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  ABSTRACT 
Today, more and more invest ment strat e gies are not 
only led by profi t con sid er ations but, also by the 
incor po ra tion of envi ron men tal, social and gov er-
nance fac tors and their eff ect on our planet and soci-
ety. Sustainable invest ment strat e gies are not only 
lim ited to the rela tion ship between cli ent advis ers 
and inves tors but also need to be con sid ered in 
other busi ness areas, such as lend ing / bor row ing 
and securitisation / collateralisation. Achieving an 
eff ec tive incor po ra tion of sus tain abil ity risks and 
oppor tu ni ties to the reg u la tory frame work requires 
col lab o ra tion between global and national pol-
icy mak ers, reg u la tory and indus try bod ies. This 
paper pro vi des the cur rent sta tus regard ing global 
devel op ments  —  geo graph i cally, reg u la tory and 
indus try driven  —  in incor po rat ing ESG fac tors to 
the secu ri ties lend ing busi ness / pro cess, the cur rent 
holis tic reg u la tory envi ron ment and the cur rent 
data require ments and chal lenges, together with 
suggested guid ance for com pli ance per son nel. As a 
fi nal remark, all  fi nan cial ini tia tives and reg u la tions 
require data  —  key fac tors are gen er a tion, col lec-
tion, enrich ment, processing and dis tri bu tion in a 
timely man ner and of top qual ity  —  not only as 
part of the inves tor ’ s advi sory pro cess, but also when 
it comes to the inte gra tion of ESG into the secu ri-
ties lend ing pro cess.   

Jacob Gertel
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INTRODUCTION
Responsible investing is an increas ingly 
impor tant topic — cli mate change,  diver sity, 
equal ity and data pri vacy are defin ing  
issues for our econ omy and soci ety1 —  
dem on strated by asset own ers, inves tors, 
lend ers and bor row ers show ing an ele vated 
desire to incor po rate envi ron men tal, social 
and gov er nance (ESG) eth ics into their 
invest ment strat e gies. This view is addi tion
ally supported by a sur vey car ried out in 
win ter 2020 by PASLA (Pan Asia Securities 
Lending Association) in part ner ship with 
AsianInvestor. Addressees of the sur vey 
were mostly buyside insti tu tions in the 
AsiaPacific region, such as asset own ers, 
invest ment man age ment firms, and other 
key mar ket par tic i pants in secu ri ties lend
ing, for exam ple hedge funds, bro kers, agent 
lend ers and invest ment banks. Given the sit
u a tion that cur rently the secu ri ties lend ing 
activ ity among buyside insti tu tions in Asia 
is not yet as wide spread as it is among their 
peers in North America and Europe, there 
are con sid er ations among Asian inves tors as 
to how to man age and inte grate ESG var i
ables into their lend ing programmes. Insights 
were gath ered from more than 150 senior 
indus try exec u tives, where over 100 of these 
indi vid u als represented a total of 65 asset 
own ers and invest ment man age ment firms 
across the region. The esti mated assets under 
man age ment (AUM) of those buyside 
respon dents with a secu ri ties lend ing pro
gramme (roughly onethird of the total) is 
just over US$2tn, while those insti tu tions 
with out a programme have a com bined esti
mated AUM of roughly US$1.9tn.2

The defi  ni tion of what sus tain abil ity  
and sus tain able finance means is not only 
restricted to the EU but also discussed in the 
dif er ent regions on the planet, eg reg u la tors 

and indus try bod ies across the Americas, 
Asia and Australia are intro duc ing reg u la
tory frame works to address cli mate and 
envi ron men tal risks to inves tors in order, for 
one thing among oth ers, to facil i tate the 
devel op ment of sus tain able finance.

The efect of includ ing ESG/sus tain able 
finance con sid er ations is a com bi na tion of 
the eco nomic frame work con di tions set by 
gov ern ments and the effi ciency and proper 
func tion ing of the cap i tal mar kets —  
espe cially when it comes to the asset clas ses 
that are mainly being used within the con
text of secu ri ties lend ing, equi ties and bonds. 
When it comes to bonds, it afects cor po
rates and supra na tion als in par tic u lar.3

With these precon di tions met and  
gov ern ments and pol icy mak ers advanc ing 
sus tain abil ity pol i cies world wide, the next 
step is on incor po rat ing sus tain abil ity related 
risks and oppor tu ni ties in the finan cial ser
vices’ reg u la tory frame work.

