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Editorial

Insurers have a key role to play in tackling sustainability challenges. In an article written for the blog of the MIT Sloan  
Management Review a few years ago, we explained why this role might be even more important than that of the banks.

At the international PSI1-Allianz event held in Munich in late February, senior insurance managers confirmed that they were 
eager to address sustainability challenges across a variety of issues, ranging from excluding coal2 and tobacco3 companies 
from underwriting and investments to protecting World Heritage sites4. Even regulators – from both national and 
supranational authorities – stated that it was time for insurers to take sustainability challenges seriously5. 

However, talking to E&S risk experts working at insurers, it becomes clear that implementation is still lagging behind. Why? 
Insurers6  almost always point to brokers, who are important intermediaries in the insurance market. They connect their 
clients to insurers, who then underwrite the clients’ risks. Insurers claim that brokers make it difficult for them to discuss E&S 
risks with clients, and that brokers often connect clients from controversial sectors with insurers who do not assess E&S risks.

In Munich, broker industry representatives seemed to adopt a defensive stance. One representative of a major broker firm 
was eager to point out that brokers were concerned that they would lose clients if they addressed E&S risks. He stated 
that brokers simply advise clients, and compared their role to consulting companies such as McKinsey. This confirmed the 
assumption that brokers are hesitant, if not reluctant, to make a constructive effort to mitigate E&S risks.

Looking at the regulatory expectations raised by soft law, it is clear that brokers have the same responsibilities as any other 
company. They are expected to conduct due diligence to respect human rights7 and to ensure responsible business conduct8.  
In this context, omission is usually seen as action. Such omission is sometimes interpreted as a deliberate decision to prioritize 
revenues over political, scientific or societal concerns, or – in other words – a failure to mitigate the “adverse impacts” to 
which brokers are linked via their business relationships.

As long ago as 2014, in an article for the blog of the MIT Sloan Management Review, we explored whether companies or 
their managers could become vulnerable to claims for losses attributed to climate change. Our point of departure was the 
assumption that “at some point, affected parties will claim damages […], especially if insurance is unavailable or unaffordable.” 
We then asked who could be targeted by such legal action. Plaintiffs may argue that brokers have knowingly undermined 
the attempts of insurers and their supervisors to support climate policy objectives. In our opinion, brokers, particularly the 
larger ones, should assess whether they could face such claims in the future. However, regardless of their findings, they 
should take the existing normative expectations into account and address E&S risks with their clients.

Olivier Jaeggi and Gabriel Webber Ziero

Are Insurance Brokers’ Exposing Themselves to Risk?

References:

1.	 The UNEP FI Principles for Sustainable Insurance (PSI): https://www.unepfi.org/psi/

2. 	For example, see the FT article “Insurers go cold on coal industry”: https://on.ft.com/2FcvPiX 

3. 	The Tobacco-Free Finance Pledge that now has over 140 signatories and supporters. See here (https://tobaccofreeportfolios.org/) and here 
	 (https://www.unepfi.org/psi/tobacco-free-finance/) 

4. 	The insurance industry’s commitment to protect World Heritage Sites: https://www.unepfi.org/psi/world-heritage/ 

5. 	For example, see “EIOPA seeks evidence on integration of sustainability risks in Solvency”: https://eiopa.europa.eu/Pages/News/eiopa-seeks-evidence-on- 
	 integration-of-sustainability-risks-in-solvency-ii.aspx 

6. 	For other reasons, see our article mentioned above: https://sloanreview.mit.edu/article/the-insurance-industrys-renewed-commitment-to-sustainability/ 

7. 	For example, see the UN Guiding Principles for Business and Human Rights (note that the climate change discussion is strongly linked to the human rights agenda): 
	 https://www.ohchr.org/documents/publications/GuidingprinciplesBusinesshr_eN.pdf 

8. 	For example, see the corresponding guidance from the OECD: http://www.oecd.org/investment/due-diligence-guidance-for-responsible-business-conduct.htm

SELECTED NEWS ONLYSAMPLE REPORT 
FOR MORE CLICK HERE   

The ECOFACT Quarterly is a briefing on environmental and social risks 
relevant for the financial sector. This sample report includes the editorial, 
excerpts from three tables, and a limited selection of 13 news items from 
the 39 items featured in the full report. For information on subscribing to 
the ECOFACT Quarterly, go to the last page.

https://sloanreview.mit.edu/article/the-insurance-industrys-renewed-commitment-to-sustainability/
https://ecofact.com/pdf/publications/20140924_MIT_Sloan_Firms_And_Climate_Change.pdf


Offer for new 
subscribers: 
Free Risk  
Assessment

Get a free risk assessment when you 
subscribe to the ECOFACT Quarterly.

To subscribe, or for more information on the offer, please contact  
Anna Reimann at anna.reimann@ecofact.com or call +41 44 350 60 60 

*We will dedicate up to 10 hours to the assessment. There may be a waiting list.

“Useful and much-appreciated report among Swiss Re’s ESG experts.”  
Swiss Re

“Well-prepared, practical information that meets our needs in 
addressing environmental and social risks.”  
UniCredit Group

“Very well done, and extremely useful for our daily work.”  
Commerzbank
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Editorial

The UN Guiding Principles on Business and Human Rights (UNGP) stipulates that there are three categories of business 
involvement that can impact on human rights. 

A company may cause or contribute to harm to human rights through its own activities (actions or omissions) or may be 
directly linked as a result of its business relationships with other parties. 

In particular, the distinction between “contribution” and “directly linked” has recently been the subject of fierce debate.1 

It can be difficult to differentiate between the harm a company may “contribute to” and the harm that may be committed 
by a third party, which a company is “directly linked” to. Although the company might not have caused or contributed to 
the harm itself, it could have been possible as a result of business relationships. 

