Methodology 
 
The IA and the Wisdom Council conducted an online survey across five end customer 
communities managed by the Wisdom Council in early December 2021. Customers of the 
following firms were invited to participate: 

• M&G 

• Prudential 

• St James’s Place 

• Investec  

• The Wise Society (TWC’s proprietary community of retail investors) 
 
We had 551 respondents to the survey: 179 High Net Worth (HNW) investors and 372 retail 
investors. 
 
The survey was designed to elicit feedback from investors in the following ways: 
• Understanding perceptions of sustainable versus responsible investments; Investors 

were posed a range of options and asked which they associated with the term 
‘responsible investing’ and which they associated with the term ‘sustainable 
investing’. For example, options included ‘selecting companies that have leading 
sustainability credentials’ or ‘excluding companies because of what they sell e.g. 
weapons, arms tobacco.’ 

 
• Emotional responses to the proposed SDR labelling compared with the IA’s 

Responsible Investment Framework components; Investors were asked which 
words or phrases they associated with the different labels ranging from ‘attractive’, 
‘clear’ and ‘interesting’ to ‘confusing’, ‘meaningless’ and ‘off putting’.  

 
• Perceptions of the level of sustainability associated with the proposed SDR labels 

and the IA’s Responsible Investment Framework components. Investors were asked 
to score how environmentally and socially sustainable they thought funds would be 
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according to their labels on a scale ranging from 1 being ‘not at all’ and 7 being 
‘very’. 

 
We asked investors about fund names as a proxy for labels believing this to be clearer to 
investors and tested the following ‘fund names’: 

• “Sustainable Transitioning Fund”  

• “Sustainable Fund” 

• “Impact Fund” 

• “Sustainable Aligned Fund”  

• “Sustainability Focus Fund”  

• “Exclusions Fund” 

• “Stewardship Fund” 

• “Responsible Fund”  

• “Not Promoted as Sustainable Fund” 
 
Key findings: 
 
Broadly we found that investors find simple labels more attractive than more complex 
ones. We also found that responsible investing is seen as an umbrella term by investors 
whereas sustainable investing is more associated with specific activities that are likely to 
have environmental objectives. 
 
 

1. We found that the term ‘Responsible’ is associated with a broader range of 
sustainable and responsible investment activities than ‘Sustainable’. A higher 
percentage of investors associate responsible investing with activities ranging from 
exclusions to investing in line with your ethics but also encompassing considering 
risks related to the environment, society and governance before investing in a 
company. On this basis, we suggest in our response to DP21/4 that ‘responsible’ is a 
better umbrella term than ‘sustainable’. Restricting the ‘responsible’ label to a 
narrow set of funds or to ESG integration is not in line with investors’ current 
understanding of responsible investing. 
 

2. Sustainable investing is less likely to be associated with having a social impact. A far 
lower proportion of investors (39%) associate sustainable investing with ‘investing 
for positive impact on society’ compared with responsible investing (58%). Investors 
are much more likely to associate sustainable investing with ‘investing for positive 
impact on the environment’ at 63%, although 64% also associate this activity with 
‘responsible investing’. The activity most associated with sustainable investing was 
‘Selecting companies that have leading sustainability credentials’ picked by 65% of 
respondents. 

 
3. When asking investors to look at the labelling alone, investors perceived 

‘Sustainable’, ‘Sustainability Focus’ and ‘Responsible’ to be the most sustainable 
labels, whereas the FCA's approach proposes that Sustainable Impact, Sustainable 
Aligned and Sustainable Transitioning are grouped as ‘sustainable’. 

 
4. We asked investors to tell us the words that they associated with the different 

labels, ranging from off-putting, meaningless and confusing to attractive, interesting 
and clear. We found that simpler labels brought more positive associations such as 
‘attractive’ and ‘interesting’. Sustainable transitioning and sustainable aligned were 
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most likely to be considered ‘confusing’ and/or ‘meaningless’ showing that these 
labels are not well understood by investors. 
 

5. We also found that the label ‘Impact’ was associated with ‘meaningless’ by 43% of 
investors and this was the highest of any label. This suggests that without context 
and an accessible definition, investors do not instinctively associate ‘Impact’ with 
sustainable investing. 
 

6. ‘Not promoted as sustainable’ received a particularly negative reaction from 
investors with a high percentage associating the label with ‘worrying’ (22%) and 
‘off-putting’ (36%). We do not believe that it is the FCA’s intention to cause a 
negative reaction to funds that would fall under this label. This suggests that careful 
consideration should be given to an alternative label for this group of funds. 

 
End. 


