Open letter on sustainable finance to the






members of the ECON Committee of the European Parliament,
members of the European Commission,
Permanent Representation of the Federal Republic of Germany to the EU,
German Federal Ministries of Finance, Economic Affairs and the Environment,
and all individuals interested in this topic.

Dear Sir/Madam,
By signing the Paris climate agreement and the United Nations Sustainable Development Goals
(SDGs), the international community has made important and urgently needed decisions for
more sustainable environmental, social and economic development. Since the signing of the
agreements, these issues have been placed at the very top of the agenda for political and public
debate. It is high time for action to be taken so that the steps required to achieve the objectives
set out in these agreements can actually be implemented. The financial industry has a key role
to play in this process, because, by deliberately steering the flow of capital, banks and investors
can exert enormous influence over the sustainable transformation of the economy as a whole
and a large number of social parameters.
At the moment, the European Commission and the European Parliament are rightly working on
various legislative initiatives containing specific proposals that map out how the financial sector
can make its necessary and key contribution and also contribute to stability at the same time.
We, the signatories to this letter, welcome the current momentum behind addressing the issue
of sustainable finance. We believe that the current initiatives already take a large number of the
right and important aspects into account, with decisive steps set to be taken in this regard over
the coming weeks. As a result, we would like to encourage you, as the policy makers at European and German level, to continue on the path that has been mapped out and not to dilute the
impact of the far-reaching measures that are already envisaged. We still believe, however, that
there is an additional and urgent need for action concerning a number of aspects which, in our
view, have not yet been given (sufficient) consideration. We believe the following aspects to be
of particular importance and would therefore call on you to take them into account in the implementation process that lies ahead.
1. EU classification system for defining sustainable finance (not only green finance)
The European Commission’s approach of developing an EU classification system for sustainability on the financial market and within the financial industry is a very important, fundamental
element in order to put sustainability at the very core of the European financial system. As a
result, we explicitly welcome the plan announced in the recently unveiled “Action Plan: Financing Sustainable Growth” to introduce this sort of classification system as soon as possible, and
consider the following aspects to be particularly important.
a) Clear guidance as opposed to a positive list approach
The challenges facing a sustainable financial system lie in channelling funds into areas that will
contribute to sustainable development in the long run. This is why a classification system must,

first and foremost, have a fundamental structure that sets out the corresponding pathways to
transformation for sectors and technologies on a transparent and comprehensible scientific
basis. Merely adopting a positive list of assets that are potentially eligible for investment is not
sufficient. Rather, the classification system must also allow for the identification of investment
opportunities that should no longer be exploited if pressing ecological and social challenges are
to be mastered. This would give market players a stable and robust framework that they could
also use to react in an adequate manner to future regulatory, political and technological developments as soon as technological issues have been resolved or a new level of knowledge has
been attained in particular fields.
b) Institutional safeguarding of momentum
This sort of framework has to be developed further over time. The European Commission
should create the necessary institutionalised framework in this regard so that this further development can be ensured in an independent, scientifically based and technically competent manner. Given the complexity of the issue and the need for impartiality and a goal-oriented approach, it is crucial that the process involved in maintaining and enhancing the classification
system is flanked by a robust institutionalised structure. We believe that an independent institution must be developed and established for this purpose.
c) Clear processes regarding objectives
In concrete terms, the processes announced by the Commission initially relate to climate
change. We, on the other hand, believe that a comprehensive understanding of sustainability is
crucial from day one, and that the impact of financial activities on ecological and social matters
also has to be taken into account. The Sustainable Development Goals of the United Nations
could serve as a guide in this regard. An isolated focus on climate-related aspects would leave
further-reaching ecological and social challenges – which are certainly linked to climate change
– out of scope. Although the planned step-by-step approach – climate change first, then other
aspects of sustainability – allows at least the first few steps to be implemented more quickly, it
runs the risk of creating a scenario in which equally important sustainability objectives are neglected and played off against each other later on. In this respect, the European Commission is
responsible for organising a credible process that strikes a balance between workability and
integrity.
d) Development based on the latest scientific research
The approaches considered by the Commission to date are mainly based on the recommendations made by its High-Level Expert Group (HLEG). Scientific expertise on sustainability played
less of a role in this process. As a result, individuals from academia, civil society and industry
with proven expertise in the field of sustainability should be closely involved in particular in the
work streams involving actual definition and methodological discussions to ensue in the context
of the classification system.
2. Fiduciary obligations and the use of voting rights
It is essential for the High-Level Expert Group’s calls for sustainability criteria to be incorporated
into investors’ investment processes as a mandatory requirement to receive further support; this
has already been included as a measure in the European Commission’s Action Plan. In order to
ensure that third-party funds are handled in a responsible manner, it is absolutely key for ESG
aspects to be incorporated into the investment decision-making process and for investors to be
provided with transparent information on these aspects, because all investments have social