John Ruggie, UN Special Representative on Business & Human Rights, has proposed criteria to distinguish these two categories: 
the extent to which a business enabled, encouraged, or motivated human rights harm by another; the extent to which it 
could or should have known about such harm; the quality of any mitigating steps it has taken to address it.

Various actors have also tried to further clarify this distinction.

Why is the distinction so important? 
It is essential because each category implies different actions and responsibilities.

The legal concept of complicity, and the related court cases, add another level of complexity. Complicity means that a company 
knowingly contributed to another’s abuse of human rights (“aiding and abetting”). The concept of complicity is highly  
relevant to business and human rights. Most of the cases brought against companies have concerned alleged complicity.2 

The issue is that the concept of “contribution” strongly resembles complicity. Both are conceived as an indirect involvement 
because the company itself does not actually carry out the abuse. In fact, indirect contribution to human rights abuse can 
give rise to allegations of complicity. 

However, most national jurisdictions prohibit complicity when commissioning a crime and a number also allow for criminal 
liability when business enterprises are involved. 

An example of this is the Arab Bank lawsuit regarding the terrorist attacks in Israel. 

The families of the victims of terrorist attacks in Israel, the West Bank and the Gaza Strip filed several lawsuits in US courts 
against the Jordan-based Arab Bank. 

The lawsuits allege the bank provided financial services that allowed several Palestinian militant organizations to engage in 
harmful activities. The families claim that the bank knew, or should have known, its accounts were being used to pay the 
families of suicide bombers. 

In 2014, the jury found the bank liable for knowingly providing assistance to the Palestinian militant group: Hamas. 
Consequently, this meant they were complicit in the terrorist attacks that took place between 2001 and 2004. However, 
Arab Bank reached a confidential settlement with the US claimants ahead of the trial.

The concept of legal complicity is complex and depends on the jurisdiction and on whether the case is civil or criminal. 

It is probably no coincidence that the term contribution, instead of complicity, is used in Principle 13 of the UNGP. But we 
should keep in mind that the commentary on Principle 17 of the UNGP emphasizes that the human rights due diligence 
process should uncover risks of non-legal as well as legal complicity. 

We are currently working on these issues and we welcome any requests for further information. Just get in touch and we’ll 
be happy to help.

Simone Hutter and Gabriel Webber Ziero

Corporate Complicity

References:

1 See, most recently, the second discussion paper released by the Thun Group in January 2017 that has sparked a number of critiques  
 (https://business-humanrights.org/en/thun-group-of-banks-releases-new-discussion-paper-on-implications-of-un-guiding-principles-for-corporate-investment-banks).

2 See already in 2008: https://business-humanrights.org/sites/default/files/reports-and-materials/Ruggie-companion-report-15-May-2008.pdf, p. 9
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International standards
Updates on cross-sector environmental and social standards which might be relevant as a benchmark for risk assessments. 
Scope: key developments related to the most important international environmental and social standards.

OECD incorporating industry feedback into Due Diligence Guidance

By the end of 2017, the Organisation for Economic Co-operation and Development (OECD) will release a final version of the 
“Due Diligence Guidance for Responsible Business Conduct”. It reflects the information gathered during public consultations 
and is intended to be applicable to all economic sectors. The paper is designed to act as “practical support” and explain the 
OECD Guidelines for Multinational Enterprises in a plain language. It’s made up of two documents: the Guidance itself and 
a companion of useful tips and good practice. By conducting and documenting due diligence on operations, supply chains 
and business relationships, companies can “identify, prevent or mitigate and account for how actual and potential adverse 
impacts are addressed”. February 9, 2017. 

Why we think it matters: The Due Diligence Guidance for Responsible Business Conduct will likely be used as parameter 
guidance for future sector specific guidance. The most recent guidance published by the OECD was released in February 2017 
and concerns supply chains in the garment and footwear sector.

Read more

Coming soon:  Expected by:

World Bank: Revised Social and Environmental Safeguards Third (likely final) draft available

World Bank Group Environmental, Health, and Safety Guidelines Revision ongoing

 Revised guidelines on vegetable oil production and 
 processing, offshore oil and gas development,  
 petroleum refining, wind energy, perennial crop 
 production, ports, harbors and terminals available

OECD Due Diligence Guidance for Responsible Supply Chains Released in February 2017 
in the Garment and Footwear Sector

OECD Due Diligence Guidance for Responsible Business Conduct End of 2017 
 Draft guidance available
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High-risk sectors

 Risk factor

Five African countries set fuel 
import standards

With support from UNEP, Nigeria, Benin, 
Togo, Ghana, and the Ivory Coast have 
moved to ban the import of fuel with 
sulphur content exceeding 50 parts per 
million (ppm). The permitted levels of 
sulphur in imported diesel will fall 3,000 
ppm in some of the countries. Although 
technically legal, cheap ‘dirty fuel’ has 
been shipped from Dutch ports that would 
be prohibited for use in the EU – the 
maximum level in Europe has been 10 ppm 
since 2009. Diesel emission standards 
will assist African countries to address air 
pollution and the health and safety of the 
population and environment. The initiative 
also involves upgrading existing national 
refineries to produce fuel to these standards 
by 2020. December 6, 2016.

 Risk factor

Subsidies for fossil fuel production 
should be removed to help reduce 
climate change

The working paper “Zombie Energy:  
Climate benefits of ending subsidies to 
fossil fuel production” discusses how 
fossil fuels deposits would no longer be 
profitable if the subsidies were removed. 
The International Institute for Sustainable 
Development has used new modelling 
to include the estimated amount of 
coal, oil and gas that would become 
uneconomical to produce with the removal 
of the subsidies – along with the green-
house gas emission reductions it would 
lead to. February 14, 2017.