The effi cient implementation of the reg u
la tory frame work is not only depen dent on 
adap tion of the require ments within the 
afected indus try, but also on col lab o ra tion 
with the rel e vant indus try bod ies, such as 
ISLA (International Securities Lending 
Association), PASLA, ICMA (International 
Capital Market Association) and SFI (Swiss 
Finance Institute).

Finally, to adopt and, there fore, to com
ply with the rules, reg u la tions and behav iours 
within the invest ment strat e gies, there is a 
need for standardisation supported by high 
qual ity data avail abil ity at instru ment and 
insti tu tion lev els, inclu sive own er ship struc
ture (Figure 1).

ESG SUSTAINABLE FINANCE  
IN SECURITIES LENDING
The impor tance of secu ri ties lend ing can be 
seen in the con text of meet ing set tle ment 
and col lat eral require ments, pro vi sion of 
liquid ity, price dis cov ery, facil i tat ing hedg
ing and invest ment strat e gies. Among oth ers, 
secu ri ties lend ing is used by cen tral banks as 



ESG/sustainable finance in securities lending

Page 361

a tool to imple ment their mon e tary pol icy. 
As of Decem ber 2020, equi ties as a pro por
tion of all  col lat eral held in Euro pean 
triparty was around 44 per cent, with gov
ern ment bonds and cor po rate bonds at 45 
per cent and 10 per cent, respec tively.4 As of 
June 2020, ESG funds’ assets under man age
ment totalled US$1.06tn, account ing for 
approx i ma tely 13 per cent of the funds 
indus try.5

Before ESG con sid er ations and param e ters 
can be inte grated within secu ri ties lend ing 
activ i ties, there must be a com mon under
stand ing of what ESG means. ESG and 

sus tain able finance are addressed by gov ern
ments and pol icy mak ers world wide. The 
focus has been on incor po rat ing sus tain abil ity 
related risks and oppor tu ni ties in the finan
cial ser vices reg u la tory frame work.6

In addi tion, it is worth iden ti fy ing the 
areas where secu ri ties lend ing and ESG con
sid er ations have touchpoints — and a range 
of pro posed options for man ag ing them:7

• Participation in the short side of the 
 mar ket.

• Collateral, cash rein vest ment and rehy
pothecation.

Figure 1 Key impact fac tors on ESG con sid er ation within secu ri ties lend ing and bor row ing
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• Transparency in the lend ing chain — asset 
own ers should have vis i bil ity over the 
entire lend ing chain for their secu ri ties.

• Diferent tax lia bil i ties.
• Exercising vot ing rights.

Currently, the sus tain abil ity reg u la tion is 
not embed ded in the secu ri ties lend ing reg
u la tory frame work. Under the EU reg u la tory 
frame work, there are not directly connected 
reg u la tions such as the Securities Financing 
Transactions Regulation (SFTR), MiFID II 
(Directive 2014/65/EU), where cer tain 
aspects like cash rein vest ment and port fo lio 
man age ment are cov ered, and the Sustain
able Finance Disclosure Regulation (Reg 
(EU) 2019/2088).

Further inter na tional reg u la tory devel op
ments in the UK, Singapore, Canada and 
Malaysia are now work ing on their own 
reg u la tions. China, Bangladesh and Mon
golia have existing defi  ni tions of what 
com prises ‘green’ activ ity. Industry and aca
demic groups have called for taxonomies in 
Japan and Australia.

Even if there are reg u la tory ini tia tives to 
define the scope of ESG (eg the Financial 
Stability Board’s (FSB), Task Force on Cli
mate Related Financial Disclosures (TCFD); 
the UN’s Principles for Responsible Invest
ment (PRI) and Sustainable Development 
Goals (SDGs); the EU’s incom ing ESG tax
on omy; the COP 25/26 prin ci ples, etc), the 
secu ri ties lend ing indus try is try ing to apply 
ESG prin ci ples in the cor re spond ing lend ing 
programmes.

