Eurosif’s regulatory roadmap for EU policymakers - November 2024

Scaling-up
investments for
sustainable growth

Eurosif’s regulatory
roadmap for EU
policymakers

November 2024



About Eurosif - The European Sustainable Investment Forum

Eurosif is the leading pan-European association promoting sustainable finance at the European
level. Its membership is comprised of national Sustainable Investment Fora (SIFs) from across
the EU, Switzerland and the United Kingdom. Most of these SIFs have a broad and diverse mem-
bership themselves, including asset managers, institutional investors, index providers and ESG
(Environmental, Social and Governance) research and analytics firms. Eurosif and its members
are committed to the growth and development of sustainable finance and support the ambition
of European and global policymakers in enabling a fully transparent and high-quality sustain-
able investment market through appropriate and well-designed regulation and industry best
practice.

Eurosif's activities involve contributing substantively to public policy development and con-
ducting research that enables a better understanding of ESG implementation, the sustainable
finance market, and the obstacles encountered by sustainability-oriented investors.
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Clearly define investments
contributing to a just transition to a
sustainable economy.

Strengthen and complete investor
tools to scale-up sustainable finance.

Unleash the power of investor
engagement to incentivise real-
economy companies in their
transformation to sustainability.

Ensure the quality, comparability
and reliability of sustainability-
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Mobilise the contribution of retail
investors and savers to a just
transition.
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Executive Summary

The current economic and geopolitical context is that of intensifying global challenges, in-
cluding a resurgence of national protectionism, polarisation, conflicts and exacerbating cli-
mate crises. A just transition towards a sustainable and resilient economy is key to address-
ing these challenges, as well as to maintaining financial stability, reinvigorating economic
growth and competitiveness, and to guaranteeing the strategic autonomy of the European
Union (EU)L

To meet the EU’s strategic objectives and decarbonisation targets, public investments alone
will not be enough. A significant amount of money needs to be raised from the private fi-
nancial sector. As the leading association representing sustainable investors across Europe,
Eurosif — the European Sustainable Investment Forum — recognises the critical role that the
financial sector must play in scaling-up investments to accelerate a just transition to a sus-
tainable economy.

To play their role in this transition, investors and other financial institutions need an EU sus-
tainable finance regulatory framework which is complete, coherent, sufficiently ambitious,
usable and well-implemented. This document presents a roadmap for EU policymakers to
achieve this.

The current EU sustainable finance rules have been developed quickly and often in parallel,
creating some flaws and misalignment issues, as well as implementation challenges. De-
spite its imperfections, the EU sustainable finance regulatory framework has significantly
increased transparency on sustainability-related considerations in financial markets and
contributed to the growth and integrity of meaningful sustainable investment flows.

Eurosif calls on EU policymakers to build upon this framework, to complete it and to ensure
it is well-implemented. It is now time to adjust some of these rules so that they fit and work
well together and to address remaining gaps so that the EU sustainable finance framework
can effectively support investors and other financial institutions in mobilising finance for
sustainable growth.

The first chapter of this paper explains why a just transition to a sustainable economy mat-
ters for the EU’s financial stability, economic growth, competitiveness and strategic autono-
my. Subsequently, the second chapter elaborates on the role of investors in contributing to the
just transition and the levers at their disposal to drive change in the real economy. The third
chapter describes the need to build on and complement the EU sustainable finance regula-
tory framework to facilitate investor contribution to sustainable growth. Finally, the fourth
chapter presents our recommendations for the next EU legislative mandate (2024-2029) un-
derpinned by specific policy actions that aim to accelerate a just transition to a sustainable
economy. These recommendations are summarised in the following section entitled “Over-
view of Key Recommendations”.

1 see page 10 for further information.
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Overview of Key Recommendations
1. Clearly define investments contributing to a just transition to a sustainable economy.

The current EU sustainable finance regulatory framework does not provide sufficient clarity
on what constitutes sustainable, transition or impact investments. EU rules should provide
clear definitions, underpinned by objective criteria, of “sustainable”, “transition”, “impact” and
other key sustainability-related terms used in the public policy sphere and by the financial
industry. Furthermore, what constitutes “social sustainable investments” should be delin-
eated by a simple, easy-to-use EU Social Investment Standard. This is necessary to increase
capital flows to finance the just transition, prevent greenwashing, and improve clarity for

retail investors.
Eurosif recommends that EU policymakers:

L1 Support investments with positive real-world outcomes by clearly defining
sustainable, transition, and impact investments as part of the Sustainable Fi-
nance Disclosure Regulation (SFDR) review.

1.2.  Develop an EU Social Investment Standard as a set of criteria to be used when-
ever sustainable investments pursue a social objective as part of the SFDR re-
view.

2. Strengthen and complete investor tools to scale-up sustainable finance.

Investors use tools and services to make sustainable investment decisions and to track and
assess their performance. This includes the use of sustainability-related benchmarks, or spe-
cific standards to identify sustainable activities — such as the EU Taxonomy?. These tools
and services should be completed, streamlined and made more transparent to facilitate and
amplify the contribution of investors to the transition.

Eurosif recommends that EU policymakers:

2.1.  Develop an EU standard for sustainability-related/ESG (Environmental, Social
and Governance) benchmarks, underpinned by a set of criteria and minimum
disclosures, to serve as credible tools to assist investment decisions.

2.2.  Review criteria for EU climate benchmark methodologies to ensure they are
fit for purpose and integrate forward-looking information, e.g. transition plans
and climate targets.

2.3 Complete the EU Taxonomy of environmentally sustainable economic activi-
ties by 1) extending the scope of activities covered by its environmental objec-
tives; 2) setting out significantly harmful activities and differentiating those
that can and cannot be transformed; and 3) identifying transition/intermedi-
ate activities.

3. Unleash the power of investor engagement to incentivise the transition of real-economy
companies towards sustainability.

Stewardship and engagement are among the most powerful levers for investors to support
the transformation of investee companies. To unleash the power of investor engagement,
the remaining barriers must be abolished and incentives set. Policymakers should create

2 Regulation (EU) 2020/852 of 18 June 2020.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32020R0852
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a voluntary EU-wide stewardship code for investors, but also for other financial actors ex-
erting influence on corporate behaviours, such as benchmark and investment services pro-
viders. A “transition” investments product category under a revised SFDR should comprise
engagement-focused criteria accompanied by minimum disclosures on sustainability-
related engagement.

The Shareholder Rights Directive (SRD II) and rules on “acting in concert” should be reviewed
to ensure shareholders can effectively exercise their rights and coordinate on key sustain-
ability issues, including in cross-border situations.

A proportionate inclusion of financial institution services to clients and their relations with
investee companies in EU due diligence rules would help navigate engagement with investee
companies to reduce their negative social or environmental impacts and related risks.

Eurosif recommends that EU policymakers:

3.1.  Remove the existing barriers to individual and collective investor engagement
by reforming the SRD II and by revisiting rules on “acting in concert”.

3.2. Encourage meaningful sustainability-related engagement strategies by estab-
lishing minimum disclosures in the SRD II or the SFDR and related criteria for
transition investments.

3.3.  Establish appropriate due diligence processes for financial institutions as part
of the Corporate Sustainability Due Diligence Directive (CSDDD) and within
the SFDR disclosure requirements.

4. Ensure the quality, comparability and reliability of sustainability-related disclosures.

Quality and reliable sustainability-related disclosures are a necessity to make informed in-
vestment decisions and prevent greenwashing. Disclosures on transition plans and climate
targets are essential for scaling-up investments for the transition. The EU must ensure cor-
porate transition plans and climate targets are robust, reliable, and comparable to be useful
in making investment decisions. EU rules covering transition plans and climate targets must
be consistent. Sustainability-related investments are cross-border and cross-jurisdiction, so
interoperability and alignment at the international level are key.

Eurosif recommends that EU policymakers:

41. Enable informed investment decisions by enhancing the availability, quality,
comparability and reliability of corporate sustainability disclosures by ensur-
ing the proper implementation and further development of the European Sus-
tainability Reporting Standards (ESRS).

411. Ensure standards for listed SMEs are based on, and are consistent with,
the standards for large, listed companies, to enable comparability for
investors.

4.1.2. Standards for financial institutions must be consistent with other re-
porting requirements applying to financial institutions, including the
SFDR and Pillar 3 disclosures for banks and for insurance companies.
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4.2. Facilitate the use of forward-looking transition plans and climate targets for
investment decisions by ensuring consistency of related requirements and
disclosures across EU rules.

4.3. Establish sectoral transition pathways to help companies design credible
transition plans.

4.4. Strive for international consistency and interoperability by conducting map-
ping and reconciliation exercises between EU and non-EU sustainability
standards.

5. Mobilise the contribution of retail investors and savers to a just transition.

There are €33 trillion worth of savings in the bank accounts of EU citizens, part of which
could be leveraged to finance the economic transition to a sustainable economy?. Obstacles
include inefficient financial advice whereby clients are often not offered sustainable invest-
ments and overly complex disclosures which are difficult to understand for retail investors.
Consumer-facing information on the characteristics of these products should be simplified
and clarified.

To mobilise the savings of EU citizens to contribute to sustainable economic growth, EU
savers should be able to easily understand sustainability-related financial products and al-
ways be offered at least one sustainable financial product during the advisory process. The
rules governing financial advice, including suitability tests and sustainability preferences,
must be reformed with this goal in mind. Financial advisors must be educated on sustain-
able finance and able to explain different concepts and choices available to investors and
offer products best meeting the sustainability-related preferences of their clients.

Eurosif recommends that EU policymakers:

51. Make sustainability-related information easier to understand for a retail
audience by simplifying related disclosures under the EU rules for financial
products offered to retail investors (SFDR, PRIIPs Regulation). They should
also always be offered at least one product that qualifies a a sustainable in-
vestment.

5.2.  Require training and possibly certifications for financial advisors to ensure
they are well-qualified to advise retail investors on sustainability-related fi-
nancial products.

53. Ensure retail investors are offered financial products in line with their
sustainability preferences by adjusting the rules on financial advice (MiFID2/
IDD) to reflect the categories of products under a revised SFDR.

3 Enrico Letta et al,, Much more than a market. Speed, security, solidarity - Empowering the Single Market to deliver a sustain-
able future and prosperity for all EU Citizens, February 2024. 9


https://www.consilium.europa.eu/media/ny3j24sm/much-more-than-a-market-report-by-enrico-letta.pdf
https://www.consilium.europa.eu/media/ny3j24sm/much-more-than-a-market-report-by-enrico-letta.pdf
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I. What is a just transition, and why is it key for the growth,
competitiveness, resilience and autonomy of the European Union?

Climate change is a scientific reality*. We are already witnessing its detrimental and damag-
ing physical effects, placing financial strain on national and global economies and societies.
These include an increase in the frequency and intensity of extreme weather events such as
droughts and flooding, as well as negative impacts on housing, agriculture, food production,
migration flows and inflation.