Why we think it matters: In May 2016, 
the G7 nations set a deadline for ending 
most fossil fuel subsidies, stating that 
support for coal, oil, and gas should end by 
2025. However, investors and insurers have 
called on the G20 countries to phase out 
fossil fuel subsidies as early as 2020, with 
aims to reduce climate risk and accelerate 
investment in green alternatives.

… while the EU establishes due  
diligence requirements

Alongside this, the EU has agreed to 
legislation that by 2021 importers of tin, 
tungsten, tantalum, gold and their ores 
must conduct due diligence investigations 
on their supply chain – including smelt-
ers and refiners. The move is intended to 
prevent the mineral trade from financing 
armed conflict. Human rights groups have 
commented that by excluding the import of 
finished products containing the minerals 
– as well as providing exemptions for many 
companies – the agreement is “half-hearted” 
and neglectful of other minerals of concern 
(such as cobalt). February 3, 2016.

Why we think it matters: Many US-based 
companies have announced they will 
continue to apply due diligence on conflict 
minerals, also stating that they will consult 
the OECD Due Diligence Guidance for  
Responsible Supply Chains of Minerals from 
Conflict-Affected and High-Risk Areas.

 Regulation

US making moves to weaken 
legislation on conflict minerals... 

On January 31, 2017, Michael Piwowar – the 
US Securities and Exchange Commission 
Chair – issued a statement explaining that 
he has directed his department to reconsider 
compliance and if “additional relief” from 
requirements is needed for companies. This 
is in light of ongoing litigation concerning 
the Conflict Minerals Rule’s violation of the 
First Amendment. Piwowar’s suggestion 
that the Rule “undermines US national 
security interests” could lead to legal 
justification for a two-year halt to and/or 
a full repeal of the Conflict Minerals Rule – 
a disclosure rule set in the 2010 Dodd-Frank 
law. This stipulates that manufacturers 
must reveal to investors if minerals used 
in their products were sourced from the 
Democratic Republic of Congo.  
January 31, 2017.

 Risk factor

Child labor and impoverished farmers 
are widespread in Madagascar’s 
vanilla industry

A recent report has shown that retailers 
and exporters are exploiting already poor 
Madagascar farmers and ignoring child 
labor. Danwatch, a research and media 
center, has found these businesses are 
also profiting from the USD 192 million 
trade in Madagascan vanilla – about 80% 
of the spice sold on the global market is 
from Madagascar. The executive director of 
Danwatch says the investigation highlighted 
that there is not sufficient traceability and 
transparency in supply chains. He said: 
“Several of the importers and retailers [we] 
have spoken with are not able to say which 
specific farms their vanilla comes from, 
and whether there is vanilla in their supply 
chain that has been produced by children”. 
December 8, 2016.

 Risk factor

Report ordered by US Congress finds 
fracking contaminates drinking water

The US Environmental Protection Agency 
(EPA) has released the final version of the 
report: “Hydraulic Fracturing for Oil and 
Gas: Impacts from the Hydraulic Fracturing 
Water Cycle on Drinking Water Resources”. 
The EPA has found that when certain  
geological conditions are coupled with  
certain management practices, groundwater 
resources can become contaminated with 
the oil and gas extraction chemicals. This 
includes during the injection, discharge, 
storage, and clean-up of fracking fluids. 
Despite being able to identify factors that 
contribute to frequency or severity of impacts 
to water, the EPA cites data gaps and 
uncertainties in preventing the ability to 
“calculate or estimate the national frequency 
of impacts”. December 13, 2016.

Read more (1)

Read more 

Read more 

Read more (1) 

Read more (1) 

Read more (3) 

Read more (5) 

Read more (2)

The study

The report

Read more (2) 

Read more (2) 

Read more (4) 



4

 
 

 
 

 
 

 
 

 
M

A
RC

H
 2

01
9

IS
SU

E 
28

Ed
it

o
ri

al
In

te
rn

at
io

n
al

 s
ta

n
d

ar
d

s
H

ig
h

-r
is

k 
se

ct
o

rs
Em

er
g

in
g

 r
is

ks
B

u
si

n
es

s 
ca

se
Pe

er
 a

p
p

ro
ac

h
N

ew
 t

o
o

ls
 &

 d
at

ab
as

es
A

b
o

u
t

Su
b

sc
ri

b
e

International standards
Updates on cross-sector environmental and social standards which might be relevant as a benchmark for risk assessments. 
Scope: key developments related to the most important international environmental and social standards.

PRI announces mandatory climate-related financial disclosure in 2020

After almost 500 investors with a total of USD 42 trillion in global investment holdings voluntarily responded to the newly introduced 
Climate-related Financial Disclosure indicators in 2018, the Principles for Responsible Investment (PRI) association has announced 
that it will be making it mandatory to report, albeit still voluntary to disclose, the strategy and governance subsection of those 
indicators as of 2020. Supporting the adoption of the Task Force on Climate-related Financial Disclosures (TCFD)’s recommendations 
is a high priority for the PRI, as they provide a global framework for translating climate-related information into financial metrics. 
February 18, 2019.

Why we think it matters: The TCFD’s recommendations have been endorsed by the G20 and financial regulators across the globe. 
Financial regulators see the recommendations as a key framework to support the financial sector in its contribution to achieving the 
goals of Paris Agreement, i.e. the transition to a low-carbon economy.

