Follow-up to the European Parliament non-legislative resolution of 29 May 2018 
on Sustainable Finance
2018/2007 (INI)
1.	Rapporteur: Molly SCOTT CATO (Greens/EFA/UK)
2.	EP reference number: A8-0164/2018 / P8_TA-PROV(2018)0215
3.	Date of adoption of the resolution: 29 May 2018
4.	Subject: Sustainable finance
5.	Competent Parliamentary Committee: Committee on Economic and Monetary Affairs (ECON)
6.	Brief analysis/ assessment of the resolution and requests made in it:
The Parliament calls on the Commission to propose an ambitious legislative framework, recognising the proposals put forward in the Sustainable Finance Action Plan. In this context, it calls on the Commission to put forward legislative proposals to address the risk of creating stranded assets and related systemic risks (paragraphs 4 and 12). It calls on the Commission to create incentives for sustainable investments by establishing a taxonomy and sustainability indicators – environmental, social and governance (ESG) metrics (paragraphs 6, 7 and 8).
The Parliament asks the Commission to develop a green finance mark (paragraph 9) and calls for the integration of sustainable finance criteria (i.e. sustainable finance indicators and ESG factors) in all legislation related to the financial sector (paragraphs 10 and 11).
The resolution suggests that the Commission introduces disclosure of the costs of non-action on climate in the Accounting Directive, the Non Financial Reporting Directive (NFRD), the Capital Requirements Directive (CRD) and the Capital Requirements Regulation (CRR), and suggests clarifying fiduciary duties of all actors across the investment chain to include the financially material ESG risks, and to consider also the non-financially material ESG preferences of clients (paragraphs 13 and 14). With regard to the NFRD, the Parliament in its resolution calls on the Commission to create a multi-stakeholder group to assess and propose an appropriate list of ESG metrics for disclosure purposes (paragraph 17).
The Parliament requests the Commission to put forward a revision of the Credit Rating Agencies Regulation with a view to ensure that credit rating agencies operating in the EU integrate ESG indicators in their ratings (paragraph 19).
The resolution calls on the Commission to incentivise, promote and market a European public issuance of green bonds by existing and future European institutions (paragraph 18), and suggests that the Commission establishes a binding and proportionate labelling system for retail bank accounts, investment funds, insurance and financial products (paragraph 20).
The Parliament also calls on the European Fund for Strategic Investment (EFSI) to be strengthened and rebalanced so that it ceases to invest in carbon-intensive projects, and suggests further measures taken under the next Multiannual Financial Framework (paragraph 22).
Finally, the Parliament calls on the Commission to publish a regular progress report on sustainable finance and to demonstrate leadership on sustainable finance and raise sustainability standards in finance at global level.
7.	Response to requests and overview of action taken, or intended to be taken, by the Commission:
The Commission shares the views of the Parliament and attaches utmost importance to sustainable finance, recognising the important role it plays in the transition to a sustainable economy. Most of the action points raised in the resolution on sustainable finance are being addressed by the Commission in various on-going work streams and by its recent legislative proposals.
With regard to the risk of creating stranded assets and related systemic risks, the resolution asks the Commission to adopt a regulatory strategy and a roadmap aimed inter alia at measuring sustainability risks within the prudential framework and to promote the inclusion of sustainability risks in the Basel IV framework to ensure sufficient capital reserves (paragraphs 4 and 12).
The Commission is aware that sustainability risks might pose a threat to financial stability, and considers this a very important task justifying taking the necessary action. Therefore, as announced in the Action Plan on Sustainable Finance (Action 8.1), the Commission will explore the feasibility of the inclusion of risks associated with climate and other environmental risks in the risk management policies of institutions in a way as to safeguard the coherence and effectiveness of the prudential framework and financial stability. In addition, the Commission will invite the European Insurance and Occupational Pensions Authority (EIOPA) in the third quarter of 2018 to provide an opinion on the impact of prudential rules for insurance companies on sustainability investments. The Commission will take this opinion into account in the Solvency 2 Review, which it aims to submit to the European Parliament and the Council by the beginning of 2021. The Commission is also working closely with the European Banking Authority to enhance disclosure of banks.
The Commission, together with the European Supervisory Authorities, is actively participating in the Project Team on Sustainable Finance of the Analysis Working Group of the European Systemic Risk Board, to develop and implement an impact study on how climate change could affect the EU financial system. The final report, which is planned to be released early 2019, will be essential to define possible action in the prudential area.
The Commission is also exploring the possibility of adjusting banks’ risk management models to better take into account environmental, social and governance (ESG) factors. The Commission will cooperate closely with the Central Banks and Supervisors Network for Greening the Financial System (national banks and supervisors) on financial stability issues. Finally, it is clear that all financial actors should manage sustainability risks, therefore further actions are targeted at institutional investors and asset managers, as explained below.
