UNIL | Université de Lausanne I M)

HEC Lausanne

Regulate or not regulate sustainable finance in Switzerland?
Market insights and Swiss leadership ambition

L e NS ¥ ’
wy
- PR o : -
-

E4S White Paper
2024 - 1




Regulate or not regulate sustainable finance in Switzerland?

Market insights and Swiss leadership ambition

Jean-Luc Chenaux,’ Edoardo Chiarotti,’2 Jean-Pierre Danthine,23 Alisa Gessler,'2
Florence Hugard'2 and Manon Schlapfer’

January 2024

© Enterprise for Society (E4S) Center, 2024

Many thanks to the financial market representatives who agreed to be formally interviewed, those who
participated in the focus group, informally shared their thoughts and feedback, and supported this pro-
ject’s endeavour.

Enterprise for Society (E4S) is a joint venture of the University of Lausanne through its Faculty of Busi-
ness and Economics (UNIL-HEC), the Institute for Management Development (IMD) and the Ecole
Polytechnique Fédérale de Lausanne (EPFL), under the stewardship of its College of Management of
Technology, with the mission of spearheading the transition towards a more resilient, sustainable, and
inclusive economy. E4S is committed to training the next generation of leaders, inspiring economic and
social transformation, and promoting change by strengthening start-ups and boosting innovation.

Affiliations of the authors:

TUniversity of Lausanne (UNIL)
2 Enterprise for Society Center (E4S)
3 Swiss Federal Institute of Technology in Lausanne (EPFL)



Contents

Executive Summary 3
1 Introduction 5
2 Method and Limitations 10
2.1 Summary of reported issues around Sustainable Finance Regulation in Switzerland 10
2.1.1 Enhancing financial-product transparency via sustainability disclosures 11

2.1.2 Classifying financial products based on their sustainability characteristics 12
2.1.3 Integrating the sustainability preferences of clients 12

2.2 Data gathering and analysis 13

3 Discussion and evaluation based on formal interviews 15
3.1 Improving transparency on market-actors and product sustainability through disclosures 15
3.1.1 Equivalence or substituted compliance? Learning from financial market actors’ SFDR journey 15

312 Enhancing data availability — A priority for disclosure regulation 16

3.1.3 Requiring transparency on decision-useful information 17

3.2 Classifying financial products based on their sustainability characteristics 22
3.2.1 Walking the talk: From disclosure guidance to robust content-alignment 23

322 Avoiding negative externalities 24

323 Classification via funds’ names and labels 26

3.3 Clarifying sustainability conceptions and responsibilities at point of sale 30
3.3.1 Do clients care? - The explicit request of client preferences 30

332 Employees training and public education to match fiduciary duty with informed choices 30

333 The need for a common understanding of sustainable finance and clarification on responsibilities31

4  Swiss ambition: What is the plan? 32



EXECUTIVE SUMMARY

Amidst social unrest, biodiversity loss, and
climate change, regulators’ worldwide are
strengthening sustainable finance regula-
tions by: (1) increasing transparency of
sustainability characteristics of financial
products and the companies who issue
them, complemented by due diligence, (2)
suggesting classifications for determining
the degree of sustainability of economic
activities and financial products, and (3) in-
troducing requirements to align the
sustainability preferences of end investors
with their portfolios.

In Switzerland, sustainability regulation
for financial actors is so far mostly market
based. The Swiss legislator has announced
stricter regulation around greenwashing,
while leaving Swiss financial institutions to
self-regulate in a coordinated way via in-
dustry associations. Many Swiss financial
market actors anyways need to report un-
der the complex European Sustainable
Finance Disclosure Regulation (SFDR) in
the EU. In that context, industry associa-
tions have issued guidance to mainstream
best practices and increase transparency.
Still, many doubts remain, especially on
harmonized data management, and in par-
ticular for smaller actors.

Through formal interviews, this study
gathers opinions of Swiss financial market
actors on recent regulatory developments.
Last year, the Enterprise for Society (E4S)
Center published a series of white papers
on how to improve Swiss Sustainable Fi-
nance Regulation. With this study, we add a
practical angle, showcasing diverse finan-
cial market sentiments collected via formal
interviews with financial market actors.
The aim is to shed light on the ongoing
(self-) regulatory developments in Switzer-
land, focusing on greenwashing prevention
and transition financing.

1 By referring to (self-)regulators we mean a combination of
people or organizations that produce both, centralized leg-
islation (hard law) and decentralized market-based
guidance, e.g. issued by NGOs or industry associations.
While self-regulation can quickly adapt, thus mainstream
up-to-date best-practices, provide clarifications and

Interviewees assert that sustainability dis-
closures need to align along supply chains.
Improving such data and prioritizing deci-
sion usefulness of information is essential
for increasing transparency. This may be
achieved via a risk-adjusted, proportional
approach rather than a local Swiss stand-
ard. Despite major challenges, Swiss
market actors have widely implemented
the SFDR, but data harmonization requires
official adoption or aligned disclosure guid-
ance for products and firms.

Market participants also confirm a current
lack of clarity around classifications for
sustainable financial products, calling for
harmonization of parallel initiatives. The in-
terviewees highlighted that the original
Swiss Climate Scores — a set of indicators—
should be further developed to illustrate
alignment and contribution of portfolios to-
wards climate goals. At the same time, the
market needs guidance around other biodi-
versity and social goals. The interviews
also yielded varying interpretations of sus-
tainability impact and transition, calling for
name rules or labels as developed in the EU,
US and UK. Interviewees also confirmed
the potential to scale up sustainability-re-
lated bonds, with strict application of
market-based rules.

At the points of sale of financial products,
interviewees believe that the request of
client preferences requires education and
clarification of responsibilities. Financial
advisors should receive training on sustain-
ability issues, to be able to better inform the
clients on the sustainability impact and de-
pendency of their portfolio. Clients would
benefit from more public (sustainable) fi-
nance education. Harmonized guidance for
clients and advisors should complement
holistic value propositions and facilitate
sustainable investment and financing.

support and incentivize experimentation, hard regulation
may provide for sanctions or penalties and serve in particu-
lar to enforce a minimum standard or common
interpretation across stakeholders.



KEY TAKEAWAYS

1 There remains a lack of harmonization around sustainable finance in Switzerland, Europe
and beyond, but regulatory efforts are underway.

2 Swiss financial market actors have advanced in disclosing sustainability risk and impact
in line with the SFDR, despite major interpretation and data challenges.

3 Without a centralized taxonomy, name rules or labels, Swiss financial institutions apply
internal categories, and follow international frameworks trying to classify characteristics
of sustainable products.

4 At point of sale, in particular retail investors require more guidance and a common under-
standing of sustainable investment and financing tools, to voice preferences and make the
financial system a more inclusive catalyser for sustainability.

E4S SUSTAINABLE FINANCE REGULATION SERIES

The E4S Series on Sustainable Finance Regulation investigates regulatory developments in
Europe and beyond and discusses the implications for Swiss corporate and financial market
actors, regulators, and civil society. Swiss Subsidiary Tradition in Light of Foreign Approaches
sets the stage in assessing regulatory objectives and comparing regulatory approaches for
sustainable finance across jurisdictions. Corporates: Comparative Analysis for Switzerland
compares sustainability-related reporting regulation targeting corporate actors across juris-
dictions and provides recommendations for the Swiss context. In a third white paper, Financial
Market Participants: Comparative Analysis for Switzerland, the series highlights the specific-
ities and implications for financial market actors.

This white paper complements the series by presenting Swiss financial market insights col-
lected during a formal interview series.



1 INTRODUCTION

While the Swiss market of sustainable in-
vestments is growing, credibility remains
an issue. Between 2014 and 2022 sustain-
able investments rose from CHF 71.1 bn to
CHF 1610 bn (Figure 1). However, given un-
clarity around the definition of sustainable
investments, the market share of such re-
mains blurry — figures for the sustainable
share of the Swiss collective investment
market vary widely between 4% and 53%
[1].2 Fearing loss of credibility, supervision
is increasing. In the first half of 2023,
FINMA, the financial market supervisor in
Switzerland, investigated over 20 financial
institutions for “greenwashing”? i.e. adver-
tising products as environmentally friendly
when they are not [3].4 At the end of 2022,
the Federal Council outlined a definition ac-
cording to which sustainable investments
are required to align with, or contribute to,
one or more specified sustainability goals.
Accordingly, the integration of Environmen-
tal, Social and Governance (ESG) risk is no
longer sufficient for a financial product to
be called sustainable (Box 1).° Efforts are
underway to further clarify and define what
sustainable financial products and services
are, including their respective sustainability
impact.®

The Swiss government’s vision of stricter
regulation for sustainable finance might
soon turn into a federal law. While politi-
cians struggle to agree on measures to
raise the global carbon price, regulators

2 Related interviewee quote: “As soon as it moves to
broader circles, it starts to interest the regulators.”

3 FINMA defines greenwashing as “the risk that clients and
investors will be misled, either knowingly or unknowingly,
about the sustainable characteristics of financial products
or services” [2].

4 Ongoing regulatory developments and recent research [4]
show that greenwashing interpretations such as in the EU
go far beyond misleading marketing claims. The term’s use
extends to corporate violations of environmental and social
human rights as well as the lack of transparency around
sustainability goals more broadly. Therefore, anti-green-
washing efforts target both disclosures but also the
intentionality of products and providers (cf. DNSH/PAI dis-
cussion under 3.2). However, in the absence of a detailed

worldwide are increasingly expecting finan-
cial market actors to become gatekeepers
and catalysers for a sustainable transition
of the economy. In doing so, the Swiss Fed-
eral Council's priorities for sustainable
finance are sustainability data, transpar-
ency and impact investments, with a focus
on greenwashing prevention [6], [7]. In fall
2023, the Federal Council further clarified
that stricter regulation in form of a green-
washing ordinance might introduce a
minimum standard for sustainable finan-
cial products by end of August 2024,
leaving time for industry associations to
enhance existing self-regulation [8]. So far,
industry associations such as the Swiss
Bankers Association (SBA), the Asset Man-
agement Association Switzerland (AMAS)
and the Swiss Pension Fund Association
(ASIP) have developed internally binding
self-regulations [9], [10], [11], and further
support the Federal Council’'s approach to
greenwashing [12] as well as initiatives
such as the Glasgow Financial Alliance for
Net Zero (GFANZ), the Paris Agreement
Capital Transition Agreement (PACTA), the
Swiss Climate Scores (SCS) and the Swiss
Stewardship Code. Under FINMA supervi-
sion, financial institutions already had to
disclose climate data according to the rec-
ommendations of the Taskforce on
Climate-Related  Financial Disclosures
(TCFD), before the Swiss Climate Ordi-
nance entered into force for all large firms.

sustainability framework covering international stakehold-
ers, the definition of greenwashing remains blurry.

5 This concept of sustainable investments is increasingly
reflected in self-regulations by Swiss financial market ac-
tors.

6 One way to further clarify the sustainability impact is, for
example, the definition of transition reduction paths for
“Paris-aligned” products and respective accountability. In
December 2023, Mr. Baumann from the State Secretariat of
International Finance (SIF) confirmed the Federal Council's
expectation that a credible definition of sustainable finan-
cial products must go in hand with a “description of
sustainability approaches applied, accountability, verifica-
tion by an independent third party, binding nature,
enforceability of rights and access to legal recourse for cus-
tomers” [5].



Figure 1: Growing volume of sustainable
investments in Switzerland (in CHF bn)

1610,0
CAGR
+ 48%
71,1
]
2014 2022

Source: Swiss Sustainable Finance (2023) (11’

Generally, sustainability-related regula-
tion for large firms is increasing. In June
2023, the Swiss voted to confirm the na-
tional commitment under the Paris
agreement to make financial flows compat-
ible with climate objectives [13, Art. 1, let.
Cl, [14], demanding the Swiss financial cen-
ter to “effectively contribute” [13, Art. 9].
Rules for harmonized sustainability disclo-
sures are specified by the Code of
Obligations (CO) and the Swiss Ordinance
on Climate Disclosures [15]. The new Cli-
mate Ordinance entered into force in
January 2024, and clarifies in particular the
climate-related disclosure requirements
under Art. 964a-c CO [16]. But many market
actors already comply with European dis-
closure requirements, as outlined in the

7 Note: CAGR refers to Cumulative Annual Growth Rate and
represents the annual growth rate of a financial metric -
here volume of sustainable investments in Switzerland -
over a certain period — here between 2014 and 2022. Note
that between 2021 and 2022, Swiss sustainable invest-
ments decreased from 1'982 bn to 1’610 bn. This reduction
can mainly be explained by negative financial market per-
formance. Part of the reduction can also be explained by a
tightening of the definition of sustainable investments by
respondents as well as a methodology change for calculat-
ing volumes.

Sustainable Finance Disclosure Regulation
(SFDR) [17], and the Corporate Sustainabil-
ity Reporting Directive (CSRD) [18], based
on a taxonomy which defines environmen-
tally sustainable economic activities [19],
[20].

However, the extent to which firms are
prepared for such top-down sustainability
disclosures varies greatly. Under both
Swiss and European regulations, financial
market actors are required to progressively
report sustainability data, from 2024.2 To
comply with such regulation, financial insti-
tutions gather sustainability data from
investee firms or creditors, both large and
small. On the one hand, multinational finan-
cial institutions built up significant
resources for compliance with these new
regulations, and established internal struc-
tures to account for both their business’s
dependency and impact on sustainability
factors, such as clean air or water (double
materiality). On the other hand, smaller and
local retail-focused financial institutions
cannot keep up with all the European - let
alone global - regulatory developments.
This is a large issue, considering that such
smaller banks are often the primary finan-
ciers for small and medium enterprises
(SMEs), which make up for 99% of Swiss
companies and create two thirds of jobs in
Switzerland [26]. Thus, a large part of sus-
tainability data for transparency on the
Swiss economic transition must come
from SMEs, and they too are subject to the
burden of gathering data.

As of today, the approach of the Swiss au-
thorities in regulating sustainable finance
remains different from the one of the EU.
The Swiss Federal Council has rejected the
adoption of the EU taxonomy at least until

8 The above-mentioned Swiss Climate Ordinance intro-
duces the TCFD recommendations as a minimum standard
for firms above 500 employees (threshold progressively
lowered), CHF 20 mio total assets of more than CHF
40 mio turnover. Future updates to Swiss reporting require-
ments might go into the direction of the European
Sustainability Reporting Standards (ESRS) under the CSRD
[21], [22], [23] or the International Financial Sustainability
Reporting Standards (IFRS S1 & S2) [24], [25].



2025, due to criticism that a categorization
of sustainable vs unsustainable economic
activities does not shed sufficient light on
a sector’'s or company’s potential to transi-
tion [27].° Instead of defining sustainable
economic activities as the basis for sus-
tainable financing and sustainable
investment, the Swiss regulator has ad-
dressed greenwashing more narrowly, i.e.
by increasing supervision, regulatory deter-
rence and evolving ‘principle-based’ self-
regulation by industry associations (see
above). In particular, the Swiss Climate
Scores have been introduced as simplified
indicators for transparency on how aligned
portfolios and investment mandates are
with the goals of the Paris agreement. The
scores are currently being further devel-
oped [31]. With clarification on a
centralized definition for Swiss sustainable
financial products outstanding (Box 1), fi-
nancial market actors are trying to interpret
and further develop existing guidance, bal-
ancing disclosures under the EU SFDR and
structuring their products according to in-
ternal classifications (Figure 6, Section
3.1.2). For now, the Federal Council ruled
out a 1:1 adoption of the EU regulatory
framework, but without a clear definition or
uniform sustainability labels, greenwash-
ing risk persists.