Coming soon: 	 Expected by:

Equator Principles (EP): Targeted review	 Mid-late 2019: Finalization and launch of the EP4

Principles for Responsible Banking	 Open for consultation until May 31, 2019

Read more

70%
8% D

The palm oil sector is the subject of severe criticism owing to issues such as deforestation, threats to endangered species, and 
poor working conditions. NGOs, and even companies, increasingly deem the Roundtable on Sustainable Palm Oil’s (RSPO) 
current certification scheme to be insufficient. It remains to be seen if recently adopted changes, such as zero-deforestation 
requirements and a ban on peat removal, will strengthen the framework and increase acceptance by NGOs. FIs involved with 
palm oil companies perceived as non-compliant with best practices face considerable reputational risks. 

150%
40% D

Environmentalists maintain that Arctic drilling is too risky for oil and gas development, and local communities are concerned 
about the impact the practice may have on their livelihoods. The Trump administration has initiated the process of opening 
the national Arctic wildlife refuge to oil and gas drilling. Increasing numbers of FIs are explicitly excluding involvement in 
Arctic drilling projects. Any institutions that do not pursue an exclusion policy or are associated with companies engaged in 
Arctic drilling will be exposed to high reputational risks.

60%
14% E

Coal-fired power remains highly controversial due to its impact on human health and the environment, and particularly to its 
contribution to climate change. FIs involved in financing coal-fired power plants or associated companies are often targeted 
by NGOs. Increasing numbers of FIs are distancing themselves from coal-fired power projects and companies.

†The green / red arrows mean that the number of RepRisk risk incidents has fallen or risen by more than three risk incidents in the last three months, whereas the orange arrow means that the change in the 
number of RepRisk risk incidents in the last three months has been smaller than three. 

SELECTED NEWS ONLYSAMPLE REPORT 
FOR MORE CLICK HERE   

High-risk sectors
Developments relevant to six specific high-risk sectors, such as news on risk factors and trends, the relevant regulations, and best practices.  
The table below contains an update on controversies, and comments on the corresponding reputational risk for financial institutions.

Information based on RepRisk data

RepRisk runs the most comprehensive database 
on environmental, social and governance (ESG) 
risk. RepRisk systematically collects and analyzes 
negative incidents, criticism, and controversies 
about companies and projects worldwide, and 
offers information on activities related to human 
rights violations, breaches of labor standards, 
corruption, environmental damage, and violations 
of international standards. www.reprisk.com

Level of controversies
# of RepRisk risk incidents per quarter 
and trend of the last three months†

FI exposure
Share of news 
criticizing 
banks and /
or insurers

ECOFACT summary ECOFACT 
risk rating

Analysis based on RepRisk data, combined with insights gained in ECOFACT’s consulting practice

The grades take into consideration the degree of reputational risk to financial institutions that is associated 
with investments in the subsectors mentioned. An “A“ indicates that transactions related to this topic present 
comparably low reputational risk, while an “E“ indicates high reputational risks.

https://www.unpri.org/news-and-press/tcfd-based-reporting-to-become-mandatory-for-pri-signatories-in-2020/4116.article
www.reprisk.com
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High-risk sectors

	 Best practice

ICMM aligns membership principles 
with UN Guiding Principles on 
Business and Human Rights

The International Council on Mining and 
Metals (ICMM) announced that the group 
was instituting new requirements to align 
its membership with the UN Guiding 
Principles on Business and Human Rights. 
It intends to advance the sustainability 
performance of the sector with this 
“far-reaching initiative,” the largest in 
the sector’s history and supported by all 
CEO-level company members. Developed 
with multiple stakeholders, the environmental 
and social benchmarks will affect the group’s 
combined assets: close to 650 mines in 50 
countries and half of the world’s iron ore 
and copper production. An associated 
document, entitled Mining with Principles: 
Performance Expectations, has been issued 
to offer further information on the ten 
principles as they relate to the sector. 
November 26, 2018.

Read more Benchmark

	 Best practice

New hydropower sustainability 
guidelines from the IHA

The International Hydropower Association 
(IHA) has issued the reference document 
Hydropower Sustainability Guidelines 
on Good International Industry Practice, 
targeting the needs of consumers, lenders, 
and regulators. The 26 guidelines define 
good practice for the hydropower sector 
in terms of sustainability performance and 
relevant “environmental, social, technical 
and governance topics.” The guidelines are 
overseen by the 100-member Hydropower 
Sustainability Assessment Council, which 
consists of NGOs and industry and  
governmental organizations from all over the 
world, including the IHA. The Hydropower 
Sustainability Assessment Protocol and 
ESG Gap Analysis Tool, released earlier in 
2018 by the council, is compatible with 
the project performance assessments in 
the guidelines. Furthermore, standards 
from the World Bank, International 
Finance Corporation, and the Equator 
Principles have all been incorporated. 
December 14, 2018.

Read more Guidelines

Read more

	 Risk factor

Migrant “slaves” in Irish fishing industries

Migrant fishing workers in Ireland have 
reported exhausting and hazardous 
conditions that the Migrants’ Rights Group 
has linked to a modern form of slavery. In 
sworn statements tabled in a High Court 
action, tales of widespread exploitation 
include working weeks of 100 hours and 
more, and average pay rates of EUR 2.83 
an hour. According to worker statements, 
non-EEA fishermen endure racial and physical 
abuse, including threats of deportation 
and unpaid wages if workers complain. 
They are sent out to sea on sub-standard 
boats and forced to exceed official quotas. 
Following such complaints, the International 
Transport Workers’ Federation (ITF) launched 
legal proceedings against the Irish state over 
a 2016 work permit scheme that they say 
allows this level of exploitation to occur. ITF 
claims that more than a dozen cases of human 
trafficking currently under investigation 
have arisen as a result of the scheme. 
November 22, 2018.