In the absence of policies and concrete actions to mitigate climate change, these events are
expected to cause significant financial losses, which the International Monetary Fund (IMF)
estimates at above of 7% of global Gross Domestic Product (GDP) by 2100°. The International
Panel on Climate Change (IPCC) points out that the impacts of climate change are already det-
rimental to economic growth and may become irreversible®. These impacts are likely to have
wide-reaching consequences for the financial system’, and could lead to recurring, large-
scale financial and economic crises.

European economies are among the most exposed to climate-related risks, both through di-
rect physical risks affecting business value chains and also due to the increased likelihood
of default and loss of asset value for financial institutions®. The EU economy has already
suffered losses estimated at €170 billion in the last five years, which could ramp up to €2.4
trillion — more than the current GDP of Italy — over the next thirty years®. Mitigating climate
change and wider environmental degradation is key for the economic and financial resilience
and stability of the EU and its member states.

The EU must also rise to mounting global challenges and ensure its strategic autonomy. The
impacts of recent volatility in the energy sector due to the war in Ukraine have highlighted
that the EU needs to guarantee its own sustainable and renewable energy supply and transi-
tion away from depending on the provision of fossil fuels from third countries. EU countries
like Denmark, that invested in renewable energy a long time ago, are now reaping the rewards
of being frontrunners in the journey to reach climate neutrality, which is also reflected in in-
creased autonomy and resilience.

To address these challenges and increase the long-term competitiveness of the European
economy and contribute to sustainable prosperity, the EU must accelerate its transition
to a net-zero economy, as emphasised by the President of the European Commission
Ursula von der Leyen in her political guidelines for the next five years'.

This transition must, however, happen in a way that considers its implications for society, and
especially the most vulnerable communities and workers. We need measures that will sup-
port affected people by either offering alternative employment, trainings, or resources to deal
with the financial implications of the transition. This is essential to avoid social unrest and
gather the support of citizens, ensuring everyone benefits from the economic transformation
to carbon neutrality. That is why we need a just transition that does not leave anyone behind.

The just transition to a sustainable economy presents an important opportunity to boost
the EU’s competitiveness. Evidence shows that EU countries with the most developed sus-

4 IPCC, Summary for Policymakers: Sixth Assessment Report of the Intergovernmental Panel on Climate Change, 2021.

5 Matthew E. Kahn et al,, Long-Term Macroeconomic Effects of Climate Change: A Cross-Country Analysis, 11 October 2019.

6 IPCC, Summary for Policymakers: Sixth Assessment Report of the Intergovernmental Panel on Climate Change, 2023.

7 NGFS, Scenarios for central banks and supervisors, November 2023.

8 EEA, European Climate Risk Assessment - Executive summary, 2024.

9 Enrico Letta et al, Much more than a market. Speed, security, solidarity - Empowering the Single Market to deliver a sustain-
able future and prosperity for all EU Citizens, February 2024.

10 Ursula von der Leyen, Political guidelines for the next European Commission, 18 July 2024.
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https://www.ipcc.ch/report/ar6/wg1/downloads/report/IPCC_AR6_WGI_SPM.pdf
https://www.imf.org/en/Publications/WP/Issues/2019/10/11/Long-Term-Macroeconomic-Effects-of-Climate-Change-A-Cross-Country-Analysis-48691
https://www.ipcc.ch/report/ar6/syr/downloads/report/IPCC_AR6_SYR_SPM.pdf
https://www.ngfs.net/sites/default/files/medias/documents/ngfs_climate_scenarios_for_central_banks_and_supervisors_phase_iv.pdf
https://www.eea.europa.eu/publications/european-climate-risk-assessment
https://www.consilium.europa.eu/media/ny3j24sm/much-more-than-a-market-report-by-enrico-letta.pdf
https://www.consilium.europa.eu/media/ny3j24sm/much-more-than-a-market-report-by-enrico-letta.pdf
https://commission.europa.eu/document/download/e6cd4328-673c-4e7a-8683-f63ffb2cf648_en?filename=Political%20Guidelines%202024-2029_EN.pdf
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tainability policies are also the most competitive?, leading to continued growth in key eco-
nomic sectors. Investments in a just transition to a sustainable economy will support the
wide-ranging transformation of EU businesses and economies, allowing them to better mit-
igate shocks linked to environmental factors and to increase their global competitiveness®?.
This also means the transformation of companies whose business model is no longer sus-
tainable considering the EU’s climate and other sustainability targets.

The strategic priorities of EU member states® and of Ursula von der Leyen!* acknowledge that
investing in a clean transition is essential for EU industry amid renewed international com-
petition, including in the decarbonisation space. As an example, the U.S. Inflation Reduction
Act (IRA) is expected to direct about $370 billion to boost renewable energy production in the
U.S. The European Commission-mandated report by Mario Draghi also underlines that decar-
bonisation will be a central opportunity to spur EU competitiveness and growth'®.

Companies implementing sustainability policies are better prepared for and better man-
age the risks stemming from sustainability-related events. These include climate change,
socio-economic challenges like COVID, the war in Ukraine and other societal and environ-
mental risks. Adopting sustainable business conduct means companies are more aware of
the risk of human rights breaches or significant environmental harm in their own operations
or value chain. Performing due diligence to identify such risks, as well as to manage and mit-
igate them if needed, means they can avoid reputational and legal damages and potential loss
of market share.

The sustainable competitiveness of real-economy companies and the financial sector is also
driven by consumer demand. Surveys show consumers are increasingly interested in sus-
tainable products and services and are particularly attentive to environmental labels and
standards?®.

Similarly, there is an increasing demand from institutional and retail investors for sustain-
able investments. A market study" from the Global Sustainable Investment Alliance (GSIA)
demonstrates the continued growth of sustainability-related investments. In 2022, they were
estimated to reach $30.3 trillion globally, which constitutes 30% of the global GDP that year.
While their growth slowed down in the EU during 2023, European individual investors show
a strong and continued appetite for sustainable investments. In 2024, 85% of individual inves-
tors expressed an interest in investing sustainably in the coming years®.

Sustainability is not only about generating positive impacts or avoiding negative impacts.
The double materiality principle, underpinning most European sustainable finance rules, is
about identifying and managing sustainability risks and opportunities (financial materiality)
and about identifying and addressing the impacts of company activities on the environment
and society (impact materiality).

Integrating sustainability considerations into investments, business strategies and mod-
els is about prudent risk management and generating returns for investors over the mid- to
long-term. Moreover, sustainability is a business value proposition driven by consumer and
end-investor demand.

11 CISL, Competitive Sustainability Index: New metrics for EU competitiveness for an economy in transition, December 2024.
12 EIB, Investment Report 2023/2024 - Transforming for competitiveness, 2024.

13 European Council, Strategic Agenda 2024-2029.

14 Statement at the European Parliament by President Ursula von der Leyen, candidate for a second mandate, 18 July 2024.
15 Mario Draghi et al,, The future of European competitiveness — Part A, September 2024.

16 BEUC, The Great Green Maze: How environmental advertising confuses consumers, November 2023.

17 GSIA, Global Sustainable Investment review 2022, November 2023.

18 ESMA, TRV Risk Monitor, 31 January 2024.

19 Morgan Stanley Institute for Sustainable Investing, Understanding Individual Investor’s Interests and Priorities, 2024.
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ESG 1is also about good corporate governance and responsible business conduct which are
intrinsically linked with long-term value creation. Companies integrating sustainability-
considerations in their strategies, business model and risk management tend to be more at-
tractive to investors, especially those seeking mid to long-term investments. Sustainability
can thus be seen as a means to facilitate access to capital.

II. The role of investors in contributing to a just transition to a
sustainable economy

The European Commission estimates that an additional €700 billion in annual investments
is necessary by 2030 to meet the EU’s strategic objectives and climate targets?. EU public
funding can be mobilised to cover part of these investment needs, for example via dedicated
programmes supporting innovation, direct public investments in research and development
(R&D), renewable energy, increasing energy efficiency and transport infrastructure.

The public sector also plays a crucial role by providing clear political signals and provid-
ing incentives to facilitate and scale-up private investments. These include tax incentives,
investment guarantees, risk-sharing instruments, public-private partnerships and blended
finance.

Public finances alone will not be enough to bridge the investment gap to achieve the tran-
sition. A significant amount of capital must be raised from private investment — which ac-
counts for 80% of total investment in the EUZ.

As providers of capital, investors, meaning asset owners (e.g. pension funds, insurance
companies and retail investors) and asset managers, contribute to sustainable growth by
scaling-up investments for the transition. As appetite for sustainable investing grows (see
Chapter I), investors use a range of sustainability-related investment strategies, which entail
analysing potential investee companies using various market-based criteria. Such strategies
may include “impact investments”, “best-in-class”, “thematic investments”, “exclusionary/
screening strategies”, and “ESG integration”??. Through these, investors identify the compa-
nies which have profiles and sustainability credentials most in line with their investment
strategy and the eventual preferences of their clients, guiding their capital allocation deci-
sions. Concretely, this can lead to funding innovative sustainable companies in their early
stages of development, supporting large, listed companies shifting to more climate-friendly
business practices, or financing concrete projects that have direct environmental or social
benefits.

Investors also use sustainability-related strategies to avoid investing in activities that are
unsustainable and/or not in line with the preferences of their clients. The negative impacts
of investments on the environment and people are likely to turn into financial risks in the
medium to long-term and financial institutions increasingly incorporate this fact into their
strategic planning and business processes. Evidence shows that investment funds following
sustainable approaches can benefit from strong overall performance while also being resil-
lent to financial instability%.

20 Commission Recommendation (EU) 2023/1425 of 27 June 2023.

21 Mario Draghi et al,, The future of European competitiveness — Part B, September 2024.

22 CFA Institute, GSIA & PRI, Definitions for Responsible Investment Approaches, November 2023.
23 ESMA, Costs and Performance of EU Retail Investment Products 2023, 18 December 2023.
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As active owners of shares and other financial instruments, investors can support the just
transition by engaging with their investee companies, persuading them to transform their
operations in line with EU climate and other sustainability-oriented targets. This includes
using their rights as shareholders to influence the strategic decisions of investee companies.

Engagement has different forms ranging through bilateral dialogue with company manage-
ment or the board, voting, and filing shareholder resolutions at the company’s Annual General
Meeting (AGM). Topics are wide-ranging and often include company strategy, the appoint-
ment of company directors, executive and director pay, and increasingly, company climate
transition plans. Engagement strategies have different steps, and in case progress is limited,
escalation can take place. If all other options are exhausted without giving the desired result,
disinvestment may be considered.

It is noteworthy that in recent years, investors have enhanced their level of scrutiny on
sustainability-related claims? and engaged more reqularly with intermediaries and investee
companies to ensure investments are in line with the preferences of their clients, risk man-
agement criteria and long-term investment objectives.

