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Preamble:

Is ESG a “scam”, occasionally?

Are current real world outcomes sustainable?  
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Sell-Side ESG: Tesla out? Exxon top???
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Dilbert’s View on ESG …
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Real Impact Outcome: Male Execs 99% vs. Female Execs 1%
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UN: Cut emissions by > 7%, every year!
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ESG Ratings vs. Real Impact Outcomes (RIOs)

ESG Ratings:

- Mostly developed in 2000s

- Based predominantly on Inputs (e.g. Policies, Objectives) given data 
and technology availability at the time

- Weighting various KPIs into one overall rating that does not uniquely 
identify one outcome (i.e. “Gaming ESG ratings is easy”)
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ESG Ratings vs. Real Impact Outcomes (RIOs)

ESG Ratings:

- Mostly developed in 2000s

- Based predominantly on Inputs (e.g. Policies, Objectives) given data 
and technology availability at the time

- Weighting various KPIs into one overall rating that does not uniquely 
identify one outcome (i.e. “Gaming ESG ratings is easy”)

Real Impact Outcomes (RIOs):

• Emerged strongly around 2020 with, in particular, the ~7% number

• Purely Measures Outcomes in commonly known units (e.g. CO2e 
emissions, Women among Top Execs)

• Avoid Artificial Ratings Scale (ARS)
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SFDR simplified by EU FISMA “SFDR” (i.e. C4) Unit Head

“#Article9 claims to be walking the walk,
“#Article8 claims to be talking the walk,
“#Article6 you have to do it whether or not you are talking or 
“walking”
Alain Deckers (Head of Asset Management Unit, EU FISMA) on LinkedIn (May 13th ‘22) in response to my simplification below

• #SFDR simplified:
• #Article9 is walking the talk,
• #Article8 is talking the talk,
• #Article6 ain't talking.

Andreas Hoepner on LinkedIn on May 13th 2022
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SFDR simplified by EU FISMA “SFDR” (i.e. C4) Unit Head

“#Article9 claims to be walking the walk,
“#Article8 claims to be talking the walk, [Marketing Restrictions!]
“#Article6 you have to do it whether or not you are talking or 
“walking”

Alain Deckers (Head of Asset Management Unit, EU FISMA) on LinkedIn (May 13th ‘22) in response to my simplification below

• #SFDR simplified:
• #Article9 is walking the talk,
• #Article8 is talking the talk,
• #Article6 ain't talking.

Andreas Hoepner on LinkedIn on May 13th 2022



Hoepner (2023) Climate Change and the EU Regulatory Response. Ispra, July 14th 2023

SFDR Article 9
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SFDR Article 9 (3)
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SFDR Article 9 (1)(a)
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SFDR Article 2 (17)
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SFDR Article 2 (17)
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SFDR 2(17) simplified:

(a) You can include any investment with at least one underlying activity 
contributing [somewhat or substantial] to one of the sustainability objectives 
chosen for your fund
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SFDR 2(17) simplified:

(a) You can include any investment with at least one underlying activity 
contributing [somewhat or substantial] to one of the sustainability objectives 
chosen for your fund

(b) Provided that, you exclude (i) any investment with at least one underlying 
activity doing significant harm on any social or environmental PAI and (ii) any 
corporation with less than good management structures, employee relations, 
employee renumeration and tax structures
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SFDR 2(17) simplified:

(a) You can include any investment with at least one underlying activity 
contributing [somewhat or substantial] to one of the sustainability objectives 
chosen for your fund

(b) Provided that, you exclude (i) any investment with at least one underlying 
activity doing significant harm on any social or environmental PAI and (ii) any 
corporation with less than good management structures, employee relations, 
employee renumeration and tax structures

Key to understanding 2(17) is to recognise that (a) and (b)(i) represent an 
assessment of activities NOT the corporation itself, which is only assessed in 
(b)(ii). In other words, two corporations with an identical portfolio of activities 
but very different public reputation should be classified equivalently under (a) 
and (b)(i), which is crucial to insulate 2(17) from PR based Greenwashing.
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Where is Greenwashing Risk located?
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SFDR 9(3): Paris-Aligned Benchmarks 
A trajectory to Net Zero by 2050
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Absolutely Sustainable Investing =

Reduce GHG emissions vs. Market Benchmark in a given year 
(Relatively more sustainable investing as practiced in 2019)

+

Reduce GHG emissions year on year by at least 7% p.a..

+

Reach Net Zero GHG emissions by 2050.

+

Integrate Scope 3 GHG emissions.

+

Use the Precautionary Principle in GHG data estimations.
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Precautionary Principle based Estimation
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Climate Transition (i.e. Paris-Aligned) Investing: absolutely sustainable.

“Thank you for your attention. 
I would love to learn from your questions and comments.”