Em
er

g
in

g
 r

is
ks

Companies grossly underestimate climate change’s impact on business

Climate risks include storms, droughts, wildfires, sea level rises, species extinction, and crop failure, but businesses still do not appear 
to be taking the threats seriously. A recent study published in the journal Nature Climate Change by scientists working with 
environmental non-profit organizations Conservation Internationals and the Carbon Disclosure Project shows that the corporate 
world has been massively underestimating the impact of climate change on business. Companies either don’t report risk, or if they 
do report, they grossly underestimate the risks. Assessing 1,630 company disclosures, researchers discovered that the aggregate 
self-reported corporate climate change risk only adds up to tens of billions of dollars. Most experts counter such claims, estimating the 
real cost of climate change to business is likely to climb up to USD 2.5–24.2 trillion. This anomaly indicates a major disconnect 
between perceived and actual risk. December 10, 2018.

Why we think it matters: Companies’ ignorance of climate change is also a risk for investors, who are warned that businesses 
that are ill-prepared for climate change will be stuck with stranded assets. According to a report by global investment manager 
Hermes, the financial case for climate action is becoming ever clearer, with growing investor awareness of ESG factors. Firms 
unable to implement climate change strategies may find their investment backing withdrawn.

Risks that may become material in the near future or are relevant when looking into a company’s business model, but are not yet 
considered as highly significant risks from a financial institution’s reputational risk perspective, or are not related to a high-risk sector.

Emerging risks

Climate Change

  Read more (1)   Read more (2)   Read more (3)   The study

SELECTED NEWS ONLYSAMPLE REPORT 
FOR MORE CLICK HERE   

http://www.icmm.com/website/publications/pdfs/commitments/181126_performance-expectations.pdf
http://www.icmm.com/en-gb/news/2018/un-human-rights-pr
https://www.hydroworld.com/articles/2018/12/iha-releases-new-sustainability-guidelines-to-define-good-practice-for-hydropower.html
https://www.hydropower.org/sites/default/files/publications-docs/iha_-_hydropower_sustainability_guidelines.pdf
https://www.irishexaminer.com/breakingnews/business/court-told-migrant-fisherman-worked-for-283-an-hour-in-conditions-like-modern-slavery-887210.html
https://qz.com/1490034/companies-corporate-disclosures-underestimate-climate-change/
https://www.bloomberg.com/news/articles/2018-12-10/alphabet-entergy-earn-nods-amid-widespread-inaction-on-climate
https://www.hermes-investment.com/ukw/wp-content/uploads/2018/12/hermes-corporate-carbon-report-06.12.181.pdf
https://www.nature.com/articles/s41558-018-0340-5.epdf?author_access_token=rIVFp4tf67AzF3Qr_MwPQdRgN0jAjWel9jnR3ZoTv0N8g8xbtxLmCj8ay5891Hoe0Hw6pThv1arTQRvAKdbeanl_YgLJQ0zmisPkVvKBcro3xlFVCot-_wzjVYWrigIFyUnhe_nYDL7TRW_QZl7SSw%3D%3D
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Two leading corporate credit rating agencies introduce stringent environmental ratings

S&P Global Ratings and Fitch have introduced systematic Environmental, Social and Governance (ESG) scores. S&P Global has already 
introduced ESG considerations in its oil, gas and utilities sector ratings reports, and will now re-consider ESG exposure more broadly. 
Fitch Agency launched its ESG frameworks by making all its scores public, and aims to continue to share the relevance and materiality 
of ESG issues to individual corporate ratings. These initiatives are described as a “remarkable” turnaround by Carmen Nuzzo, senior 
consultant with The Principles for Responsible Investment (PRI) advisory committee, which has been working with credit rating 
agencies since 2016 to ensure that ESG considerations are explicitly signposted in rating reports. Distinguishing between credit 
ratings and stand-alone ESG scores, PRI recommends that investors set up internal measurement frameworks in line with developing 
standards and monitor long term risks. February 5, 2019.

EU Commission publishes draft rules to ensure that investment and insurance clients consider sustainability concerns

The European Commission (EC) has issued draft rules on how investment firms and insurance distributors should account for environmental, 
social and governmental (ESG) considerations and sustainability issues when advising their clients. First initiated in May 2018, this 
is the next step in the Commission’s Sustainable Finance Action Plan. Once disclosure provisions on sustainable investments and 
EU-wide definitions for ESG considerations have been agreed, these rules can enter into force. The Sustainable Finance Action 
Plan is part of a broader Capital Markets Union (CMU) initiative to green European finance, driving efforts to implement the Paris 
Agreement and the EU’s agenda for sustainable development. Furthermore, EU Finance ministers have endorsed three sustainability 
measures agreed by the EU’s Economic and Financial Affairs Council. These include a report by the European Banking Authority on 
potential brown and green factors for banks’ capital, and on the inclusion of Environmental, Social and Governance (ESG) risks in finance 
regulators’ reports. There is also a plan to make bank disclosure on ESG risks mandatory over three years, which policymakers argue 
is essential for lowering default risk, protecting assets, and identifying long-term risks to EU banks. January 11, 2019.

ECOFACT Policy Outlook users can find additional information here, here, and here.

Policy Outlook, a monitoring and implementation package, covers regulatory change pertaining to ESG and corporate responsibility

issues. Click here for further information.

  Read more (1)

  Read more (1)

  Read more (3)

  Read more (3)

  Read more (5)

  Read more (5)   Read more (6)

  Read more (2)

  Read more (2)

  Read more (4)

  Read more (4)

Information that underlines the business case for environmental and social risk management in financial institutions.

