
 

Responsible Investment for Pension Funds 

 

Introduction 

EIRIS has nearly thirty years’ experience working with asset owners such as pension 

funds. In that time, EIRIS has explored many different approaches to incorporating 

responsible investment principles into pension fund portfolios with clients. This 

document introduces responsible investment and describes some of the potential 

approaches that can be adopted by pension funds wishing to implement responsible 

and sustainable investing. 

 
 

Why Should Pension Funds Consider Responsible Investment? 

The long-term investment horizon of pension funds fits well with the growing 

evidence that responsible and sustainable investment approaches can lead to 

enhanced long-term returns. The financial implications of environmental, social and 

governance (ESG) risks like climate change, resource scarcity, labour standards and 

good governance are becoming increasingly apparent and are of particular relevance 

to long-term investors.  

 

Pension fund trustees need to be careful not to impose particular morals or values - 

that not all beneficiaries may hold - onto the scheme’s investments. However, 

considering ESG issues in terms of potential risks and protecting shareholder value is 

extremely relevant to pension funds. Aside from the frequently cited case studies 

like BP’s Deepwater Horizon disaster and News Corp’s phone hacking scandal, there 

are many other potential risks that can quickly impact financial returns, for example, 

clothing retailers with global supply chains and/or business operations in high risk 

countries can carry a high level of reputational risk related to labour standards.  

 

 

What are the Advantages of Responsible Investment? 

In addition to reducing investment risk, responsible investment also offers the 

chance to identify new investment opportunities. Responsible investment is also no 

longer just relevant to equity strategies; ESG factors are now being incorporated in 

other asset classes such as fixed income (government and corporate), property and 

private equity.  

 

 

 

 

What is Responsible Investment (RI)? There are many misconceptions and 

assumptions that it only entails excluding “sins” such as tobacco companies from 

investments. However, the concept is broader than just exclusions, recognising the 

need to consider wider management of risks that are not always immediately 
financial in nature but have longer-term implications. 



 

 

Implementing responsible investment helps pension funds to be compliant with 

codes such as FRC’s Stewardship Code, and upholding endorsements of investor-led 

initiatives such as Principles for Responsible Investment (PRI), Institutional Investors 

Group on Climate Change (IIGCC) and Carbon Disclosure Project (CDP), which are 

discussed in more detail later.   

 

Responsible investment also enables pension fund trustees to demonstrate to 

beneficiaries that they are taking sustainability issues seriously. Companies and 

organisations/authorities that are committed to being sustainable should ensure that 

sustainability/corporate social responsibility policies and practices extend to their 

pension fund investments as well, particularly when managing assets on behalf of 

others. 

 

 

The Legal/Regulatory Case for Responsible Investing 

On the 3rd July 2000, a new amendment to the Pension Act 1995, SRI Pensions 

Disclosure Regulations, came into force requiring the Trustees of occupational 

pension schemes to disclose through their Statement of Investment Principles (SIP): 

“The extent (if at all) to which social, environmental or ethical considerations are 

taken into account in the selection, retention and realisation of investments; and 

their policy (if any) in relation to the exercise of the right (including voting rights) 

attaching to the investments.” The disclosure regulation is also incorporated into 

Local Government Pension Scheme Regulations, so Local Authority Pension Funds 

are required to make a similar statement. 

 

Updating the Myners principles: a response to consultation released in 

October 2008 sets out the UK government’s thinking on strengthening the Myners 

principles (following Myners Review in 2001). The consultation, led by the National 

Association of Pension Funds (NAPF), looked at the extent to which trustees were 

applying the Myners recommendations, scheme governance had improved, and 

whether key gaps had been addressed. NAPF also published in January 2007 

Institutional Investment in the UK Six Years On, the recommendations of which 

were accepted by the UK government. 