To sum up, investors can contribute to a just transition by scaling-up investments in the com-
panies and activities accelerating the transition and by meaningfully engaging with investee
companies. These activities can be facilitated by public sector incentives (e.g. tax breaks, in-
vestment guarantees and risk-sharing instruments and blended finance) and a well-calibrat-
ed regulatory environment that ensures the availability of decision-useful data and tools, and
facilitates and strengthens their sustainability-related investment practices. In this roadmap
we focus on the latter.

III. Build upon and complete the EU sustainable finance framework to
facilitate investor contribution

Since the 2018 EU Sustainable Finance Action Plan?, many rules have been developed and
rolled out, setting out a requlatory framework aiming to channel finance in the transition to
a sustainable economy and better manage sustainability risks.

Most of these rules have focused on increasing transparency for the different actors in the
investment chain. Examples include the Sustainable Finance Disclosure Regulation (SFDR),
requiring disclosures on sustainability-related risks and impacts for investors, banks, insur-
ance providers and financial advisers and for the financial products they offer. The Corporate
Sustainability Reporting Directive (CSRD) requires all large EU companies to disclose infor-
mation on how they identify and manage sustainability risks and impacts covering ESG mat-
ters. Investment service providers, such as ESG ratings providers, must also apply specific
transparency requirements to their methodologies and activities.

Standards and labels like the EU Taxonomy define what constitutes environmentally sus-
tainable economic activities, while the EU Green Bond Standard and EU Climate Benchmarks
aim to offer trustworthy and reliable tools for investors to allocate capital towards sustainable
activities and prevent greenwashing.

The Corporate Sustainability Due Diligence Directive (CSDDD) goes beyond the transpar-
ency regime, by setting out obligations for the largest companies to set and implement

24 ESMA, TRV Risk Monitor, 9 February 2023.
25 European Commission, Sustainable finance: Commission’s Action Plan for a greener and cleaner economy, 8 March 2018.
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transition plans including science-based climate targets, and to perform environmental and
human rights due diligence through the value chain. This directive is an important milestone
to mitigate climate change and to prevent and end severe human rights violations and seri-
ous environmental harm.

The EU sustainable finance framework is rather comprehensive, but to deliver on its objec-
tives it needs to be thoroughly implemented, adjusted so that the different rules fit and work
well together, and completed.

Proper implementation of the rules is essential for their success. This requires appropriate
transposition and implementation of these rules in all EU member states, suitable guidance
and support for the industry and efforts from market participants. Even the best rules, if not
enforced, will fail to deliver results.

Many of these EU sustainable finance rules have been developed at a fast pace and often in
parallel. Therefore, it is now time to look at all pieces of the puzzle and adjust them to ensure
that the current sustainable finance rules are consistent with one another. This is important
to ensure the clarity and coherence of the framework for companies and investors apply-
ing the rules, as well as the consistency and reliability of disclosures for information users,
meaning investors, other financial industry participants and supervisors. This includes, for
example, requirements on transition plans and climate targets which have been included in
different ways across several EU laws. This also applies to rules on financial advice which
were revised early on and neither fit the framework properly nor give retail investors the
choice they deserve.

Certain rules, like the EU Taxonomy, are incomplete, and require further development. Reqgu-
lations like the SFDR have been “road-tested” following initial years of implementation, with
practical challenges appearing that must be addressed.

Finally, the framework contains some gaps. In its revised Sustainable Finance Strategy of
2021, the European Commission announced an action on ESG benchmarks. However, this
proposal has not been put forward. Investors rely heavily on benchmarks in their invest-
ments. Currently this space is largely unregulated, allowing for greenwashing?. Given the
growing amount of passive investments, which always track the composition of these bench-
marKks, setting a standard with minimum criteria and disclosures to apply for sustainability-
denominated benchmarks is crucial to further scale-up investment for the just transition.

Eurosif calls on EU policymakers to maintain the positive momentum on sustainable finance
by building on and completing the EU sustainable finance framework.

Firstly, the EU sustainable finance regulatory framework already delivers tangible positive
results. Despite some imperfections, the framework has led to significantly increased trans-
parency on sustainability-related considerations in financial markets and contributed to the
growth and integrity of meaningful sustainable investment flows.

Recent studies show improved transparency is starting to change the behaviour of compa-
nies and financial market participants, as well as affect the choices of end investors. This re-
sults in encouraging signals for the redirection of capital flows towards companies, activities
and projects accelerating the transition?.

It isnoteworthy that some companies, including Small and Medium-sized Enterprises (SMEs),

26 Reclaim Finance, Unmasking Greenwashing: A call to clean up passive funds, March 2024.
27 PSF, A compendium of market practices, January 2024.
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are pre-empting the application of EU sustainability reporting standards by proactively shift-
ing their practices on sustainability disclosures in line with the ESRS?.

Secondly, many EU sustainable finance rules are still in the early stages of implementation,
making it difficult or even impossible to properly assess the associated costs as well as ben-
efits. Their proper application is essential to ensure they deliver on their objectives. This
requires the appropriate transposition and implementation of rules in all EU member states,
guidance and support for the industry and efforts on the part of market participants. This is
necessary for the CSRD sustainability reporting requirements and the CSDDD due diligence
rules for example. If they are not enforced, even the best rules will simply not deliver.

Thirdly, EU companies, including financial institutions, have already dedicated significant
resources to implementing these rules, which are now increasingly embedded in their report-
ing and used as decision-useful metrics in business. Companies need regulatory stability and
changing rules too drastically and too frequently is not helpful.

Finally, the current challenges in the implementation of some of the EU rules have highlight-
ed the necessity to move beyond transparency and to fill the remaining gaps. These practi-
cal issues must be addressed by clarifying the framework and its underlying definitions, by
establishing minimum criteria and standards across the investment chain, encompassing
investors, financial services providers and companies.

To sum up, while the EU sustainable finance framework is a major step forward, it must now
be adjusted so that its different rules work well together and so that the gaps are addressed.
This is crucial to scale-up investments for a just transition to sustainable growth.

In the next chapter, Eurosif sets out its recommendations for how to achieve this and create
an enabling environment for investments contributing to competitive and sustainable pros-
perity.

28 PwC, Corporate Sustainability Reporting Directive — an analysis: How far companies from Germany, Austria, Switzerland and
the Netherlands have progressed with the implementation, November 2023.
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Clearly define investments contributing to a A
just transition to a sustainable economy.

1.1 Facilitate scaling-up investments for sustainable growth by clearly defining
sustainable, transition, and impact investments as part of the Sustainable Finance
Disclosure Regulation (SFDR) review.

A diverse range of economic activities can contribute to a just transition. These can take the
form of projects with a positive contribution to mitigating climate change, climate adaptation
and preventing biodiversity loss, or bringing social benefits such as investments in educa-
tion, healthcare or social housing.

Investments can support a transition towards a sustainable economy in different ways. This
can be done by financing 1) “green” economic activities and projects (e.g. investments in solar
panels and their installation) and 2) activities that enable environmental sustainability (e.g.
the maintenance of these solar panels). These investments can be categorised as “sustainable
investments”, meaning investments into what is already “green”.

Supporting the transition can also be done by investing in companies phasing-out/transform-
ing their harmful activities and meaningfully engaging with such companies to support them
in their transition. Investors are expecting such investee companies to adopt and implement
credible transition plans in a timely manner, and to consequently adapt their business model.
Such investments are usually referred to as “transition investments” or transition finance.

Transition and sustainable investments both play an important role in supporting the trans-
formation to a sustainable economy. However, EU law does not clearly define transition in-
vestments and the precise criteria and/or thresholds for sustainable investments are missing.

The SFDR provides a definition of “sustainable investments”, however, as it is intended as
a disclosure-based regulation, the definition is relatively broad, leaves significant room for
interpretation and lacks clear criteria.

The EU Taxonomy'’s definition of “environmentally sustainable economic activities” has been
conceived as a tool for investors to understand what proportion of their investments can be
considered environmentally sustainable. However, the current scope of the EU Taxonomy re-
mains limited to economic activities with the biggest impact on the environment, completely
leaving out social aspects. Moreover, even on the environmental side, it is not yet complete;
the agriculture sector is missing for instance.

While transition-denominated investments have grown over the last few years® and the
European Commission has attempted to provide some guidance in its high-level recommen-
dations®, currently there is no legal definition of transition investments.

As a result, market participants come up with their own criteria when designing financial
products that make sustainable or transition investment claims. This leads to a wide diver-
gence in products presenting similar claims, which may result in greenwashing and mislead

29 ESMA, TRV Risk Monitor, 29 August 2024.
30 Commission Recommendation (EU) 2023/1425 of 27 June 2023.
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retail investors®. The slower growth of investment products with sustainability-related ob-
jectives witnessed since 2023 can be explained in part by investor fear of exposure to green-
washing risks®.

While the number of investment funds making impact claims is growing®, the understand-
ing of what constitutes impact investment strategies still widely diverges between finan-
cial market participants and asset classes, making these claims a potential driver of green-
washing?®. Furthermore, while some international requlatory frameworks have proposed to
define impact investing by establishing dedicated labels, concerns are mounting that the
approaches taken may result in impact investments remaining niche. Meanwhile, impact
investing can cover various investment strategies and reflect sustainable or transition ap-
proaches, as well as follow environmental or social objectives.

To scale-up investments for economic transformation and sustainable prosperity, the EU
sustainable finance framework needs clear, credible and consistent definitions of “sustain-
able investments” “transition investments”, and “impact investments”, underpinned by ro-
bust minimum criteria and/or thresholds.

To that end, Eurosif proposes to create three mandatory categories of sustainability-related
financial products, underpinned by robust criteria, as part of the SFDR review:

+ Products which have “sustainable investments” as their objective. Such products should
demonstrate investments in companies and/or projects which are already sustainable.
This can be done, for example, via a minimum threshold of alignment with the EU Taxon-
omy. These investments, in addition to having a positive contribution or impact, should
also ensure that they do not do any significant harm to the environment or society, for
example by excluding investments in the fossil fuel industry.

« Products which have “transition investments” as their objective. This category is intend-
ed for investments in companies and projects which are not sustainable yet but are on
a credible transition path. Criteria would include investee companies having and imple-
menting robust transition plans and climate targets, as well as meaningful engagement
by investors. Investments in harmful activities that cannot transition should be exclud-
ed from this category when companies do not implement credible commitments (e.g.
transition plans) to phase out these activities. Similarly, investments in new fossil fuel
projects should be excluded.

+  Products with binding environmental or social factors. We see merits in recognising sus-
tainability-related investment strategies which do not meet the criteria of sustainable
or transition investment categories but do apply credible environmental or social ap-
proaches. Such funds should demonstrate performance against sustainability-related
indicators, such as relevant benchmarks, and ensure their investments do not result in
any serious harm to the environment or society — e.g. funding new fossil fuel projects.