For what concerns the classification of
green financial products and usability at
point of sale, Swiss regulators apply a
“wait and see” approach. This choice is
motivated by the continuous evolution of
sustainable finance regulations worldwide.
The SFDR is currently being revised,’® and
the European Securities and Markets Au-
thority (ESMA) will announce new rules for
investment funds with sustainability- or
transition-related names in Q2 2024. In the
US, the Securities and Exchange

9 Taxonomies in other jurisdictions have tried to capture
transition potential by introducing a traffic light system for
defining the sustainability of economic activities, e.g.
the ASEAN [28] orin particular Singapore's [29] taxono-
mies. The European Platform on  Sustainable
Finance has recommended an Extended Environmental
Taxonomy to include respective traffic light categories [30].

Commission (SEC) also issued rules on
funds’ names recently, and the UK has pub-
lished Sustainability Disclosure
Requirements (SDR) and investment labels
(Section 3.2.3). Swiss regulators thus wait
and see how such international regulations
develop, aiming to keep Swiss (self-)regula-
tion “compatible with the approaches
applied in other countries” [5], while pro-
tecting consumers and increasing
accountability.

Given this context, this paper synthesizes

collected market insights to confirm our

previous regulatory recommendations

[33], based on the underlying white paper

series on sustainable finance regulation for

Switzerland [34]. In this paper, we share the

results of formal interviews with key mar-

ket actors, to evaluate our desk-based
recommendations, namely (self-)regula-
tory potential to:

e Enhance transparency on financial-
product sustainability through disclo-
sure, prioritizing harmonization of data
between countries and across value
chains, and focusing on the quality of
decision-useful information;

e Provide classifications for products’
sustainability characteristics, e.g. in
form of fund names and labels, with im-
pact and transition categories, and
sustainability-related bonds;

e Promote the integration of client pref-
erences into advisory services and
investment decision-making.

For a detailed description of these prelimi-

nary recommendations based on identified

issues, see Section 2.1.

While we believe that more research is nec-
essary to reflect varying needs, we hope to
provide a deeper understanding of how di-
verse stakeholders in the financial industry

10 The EU SFDR requires financial institutions to disclose
entity and product data e.g. for funds the degree of align-
ment with the EU taxonomy. The SFDR does not intent to
label financial products as sustainable, but its disclosure ar-
ticles have been widely misunderstood as classification
system, including by Swiss market actors (cf. Section 3.1.
and 3.2). Notably, the SFDR does not cover all types of fi-
nancial products so far. The SFDR consultation focused in
particular on legal certainty, the useability of the regulation
and its ability to play its part in tackling greenwashing [32].
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are impacted by evolving regulation and
shed light on widespread sentiments. With
this white paper we target both the stake-
holders at the forefront of sustainable
finance and those who lack resources, ca-
pacities, or access to decision making.

The following section will summarize our
preliminary recommendations for Swiss
sustainable finance regulation and present

the methodology underlying the qualitative
study presented in this paper (Section 2). In
Section 3, we then discuss the identified is-
sues from last year's white paper series in
the context of reported market opinions, in
particular focusing on disclosures, classifi-
cations and point of sale communication.
In Section 4, we recommend a way forward
for Swiss leadership on sustainable finance
(self-)regulation, in line with international

sustainability goals and commitments.

BOX 1: SPOTLIGHT ON EXCERPTS FROM KEY SWISS AND EU REGULATIONS

This box summarizes key Swiss and EU regulations for sustainable finance, with the aim of
clarifying common misunderstandings and comparing regulatory expectations which will then
be referenced back later on in the text.

Both the EU and Switzerland recognize that stricter rules for sustainable financial products
are necessary in order to protect consumers and invest in a sustainable transition of the econ-
omy. While in Europe, the Sustainable Finance Disclosure Regulation (SFDR) requires detailed
disclosures on sustainability characteristics of financial actors and products, it does not ex-
actly prescribe how sustainable financial products must be composed. Thus, it does not
classify sustainable financial products, but merely requires different levels of disclosures de-
pending on the sustainability ambition behind the respective product. Since this has been
widely misunderstood by financial markets, Swiss regulators seek to better define sustainabil-
ity objectives of financial products. The challenge of doing so meaningfully lies at the core of
this paper. One main difficulty consists in avoiding that products with specific sustainability
ambition harm other sustainability goals (Do No Significant Harm/DNSH - Box 3).

In the EU, the SFDR includes disclosure obligations in relation to sustainability characteris-
tics but does not classify products:

Article 6 “Transparency of the integration of sustainability risks”, specifying details which
shall be disclosed by financial market participants and advisers

Article7 “Transparency of adverse sustainability impacts at financial product level”,
specifying how to disclose principal adverse impacts (PAls) of business activi-
ties on environment and society, hence so-called negative externalities,
including a required explanation in case PAl information is omitted

Article 8 “Transparency of the promotion of environmental or social characteristics in
pre-contractual disclosures”, specifying how these characteristics are metinline
with the respective technical standards

Article9 “Transparency of sustainable investments in pre-contractual disclosures”, in-
cluding specifications on how indices and sustainability definitions are applied
or emission reductions measured [17]



In Switzerland, the Swiss Federal Council has put forward Sustainable Investment Objectives:

Financial products or services that are labelled as sustainable or as having sustainable char-
acteristics must also pursue at least one of the following investment objectives in addition to

their financial goals:

a) Alignment with one or more specific sustainability goals, or

b) Contribution to achieving one or more specific sustainability goals.

Financial products and services that aim at reducing ESG risks or optimising financial perfor-
mance follow purely financial investment objectives and should therefore not be described as
sustainable, unless they also pursue one of the investment objectives outlined above. Indeed,
ESG risks should rather be taken into account as part of fiduciary duties [35].



2 METHOD AND LIMITATIONS

2.1 SUMMARY OF REPORTED ISSUES
AROUND SUSTAINABLE FINANCE REGU-
LATION IN SWITZERLAND

The core piece of our analysis consists of
screening sustainability reports and con-
ducting formal interviews with regulatory

professionals from diverse Swiss financial
institutions, which we then corroborated
with public statements and secondary
sources. The interview series primarily
served to test the recommendations of the
E4S series of white papers on sustainable
finance regulation [34]. We re-propose the
previously identified and reported main is-

sues and recommendations in Figure 2.

Figure 2: Main issues and recommendations from our white paper series

Category

Reported Issues

Preliminary Recommendations

Enhancing financial-
product transparency
via sustainability

disclosures

Unsustainable administrative burden for fi-
nancial institutions to navigate corporate
and financial-market disclosures, specifi-
cally for CH, EU, UK and US

EU reporting requirements for financial in-
stitutions (SFRD) and companies (CSRD)
phased in at different times with different
scope of compulsory indicators & lack of
supply chain data, in particular on PAls

SMEs lack capacities & expertise to meet
complex requirements on disclosure data

Investors lack decision-useful information
to finance an environmentally friendly tran-
sition; the voluntary Swiss Climate Scores
shed light on climate-alignment of portfo-
lios, though are less developed than foreign
binding regulations

Current Swiss reporting requirements and
self-regulation, e.g. by AMAS, SBA and
ASIP, are less detailed/strict than EU regu-
lation

Lack of more stringent disclosure require-
ments on (non-financial) positive and
negative environmental impacts for finan-
cial products which claim to be sustainable

Market freedom and lack of alignment with
EU regulations (the Swiss Federal Council
rejected the adoption of the environmental
EU taxonomy at least until 2025)

Switzerland should officially accept EU disclosures
and provide support for further harmonization of
datapoints across sectors and supply chains

NZPDU and ESAP should connect and harmonize
publicly available sustainability data to replace esti-
mations and reliance on fragmented indicators
from for-profit providers & more support for SMEs
is necessary

Switzerland could adopt a local disclosure standard
for SMEs & further enhance interoperability with in-
ternational regulation, such as SFDR and CSRD

Switzerland should further develop the Swiss Cli-
mate Scores & enhance comparability of e.g. data
from external providers or long-term temperature
predictions

Self-regulation could be further enhanced and rec-
ognized by FINMA in order to apply to the whole
financial sector

Sustainability-related disclosure requirements for
all products and providers could impose bureau-
cratic effort on laggers rather than frontrunners,
thus reverse the burden of proof

Swiss regulation should provide more guidance to
avoid further fragmentation and clarify which envi-
ronmental activities and financial products count
as sustainable

Classifying  financial
products based on
their sustainability

characteristics

Financial institutions disclose their climate-
engagement policies in inhomogeneous
ways, carrying greenwashing risk because
engagement can be an excuse to avoid di-
vestment

Swiss financial-market actors are impacted
by foreign classifications, in particular that
developed in the UK, the US and the EU

The Swiss regulator should make it compulsory for
financial institutions to disclose the escalation pro-
cess, to proof the existence of clear rules in case
engagement is unsuccessful

Swiss regulators should internationally align the
definition of sustainable financial products and ser-
vices, e.g. on fund’s names, benchmarks and labels,
contributing in particular to a common understand-
ing of “transition” and “impact”.

10



Name rules such as in the US, leave a lot of
freedom in terms of how sustainability is
defined

Green bonds are issued in line with the mar-
ket-based Green Bond Principles, and the
Climate Bond Initiative, which provide for
flexibility

Regulators should introduce minimum safeguards
to avoid environmental and social harm, e.qg. in line
with the UN Global Compact and the OECD Guide-
lines for Multinational Enterprises

The Swiss Sovereign Green Bond Framework
should inspire rigorous green bond issuance, with
strict rules for the use of proceeds, observing the
EUGBS and the Common Ground Taxonomy

Integrating the
sustainability
preferences of clients

Financial market actors struggle to set
strict sustainability policies on what to of-
fer to clients, in light of the fiduciary duty to
maximize returns

Limited visibility on sustainability charac-
teristics of financial products; retail

Top-down regulation can further empower clients
on whether/to what extent they want to invest sus-
tainably

Swiss regulation could further harmonize the ex-
plicit request of client preferences, aligned with

investors lack sustainable finance educa- product categories and general education on sus-

tion

tainable finance

Source: Authors. For details on the methodology see Section 2 and Annex.

2.1.1 Enhancing financial-product transpar-
ency via sustainability disclosures

In our white paper series, we highlighted
that Swiss regulation should focus on har-
monization, or so-called interoperability,
between disclosure frameworks, to avoid a
double reporting burden but also to help
further align different approaches such as
the EU SFDR." In Switzerland, two thirds of
banks and asset managers fall under the
scope of the EU regulation, but only few dis-
closed according to SFDR Art. 6,8 and 9 in
2021 and 2022 (see Figure 3). Swiss com-
panies spent significant resources
struggling with SFDR implementation, in
light of challenges such as regulatory un-
clarity, the lack of standardized metrics,
limited data availability, etc.

To ensure data availability related to in-
vestee companies, we suggested aligning
timelines and scopes for reporting obliga-
tions for financial and non-financial
market participants. We highlighted that
“even after the full application of the CSRD
[in 2028/2029], unclarities remain as to
whether the required information from fi-
nancial market participants will match the
information disclosed by firms;” and we
stressed that the Net-Zero Public Data Util-
ity (NZPDU) and the European Single

11 Foreign reporting regulations that have an impact on
Swiss actors shall be considered. Based on the close eco-
nomic ties between Switzerland and certain jurisdictions as

Access Point (ESAP) should be further de-
veloped. We also noted that “data on
investee companies is more challenging to
access”.

Figure 3: Classification of funds based on
the EU’'s SFDR by Swiss asset managers
(in % of AuM; n=44)

® Arté

Art. 8

® Art.o

Swiss fund only

@ Not disclosed

Note: Outer circle — data from 2022; inner circle - data from 2021

Source: SSF Sustainable Investment Market Study (2023) [1].

well as their significance, we address in particular the rules
of the EU, US, UK, and Singapore.
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Last but not least, we suggested to priori-
tize the disclosure of data needed for
decision-making, given the goal of harmo-
nizing and accelerating the economic
transition. Firstly, additional sustainability
information should be required also from
products without any stated sustainability
ambition. We suggested that FINMA recog-
nition of e.g. AMAS' (updated) self-
regulation could diffuse such requirements
across Switzerland [10]. Secondly, we
called for disclosures on science-based
metrics, which should speak to foreign and
retail investors, and be further aligned inter-
nationally. Thirdly, we suggested to
prioritize disclosures on engagement pol-
icy and results, as outlined by the Federal
Council [35], since “such disclosures, in-
cluding the escalation process in case
engagement is unfruitful, is particularly im-
portant for firms targeted for their
transition potential to make sure that the
talk is being walked.” Fourthly, we sug-
gested to look at UK regulation [36], [37] for
justification of why assets are held for
other than sustainability purposes (cf. dis-
cussion around proposed UK ‘unexpected
investment’ category in Section 3.2).

These findings led to the realization that
the market needs sustainability classifica-
tions as part of a harmonized sustainability
framework and a common understanding,
in addition to mere disclosure categories,
reflected by the market’s misinterpretation
of SFDR disclosure categories as sustaina-
bility classifications.

2.1.2 Classifying financial products based
on their sustainability characteristics

We highlighted the usefulness of rules for
fund names and labels for comparison,
noting that the Federal Council’s prelimi-
nary sustainable product definition (Box 1)
does “not specifically require a differentia-
tion between environmental and other
sustainability objectives, nor takes into ac-
count the potential negative effects of an
economic activity in which the financial
product invests in other objectives of

12 In the final Sustainable Disclosure Regulation (SDR) the
UK has dropped strict stewardship conditions for the “Im-
provers” label [38], [39], [37]. See footnote in Section 3.2.

sustainable development”, the Do No Sig-
nificant Harm — (DNSH) Principle (Box 3 in
Section 3.2.2). Without DNSH, coal plants
with great working conditions could be con-
sidered as sustainable as a wind farm
offering similar working conditions or a
pharmaceutical company actively involved
in philanthropic projects to improve access
to education.

Furthermore, we suggested that clear im-
pact and transition categories with clearly
measurable objectives may help channel
investments where they are most needed,
and help reduce greenwashing. An impact
label should be aligned with the EU’s Art.9,
the US ESG-Impact Funds, and the UK Sus-
tainable [now Sustainability] Impact label.
A transition label could require disclosures
on engagement, incl. an escalation plan,
and theory of change. A transition category,
such as the UK “Sustainability Improvers”,
together with active ownership and guid-
ance for engagement, could accompany
firms on their sustainability pathway.'?

We further shed light on the potential scale
up of sustainability-related bonds. We ob-
served that the Green Bond Principles
(GBP) were widely accepted by the indus-
try, but lacked a guarantee of quality,
whereas the Climate Bond Standards
(CBS)’ certification ensures the use-of-pro-
ceeds. We recommended Switzerland to
issue further Green Sovereign Bonds, fol-
lowing the GBP and promoting existing
certifications (for issuers and on the use-
of-proceeds), “while closely following the
international  harmonization  attempts
around the Common Ground Taxonomy.”

