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January 2020         Regulatory update  

Consideration of sustainability risks:  
ESG | Mandatory or optional? 
"Net zero economy" is the highly ambitious economic strategy of the European Union with the aim of 

reducing greenhouse gas emissions to "net zero" by 2050. 

 

Revolution of the financial industry 

 

According to the new EU Commission head Ursula von der 

Leyen, the European Union is to become the driving force in 

climate policy. The goal should be to make the EU climate-

neutral by 2050. According to the EU Commission, this re-

quires not only annual investments of at least EUR 180 bil-

lion, but also a range of instruments for reallocating capital. 

The function of the financial industry is exciting: Banks, asset 

managers and institutional investors will play a decisive role in 

the realignment of capital flows in favour of sustainable in-

vestments. We have summarized for you what foreseeable 

effects the regulatory agenda will have on you and what 

measures already affect you today. 

 

One thing is clear, the topic of "sustainability" is currently re-

ceiving more and more attention, both socially and politi-

cally. The topic is also currently being intensively discussed 

on the capital markets. Investing in ecological, social and 

corporate governance aspects is becoming massively more 

important. The magic formula here is ESG (Environmental, 

Social & Governance). This rapid development now re-

ceives prominent support from Brussels. With the help of a 

holistic strategy for financing sustainable growth, the EU 

Commission wants to anchor sustainability as a permanent 

and integral component of the European financial market. 

 

Based on the Paris Climate Convention 2015, in which the 

EU and governments worldwide committed themselves to the 

goal of a more sustainable economy and society, the course 

has been set for limiting global warming to significantly less 

than 2 degrees by 2030 compared to pre-industrial levels. To 

promote a green and sustainable economy that tackles cli-

mate change and resource scarcity, Brussels officials, MEPs 

and member states are currently rolling out plans for a gold 

standard for green investment, with the aim of diverting pri-

vate capital. This will help finance the transition to a more 

sustainable world. The project, which is highly complex in reg-

ulatory terms, has an unassuming name ‒ EU Action Plan to 

finance sustainable growth ‒ but the implications are revo-

lutionary. The EU wants to be the first supranational regula-

tory authority to establish rules that oblige banks and institu-

tional investors, such as insurance companies and pen-

sion funds, in particular, to take sustainability into account in 

their investment decisions. This is intended to make the capi-

tal market greener and support the Paris climate targets. 

 

EU financial market strategy for the long-term re-

duction of greenhouse gas emissions 

 

To achieve the ambitious goals, the EU Commission is 

building its strategy on three pillars.* 

 

1. Redirecting captial flows towards sustainable invest-

ment in order to achieve sustainable growth 

 

2. Management of financial risks arising from climate 

change, resource depletion, environmental degradation 

and social problems 

 

3. Promoting transparency and a long-term perspective 

in financial and economic life 
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EU action plan 

 

The EU action plan is a broadly based instrument package 

which is to be incorporated step by step into European legis-

lation. With its help, the financial industry should make a ho-

listic contribution to achieving the Paris climate targets. The 

following areas are to be covered: 

 

1. Taxonomy 

Creation of an EU classification system for sustainable 

activities 

 

2. Standards 

Introduction of standards and labels for "green" financial 

products 

 

3. Sustainable projects 

Promotion of investments in sustainable projects 

 

4. Investment advisory 

Integration of sustainability into investment advisory 

 

5. Benchmarks 

Development of sustainable benchmarks 

 

6. Sustainability ratings 

Integration of sustainability aspects in ratings and re-

search 

 

7. Obligations for asset managers and institutional in-

vestors 

Consideration of sustainability parameters in the invest-

ment decision process 

 

8. Regulatory requirements 

Integration of sustainability into regulatory obligations 

 

9. Disclosure and accounting 

Strengthening of disclosure requirements 

 

10. Corporate governance 

Promotion of sustainability in corporate policy 

 

Obligations for asset managers and institutional 

investors 

 

Some of the future regulatory requirements resulting from 

the EU action plan are already very concrete today. In par-

ticular, the obligations for asset managers and institutional 

investors are already existent in the form of legislative pro-

posals. Some of them will become binding as early as 

10.03.2021; such as the recently published regulation in 

Brussels on the disclosure of information on sustainable 

investments and sustainability risks. 