Business case
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Peer approach
New sector and issue policies that financial institutions have recently adopted. The table below gives an overview of the number 
of sector and issue policies produced by financial institutions.

Five big banks agree to align investments with Paris Agreement commitments

In an open letter, which they call “The Katowice Commitment,” BBVA, BNP Paribas, ING, Standard Chartered, and Société Générale 
announced their collective intention to “measure the climate alignment of our lending portfolio, and to explore ways to progressively 
steer financial flows through our core lending towards the goals of the Paris Agreement.” Between the five of them, their financing 
assets are valued at more than EUR 2.4 trillion. They identify the key characteristics of their pledge as being co-created, impact-driven, 
engagement-focused, sector-specific, forward-looking, and science-based. The signatories aim to design financial services that 
support the transition to a low-carbon economy, and will start the process with carbon-intensive investment areas (e.g. aviation, shipping, 
road transport). They state that their goal is climate neutrality, and aside from “de-risking,” they aim to make a positive impact. 
December 4, 2018.

  Read more   Commitment

SELECTED NEWS ONLYSAMPLE REPORT 
FOR MORE CLICK HERE   

https://www.ipe.com/news/esg/sp-upping-transparency-in-credit-rating-agency-esg-race-to-the-top/10029316.article
https://www.spratings.com/documents/20184/1818036/SP+Ratings+Launches+ESG+Sections/9205dc73-6e07-81d9-f5dd-62f0cec1ddfb
https://www.ipe.com/news/esg/fitch-launches-esg-credit-rating-relevance-scores/www.ipe.com/news/esg/fitch-launches-esg-credit-rating-relevance-scores/10028894.fullarticle
https://www.fa-mag.com/news/esg-influence-on-credit-ratings-revealed-by-fitch-ratngs-42655.html
https://www.unpri.org/credit-ratings/esg-credit-risk-and-ratings-part-3-from-disconnects-to-action-areas-/3996.article
http://europa.eu/rapid/press-release_MEX-19-101_en.htm
https://www.consilium.europa.eu/en/press/press-releases/2018/12/04/banking-union-council-endorses-package-of-measures-to-reduce-risk/
https://www.environmental-finance.com/content/analysis/european-commission-provides-the-sustainability-weapon...-ammunition-to-follow.html
http://wwf.panda.org/wwf_news/?339752/Finance-Ministers-agree-to-assess-brown-and-green-factors-for-banks-capital-requirements
https://www.beyond-ratings.com/publication/eu-consensus-on-green-finance
https://www.euractiv.com/section/climate-environment/news/cop24-diary-day-3/
https://tools.ecofact.com/polo/search/details/241/
https://tools.ecofact.com/polo/search/details/210/
https://tools.ecofact.com/polo/search/details/210/
https://ecofact.com/policyoutlook
https://www.edie.net/news/9/Banking-giants-pledge-to-align-investment-portfolios-with-Paris-Agreement-Goals/
https://www.ing.com/web/file?uuid=ca421834-da24-4cd3-bb84-437e0783b400&owner=b03bc017-e0db-4b5d-abbf-003b12934429&contentid=45532
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Norway’s government pension fund warns that it will ask for climate disclosure information from investee companies

As annual general meeting season approaches, the world’s largest sovereign wealth fund has cautioned its 9,000 investee firms that 
it plans to press for delivery of more comprehensive information on emissions and climate change adaptation, while also expecting 
reporting to be shown against targets and broken down as far as regional or asset level. The group continues to develop software 
called Angle, which enables it to make predictions for a company’s future success based on a combination of non-financial and 
earnings data. In 2018, the information gathered by Angle was used to initiate divestment from 30 companies that were deemed 
unsustainable over the long term. February 7, 2019.

Banco Santander updates sustainability policies, commits to ending direct financing of certain coal-related projects

Spain’s largest bank, Santander, updated its sustainability policies in November 2018. It has made changes to the activities it designates 
as “prohibited” and “restricted” – activities for which the bank refuses to offer products or services in any circumstance, and activities 
subject to additional environmental and social scrutiny, respectively. Among the bank’s many new commitments is the prohibition of 
financing new coal-fired power plants, financing new clients who have coal-fired power plants anywhere in the world, anything related 
to oil sands in non-designated countries, nuclear plant financing that does not meet specific conditions, any thermal coal project world-
wide, and any new client with thermal coal projects anywhere. In addition, the group also updated its policies for the soft commodities 
and defense sectors. November 2018.

  Read more

  Read more   Mining / minerals  Energy   Soft commodities   Defense

Sector and issue policies adopted by insurers

(A) indicates the number of insurers among the 9 Systematically Important Insurers which have adopted a policy, guideline, 
or commitment addressing the corresponding sector or issue for their investments. (B) indicates the number of insurers 
which have adopted a policy, guideline, or commitment addressing the corresponding sector or issue in underwriting. 
Only the sectors or issues covered by policies are included in the table.

This table includes the 9 global systemically important insurers (G-SIIs) according to the Financial Stability Board: Aegon N.V., Allianz SE, American International Group, Inc., 
Aviva plc, Axa S.A., MetLife, Inc., Ping An Insurance (Group) Company of China, Ltd., Prudential Financial, Inc., Prudential plc. Source: fsb.org

  Sector policies   Issue policiesA AB B

Agriculture	 2	 1 
	 Palm oil	 2	 1

Climate change		  4

Agricultural commodities	 2	 1	

Sector and issue policies adopted by banks

(C) indicates the number of banks among the 30 Systematically Important Financial Institutions which have adopted a policy, 
guideline, or commitment addressing the corresponding sector or issue and disclose its content. (D) indicates the number of 
banks which disclose that they have adopted a policy, guideline, or commitment, but do not disclose the corresponding content.   