 

The UK Corporate Governance Code, formerly the Combined Code, sets out 

standards of good practice in relation to board leadership and effectiveness, 

remuneration, accountability and relations with shareholders. The Code contains 

broad principles and more specific provisions. Listed companies are required to 

report on how they have applied the main principles, and either confirm that they 

The London Pensions Fund Authority (LPFA), one of the leading pension 

funds in responsible investment, believes that “ESG issues can create 

attractive investment opportunities across asset classes and investment 
styles.” 

http://www.hm-treasury.gov.uk/d/consult_myners_response_pu632.pdf
http://www.napf.co.uk/PolicyandResearch/DocumentLibrary/0051_Institutional_investment_in_the_UK_six_years_on_report_and_recommendations_1107.aspx
http://www.frc.org.uk/documents/pagemanager/corporate_governance/uk%20corp%20gov%20code%20june%202010.pdf


 

have complied with the Code's provisions or where they have not provided an 

explanation. The Code was updated in June 2010.  

 

Following Sir David Walker's review on the corporate governance of banks and other 

financial institutions in 2009, the FRC launched the first UK Stewardship Code for 

institutional investors in July 2010. The purpose of the Code is to improve the quality 

of corporate governance through promoting better dialogue between shareholders 

and company boards, and more transparency about the way in which investors 

oversee the companies they own. 

 

It is now widely accepted that prudent fiduciaries have an obligation to consider ESG 

factors that can have an impact on the long-term nature, risk and likely return on 

investments for their beneficiaries. According to the UNEP FI Asset Management 

Working Group’s “Freshfields Report” on fiduciary duty, ignoring these ESG issues 

could even be considered a dereliction of duty. The sequel to this report, Fiduciary 

responsibility - Legal and practical aspects of integrating environmental, 

social and governance issues into institutional investment, by the UNEP 

Financial Initiative in July 2009, went further by arguing that ESG issues must be 

embedded in the legal contracts between pension funds and asset managers and 

ESG issues should be included in reporting by asset managers.  

 

The responsible investment campaign group, FairPensions, have also reported on the 

fiduciary aspects of sustainable pension fund investments. Protecting Our Best 

Interests: Rediscovering Fiduciary Duty, released in March 2011, claimed that 

‘fiduciary duty’ was used as a barrier to considering the long-term sustainability of 

investments when in fact ignoring ESG factors and taking a short-term approach to 

financial returns could actually damage savers in the long-term. The report argued 

that statutory clarification of the scope of investors’ duties would provide a valuable 

‘nudge' towards sustainable, long term investment and overcome narrow 

interpretations of fiduciary obligation which emphasise profit maximisation at the 

exclusion of all other factors, including financial system stability. FairPensions 

released a subsequent report in March 2012, The Enlightened Shareholder: 

Clarifying Investors’ Fiduciary Duties, confirmed the previous report’s conclusion 

and provides recommendations for draft legislation to address this. 

 

 

The Financial Case for Responsible Investing 

There have been many studies on what the financial implications of responsible 

investing are. It is important to note that most of the studies have been carried out 

on restricted universes (e.g. an index “ex an issue” – especially for “sins” or social 

issues - such as FTSE 100 excluding alcohol) or for specific approaches so more 

general or uniform assumptions should not be made from their findings.  

 

A couple of interesting meta-studies have been carried out in recent years, which 

pull together results from many of the individual studies. These meta-studies provide 

robust arguments that sound integration of ESG factors does not compromise 

http://www.frc.org.uk/images/uploaded/documents/UK%20Stewardship%20Code%20July%2020103.pdf
http://www.unepfi.org/fileadmin/documents/freshfields_legal_resp_20051123.pdf
http://www.unepfi.org/fileadmin/documents/fiduciaryII.pdf
http://www.unepfi.org/fileadmin/documents/fiduciaryII.pdf
http://www.unepfi.org/fileadmin/documents/fiduciaryII.pdf
http://www.fairpensions.org.uk/sites/default/files/uploaded_files/fidduty/FPProtectingOurBestInterests.pdf
http://www.fairpensions.org.uk/sites/default/files/uploaded_files/fidduty/FPProtectingOurBestInterests.pdf
http://www.fairpensions.org.uk/sites/default/files/uploaded_files/policy/EnlightenedFiduciaryReport.pdf
http://www.fairpensions.org.uk/sites/default/files/uploaded_files/policy/EnlightenedFiduciaryReport.pdf


 

investment performance, and in many cases even enhances returns. Shedding 

Light on Responsible Investment: Approaches, Returns and Impacts was 

published by Mercer in November 2009 and analyses 16 academic studies; ten of 

which showed a positive relationship between ESG factors and companies’ financial 

performance, four showed neutral association and two showed negative-neutral 

relationship. It follows on from Demystifying Responsible Investment 

Performance, published by UNEP FI and Mercer in October 2007, which reviews the 

results of 20 other academic studies on the relationship between ESG factors and 

portfolio performance. This report found evidence of a positive relationship in half of 

the studies, with 7 showing neutral effects and 3 showing negative association, 

concluding that there does not appear to be a performance penalty from taking ESG 

factors into account in the investment management process. Further Studies. 