With regard to the request expressed in the resolution to establish a taxonomy and sustainability indicators (paragraphs 6, 7 and 8), the Commission fully recognises that the taxonomy is a crucial step towards successfully channelling funds towards sustainable investment. Therefore, it proposed on 24 May 2018, as part of a legislative package on sustainable finance, a Regulation on the framework to facilitate sustainable finance (taxonomy), with delegated acts to be adopted gradually in the coming years. The taxonomy will provide economic actors and in particular investors a common language on what is considered green, furthering environmental objectives, and later with a possible revision, sustainable, pursuing specific social objectives. It defines six environmental objectives, among them climate change mitigation and adaptation. To be considered green under the taxonomy, an economic activity has to substantially contribute to at least one of the six environmental objectives, and cannot significantly harm any of these six environmental objectives. As an essential element, green economic activities have to comply also with minimum social safeguards defined in the proposal.
Whereas the social safeguards should be the same for all activities, detailed screening criteria are needed in delegated acts to tailor to specific sectors the notions of ”substantial contribution” and ”significant harm” to environmental objectives. The proposal frames the empowerment for these delegated acts, and specific provisions ensure that competition is not distorted across sectors and that the risks of creating stranded assets are duly taken into account. The technical screening criteria will be based on scientific evidence, and should be updated in line with technological advancement. This makes the flexibility of delegated acts necessary to deliver a taxonomy that is not only tailored and granular but that at the same time can be kept up to date.
The proposal envisages setting up a multi-stakeholder Platform on Sustainable Finance to support the Commission in working out the technical screening criteria. Until the establishment of this Platform, the Commission will be assisted by a Technical Expert Group on Sustainable Finance to help defining technical screening criteria. The proposal prioritises the delegated acts with screening criteria for climate change mitigation and adaptation, where action is the most urgent. Further delegated acts will define the screening criteria for other environmental objectives, but the first set of criteria on climate change will already contain safeguards that activities tackling climate change cannot cause significant harm to the other environmental objectives, which is an important premise of the proposed taxonomy framework.
[bookmark: _GoBack]The proposal foresees applying the taxonomy in two fields. First, national or European labelling schemes for green financial products should build on the EU taxonomy. As the use of any national or EU labelling scheme is voluntary, it is also important to put in place certain disclosure rules for those financial market participants who choose not to use the label but still offer financial products they claim to be green. Therefore, the proposal also foresees that those asset managers and institutional investors that offer financial products they claim to be green should use the EU taxonomy to explain how these products are indeed environmentally sustainable.
The resolution calls on the Commission to integrate sustainable finance criteria (i.e. sustainable finance indicators and ESG factors) in all legislation related to the financial sector (paragraphs 10 and 11), and to clarify so called fiduciary duties of all actors across the investment chain to include the financially material ESG risks, and to consider also the non-financially material ESG preferences of clients (paragraphs 13 and 14). In this regard the Commission adopted a proposal for a Regulation on disclosures relating to sustainable investments and sustainability risks on 24 May 2018, with requirements to be further specified in delegated acts. This proposal requires asset managers and institutional investors to disclose how they integrate sustainability (i.e. ESG) risks in their investment and advisory process, as part of their duties towards investors and beneficiaries. It will foster transparency for end-investors, who will be able to make informed investment decisions. Moreover, asset managers and institutional investors marketing their products as ”sustainable” will have to disclose how these products contribute to the sustainable investment objectives pursued. The proposal on taxonomy complements this proposal, as those asset managers and institutional investors that market their products as ”environmentally sustainable” would benefit from the EU taxonomy as a point of reference.
In addition, the Commission may clarify, through delegated acts under the Undertakings in Collective Investments in Transferable Securities (UCITS) Directive 2009/65/EC, the Alternative Investment Fund Managers Directive (AIFMD) 2011/61/EU, the Market in Financial Instruments II Directive (MiFID II) 2014/65/EU, the Solvency II Directive 2009/138/EC and the Insurance Distribution Directive (IDD) 2016/97, how financial market participants, including asset managers, insurance companies, and investment or insurance advisors should integrate sustainability risks and, where relevant, other sustainability factors in the areas of organisational requirements, operating conditions, risk management as well as product governance. In order to ensure consistency among such future possible delegated acts under the above Directives and the Institutions for Occupational Retirement Provision (IORP) II framework, the proposal for the Regulation on disclosures also amends the IORP II Directive by empowering the Commission to adopt delegated acts further specifying the consideration of ESG risks and integration of ESG factors in IORP investment decision and risk management processes.
Also, a draft amendment to MiFID II and IDD delegated acts published for public consultation on 24 May 2018 foresees that investment firms and insurance distributors should take into account their clients’ ESG preferences when carrying out a suitability assessment. Following adoption of these amendments, ESMA would be invited to also review its guidelines on suitability requirements.
The resolution further calls for the development of one or more European sustainability benchmarks, using the European sustainability taxonomy, to measure the performance of European issuers on the basis of ESG risks and factors (paragraph 27). On benchmarks, the sustainable finance package of proposals of 24 May 2018 contains a proposal for a Regulation amending the Benchmark Regulation. The proposed rules will create a new category of benchmarks, comprising the low-carbon benchmark or ”decarbonised” version of standard indices and the positive-carbon impact benchmarks. This new market standard should reflect companies’ carbon footprint and give investors greater information on an investment portfolio’s carbon footprint. While the low-carbon benchmark would be based on a standard ”decarbonising” benchmark, the positive-carbon impact benchmark would allow an investment portfolio to be better aligned with the Paris agreement objective of limiting global warming to below 2 °C.