implications as well as financial ones. At present, this is not given sufficient and clear consideration in the relevant provisions such as MiFID II, Solvency II, UCITS or IORPII. Expanding fiduciary obligations can make a key contribution to making sustainability more of a focal issue for
investors, as well as boosting demand.
In addition, ideas should be developed as to how more can be done to motivate investors to
actively exercise their voting rights in a sustainability-oriented manner in order to exert influence
over companies regarding ESG-related issues, associated areas of action and risk factors, and
to report on such matters. The risk component associated with disregarding sustainability factors is increasingly becoming easier to assess in quantitative terms, establishing it as a key
factor in the conventional understanding of investment as well.
3. Transparency and further development of financial market regulation
The European Parliament is set to discuss amendments to the banking regulation system on as
early as 17 May. Members of the EU Parliament have put forward proposals in this regard, the
content of which has also been addressed by the High-Level Expert Group.
The disclosure of ESG risks and, as a result, the creation of transparency are a must. The
recommendations made by the Task Force on Climate-related Financial Disclosures (TCFD)
should be implemented at EU level as a first step. Further steps moving towards the comprehensive and standardised disclosure of ESG risks at financial institutions should follow. The
Non-Financial Reporting Directive should be brought into line with the TCFD guidance and a
distinction made in this regard between financial and non-financial institutions. In general, we
want to see banks, insurance companies and pension funds make their investments much more
transparent, as mutual funds already do. This is the only way to ensure control over the multifaceted ESG issues.
What we need is not only standardised reporting on ESG risks, but also a framework that ensures that these risks are taken into account with regard to capital requirements. The “Green
Supporting Factor”, which is modelled on the SME factor, is being discussed within this context.
This, however, is a purely political measure that doesn’t rely on financial system levers. It is not
clear why “green” financing/investments should be associated with a lower risk as a general
rule. The alternative concept of a “brown add-on” has been raised as part of the debate. This
concept is a step in the right direction because it involves risks – in particular climate-related
risks – factored in when calculating own funds.
The assessment of ESG risks should be introduced as a component of the dialogue process
between supervisory authorities and banks (as part of the Supervisory Review and Evaluation
Process/Pillar 2). What is more, and in line with calls made by MEPs, ESG risks should be
made an integral component of the ICAAP calculation. This could be achieved by developing
scenarios, as already suggested by the Dutch National Bank (DNB).
4. Inclusion of sustainability in the mandate of the European Supervisory Authorities
Back in its interim report, the HLEG had already suggested explicitly expanding the mandates of
the European Supervisory Authorities (ESAs) for the financial system (e.g. ESMA, EBA, EIOPA
and others) to include aspects to safeguard a sustainable financial system. We would like to
encourage the Commission to continue to pursue the full incorporation of sustainability aspects
into the supervisory mandates of the European authorities, as set out in its proposal of September 2017. We believe that the instructions issued to ESMA (European Securities and Markets

Authority) to assess the extent to which such aspects are currently taken into account in the
credit rating business are the right move; ESMA should implement a systematic requirement for
rating agencies to publish ESG assessments and information as part of the rating process and
in the context of the subsequent rating. We support the approach whereby ESMA will incorporate sustainability preferences into the suitability assessment and refer to the required development with regard to the classification system.
The ESAs are also rightly being asked to identify systematic short-term thinking in their supervisory areas and must be committed to eradicating such thinking systematically and structurally.
We would once again like to explicitly express our support for giving the other supervisory authorities such as EIOPA (European Insurance and Occupational Pensions Authority) and EBA
(European Banking Authority) extensive opportunities to contribute to a sustainable financial
system as well, not least in the areas of risk management and mitigation.

Yours faithfully,

The initiators:

The signatories:

The signatories from science and research:
 Prof. Dr. Alexander Bassen - Lehrstuhl für Betriebswirtschaft, insb. Kapitalmärkte und Unternehmensführung, Universität Hamburg
 Prof. Dr. Timo Busch - Fakultät Wirtschafts- und Sozialwissenschaften, Universität Hamburg
 Dr. Daniel Dahm - Vice Director, European Center for Sustainability Research ECS, Zeppelin University
 Prof. Dr. Gregor Dorfleitner - Lehrstuhl für Finanzierung und Center of Finance, Universität Regensburg
 Prof. Dr. Rüdiger Hahn - Fachgebiet BWL, insb. Nachhaltigkeitsmanagement, Universität Hohenheim
 Prof. Dr. Doris Neuberger - Lehrstuhl Geld und Kredit, Universität Rostock
 Prof. Dr. Dorothea Schäfer, Forschungsdirektorin Finanzmärkte Deutsches Institut für Wirtschaftsforschung DIW, Jönköping International Business School/Department of Economics, Jönköping University,
Schweden
 Prof. Dr. Dr. h.c. Stefan Schaltegger - Centre for Sustainability Management, Leuphana Universität
Lüneburg
 Prof. Dr. Dirk Schiereck - Corporate Finance, TU Darmstadt
 Prof. Dr. Marco Wilkens - Lehrstuhl für Finanz- und Bankwirtschaft, Universität Augsburg
 Priv.-Doz. Maximilian Wimmer - Lehrstuhl Finanzwirtschaft und Finanzmarktinstitutionen, Universität
Mannheim

