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From risks to opportunities, 
a simple change of view can 
benefit people and the planet

Peter Bachmann    
Managing Director, Sustainable Infrastructure 
at Gresham House

Viewing environmental, social, and governance 
(ESG) challenges as opportunities rather than 
risks enables pension trustees to create a world 
people actually want to retire into – all while 
delivering stronger financial returns. 

The long-term time horizon of UK pension funds makes 
them ideally suited to driving prolonged, positive impacts 
in ways that other investors cannot.

Take sustainable infrastructure, for example. This sector 
is poised to play a key role in tackling societal challenges, 
as well as the climate and biodiversity emergencies. Yet, 
these lucrative assets take a number of years to build, 
making them unsuitable investments for those driven by 
short-termism.

Pension funds are best placed to profit from them, and 
they are already generating better financial returns than 
their non-sustainable counterparts – benefitting people, 
planet, and pension pots.

As custodians of trillions of pounds, many trustees are 
keenly aware of their ability to make a difference, as well 
as the evolving interests, needs and expectations of 
their stakeholders. Indeed, Local Government Pension 
Schemes are already at the forefront of investing for good 
and quantifying the positive impact of their investments.

However, cynical attitudes towards ESG challenges 
across the sector are holding back its potential. Such 
views appear particularly problematic in the boardrooms 
of large insurance schemes - pools of capital with the most 
potential to drive positive change, that is, by redirecting 
their funds into impactful assets. Their beginning 
to measure and monitor the positive impact of their 
investments would send a strong signal to the industry 
about their intent.

As long as their decision makers’ choose to view ESG 
issues as risks to be managed, pension funds will struggle 
to drive investment into the kinds of sustainable products 
and services that will be critical for our societies and the 
environment to flourish, from vertical farming to waste-
based biofuel solutions.

By investing in the kinds of assets that generate 
tangible good in the world, decision makers’ show their 
stakeholders that they are willing to lead their industry.  
By choosing to act now they demonstrate that they  
no longer view ESG challenges as risks to be managed, 
 but as opportunities to be seized – for their stakeholders 
and our planet.
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Back in October I was honoured to take part in a panel about net 
zero at the PMI's inaugural Northern Conference in Leeds.  It was a 
great discussion with a highly engaged audience from across the 
industry, and it got me thinking about what the key steps might be for 
a scheme's net zero journey.  As a lawyer, I think there are four:

1.	 Duties  
A net zero strategy must be consistent with legal duties for 
investing scheme assets, otherwise there will be a clear risk  
of successful legal challenge.  I would suggest that net zero 
can be lawful where it is supported by careful judgment and 
reasoning.  There needs to be a positive investment case that 
net zero supports the fundamental goal of investing to provide 
members' benefits over time.  For schemes covered by climate 
governance (TCFD) regulations there is an even more direct legal 
imperative.  Here, a target is expressly required, and Government 
comply-or-explain guidance says that net zero by 2050 is not 
enough on its own: these schemes will also need milestone 
targets along the way. 

As I said at the conference, fundamentally this is about 
'enlightened self-interest' on the part of each scheme.  As the 
panel also discussed, it can be important to consider whether 
assets that contribute to net zero might have other negative 
knock-on effects or financial risks (such as those associated with 
environmental degradation or exploitation of labour arising from a 
'green' business extracting precious metals for its products).

2.	Data 
Data is a prerequisite for understanding scheme assets' GHG 
emissions.  There are known practical challenges here, and some 
assumptions may be needed at present.  But, as we noted on the 
panel, industry practice and regulations will increasingly promote 
emissions data disclosures across the economy, and so reporting 
is expected to improve.

3.	Disclosures 
Net zero commitments are often publicly disclosable in legal 
policy statements or annual reports.  It is therefore sensible for 
schemes to work on the basis that they will be strongly publicly 
accountable for what they say about net zero.  It can help to be 
both clear and realistic about what a scheme intends to do, by 
when, and what level of commitment is being given.

4.	Developments 
Science and economics are still developing, and we are all 
learning in real time.  The shifting sands of the current UK 
Government's net zero policies might be a new cause of concern 
for some but, I would suggest, seem unlikely to change the 
fundamental direction of travel in the global investment markets 
that pension schemes operate in.  But it does make good sense 
for schemes to keep net zero policies under regular review, and to 
be clear about this with their stakeholders.  That way, there should 
be nothing inherently wrong or reputationally damaging about 
evolving a scheme's net zero approach where new information 
comes to light.

For pension schemes, net zero typically means an investment strategy which targets nil net 
greenhouse gas (GHG) emissions from the portfolio by a certain point in time (often 2050).   
A net zero scheme can still hold GHG-emitting assets, but these need to be balanced with other 
assets that offset the emissions, for example through carbon capture. 
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