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All over the world, the investment landscape is 
experiencing an enduring shift towards sustainable 

2018, sustainable investing assets climbed in all regions 
and countries in scope of the 2018 Global Sustainable 

Over the last few years, SRI has evolved from a 
marginal investment practice to a mainstream one, 
driven by demand- and supply-side factors. According 
to a 2019 study by Morgan Stanley1, millennials are 
more interested in SRI than the general population, 

FR A NCESC A MES SINI
D I R E C T O R  

S U S T A I N A B I L I T Y  L E A D E R 
R I S K  A D V I S O R Y

D E L O I T T E

ELODIE  VA N DE WOES T Y NE
M A N A G E R  

C O N S U LT I N G  
I N V E S T M E N T  M A N A G E M E N T 

D E L O I T T E

K ATHARINA L A MPAR SKI
A N A LY S T  

C O N S U LT I N G  
I N V E S T M E N T  M A N A G E M E N T 

D E L O I T T E

1. Morgan Stanley Sustainable Signals (2019) : Individual Investor Interest Driven by Impact, Conviction and Choice.
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in end investors’ demand 

They emanate, for example, 
from social movements like 

concerns for human rights, 
or climate change threats like 
environmental disasters. On 
the supply side, a considerable 
number of institutional 
investors have recognized the 
industry’s responsibility to 
direct investments towards 
sustainability by investing 
in accordance with ESG 
values. Various international, 
nongovernmental initiatives 
also encourage and facilitate 
the move towards SRI by 
lowering barriers to entry. 

The European Union (EU) 
recognizes that the public 
funds allocated to sustainable 
investments are not enough to 
reach the climate goals set out 
in the 2015 Paris Agreement. 

regarding SRI, an estimated 
US$30.7 trillion (Figure 1) in 
sustainably invested assets 
at the beginning of 2018. 
Luckily, however, the growth 
potential for SRI is large: a 
survey2 conducted by Moody’s 
concludes that the ESG 
penetration of responsible 
funds covers, on average, only 
6.5% of investors’ assets under 
management. 

Therefore, since 2015, it has 
become the role of regulators 
to further push private 
investments towards ESG 
integration, while leading 
institutional investors away 
from greenwashing practices. 
The EU aims to achieve this, 
amongst other measures, by 

considered sustainable through 

low-carbon benchmarks; 
establishing a green bond 

standard; and outlining 
concrete requirements 

disclosure.

Weakening arguments 
against SRI adoption
When investment managers 
are asked why they have not 
yet taken the strategic decision 

same answers are repeatedly 
given. Actors raise their 

products and state that their 

raised concerns regarding 
ESG. While these statements 

the past due to contradicting 

investor mindsets, investment 

managers should reconsider 
whether these arguments are 
still valid, given the industry’s 
knowledge of SRI to date.

Researchers Friede, Busch and 
Bassen (2015) studied 2,200 
papers that aimed to identify 
the nature of the relationship 

performance. They concluded 
that about 90% of these 
studies report a non-negative 
relationship between the two 
variables, with a large majority 
even describing positive 

have not only been drawn in 
the academic world but also 
in the industry: a recent study 
by Morningstar3 conducted 
for seven investment sectors 
observed that about 59% 

of sustainable funds had 
outperformed traditional 
funds over 10 years. 

2. Moody’s Investor Service, Asset 
Managers – Global (2020): 
Beyond passive, ESG investing is 
the next growth frontier for asset 
managers.

3. Morningstar (2020): How do 
Sustainable Funds Measure Up?
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This same sentiment exists 
at an individual investor 
level: some Deloitte clients 
have stated that, while 
their ESG products tend 
to underperform against 
traditional funds in the short 
term, they outperformed them 
in the long term. Therefore, 
this evidence seems to refute 
investors’ performance 
concerns regarding ESG 

within a longer time frame.

Regarding the fact that the 
investment management 
industry’s clients have only 
shown limited interest in SRI, 
there is reason to believe that 

products will grow stronger and 
more urgent in the future. The 
general population’s concern 
for ESG is expected to increase, 
as ESG threats like climate 
change continue to become 
more tangible. On top of this, 
ESG-minded millennials are the 

end investors in terms of 

It is likely that millennials will 

towards more consideration of 
sustainability criteria.