 

 

What Can Pension Funds Do to Invest Responsibly and Sustainably? 

 
 

To successfully incorporate responsible investment, pension funds need to: 

1. Understand what potential ESG risks exist in their portfolios through 

appropriate analysis 

2. Set down relevant responsible investment strategies and policies based on 

this analysis and reflect in the scheme’s Statement of Investment Principles 

3. Implement these strategies and policies 

4. Monitor and report improvements arising from implementation of responsible 

investment. 

Pension funds are one of the largest and most influential asset owning groups. By 

taking a leadership role and implementing good stewardship of beneficiaries’ assets, 

they can exert pressure on investment institutions and companies to encourage more 

sustainable behaviour and drive better awareness of ESG risks and issues such as fair 

employment, good governance and environmental sustainability. 

Strathclyde Pension Fund states in its SIP that it “requires its managers 

to monitor investee companies and engage with company management 

where Environmental, Social or Governance (ESG) practices fall short of 

best practice.” 

 

The National Employment Saving Trust (NEST) announced in March 

2011 that one of its seven investment beliefs include  “as long-term 

investors, incorporating environmental, social and governance (ESG) 

factors within the investment process is in the best interests of our 

members” and that it will “seek to apply responsible investment 
principles across all the assets in which it invests.” 

http://uitgesproken.vara.nl/fileadmin/uploads/UITGESPROKEN_VARA/fragmenten/uitzending_17-12-2010/Shedding_light_on_responsible_investment_free_version-3.pdf
http://uitgesproken.vara.nl/fileadmin/uploads/UITGESPROKEN_VARA/fragmenten/uitzending_17-12-2010/Shedding_light_on_responsible_investment_free_version-3.pdf
http://www.unepfi.org/fileadmin/documents/Demystifying_Responsible_Investment_Performance_01.pdf
http://www.unepfi.org/fileadmin/documents/Demystifying_Responsible_Investment_Performance_01.pdf
http://www.rcm.com/london/pdf/RCMSustainabilityWhitePaper2011.pdf


 

The majority of schemes delegate some - if not all - of the management of their 

investments externally, so it is crucial that investment consultants and investment 

managers are given detailed policies and instructions, with implementation 

procedures clearly stated in Investment Management Agreements, Service Provider 

agreements, etc. Schemes should ensure that their investments are being managed 

responsibly – whether managed internally or externally - by monitoring managers’ 

performance, but they should also demand effective transparency and reporting on 

their investments from everyone within the investment chain. 

 

Exercising the right to vote is an important aspect of good corporate governance; it 

is the ultimate sanction that a shareholder has and can be a powerful way to engage 

with the company. Typically pension funds are one of the main providers for stock 

lending, so stock must be recalled from the borrower if they wish to exercise their 

vote. 

 

Active ownership is not just about voting shares, however. Carrying out meaningful 

engagement activities (like discussions with company management to address areas 

of concern) and being an active market participant to raise standards for all should 

be part of good governance by all asset owners.  

 

Many schemes include passive investment strategies. These can still incorporate ESG 

considerations – in fact, shareholder engagement and voting activities are even 

more important for strategies that are unable to sell the companies.  

 

 

Responsible Investment Approaches 

There are different approaches and semantics for adopting responsible investment 

practices within pension funds: 

 Ethical approach, often viewed as negative screening, which excludes 

companies in traditional “sin” sectors like alcohol, tobacco, pornography, etc. 

