
Responsible Investment: 
Moving beyond core
For UK pension schemes, 1 October 2019 was a 
milestone date for pension regulation. Readers will be 
aware that the trustees of both defined benefit and 
defined contribution schemes are now required to 
produce a Statement of Investment Principles which 
sets out both how they take account of financially 
material considerations and their policies in relation to 
the stewardship of investments, including specific 
reference to climate risk.

For many the looming deadline may have meant treating 
the change as a tick box exercise, doing what was  
necessary to meet regulatory requirements. Some may be 
happy with meeting the initial hurdle, but for many this will 

The challenge is then if you want to move from having met 
the minimum requirements to something more active, how 
do you go about it. In this article we present three live case 
studies that demonstrate different activities across a range 
of client types, illustrating both that there is always 
something more that investors can do, and that no two 
investors have the same priorities.

Before illustrating these case studies we note that 
minimum requirements and obligations are both subject 
to increased scrutiny and upward pressure on what may or 
may not be acceptable practices. For DC schemes, policy 
scrutiny will come from the requirement to publish SIPs 
online, a requirement DB schemes will face from 1 

be seen as a starting point for reconsidering their 
behaviours with regard to responsible investment (‘RI’) 
practices. The challenge is how best to move forward 
from here.

Our starting point when talking to clients is to ask the 
question: “what sort of responsible investor and how 
active a responsible investor do you want to be?”.  
 
On the spectrum of different behaviours, those who wish 
to treat the changes as a compliance activity sit firmly in 
the bottom-left of what we refer to as our core-active-
leader framework while others wish to be more active or 
even industry leaders.

October 2020. Such scrutiny is inevitably going to place 
trustees under pressure to do more.

But it’s not just minimum standards that are being pushed 
upwards, best practice is also being pulled progressively 
higher. Revisions to the FRC Stewardship Code and the 
efforts of the Principles for Responsible Investment are 
continuing to raise the requirements for signatories who, 
by definition, seek to exemplify high standards. This 
upward trend means that what may be considered the 
active responsible investor of today may become the 
core level of compliance tomorrow.   

Breadth across all parts of the investment process
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Core:
Meet regulatory requirements, 

engage with managers on RI 
matters, some integration  

Active:
Take proactive decisions around ESG 

analysis and integration, supporting 
broader industry initiatives

Leader:
Stand out from crowd by using RI to drive 
decision making and using experience to 

influence the behaviour of others

Diagram 1: Core-Active-Leader framework
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Case Study 1: Pooled fund investors can be active
This DB scheme is a small, quasi-public sector scheme 
with assets invested in pooled funds. Equity allocations 
are in passive tracker funds and active management is 
used within the property, multi-asset and infrastructure 
allocations. There has been growing trustee and member 
interest in responsible investment issues, particularly 
climate change, and the trustees have progressively 
sought to do more. 

Over an 18-month period, the trustees have embedded  
responsible investment considerations into much of their 
work. This has included the following initiatives:

• Developing and documenting RI beliefs: The trustees  
 have reviewed and documented their investment   
 beliefs including a specific focus on RI considerations,  
 acknowledging that climate change presents a financial  
 risk to long-term investment outcomes.
• Taking a first step to reduce climate risk in their   
 strategy: The trustees reviewed a number of alternative  
 index strategies from their passive provider’s product  
 range. As a result, the trustees reallocated 25% of their  
 passive equity portfolio into a climate-aware equity  
 strategy. 
• Requiring the consideration of ESG integration in   
 manager selection: The trustees have selected   
 managers for infrastructure and real estate mandates,  
 ensuring they understood prospective managers’   
 approaches to the integration of ESG factors and giving  
 weight to this factor in their decision making.
• Enhancing the monitoring of ESG issues: The trustees  
 regularly meet with their managers and have sought to  
 boost their scrutiny from an ESG perspective, with the  
 subject now a standing agenda item.  More formalised  
 ESG reporting and disclosures are being developed. 

Although a relatively small scheme, this group of trustees 
have been active in their willingness to embrace 
responsible investment considerations, demonstrating 
that size and investment though pooled funds are not 
barriers. 

Case Study 2: Integrating ESG into a DC default  
arrangement
Our second case study relates to the DC scheme of a 
large company. Over the past couple of years, both the 
company and the trustees have worked with us to be at 
the forefront of ESG integration for their DC default 
arrangements.  

2017: Investigating member views

Over 1,000 members responded to a questionnaire which 
sought to ascertain views on responsible investment 
issues. The results demonstrated that over three-quarters 
of members expected the default investment strategy to 
be invested in funds that considered ESG issues, although 
not to the detriment of returns.

This expectation was far removed from the existing 
default investment strategy – the growth phase is invested 
in a market-cap weighted passive equity strategy which 
transitions into two multi-asset funds that are held until 
members retire. 

2018: Knowledge building and solution design

Over the course of 2018, we worked with the trustees to 
develop a deeper understanding of responsible 
investment issues and subsequently reviewed the default 
and self-select fund ranges.  

Through this engagement, we established the trustees’ 
specific requirements for a solution, but also allowed 
them to gain comfort that any change to integrate ESG 
considerations would leave members “no worse off”.  

We subsequently helped develop a bespoke solution 
which fitted the needs of the trustees. The diagram below 
shows the timeline of events:
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Case Study 3: Reducing exposure to 
climate-related risks
LGPS funds are subject to increasing public scrutiny of 
their actions on responsible investment, particularly with 
regard to climate change. One of the first actions we took 
with our client following appointment was to help them 
develop an ESG policy and to document the Fund’s 
approach in a number of areas. 

Building knowledge was critical and we arranged training 
from multiple parties to help develop the committee’s 
understanding. We particularly focused on climate risk and 
the committee commissioned a carbon footprinting 
exercise on its listed equity exposure. A recent Greenwich 
Associates survey suggested that only 5% of UK pension 
funds had even considered such an exercise.

Using this exercise as a benchmark, the committee made 
a commitment to reduce carbon exposure within its listed 
equity portfolio. The committee set an explicit target of 
reducing carbon exposure by 50% when compared to the 
global equity market over the period to 2022. We have 
since helped the committee take steps to implement this 
strategy through the introduction of a low carbon equity 
strategy.

Action has not been explicitly focused on climate risk, 
with the committee also developing a set of investment 
beliefs and continuing to seek opportunities to collaborate 
with others.

Conclusion
What does an active responsible investor look like? We 
believe all three case studies illustrate different ways in 
which trustees can look beyond compliance and achieve 
a more active position. There is always something more 
that can be done.

Moving beyond core requires a commitment on the part 
of trustees and pension committees to begin a journey. 
For many, this journey began on 1 October 2019 when the 
new investment regulations became effective. We look 
forward to working with many of our clients in the pursuit 
of being more active.

2019: Implementation

The trustees reached the position where they could 
implement a bespoke default investment strategy, 
seeding two new equity mandates that incorporate a 
factor-based approach that tilts allocations away from 
lower ESG-rated companies.   
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1. Member survey on 
RI and ESG

3. Statement of investment beliefs (including 
ESG) agreed and finalised

5. Bespoke ESG considerations 
for the default

7. Due diligence and selection of 
multi-factor + ESG managers

2. Training sessions with the 
Trustee and the Company

4. Default investment 
strategy review

6. Platform provider was supportive 
of the changes

8. Ongoing - Further negotiations, member 
communications and implementation

Diagram 2: ESG integration timeline
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