ESG takeaways from 
COVID-19
The COVID-19 crisis has 
demonstrated the extent that 

pandemic, a major observation 
has been that ESG funds 
perform better than traditional 
funds. One reason for this is 
that many ESG funds exclude 
highly carbon-intensive 
industries from the investment 
universe, which are probably 
the most threatened by the 
current crisis because of lasting 
travel restrictions. On top of 
this, it can be argued that ESG 
funds take sustainability risks 
into account throughout the 

investment decision-making 
process, leading to portfolio 

and industries that are less 

risks, such as a pandemic.

The observation that ESG funds 
were, whether consciously 
or not, better prepared for 
COVID-19 can be generalized. 
In fact, a Morgan Stanley study 
found ESG funds’ downside 
risk and volatility in periods of 
market stress to be lower than 
those of traditional funds.

Therefore, the current 
crisis is only one example 

accentuates the rationale for 
the consideration of such risks. 
It has clearly pinpointed the 
winning and losing industries in 
the event of a health crisis and, 
at the same time, highlighted 
the material impact that 

industries. 

The enormous performance 
gaps between winners and 
losers should raise ESG 
concerns for both institutional 
and end investors. It should 
also urge investment managers 
to identify, in the event where 

material (climate change, social 
movements for the respect of 

and industries would thrive and 
which would be threatened, 
in order to prepare their 
portfolios accordingly. 

SFDR as an imminent 
regulatory push for a 
minimum consideration of 
ESG
The Sustainable Finance 
Disclosure Regulation (SFDR) 

participants—for example, 
alternative investment 
fund managers (AIFMs), 

The COVID-19 crisis has demonstrated the 

observation has been that ESG funds perform 
better than traditional funds. 
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undertakings for the collective 
investment in transferable 
securities (UCITS) and 
insurance-based investment 

advisers, and will progressively 
enter into force as of March 
2021. This regulation aims to 
create harmonized practices 

disclosure, reduce information 
asymmetries between 
institutional investors and end 
investors, and push all players 
in scope to, at the very least, 
start thinking about ESG. The 
SFDR plans to achieve these 
objectives by introducing 
precise and harmonized rules 

1.  How sustainability factors
and risks should be
integrated into investment
decision-making, and
respectively the advisory
process;

2.  How adverse impacts of
investment decisions on
sustainability factors should
be considered; and

3.  How these should be
disclosed to end investors.

Several articles of the SFDR 
will be supplemented by 
regulatory technical standards 
(RTS), transforming the SFDR 
into a two-level regulation. 

requirements were published 

requirements, determined 
by the European Supervisory 
Authorities, should be released 
in January 2021.

The regulation dictates both 
entity- and product-level 
disclosure requirements, 
which generate considerable 
operational and organizational 
challenges, especially for 

These actors must revise 
their processes and policies 
to integrate sustainability 
risks and principal adverse 
sustainability impacts, while 
also reviewing their IT systems 
to make all required website 
disclosures easily available.

Even if ESG data problems 

participants must establish 
contracts with external ESG 
data vendors to collect a 

performance measures, as well 
as to monitor controversies 

ESG scoring. The draft 
RTS proposed ESG key 
performance indicators to be 
assessed, but quantitative 

obtain—and qualitative metrics 

assessments are based on the 
assessor’s subjectivity. 

The reliability of ESG data is 
another matter of concern, 
next to the resource intensity 

disclosure. Whereas the 
data challenge is already 

be noted that it is even larger 
and more time-intensive for 
AIFMs, due to the absence of 
publicly available data for their 
investments. This requires 
AIFMs to develop manual 
processes to collect ESG 
information from their investee 
companies and consolidate it at 
the portfolio level.

An additional challenge 
regarding SFDR adoption arises 

release and entry into force, 
coupled with the regulation’s 
imminent entry into force. 
This will require those actors 
who prepared early to twice 
update their documentation 

The regulation dictates both entity- and 
product-level disclosure requirements, 
which generate considerable 
operational and organizational 

market participants. 
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and potentially engage in 
repapering processes to fully 
comply with the SFDR. While 
on the other hand, actors who 
decided to wait for the release 
of the RTS to avoid this two-fold 
updating process may struggle 
to be fully compliant with the 
level-one requirements by 
March 2021.