To ensure that the SFDR caters for impact investments, a horizontal impact-lens should
be applied across the sustainable and transition investment product categories. The cri-
teria should be tailored to the asset class (public equity, private equity, etc.) and could re-
quire demonstration of a credible theory of change, intentionality and measurement of the
real-world impact, as well as of the contribution of the investment approach and/or engage-
ment strategy.

31 ESMA, Progress Report on Greenwashing, 31 May 2023.

32 ESMA, TRV Risk Monitor, 31 January 2024.

33 ESMA, TRV Risk Analysis Sustainable Finance: Impact investing — Do SDG funds fulfil their promises?, 1 February 2024.
34 ESMA, Progress Report on Greenwashing, 31 May 2023.
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1.2 Develop an EU Social Investment Standard as a set of criteria to be used whenever

sustainable investments pursue a social objective as part of the Sustainable Finance
Disclosure Regulation (SFDR) review.

Sustainability is not only about the environment. It is also about addressing societal chal-
lenges like poverty, social inequality and division, as well as unequal access to education and
healthcare, and lack of social housing, all of which have been long-standing priorities for the
EU to tackle.

The transition to a low-carbon economy impacts people and society. Wide-ranging economic
transformation means some jobs will inevitably be lost and some people will need to attain
different qualifications.

Addressing all these issues is a prerequisite for a transition to a truly sustainable economy
that guarantees social fairness and mitigates the risk of social unrest. Scaling-up social in-
vestments may be part of the answer to these problems and can provide finance needed to
help the most affected people and communities to cope with the economic transition.

Investors are increasingly interested in contributing to positive social outcomes. They are also
increasingly aware of the need to respect human rights and to invest in companies that treat
their workforce well. However, while sustainable investments, as defined under the SFDR, can
pursue either an environmental or social objective, there is currently no common EU frame-
work or standard defining “social investments” or “socially sustainable economic activities”.
This results in an imbalance between the treatment of environmental and social matters in
sustainable finance and poses a challenge for asset managers manufacturing products which
are marketed as sustainable investments, but which pursue social objectives. This is also
a missed opportunity for scaling-up investments with positive societal outcomes.

The EU should establish an EU Social Investment Standard to identify socially sustainable
investments based on a set of common criteria. This standard could be created via a dedicat-
ed initiative or by directly setting criteria as part of the SFDR review. Developing an EU social
investment standard would further complete the EU Taxonomy (see our related recommen-
dations for environmental objectives in section 2.2. below) by establishing a list of criteria to
measure soclal investments.

The SFDR review should clearly define that investments made according to the criteria set
in the standard can be considered as socially sustainable. This would help investors identify
what activities, projects and companies they can target when making investments promoting
social objectives for the purpose of the SFDR categorisation of sustainability-related invest-
ments proposed in section 1.1. This would also be helpful to end-investors and supervisors as
it would enhance the comparability of social investments and prevent greenwashing.

The framework and detailed criteria for an EU social investment standard should be devel-
oped in close collaboration with financial market practitioners and a range of stakeholders.
The standard should be developed building on the social disclosures included in the ESRS®*
and considering the recommendations of the Platform on Sustainable Finance to extend
the EU Taxonomy to social objectives®. However, the standard should be relatively simple
and practical and should not attempt to mirror the structure or the complexity of the EU
Taxonomy of environmentally sustainable economic activities.

35 Commission Delegated Regulation (EU) 2023/2772 of 31 July 2023.
36 PSF, Final Report on Social Taxonomy, February 2022.
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To clearly define investments contributing to a just transition to a sustainable economy,
Eurosif recommends that EU policymakers:

L1 Support investments with positive real-world outcomes by clearly defining sustain-
able, transition and impact investments as part of the Sustainable Finance Disclo-
sure Regulation (SFDR) review.

1.2.  Develop an EU Social Investment Standard as a set of criteria to be used whenever
sustainable investments pursue a social objective as part of the SFDR review.

20
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Strengthen and complete investor tools to
scale-up sustainable finance.

21 Develop an EU standard for sustainability-related/ESG benchmarks, underpinned
by a set of criteria and minimum disclosures, to serve as credible tools to assist
investment decisions.

Benchmarks, also referred to as indexes, are frequently used by investors for a wide range
of financial products, including passive and active investments. Passive products, e.g. ETFs
(Exchange Traded Funds), are designed in a way that they must closely track (mirror) an
index. For actively managed funds, selecting an index to follow may be a part of the fund'’s
strategy, even if the fund may diverge from the index and exclude some investments for ex-
ample. They are also used as a reference to assess the performance of investments.

The “Climate transition benchmarks” (CTBs) and “Paris-Aligned Benchmarks” (PABs) are de-
signed as labels that indexes can obtain if they meet the criteria. They have been an import-
ant step forward in promoting the creation of indexes that are on a credible decarbonisation
trajectory. Tracking PABs, in particular, facilitates the alignment of investment portfolios
with the 1.5°C goal of the Paris Agreement. Overall, these benchmarks are considered a suc-
cess, with around €180 billion of assets under management meeting their criteria®.

However, some issues remain, which can limit their usefulness. In particular, the criteria
for these benchmarks do not sufficiently include forward-looking information. For example,
there are no references to transition plans, which are a crucial metric for assessing whether
companies are on a credible decarbonisation pathway.

The minimum standards for EU Climate Benchmarks should reference companies setting
and implementing a credible transition plan. They should allow for the increased weight of
these companies when they demonstrate they follow through on their transition plan com-
mitments in line with the decarbonisation trajectory targets set by the EU Climate Bench-
marks. This would both incentivise companies to commit to a credible GHG emission reduc-
tion trajectory and further ensure investments meeting the EU Climate Benchmarks criteria
drive the decarbonisation of the real economy.

Concerns also remain about the lack of a regulatory framework for ESG benchmarks, going
beyond climate and beyond labels. In its revised Sustainable Finance Strategy of 2021%, the
European Commission announced its willingness to focus on ESG benchmarks, however,
it has not acted upon it to date. Currently, apart from the benchmarks that opt in for PAB
or CTB labels, benchmarks making ESG claims are not subject to any sustainability-related
transparency requirements on their methodologies. As highlighted by the European Securi-
ties and Markets Authority (ESMA)®, this creates a risk of greenwashing across the invest-
ment chain.

Specific disclosure requirements and minimum criteria should be developed for an EU
“ESG benchmark” standard to scale-up investments for sustainable growth and prevent

37 European Commission, Workshop on Paris-aligned and Climate Transition Benchmarks 17 October 2024.
38 European Commission, Strategy for Financing the Transition to a Sustainable Economy, 6 July 2021.
39 ESMA, Progress Report on Greenwashing, 31 May 2023.

21


https://webcast.ec.europa.eu/workshop-on-paris-aligned-and-climate-transition-benchmarks
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021DC0390
https://www.esma.europa.eu/sites/default/files/2023-06/ESMA30-1668416927-2498_Progress_Report_ESMA_response_to_COM_RfI_on_greenwashing_risks.pdf

Eurosif’s regulatory roadmap for EU policymakers - November 2024

greenwashing. These criteria should be consistent with the criteria used to establish catego-
ries of products as part of the review of SFDR. This would help mobilise the growing number
of passive investment funds (which track and replicate the performance of benchmarks) to
finance a just transition. At the end of 2023, more that a quarter of long-term UCITS*® invest-
ment funds in Europe were passive funds*, representing about €2.8 trillion in investments,
equivalent to the GDP of France.

An EU ESG benchmark standard could also be used to introduce additional EU-labelled bench-
marks with specific environmental or social objectives, drawing, for example, on the pro-
posals for EU Taxonomy-aligning benchmarks (EU TABs) from the Platform on Sustainable
Finance*.

A proposal for an EU ESG benchmarks standard should include rules for benchmarks that
have ESG/sustainability-related terms in their names to more accurately reflect their char-
acteristics and avoid any misleading claims to investors. These rules should be in line with
ESMA'’s guidelines for fund names®.

The establishment of an EU ESG benchmark standard and improved criteria for EU PAB/
CTB would facilitate the identification of credible sustainability-oriented benchmarks, help-
ing channel investments for a just transition to a sustainable economy. These regulatory
initiatives would also promote regulatory consistency by improving their alignment with the
categories of sustainability-related products under a revised SFDR, including a category for
transition investments (see section 1.1).

2.2 Complete the EU Taxonomy of environmentally sustainable economic activities by
1) extending the scope of activities covered by its environmental objectives; 2) setting

out significantly harmful activities and differentiating those that can and cannot be
transformed; and 3) identifying transition/intermediate activities.

The current EU Taxonomy is a helpful tool for defining environmentally sustainable econo-
mic activities, following - to a large extent - a science-based approach. It provides investors
with clarity on what projects and companies to finance for their investments to be qualified
as environmentally sustainable. However, the current coverage of the EU Taxonomy remains
limited. The incompleteness of the EU Taxonomy hampers its usefulness as a tool for inves-
tors to finance economic activities contributing to sustainable growth.

Firstly, some economic sectors and activities which are relevant to the decarbonisation of the
EU economy are for the moment still not covered by the EU Taxonomy. This is the case for
the agriculture sector for example, which has a significant impact on the environment and for
which technical criteria have already been developed. This is also the case for other sectors
and economic activities for which technical recommendations have been provided by the
Platform on Sustainable Finance, including e.g. the manufacture of chemicals or the finishing
of textiles.

As a first essential step to improving the EU Taxonomy and in line with cross-
stakeholder recommendations to leverage finance for the transition of this sector*, the

40 UCITS (Undertakings for Collective Investment in Transferable Securities) are a type of investment fund regulated in the EU
to ensure high levels of investor protection and transparency.

41 EFAMA, Fact Book 2024, 2024.

42 PSF, EU Taxonomy-Aligning Benchmarks (TABs) Report, 12 December 2023.

43 ESMA, Final Report: Guidelines on funds’ names using ESG or sustainability-related terms, 14 May 2024.

44 Strategic Dialogue on the Future of EU Agriculture, A shared prospect for farming and food in Europe, September 2024.
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agriculture-related and other aforementioned economic activities must be included in the
EU Taxonomy. This would further incentivise private investments in those activities that are
sustainable or contribute to the transition (see below).

Secondly, the EU Taxonomy is limited to defining environmentally sustainable economic ac-
tivities. To make informed investment decisions and assess the relevance and credibility of
corporate transition plans, financial market participants must go beyond this binary aspect
and need to know whether investee companies have significantly harmful economic activi-
ties and if so, what proportion this amounts to. Within these activities, they also need to un-
derstand which ones can or cannot transition.

The EU Taxonomy should therefore be extended to cover economic activities which are sig-
nificantly harmful, differentiating between those activities that can be transformed from
those that cannot. Consequently, the intermediate activities (amber) should also be fleshed
out and differentiated from economic activities with no significant impact. An extended EU
Taxonomy would facilitate the establishment of more robust and dynamic criteria for the
transition investment category of SFDR (see section 1.1.), while also identifying “always harm-
ful” activities, or activities that cannot transition and which should be excluded from this
category when companies do not implement credible commitments (e.g. transition plans) to
phase them out.

