
Since 2020 XPS has undertaken an annual ESG review of our clients’ investments.  
We publish the detailed findings of this exercise each year, focusing on the progress  
of funds and asset classes. We are in the process of collating the key themes for 2023, 
which will be published in late summer, but in the meantime are supplementing that 
review with a summary of the ESG ratings of our clients’ holdings. We believe this 
disclosure is an important part of monitoring our progress.

This year we have reviewed 227 funds across 53 managers, assigning a Green, Amber  
or Red rating for ESG risk management. This compares with last year where we reviewed 
255 funds across 63 managers.
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Key insights

• Looking across our clients’ holdings, we have observed that ESG risk management 
has improved across our client base.

• The overall proportion of assets under management rated Green for ESG has 
increased from 36% to 47%. 

• 18% of our clients are now invested 100% in Green ESG rated funds (up from only  
2% of clients last year).

• Improvements have been particularly prominent in equity and multi-asset fund 
managers.

• The improvements across the client base are driven primarily by the underlying 
ratings, rather than by schemes making decisions to switch into funds with higher 
ratings. This is encouraging and could be a signal of engagement with, and 
improved actions by, current managers. 

• However, the results indicate that laggard managers remain, so that further 
engagement and progress is required, and that there may be schemes  
which could consider switching into funds which better integrate ESG.

The vast majority of Schemes have indicated that  
they believe ESG factors to be financially material,  
and therefore it’s critical to invest with managers  
who fully embed ESG into their investment process.

Alex Quant, Head of ESG Research
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Introduction
XPS has long believed that ESG risk management is critical to good overall investment management.  
We define this as the fundamental consideration of ESG factors into the investment decision-making process 
and believe this is essential for robust risk management across all asset classes.

To help our clients, we undertake a review each year of all our clients’ funds on the extent to which they consider 
ESG factors in their investment approach. We assess the approach across 5 key areas: Philosophy, Integration, 
Climate Change, Stewardship and Reporting. Our Green rating indicates a high level of ESG integration within 
investment decision-making, evolved processes and tools surrounding both climate change and stewardship  
and highly informative ESG reporting across a range of metrics. 

We believe transparency of disclosure and communication is a key aspect of driving improvement in outcomes. 
This note sets out a high-level analysis on the breakdown of ESG ratings results across our client base, indicating 
how effectively ESG is integrated within our assets under advice.

As well as being useful for our clients, we think it’s important that the ratings process is part of a two-way 
dialogue with investment managers. We have therefore provided detailed feedback on each fund’s rating to 
help them understand areas for improvement.

Client investments feature better ESG risk management than 12 months ago

The proportion of XPS assets under advice (‘AUA’) invested in Green-rated has increased from 36% to 47%.  
The proportion invested in Red-rated funds overall has increased from 0% to 1%. It’s important to note that  
our assessment criteria have not changed in the last 12 months, so the results indicate objective improvement 
by certain managers, and deterioration in approach by others. 

It’s clear that the overall distribution of 2023 ratings is relatively size agnostic, are the improvements seen  
in the last 12 months. This is encouraging, in that clients of all size are seeing improved ESG risk management 
by their managers.
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Chart 1: Breakdown of ratings by scheme size (% AUA, DB and DC Trustee clients only)

Source: XPS research, based on asset-weighted allocation of XPS trustee advisory (DB and DC) client base. 2022 figures using ESG ratings from 
2022 and holdings at 31 December 2021. 2023 figures based on ESG ratings from 2023 and holdings at 31 December 2022. 
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The charts below indicate how the ratings distribution across our client base has shifted in the last 12 months.  
It’s clear to see that the allocation to Green rated funds across individual schemes has increased. Specifically,  
18% of our clients are now invested 100% in Green rated funds (up from 2% last year).

By analysing the Rating outcomes between 2023 and 2022 we observe that the improvement is driven  
primarily by improvement in the underlying ratings. Whilst there has been movement in and out of funds,  
these changes do not explain the change in overall distribution of ratings.

This is a sign that the engagement undertaken with existing managers is contributing to improvement  
in practices and hence higher ratings.

However, it’s clear that there is still room for improvement by many managers, so that further engagement  
and progress is required. Furthermore, schemes with Red rated managers may wish to consider whether they 
could switch more of their assets into Green-rated managers who are more aligned with their beliefs around 
ESG, and their stewardship aims.

Green Amber Red Not rated

0% 20% 40% 60% 80% 100%

2022 ratings

0% 20% 40% 60% 80% 100%

2023 ratings

% holdings in funds of given rating

R
ow

s 
re

p
re

se
nt

in
g 

in
d

iv
id

ua
l s

ch
em

es

Chart 2: Comparison of ratings distribution year on year

Source: XPS research, y axis represents each XPS client ordered from the top by those with the highest allocation to green rated funds. 2022 figures 
using ESG ratings from 2022 and holdings at 31 December 2021. 2023 figures based on ESG ratings from 2023 and holdings at 31 December 2022.