The SFDR obliges entities 
in its scope to embed at 
least a minimum of ESG 
considerations at the entity 

disclosure itself is merely the 
tip of an immense iceberg 
that requires actors to take 
strategic decisions regarding 
their positioning on the 
ESG wave, given that the 
consideration of ESG criteria is 

becoming increasingly urgent 
from a regulatory perspective. 
As such, the SFDR pushes 

to rethink their SRI product 
strategy; for example, if they 
made products marketed as 

the regulation enters into 
force, these products may not 
be considered sustainable 
according to the new SFDR 

Will the coming months 
be greener for investment 
managers?
The SFDR urges institutional 
investors to make informed 
decisions on how to address 
its disclosure and underlying 
sustainability requirements. 
The regulation obliges players 

sustainability risks regardless 
of their approach towards SRI. 
Given the challenges posed by 
the SFDR, there is reason to 
believe that it will accentuate 

SRI adoption through an 
inevitable compliance race with 
the new regulation. 

Three major groups of players 
are likely to crystallize:
1. The leaders, who have been

embedding ESG in their core
strategy for decades and will
have to focus on formalizing
processes already in place
and disclosing information
already monitored, to a
certain extent at least;

2.  The followers, representing
the vast majority of players,

the compliance angle to 

ESG into their strategy; and

3.  The laggards, who will
struggle to meet the SFDR’s 
minimum requirements
but will not integrate
sustainability into their
investment process in the
future.

Although this will push 

confrontation with SRI, their 
motivations and beliefs 
regarding the movement are 
unlikely to be changed through 
compliance. Instead, it is the 
COVID-19 pandemic that could 
shake up the laggards, as they 
have witnessed the enormous 

can have, leading them to 
recognize the importance of 

Figure 2
Evolution of general population’s  
interest in sustainable investing

Evolution of millennials’ interest  
in sustainable investing

Source: Morgan Stanley Sustainable Signals (2019) Source: Morgan Stanley Sustainable Signals (2019)
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considering these risks during 
the investment decision-
making process. Ultimately, 
end investors may provide the 
decisive push, as their demand 
for consideration of ESG issues 
is expected to rise. 

The followers will probably 
be the group of actors most 

SFDR. To date, greenwashing 
is still a recurring practice for 
the majority of investment 
managers, whether voluntarily 
or involuntarily. What is 
evident is that the SFDR will 
hinder greenwashing, as it will 
either push greenwashers to 

back from promoting their 
funds as being sustainable.

For the SRI leaders and 
followers who decide to 
approach the SFDR as an 
opportunity, the regulation 
provides a clear and long-
awaited framework. This 
may further encourage the 

products.

CONCLUSION

and generalize the extent to 
which investment managers 
will decide to go green in the 
upcoming months. While there 
is a compelling argument that 
events like the COVID-19 crisis 
will raise investors’ concerns for 

tell how the investment industry 
will approach these risks and to 

their decision-making. The only 
relatively clear prediction is that 
the SFDR will hinder greenwashing. 
Therefore, in the upcoming 
months, the concept of SRI will be 
strengthened at its core.
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TO THE POINT

•  The European Union can
only reach the climate
goals set out in the 
2015 Paris Agreement
if it further pushes
the private market
towards sustainable and
responsible investment
(SRI) while combatting
greenwashing practices.

•  The Sustainable Finance
Disclosure Regulation
(SFDR), which will
progressively enter into 
force as of March 2021,
is one of the European
Union’s tools to achieve
these aims.

•  Besides setting
harmonized rules

disclosure, the SFDR

market participants

to, at the very least,
start thinking about
environmental, social
and governance (ESG)
issues.

•  While it is unclear
whether the SFDR will
actually lead to an
increased number of SRI
products on the market,
it can be expected
that the available SRI 
products will meet
higher sustainability
standards—and the
current COVID-19 crisis
may strengthen the
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