 

Investment products, such as investment funds, life insur-

ance, portfolio management services or pension products, 

are usually designed with the intention of pooling investors' 

capital and investing it collectively through a portfolio of fi-

nancial instruments. Existing guidelines already oblige insti-

tutional investors and asset managers to act in the best in-

terests of their customers. However, the consideration of 

sustainability principles has not yet been consistently taken 

into account on the market. To this end, the European legis-

lator has launched the regulation on the disclosure of infor-

mation on sustainable investments and sustainability risks 

(Disclosure Regulation). 

 

The purpose of the socalled "Disclosure Regulation" is to 

make it mandatory for certain financial market participants, 

such as insurers, asset managers, banks, investment 

firms and institutions for occupational retirement provi-

sion, including pension funds, to integrate certain transpar-

ency regulations regarding the consideration of sustainabil-

ity risks into their investment decision process. In the future, 

all financial market players with more than 500 employees 

will therefore have to disclose how they take sustainability 

opportunities and risks into account during their investment 

decisions. 

 

What effects do the planned provisions of the 

Disclosure Regulation have on financial market 

participants? 

 

_ Consideration of sustainability risks 

In the future, the financial market participants concerned 

will be obliged to publish whether or what strategy they 

pursue with regard to the consideration of sustainability 

risks in investment decision processes. 

 

_ Publication on the website 

Furthermore, financial market participants will be obliged 

to publish this information on their own website and to 

keep it up to date.  

 

_ Expansion of pre-contractual information 

Financial market participants must explain in their pre-

contractual information how sustainability risks are taken 

into account. (e.g. advertising adjustments in the sales 

prospectus). 

 

_ Effects on returns  

In particular, financial market participants will have to indi-

cate which procedures and conditions are applied with re-

gard to the extent to which sustainability risks affect the 

return on investment decisions. 
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_ Remuneration policy 

In the future, financial market participants will have to indi-

cate in their remuneration policy to what extent it is con-

sistent with sustainability risks. 

 

In precise words, each of the above-mentioned financial 

market players with more than 500 employees will have to 

ask themselves whether the money they invest or manage 

can have negative environmental or social effects. This 

means that by March 2021 at the latest, the issue of sustain-

ability will be introduced throughout the European financial 

market. 

 

How are sustainability risks to be defined? 

 

The technical regulatory standards and methods for the con-

crete implementation of the disclosure regulation will be de-

veloped and presented by the European supervisory author-

ities in the coming months. The German Federal Financial 

Supervisory Authority (BaFin) provides an initial non-binding 

orientation on what concrete standards could look like. To 

this end, it published a first leaflet on dealing with sustaina-

bility risks in December 2019. 

 

 

Source: BaFin – Merkblatt zum Umgang mit Nachhaltigkeitsrisiken  

 

Sustainability risks in the area of climate and the environ-

ment are divided into physical risks and transition risks. 

The consideration of sustainability risks is not only about en-

vironmental protection, but also about the consideration of 

material financial and strategic impacts on companies. The 

following examples impressively illustrate that it makes 

sense to include sustainability risks in investment decisions. 

 

Physical risks can arise both from the inclusion of extreme 

weather events (e.g. heat and drought, flooding, forest fires, 

etc.) and from long-term changes in climatic conditions (e.g. 

frequency and intensity of precipitation, sea-level rise, etc.). 

 

Examples: 

 

_ Low water level  

in the Rhine restricts ship deliveries of petroleum prod-

ucts. This leads to higher freight costs for the Nether-

lands, Switzerland and Germany. (Nov. 2018).  