Thirdly, a completed EU Taxonomy would constitute a useful tool for companies developing
their transition plans and for investors assessing them. It would facilitate an easier assess-
ment of companies based on the Taxonomy-designed pathways, providing more transparen-
cy on their sustainability plans and commitments. This would help investors judge the cred-
ibility of the transition plan and trajectories of their investee companies and assess whether
the proportion of harmful activities shifted over time to become “intermediate” activities, as
initially proposed by the Platform on Sustainable Finance*.

These recommendations would both facilitate the sustainable and transition investment de-
cision making of investors and be helpful to the reporting companies whose economic activ-
ities are supporting the transition but currently cannot claim EU Taxonomy-alignment.

To strengthen and complete investor tools to scale-up sustainable finance, Eurosif recom-
mends that EU policymakers:

2.1.  Develop an EU standard for sustainability-related/ESG (Environmental, Social and
Governance) benchmarks, underpinned by a set of criteria and minimum disclosures,
to serve as credible tools to assist investment decisions.

2.2.  Review criteria for EU climate benchmarks methodologies to ensure they are fit for
purpose and integrate forward-looking information, like transition plans and climate
targets.

2.3. Complete the EU Taxonomy of environmentally sustainable economic activities by 1)
extending the scope of activities covered by its environmental objectives; 2) setting
out significantly harmful activities and differentiating those that can and cannot be
transformed; and 3) identifying transition/intermediate activities.

45 PSF, Final Report on Taxonomy extension options supporting a sustainable transition, March 2022.
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Unleash the power of investor engagement
to incentivise the transition of real-
economy companies towards sustainability.

3.1 Remove the existing barriers to individual and collective investor engagement by
reforming the Shareholder Rights Directive (SRD II) and revisiting rules on acting in
concert.

Shareholder engagement is a powerful tool for investors to exert positive influence over in-
vestee companies. Investors, as company owners, benefit from their legal rights, including
aright to participate in the company’s Annual General Meeting (AGM), to vote on AGM resolu-
tions, and depending on the country and the proportion of the company ownership, the right
to put forward AGM resolutions.

As shareowners, investors have the possibility to engage with company management and
board members. Through meetings with these bodies, investors attempt to influence strate-
gic decisions. Topics of discussion can include company strategy, executive compensation
and board elections.

Increasingly, investors discuss climate-related topics, e.g. whether a company has a credible
transition plan including climate targets, how the company is managing sustainability risks
and whether the company has significant negative impacts on the environment and society,
and if so, whether and what it is doing to address them.

Recently in the EU, there has been a significant increase in the support of shareholder pro-
posals on sustainability-related issues at general meetings“. This can encourage companies
to address adverse environmental and social impacts, mitigate related risks and improve
their business models and sustainability performance overall.

In the case of large companies with dispersed ownership structures, investors will usually
own a limited stake in a company. This also means investor leverage will be limited while
acting alone. Consequently, collaboration with other shareholders is often necessary for suc-
cessful engagement.

However, the effectiveness of shareholder engagement is often hampered by the remaining
barriers in the EU regulatory framework and market infrastructure. First, the current appli-
cation of the SRD II does not guarantee the effective use of shareholder rights. For instance,
long and complex chains of intermediaries often impede the effective transmission of in-
formation between shareholders and investee companies — especially on a cross-border ba-
sis*’. Shareholders often report that they do not receive the necessary information to actively
participate in the general meeting and/or cast their votes in a timely manner. This is due to
differing definitions of a “shareholder”, unharmonised record dates across EU member states,
overly complex chains of intermediaries and the use of antiquated technology, amongst other
factors. This means that in many cross-border situations, shareholders are often not able to
effectively exercise their legal rights as shareholders.

46 ShareAction, Voting Matters 2023 — Are asset managers using their proxy votes for action on environmental and social is-
sues?, January 2024.
A7 Better Finance, DSW, Barriers to Shareholder Engagement — SRD II Revisited, January 2023.

24


https://cdn2.assets-servd.host/shareaction-api/production/resources/reports/ShareAction_Voting-Matters_2023_2024-06-25-145106_jwpq.pdf?dm=1719327066
https://cdn2.assets-servd.host/shareaction-api/production/resources/reports/ShareAction_Voting-Matters_2023_2024-06-25-145106_jwpq.pdf?dm=1719327066
https://betterfinance.eu/wp-content/uploads/SRD-II-Revisited-Barriers-shareholder-engagement-AGM-Season-2022-20230124.pdf

Eurosif’s regulatory roadmap for EU policymakers - November 2024

Examples of legal barriers include a certain provision of the SRD II. The directive provides
EU member states with an option to set a threshold of minimum share ownership for tabling
shareholder resolutions at AGMs. This threshold can be as high as 5% of the total amount of
shares*®. Especially in the case of companies with dispersed ownership, this can constitute
a significant barrier to exercising shareholder rights and tabling, for instance, climate-
oriented resolutions®.

There are also barriers at the member state level. For instance, certain countries like France
prevent split voting. Such a function is essential for asset owners to exercise their rights by
voting at the company AGM. Asset owners usually employ the services of asset managers to
manage their investments. They also usually delegate to asset managers the exercise of their
shareholder rights. Nowadays, there are technological solutions to enable asset managers to
cast votes according to the asset owner’s wishes. However, if split voting is not permitted in
a country, asset owners will be prevented from executing their rights.

Finally, EU rules on “acting in concert”, while designed to prevent investors from acting in
concert with the objective of taking control of the company, can impede effective shareholder
collaboration with regard to climate-related, environmental or social resolutions. ESMA tried
to address this issue by providing guidance® on the subject, including a whitelist of activi-
ties that do not constitute “acting in concert”. This list includes votes on company policies
on environmental matters. However, many investors are still weary of using the full extent
of their shareholder rights due to the perceived risk of breaching the rules. One of the factors
contributing to this situation is that the decision on whether an action constitutes an attempt
to take control over the investee company is determined at national level.

We suggest addressing these challenges during the planned review of the SRD II. The remain-
ing barriers to exercising shareholders rights, including on sustainability matters, should be
abolished.

Firstly, the information flows between companies and their shareholders, whether at a na-
tional or cross-border level, should be improved by harmonising key rules (e.g. definition of
a shareholder, agreeing a uniform record date, etc.), by simplifying the chain of financial in-
termediaries between companies and their shareholders and ensuring the use of up-to-date
technological solutions.

Secondly, thresholds for tabling resolutions at AGMs should be significantly lowered and har-
monised across all EU member states to avoid market fragmentation and to enable share-

holders to have a say on a company’s strategic decisions related to sustainability matters,
such as adopting a transition plan to ensure climate resilience and achieve climate neutral-

ity.

Thirdly, split voting should be enabled in all EU countries. This is to ensure that asset owners
are empowered.

Moreover, EU rules® and ESMA guidance® on “acting in concert” should be revised aiming
to clarify that any shareholder cooperation aiming to influence company policies on envi-
ronmental (including climate), social or wider sustainability-related matters is permitted.
Through its supervisory convergence actions, ESMA should ensure the rules are applied con-
sistently across EU member states.

48 Directive 2007/36/EC of 11 July 2007.
49 ERIN, Practical information to support the exercise of shareholder rights in seven European countries, September 2024.
50 ESMA, Information on shareholder cooperation and acting in concert under the Takeover Bids Directive, 8 January 2019.
51 Directive 2004/25/EC of 21 April 2004.
52 ESMA, Information on shareholder cooperation and acting in concert under the Takeover Bids Directive, 8 January 2019.
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3.2 Define and encourage meaningful sustainability-related engagement and establish

related criteria for transition investments under the Sustainable Finance Disclosure
Regulation (SFDR).

Asset managers and asset owners, or institutional investors, have a fiduciary responsibility to
act in their client’s best interests. This means investing in line with their client’s profile and
preferences, and growing the value of their investments over the long term. The responsible
allocation, management and oversight of capital to achieve these objectives is referred to as
investor stewardship and is an important part of this fiduciary duty.

Stewardship tools include leveraging investor rights and influence over the assets they man-
age, in line with the interests of their clients®. This notably means engaging with investee
companies to ensure they enable long-term value creation for their clients and act according
to their client’s preferences on e.g. environmental and social issues.

While investor engagement can be an effective tool to ensure investee companies are in-
centivised to act according to the preferences of asset managers’ clients (see section 3.1,
the type and ambition of investor engagement can differ widely. Activities that are consid-
ered engagement range from sending simple emails to investee companies, holding meetings
with company management and carrying out joint actions with other shareholders, to vot-
ing against management and divestment in extreme cases. Meaningful investor engagement
entails developing a strategy with an action plan including specific objectives, targets and
progress measurement, as well as escalation measures in case engagement does not bring
the intended result.

What constitutes a credible engagement strategy is currently not outlined in the EU sus-
tainable finance framework. The current SRD II disclosure requirements on engagement pol-
icies adopted by institutional investors and asset managers do not set expectations on their
actual substance, progress, escalation process or divestment triggers. Importantly, while
these disclosures must also be referred to as part of the SFDR transparency requirements,
there are no specific provisions in EU law to ensure the consistency and transparency of
sustainability-related engagement claims, which are increasingly made by investors. This
situation is detrimental both to consumers, who can be misled by unsubstantiated engage-
ment claims®, but also to investors, who have no clear framework to assess and compare
their sustainability-related engagement efforts.

To address these issues, the SRD II provisions should be amended to spell out what meaning-
ful engagement strategies are (including on sustainability-related issues) in line with the in-
vestor's role as a steward. This could be addressed alternatively, or in parallel, by establishing
an EU stewardship code.

We also need clarity on what a dedicated and credible sustainability-oriented engagement/
voting strategy is, with measurable, time-bound and specific sustainability objectives and
targets and a sustainability-focused action plan to achieve those. These plans should also
specify the measurement of progress, escalation measures and an eventual divestment strat-
egy and triggers. This should be clarified, amongst other things, during the SFDR review in
the context of the criteria for the transition category.

While stewardship is mostly relevant to investors, other financial market participants also

53 UN PRI, Stewardship, last accessed in November 2024.
54 ESMA, Progress Report on Greenwashing, 31 May 2023.

26


https://www.unpri.org/investment-tools/stewardship
https://www.esma.europa.eu/sites/default/files/2023-06/ESMA30-1668416927-2498_Progress_Report_ESMA_response_to_COM_RfI_on_greenwashing_risks.pdf

Eurosif’s regulatory roadmap for EU policymakers - November 2024

exert significant influence on the corporate behaviour of companies. This is, for example, the
case of benchmark providers, as evidence shows that they can influence companies to im-
prove their sustainability performance when a failure to do so would result in their exclusion
from a high-profile benchmark®.