This approach is usually more appropriate for charities and values-based-

organisations. It is not usually preferred in pension funds because of the 

diversity of member values and the resulting restricted investment universe 

from excluding certain stocks/sectors, but a small amount of screening can 

often be undertaken in some pension funds, e.g. for cluster munitions. 

 Socially Responsible investment (SRI) usually incorporates shareholder 

engagement with investee companies as well as a positive screening/best in 

class approach 

 Integration and ESG risk management approaches, which focus on 

considering material ESF risks and opportunities within the normal 

investment process, as well as looking for leaders and laggards, etc. 

Engagement and dialogue with companies can also be included in this 

approach to try and reduce risks. 

 

Expected performance will vary, depending on which of the above approaches is 

adopted, how much of the investment universe is excluded (by any negative 



 

screening/exclusions), whether active or passive strategies are being used (i.e. how 

much manager skill or investment style is involved in terms of stock selection), 

whether there is flexibility to reweight or tilt portfolios towards other sectors/stocks, 

time period for investment, etc. 

 

Engagement vs. Screening 

Many smaller pension funds feel that they are not appropriately resourced, nor have 

the necessary investment clout to influence corporate behaviour on social and 

environmental issues, so they prefer to simply exclude certain companies from their 

portfolio, even though this may have implications on their available diversification 

and sector/country weights. The screening approach is also employed by larger 

pension funds on issues where engagement strategies are viewed as ineffective – 

such as involvement in the manufacture of weapons.  

 

However, the prevalent view amongst most pension funds in Europe with regards to 

social and environmental issues is that engaging in a constructive dialogue with 

companies is the best way for pension funds to invest responsibly, since this does 

not conflict with their fiduciary duties.  However, it should be noted that the cost of 

truly engaging with a company, managing and monitoring the results of the process 

may in some instances outweigh the benefit of diversification, and in itself conflict 

with fiduciary duties.  Additionally, engagement strategies are less effective in some 

asset classes such as bonds, or with emerging market companies. 

 

Asset managers in the UK tend to prefer engagement and active dialogue with 

investee companies to encourage and enhance/protect shareholder value. For 

example, they might identify the ESG risks in investee companies then persuade the 

company to put in place risk mitigation policies and practices on a wide range of 

issues such as human rights, environment, etc. The rationale here is considering 

ESG risks as more financial/reputational in nature.  

 

Although engagement can cost a small amount, the opportunity to benefit from 

better managed companies is high. Pension funds often ask how their asset 

managers how they are doing this, but they are still responsible for ensuring that the 

asset managers are carrying out the mandate appropriately. Stating this explicitly in 

the Statement of Investment Principles means that it can be monitored and tracked 

by the pension fund trustees.  

 

How can Engagement be Applied to each of E, S and G? 

“Environmental”: On environmental issues, investors might engage to ensure that 

companies have robust policies in place to reduce their environmental impact and 

adapt to climate change – thereby making the investment a more sustainable long 

term prospect, and avoiding the risks posed by climate change or by sanctions such 

as fines for high emissions. 

 

“Social”: On labour standards, engagement might take place over ensuring that 

companies comply with internationally recognised standards such as the ILO Core 



 

Labour Standards, and that they have good health and safety policies and measures 

for employee consultation and involvement. 

 

“Governance”: On corporate governance, investors engage on issues such as the 

composition of boards of directors, separation of the roles of the Chair and Chief 

Executive, remuneration policy and transparency. Recent evidence has shown how 

the failure to properly link pay and performance at the top has led to excessive risk-

taking in some sectors, with knock-on effects for share prices. 

 

Key Investor Initiatives Supporting Responsible Investment 

In recent years, a number of investor initiatives and working groups have been 

formed to support institutional investors in adopting responsible investment 

practices. 

 

The UN Principles for Responsible Investment (PRI) is a network of international 

investors focusing on integrating ESG factors into their investments by applying six 

principles for responsible investment. The initiative also has an academic network 

focusing on new research and ideas in this field. The network has over 1,000 

signatories and assets under management of US$30 trillion; roughly a quarter of 

these signatories are asset owners, highlighting a growing commitment from this 

investor-base towards sustainable investment.  

