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Duncan Ferris examines the
new SFDR requirements that
pension schemes are getting
their heads around, looking
into how the industry has
reacted to the regulations,
how much demand schemes
have felt from their members
and how challenging adhering
to the new rules might be
w rit te n by D unc a n F er r i s
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SFDR: A closer look

evel one of the European
Union’s new Sustainable
Finance Disclosure Regulation
(SFDR) took effect in March,
increasing the environmental,
social and governance (ESG)
responsibilities for financial
market participants such as pension
schemes. In essence, these mean
that schemes are now required
to disclose information about
their policies regarding the
identification and prioritisation of
things that will impact sustainability.
These disclosures will need to be
present on the market participants’
websites, prospectuses and periodic
reports. Level two disclosures,
which are set to be even more
comprehensive, will come into
force from 1 January 2022.

Objections?
It is no secret that pension schemes
are becoming more aware of the
importance of ESG and they are
seemingly becoming more active in
ensuring that they do not shy away
from the issue. Mercer’s European
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Asset Allocation Insights 2020,
published last August, showed that
54 per cent of European schemes
were now actively considering the
impact of climate risks, compared to
just 14 per cent in 2019. The same
research found that 89 per cent of
schemes considered wider ESG risks
as part of their investment decisions,
up from 55 per cent in 2019.
However, this increased attention
to the issue of ESG does not mean
that all aspects of SFDR in its
current form have been welcomed
with open arms by the European
pensions industry.
Ravien Sewtahal, responsible for
ESG at Stichting Pensioenfonds
Medisch Specialisten (SPMS),
says: “SPMS welcomes further
harmonisation of ESG reporting
and sees the SFDR regulation as
paramount to achieving that
objective. As such there is no
objection to the SFDR requirements
as a general concept.
“We do acknowledge that the
SFDR regulation is not complete
yet, and may incur costs from a data

perspective at some point. We are
actively seeking collaboration
with our stakeholders and peers
to balance potential extra costs
with complying with SFDR.”
PensionDanmark head of ESG,
Jan Kæraa Rasmussen, goes further,
stating: “Overall, we are strong
supporters of the broad sustainability
purpose of the SFDR but there are
many details that we need to work
with during implementation before
we can make the final judgement.”
However, AMF sustainability
manager, Anna Viefhues, is more
positive, commenting: “We share
the ambition of the European
Commission to increase transparency
on sustainability. This is something
that we have focused on for many
years in the Swedish finance sector,
for example, developing a national
market standard for sustainability
information. This standard will
now be replaced by the new
SFDR requirements.”
Eversheds Sutherland pensions
partner, Eric Bergamin, points out
that the different forms that pension
schemes take in different countries
can cause friction. He explains:
“Pension funds in the Netherlands
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are mainly seen as social institutions,
not as financial institutions like
banks and insurance companies.
The SFDR regulation focuses on
rules for financial institutions Pension
funds, at least in the Netherlands,
have a different way of disclosing
information and communication
to members.”
He adds that funds are generally
not subject to competition as
approximately four-fifths of the
nation’s pension fund members are
in mandatory sectoral funds, further
entrenching the funds’ distinction
from financial institutions.
Bergamin then states that “current
figures show that a large number
of pension funds have chosen to
opt-out of the SFDR rules”, noting
that SFDR was “not well received
in the Dutch market”.
He concludes: “My personal
view is that the hesitation or even
resistance against SFDR is not
based on resistance against ESG
investments, but against the rules
not being adequate and tailormade
for pension products, as offered in
the Dutch market.”

Demand
ESG has been a hot topic in the
industry for several years at this
point, but how much demand is there
from actual savers and professionals
for information about how their
savings are being invested, or how
their workplace is using its money?
A spokesperson for Aviva Life &
Pensions Ireland DAC makes it
sound fairly straightforward, stating:
“We are seeing an increase in
interest by pension fund trustees,
brokers and customers in how
their funds are invested and an
associated demand for ESG funds,
which we expect will increase in
the years to come.”
Sewtahal is on a similar
wavelength, explaining: “SPMS is
increasingly experiencing a demand

for transparency and ESG-awareness
at our pension fund by our scheme
participants. We welcome this
development and take into account
input from our participants as well in
further developing our ESG policy.”
In February, Morningstar
highlighted the increased interest
in ESG as it stated that sustainable
open-end and exchange-traded
funds available to European
investors had attracted net inflows
of €233 billion in 2020, noting that
this was almost double the amount
from the previous year.
However, this response appears
not to be as universal as one might
expect when it comes to pensions,
with the demand clearly falling short
of being a near-rabid hunger for
pension schemes to formulate
refined ESG strategies.
Rasmussen comments: “We
feel that the demand is not yet
huge for all of our members, but
the demand is certainly in good
growth, and our stakeholders
among the social partners are
very focused on sustainability.”
Viefhues adds: “We see an
increased interest, but it cannot
be compared with, for example,
consumer products. Our own surveys
show that many savers expect
pension companies to act and invest
responsibly, and that climate is one
important issue that they expect
pension companies to work with.”

Challenge
It is also worth examining how
challenging pension schemes
will find it to adhere to SFDR
requirements. Rasmussen
acknowledges that, for some of the
required indicators, the availability
of meaningful data presents a
“challenge”, though he argues that
he believes this difficulty “will be
mitigated in the next few years”.
Sewtahal appears to agree
regarding these difficulties, stating:

“SPMS has already started collecting
ESG data on its portfolio with the
objective to further tailor our ESG
policy. We acknowledge that ESG
data is still in its early stages, for
example there is no international
accounting standard on how to
define ESG metrics.
“As such we welcome the SFDR
regulation and will use that as
our starting point. The biggest
challenge right now is waiting for
more clarity on the SFDR level
two data reporting requirements,
and the associated costs of accessing
that data.”
However, accessing meaningful
data is not the only challenge, as
making reporting accessible for
customers is also a concern for
some schemes. Speaking about
AMF’s experiences to date, Viefhues
comments: “In March, we reported
on the level one requirements for the
first time, and for example labelled
our traditional insurance product
‘light-green’/Article 8.
“Implementing the reporting
criteria in the regulatory technical
standards will of course be a much
larger project, and we, and I guess
all our peers in the sectors, are
struggling with interpreting the
different requirements right now.
“One of the largest challenges,
besides challenges with collecting
data on the different indicators we
should report on, will be to make
the information easy accessible and
understandable for the end-customer,
and thus achieving the main purpose
of the regulation.”
Ultimately, it seems that the
challenges schemes will face when
it comes to SFDR implementation
may lessen as the industry adapts
to new responsibilities.
The level one requirements will
allow schemes to dip their toes
in the water before the next round
of regulations come into force
next year. ■
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