2.1.3 Integrating the sustainability prefer-
ences of clients

We suggested introducing common re-
quirements applicable to all financial
advisers for the explicit request and inte-
gration of clients’ ESG preferences in the
advisory process and considering them in
investment decision-making. Currently,
SBA self-regulation is only binding for
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members, and the Financial Services Act
(FinSA) does not explicitly include the obli-
gation to inquire and integrate clients’
sustainability preferences, unlike MiFID Il in
the EU.

We further saw a need for providing gen-
eral sustainability and sustainable finance
education to investors. In order to achieve
a democratic transition towards a sustain-
able economy, “other channels [than
exclusively financial advisors] should be
used to explain to investors what sustaina-
ble investment opportunities they have and
how the financial system works, so that
they can understand its mechanisms.”

These issues and recommendations are
summarized in the table above (Figure 2),
and will be discussed in light of the inter-
view series in the following sections. For
more background information please refer
to our white paper series [34].

2.2 DATAGATHERING AND ANALYSIS

The insights reported in this paper are
based on semi-structured interviews with
market participants (Figure 4, for method-
ological details refer to Annex 1). The
ethics board of the University of Lausanne
approved our study and research followed
strict data confidentiality rules (see Annex
4 for submission to Ethics Board). We con-
tacted a wide range of financial market
actors, across the different regions of Swit-
zerland (Suisse Romande, Deutschschweiz
with Liechtenstein, and Ticino; see Annex 3
for interview reach-out). Based on the re-
sponses, between May and December
2023, we conducted semi-structured inter-
views of 1 hour with ten respondents,
including regulatory experts from publicly
listed, private, cantonal and retail banks

and asset managers as well as institutional
and impact investors. Although the main
structure of the interviews remained con-
sistent, we adapted the questions based on
personal expertise, company exposure and
(self-) regulatory updates (see Annex 7 for
exemplary interview outline and general in-
troduction). Before each interview, we
consulted publicly available resources,
such as sustainability reports as well as
newspaper articles. One week before the in-
terview, interviewees completed a 5-minute
questionnaire that covered standardized
questions (see Annex 6 for anonymized in-
terview questionnaire). Interviews took
place in person or in hybrid format, depend-
ing on preference and geographic
feasibility. In addition to formal practitioner
interviews, we conducted a discussion
round with selected market actors (see An-
nex 1 for theory on focus groups). This one-
hour format and several one-on-one re-
search discussions served to corroborate
the findings of the interviews.

The research process included the tran-
scription, translation, coding and
interpretation of the recorded conversa-
tions. Each interview and the focus group
were recorded and consequently tran-
scribed in English, French or German. We
then coded and mapped the responses
manually as well as with the help of the At-
las.ti software [40]. The interview-, analysis-
and evaluation- process relied on grounded
theory and snowball sampling methods.
Grounded theory focuses on developing
theories grounded in data, while snowball
sampling is a non-probability sampling
technique used to access and study hard-
to-reach or hidden populations by relying
on participant referrals (methodological
theory in Annex 1).
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Figure 4: Process chart of methodology

Snowball Grounded
method theory

) 22 G

Source: Authors. For details on the methodology see Annex.
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3 DISCUSSION AND EVALUATION BASED ON FORMAL INTERVIEWS

This section provides a snapshot of opin-
ions from financial-market participants on
sustainable finance regulation, focusing on
transparency via disclosures, classifica-
tions and point of sale. Swiss market
actors are partially implementing EU disclo-
sure requirements and have started
developing guidelines, tools, and strategies
to avoid greenwashing and harmonize sus-
tainable financial products.

In Section 3.1, we discuss Swiss financial
market experiences with evolving disclo-
sure regulation (see Section 2.1.1). In
Section 3.2 we dive deeper into product
classification for transition acceleration
and impact scale-up, based on the issues
laid out in Section 2.1.2. We also discuss
interviewees’ concerns around client pref-
erences, and an increasingly common
understanding of sustainability, in particu-
lar via education and clarity on
responsibilities at point of sale (Section
3.3, see Section 2.1.3). The insights from
each section are summarized in Figure 5,
Figure 7, and Figure 8.

3.1 IMPROVING TRANSPARENCY ON
MARKET-ACTORS AND PRODUCT SUS-
TAINABILITY THROUGH DISCLOSURES

On transparency via disclosures, inter-

viewees confirmed the core issues laid out

in Section 2.1.1, namely the need to im-

prove transparency on financial-product

sustainability through disclosures, focus-
ing on:

(1) interoperability, given the already bur-
densome implementation of SFDR
(Section 3.1.1),

(2) data availability, in particular with re-
gard to principle adverse impacts
(PAls), ratings, engagement and due dil-
igence - also for SMEs (Section 3.1.2);

13 While regulatory equivalence in the EU context conno-
tates a Commission decision on which regulations are
officially accepted as equivalent, substituted compliance in
the Swiss context could allow EU reports to be recognized

(3) the need for decision-relevant infor-
mation, in particular considering
disclosures for all funds, support for
transition data across industries as well
as supply chains, and the Swiss Climate
Scores (Section 3.1.3).

3.1.1 Equivalence or substituted compli-
ance? Learning from financial market
actors’ SFDR journey

Swiss financial market actors recognize
the ambition and the influence of EU policy
for sustainability-related disclosures. Ac-
cording to the Swiss Sustainable
Investment Market Study [1, pp. 8 and 62
Figure 46], two third of Swiss banks and as-
set managers have the legal obligation to
comply with the EU regulation. Financial
market actors consider the EU a “leading ju-
risdiction”. Even those interviewees who
are not obliged to comply with the SFDR
recognize “that Swiss legislation is then in-
fluenced by it". Others go further and
describe Switzerland as “de facto interde-
pendent with our key market, European
Union.” In that context, interviewees con-
sider the SFDR and the Action Plan “a
useful tool”, “a good thing” with the aim of
transitioning the European economy.

In the course of the interview series, mar-
ket participants uttered the wish to
maximize the use of data collected for
SFDR compliance, and to avoid any addi-
tional reporting burden in form of distinct
Swiss disclosure rules. As outlined in Sec-
tion 2.1.2., we previously recommended
interoperability through equivalence or sub-
stituted compliance,” i.e. automatic
acceptance of EU reports under Swiss law
and alignment with other international reg-
ulations such as the new SEC Rules on fund
names,'* disclosure regulations in the UK
or Singapore. Interviewees highlighted that

while providing for lighter Swiss requirements or lighter en-
forcement for small players.

14 In September 2023, the SEC adopted amendments to the
so-called Investment Company Act's “Names Rules”,
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they “have to do [EU reporting] anyways. So
as long as whatever [they] do there could be
exactly also applicable [in CH],” they would
approve. Participants also stressed that
some self-regulations already allow for in-
teroperability. For example, the current
AMAS self-regulation on firm and product-
level disclosures explicitly considers a fi-
nancial-market actor compliant when
disclosing according to EU regulation. Sim-
ilarly, one interviewee reported an official
letter his firm sent in supporting Singa-
pore’s recognition of reports published
under EU regulation. In the meantime, the
Swiss Federal Council has announced that
further regulatory alignment in particular
with EU regulation is being sought [8].

However, participants experience major
implementation challenges with SFDR. In
general, the regulatory process reportedly
“could have been much more efficient” and
“interpretation [of the legal text] and the im-
plementation were a huge cost”.
Interviewees described their “journey to
navigate all of the legislation”. In particular,
explanatory documents appear excessively
long and challenging to understand, and EU
regulators published clarifications (Regula-
tory Technical Standards - RTS) with
significant delay. More than one inter-
viewee missed “guidance on how one could
deal with proxy data" and stated "never
[having] gotten an answer" to letters from
the regulator. Furthermore, interviewees
observed that EU agencies occasionally
contradict each other, and financial institu-
tions struggle to retrieve corporate
sustainability data before the progressively
implemented CSRD requires respective
firm-level disclosures (Section 1). The re-
ported lack of clear guidance, which is
confirmed by public reports of internal EU
struggles [42], may have contributed to
“[the emergence of] the whole rating and
consultancy industry around it”. Further
criticism from the interviews highlights that
the SFDR primarily targets investments in

focusing on investor protection with the help of an “80 per-
cent investment policy”, according to which at least 80% of
investments need to be invested in line with what the fund
name suggests [41]. For example, a “water security” fund,
would need to invest at least 80% of assets into companies

listed equities and does not include certain
asset classes such as structured products,
nor takes into account data limitations con-
cerning impact investments in emerging
markets.

3.1.2 Enhancing data availability — A pri-
ority for disclosure regulation

Furthermore, our interviews confirm that
the misalignment of reporting require-
ments for banks and companies is causing
struggles. Specifically, financial institu-
tions have problems assessing principle
adverse impacts (PAls) without respective
data from smaller actors who lack the re-
sources to tackle complex bureaucracy.
We previously found that data availability
may remain challenging, even after full ap-
plication of CSRD in 2028/2029 (Section
2.1.7). Firstly, SMEs are likely to struggle
with bilateral data requests from larger
supply chain partners who need to comply
with novel sustainability disclosure regula-
tion. Secondly, sustainability reporting
requirements for firms under CSRD do not
match the compulsory datapoints for finan-
cial institutions under SFDR. Interviewees
hope that additional sustainability guid-
ance for smaller and foreign corporates will
improve supply-chain data. However, while
the final European Sustainability Reporting
Standards (ESRS), which specify disclosure
requirements under CSRD, “will get a lot of
these companies in line”, they will still not
label all datapoints required under SFDR as
compulsory. This SFDR/CSRD misalign-
ment is addressed by the EU's SFDR
revision (Section 1). The difficulty in regard
to the misalignment lies in investors’ de-
pendency on supply chain data. For
example, an investor requires precise data
on the emissions arising from investee
companies to calculate his own carbon
footprint (so-called scope 3.15), which “is
so far down the line that it's really hard to
account for [without supply chain data or
with mere estimations]”. In that context,
market participants also support the

selected in line with the purpose of water security. The
amendments also require quarterly reviews and enhanced
disclosures.
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planned collection of all disclosure data on
centralized, public platforms, such as the
planned NZPDU or ESAP (Section 2.1.1). In
the meantime, market participants rely on
estimations, so-called proxy data, and inter-
nal systems,’”® to combine available
disclosure data with sector averages, rat-
ings from e.g. Sustainalytics, MSCI,
Inrate,’® and due diligence insights.”18

3.1.3 Requiring transparency on decision-
useful information

Besides enhancing general data availabil-
ity along value chains, it is crucial to
consider which data investors and other
stakeholders need, in order to make sus-
tainable allocation decisions. In our white
paper series, we explained that the EU is
the most ambitious, not only in requesting
enhanced disclosures on sustainability
matters in the financial-decision context,
but also on additional information on envi-
ronmental and societal risks and impacts
(double materiality). Furthermore, sustain-
able economic activities are defined in
detail via the EU environmental taxonomy,

15 An institution might decide to report a simplified overall
sustainability score (e.g. A, A+, A++) per investment, which
is evaluated against in-house guidelines, rather than report-
ing the various third-party indicators (e.g. country risk, water
use, etc.) to clients. Interestingly, an interviewee highlighted
the risk that over-definition via indicators can be confusing
or counterproductive in that outcomes are distorted to-
wards the selected indicators (Goodhart's law). For
example, a company wants to score high on ESG, thus
chooses a variety of indicators from an external data pro-
vider and combines these with internal data to fulfill the
criteria of a certain rating, e.g. by focusing on low-hanging
fruits/good looking indicators for environmental measures
rather than where the impact would be largest.

16 Participants acknowledged the need for harmonization
and rigor of such ratings (2.1.1), see proposed EU ESG rat-
ing regulation [43].

17 Many financial market actors in Switzerland already
have Code of Conducts for supply chain partners in place.
Besides, market actors referred to the Swiss Due Diligence
and Transparency Ordinance (DDTrO), where “Switzerland
is stricter [than the EU so far], which we are usually not.”
However, financial market actors report to have no “sec-
ond line of defense controls [on SMEs]".

18 Market participants report collectively organized due dil-
igence and stewardship efforts, e.g. via impact-focused
industry associations, Ethos or Colombia Threadnee-
dle/Reo.

19 Beyond decision-useful information targeted in particu-
lar at professional investors (financial materiality/IFRS
approach), we take a broader double materiality stance, and

which Switzerland is refraining from adopt-
ing for now (Section 1 and 2.1.1).

Financial market actors confirm that “peo-
ple are still confused” by the concept of
double materiality, while “sustainability
risk integration goes mainstream”. In our
white paper series (Section 2.1.1) we ar-
gued in favor of double materiality
disclosures as the basis for better decision-
making in society, politics and finance,
covering the interests of diverse stakehold-
ers and potentially helping to price
externalities.?° Interviewees acknowledged
a preference towards double materiality, as
inscribed in the Swiss CO, but insisted on
prioritization given limited resources and
the above outlined data challenges. While
all participants agreed that sustainability is
to some extent a financial risk for busi-
ness,?! the considered time horizon and
range of externalities vary greatly. The de-
tailed European request for non-financially
relevant disclosures is perceived as chal-
lenging (Box 3 & PAI discussion),? thus

also consider decision-making e.g. by retail investors or in
the interest of nature as silent stakeholder - the wellbeing
of which we consider essential for human survival.

20 Externalities refer to situations in which prices do not
cover all costs, such as impacts of production or consump-
tion which affect a third party, e.g. microplastics in oceans,
consumed by animals and humans, due to global plastic
waste.

21 Interviewees agreed that “if we want to reach that goal
of shifting towards a more sustainable economy, then [inte-
grated reporting, i.e. linking sustainability with financial
data] is definitely the way to go.” In that context, calling sus-
tainability reporting “non-financial”, as the Swiss Art. 964
CO which was modeled after the NFRD does, it misleading.
The new European Directive is no longer called “non-finan-
cial”. The Corporate Sustainability Reporting Directive
specifically recognizes the financial importance and in-
creasing integration of sustainability data, but requests
disclosures as well on non-financial impacts (PAl). In that
context, one interviewee observed that the Swiss reporting
requirements are “outdated”, in that they are based on the
previous NFRD and not CSRD. But the Federal Council has
announced updates.

22 Surprisingly, a recent report by Enfinit and Pelt8 [44]
found that Swiss corporations struggle with financially ma-
terial disclosures in particular, although the discourse often
circles around the burden of double reporting. The difficul-
ties with financial materiality might be due to the
expectation of robust quantitative data, in line with the
mainstreaming of sustainability risk integration. Contrary,
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participants suggest prioritizing the align-
ment of information which companies
must disclose in their transition plans (Sec-
tion 3.2).2% In the focus group, participants
disagreed on whether the current scope of
Swiss reporting requirements was suffi-
cient to collect all material corporate data
necessary for decision-making in planning
a sustainable transition, or whether more
SME data is necessary.?