 

The Institutional Investors Group on Climate Change (IIGCC) is a forum for 

collaboration on climate change for European investors. The group’s objective is to 

catalyse greater investment in a low carbon economy by bringing investors together 

to use their collective influence with companies, policymakers and investors. The 

group includes some of the largest pension funds and asset managers in Europe, and 

represents assets of around €7.5 trillion. 

 

The Carbon Disclosure Project (CDP) brings together 655 institutional investors 

representing more than US$78 trillion involving collaboration on the business 

implications of climate change. CDP rates the quality of disclosure, and assesses the 

comprehensiveness of a company’s response. 

 

The Local Authority Pension Fund Forum (LAPFF) brings together a diverse range of 

local authority pension funds with combined assets of over £75 billion. It provides its 

members with a unique opportunity for discussion of investment issues and 

shareholder action, engaging in issues such as workforce standards, overseas 

employment standards, environmental reporting and corporate governance. 

 

NAPF published the Responsible Investment Guidance in March 2009, which 

aims to assist pension funds in developing their policies. It sets out the evolution of 

the framework to support RI and the roles of pension funds, asset managers and 

companies. The Guidance is based on two principles. The first is around ESG being 

integral to good corporate governance. The second is that pension funds should 

http://www.napf.co.uk/PolicyandResearch/DocumentLibrary/0098_Responsible_investment_guide_March_2009_0309.aspx


 

consider the extent to which they wish their managers to take RI into account in 

implementing policy and reporting on it. 

 

The UK Sustainable Investment and Finance (UKSIF) report Local Government 

Responsible Pension - Assessing Responsible Investment Leadership by 

Local Government Pension Schemes was published in November 2007, and 

includes the Responsible Investment Self-Assessment Template as a tool for local 

government pensions schemes to take trustees through key RI issues. The template 

and views of key opinion formers is designed to assess the responsible investment 

performance of local government funds.  

 

 

Developing a Responsible Investment Policy  

Pension funds often choose to provide investment managers with positive 

responsible investment guidelines that they should follow. However, they often 

choose to leave the implementation of these guidelines in the investment process at 

the discretion of each investment manager.  Nevertheless, EIRIS can help the asset 

owners in this area in two ways: 

 

1. EIRIS can provide objective and independent research directly to investment 

managers to identify the companies and countries promoting the positive principles 

outlined in the pension fund’s policies; 

2. EIRIS can help a pension fund to monitor various activities undertaken by its 

investment managers by analysing their portfolios against EIRIS’ ESG data on a 

range of ESG issues and metrics. 

 

EIRIS covers the full range of relevant ESG performance indicators to assess the 

responsible business practices and performance of companies globally, in both 

developed and emerging markets. Using EIRIS assessments and analysis, the results 

can be used as indicators of the extent to which the companies invested in or being 

considered for investment are focused on these positive aspects and policies. 

 

 

EIRIS Services for Asset Owners  

EIRIS’ asset owner services are designed for all kinds of pension fund schemes, 

whether their investments are managed in-house, externally, or a combination of 

both. Our services enable identification of ESG risks and an analysis of how well 

these risks are being managed by investment managers. EIRIS provides advice on 

appropriate responsible investment strategies, helping you to understand 

responsible investment and how it might best be applied to meet your needs. 

 

Our range of asset owner services provide all that you need to analyse your 

portfolios in absolute terms and against relevant benchmarks, highlight attribution of 

under/overweight positions, top 10 holdings and other relevant ESG risks so that 

you can report back to your beneficiaries on ESG risk management and sustainability 

performance. 

http://www.uksif.org/cmsfiles/281411/UKSIF_LocalGov_RespPen.pdf
http://www.uksif.org/cmsfiles/281411/UKSIF_LocalGov_RespPen.pdf
http://www.uksif.org/cmsfiles/281411/UKSIF_LocalGov_RespPen.pdf


 

 

How can we, as asset owners, implement the Principles of Responsible 

Investment (PRI) in our investments, and monitor and report on this?  