The resolution also calls for establishing a binding and proportionate labelling system for retail bank accounts, investment funds, insurance and financial products (paragraph 20), developing a green finance mark (paragraph 9), as well as incentivising, promoting and marketing a European public issuance of green bonds by existing and future European institutions (paragraph 18). In this regard, the proposal of 24 May 2018 on taxonomy will serve as a first building block to define what is considered green among economic activities. Building on that, the Technical Expert Group will work on an EU green bond standard. The Commission is currently working to establish a label for green financial products, starting with packaged retail investment products and bonds, assessing also the use of the EU ecolabel for this purpose. Such a label would be applicable once the EU taxonomy is adopted, as it would build on the EU taxonomy as well as on the work of the Technical Expert Group on an EU green bond standard.
With regard to the disclosure, including also on the costs of non-action on climate (paragraph 13), the on-going Fitness Check of EU legislation on public corporate reporting will evaluate sustainability reporting requirements. A public consultation was open until July 2018, and the Commission will hold a conference later in 2018 to present the results and gather feedback from all stakeholders. The results of the fitness check will inform any possible legislative proposals from the Commission on this issue.
As announced in the Action Plan on Sustainable Finance (Action 9.2), the Commission will update its non-binding guidelines on non-financial information by the second quarter of 2019. The Technical Expert Group on Sustainable Finance will also have a subgroup that will produce a report on climate metrics. Building on that report, the revised guidelines will provide further guidance to companies on how to disclose climate-related information, in line with the Taskforce on Climate-related Financial Disclosures of the Financial Stability Board. The Taskforce recommends disclosures that broadly reflect the concept of ”the cost of non-action” including the climate-related risks the company has identified over the short, medium and long term, the resilience of the company strategy to different climate scenarios, and the metrics used by the company to assess its climate-related risks. The work of the Technical Expert Group on climate metrics will also be closely coordinated with the work on taxonomy.
With regard to a revision of the Credit Rating Agencies Regulation with a view to ensure that credit rating agencies operating in the EU integrate ESG indicators in their ratings (paragraph 19), as announced in the Action Plan on Sustainable Finance, the Commission is engaging with stakeholders to explore the merits of amending the Regulation to mandate credit rating agencies to explicitly integrate sustainability factors into their assessments in a proportionate way and preserve market access for smaller players. This process has started with a roundtable on 4 July 2018 with relevant stakeholders to discuss the use of environmental, social and governance factors in credit ratings.
The resolution also calls for the qualified treatment of public investments related to ESG goals, including tracking the actual financial flows towards sustainable public investments (paragraph 5), and the strengthening and rebalancing of European Fund for Strategic Investment (EFSI) so that it ceases to invest in carbon-intensive projects (paragraph 22). In this regard, the European Fund for Strategic Investments 2.0 adopted by the European Parliament and the Council in December 2017 has a target of at least 40% under its ”infrastructure and innovation” window to invest in projects that contribute to climate action. The proposal establishing an InvestEU Programme, adopted by the Commission on 29 May 2018, from 2021 onwards includes a dedicated sustainable infrastructure policy window; furthermore, 30% of all InvestEU finance should support investments contributing to climate objectives and be tracked through an EU climate tracking system. A sustainability screening, using the EU taxonomy in an appropriate way, will ensure that investments will not go into activities that do substantial harm to the environment.
As foreseen in the Sustainable Finance Action Plan (Action 3, fostering investments in sustainable infrastructure), the Commission – in cooperation with Member States – will investigate deeper environmental and sustainable investment needs in sectors, take stock of existing support to create investment opportunities and provide finance, and identify bottlenecks and possible solutions at EU as well as national level. The Commission will be working closely in this regard with the European Investment Bank and the European Bank for Reconstruction and Development. The Member State Expert Group set up in June 2018, where the European Parliament’s ENVI and ECON committees are invited as observers, will also look into these issues, and the observatory function of the Sustainable Finance Platform foreseen in the taxonomy proposal will also contribute to this process through the monitoring of capital flows towards sustainable investment.
Finally, in line with the request made by the Parliament in the resolution (paragraph 48), the Commission will continue discussions in international fora (such as G7 and G20), and lead the way for a renewed approach to managing the financial system more sustainably. Already at G20 level the Commission strongly supports the work of the G20 Sustainable Finance Study Group (SFSG) that seeks to identify voluntary options to expand private investment in sustainable activities, and at G7 level the Commission shares the responsibility of working together to stimulate sustainable economic growth.
The sustainable finance agenda is ambitious, and the Commission welcomes the support from the Parliament in the endeavour to create a policy framework on sustainable finance that effectively facilitates the transition and helps demonstrating leadership in this field internationally. To deliver on this, the Commission will cooperate closely with the Co-legislators on the legislative initiatives and, together with other relevant partners, also on the various non-legislative actions.
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