 

_ Heavy storms 

in Japan and North America burden a large American in-

surance company with a net loss of USD  

 

Transition risks can arise in particular from the transition to 

a low-carbon economy. Political decisions can lead to a fu-

ture shortage or increase in the price of fossil fuels (e.g. coal 

exit, exit from nuclear energy, CO2 taxation, etc.). Further-

more, old technologies can be replaced or superseded by 

new innovations (e.g. electric mobility, etc.) 

 

Dealing with sustainability risks 

 

The central point of the Bafin leaflet is the consideration of 

sustainability risks in the risk management of supervised com-

panies. BaFin expects sustainability risks to be identified, doc-

umented and appropriately taken into account in the invest-

ment and risk strategy. Sustainability risks are not defined by 

BaFin as a new or separate type of risk. Instead, the leaflet 

stresses that sustainability risks can have a significant impact 

on known risk types. These risk types include credit risk, mar-

ket price risk, liquidity risk, operational risk, underwriting risk, 

strategic risk and reputational risk. The general purpose of the 

information sheet is to provide credit institutions, insurance 

companies and capital management companies with guid-

ance on how to consider and translate sustainability risks into 

known risk types. The expectations of BaFin are clear: ana-

lyse the sustainability risks of the portfolios, manage and limit 

their impact on existing investments. 

 

Why is it important to consider sustainability 

risks? 

 

The consideration of sustainability risks is demanded both 

politically and socially. At the same time, there is a growing 

awareness among companies and investors that sustaina-

bility risks can have a direct and non-negligible impact on 

companies' earnings. 

As a consequence, investors are increasingly paying atten-

tion to how companies can reduce risks and opportunities 

through sustainability and integrate their own corporate 

strategy. The future changes in profits and costs due to sus-

tainability risks are increasingly taken into account in valua-

tion models for companies and thus ultimately have a direct 

influence on the purchasing decisions of institutional inves-

tors.  

Investors who fail to analyse companies for sustainability 

risks run the danger that these risks may be unintentionally 

and unconsciously included in the investment. If these risks 

materialize, the investor suffers the financial losses associ-

ated with them.  

 

  

"Sustainability risks within the meaning of the Code of Conduct 

are events or conditions in the environmental, social or corpo-

rate management fields, the occurrence of which can have ac-

tual or potential negative effects on the assets, financial position, 

earnings and reputation of a company.” 

https://www.bafin.de/SharedDocs/Veroeffentlichungen/DE/Konsultation/2019/kon_16_19_Merkblatt_Nachhaltigkeit.html
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As with all risks that affect the future financial characteristics 

of companies, early identification of sustainability risks helps 

to avoid long-term losses arising from them. 

 

Need for investors to act 

 

In order to address sustainability risks efficiently, it is essen-

tial for investors to first define a long-term sustainability 

strategy for their own assets. This means developing a strat-

egy to protect their assets from risks by integrating sustaina-

bility factors. 

The definition of a sustainability strategy thus goes hand in 

hand with the identification of the sustainability risks relevant 

to the investment strategy. As described in the section 

above, such risks include not only physical climate risks, but 

also all risks arising from a lack of environmental protection, 

social aspects or poor corporate governance, as well as se-

rious financial and strategic implications for companies. The 

extent of potential losses that arise when sustainability risks 

materialise can be assessed by means of scenario analyses 

and stress tests. The analysis of sustainability risks and the 

resulting loss potential must inevitably become an elemen-

tary part of any stringent risk management. By assessing 

companies on the basis of pre-defined sustainability criteria, 

companies or sectors with relatively pronounced sustainabil-

ity risks can be identified and separated from companies 

with relatively low sustainability risks. 