Interview and focus group participants
confirm that sustainability disclosures for
all financial products could move the bur-
den of proof on everyone rather than
punish the frontrunners. On EU level,
SFDR’s Article 6 generally requires sustain-
ability-risk disclosures, while SFDR’s Article
8 and 9 add additional disclosure require-
ments for funds which claim to promote
sustainability or specifically target sustain-
ability impact (Box 1). One participant
highlighted that in the course of the current
SFDR consultation, the Dutch Authority for
the Financial Markets suggested to extend
mandatory PAI disclosures to all product
types [45]. The current disclosure require-
ments are a lot of bureaucratic work for the
ones who want to comply with Articles 8 or
9, but it actually does not require so much
disclosure from Article 6 funds. An inter-
viewee's idea would be to not only
“penalize the ones who are doing good
[with additional disclosures], but to penal-
ize the ones who don't want to restructure.”
For Switzerland, we previously suggested
that current AMAS self-regulation could be
updated and apply to the entire sector, thus
cover all Swiss financial products, via a
recognition by FINMA (Section 2.1.1). But
interviewees  highlighted the legal

quantitative metrics are still lacking for impact reporting
(see PAI data struggles Section 3.1.2).

23 In the context of the Climate Ordinance’s consultation
process, it is important to note that the Federal Council has
provided the Federal Department of Finance with the task
to clarify minimum expectations for transition plans of fi-
nancial institutions by the end of 2024 Federal Council
2024.

24 Currently, Swiss reporting requirements under Art. 964
CO define material information via the climate ordinance,
and the announced lowering of FTE threshold while main-
taining the definition of corporations of “public interest”

difficulties that a recognition by FINMA
would entail, and preferred a regulation
which covers the whole economy rather
than only the financial sector. Currently,
AMAS’ internal guidance focuses in partic-
ular on funds with sustainability
characteristics, however suggests disclo-
sures on provider- and product level [10].

Interviewees agree that an issuer’s sus-
tainability profile must be stricter aligned
with a product’s sustainability characteris-
tics. We suggested prioritizing disclosures
which help to track if financial market ac-
tors “walk the talk”, e.g. via enhanced
disclosures on engagement or unexpected
investments (Section 2.1.1). Participants
did not reject these ideas. Supporting our
disclosures-for-all-financial-products sug-
gestion above, one participant highlighted
that currently, the extra-financial reporting
requests sustainability disclosures from
those who “do it anyways”, in line with their
already sustainable business model. An-
other interviewee warned that “transition
washing” is the new ESG “risk-integration”
or “engagement washing”,?® referring to the
increasingly broad interpretation of green-
washing (Section 1). For example,
financing for the retrofitting of buildings,
could be combined with pressure concern-
ing the sustainability-profile of the
recipient, i.e. avoiding that financing for ret-
rofitting benefits economic activities with
high waste of energy, such as indoor skiing
facilities in arid areas.

On the financing side, interviewed repre-
sentatives from cantonal and retail-
oriented banks have started to gather sus-
tainability data for SMEs. A cantonal bank

(unlike in the EU where “public interest” was dropped). A
participant criticized that this does not guarantee sufficient
SME data to make transition-relevant decisions.

25 ESG risk integration is no longer considered sufficient to
call a product or entity sustainable, since it focuses mostly
on financial risk to business rather than business’ impact
on the outside world (see Box 1). Engagement can serve as
an excuse to avoid divestment, unless clear escalation
strategies and measurable transition efforts exist. Transi-
tion washing describes the respective misuse of the word
“transition”, without clarity on what transition actually
means and how it is measured. All these are facets of
greenwashing.
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representative reported that most SMEs do
not seem to sense the trickle down of sus-
tainability reporting and due diligence yet,
but observed increasing interest in sustain-
ability. While SMEs reportedly fear the
bureaucratic burden imposed by question-
naires, they might be willing to disclose
information via local banks, as long-term
and trusted sustainability-related contact
points (Section 3.3)?® with a self-interest in
SME transition data for reporting and valu-
ation reasons.

Interviewees prioritize the collection of
such SME data which is particularly rele-
vant for environmental risk calculation,
recommending incentives such as mild en-
forcement and support for data-collection.
Such risk-adjustment and proportionality
could help balancing reporting burden and
necessary harmonization of datapoints for
transition efforts. Rather than considering
the development of a local disclosure
standard (Section 2.1), which does not sat-
isfy the need for supply chain datapoints

under more complex regulations, interview-
ees insisted that all material datapoints
must be traceable along the whole value
chain. However, accountability and punish-
ment may be reduced for smaller actors
with less capacities, and market actors ex-
pect further guidance and technical
support, e.g. around transition plans, from
industry associations.

Interviewed market participants highlight
that the sustainability effort is about more
than just marketing. Although “Article 9
[disclosures indeed serve as] a good mar-
keting tool”, one interviewee stated that
“it's not just that we need to [share sustain-
ability information] because it's a fancy
topic, but because we want to contribute to
solutions of global challenges.” Without
agreement on how to solve these complex
challenges, transparency is a first step, but
purpose-alignment on what the preferred
solutions to these challenges are, needs to
follow to achieve a successful transition of
the economy.

BOX 2: SPOTLIGHT ON THE SWISS CLIMATE SCORES - DECISION-USEFUL DISCLOSURES
OR SUSTAINABLE PRODUCT LABEL?

The Swiss Climate Scores are indicators?’ for simplified climate disclosures. The selected
metrics are inspired by the TCFD recommendations and can be calculated with the help of a
provided Excel sheet [47]. NZZ recently called the Swiss Climate Scores, a “set of transparency
criteria for climate-aligned investing”,' and one of the probably most important projects during
the last year with the potential to become a “fridge label”, a reference to the traffic light energy
label for fridges in the EU [48]. Interviewees report that data availability for the indicators is
better than for broad disclosures under SFDR (Section 3.1.2). However, critical voices address
the selection of underlying data, which remains at the discretion of the individual institution,
hence published scores might be biased towards favorable ratings of MSCI or Sustainalytics
(Section 3.1.2). Furthermore, the global warming potential or implied temperature rise

26 Banks already provide SME clients with know-how on
topics such as energy saving and useful tools, e.g.
heatmaps or discounts for EnAW checks [46]. However, in-
dustry associations may suggest and provide access to
more such tools which help to manage sustainability data
(e.g. Swiss Triple Impact, Toolbox Agenda 2030, B-lab,
Levo, Rose, Pelt8, Ecovadis etc.). Selected intermediaries
could be responsible for data verification. Collected data
could be centrally administered by respective industry as-
sociations, or be harmonized with NZPDU and ESAP.
Market participants confirm limited SME resources in con-
flict with overwhelming power of large consulting firms in

the area of sustainability reporting, who present the topic
purposefully “complex” (interviewee quote) to get hired. Ra-
ther than expecting SMEs to pay incumbent consultants,
experienced NGOs and innovative start-ups could be pro-
moted via official accreditation and recommendation by
federal regulators and industry associations.

27 One interviewee questioned the choice of title, suggest-
ing that “Swiss Climate Indicators” would be much clearer.
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indicator, which most clearly shows how the respective financial product contributes to the
2030 and 2050 goals, is optional and criticized for methodological shortcomings.?® Only 1/3
of Swiss financial market participants initially planned to implement the Swiss Climate Scores
[1]. Globalance became the first Swiss bank to publish scores for all its assets, including in-
vestment funds, while UBS released Swiss Climate Scores for 60 funds in November 2023 [49]
[50].2° Hope lies in the role model function of incumbents such as the latter, besides interna-
tional interest in simplifying complex disclosure regulation to provide an understandable
break-down in particular for retail investors.3031

Market actors highlighted that while enhanced disclosures might be sufficient for profes-
sional investors, retail investors would benefit from sustainability labels. Interviewees
confirmed that the Swiss Climate Scores are a Swiss intent to provide best-practice indicators
for climate-disclosures, in addition to existing international ones. But the introduction does not
(yet) result in harmonization and the creation of a common understanding (Section 3.3.3). The
initiative could ultimately turn into a reader-friendly set of comparable indicators for retail in-
vestors, illustrating product alignment or contribution towards climate goals.

The Swiss Climate Scores could potentially evolve into an environmentally focused product
label. Data selection to calculate the scores should be in line with certain transition or impact
criteria (Section 3.2). The Federal Council recently announced that a SCS update for 2025 will
go into that direction [31]. Furthermore, the indicators might be expanded to cover not only the
financial market but all types of Swiss corporations, thus enhance cross-industry harmoniza-
tion. If successful, an interviewee feels that “there is nothing that would speak against the
discussion on, for example, the Swiss Natures Scores”, which could summarize existing best-
practices from biodiversity reporting as guidance for small financial market actors and retail
investors, e.g. TNFD inspired datapoints on GHG, forests, wetlands, waste and water. As long
as Swiss Climate and Nature Scores help promote a common understanding of sustainable
investment opportunities (Section 3.3.3), they might become a meaningful transparency and
classification tool with the potential to inspire investment decisions and change in capital al-
location.

28 One interviewee's financial institution has “started to show the Implied Temperature Rise (ITR) and the average ESG rating in
the annual asset statement. This has been shown over many years to be the most tangible and important thing, the average
rating and then a climate indicator [inspite of known methodological difficulties]."

29 Other actors, such as e.g. Switzerland’s largest pension fund Publica based its 2022 sustainability report on the Swiss Climate
Scores, in addition to “the recommendations of the Task Force on Climate-Related Financial Disclosures (TCFD), and the ESG
reporting recommendations laid down by the Swiss Pension Funds Association ASIP” [51].

30 One interviewee stated that “the greater the alignment [between disclosures], the better for the moment, just because there is
so much room for interpretation at certain times within the sustainable investing sphere that | think it's at the moment more
important to maybe have not ideal indicators, but at least everyone's reporting on the same one.”

31 If sustainability disclosures are not readable by retail investors, professional investors may ultimately define what is considered
sustainable. In that regard, it is interesting to highlight that the SEC rules for fund names, which require detailed explanations on
sustainability strategies specify that greenwashing is ultimately defined by “plain English meaning or established industry use”
[41]. But it is in particular professional investors who digest the respective sustainability explanations, and whose perception of
"plain English meaning" may count in the end.
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Figure 5: Summary of discussion of preliminary recommendations from Section 2.1

Category

Reported Issues

Preliminary
Recommendations

Interview insights

Enhancing finan-
cial-product
transparency via
sustainability
disclosures

Unsustainable administrative burden for financial in-
stitutions to navigate corporate and financial-market
disclosures, specifically for CH, EU, UK and US

EU reporting requirements for financial institutions
(SFRD) and companies (CSRD) phased in at different
times with different scope of compulsory indicators &
lack of supply chain data, in particular on PAls

SMEs lack capacities & expertise to meet complex re-
quirements on disclosure data

Investors lack decision-useful information to finance
an environmentally friendly transition; the voluntary
Swiss Climate Scores shed light on climate-alignment
of portfolios, though are less developed than foreign
binding regulations

Current Swiss reporting requirements and self-regula-
tion, e.g. by AMAS, SBA and ASIP, are less
detailed/strict than EU regulation;

Lack of more stringent disclosure requirements on
(non-financial) positive and negative environmental
impacts for financial products which claim to be sus-
tainable;

Market freedom and lack of alignment with EU regu-
lations (the Swiss Federal Council rejected the
adoption of the environmental EU taxonomy at least
until 2025)

Switzerland should officially accept EU disclosures and
provide support for further harmonization of datapoints
across sectors and supply chains

NZPDU and ESAP should connect and harmonize pub-
licly available sustainability data to replace estimations
and reliance on fragmented indicators from for-profit
providers & more support for SMEs is necessary

Switzerland could adopt a local disclosure standard for
SMEs & further enhance interoperability with interna-
tional regulation, such as SFDR and CSRD

Switzerland should further develop the Swiss Climate
Scores & enhance comparability of e.g. data from exter-
nal providers or long-term temperature predictions

Self-regulation could be further enhanced and recog-
nized by FINMA in order to apply to the whole financial
sector;

Sustainability-related disclosure requirements for all
products and providers could impose bureaucratic ef-
fort on laggers rather than frontrunners, thus reverse
the burden of proof;

Swiss regulation should provide more guidance to
avoid further fragmentation and clarify which environ-
mental activities and financial products count as
sustainable

Agreed; avoid double reporting requirements,
maximize use of data systems for SFDR com-
pliance, and align corporate and financial
market specific reporting.

Agreed; Interviewees in particular highlighted
the challenges around proxy data from data
providers and reliance on imperfect, subjective
for-profit ratings.

Partially agreed; SMEs approach sustainability
data and strategy differently — risk-adjusted ap-
proach with proportional enforcement rather
than introducing a local disclosure standard.

Partially agreed; Decision-useful information
reportedly requires the inclusion of SMEs, to
“walk the talk”, i.e. transition purpose of disclo-
sures (beyond marketing). SCS to help retail
investors with decision-making, rather than
serving only professional investors

Partially agreed; Interviewees preferred an all-
economy solution for clarity around sustaina-
ble products over financial-market specific
FINMA recognition. Towards double material-
ity, Swiss regulation could prevent unintended
harm and request basic sustainability disclo-
sures for all products, incl. financially
uninteresting negative environmental impacts,
in addition to alignment between product and
provider characteristics.

Source: Authors. For details on the methodology see Section 2 and Annex.
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Figure 6: Matching internal sustainability classifications with SFDR categories

SFDR vs internal firm categories

Promote ESG Sustainable

A

m Article 8 (Promote ESG characteristics)
Article 9 (Sustainable investment objective

Integrated ESG Risks

A

Article 6 (Consider ESG Risk)

Note: This Figure illustrates the 2022 classification of investment solutions that incorporate ESG criteria (pie chart) as op-
posed to SFDR categories (bar chart). These investments — representing 107.6 bn CHF - make up half of the respective firm's
AUM. This example was chosen independently of the interview series, to illustrate the difficulty of aligning SFDR disclosure
categories with internal product classifications for transparency at point of sale (further discussed in Section 3).

Source: Vontobel Sustainability Report [53].

3.2 CLASSIFYING FINANCIAL PROD-
UCTS BASED ON THEIR SUSTAINABILITY
CHARACTERISTICS

The increasing availability of comparable
sustainability information via standardized
disclosures opens a window to look thor-
oughly at sustainability characteristics of
underlying financial products, and set mini-
mum criteria, e.g. for fossil fuel exposure,
where necessary.’? We previously high-
lighted that market actors have erroneously
interpreted the SFDR articles as

32 So far, funds with different levels of fossil fuel exposure
can disclose under Art. 8 of the SFDR (see DNSH/PAI, min-
imum safeguards & transition potential; [4]).

classification scheme (Section 2). In the
absence of an official taxonomy which de-
fines sustainable economic activities (cf.
EU environmental taxonomy - Section 1),
Swiss market actors apply a combination
of sustainable finance strategies, namely
best-in-class, climate-alignment, ESG En-
gagement, ESG Integration, Exclusions,
Impact Investing, Norms-based Screening,
Sustainable Thematic Investments and
ESG Voting.*® Financial institutions also es-
tablished their own classification systems
for sustainable products and services,
which are aligned with, but are not equal to,

33 In the 2023 Sustainable Investment Market Study [1]
Swiss Sustainable Finance explicitly states that applying
one sustainable investment strategy is not enough, instead
referring to Busch et al. (2022) [52].
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SFDR disclosure categories (see Box 1,
Section 3.1.3 and 3.3). Figure 6 shows that
while information on funds which integrate
basic ESG risk can be disclosed under Art.
6 SFDR (see exact match in grey), it seems
more difficult to align what counts as sus-
tainable financial product and thus requires
enhanced disclosures under SFDR Article 8
and 9 respectively (different shades of
green). Figure 6 represents a financial mar-
ket actor's share of products defined
internally as sustainable, only few of which
match the “sustainable investment objec-
tive” criteria for disclosure under SFDR Art.
9.

