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Dear Sir or Madam,

We are very pleased to respond to HM Treasury's ‘Financial Services Future Regulatory Framework
Review: Proposals for Reform.” UKSIF and our members see this Review playing a hugely important
role in ensuring we can continue to have a world-leading regulatory framework in place to promote
the success of the UK's thriving sustainable finance sector.

UKSIF is the membership organisation for the UK's sustainable finance community, representing
more than 270 members with over £10 trillion of assets under management (AUM), including
investment managers, pension funds, banks, financial advisers, data providers, NGOs, among
others, committed to actively promoting a more sustainable and inclusive financial system that
works for the benefit of society and the environment.

We are very proud of the progress the UK has achieved over recent years to promote the growth of
sustainable and responsible finance at home and to demonstrate global leadership. UKSIF and our
members have played a key role in this respect by working closely with policymakers and others to
find new ways to overcome the barriers to the growth of sustainability in the UK. Most recently,
through our membership of the Green Technical Advisory Group (GTAG) advising on the UK's
‘green taxonomy,” we look forward to helping ensure the taxonomy can set the highest standard
possible for green investment for the rest of the world to follow and address the serious risks posed
by ‘greenwashing’.

We know there is so much further to go to ensure the UK can effectively transition to a zero-carbon
future and meet its sustainability ambitions. A critical part of this will be to consider ways to build
on the success of the UK's globally leading regulatory framework in future to allow the sustainable
finance sector to thrive even further, and below are our thoughts on how together we might help
achieve this.

1. Do you agree with the government’s approach to add new growth and international
competitiveness secondary objectives for the PRA and the FCA?

We are supportive of the government’s proposal to add new growth and international competitiveness
secondary objectives for the PRA and the FCA, which we hope will neatly complement the regulators’
existing operational objectives and not significantly impact the FCA’s duty to protect consumers in the UK
and ensure market integrity. With that said, we do believe far stronger priority should be given by
Treasury in this Review to ensuring that climate change and sustainability more broadly form a direct
part of the regulators’ formal operational objectives and we outline our views on this area directly below.



2. Do you agree that the regulatory principle for sustainable growth should be updated to reference
climate change and a net zero economy?

UKSIF supports the updating of the regulatory principle for sustainable growth for the FCA and PRA to
reference climate change and a net-zero economy, though we would strongly recommend Treasury give
serious consideration to taking this a step further and introduce a new operational objective for
financial regulators to explicitly consider climate change and sustainability issues, including nature, in
their activity. This would build off last year's positive announcement that financial regulators should ‘have
regard’ from 1January this year to the UK’s 2050 net-zero objective when carrying out their duties.

With climate risks and opportunities becoming more deeply embedded by regulators in their activity in
recent years, and given climate change, and the serious threat it poses, is very closed linked to each of the
regulators’ existing operational objectives, this recommendation is a natural step to adopt we believe. For
example in relation to the FCA, climate change and sustainability have huge implications for all three of
their current operational objectives, including:

1. Consumer protection: we would argue that should firms not take sufficient steps to integrate
sustainability risks and opportunities into their investment process, there are huge risks for savers as
a conseguence.

2. Protecting the integrity of the financial system: effective disclosures on climate-related issues are
necessary to enable financial markets to remain transparent, allowing investors and savers to make
informed decisions.

3. Promoting effective competition: competition in the market for green financial products is key to
encourage broad competition in the interests of consumers. It will help savers make sound
investment decisions and better ensure their environmental, social and governance (ESG) values are
reflected in their investments.

As the FCA's Climate Change Adaptation Report last year rightly recognised, climate change is a unique
regulatory challenge, and we believe it is a seismic, cross-cutting issue impacting all participants across
financial markets and the economy. Its inclusion within the regulators’ formal operational objectives would be
a hugely positive step, reflecting an intention to comprehensively address ESG factors that are of growing
concern to investors and savers, and ultimately become more accountable to government and wider
stakeholders in this area.