Summary and outlook 

 

Due to the pressure of disclosure requirements, institutional 

investors will have to meet a significant degree of transpar-

ency. This transparency will make it more obvious which in-

vestors take a consistent sustainability strategy into account 

in their investment process and which ones pursue it less 

consistently. DWS already supports its clients in developing 

and implementing a sustainable investment strategy across 

all steps of the investment process. We are able to measure 

sustainability risks with the DWS ESG Engine and analyse 

the impact on all key financial market figures of our client 

portfolios (benchmarks and multi-asset portfolios). In our in-

house investment processes, especially in risk manage-

ment, we take climatic risks and ESG risk ratings in every 

investment decision into account.  

 

We assume that the implementation of the EU action plan 

will continue to be driven forward politically in the upcoming 

years and that further regulatory requirements will follow. 

With regard to the issue of sustainability and regulatory de-

velopments, we would like to continue to help our investors 

and advisors as sparring partners to understand and take 

advantage of the challenges and, above all, the opportuni-

ties of the rapidly changing ESG landscape. 
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Important notes 
This marketing communication is intended for professional clients only. 

 

DWS is the brand name under which DWS Group GmbH & Co. KGaA and its subsidiaries conduct their business. The respective responsible legal entities 

offering DWS products or services to customers are named in the relevant contracts, sales documents or other product information. 

 

The information contained in this document does not constitute investment advice. 

 

All opinions expressed reflect the current assessment of DWS International GmbH, which may change without prior notice. 

 

The information contained in this document does not meet all legal requirements for guaranteeing the impartiality of investment recommendations and invest-

ment strategy recommendations and is not subject to any prohibition of trading prior to the publication of such recommendations. Reproduction, publication and 

distribution of the content in any form is not permitted. 

 

The document and the information contained therein may only be distributed or published in those countries in which this is permitted under the applicable legal 

provisions. The direct or indirect distribution of this document in the USA and its transmission to or for the account of US persons or to person’s resident in the 

USA is prohibited. 

 

DWS International GmbH 2020. Stand: January 2020 

 

(CRC 072942, 01/2020) 

 

 

 

Important information ‒ UK 
Issued in the UK by DWS Investments UK Limited. DWS Investments UK Limited is authorised and regulated by the Financial Conduct Authority (Registration 

number 429806). 

 

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS brand are specified in the 

respective contracts, sales materials and other product information documents. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and its 

officers and employees (collectively “DWS”) are communicating this document in good faith and on the following basis. 

 

This document is a financial promotion and is for general information purposes only and consequently may not be complete or accurate for your specific pur-

poses. It is not intended to be an offer or solicitation, advice or recommendation, or the basis for any contract to purchase or sell any security, or other instru-

ment, or for DWS to enter into or arrange any type of transaction as a consequence of any information contained herein. It has been prepared without consider-

ation of the investment needs, objectives or financial circumstances of any investor. 

 

This document does not identify all the risks (direct and indirect) or other considerations which might be material to you when entering into a transaction. Before 

making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the investments and strategies 

described or provided by DWS, are suitability and appropriate, in light of their particular investment needs, objectives and financial circumstances. We assume 

no responsibility to advise the recipients of this document with regard to changes in our views. 

 

We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy, completeness or 

fairness of such information and it should not be relied on as such. DWS has no obligation to update, modify or amend this document or to otherwise notify the 

recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccu-

rate. 

 

DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding the tax conse-

quences on the purchase, ownership, disposal, redemption or transfer of the investments and strategies suggested by DWS. The relevant tax laws or regula-

tions of the tax authorities may change at any time. DWS is not responsible for and has no obligation with respect to any tax implications on the investment 

suggested. 

 

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, 

models and hypothetical performance analysis. The forward looking statements expressed constitute the author‘s judgment as of the date of this document. 

Forward looking statements involve significant elements of subjective judgments and analyses and changes thereto and/ or consideration of different or addi-

tional factors could have a material impact on the results indicated. Therefore, actual results may vary, perhaps materially, from the results contained herein. No 

representation or warranty is made by DWS as to the reasonableness or completeness of such forward looking statements or to any other financial information 

contained in this document. 