A good exam ple for mov ing ahead with 
sus tain able finance is the ICSF (ISLA 
 Council for Sustainable Finance) and the 
intro duc tion of its PSSL (Principles for Sus
tainable Securities Lending).8 Contributors 
were six prominent ben e fi cial owner insti
tu tions (Aberdeen Standard Investments; 
Aviva Investors; BlackRock; KBC Asset 
Management NV; NN Investment Partners; 
and PGGM) and four part ner orga ni sa tions 
(ESRC funded Sustainable Finance — Law 

— Stakeholders (SFLS) Network of Exeter 
Law School; the World Pensions Council 
(WPC); Financial Decisions, LLC; and 
PASLA).9

Furthermore, in Decem ber 2020, ISLA 
cre ated an ESG steering group to con sider 
the role that ESG plays in secu ri ties lend ing. 
The aim of this approach is to work with 
indus try stake hold ers, reg u la tors and the 
legal com mu nity to develop and main tain 
an ESG pol icy frame work and best prac tice 
stan dard for recalling secu ri ties and to cre ate 
indus try stan dards around vot ing in line 
with good gov er nance prin ci ples that aid 
trans par ency to reg u la tors around share
holder dis clo sure and iden ti fi ca tion, as 
cov ered under the EU’s Shareholder Rights 
Directive (SRD) II.

Additionally, ISLA, in coop er a tion with 
its work ing groups, intend to develop high
level stan dards for col lat eral selec tion and to 
align cash rein vest ment with the lender’s 
ESG objec tives.

In the absence of global reg u la tory tax on
omy or stan dard, there are dis cus sions within 
the indus try to define sus tain abil ity objec
tives such as thresh olds for diver sity in 
man age ment and iden ti fi ca tion of met rics 
for mea sur ing com pli ance (reaching a spe
cific diver sity quote in senior man age ment 
within a given time frame).10

Another exam ple where an indus try orga
ni sa tion is recognising the impor tance of the 
dis cus sion about inte grat ing ESG con sid er
ations into secu ri ties lend ing is the Council of 
Securities Lending of the Risk Management 
Association (RMA). The Council main tains 
rela tion ships with other asso ci a tions such as 
the Securities Industry Financial Markets 
Association’s (SIFMA) Securities Lending 
Division, ISLA, and PASLA, as well as with 
reg u la tors all  over the globe.

Key find ings of the sur vey car ried out by 
the RMA published in October 2020 were:

• 95 per cent of sur vey respon dents said 
ESG investing and secu ri ties lend ing can 
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coex ist. But only 18 per cent always apply 
ESG prin ci ples to their secu ri ties lend ing 
programmes. Another 25 per cent do so 
on a casebycase basis, 18 per cent do not 
but are plan ning to, and 39 per cent sim
ply do not.

• A lack of timely infor ma tion about proxy 
record dates and vot ing ques tions com pli
cates the pro cess of recalling stock that is on 
loan. When sur vey par tic i pants were asked 
to name ‘mea sures that might facil i tate the 
appli ca tion of ESG prin ci ples to their secu
ri ties lend ing programme’, 43 per cent said 
that they want more trans par ency around 
proxy record dates and ques tions.

• Just 20 per cent of respon dents said that 
there is ‘reg u lar’ inter ac tion in their insti
tu tion between those who man age secu ri
ties lend ing and those who man age ESG 
issues. Another 44 per cent responded that 
inter ac tion occurs ‘from time to time’.

• 55 per cent of par tic i pants ranked ‘greater 
edu ca tion about avail  able options’ as the 
top pri or ity when it comes to apply
ing ESG prin ci ples to their lend ing  
programme.11

RMA men tions an exclu sion ary approach 
by inves tors who are focused on sus tain abil
ity. Companies doing busi ness that is 
per ceived as conflicting with ESG prin ci
ples, such as tobacco, nuclear and coal, are 
often excluded from invest ment advi sory 
and, there fore, secu ri ties lend ing.

Here are two more exam ples of exclu sion 
fil ters:

• com pa nies involved with nuclear energy, 
pol lu tion, child labour;

• sov er eign issu ers involved with these 
indus tries or with a poor human rights 
record.

As men tioned ear lier, there is no direct 
reg u la tory impli ca tion of sus tain able finance 
in secu ri ties lend ing but, there are reg u la
tions or codes of con duct around the short 

side of the mar ket, such as, in the USA, Fed
eral Reserve Regulation T, SEC Regulation 
SHO (Rule 203(b) and Rule 204, the stan
dard legal agree ment for lend ing out side the 
US, the Global Master Securities Lending 
Agreement 2010 (GMSLA), the Bank of 
England’s UK Money Markets Code (the 
Code).

In order to apply ESG prin ci ples in 
 secu ri ties lend ing programmes, some ques
tions from indus try par tic i pants/stake holder 
might be of inter est:

• How does a ben e fi cial owner mea sure the 
efec tive ness of its ESG eforts in the secu
ri ties lend ing programme?