In terms of the definition for the envisaged operational objective on climate change and sustainability,
we would support government and the regulator consulting with the sector and other stakeholders on
this, which we expect would require changes to the Financial Services and Markets Act 2000. An example of
the precise definition could include: ‘To promote the resilience of the UK financial system and consumers,
against climate change and other material sustainability risks and support the UK's transition to a net-zero
economy.’ The scope of material sustainability risks should encompass biodiversity and natural capital, which
is increasingly being considered by our members in their decision-making and investments.

The new operational objective would aid the FCA in fulfilling its overarching single strategic objective to
ensure that financial markets function well. Broadly speaking, it would be an excellent signal of intent, by
further driving momentum among financial services, investors and businesses in addressing sustainability-
related risks and opportunities and contributing towards the UK's net-zero ambitions. It would demonstrate
the regulator’s global leadership role, by becoming among the first financial regulators to adopt this action.
Now would be an opportune moment to pursue this step given the new responsibilities financial regulators
have for setting many regulatory requirements that are currently set out in retained EU law.

We would stress the need for the new objective to ensure regulators are actively addressing climate change
and sustainability risks and opportunities, and supporting the UK's net-zero target; however, this should not
necessarily encompass requirements on the sector to align their investment and lending portfolios on a
mandatory basis, as some groups have called for. We continue to believe a mandatory approach to net-zero
targets for firms could have severe unintended consequences, including leading investors to quickly exit
investments and offload these to investors operating in opaque private markets not engaged in good
stewardship, and fuelling the creation of ‘green asset bubbles.’

We also think it would be inappropriate for the introduction of a new secondary objective for
regulators on growth and international competitiveness, while climate change and sustainability are
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seemingly neglected by comparison in the government’s Review, which would send precisely the wrong
message to the finance industry, investors and other stakeholders. This would come at a time when
policymakers here and globally want the financial services industry to take far greater action on the
challenges we face on climate change and other pressing ESG issues.

With our members increasingly taking steps to meaningfully embed sustainability within their firms and
promote the transition to net zero, we would expect financial regulators and indeed the government to adopt
a leadership position. To this end, separately we have also called on Treasury to ensure that every Budget
Statement delivered by the Chancellor includes a dedicated section on net zero, highlighting how the tax and
spending decisions announced bring the UK closer towards this goal. We believe there should be, in time, an
expectation of Treasury that each Budget has net zero at its core, and our position mirrors the argument from
the Climate Change Committee and others calling for a ‘net-zero test’ to be applied to every area of
government policy for compatibility with its climate ambitions.

3. Do you agree that the proposed power for HM Treasury to require the regulators to review their
rules offers an appropriate mechanism to review rules when necessary?

We believe the proposed power for Treasury to require the regulators to review their rules when necessary is
broadly positive, though we would caution over how this would work in practice. This power would need to
be strictly limited to avoid a politicisation of the regulators’ role, ensuring they can remain as operationally
independent as possible, and ultimately only used in a small number of cases when government considers a
review would be in the public interest.

Having this flexibility of a review when absolutely necessary could prove useful, particularly when rules are
not operating as originally intended, which could take place as the UK and global economy evolves, and
regulatory developments elsewhere in the world impact how the UK may want to approach certain issues. Of
more importance on this subject would be how we can promote and encourage regulators themselves
reviewing the implementation of recent rules, and we support embedding formal review periods (e.g. a
review every three years) into the regulators’ rule-making functions. This would help refine new rules
over time and determine the extent to which they have achieved their original objectives.

Finally, we continue to support greater clarity being given by regulators, at an early stage, over the
envisaged timeframe of implementation of particularly significant rules for firms. This would provide
clarity for many of our members and prepare them for the huge changes many new rules will bring. One
example is the UK's Sustainability Disclosure Requirements (SDR) regime, where we have recently called for
much greater clarity from government and the FCA on the roll-out of SDR across different parts of the
economy, including for the primary legislation to introduce requirements, and how it will be sequenced
alongside other initiatives such as the UK's ‘green taxonomy,” Task Force on Climate-Related Financial
Disclosures (TCFD) aligned disclosures, and the International Sustainability Standards Board (ISSB) reporting
standards.

I hope you will think of UKSIF and our members as a constructive partner as you progress this very important
work, and | look forward to working with your team on your review.

Yours sincerely,

James Alexander
Chief Executive
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