Consequently, EU policymakers should consider creating a ‘comply or explain’ EU steward-
ship code, on the model of similar codes established in other jurisdictions, such as the United
Kingdom®. An EU stewardship code should complement and be aligned with the above-men-
tioned recommendations on the SRD II review. The code should cover a wider range of finan-
cial instruments and actors, including asset managers and asset owners, but also financial
service providers such as benchmark-, data- and research providers or proxy advisors. This
would ensure consistency and transparency in engagement approaches across financial mar-
ket participants, further leveraging their influence to incentivise a corporate shift towards
sustainability.

To improve consistency across EU law and enhance the comparability of engagement claims,
the implementation of credible sustainability-related engagement strategies should be in-
cluded as one of the criteria underpinning a transition investment category under a revised
SFDR (see section 1.1.). This would be a way to demonstrate active and credible engagement
from investors to support improving the sustainability profile of the companies included in
a transition product’s portfolio. This could be assessed based on concrete indicators depend-
ing on the approach selected by investors, such as increasing the proportion of companies in
the portfolio that implement a credible transition plan (see section 4.2.).

3.3 Establish appropriate due diligence processes for financial institutions as part of the
Corporate Sustainability Due Diligence Directive (CSDDD) and reflect these in the

Sustainable Finance Disclosure Regulation (SFDR).

The CSDDD, which will start to apply as of July 2027, will require the largest EU companies
and third-country companies with significant activities in the EU to identify, mitigate, pre-
vent, end, and report on the impact of their operations and their business relationships on
human rights and the environment across their value chain. This framework is expected to
complete existing sustainability disclosures by providing clear and consistent rules across
the EU for companies to manage their environmental and human rights risks and impacts
throughout their value chain.

Large financial institutions are also included in the scope of CSDDD. However, they are cur-
rently excluded from conducting due diligence on their financial services, meaning on their
clients and investee companies. This is subject to a review clause and the European Commis-
sion is expected to draft a report on whether to remove this exclusion by June 2026.

In the EU, sectoral rules on sustainability due diligence for investors®” entail high-level re-
quirements for ensuring due diligence is applied when selecting and monitoring investments.
Additionally, the SFDR requires large investors to publish a due diligence statement and
a description of their due diligence policies regarding the adverse environmental or social
impacts of their investments®,.

As already acknowledged in international gquidelines on due diligence for financial

55 Florian Heeb & Julian F. K6lbel, The Impact of Climate Engagement: A Field Experiment, 8 August 2024.
56 Financial Reporting Council, UK Stewardship code 2020, 23 October 2019.

57 Directive 2009/65/EC of 13 July 2009 and Directive 2011/61/EU 8 June 2011.

58 Regulation (EU) 2019/2088 of 27 November 2019, Art. 4.
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institutions®, investors are usually linked to adverse sustainability impacts through their
ownership stake in, and/or financing of, investee companies, rather than directly causing or
contributing to these impacts themselves. To address, mitigate and prevent the negative im-
pacts, they can seek to influence investee company behaviour through engagement®’. Howev-
er, the current EU framework lacks clarity as to what actions constitute appropriate due dili-
gence when breaches are identified and what can be expected from investors to contribute to
their mitigation and resolution.

The European Commission should include the full value chain of financial institutions in
the due diligence requirements of the CSDDD - including their clients and investee compa-
nies. The adequate inclusion of financial institution services in the scope of the CSDDD, and
tailored guidance for the financial sector, would provide investors with more clarity on what
constitutes appropriate due diligence with regard to their investments and the identification,
prevention and mitigation of adverse environmental or human rights impacts in their invest-
ee companies. Consistent with the recommendations of section 3.1. and section 3.2. on inves-
tors’ sustainability-related engagement, this would also clarify what constitutes appropriate
action towards clients and investee companies to remediate these adverse impacts, reducing
climate- and environment-related litigation risks®.

For end clients, it is key to have access to the aggregated information on the adverse impacts
of financial institution investments, their due diligence processes to identify and mitigate
this eventuality, and their actions — including engagement with investee companies — to
remediate these adverse impacts. This is the objective of SFDR entity-level reporting re-
quirements and the Principal Adverse Impacts (PAI) statement, which should be maintained
in the SFDR review. To ensure consistency across EU regulations and avoid duplication of
disclosure requirements, this information should either be maintained in dedicated SFDR
entity-level disclosures or be covered and detailed in the sector-specific European
Sustainability Reporting Standards (ESRS) for financial institutions.

To unleash the power of investor engagement to incentivise the transition of real-economy
companies towards sustainability, Eurosif recommends that EU policymakers:

3.1.  Remove the existing barriers to individual and collective investor engagement by re-
forming the Shareholder Rights Directive (SRD II) and by revisiting rules on “acting in
concert”.

3.2. Encourage meaningful sustainability-related engagement strategies by establishing
minimum disclosures in the SRD II or the SFDR and related criteria for transition in-
vestments.

3.3. Establish appropriate due diligence processes for financial institutions as part of the
Corporate Sustainability Due Diligence Directive (CSDDD) and within the Sustainable
Finance Disclosure Regulation (SFDR) disclosure requirements.

59 OECD, Managing Climate Risks and Impacts Through Due Diligence for Responsible Business Conduct: A Tool for Institutional
Investors, 3 October 2023.

60 Eurosif, IIGCC & PRI, The EU Corporate Sustainability Due Diligence Directive: Key Questions Answered, 11 December 2023.

61 Idem.

28


https://www.oecd.org/en/publications/managing-climate-risks-and-impacts-through-due-diligence-for-responsible-business-conduct_8aee4fce-en.html
https://www.oecd.org/en/publications/managing-climate-risks-and-impacts-through-due-diligence-for-responsible-business-conduct_8aee4fce-en.html
https://www.eurosif.org/wp-content/uploads/2023/12/The-EU-Corporate-Sustainability-Due-Diligence-Directive_-Key-Questions-Answered.pdf

Eurosif’s regulatory roadmap for EU policymakers - November 2024

Ensure the quality, comparability and
reliability of sustainability-related
disclosures.

4.1 Enable informed investment decision-making by enhancing the quality of corporate
sustainability disclosures under the European Sustainability Reporting Standards
(ESRS).

Availability of quality, comparable and reliable corporate sustainability disclosures is essen-
tial for investors and other financial institutions to make informed financing decisions. Sus-
tainability data is essential for different actors along the investment chain (investors, bench-
mark or sustainability data/rating service providers) to understand the actual and potential
sustainability risks and impacts of an investment.

This includes the ESG risks to which companies are exposed and which can have material
financial implications, as well as information on the impacts of their activities on the envi-
ronment and society. This is to ensure investors can make a reliable assessment of the risks
and the actual and potential impacts of an investment decision and to prepare their own sus-
tainability-related disclosures, stemming for example from the SFDR.

The consideration of both risks and impacts is known as the “double materiality” perspective.
This principle is enshrined in the EU Corporate Sustainability Reporting Directive (CSRD),
which requires approximately 42,500 EU companies to disclose sustainability-related infor-
mation in line with the ESRS, the first set of which was published in July 2023%. The CSRD/
ESRS framework applies for the largest EU companies as of 2024, with first reports to be pub-
lished in 2025 and a one-year delay for companies with more than 250 employees.

Sustainability reporting is needed to improve the availability, quality and reliability of corpo-
rate disclosures on sustainability risks and impacts to the benefit of investors, financial in-
stitutions and other information users, including supervisors and civil society. The standard-
isation of disclosures is expected to facilitate data comparability for investors and simplify
companies’ sustainability reporting with a single standard to report against.

The Non-Financial Reporting Directive, the predecessor of CSRD, left it up to the company
to choose which standard to use. This resulted in a situation whereby companies were ap-
proached by investors asking them to fill in many different questionnaires, increasing the
reporting burden. By imposing one set of European standards, CSRD aims to alleviate the
burden for reporting companies.

CSRD and ESRS are at a very early stage of implementation. For now, it is difficult to reliably
assess the costs and benefits of these rules. Costs of adapting to the new rules are always the
highest at the very beginning given the need to access which information is material to the
company by developing and adapting processes and IT infrastructure. The benefits will be
clearer in the long-term.

EU policymakers should not roll back these rules without properly assessing their positive
impact as well as the related costs over a period of several years. The European Commis-
sion and European and national supervisors should first ensure that sustainability disclosure

62 Commission Delegated Regulation (EU) 2023/2772 of 31 July 2023.

29


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A02023R2772-20231222

Eurosif’s regulatory roadmap for EU policymakers - November 2024

rules are effectively implemented across the EU before conducting a thorough cost-benefit
analysis that also considers positive impacts for information users.

These sustainability disclosure rules are expected to improve the availability of corporate dis-
closures on sustainability risks and impacts to the benefit of investors, financial institutions
and other information users, including supervisors and civil society. The standardisation of
information will both facilitate investor comparison of the sustainability profiles of compa-
nies and simplify companies’ sustainability reporting with a clear set of data points to dis-
close. However, these disclosure rules are currently at a very early stage of implementation.
For now, this makes it difficult to reliably assess their long-term benefits against the short-
term costs required for their implementation, which are however expected to decrease over
time as sustainability reporting is streamlined.

Many simplifications and reductions in reporting requirements® as well as further phase-ins
to the ESRS have already been introduced to facilitate their application by companies. More-
over, CSRD specifies that companies should only disclose “material” information, meaning
relevant for the company and/or for its key stakeholders.

Consideration of all stakeholders, including investor and financial industry needs, in mate-
riality assessment, is crucial to ensure all the information needed in the investment chain is
available. Assessing and streamlining reporting requirements®, including when it comes to
corporate sustainability information, should not result in preventing financial market par-
ticipants from making informed investment decisions and from supporting a sustainable
transition. It also must not come at the cost of inhibiting or slowing down the transition to
a sustainable economy.

The advisory group to the European Commission for financial and sustainability reporting
(EFRAG) is currently developing sustainability standards for different sectors and for listed
and non-listed SMEs. The standards for listed SMEs apply to SMEs with securities listed on
the EU requlated markets — meaning the same requlated markets as larger listed companies.

In line with the above, and to enable comparability of information between companies listed
on the same regulated markets, these standards for listed SMEs must be built based on, and
be consistent with, the sector-agnostic ESRS Set 1 currently applicable for large listed com-
panies. This is particularly the case regarding the list of data points that investors need to
comply with SFDR disclosure requirements.

EFRAG is also currently developing sector-specific standards for financial institutions. It is
important to ensure their consistency with other reporting requirements applying to finan-
cial institutions, including the SFDR company-level disclosures, and Pillar 3 disclosures for
banks and for insurance companies. While there is room to improve these disclosures, it is
essential to avoid unnecessary inconsistencies or overlaps across these rules.

4.2 Facilitate the use of forward-looking transition plans and climate targets for

investment decisions by ensuring the consistency of related requirements and
disclosures across EU rules.