We’ve seen an improvement in ESG Risk 
Management across our client base; 18% of our 
clients are now invested in 100% Green rated funds.
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Improvement seen across most asset classes
There were improvements seen across most asset classes, apart from the Alternatives asset class (Secure Income, 
Diversified Private Markets and Infrastructure). 

We note that whilst there are more Green ratings, there are also more Red ratings across credit and property.

How XPS uses the ratings exercise to help our clients and next steps  
for schemes 
Integration of ESG is an important part of good investment management, ensuring better management  
of risk, and as a way of identifying market opportunities.

It’s clear from this high-level analysis that managers in general have made good progress in the last year, whilst 
others still have room for improvement – we will unpack the key trends in funds and asset classes further in our 
more comprehensive Ratings Review report which will be released in late summer.

For those schemes invested in managers with inadequate ESG risk management, we believe this is a material 
concern and should lead to questioning of whether this is considered acceptable and what timeframe might  
be put in place to assess if action is required. 

We encourage all investors to review the ESG ratings of their managers and speak to us 
about where improvements could be made with existing managers or by switching to new 
managers who may better manage ESG risks.
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Chart 3: Breakdown of ratings by asset class (% AUA)

Source: XPS research, y axis represents each XPS client ordered from the top with the highest allocation to green rated funds. 2022 figures using 
ESG ratings from 2022 and holdings at 31 December 2021. 2023 figures based on ESG ratings from 2023 and holdings at 31 December 2022.

If you would like to find out more about XPS’s ESG research or are interested in having an 
ESG assessment undertaken for your scheme, please get in touch with Alex Quant or speak 
to your usual XPS Investment contact.

Alex Quant
Head of ESG research

t 020 8059 7652 e alex.quant@xpsgroup.com
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About us
XPS Pensions Group is a leading pensions consulting and 
administration business fully focussed on UK pension schemes. 
XPS combines expertise, insight and technology to address 
the needs of over 1,500 pension schemes and their sponsoring 
employers on an ongoing and project basis. We undertake pensions 
administration for over one million members and provide advisory 
services to schemes and corporate sponsors in respect of schemes 
of all sizes, including 81 with assets over £1bn.

XPS Investment provides clear and independent investment advice 
that can be quickly and effectively implemented. We advise pension 
schemes and their corporate sponsors and have over £96bn of 
assets under advice.



Important information: Please note the information and opinions expressed herein do not take into account the circumstances of individual pension 
funds and accordingly may not be representative of the circumstances affecting your fund. This note, and the work undertaken to produce it, is compliant 
with TAS 100, set by the Financial Reporting Council. No other TASs apply. The note has been written on the basis that decisions will not be based on 
its contents. Appropriate advice should be obtained before any decisions are made. The information expressed is provided in good faith and has been 
prepared using sources considered to be reasonable and appropriate. While information from third parties is believed to be reliable, no representations, 
guarantees or warranties are made as to the accuracy of information presented, and no responsibility or liability can be accepted for any error, omission  
or inaccuracy in respect of this. This document may also include our views and expectations, which cannot be taken as fact. The value of investments and 
the income from them can go down as well as up as a result of market and currency fluctuations and investors may not get back the amount invested.  
Past performance is not necessarily a guide to future returns. The views set out in this document are intentionally broad market views and are not  
intended to constitute investment advice as they do not take into account any client’s particular circumstances.

Please note that all material produced by XPS Investments is directed at, and intended solely for the consideration of, professional clients within the 
meaning of the Financial Services and Markets Act 2000 (FSMA). Retail or other clients must not place any reliance upon the contents.

This document should not be distributed to any third parties and is not intended to, and must not be, relied upon by them. Unauthorised copying  
of this document is prohibited.

© XPS Pensions Group 2023. XPS Pensions Consulting Limited, Registered No. 2459442. XPS Investment Limited, Registered No. 6242672. XPS Pensions Limited, Registered No. 03842603. 
XPS Administration Limited, Registered No. 9428346. XPS Pensions (RL) Limited, Registered No. 5817049. XPS Pensions (Trigon) Limited, Registered No. 12085392. Penfida Limited,  
Registered No. 08020393. All registered at: Phoenix House, 1 Station Hill, Reading RG1 1NB.

XPS Investment Limited is authorised and regulated by the Financial Conduct Authority for investment and general insurance business (FCA Register No. 528774).

This report should not be relied upon for detailed advice. Permission for reproduction of material in this document must be sought in advance of any public domain use.
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