  Sector policies   Issue policies DD CC

Agriculture (general)	 8	 5 
	 Biofuels	 3	 2

Biodiversity 	 1	 3

UNESCO World Heritage Sites	 17	 1

This table includes the 30 Systematically Important Financial Institutions (SIFIs) according to the Financial Stability Board: Agricultural Bank of China, Bank of 
America, Bank of China, Bank of New York Mellon, Barclays, BNP Paribas, China Construction Bank, Citigroup, Credit Suisse, Deutsche Bank, Goldman Sachs, 
Groupe Crédit Agricole, HSBC, Industrial and Commercial Bank of China Limited, ING Bank, JP Morgan Chase, Mitsubishi UFJ FG, Mizuho FG, Morgan Stanley, 
Nordea, Royal Bank of Canada, Royal Bank of Scotland, Santander, Société Générale, Standard Chartered, State Street, Sumitomo Mitsui FG, UBS, Unicredit 
Group, Wells Fargo. Source: fsb.org

SELECTED NEWS ONLYSAMPLE REPORT 
FOR MORE CLICK HERE   

https://uk.reuters.com/article/uk-norway-swf/worlds-largest-wealth-fund-to-press-firms-for-climate-data-at-agms-idUKKCN1PW1LJ
https://www.santander.com/csgs/Satellite/CFWCSancomQP01/en_GB/Corporate/Sustainability/Santander-and-sustainability/Policies-.html?cidSel=1278689256241
https://www.santander.com/csgs/Satellite/CFWCSancomQP01/en_GB/pdf/energy_sector_policy.pdf
https://www.santander.com/csgs/Satellite/CFWCSancomQP01/en_GB/pdf/mining_and_metals_sector_policy.pdf
https://www.santander.com/csgs/Satellite/CFWCSancomQP01/en_GB/pdf/soft_commodities_sector_policy.pdf
https://www.santander.com/csgs/Satellite/CFWCSancomQP01/en_GB/pdf/defence_sector_policy.pdf
http://www.fsb.org/wp-content/uploads/2016-list-of-global-systemically-important-insurers-G-SIIs.pdf
http://www.fsb.org/2017/11/2017-list-of-global-systemically-important-banks-g-sibs/
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New tools and databases

This section presents new tools and databases that can help to identify or manage environmental and social risks.
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CRO Forum position paper for insurance sector focuses on climate-change issues

The CRO Forum, a group of multi-national insurance companies interested in advancing risk management practices, has released a 
position paper targeting industry professionals and other stakeholders. It outlines the implications of climate change for the industry. 
In The heat is on: Insurability and Resilience in a Changing Climate – Emerging Risk Initiative, the group explores the physical and transition 
risks of a changing climate as well as the need to build resilience into insurance. They discuss the role of insurers and the scale of the 
challenges that lie ahead. Current efforts have yet to make a measurable difference – emissions are higher than ever. Public opinion 
needs to be swayed towards a “tipping point” to prompt tougher actions and triple the rate of transition to a low-carbon economy. 
January 2019.

New initiative combines satellite monitoring, data science, and financial services

The Spatial Finance Initiative aims to integrate geospatial data into financial theory and practice. Founded by the Alan Turing Institute, 
Green Finance Initiative, Satellite Applications Catapult, and the University of Oxford, the group aims to advance geospatial analysis as 
a core competency of financial analysis. It indicates that there are “very significant implications for information markets, financial products, 
and risk management” as earth observation and remote sensing are combined with machine learning on an increasingly routine basis. 
This approach holds great potential for the finance industry to measure environmental degradation due to industrial practices, as well 
as the impact of climate change. February 1, 2019.

Why we think it matters: This new initiative is in line with the need to move from “assuming” environmental compliance based on 
clients’ statements to “knowing” about high risk clients’ environmental performance on the ground. “Hard data” collected by third 
parties will enable both financial institutions and regulatory agencies to assess whether statements made by companies are true and 
to actively monitor their performance.

  Read more

  Read more

  Paper

  Iniative

NCFA explains how to conduct rapid natural capital risk assessment

A detailed guide published by the Natural Capital Finance Alliance (NCFA) provides instructions on how to perform quick risk 
assessment for natural capital. Targeting financial institutions and tested by Columbian, South African, and Peruvian banks, the 
guide is designed to complement and be used alongside the NCFA’s online tool ENCORE (Exploring Natural Capital Opportunities, 
Risks and Exposure). It also uses data-based drivers to look at sectors and assets to determine “the likelihood of disruption of 
relevant ecosystem services.” Hoping that providing banks with better ways to understand the risks they face from environmental 
degradation and climate change, NCFA has included case studies on how the finance sector is using ENCORE to figure out their 
level of dependence on natural resources. January 16, 2019.

Why we think it matters: According to a report by PricewaterhouseCoopers (PwC) in collaboration with the Natural Capital 
Finance Alliance (NCFA), the United Nations Environment Programme (UNEP), and NGO Global Canopy, most financial service 
providers still fail effectively to assess the financial risks of environmental degradation. While banks have made progress in disclosing risks 
connected to their businesses, many still fail to assess the sustainability of their entire portfolios. The report argues that natural 
capital risk analysis will enable financial institutions better to tackle new risk.