 EIRIS PRI Report Card 

 

The EIRIS PRI Report Card monitors pension fund portfolios to identify the overall 

exposure to reporting and disclosure standards and differentiate best practice from 

companies with poor reporting, particularly in high impact sectors. The report assists 

pension funds in implementing Principle 3 of the PRI, where investors should seek 

appropriate disclosure on ESG issues (e.g. UN Global Compact which focuses on 

human rights, labour, environment and anti-corruption) from the entities they are 

invested in. Disclosure on certain impacts is vital for understanding the management 

of risks within companies, especially if they are operating in high impact sectors. The 

report highlights specific companies where encouraging better disclosure and 

reporting could reduce long-term sustainability risk of the portfolio. 

 

How can we be effective “active owners” if our portfolios are externally 

managed? 

 EIRIS Engagement Report Card 

 

Pension funds often mandate investment managers to carry out engagement activity 

on their behalf. The EIRIS Engagement Report Card reviews their investment 

managers in terms of transparency, appropriateness, performance and progress of 

their engagements over time. The report also ensures effective application of a 

scheme’s SIP by their investment managers and implementation of Principle 2 of the 

PRI (being an active owner through engagement on ESG issues). 

 

How sustainable are our pension fund investments?  

 EIRIS Sustainability Report Card 

 

The EIRIS Sustainability Report Card compares the overall sustainability 

performance of a portfolio versus its benchmark. It also breaks down the portfolio 

and market’s exposure across each sustainability rating (A to E), and highlights how 

much both sector allocation and stock selection are contributing to sustainability 

performance and possible areas for improvement. This report assists pension funds 

in understanding the overall sustainability of their portfolios, carrying out due 

diligence on their investment managers’ compliance with various sustainability 

issues, and reporting back to the beneficiaries. It helps those pension funds that are 

PRI signatories to demonstrate their implementation of Principles 1 and 2. 

 

What climate change risks exist in our portfolios? 

 EIRIS Carbon Report Card 

 

The EIRIS Carbon Report Card provides a detailed assessment of how well a portfolio 

compares to its benchmark on carbon performance. The report measures the extent 

to which the portfolio is invested in companies with lower carbon-intensity, 



 

companies who are adequately managing their climate change risks, and companies 

offering climate change solutions. It allows pension funds to use carbon profile 

assessments to monitor their investment managers’ performance on climate change, 

and demonstrate to beneficiaries that climate change risks are being managed in a 

systematic way in their investments. 

 

 

Why EIRIS 

 EIRIS has almost 30 years’ experience of providing independent, trusted and 

highly respected global research for responsible investment. 

 Some of the world’s biggest investors use our research to manage ESG risks and 

maximise investment opportunities, including major asset owners. 

 Our dedicated client team is highly experienced in providing guidance and 

support on responsible investment for asset owners.  

 A signatory to the UN Principles for Responsible Investment, we work with 

investors, NGOs, academics and other external experts to craft research criteria 

that reflect current practice and capture salient issues. 

 We research around 3,000 companies globally, covering over 80 different ESG 

issues, as well as areas of specific ethical concern such as military involvement, 

tobacco production or genetic engineering.  

 EIRIS’ extra-financial research is based on a fully transparent and robust 

research methodology and is the first in the UK to be awarded the CSRR-QS 2.1 

Quality Standard. 

 You can rely on the integrity of EIRIS’ data, because we exist solely to research 

companies for use by investors. We do not offer investment management 

services or provide consultancy services to companies. Furthermore we are 

independently owned by the EIRIS Foundation, whose mission is to encourage 

responsible investment. 

 Clients have access to EIRIS research analysts, each of whom is an expert in the 

sectors they cover. We provide full training and support, as well as regular 

bulletins, newsletters and briefings to keep you up to date on latest responsible 

investment developments. 

 

 

Further Resources 

Just Pensions Responsible Investor Trustee Toolkit 2005 

 

If you have any queries regarding any other potential applications of responsible 

investment strategies, or the research methods used by EIRIS, please contact us. 

 

EIRIS Ltd 

80/84 Bondway, London SW8 1SF 

Phone: +44 (0)20 7840 5742 

Fax: +44 (0)20 7735 5323 

Email: claire.higgins@eiris.org  

Web: www.eiris.org  

http://www.uss.co.uk/Documents/Just%20Pensions%20Responsible%20Investor%20Trustee%20Tollkit%202005.pdf
mailto:claire.higgins@eiris.org
http://www.eiris.org/