In this section, we discuss market partici-
pants’ ideas and feedback on
classifications for sustainable financial
products, such as labels and funds’ names,
(outlined in Section 2.1.2) and in line with
the preliminary definition of the Swiss Fed-
eral Council (cf. Box 1). First, we discuss
the path from disclosures to labels with the
example of the Swiss Climate Scores (Sec-
tion 3.2.1). Then we dive deeper into
avoiding externalities (Section 3.2.2) and
focus on funds’ names and labels (Section
3.2.3).

3.2.1 Walking the talk: From disclosure
guidance to robust content-alignment

Interviewees disagree on how much guid-
ance is needed to reduce confusion as to
which financial products are actually sus-
tainable. Most of the financial market
participants we interviewed already un-
dergo due diligence on sustainability
matters when selecting investee firms, e.g.
when composing portfolios or recommend-
ing certain products to clients with a
specific risk appetite. Some say that finan-
cial institutions’ due diligence processes
identify best what can be considered sus-
tainable, based on available data, and that
disagreement is necessary for competition,
similar to varying financial valuations in
identifying traditional investment

34 More clarification on US side might follow with the SEC
climate disclosure rules expected in April 2024 [54].

opportunities. Others highlight that rather
than laying in the eye of the beholder, cli-
mate and biodiversity investments must
follow a harmonized labelling scheme, to
co-create a sustainable future, not only
based on what investors value but what is
valuable for all.

The Swiss Climate Scores (SCS) are an at-
tempt to provide more clarity around which
portfolios are in line with the Paris Agree-
ment. The SCS indicators cover
transparency on transition plans, steward-
ship and the reduction of fossil fuels, which
interviewees approve as priority topics. In
our white paper series, we suggested that
the Swiss Climate Scores (Box 2) were a
science-based attempt to offer a Swiss al-
ternative to the EU taxonomy-related Paris
Agreement-aligned indicators and thresh-
olds, or to the SEC ESG Focused Fund
requirements (Section 2.1.1).34 In contrast
to more developed rules on funds’ names,
such as in the US, the UK or the EU (Section
3.2.3), market participants highlight that
the SCS are so far voluntary, not reviewed
by any external actor, and published mainly
by leading financial institutions with stated
sustainability ambition.3 In parallel, Swiss
self-regulations such as the AMAS’ and
ASIP’ guidance help mainstream the inte-
gration of sustainability risk into financial
decision making, but some interviewees
stated that they do not really provide any-
thing new and regard them rather as “a
cherry on top”.

To improve the SCS, interviewees en-
dorsed additional disclosures on
engagement policy and results, in particu-
lar for financial products with transition
objective (Section 2.1.1). To avoid active
ownership becoming a greenwashing strat-
egy to justify the avoidance of divestment,
disclosures on escalation strategy and vot-
ing mandates (including the outsourcing of

35 Research insights were collected before the SCS update
was published [31].
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such) are indispensable. The Swiss Stew-
ardship Code, which was launched at
Building Bridges in September [55], intents
to build upon the SCS. However, interview-
ees state that the UK Stewardship Code
[56], on which the Swiss one is based, is al-
ready widely applied by Swiss market
actors [7]. For example, disclosures on “un-
expected investments” in line with the UK
SDR proposal could have provided further
clarity around engagement, but were ulti-
mately rejected since the lack of a
threshold for what counts as unexpected
might pose another risk of greenwashing.3®

3.2.2 Avoiding negative externalities

Interviewees agreed that the definition by
the Federal Council of sustainable-finance
products could be enhanced by clarifying
environmental and social priorities and
setting minimum standards. We men-
tioned in Section 1 that in the eyes of the
Federal Council, a credible definition of sus-
tainable financial products must go in hand
with a “description of sustainability ap-
proaches applied, accountability,
verification by an independent third party,
binding nature, enforceability of rights and
access to legal recourse for customers” [5].
Interviewees did not necessarily agree that
third-party verification and legal enforcea-
bility make sense in the short term, since
regulatory unclarity persists and harmoni-
zation requires experimentation. However,
in all conversations with market partici-
pants, individuals agreed that a product
targeting a certain sustainability goal
should not backfire and harm others in par-
allel (Section 2.1.2), and suggested high-
risk checks, i.e. avoiding global harm based
on the OECD guidance for multinational en-
terprises, the UN Global Compact, the Paris
and Montreal agreements (Section 2.1.2).

36 The UK Financial Conduct Authority (FCA) has clarified
that the [label] rules do not prescribe the form in which
stewardship should take place or whether the strategy
should be at the firm or product level [39]. “There is no
longer a separate category of ‘unexpected investments’, but
the disclosure must include, under the sustainability

In parallel, implementation challenges
around the complex EU approach on DNSH
persist (Box 3). This concerns in particular,
data challenges concerning PAIl (Section
3.1.2), on which the EU's DNSH test de-
pends. Furthermore, market participants
are confused about the lack of threshold
for compliance with the DNSH principle
[57], leaving the ultimate control for nega-
tive externalities up to the discretion of
individual firms.

Market opinions differ on whether further
clarifications on either Do No Significant
Harm (DNSH) or minimum safeguards are
necessary. Some financial market partici-
pants are confident that ESG specialists
are already performing profound screen-
ings concerning the risk attached to the
sustainability profile of the respective prod-
ucts, and client advisors anyways need to
justify that funds do not include anything
“dirty” (see ‘good’ investments in Section
3.2.1). But interviewees also acknowledged
that the reputation of the financial market
is not the best, i.e. regarding the morality of
work ethic, and that «black sheep», i.e. indi-
viduals or financial market actors who do
not anyways dutifully exclude irresponsible
investments, might need a regulatory push.
One interviewee remarked that
“DNSH, in particular with transition-ena-
bling companies is very, very difficult.
The most obvious example is probably
rare earths or minerals and metals that
we need when we build alternative
sources of energy, windmills and the so-
lar panels. We need all those resources
in order to build them, but then at the
same time while getting those re-
sources, we don't want to destroy the
environment in one place, but the
greater goal, the overarching one is that
we need alternative sources of energy.”

approach, details of any types of assets held for reasons
other than to pursue the sustainability objective and why
these are held” [37].
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BOX 3: SPOTLIGHT ON DNSH IN THE EU- HOW TO AVOID NEGATIVE EXTERNALITIES?

This box explains one of the main bottlenecks around evolving sustainable finance regula-
tion: the extent to which negative effects on other sustainability goals must be disclosed and
mitigated, in addition to a products’ stated sustainability characteristics. For example, an en-
vironmentally-focused fund must nonetheless report and reduce harm to a range of social
sustainability objectives, according to SFDR. The European SFDR Article 2 (17) outlines that
good governance, Do No Significant Harm (DNSH) and a sustainable investment objective are
expected from a so-called “sustainable investment” (see below) [17], [58]. While it is not spec-
ified in detail how the DNSH must be conducted under SFDR (lack of thresholds), it is clear
that a DNSH test, based on a list of principle adverse impacts (PAls) outlined in Annex 1 of the
Regulatory Technical Standards (RTS) must be conducted. These PAls cover climate®” and
environment, social and employee matters, human rights®®, and anti-corruption and anti-brib-
ery [57]. PAls must not only be declared at entity (Art. 7) and fond level (Art. 4), but a profound
analysis of significant negative impacts of investment must be conducted. ESMA has clarified
that although the requirement of “taking into account” PAls remains undefined, criteria could
be quantitative, qualitative, or a mix of both. Thresholds, such as for companies performing
environmentally sustainable economic activities above a certain level, could be applied. For
example, the EU environmental taxonomy defines much more precisely than the SFDR what
DNSH means for economic activities respecting certain environmental goals, according to
thresholds laid out in the respective appendices (A-D) [17], [58].

Financial market actors must apply DNSH tests respectively:

e Article 8 financial product[s]: explain how the adverse social and environmental impact
indicators in Table 1 of Annex | of SFDR Final Draft Level 2 and any relevant indicators
from Tables 2 and 3 are taken into account,

e Article 9 financial product: ensure the alignment of Sustainable Investments with Arti-
cle 18 of the Taxonomy Regulation on minimum safeguards,[57]

e At entity level above 500 FTE: declaration of “taking into account” PAI (see lack of def-
inition outlined above; need of explanation and timeline if not taken into account),

e At fonds level: Art. 8 > DNSH optional but recommended; Art. 9 > DNSH unavoidable
[58]

According to Art. 2 (17) SFDR, 2019/2088, “Sustainable investment” means an investment in
an economic activity that contributes to an environmental objective, as measured, for example
by key resource efficiency indicators on the use of energy, renewable energy, raw materials,
water and land, on the production of waste, and greenhouse gas emissions, or on its impact
on biodiversity and the circular economy, or an investment in an economic activity that con-
tributes to a social objective, in particular an investment that contributes to tackling inequality
or that fosters social cohesion, social integration and labour relations, or an investment in hu-
man capital or economically or socially disadvantaged communities, provided that such
investments do not significantly harm any of those objectives and that the investee compa-
nies follow good governance practices, in particular with respect to sound management
structures, employee relations, remuneration of staff and tax compliance.

37 e.g. GHG scope 1, 2, 3 and total emissions and GHG intensity of investee companies

38 e.g. share of investments in investee companies that have been involved in violations of the UN Global Compact principle or
the OECD Guidelines for Multinational Enterprises; share of those that have policies to monitor compliance and have established
corresponding escalation strategies.
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3.2.3 Classification via funds’ names and
labels

Market participants confirmed evolving
foreign fund names and labels as a way to-
wards a common understanding of what
sustainability means. In particular, we pre-
viously criticized the requirements on
funds’ names developed in the US for not
setting any minimum standards to avoid
that other sustainability goals are nega-
tively affected by so-called sustainable
products (Section 2.1.2, see Box 3). Finan-
cial-market participants approve of the
flexibility under US rules, but agree that
without further defining rules for the com-
position of sustainable products, the ones
who benefit are in particular professional

disclosed data (Section 3.1.3). Further clar-
ification on the application of fund names
is expected from the European ESMA in
2024 (Box 4). We previously stated that la-
bels might serve for comparison and
provide more credibility but are harder to
implement (Section 2.1.2). Financial-mar-
ket actors who we interviewed seem
interested in labels, and highlighted in par-
ticular the accountability-potential for retail
investors who do not possess the expertise
to compare complex information disclosed
under fund name rules. But we observed
uncertainty about the right method or crite-
ria. In particular, the European Green Bond
Standard is closely observed, but criticized
as too bureaucratic (Section 3.3).

investors who can understand the

BOX 4: SPOTLIGHT ON ESMA'’S DELAYED FUND NAME RULES

The EU also pushes ahead with content-aligned fund names. ESMA has announced the pub-
lication of fund name rules for Q2 2024, which would apply to new funds three months after
publication, with a 6-month buffer for existing funds [59]: Instead of the previously announced
50% threshold, ESMA further aligns with US regulations in requiring 80% of investments to
meet the sustainability characteristics or objectives. Furthermore, ESMA expects application
of Paris-aligned Benchmark exclusions and meaningful investments as defined in Article 2(17)
SFDR, “reflecting the expectation investors may have based on the fund’'s name (cf. US SEC
fund names reflecting “plain English meaning” — see footnote 31.

In particular, ESMA further defines the meaning of “transition” and “environmental transi-
tion” European “transition-related” fund names require consideration of Climate Transition
Benchmark (CTB) exclusions,®® combined with PAB for “environmental transition”. ESMA con-
ceded that environmental, social and governance goals are separated so that fossil fuel rules,
i.e. under PAB, do not become too restrictive.

Furthermore, the proposed ESMA rules require a double-bottom line approach with measur-
ability. “Transition” or “impact” related funds that the 80% of investments “are made with the
intention to generate positive, measurable social or environmental impact alongside a finan-
cial return or are on a clear and measurable path to social or environmental transition [59].

39 Exclusions for EU Climate Transition Benchmarks are those contained in Article 12(1)(a)-(c) of Commission Delegated Regu-
lation (EU) 2020/1818, namely companies with exposure to controversial weapons, cultivation and production of tobacco, or
those violating the UN Global Compact or the OECD Guidelines for Multinational Enterprises, in the eyes of benchmark adminis-
trators.
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3.2.3.1 Focusing on transition and impact
Market participants remark the need for
harmonization around transition and im-
pact terms. In Section 2.1.2 we highlighted
the need for a uniform understanding, with
focus on sustainability interpretations
around transition and impact. In particular,
we stressed the need for clearly measura-
ble, internationally aligned classifications,
with potentially additional disclosures cov-
ering the theory of change as well as an
escalation plan for engagement. Interview-
ees confirmed the greenwashing risk
around impact statements, since public
conceptions of impact investments differ
from market interpretations of nuanced im-
pacts on the market. We previously framed
impact in relation to international regula-
tions such as the EU SFDR Article 9, the US
ESG impact funds, or the UK Sustainability
Impact label* (Section 2.1.2). For example,
activists might perceive the term “impact
investment” inadequate for portfolios in-
cluding fossil-fuel producers as investee
companies, while investors highlight the
transition potential with strategic engage-
ment, in light of the need for more energy
companies transitioning towards renewa-
bles, and refrain from divestment. But
under which conditions is the impact po-
tential in case of successful engagement
larger than the additional emissions
averted by immediate divestment? Partici-
pants agree that sustainability terms
should apply to different asset classes, but
different thresholds may apply in different
contexts.

Interviewees find that market actors could
benefit from a deeper analysis of how in-
ternational regulations can be interpreted
to benefit the economic transition. They
voiced interest in ongoing developments in

40 The UK published the final Policy Statement on Sustain-
ability Disclosure Requirements and Investment Labels end
of 2023 [37]. Notably, the proposed three “sustainable” la-
bels are now called “sustainability focus” sustainability
improver” and “sustainability impact”, with the addition of a
fourth “sustainability mixed goals” label. A 70% threshold
applies for all labels (cf. ESMA & US fund name rules 80%).
The labels can be applied from 31.07.2024 - funds which
chose not to apply any label, need to refrain from using “sus-
tainable” “sustainability” or “impact”-related terms in fund
names for retail use, and must explain to clients why no

particular in the US, UK and EU. We previ-
ously highlighted the proposed UK
Sustainability Improvers category, but also
the “potential for becoming a ‘catch-all for
ESG funds, with a related risk of green-
washing’ if no extended guidance is
provided for the disclosure of active owner-
ship actions, escalation process and
results” [33] (Section 2.1.2). In particular,
Switzerland could seek to harmonize the in-
ternally developed sustainable product
categories, which Swiss financial market
actors reportedly apply in line with SFDR,
from a transition angle (Figure 6; see differ-
ent investment universes in Section 3.3.1).
This includes exploring the full transition
potential of Art. 7, thus enriching the dis-
cussion around Art. 6, 8 and 9 (Box 1)
meaningfully - as one interview participant
recommended:
“You have 6 for risk, basically single ma-
teriality perspective. You have 7, nobody
talks about [...]. It will be | think perhaps
one of the most important provisions in
SFDR going forward. And then 8 - | say
it's a catch-all-anti-greenwashing provi-
sion, so as soon as you mention
something about ESG or green they say
“tell me more”. And then 9 is for prod-
ucts with an ambition to do sustainable
investment. [..] So, 8 you basically can
use for anything. Your investments in
sustainable assets can range from zero
to 100 under 8. And so you can do tran-
sition, you can do anything. But you
know, for [...] sales purposes it would be
nice to have something as a transition
label.”