Credible corporate transition plans, including climate targets, are an essential tool to drive
sustainable growth. For companies, they are useful for assessing exposures to environment-
related risks, such as climate change and resource depletion across their value chain. These
plans can be a source of competitive advantage to develop a futureproof and climate-resilient

63 European Commission, 2024 Commission Work Programme, 17 October 2023.
64 Idem.
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business model and to better align with the needs of customers, who increasingly care about
sustainability matters®s.

For investors, disclosures on transition plans are key® to understanding whether a company’s
business model is on the path towards climate neutrality, to understanding its impacts on the
environment and people, and to avoiding the risks of stranded assets resulting in significant
loss of company value. This information supports the decision as to whether the company
suits the fund’s strategy and/or is meeting the client’s sustainability preferences.

The CSRD and ESRS provide minimum disclosure requirements on corporate transition plans
and climate targets, whenever these are adopted by companies. These disclosures aim to
improve their comparability and provide transparency on whether these transition plans are
credible and can demonstrate progress of their implementation over time.

While disclosures are an important step forward, an essential issue is to ensure companies
develop, set and implement transition plans. This is why the CSDDD plays a crucial role. Ap-
plying as of July 2027, it sets an obligation for the largest companies based or active in the EU
to adopt and implement (put into effect) a transition plan. Key components of these transition
plans must be reported in line with the CSRD and ESRS.

Other EU rules also require either setting or disclosing similar plans, for instance prudential
transition plans in EU rules for banks (Capital Requirements Regulation & Directive, CRR/
CRD) and insurers (Solvency II Directive) or climate neutrality plans under the EU Emission
Trading System (EU ETS).

Overall, the emergence of various mentions of corporate transition plans across EU law is
welcome given their importance for the transition to a sustainable economy. However, these
rules must be consistent with one another, in terms of definitions, key elements and disclo-
sures, to the extent possible. Transition plans across EU laws should reflect the specifics
of different sectors (e.g. real economy, financial companies) and objectives (e.g. prudential
transition plans), but should to the extent possible follow a similar structure, with consistent
definitions, and be comparable. This will ensure the compatibility and usability of rules and
prevent requlatory burdens and costs resulting from inconsistent or duplicative disclosures.

Companies need clear sectoral pathways to help them design credible transition plans. These
pathways would also allow investors to assess and compare the credibility and ambition of
transition plans from different companies within a specific sector. Following up on the initial
efforts as part of the European Industrial Strategy®’, the EU should establish robust sectoral
transition pathways to facilitate this, as foreseen in the EU Climate Law®e.

Disclosures on transition plans are essential components of a transition investments cate-
gory of sustainable financial products which should be created as part of the SFDR review, as
proposed in section 1.1. Financial products that seek to qualify as transition investments and
follow a relevant investment approach (e.g. public equity investing) should have a minimum
proportion of investments in companies that have adopted and implemented a credible tran-
sition plan as defined in the ESRS. For companies that have not yet done so, relevant proxies
- such as, for example, Taxonomy-aligned Capital Expenditure (CapEx)— could be used. For
non-EU companies, a reference to credible international frameworks could be envisaged (see
section 4.3.)%. Such investments should, however, exclude non-transformable significantly
harmful activities which should be defined under an extended EU Taxonomy (see section 2.2).

65 PwC, Voice of the Consumer Survey 2024: Shrinking the consumer trust deficit, 15 May 2024.

66 Eurosif, Report on Climate-related Data — The Investors’ Perspective, 11 May 2023.

67 European Commission, European industrial strategy, 10 March 2020 & 5 May 2021.

68 Regulation (EU) 2021/1119 of 30 June 2021.

69 Eurosif, Response to the consultation on the implementation of the SFDR, 20 December 2023. 31
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4.3 Strive for international consistency and interoperability by conducting mapping and

reconciliation exercises between EU and non-EU sustainability standards.

Elements of the EU sustainable finance framework have been emulated in many jurisdic-
tions. Regarding sustainability reporting, several frameworks such as the International Sus-
tainability Standards Board (ISSB)™ standards and the Securities and Exchange Commission
(SEC)™ disclosure rules have been developed. Numerous taxonomies have been, or are in the
process of being, developed, including in the UK.

EU investor transparency rules have also led to policy developments in other jurisdictions,
such as the UK Financial Conduct Authority (FCA) Sustainability Disclosure Requirements
(SDR)™.

Climate change and environmental degradation are systemic global issues, and EU require-
ments, standards or labels alone will not be enough to solve them. Similarly, investments
tend to be global and require the cooperation of requlators and supervisors at the interna-
tional level.

An EU regulatory environment facilitating investor contribution to sustainable growth must
be as interoperable as possible with rules and standards at the global level. This is to ensure
that sustainable investments are scaled-up globally and not discouraged or hampered by di-
verging and inconsistent rules. While it is important that the EU retains its global leadership
role, efforts must be made to promote international cooperation that strives for the maximum
possible interoperability and alignment of sustainable finance rules.

International comparability and reconciliation efforts, including through mapping exercis-
es, should be continued and where relevant, undertaken to avoid global fragmentation. The
reconciliation documents comparing the ISSB standards and the ESRS and the interoperabil-
ity guidance published by EFRAG and the IFRS foundation™ are a good example.

The international context should be considered when setting criteria referencing EU-specific
tools and standards, such as the EU Taxonomy and CSRD/ESRS-aligned transition plans, to
define categories of sustainability-related products in a revised SFDR (see section 1.1.). These
criteria should consider that investor capital allocation decisions target investee companies
all over the world, across a wide range of jurisdictions.

Therefore, these mapping and reconciliation exercises should identify credible and reliable
alternatives to these EU-specific tools and standards when these are not available in non-EU
jurisdictions, that could be used to satisfy the criteria of a revised SFDR categorisation sys-
tem while maintaining its level of ambition.

70 IFRS, Sustainability Standards Navigator, 2023.

71 U.S. Securities and Exchange Commission, SEC Adopts Rules to Enhance and Standardize Climate-Related Disclosures for
Investors, 6 March 2024.

72 HM Government, Sustainability Disclosure Requirements: Implementation Update 2024, 16 May 2024.

73 EFRAG & IFRS, ESRS-ISSB Standards: Interoperability Guidance, 2 May 2024.
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To ensure the quality, comparability and reliability of sustainability-related disclosures,
Eurosif recommends that EU policymakers:

41.

42

43.

4.4.

Enable informed investment decisions by enhancing the availability, quality, com-
parability and reliability of corporate sustainability disclosures by ensuring the
proper implementation and further development of the European Sustainability Re-
porting Standards (ESRS).

411. Ensure standards for listed SMEs are based on, and are consistent with,
the standards for large, listed companies to enable comparability for
investors.

41.2. Standards for financial institutions must be consistent with other
reporting requirements applying to financial institutions, including the
Sustainable Finance Disclosure Regulation (SFDR), and Pillar 3 disclo-
sures for banks and for insurance companies.

Facilitate the use of forward-looking transition plans and climate targets for invest-
ment decisions by ensuring consistency of related requirements and disclosures
across EU rules.

Establish sectoral transition pathways to help companies design credible transition
plans.

Strive for international consistency and interoperability by conducting mapping and
reconciliation exercises between EU and non-EU sustainability standards.
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Mobilise the contribution of retail
investors and savers to a just transition.

51 Make sustainability-related information understandable for a retail audience by
simplifying related disclosures under EU rules for financial products offered to retail
investors (PRIIPs Regulation).

There are €33 trillion in the private savings of EU citizens which could be leveraged to invest
in sustainable growth™. However, currently only a small subset of this capital is effectively
tapped into EU financial markets. There are two main reasons for this situation.

This is in part due to the fragmentation of EU financial markets. EU policymakers acknowl-
edge this issue and aim to address this via the Capital Markets Union project”™. Recently,
many proposals were raised to develop an EU Savings and Pensions Union’ and leverage this
untapped financing potential.

The limited appetite from EU citizens for investing in financial products can also be explained
by the challenges in financial advice and the insufficient quality of communications towards
retail clients and financial services consumers. Under the current EU framework and the
SFDR, financial products with a sustainability objective or with environmental or social char-
acteristics must provide end investors with specific disclosures to justify these claims. This
includes detailed disclosures in precontractual documents and on the websites of the finan-
cial institution. However, these disclosures are usually not user-friendly and are too lengthy
and complex for retail investors and financial services consumers to understand™.

To further leverage on the savings of EU citizens and scale-up sustainable investments, fi-
nancial product disclosures which are distributed to, and of interest to retail investors (in-
cluding on financial institution websites, and in precontractual and periodic fund documen-
tation) should be simplified. These disclosures should present a simple and clear overview of
the investment product’s sustainability objective, sustainability risks and its potential and
actual positive and negative impacts on the environment and society. More detailed informa-
tion should be easily accessible to end investors if they desire, for instance, using drop-down
menus and hyperlinks in electronic documents. Disclosures should avoid legal and specialist
jargon and explain product features in a simple manner and using language which is easy to
understand.

In a similar vein, documents targeting retail investors, such as the Packaged Retail and In-
surance-based Investment Products Regulation (PRIIPs Regulation) Key Information Docu-
ment (KID), should present the sustainability profile and characteristics of products in a more
user-friendly way. For example, using simple grading tools for sustainability-related prod-
ucts, as suggested by some EU authorities™, could be considered alongside a categorisation of
products during a review of SFDR (see section 1.1.). However, these comparisons should only
be introduced for comparing products within the same category and using a similar invest-

74 Enrico Letta et al.,, Much more than a market. Speed, security, solidarity - Empowering the Single Market to deliver a sustain-
able future and prosperity for all EU Citizens, February 2024.

75 European Council, Special meeting of the European Council (17 and 18 April 2024) — Conclusions.

76 Ursula von der Leyen, Press statement on the next College of Commissioners, 17 September 2024.

77 BEUC, A consumer Agenda for Sustainable Retail Finance & Banking, 6 Juni 2024.

78 Joint Committee of the ESAs, Opinion on the assessment of the Sustainable Finance Disclosure Regulation, 18 June 2024.
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ment strategy (e.g. differentiating sustainable or transition objectives) to avoid misleading
retail investors.

Currently, detailed sustainability-related disclosures are limited to sustainability-related fi-
nancial products. This situation places all the reporting burden on providers of these prod-
ucts, creating an uneven playing field with products that do not make such claims and disin-
centivising the offer of sustainable products. This also results in insufficient comparability
with the products which are not marketed as sustainable. For retail investors, it makes it even
more difficult to identify the benefits of sustainability-oriented financial products compared
to a financial product that does not incorporate sustainability considerations.

The review of the SFDR should result in minimum sustainability-related disclosures applying
to all financial products. This should include disclosures on sustainability risks, meaning
how environmental and social events can impact the performance of investment products,
and descriptions of the actual and potential adverse impacts of investments on the environ-
ment and society (known as the Principal Adverse Impact indicators, PAISs).