 

PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS. 

© DWS 2020 
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Important information ‒ APAC 
DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS brand are specified in the 

respective contracts, sales materials and other product information documents. DWS Group GmbH & Co. KGaA, its affiliated companies and its officers and 

employees (collectively “DWS Group”) are communicating this document in good faith and on the following basis.  

 

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. Before making an in-

vestment decision, investors need to consider, with or without the assistance of an investment adviser, whether the investments and strategies described or 

provided by DWS Group, are appropriate, in light of their particular investment needs, objectives and financial circumstances. Furthermore, this document is for 

information/discussion purposes only and does not constitute an offer, recommendation or solicitation to conclude a transaction and should not be treated as 

giving investment advice. 

 

DWS Group does not give tax or legal advice. Investors should seek advice from their own tax experts and lawyers, in considering investments and strategies 

suggested by DWS Group. Investments with DWS Group are not guaranteed, unless specified. 

 

Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of income and principal in-

vested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any point in time. Furthermore, substantial 

fluctuations of the value of the investment are possible even over short periods of time. The terms of any investment will be exclusively subject to the detailed 

provisions, including risk considerations, contained in the offering documents. When making an investment decision, you should rely on the final documentation 

relating to the transaction and not the summary contained herein. Past performance is no guarantee of current or future performance. Nothing contained herein 

shall constitute any representation or warranty as to future performance. 

 

Although the information herein has been obtained from sources believed to be reliable, DWS Group does not guarantee its accuracy, completeness or fairness. 

No liability for any error or omission is accepted by DWS Group. Opinions and estimates may be changed without notice and involve a number of assumptions 

which may not prove valid. All third party data (such as MSCI, S&P, Dow Jones, FTSE, Bank of America Merrill Lynch, Factset & Bloomberg) are copyrighted by 

and proprietary to the provider. DWS Group or persons associated with it may (i) maintain a long or short position in securities referred to herein, or in related 

futures or options, and (ii) purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compen-

sation. 

 

The document was not produced, reviewed or edited by any research department within DWS Group and is not investment research. Therefore, laws and regu-

lations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions expressed by other DWS Group depart-

ments including research departments. This document may contain forward looking statements. Forward looking statements include, but are not limited to as-

sumptions, estimates, projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author’s 

judgment as of the date of this material. Forward looking statements involve significant elements of subjective judgments and analyses and changes thereto 

and/or consideration of different or additional factors could have a material impact on the results indicated. Therefore, actual results may vary, perhaps materi-

ally, from the results contained herein. No representation or warranty is made by DWS Group as to the reasonableness or completeness of such forward looking 

statements or to any other financial information contained herein. 

 

This document may not be reproduced or circulated without DWS Group’s written authority. The manner of circulation and distribution of this document may be 

restricted by law or regulation in certain countries, including the United States. 

 

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, 

country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be contrary to law or regulation or which 

would subject DWS Group to any registration or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose 

possession this document may come are required to inform themselves of, and to observe, such restrictions. 

 

Unless notified to the contrary in a particular case, investment instruments are not insured by the Federal Deposit Insurance Corporation (”FDIC“) or any other 

governmental entity, and are not guaranteed by or obligations of DWS Group. 

 

 

In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640) and the content of this document has not 

been reviewed by the Australian Securities Investment Commission. 

© 2020 DWS Investments Australia Limited 

 

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not been reviewed by the Securities and 

Futures Commission. 

© 2020 DWS Investments Hong Kong Limited 

 

 

For marketing materials that distribute in Singapore as well, please add the following: 

In Singapore, this document is issued by DWS Investments Singapore Limited and the content of this document has not been reviewed by the Monetary Author-

ity of Singapore. 

© 2020 DWS Investments Singapore Limited  