3.2.3.2 Sustainability-related bonds

Last but not least, interviewees consider
sustainability-related bonds a good tool
for supporting the transition and scaling
up impact. In Section 2.1.2, we highlighted

label was chosen. These naming and marketing rules enter
into force in December 2024, and were relaxed to avoid
greenhushing. Last but not least, a general anti-greenwash-
ing rule covering environmental and social characteristics
is further updated and will enter into force on 31.05.2024.
Notably, the SDR will progressively apply also to smaller en-
tities, and will neither apply to portfolio management and
service firms nor to foreign entities and funds, for the time
being. In addition, stewardship and independent assess-
ment requirements have been rephrased to allow for more
flexibility [39].
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that widely-established market practice re-
lies on the GBP and CBIl’'s guidance. We
repeated that also for green bonds one sus-
tainability aspect may not excuse a harmful
trait (Section 3.2.2), i.e. the issuer's sus-
tainability characteristics should not be in
conflict with the use of proceeds.*' One
participant stated that “the use of proceeds
[and its measurement] should be very, very
clear and should be comparable across
Switzerland and the EU.” In that context, in-
terviewees acknowledged the Federal
Council's issuances of green bonds as a
good example of guidance. Participants
also confirmed that the use of proceeds
could be further regulated and that a com-
mon-ground taxonomy would be desirable
(Section 2.1.2), although unlikely due to po-
litical dissent. An emerging Swiss
definition for sustainable financial prod-
ucts and services (Box 1), could also
specify the use-of-proceeds for bonds, and
further (self-)regulation could demand
alignment of “objective, pre- and post-issu-
ance review and consistency with issuers’
sustainability strategyl, i.e. an issuer’s tran-
sition plan]”. Finally, one interviewee voiced
doubts about sustainability-linked bonds

41 Compare above examples on energy-friendly retrofitting
for a building which provides indoor skiing; or a coal plant
with excellent social conditions.

(“badly structured”, “risk-transfer to stake-
holders”), warning that by extracting clean
projects traditional bonds become dirtier.

Interviewees are aware that the European
Green Bond Standard (EUGBS) sets a new,
complex standard. We previously wrote
that
“in addition to having to contribute to an
environmental objective, the eligible
economic activities must respect the Do
No Significant Harm (DNSH) Principle,
the Technical Screening Criteria, and
minimal safeguards. However, the
EUGBS is a complex framework and dif-
ficult to apply”.
Interviewees seem to prefer flexible princi-
ple-based regulation instead, but disagree
on whether the market should have the
freedom to decide on what is considered
green and social via its control and alloca-
tion function.

For a more detailed analysis of green
bonds, see the E4S white paper “The Swiss
Market of Green Bonds: Breaking Down the
Barriers to Scale” [60].
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Figure 7: Summary of discussion of preliminary recommendations from Section 2.1

Category

Reported Issues

Preliminary
Recommendations

Interview insights

Classifying finan-
cial products based
on their sustaina-
bility
characteristics

Financial institutions disclose their
climate-engagement policies in in-
homogeneous  ways, carrying
greenwashing risk because en-
gagement can be an excuse to
avoid divestment

Swiss financial-market actors are
impacted by foreign classifica-
tions, in particular that developed in
the UK, the US and the EU

Name rules such as in the US, leave
a lot of freedom in terms of how
sustainability is defined

Green bonds are issued in line with
the market-based Green Bond Prin-
ciples, and the Climate Bond
Initiative, which provide for flexibil-
ity

The Swiss regulator should make it compulsory for
financial institutions to disclose the escalation pro-
cess, to proof the existence of clear rules in case
engagement is unsuccessful

Swiss regulators should internationally align the
definition of sustainable financial products and ser-
vices, e.g. on fund’s names, benchmarks and labels,
contributing in particular to a common understand-
ing of “transition” and “impact”.

Regulators should introduce minimum safeguards
to avoid environmental and social harm, e.g. in line
with the UN Global Compact and the OECD Guide-
lines for Multinational Enterprises

The Swiss Sovereign Green Bond Framework
should inspire rigorous green bond issuance, with
strict rules for the use of proceeds, observing the
EUGBS and the Common Ground Taxonomy

Agreed; (collective) engagement as powerful tool to support companies
in their transition rather than divesting, and strict engagement policies
increase credibility, e.g. of transition labels.(Self-)regulation should har-
monize escalation strategies, leaving space to take account for
individual circumstances.

Agreed; in the absence of a taxonomy, financial market actors analyze
economic activities themselves and respectively sort investments into
individual sustainability categories, based on foreign regulation.

Agreed; Swiss (self-)regulators should provide more guidance on what
counts as sustainable, and which minimum safeguards should be ap-
plied for sustainable products. Market actors request cross-sector and
international alignment, while minimizing complexity. Interviewees con-
firmed unclarity around the terms “transition” and “impact”. Also on the
financing side, harmonized sustainability guidelines are necessary.

Partially agreed; Rather than implementing complex green bond regula-
tion, i.e. EUGBS, Swiss regulators should further incentivize green bond
issuance, with strict rules for the use of proceeds and the alignment of
sustainability characteristics between project and issuer; Common
Ground Taxonomy ideal global harmonization framework, but politically
difficult

Source: Authors. For details on the methodology see Section 2 and Annex.
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3.3 CLARIFYING SUSTAINABILITY
CONCEPTIONS AND RESPONSIBILITIES
AT POINT OF SALE

In this section we discuss interviewees'
concerns, in particular around retail inves-
tors’ understanding of sustainable finance.
Financial advisors now have to explicitly
ask investors for their sustainability prefer-
ences, in line with the EU’'s MIiFID Il
regulation and the Swiss SBA'’s self-regula-
tion (see previously reported issues -
Section 2.1.3). We focus in particular on the
assessment of clients’ sustainability pro-
files via questionnaires and conversations,
observing increasing interest (Section
3.3.1), along with a need for general educa-
tion on sustainable finance (Section 3.3.2),
and clarification of responsibilities at point
of sale (Section 3.3.3).

3.3.1 Do clients care? - The explicit re-
quest of client preferences

Interviewees report increasing interest
from clients in sustainable investments
and financing, in particular for energy and
retiree-friendly retrofitting, and have estab-
lished internal classifications for access to
varying investment universes. So far, in
Switzerland, FinSA does not explicitly re-
quire the consideration of clients’
sustainability preferences, but self-regula-
tion has mainstreamed the topic in client
advisory (Section 2.1.3). In the course of
the interviews, we received an overview of
the way in which Swiss banks currently
base investment decisions on client prefer-
ences. Accordingly, basic exclusions have
become standard, but advanced sustaina-
ble products and in particular impact
products are still only available to few
(high-income) investors.

For example, imagine a bank advisor as-
sessing a client’s general risk profile. The
advisor asks her about the extent to which
sustainability risk and impact matters to
her as well as whether capital shall be allo-
cated for 5, 10 or more years. Depending on
the time horizon and the amount of capital
available for allocation, the client advisor
might recommend more or less

sophisticated sustainable products. The of-
fered product range depends on the
assessed sustainability profile, e.g. starting
with “basic”, focusing mostly on traditional
investments, such as corporate shares with
high ESG rating - excluding only child labor,
critical weapons and tobacco. In contrast,
a more sophisticated investment universe
might include riskier or less liquid products
e.g. supporting carbon removal start-ups or
global education projects.

Interviewees agreed that the integration of
basic sustainability risk is now part of fidu-
ciary duty, but the scope of interpretation
varies. Sustainability risk may include i.e.
impacts of climate change over the next
decades, which is difficult to predict pre-
cisely. However, opinions differed as to the
extent to which this margin of appreciation
allows for more advanced sustainable-in-
vestment strategies. One interviewee
explained how the financial institution jus-
tifies a certain sustainability baseline for all
pension plans by officially stating that pro-
claimed sustainable investments delivered
more value in the long run, thus acting co-
herently in the name of fiduciary duty. A
participant confirmed that new sustainable
finance categories changed the internal or-
ganization, but do not necessarily change
the business orientation, e.g. cantonal
banks with particular social service man-
date already take non-profit considerations
into account.

3.3.2 Employee training and public educa-
tion for fiduciary duty and informed choices
Interviewees account for client interest in
sustainable finance decisions, but call for
more education amongst client advisors
and via public media formats. Our prelimi-
nary recommendations (Section 2.1.3)
called for harmonized requirements for cli-
ent advisory to include the explicit request
of sustainability preferences, combined
with educational efforts for employees and
the general public. Indeed, interviewees
confirmed that in particular advisor train-
ings have been widely implemented, and
that public media formats are increasing,
e.g. newspaper articles or webinars
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explaining different sustainable investment
strategies.

However, responsibilities might need to be
further clarified, since client advisors are
not sustainability consultants, but rather
gatekeepers and contact points. Interview-
ees stressed that the value creation of
banks depends on the outsourcing of finan-
cial decisions, and that the delegation of
such decisions must remain possible. In-
terviewees highlight their strength in
creating value by “choosing the right ones”,
in light of profitability concerns regarding
sustainable investments. Similarly, individ-
ual financial advisors and especially
smaller banks cannot be expected to pro-
vide the whole range of sustainable
investment opportunities. But trusted bank
advisors may serve as contact points to
spark sustainability interest (see financing
for SMEs Section 3.1.3) and facilitate dele-
gation to actors with respective expertise
or e.g. specific thematic funds.*?

3.3.3 The need for acommon understand-
ing of sustainable finance and clarification
on responsibilities

The interview series thus finds the need
for a common understanding of sustaina-
bility along the financial value chain,
covering professional and retail investors
alike (Sections 3.1 and 3.2). Interviewees
highlighted in particular the above-men-
tioned widely accepted SSF definition [1],
[52] of sustainable investment strategies
as basis for a common understanding of
sustainable investment in Switzerland. On
the financing side, a common understand-
ing seems to be less developed. One
interviewee compared the process to the
emergence of a common understanding
for organic food throughout the last dec-
ades, including the willingness to pay more,
and the move from the left political spec-
trum and bias of respective narratives
towards the mainstream.

Figure 8: Summary of discussion of preliminary recommendations from Section 2.1

Category

Reported Issues

Preliminary
Recommendation

NEW:
Interview insight

Integrating the
sustainability
preferences of
clients

Financial market actors
struggle to set strict sus-
tainability policies on what
to offer to clients, in light
of the fiduciary duty to
maximize returns

Limited visibility on sus-
tainability characteristics
of financial products; retail
investors lack sustainable
finance education

Top-down regulation can
further empower clients
on whether/to what ex-
tent they want to invest
sustainably

Swiss regulation could
further harmonize the ex-
plicit request of client
preferences, aligned with
product categories and
general education on
sustainable finance

Suggestion: Regulation should further focus on
general harmonization and clarification of sus-
tainability notions and responsibilities, i.e.
supportive tools distributed through industry as-
sociations. In particular, categories and labels
with comparable and clearly explained sustaina-
bility characteristics can help retail investors to
voice sustainability preferences.

Agreed; client advisor training and general educa-
tion formats such as via public media are
necessary to enhance public knowledge on sus-
tainable finance. Banks may function as a trusted
point of contact rather than consultant for sus-
tainability.

Source: Authors. For details on the methodology see Section 2 and Annex.

42 A Swiss cantonal banks described an existing partner-
ship with a large Swiss private bank to expand the
sustainable finance product range.
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4 SWISS AMBITION: WHAT IS THE PLAN?

Urgent action is needed for Switzerland to
become a “leading sustainable financial
center” [61]. Work remains to be done to
solve the “mismatch between the stated
ambitions of the financial center and the
perception of its actions by pressure
groups”, while navigating the tradition of
“Swiss authorities displaying little appetite
to set legally binding standards” [62]. A re-
cent UN report finds that the world will heat
up by 2.5 - 2.9 degree Celsius if countries
implement the promised Nationally Deter-
mined Contributions (NDCs), which is still
far from the 1.5-degree limit agreed in Paris
[63]. And the climate crisis is only one part
of the problem, as immense loss of biodi-
versity and pollution are materializing, and
global disparities are severe. Amidst these
challenges, the Swiss people have con-
firmed that the power of the financial
sector shall be channeled to help solving
these challenges.*® The Climate and Inno-
vation Act highlights clearly that Swiss
firms shall develop realistic transition plans
(Sections 3.1. and 3.2). But voluntary
measures might not suffice as some mar-
ket actors with different priorities show
reduced interest in engaging in sustainable
finance practices.*

Switzerland has a unique opportunity to
move from fragmentation towards more
harmonization. Impacted by complex Euro-
pean sustainability regulations, the Swiss
industry enjoys space for experimentation
to reflect upon challenges encountered
during the EU taxonomy and SFDR imple-
mentation. It also has the potential to build
upon existing regulation and pass down
practical learnings to smaller market ac-
tors in Switzerland. However, the
fragmentation of Swiss self-regulatory
guidance and the lack of a detailed Swiss

43 Where do we stand? - Interview quote: “It would make
life easier if we would have clarity on the level of the general
economy on which activity is qualified as green, [or we
would] just prohibit non-sustainable activities. To everyone
who criticizes [centralized taxonomies and] all these indi-
rect approaches, going through [the] financial system and
trying to affect the real economy, I'm just saying: what is the
alternative? [...] every firm would have to do it for itself. Im-
agine. So, you would have to basically go through all the

regulatory framework, such as the Action
Plan in the EU, have arguably led to frag-
mentation rather than maximal
cooperation between different market ac-
tors. Thus, harmonization between industry
associations, regulators and civil society
should be prioritized and aligned across the
whole economy. Frontrunning market ac-
tors in Switzerland are already applying
best practices. Swiss regulators should
also consider learnings from established
local actors with a long tradition of support-
ing society and innovation. Rather than
developing further parallel initiatives, Swit-
zerland should synthesize and harmonize
what is already there with guidance and
support.

Based on our analysis of the market and

the interviews, we suggest five key takea-

ways for evolving Swiss (self-)regulation:

(1) (Self-)regulation could further harmo-
nize notions of transition and impact,
specifying the interpretation of words
such as “aligned with” or “contributing
to”. Swiss financial market actors are
moving from sustainability risk integra-
tion to scaling up transition and impact
investments, but a common understand-
ing of where Switzerland positions itself
in line with existing international frame-
works is lacking. Without transition and
impact priorities for the financial sector,
a clear implementation path towards
sustainability is missing.