Andreas G. F. Hoepner
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April 2023, Key Insights

1) #InvestorEngagement matters to SFDR, a lot actually! Investors are required to not only describr #AdverseImpacts but also disclose "the procedures put in place to mitigate those impacts." Since this refers to 
securities already selected, engagement across all (!) asset classes will be key for convincing SFDR disclosures and even other adverse impact risk mitigation practices maybe developed. (see Q6 of 8)

2) #ParisAlignedBenchmarks pass the #Contribution2Objective test of Article 2(17), period.
"financial market participants do not
have to provide a detailed explanation of how the continued effort of
attaining the objective of reducing carbon emissions is ensured in view of
achieving the long‐term global warming objectives of the Paris Agreement,
as these products are deemed to have sustainable investments as defined
in Article 2, point (17) SFDR as their objective." (Q5 of 8)

This is not a complete #SafeHarbour for #PABs as they still need to pass #GoodGovernance and applicable #PAI thresholds (i.e. no investments in tax havens) but it very much reinforces #PABs as the blueprint for 
the #WalkingTheWalk ambition of Article 9 funds.

3) In a second or three nods to #PABs as blueprint, Article8 funds are explicitly warned to be very careful in their marketing and avoid any implication that their objective is to align with the #ParisAgreement.

"Article 13 SFDR requires that marketing communications do not contradict the
content of disclosures made pursuant to the SFDR: this implies that marketing documents should not lead investors into believing that the product pursues sustainable investment, where the promotion of carbon 
emissions reductions is only a mere characteristic of the product’s investment strategy" (Q4 of 6)

4) In the third nod to the #PABblueprint, it is clarified that Article 9(3) and hence #ParisAlignedBenchmarks apply to both, passive and active products.
"The first subparagraph of Article 9, paragraph (3), is neutral in terms of
product design. Financial products that have an objective of reduction in
carbon emissions can therefore fall within the scope of Article 9(3) SFDR
whether they use a passive or active investment strategy." (Q3 of 8)

5) Question 2 of 8 highlights that commonly used Fund Marketing plays or reliance on corporate lipservice are in themselves not sufficient for Article 2(17), thereby nicely reassuring that #SFDR is truly based on 
scientific evidence rather than nonevidence promises. On climate, for instance, the emission reduction track record matters, not the promised transition plan.
"referring to a transition plan aiming to
achieve that the whole investment does not significantly harm any
environmental and social objectives in the future could for instance not be
considered as sufficient."

https://www.linkedin.com/feed/hashtag/?keywords=investorengagement&highlightedUpdateUrns=urn%3Ali%3Aactivity%3A7052887273754783744
https://www.linkedin.com/feed/hashtag/?keywords=adverseimpacts&highlightedUpdateUrns=urn%3Ali%3Aactivity%3A7052887273754783744
https://www.linkedin.com/feed/hashtag/?keywords=parisalignedbenchmarks&highlightedUpdateUrns=urn%3Ali%3Aactivity%3A7052887273754783744
https://www.linkedin.com/feed/hashtag/?keywords=contribution2objective&highlightedUpdateUrns=urn%3Ali%3Aactivity%3A7052887273754783744
https://www.linkedin.com/feed/hashtag/?keywords=safeharbour&highlightedUpdateUrns=urn%3Ali%3Aactivity%3A7052887273754783744
https://www.linkedin.com/feed/hashtag/?keywords=pabs&highlightedUpdateUrns=urn%3Ali%3Aactivity%3A7052887273754783744
https://www.linkedin.com/feed/hashtag/?keywords=goodgovernance&highlightedUpdateUrns=urn%3Ali%3Aactivity%3A7052887273754783744
https://www.linkedin.com/feed/hashtag/?keywords=pai&highlightedUpdateUrns=urn%3Ali%3Aactivity%3A7052887273754783744
https://www.linkedin.com/feed/hashtag/?keywords=pabs&highlightedUpdateUrns=urn%3Ali%3Aactivity%3A7052887273754783744
https://www.linkedin.com/feed/hashtag/?keywords=walkingthewalk&highlightedUpdateUrns=urn%3Ali%3Aactivity%3A7052887273754783744
https://www.linkedin.com/feed/hashtag/?keywords=pabs&highlightedUpdateUrns=urn%3Ali%3Aactivity%3A7052887273754783744
https://www.linkedin.com/feed/hashtag/?keywords=parisagreement&highlightedUpdateUrns=urn%3Ali%3Aactivity%3A7052887273754783744
https://www.linkedin.com/feed/hashtag/?keywords=pabblueprint&highlightedUpdateUrns=urn%3Ali%3Aactivity%3A7052887273754783744
https://www.linkedin.com/feed/hashtag/?keywords=parisalignedbenchmarks&highlightedUpdateUrns=urn%3Ali%3Aactivity%3A7052887273754783744
https://www.linkedin.com/feed/hashtag/?keywords=sfdr&highlightedUpdateUrns=urn%3Ali%3Aactivity%3A7052887273754783744
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