Additionally, financial products that do not comply with the set of criteria of a revised SFDR
framework (see section 1.1.) should clearly state so in their documentation to clients. Such
products should be prohibited from making sustainability, transition, or other ESG-related
claims in their name and marketing communications, in line with ESMA’s guidelines on fund
names’™.

5.2 Ensure retail investors are offered financial products in line with their
sustainability preferences by adjusting the rules on financial advice (MiFID2/IDD)

to reflect the categories of products under a revised Sustainable Finance Disclosure
Regulation (SFDR).

To unlock the potential of EU citizens’ savings in contributing to sustainable growth, clear
and effective financial advice avoiding conflicts of interest and providing retail clients with
financial products meeting their sustainability preferences is key. To that end, EU policymak-
ers must adjust the current EU requlatory framework for sustainability-related investment
advice.

The requirements related to the advisory process and distribution of financial products to re-
tail investors are defined under EU requlations such as the Markets in Financial Instruments
Directive (MIFID II) and the Insurance Distribution Directive (IDD). However, the rules relat-
ed to the advisory process to clients on sustainability-related financial products (“suitability
process” and “sustainability preferences” rules) are not properly aligned with the SFDR and
are limiting client choices and providing them with information too complex to understand.

According to these rules®, clients expressing “sustainability preferences” must be offered
products that either: 1) propose a minimum proportion of alignment with the EU Taxonomy; 2)
propose a minimum proportion of sustainable investments as defined under SFDR; or 3) that
consider the adverse impacts of their investments. However, this categorisation seems to
limit client choice compared to the current offer of sustainability-related products available
in the market (see Chapter III) and is difficult to understand for retail investors. This results
in financial advice that may not reflect the actual sustainability profile of products offered to
retail clients®.

To address this, we recommend that a categorisation of sustainability-related products

79 ESMA, Final Report: Guidelines on funds’ names using ESG or sustainability-related terms, 14 May 2024.
80 Commission Delegated Regulation (EU) 2021/1253 of 21 April 2021.
81 ESMA, Progress Report on Greenwashing, 31 May 2023.
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considered in the context of the forthcoming SFDR review (see section 1.1.) should be accu-
rately reflected in the advisory process for client sustainability preferences within the Mi-
FID2/IDD rules. This means advisors should provide clients expressing sustainability prefer-
ences with choices based on the future SFDR categories and their underpinning criteria.

For example, advisors could ask clients whether they want to avoid investing in fossil fuels,
or whether they want to support companies phasing-out their harmful activities, to direct
them towards the most suitable product. To further support intuitive understanding by retail
investors, the names of the categories under a revised SFDR should be meaningful for them
and should be tested in an EU-wide consumer survey.

Additionally, more structural changes are needed to fix the advisory process. Mystery shop-
ping exercises have shown that advisors sometimes lack qualification and expertise on sus-
tainability matters®. Financial advisors should therefore be trained on EU sustainable finance
rules and sustainability-related financial products to ensure a proper level of knowledge and
expertise to effectively explain their particularities to their clients. Some EU member states
have established a staff certification process to solve this issue®® and this requirement could
be extended to all EU member states.

Furthermore, retail investors are often unaware of the possibility to invest in sustainabili-
ty-related products and are often not asked about this by advisors®. To scale-up the invest-
ments for sustainable growth, financial advisors should provide end investors with a wide
range of sustainability-related investments with the potential to meet their sustainability
preferences. These options should only include products qualifying for the revised SFDR cat-
egories (see section 1.1.). Importantly, retail investors should always be offered at least one
product from the sustainable investment category.

To mobilise the contribution of retail investors and savers to a just transition, Eurosif
recommends that EU policymakers:

51. Make sustainability-related information easier to understand for a retail audience by
simplifying related disclosures under EU rules for financial products offered to retail
investors (SFDR, PRIIPs Regulation).

5.2. Require training and possibly certifications for financial advisors to ensure they are
well-qualified to advise retail investors on sustainability-related financial products.

5.3.  Ensure retail investors are offered financial products in line with their sustainabili-
ty preferences by adjusting the rules on financial advice (MiFID2/IDD) to reflect the
categories of products under a revised SFDR. They should also always be offered at
least one product qualifying as a sustainable investment.

82 ASUFIN & WWF, Mystery shopping: MiFID II Reform, November 2022.
83 ESMA, Progress Report on Greenwashing, 31 May 2023.
84 The 2° Investing Initiative, Moving the blockers of retail sustainable finance, August 2023.
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Review of the Sustainable Finance Disclosure Regulation (SFDR)

+ Establish formal categories of sustainable products in SFDR based on the product’s
demonstration of sustainability objectives; built on clear, credible and consistent defi-
nitions and underpinned by robust minimum criteria and/or thresholds:

= Products which have “sustainable investments” as their objective. Such products
should demonstrate investments in companies and/or projects which are already
sustainable. These investments, in addition to having a positive contribution or
impact, should also not do any significant harm to the environment or society — by
excluding investments in e.g. the fossil fuel industry.

Relevant investment approaches (e.g. public equity) in this category should have
a minimum threshold of alignment with the EU Taxonomy.

= Products which have “transition investments” as their objective. This category is
intended for investments in companies and projects which are not sustainable
yet but are on a credible transition path. Investments in harmful activities that
cannot transition should be excluded from this category when companies do not
implement credible commitments (e.g. transition plans) to phase out these activ-
ities. Investments in new fossil fuel projects should be excluded.

The implementation of credible sustainability-related engagement strategies
should be established as one of the criteria underpinning this category.

Relevant investment approaches (e.g. public equity) in this category should have
a minimum proportion of investments in companies with credible transition
plans as defined in the ESRS, or relevant proxies (e.g. Taxonomy-aligned CapEXx).

= Products with binding environmental or social factors. Such products could fol-
low sustainability-related investment strategies which do not meet the criteria of
the sustainable or transition investment categories but do apply credible environ-
mental or social approaches. These funds should ensure their investments do not
result in any serious harm to the environment or society — e.g. funding new fossil
fuel projects.

Products in this category should demonstrate performance against credible
sustainability-related indicators, such as relevant benchmarks.

+ Establish intuitive names for the categories, following an EU-wide consumer survey.

* Clarify what constitutes impact investments within SFDR by establishing clear hori-
zontal criteria across the sustainable and transition product categories. The criteria
should be tailored to the asset class (public equity, private equity, etc.) and could require
demonstration of a credible theory of change, intentionality and measurement of the
real-world impact, as well as of the contribution of the investment approach and/or
engagement strategy.

+ Establish minimum sustainability transparency requirements for all financial pro-
ducts, including on the integration of sustainability risks in the investment process
and on a set of Principal Adverse Impacts (PAIs).

* Maintain entity-level disclosures and PAI statements or include these in the sector-
specific ESRS for financial institutions. End clients should be able to access the aggre-
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gated information on the adverse impacts of financial institutions investments, their
due diligence processes to identify and mitigate this eventuality, and their actions.
This should include information on engagement with investee companies to remediate
these adverse impacts.

+ Develop an EU Social Investment Standard, either in SFDR or via a dedicated initiative.
Investments that meet these requirements should qualify as socially sustainable under
SFDR. This standard would be based on a set of common criteria developed together
with financial market practitioners and other stakeholders.

* Ensure products that do not qualify for any SFDR category clearly state so in their doc-
umentation to clients and prohibit these products from making ESG-related claims in
their name and marketing communications to prevent greenwashing.

Benchmarks Regulation

+ Integrate forward-looking information, e.g. company transition plans, into the require-
ments for EU Climate Benchmarks (Paris-Aligned/Climate Transition benchmarks).

* Create an EU standard for sustainability-related/ESG benchmarks, underpinned by
a set of criteria and minimum disclosures, to ensure their claims are substantiated. The
disclosure requirements and minimum criteria that underpin this standard should also
be in line with the SFDR review and the ESMA guidelines for fund names.

+ Use this EU ESG benchmark standard to introduce additional EU-labelled benchmarks
with specific environmental or social objectives, drawing, for example, on the proposals
for EU Taxonomy-aligning benchmarks (EU TABs) from the Platform on Sustainable
Finance.

Taxonomy Regulation

* Cover additional sectors and economic activities, including the agriculture sector and
other sectors for which technical recommendations have already been provided by the
Platform on Sustainable Finance.

* Define intermediate activities and significantly harmful activities with a distinction be-
tween those that can and cannot transition to facilitate the assessment of companies
based on the Taxonomy-designed pathways, providing more transparency on their sus-
tainability plans and commitments.

Review of the Shareholder Rights Directive (SRD)

« Improve the information flows between companies and shareholders (national and
cross-border) through harmonisation, simplification of chains of intermediaries and
technological solutions.

« Significantly lower the threshold of 5% of the total amount of shares for tabling share-
holder resolutions and harmonise this throughout EU member states.

w
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* Ensure all EU member states allow for the use of split voting.

« Provide clarifications to investors to ensure shareholder cooperation for sustainability

is allowed under “acting in concert” rules — if needed by also revising the ESMA guid-
ance on this topic.

Corporate Sustainability Due Diligence Directive (CSDDD)

+ Extend due diligence requirements to cover the clients and investee companies of finan-

cial institutions.

* Provide tailored guidance to financial institutions for applying these due diligence re-

quirements.

Corporate Sustainability Reporting Directive (CSRD)/European Sustainability

Reporting Standards (ESRS)

* Ensure adequate implementation of the ESRS and their further development.

+ Align the ESRS for listed SMEs as closely as possible with the standards for large, listed

companies in ESRS Set 1.

+  Ensure the sector-specific standards for financial institutions are consistent with

other pieces of EU regulation that apply to financial institutions including SFDR
company-level disclosures and Pillar 3 disclosures for banks and insurance companies.

Transition plans and climate targets

Harmonise the requirements for transition plans and climate targets across EU regula-
tions to the extent possible, including CSRD/ESRS, CSDDD, and prudential regulations
(CRR/CRD for the banking sector and Solvency II for the insurance sector).

Establish robust sectoral transition pathways as foreseen in the EU Climate Law.

International consistency

Improve the interoperability between EU sustainable finance rules and frameworks
used in non-EU jurisdictions through mapping and reconciliation exercises to ensure
e.g. that the criteria under the SFDR review can be applied to investments outside the
EU.
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Packaged Retail and Insurance-based Investment Products Regulation Key Information

Document (PRIIPs KID)

* Provider clearer information to retail investors on the sustainability profile of products.
The SFDR review could establish grading tools for this purpose, as long as they com-
pare products with similar sustainability-related objectives, i.e. only within one (and
not across) the SFDR categories.

Markets in Financial Instruments Directive (MiFID) /Insurance Distribution Directive (IDD)

sustainability preferences

* Align the advisory process for retail investors with the SFDR review, notably regarding
the categorisation of products and their underlying objectives and criteria. Always pro-
vide the option to invest in at least one product from the sustainable investment cate-
gory to retail investors.

* Require training and possibly certifications for financial advisors to ensure they are
well-qualified to advise retail investors on sustainability-related financial products.
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