(2) In the absence of a common sustaina-
bility vision, regulation risks to be
limited to negative prescriptions rather
than positive encouragements. In addi-
tion to investments in child labor and
weapons, illegal environmental

global economic activities and then somehow create your
own [classifications].”

44 Between 2022 and 2023, the proportion of Swiss institu-
tions which joined a net zero initiative (GFANZ) or intend to
do so, sank from 90 to 70% [48]. But firms can also opt for
SBTi-aligned transition plans without joining GFANZ.
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activities with particular harm potential
could be blacklisted and excluded per
se.*® Consistency shall be required for
sustainability characteristics across
provider and product level. Clearer rules,
e.g. on fossil fuel investments in line
with national targets, could help avoid a
case-by-case evaluation.*®

(3) Firms and financial institutions should

better explain to end investors how pos-
itive and negative externalities are
taken into consideration in the respec-
tive product. Such clarity would
substitute for processing excessively
large amounts of data so that also retail
investors can make informed invest-
ment decisions. It remains uncertain to
what extent informed retail clients
would invest in risky sustainability areas
and impact the pricing of externalities
(Sections 2.1.1 and 3.1.3). A main strug-
gle and difference between the rigor of
international regulations (e.g. US vs EU
fund names, Box 4) resides in the extent
to which negative impacts on other sus-
tainability goals are  prevented
(DNSH/PAI; Box 3). Available best-prac-
tices, such as selected climate and
biodiversity-impact indicators in form of
what one interviewee called a “hygiene
check”, or sustainable-development-co-
herency check”*” could be requested
from all economic actors and across fi-
nancial products. Questionable
investments would need to come with a
justification and trackable transition
pathway. Client advisors could make de-
cisions taken under fiduciary duty more

explicit for retail clients, such as the
composition of investment universes
and exclusions. For example, a bank
could clarify to what extent funds focus
on a just transition (rich countries’ as-
sets vs emerging markets). Clients
might also want to know to what extent
funds invest in slowly transitioning in-
cumbents, versus novel energy utilities
via diversified strategies for speculating
on disruption.

(4) Regulation could widen the range of rig-

orous sustainable financial products
and labels. This can be achieved
through the endorsement of a selection
of high-quality labels, e.g. EUGBS and UK
SDR labels, and the creation of new
product categories which allow e.g. im-
pactful retail investments and financing
offers in line with individual client values
(Section 3.2 and 3.3.1).

(5) The regulatory process should reduce

fragmentation and foster progressive
cooperation across broader circles, re-
specting the Swiss regulatory tradition,
but acknowledging its shortcomings.
For example, roundtables and working
groups in the regulatory process could
be subject to a quota for political oppo-
nents, marginalized voices, and
academia e.g. cross-sector and cross-
cantons, aiming at exchange of perspec-
tives and proportional burden for those
with limited capacities or expertise, to
maximize best-practice sharing and
leave no one behind in the spirit of ‘build-
ing bridges’ (Section 3.1.3).

45 Europol’s « Environmental Crime » report might serve as
inspiration [64].

47 Social impacts are harder to quantify, thus may be more
difficult to compare and standardize by regulation, but in re-
gard of global value chains social impact considerations
and human rights due diligence needs to go in line with cli-

46 See financing for energetic retrofitting of indoor ski hall
mate and biodiversity-focused efforts.

and lack of fossil fuel threshold under SFDR Art. 8.
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5 ABBREVIATIONS

AMAS - Asset Management Association
Switzerland

ASEAN - Association of Southeast Asian
Nations

ASIP - Swiss Pension Fund Association
CBI - Climate Bond Initiative
CO - Code of Obligations

CSDDD - proposed Directive on Corporate
Sustainability Due Diligence (EU)

CSRD - Corporate Social Responsibility Di-
rective (EU)

CTB - Climate Transition Benchmark (EU)

DDTrO - Due Diligence and Transparency
Ordinance

DNSH - Do No Significant Harm - Princi-
ple (EU)

EnAW - Energy Agency of the Economy
(CH)

ESG — Environmental, Social and Govern-
ance

ESAP - European Single Access Point

ESMA - European Securities and Markets
Authority

ESRS - European Sustainability Reporting
Standards

FC - Federal Council
FCA - Financial Conduct Authority (UK)

FINMA - Swiss Financial Market Supervi-
sory Authority

FinSA - Swiss Financial Services Act
GBP - Green bond Principles

GFANZ - Glasgow Financial Alliance for
Net Zero

GHG - Greenhouse Gas Emissions

ITR — Implied Temperature Rise

MIFID Il - Financial Instruments Directive
of the European Union (2014/65/EU)

NDC - Nationally Determined Contribu-
tions under the Paris Agreement

NFRD - Non-Financial Reporting Directive
NZPDU - Net Zero Public Data Utility

OECD - Organisation for Economic Co-op-
eration and Development

PAB - Paris Aligned Benchmark (EU)

PACTA - Paris Agreement Capital Transi-
tion Assessments administered by the
Swiss Federal Office for the Environment
(FOEN) and the Secretariat for Interna-
tional Finance (SIF)

PAI - Principle Adverse Impacts

RTS - Regulatory Technical Standards
SBA - Swiss Bankers Association
SCS - Swiss Climate Scores

SDGs - Sustainable Development Goals
(UN)

SDR - Sustainability Disclosure Regulation
(UK)

SEC - Securities and Exchange Commis-
sion (US)

SFDR - Sustainable Finance Disclosure
Regulation (EU)

SMEs - Small and Medium Enterprises
SSF - Swiss Sustainable Finance

TCFD - Taskforce on Climate-Related Fi-
nancial Disclosures

TNFD - Taskforce on Nature-Related Fi-
nancial Disclosures

TR - Taxonomy Regulation of the Euro-
pean Union

TSC - Technical Screening Criteria
UN - United Nation
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6 GLOSSARY

Double materiality refers to impacts of
business activities on the environment and
society besides financially relevant envi-
ronmental and social risks to a firm, i.e.
financial materiality (inside out vs outside
in).

End-investors are institutional investors or
retail investors that invest in financial prod-
ucts.

ESG risk integration means taking into ac-
count environmental, social and
governance risk to businesses. It does not
measure a company’'s effect on environ-
ment and society, and is therefore
increasingly considered insufficient under
evolving definitions of ‘sustainability’.

European Directive: Legislative act that
proclaims a goal for all EU countries. How-
ever, each Member State must adjust their
own laws to reach these goals (it must be
transposed into national law).

European Regulation: Binding legislative
act that must be applied in all EU jurisdic-
tions. As soon as the regulation is adopted,
it becomes automatically enforceable in
each Member State.

Financial market participants create or sell
financial products or services.

Firms are issuing equity, bonds and/or
loans that are being bought (on primary or
secondary markets) by financial market
participants when managing their financial
products.

Integrated reporting refers to the integra-
tion of sustainability data with financial
data, thus influencing economic decision-
making.

Investee companies are the companies
which asset or fund managers select for
the composition of a portfolio or fund.

Non-financial disclosures are now called

sustainability disclosures, e.g. in the EU,
since the goal is no longer to report on sus-
tainability = matters separately from
financial data, but rather integrate it with fi-
nancial data to price externalities while not
neglecting impacts on society and environ-
ment which are not financially material.

Safeguards refer to precautionary require-
ments as part of disclosure regulations so
that entities or products with sustainability
ambition do not harm other sustainability
goals.

(Self-)regulators are a combination of peo-
ple or organizations that produce both,
centralized legislation (hard law) and de-
centralized market-based guidance, e.g.
issued by NGOs or industry associations.
While self-regulation can quickly adapt,
thus mainstream up-to-date best-practices,
provide clarifications, support and incentiv-
ize experimentation, hard regulation may
serve in particular to enforce a minimum
standard or common interpretation across
stakeholders.

Substituted compliance and equivalence
address the challenge of interoperability,
but have different legal implications; equiv-
alence in the EU refers to a decision by the
Commission to officially accept foreign
legislation as equivalent.

Supply chain refers to a corporate organi-
sation from headquarters to suppliers.

Sustainable financial products are portfo-
lios/funds promoted as having
sustainability characteristics. They can be
composed of sustainable investments as
well as (sometimes) non-sustainable in-
vestments.

Sustainable financial services can be in the
form of expertise on financial investment
opportunities within planetary boundaries
or analytic capacities for ESG performance
measurement etc.
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Sustainable investments — Previously de-
fined as “any investment approach
integrating environmental, social and gov-
ernance (ESG) factors into the selection
and management of investments.” (SSF,
2022, cf. lack of definition 2023) Such in-
vestments can adopt different investment
approaches, including best-in-class exclu-
sion, ESG engagement, ESG integration,
sustainable investment themes, ESG voting
and others. Sustainable investments are
equity, bonds or loans with sustainability
characteristics. Either because they are is-
sued by a firm that has relatively high
sustainability standards or objectives or
because they finance sustainable projects
within a firm.

Value chain refers to the financial market
value chain from corporations to the end
consumer of financial products, such as in-
vestors or private bank consumers.

36



7 REFERENCES

(1]

[2]

[3]

[4]

[5]

[6]

[7]

(8]

[9]

Swiss Sustainable Finance (SSF), “Swiss Sus-
tainable Investment Market Study 2023
Zirich, Jun. 2023. [Online]. Available:
https://marketstudy2023.sustainablefi-
nance.ch/wp-
content/uploads/2023/06/SSF_2023_Mar-
ketStudy.pdf

Swiss Financial Market Supervisory Authority
(FINMA), “Prévention et lutte contre I'écoblan-
chiment - Communication FINMA sur la
surveillance 05/2021.” 2021. Accessed: Jan.
17, 2024. [Online]. Available:
https://www.finma.ch/fr/documentation/dos-
sier/dossier-finance-durable/greenwashing-
praevention-und-bekaempfung/

B. Schmid, “Finma fiihrte bisher lber 20 Vor-
Ort-Kontrollen wegen Greenwashing durch,”
Tippinpoint.ch. Accessed: Jan. 17, 2024. [On-
line]. Available:
https://www.tippinpoint.ch/arti-
kel/76711/finma_fuehrte_bisher_ueber_20_vo
r-ort-kontrollen_wegen_greenwas-
hing_durch_.html

T. Zukas, Regulating Sustainable Finance in Eu-
rope. Berlin: Duncker & Humblot, 2024.
Accessed: Jan. 17, 2024. [Online]. Available:
https://www.duncker-humblot.de/buch/regu-
lating-sustainable-finance-in-europe-
9783428591404/?page_id=1

Sustainable Finance Geneva (SFG), “Interview
of the Month with Christoph Baumann and
Eszter Major from SIF,” Dec. 06, 2023. Ac-
cessed: Jan. 17, 2024. [Online]. Available:
https://sfgeneva.org/interview-of-the-month-
sif/

Federal Council, “Federal Council defines
measures for a sustainable financial centre.”
Accessed: Jan. 17, 2024. [Online]. Available:
https://www.admin.ch/gov/en/start/docu-
mentation/media-releases.msg-id-92274.html
Federal Council, “Federal Council wants to pre-
vent greenwashing in financial market.”
Accessed: Jan. 17, 2024. [Online]. Available:
https://www.admin.ch/gov/en/start/docu-
mentation/media-releases.msg-id-92279.html
Federal Council, Further efforts to prevent
greenwashing. 2023. Accessed: Jan. 17, 2024.
[Online]. Available: https://www.ad-
min.ch/gov/en/start/documentation/media-
releases.msg-id-98351.html

Swiss Bankers Association (SBA), “SBA intro-
duces self-regulation in the area of
Sustainable Finance: New minimum require-
ments for integrating sustainability risks into
investment and mortgage advice,” Swiss
Bankers Association. Accessed: Jan. 17,
2024. [Online]. Available: https://www.swiss-
banking.ch/en/news-and-positions/press-
releases/sba-introduces-self-regulation-in-
the-area-of-sustainable-finance

[10]

(1]

[12]

[13]

[14]

[15]

[16]

[17]

[18]

Asset Management Association Switzerland
(AMAS), “Sustainable Finance Self-regulation,”
Asset Management Association Switzerland.
Accessed: Jan. 17, 2024. [Online]. Available:
https://www.am-switzerland.ch/en/regula-
tion/self-regulation/sustainable-finance-self-
regulation

Association Suisse des Institutions de Pré-
voyance (ASIP), “ASIP ESG-Wegleitung.” Jul.
20, 2022. Accessed: Jan. 17, 2024. [Online].
Available: https://www.asip.ch/de/news-
room/socialnewsroom/post/244-asip-esg-
wegleitung-juli-2022

Swiss Insurance Association (SIA), “SIA,
AMAS and SBA welcome the Federal Council’s
approach on greenwashing,” SIA. Accessed:
Jan. 17, 2024. [Online]. Available:
https://www.svv.ch/en/newsroom/sia-amas-
and-sba-welcome-federal-councils-approach-
greenwashing

Federal Council, BBI 2022 2403 - Bundesgesetz
Uber die Ziele im Klimaschutz, die Innovation
und die Starkung der Energiesicherheit. 2022.
Accessed: Jan. 17, 2024. [Online]. Available:
https://www.fedlex.ad-
min.ch/eli/fga/2022/2403/de

Federal Council, “Climate and Innovation Act,”
Popular Votes. Accessed: Jan. 17, 2024.
[Online]. Available: https://www.ad-
min.ch/gov/en/start/dokumentation/abstim
mungen/20230618/legge-sul-clima.html
Federal Council, SR 221.434 - Verordnung (ber
die Berichterstattung lber Klimabelange (Klima-
verordnung). 2022. Accessed: Jan. 17, 2024.
[Online]. Available: https://www.fedlex.ad-
min.ch/eli/cc/2022/747/de

Federal Council, “Federal Council brings ordi-
nance on mandatory climate disclosures for
large companies into force as of 1 January
2024.” Accessed: Jan. 17, 2024. [Online]. Avail-
able:
https://www.admin.ch/gov/en/start/docu-
mentation/media-releases.msg-id-
91859.html#downloads

European Union (EU), Regulation (EU)
2019/2088 of the European Parliament and of
the Council of 27 November 2019 on sustaina-
bility-related disclosures in the financial
services sector, vol. 317. Accessed: Jan. 17,
2024. [Online]. Available: https://eur-lex.eu-
ropa.eu/eli/reg/2019/2088/0j

European Union (EU), Directive (EU) 2022/2464
of the European Parliament and of the Council
of 14 December 2022 amending Regulation
(EU) No 537/2014, Directive 2004/109/EC, Di-
rective 2006/43/EC and Directive 2013/34/EU,
as regards corporate sustainability reporting.
2022. Accessed: Jan. 17, 2024. [Online]. Avail-
able:

http://data.eu-
ropa.eu/eli/dir/2022/2464/0j/eng

37



[19]

[20]

[21]

[22]

(23]

[24]

[25]

[26]

[27]

European Union (EU), Regulation (EU)
2020/852 of the European Parliament and of
the Council of 18 June 2020 on the establish-
ment of a framework to facilitate sustainable
investment, and amending Regulation (EU)
2079/2088, vol. 198. 2020. Accessed: Jan. 17,
2024. [Online]. Available: http://data.eu-
ropa.eu/eli/reg/2020/852/0j/eng