  Read more (1)   Guide  Read more (2)   Tool

SELECTED NEWS ONLYSAMPLE REPORT 
FOR MORE CLICK HERE   

https://www.thecroforum.org/2019/01/24/crof-eri-2019-the-heat-is-on-insurability-and-resilience-in-a-changing-climate/
http://greenfinanceinitiative.org/spatial-finance-initiative/
https://www.thecroforum.org/wp-content/uploads/2019/01/CROF-ERI-2019-The-heat-is-on-Position-paper-1.pdf
https://sa.catapult.org.uk/spatial-finance-initiative/
https://naturalcapital.finance/blog/ground-breaking-guide-launched-in-zurich-to-empower-banks-to-assess-natural-capital-risk/
https://naturalcapitalcoalition.org/finance-firms-must-adopt-a-natural-capital-approach-to-risk-warns-pwc/
https://naturalcapital.finance/wp-content/uploads/2019/01/NCFA-Phase-2-Report.pdf
https://encore.naturalcapital.finance/en
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This briefing is tailored to the needs of individuals and teams in charge of assessing and controlling environmental and social risks 
in corporate banking, investment banking, and commercial insurance. It aims to provide an update on risks, standards, tools, and 
best practices that are relevant primarily from a reputational risk perspective.

The content is organized into four levels: each item of information is headed by a title which allows the reader to digest the report 
in less than five minutes. Subsequently, a brief abstract summarizes the key facts. Additionally, if appropriate, a short comment 
illustrates why this information might matter and, finally, a link to the original source allows the reader to drill down further into 
the subject.

Our research process consists of four steps: firstly, ECOFACT collects information from international newspapers and specialized 
periodicals. Secondly, the websites of the most relevant NGOs, international organizations, private and academic research centers, 
environmental and sustainability think-tanks, and government agencies are visited regularly. Thirdly, specialized newsletters to which 
we subscribe are screened, and finally, organizations in charge of international environmental and social standards are contacted.

Selection criteria for the content of the briefing: a) information on environmental and social risks that b) was published (in most 
cases) over the past quarter, and c) is relevant from the reputational risk perspective of a financial institution. The scope covers the 
ten principles of the UN Global Compact.

 

About ECOFACT  

ECOFACT has addressed the risks and opportunities that environmental, social and governance issues present to the financial sector 
since 1998. We work primarily for banks, insurers, institutional investors, and international standard-setters.

We help our clients to improve their understanding of credit, reputational, compliance and liability risks in the context of sustainability, 
ESG and responsible business conduct.

Due Diligence

We assist our clients in designing processes and conducting due diligence:

We provide solutions for issue monitoring, policy development, portfolio screening, individual risk assessment, and engagement services.

Research Products

In addition to the ECOFACT Quarterly, ECOFACT also produces the Policy Outlook. The Policy Outlook covers regulatory change 
pertaining to ESG and corporate responsibility issues. It a monitoring and implementation package that consists of an online tool 
and provides access to a network of peers. 

Knowledge Sharing

ECOFACT hosts three events that facilitate knowledge sharing among peers and experts:

•	 The Policy Outlook Conference gives you the chance to join peers and experts from the fields of public policy, legal & compliance, 
	 corporate responsibility and sustainability in exploring how financial firms are addressing corporate responsibility regulations.

•	 The Environmental and Social Risk (ESR) Roundtable provides an opportunity for peers to discuss the challenges that arise 
	 as environmental and social issues are further integrated into financial institutions’ business with corporate clients.

•	 The Reputational Risk Management (RRM) Roundtable is a platform for dialog and knowledge sharing on common and 
	 best practices in reputational risk management in the financial sector.

ECOFACT is a signatory to the United Nations Global Compact and the Principles for Responsible Investment, and a member of 
Swiss Sustainable Finance.

  Read more

http://www.unglobalcompact.org/
https://ecofact.com/policyoutlook
http://www.sustainablefinance.ch/en/home.html
https://www.unpri.org/
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For a subscription 
Fax this page to +41 44 350 6020, or e-mail your contact details to contact@ecofact.com.

You will receive the invoice as a pdf file by e-mail. Please let us know if you need a signed hardcopy. 

We also accept credit cards.

* As a contribution to sustainable banking practices in emerging markets, ECOFACT offers reduced rates to organizations headquartered 
in countries classified by the World Bank as upper-middle-income economies (CHF 800), or as lower-middle-income or low-income 
economies (CHF 200).

Issues may be shared with the environmental and social risk experts working within your organization (a maximum 
of approximately 20 persons). To share the report with a larger group of recipients, please contact us for a group subscription:

contact@ecofact.com or call +41 44 350 6060.

ECOFACT Quarterly 
Production: Jenifer Guillemin, Bronwin Patrickson, and Anna Reimann. 
Additional editors and contributors: Deborah Attolini, Simone Hutter, Olivier Jaeggi, and Gabriel Webber Ziero. 
Design: Naomi Atkinson Design

Produced and distributed by ECOFACT AG, Stampfenbachstrasse 42, 8006 Zurich, Switzerland. 
Tel: +41 44 350 6060  |  Fax: +41 44 350 6020  |  contact@ecofact.com  |  www.ecofact.com

Copyright © 2019 ECOFACT AG. All rights reserved. Reproduction in whole or in part on paper, online, or in information storage and retrieval systems without written permission is prohibited. 
ECOFACT® is a registered trade mark. The views expressed in this report are not necessarily those of ECOFACT AG. Editors and contributors may have business relationships with companies they discuss.

Name:	

Department:	

Company:	

Address:	

Postcode, city:	

E-mail address:

Please sign me up for a one-year subscription to the ECOFACT Quarterly 
at the rate of CHF 2,000* (4 issues at CHF 500 each). I would like the subscription to start with

       the current issue.	   the next issue.

http://www.naomiatkinsondesign.com
http://www.ecofact.com
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