European Commission, “EU taxonomy for sus-
tainable activities - What the EU is doing to
create an EU-wide classification system for
sustainable activities,” Finance. Accessed:
Jan. 17, 2024. [Online]. Available: https://fi-
nance.ec.europa.eu/sustainable-
finance/tools-and-standards/eu-taxonomy-
sustainable-activities_en

P. Scharli and V. Menoud, “Federal Council
plans to expand corporate sustainability re-
porting obligations,” Lenz and Staehelin, Sep.
2023. Accessed: Jan. 17, 2024. [Online]. Avail-
able: https://www.lenzstaehelin.com/news-
and-insights/browse-thought-leadership-in-
sights/insights-detail/federal-council-plans-
to-expand-corporate-sustainability-reporting-
obligations/

C. Stevenson and P. Thaler, “Swiss sustainabil-
ity reporting requirements - An incentive to go
further and look beyond Swiss borders,” PwC.
Accessed: Jan. 17, 2024. [Online]. Available:
https://www.pwc.ch/en/insights/sustainabil-
ity/swiss-sustainability-reporting-
requirements.html

European Commission, “Implementing and
delegated acts - CSRD.” Accessed: Jan. 17,
2024. [Online]. Available: https://fi-
nance.ec.europa.eu/regulation-and-
supervision/financial-services-legislation/im-
plementing-and-delegated-acts/corporate-
sustainability-reporting-directive_en
International Sustainability Standards Board
(ISSB), “IFRS S1 General Requirements for Dis-
closure of Sustainability-related Financial
Information.” Accessed: Jan. 17, 2024.
[Online]. Available: https://www.ifrs.org/is-
sued-standards/ifrs-sustainability-standards-
navigator/ifrs-s1-general-requirements/
International Sustainability Standards Board
(ISSB), “IFRS S2 Climate-related Disclosures.”
Accessed: Jan. 17, 2024. [Online]. Available:
https://www.ifrs.org/issued-standards/ifrs-
sustainability-standards-navigator/ifrs-s2-cli-
mate-related-disclosures/

Federal Council, “Figures on SMEs: Companies
and jobs,” SME Portal for small and medium-
sized enterprises. Accessed: Jan. 17, 2024.
[Online].  Available:  https://www.kmu.ad-
min.ch/kmu/en/home/savoir-
pratique/politique-pme-faits-et-chiffres/chif-
fres-sur-les-pme/entreprises-et-emplois.html
Federal Council, “Sustainable finance in Swit-
zerland - Areas for action for a leading
sustainable financial center 2022-2025,” Bern,
Dec. 2022. [Online]. Available:

(28]

[29]

(30]

(31]

(32]

(33]

(34]

(35]

(36]

https://www.newsd.admin.ch/newsd/mes-
sage/attachments/74562.pdf

Association of Southeast Asian Nations
(ASEAN), “ASEAN Taxonomy for Sustainable
Finance,” ASEAN, Jakarta, Nov. 2021. Ac-
cessed: Jan. 17, 2024. [Online]. Available:
https://asean.org/book/asean-taxonomy-for-
sustainable-finance/

G. Rossi, “Singapore vs EU: Similarities and Dif-
ferences Between Taxonomies,” Clarity Al
Research and Insights. Accessed: Jan. 17,
2024. [Online]. Available: https://clarity.ai/re-
search-and-insights/regulatory-
compliance/singapore-vs-eu-similarities-and-
differences-between-taxonomies/

F. Odell, M. Dolmans, and C. Cibrario Assereto,
“The EU Taxonomy Traffic Light,” The Harvard
Law School Forum on Corporate Governance.
Accessed: Jan. 17, 2024. [Online]. Available:
https://corpgov.law.har-
vard.edu/2022/05/03/the-eu-taxonomy-
traffic-light/

State Secretariat for International Finance
(SIF), “Federal Council decides on further de-
velopment of Swiss Climate Scores.” Dec. 08,
2023. Accessed: Jan. 17, 2024. [Online]. Avail-
able:
https://www.sif.admin.ch/sif/en/home/docu-
mentation/press-
releases/medienmitteilungen.msg-id-
99293.html

European Commission, “Targeted consulta-
tion on the implementation of the Sustainable
Finance Disclosures Regulation (SFDR),” Fi-
nance. Accessed: Jan. 17, 2024. [Online].
Available: https://finance.ec.europa.eu/regu-
lation-and-supervision/consultations/finance-
2023-sfdr-implementation_en

J.-L. Chenaux, E. Chiarotti, J.-P. Danthine, A.
Gessler, F. Hugard, and M. Schlapfer,
“Strengthening Sustainability Regulation for
Swiss Financial Market Participants: Summary
for Policymakers,” Lausanne, Jul. 2023. [On-
line]. Available: https://e4s.center/wp-
content/uploads/2023/08/Summary-ENG-Fi-
nancial-Market-Participants_Comparative-
Analysis-for-Switzerland.pdf

J.-L. Chenaux, E. Chiarotti, J.-P. Danthine, A.
Gessler, F. Hugard, and M. Schlapfer, “New re-
search series on Sustainable Finance
Regulation,” Lausanne, 2023. Accessed: Jan.
17, 2024. [Online]. Available: https://e4s.cen-
ter/resources/projects/sustainable-finance-
regulation/

Federal Council, The Federal Council’s position
on the prevention of greenwashing in the finan-
cial sector. 2022. [Online]l. Available:
https://www.newsd.admin.ch/newsd/mes-
sage/attachments/74580.pdf

Financial Conduct Authority (FCA), “Consulta-
tion Paper CP22/20: Sustainability Disclosure
Requirements (SDR) and investment labels.”
Oct. 2022. [Online]. Available:

38



(37]

[38]

[39]

[40]

[41]

[42]

[43]

[44]

[45]

https://www.fca.org.uk/publication/consulta-
tion/cp22-20.pdf

Financial Conduct Authority (FCA), Policy
Statement PS23/16: Sustainability Disclosure
Requirements (SDR) and investment labels.
2023. [Online]. Available:
https://www.fca.org.uk/publication/po-
licy/ps23-16.pdf

D. Webb, “UK’s FCA adds fourth sustainable
fund label in final SDR rules,” Responsible In-
vestor, Nov. 28,2023. Accessed: Jan. 17,2024.
[Online]. Available: https://www.responsible-
investor.com/uks-fca-adds-fourth-sustaina-
ble-fund-label-in-final-sdr-rules/

Sidley, “Final Rules on UK Sustainability Disclo-
sure Requirements and Investment Labels -
Key Takeaways for Asset Managers,” Banking
and Financial Services Update. Accessed: Jan.
17, 2024. [Online]. Available:
https://www.sidley.com/en/insights/new-
supdates/2023/12/final-rules-on-uk-
sustainability-disclosure-requirements-and-in-
vestment-labels

Atlas.ti, “ATLAS.ti Software for Qualitative
Data Analysis,” ATLAS.ti. Accessed: Jan. 17,
2024. [Online]. Available: https://atlasti.com
U.S. Securities and Exchange Commission
(SEC), “Press Release: SEC Adopts Rule En-
hancements to Prevent Misleading or
Deceptive Investment Fund Names.” Ac-
cessed: Jan. 17, 2024. [Online]. Available:
https://www.sec.gov/news/press-re-
lease/2023-188

E. Holmstedt Pell and P. Verney, “Hell on
earth’: Inside EFRAG's sustainability standards
development drive,” Responsible Investor, Nov.
27, 2023. Accessed: Jan. 17, 2024. [Online].
Available: https://www.responsible-inves-
tor.com/hell-on-earth-how-efforts-to-develop-
eus-sustainability-standards-were-marred-by-
poor-governance-and-working-conditions/
European Commission, “About this initiative:
Sustainable finance - environmental, social
and governance ratings and sustainability
risks in credit ratings,” European Commission
- Have your say. Accessed: Jan. 17, 2024.
[Online]. Available: https://ec.eu-
ropa.eu/info/law/better-regulation/have-your-
say/initiatives/13330-Sustainable-finance-en-
vironmental-social-and-governance-ratings-
and-sustainability-risks-in-credit-ratings_en
Enfinit and Pelt 8, “Climate Reporting in Swit-
zerland: How Aligned are Swiss Companies
with the Ordinance on Mandatory Climate Dis-
closures?,” Geneva, 2023. Accessed: Jan. 17,
2024. [Online].  Available:  https://en-
finit.ch/page/climate-reporting-in-switzerland-
how-compliant-are-swiss-companies-with-
the-ordinance-on-mandatory-climate-disclo-
sures

M. Segal, “Dutch Regulator Calls for Sustaina-
bility Impact Disclosures for all Financial
Products,” ESG Today. Accessed: Jan. 17,
2024. [Online]. Available:

[46]

[47]

48]

(49]

(50]

[51]

(52]

(53]

[54]

https://www.esgtoday.com/dutch-regulator-
proposes-scrapping-article-8-and-9-catego-
ries-for-investment-product-sustainability-
labels/

UBS, “EnAW - SME model - Energy savings and
cost reductions made easy,” Companies. Ac-
cessed: Jan. 17, 2024. [Online]. Available:
https://www.ubs.com/ch/en/corporates/digi-
tal-business/marketplace/enaw-sme-
model.html

Asset Management Association Switzerland
(AMAS), “Swiss Climate Scores AMAS SSF
Template,” Asset Management Association
Switzerland. Accessed: Jan. 17, 2024. [Online].
Available: https://www.am-swit-
zerland.ch/en/topics/sustainable-
finance/swiss-climate-scores

L. Honegger, “Swiss Climate Scores: Was
taugt das Klima-Zeugnis der Schweiz?,” Neue
Ziircher Zeitung, Oct. 19, 2023. Accessed: Jan.
17, 2024. [Online]. Available:
https://www.nzz.ch/finanzen/swiss-climate-
scores-was-taugt-das-klima-zeugnis-der-
schweiz-1d.1760042

Globalance, “Medienmitteilung: Globalance
Bank vercffentlicht als erste Schweizer Bank
die Swiss Climate Scores fiir alle verwalteten
Anlagevermogen.” Mar. 09, 2023. [Online].
Available: https://www.globalance.com/wp-
content/uploads/medienmitteilung-swiss-cli-
mate-scores_09032023.pdf

State Secretariat for International Finance
(SIF), “Swiss Climate Scores on the rise.” Ac-
cessed: Jan. 17, 2024. [Online]. Available:
https://www.sif.admin.ch/sif/en/home/doku-
mentation/fokus/swiss_climate_scores_im_a
ufwind.html

Publica, “Success with a range of approaches
- Responsible Investment Report 2022,” Bern,
2023. Accessed: Jan. 17, 2024. [Online]. Avail-
able: https://www.publica.ch/en/success

T. Busch, V. van Hoorn, M. Stapelfeldt, and E.
Pruessner, “Classification Scheme for Sustain-
able Investments - Accelerating the just and
sustainable transition of the real economy,”
Eurosif/Universitat Hamburg, Hamburg/Brus-
sels, Jul. 2022. [Online]l. Available:
https://www.wiso.uni-hamburg.de/fachbe-
reich-sozoek/professuren/busch/06-
news/news-container/aktuelle-meldung-
2022-07-13/white-paper-eurosif-classifica-
tion-final.pdf

Vontobel, “Sustainability Report 2022,” Ziirich,
2023. Accessed: Jan. 17, 2024. [Online]. Avai-
lable: https://www.vontobel.com/en-
de/about-vontobel/responsibility/sustainabi-
lity-report/

Office of Information and Regulatory Affairs
(US), “Agency Rule List - Fall 2023.” Accessed:
Jan. 17, 2024. [Online]. Available:
https://www.reginfo.gov/public/do/eA-
gendaMain?operation=OPERATION_GET_AGE
NCY_RULE_LIST&currentPub=true&agen-
cyCode=&showStage=active&agencyCd=323

39



[55]

[56]

[57]

(58]

[59]

[60]

[61]

[62]

[63]

5&csrf_to-
ken=B91910E85B6764D078A8E6780A68252
8BEC30057D2A74970668FEFD6214EEBAF71
730C43607F986283279CBDA87DB1F638B5
Asset Management Association Switzerland
(AMAS) and Swiss Sustainable Finance (SSF),
“Swiss Stewardship Code.” Oct. 04, 2023. [On-
line]. Available:
https://www.sustainablefi-
nance.ch/api/rm/5A7ME29CD6M925N/2023-
10-04-swiss-stewardship-code-final.pdf
Financial Reporting Council (FRC), “UK Stew-
ardship Code,” FRC (Financial Reporting
Council). Accessed: Jan. 17, 2024. [Online].
Available: https://www.frc.org.uk/li-
brary/standards-codes-
policy/stewardship/uk-stewardship-code/

N. Lai, “Investors face technical difficulties
with DNSH SFDR requirement.” Accessed:
Jan. 17, 2024. [Online]l. Available:
https://www.trackinsight.com/en/etf-
news/investors-face-technical-difficulties-
with-dnsh-sfdr-requirement

DNSH - Comment ne pas faire de greenwas-
hing?, (Nov. 07, 2023). Accessed: Jan. 18,

2024. [Online Video]. Available:
https://www.youtube.com/watch?v=wxtrN_8
2Ry0

European Securities and Market Authority
(ESMA), “Update on the guidelines on funds’
names using ESG or sustainability-related
terms.” Dec. 14, 2023. [Online]. Available:
https://www.esma.europa.eu/sites/de-
fault/files/2023-12/ESMA34-1592494965-
554_Public_statement_on_Guide-
lines_on_funds__names.pdf

E. Chiarotti, J.-P. Danthine, J.-P. Bonardi, and
F. Hugard, “The Swiss market of green bonds:
breaking down the barriers to scale,” Enter-
prise for Society (E4S) Center, Lausanne,
2023. Accessed: Jan. 17, 2024. [Online]. Avail-
able:
https://e4s.center/resources/projects/the-
swiss-market-of-green-bonds-breaking-down-
the-barriers-to-scale/

State Secretariat for International Finance
(SIF), “Sustainable Finance.” Accessed: Jan.
17, 2024. [Online]. Available:
https://www.sif.admin.ch/sif/en/home/fi-
nanzmarktpolitik/nachhalt_finanzsektor.html
M. Allen, “Swiss sustainable finance: world
leader or wishful thinking?,” SWI swissinfo.ch.
Accessed: Jan. 17, 2024. [Online]. Available:
https://www.swissinfo.ch/eng/busi-
ness/swiss-sustainable-finance--world-leader-
or-wishful-thinking-/45872542

United Nations Environmental Program
(UNEP), “Nations must go further than current
Paris pledges or face global warming of 2.5-
2.9°C,” UN, Nairobi, Nov. 2023. Accessed: Jan.
17, 2024. [Online]. Available:
http://www.unep.org/news-and-sto-
ries/press-release/nations-must-go-further-
current-paris-pledges-or-face-global-warming

[64]

Europol, “Environmental crime in the age of cli-
mate change: 2022 threat assessment,”
Europol. Accessed: Jan. 17, 2024. [Online].
Available: https://www.europol.eu-
ropa.eu/publications-
events/publications/environmental-crime-in-
age-of-climate-change-2022-threat-assess-
ment

40