• Do you look at the ESG suit abil ity of  
the issu ers whose secu ri ties you are 
 pur chas ing?

• Do you con sider the ESG pro file of your 
counterparty?

• Would a lender look at each com po nent of 
a bas ket of secu ri ties received as col lat eral?

• How can the indus try par tic i pants dev
elop a pol icy on when to recall onloan 
 secu ri ties?

• Are there cer tain secu ri ties that should 
never be lent?

• How are these customisations imple
mented and what are the impli ca tions for 
the over all flow and rev e nue?

• How can the indus try par tic i pants dev
elop com mu ni ca tion and reporting lines 
between secu ri ties lend ing and ESG man
age ment for the orga ni sa tion?12

It would also be help ful to refer to the 
arti cle ‘Global prin ci ples for sus tain able 
secu ri ties lend ing’.13

Finally, what are the rea sons for incor po
rat ing sus tain abil ity con sid er ations into 
lend ing and invest ment deci sions?

 1. To avoid future finan cial losses through 
avoiding eg rep u ta tional risks.

 2. To avoid invest ments and other finan
cial deci sions that cause envi ron men tal or 
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social harm or, said pos i tively, invest ments 
aimed at achiev ing pos i tive envi ron men tal 
or social impacts.

 3. To influ ence firms’ behav iour by directing 
cap i tal in ways that change that behav iour 
(eg by rais ing the cost of cap i tal for firms 
whose activ i ties are deemed unsus tain
able).

 4. To derive their social iden tity in part from 
their invest ments in, and asso ci a tion with, 
good causes and, there fore, seek to invest 
sustainably.14

However, on the fixed income side, there 
are more com plex issues when com pared 
with equi ties.

Fixed income man age ment and invest
ment, for exam ple, includes the anal y sis of 
inter est rates, infla tion, credit qual ity and 
liquid ity risks and is a quan ti ta tive pro cess. 
To include ESG cri te ria in the finan cial 
mod els of fixed income man age ment and 
invest ment is, there fore, more chal leng ing.

For exam ple, the ESG anal y sis of sov er eign 
bonds leads to the fol low ing con clu sions:

• The polit i cal and insti tu tional sys tem, 
mac ro eco nomic devel op ment and gov
ern ment pol i cies play a key role in assess
ing a coun try’s abil ity and will ing ness to 
repay its debt on time.

• Governance is reflected by the rule of law, 
the strength of the coun try’s insti tu tions, 
polit i cal sta bil ity, reg u la tory con sis tency 
and cor rup tion. Energy, water and other 
resource reserves and man age ment, as 
well as green/cli mate change pol i cies are 
of vary ing impor tance for cred it wor thi
ness across countries and peri ods.

• Social fac tors tend to be given greater 
weight by ana lysts than envi ron men tal 
fac tors because of links between polit i cal 
sta bil ity, gov er nance and a coun try’s abil
ity to amend tax regimes or make reforms. 
Key social fac tors include human rights, 
labour stan dards, edu ca tion sys tem, health 
care and demo graph ics.

• One of the few aca demic research papers 
to study the rela tion ship between ESG 
and sov er eign bond per for mance is that by 
CapelleBlancard et al.15 In a com pre hen
sive anal y sis of Organisation for Economic 
Cooperation and Development (OECD) 
sov er eigns, it con cludes that countries with 
good ESG per for mance tend to have less 
default risk and, thus, lower bond spreads. 
Moreover, the eco nomic impact is stron ger 
in the long run, suggesting that ESG per
for mance is a longlast ing phe nom e non. 
The envi ron men tal  dimen sion appears to 
have no finan cial efect, whereas gov er
nance weighs more than social fac tors.

Regarding cor po rate bonds:

• Issuers with high G (gov er nance) scores 
expe ri enced lower inci dences of down
grades by credit rat ing agencies.

• For cor po rate bond issu ers, good/bad ESG 
man age ment cor po rate social respon si bil ity 
(CSR) behav iour is rewarded/penalised by 
lower/higher bond yield spreads, according 
to research by Oikonomou, Brooks and 
Pavelin.16

• Similar results apply to bond rat ings. In 
their research, Bauer and Hann con clude 
that envi ron men tal con cerns are asso ci
ated with a higher cost of debt financ ing 
and lower credit rat ings, and that pro ac
tive envi ron men tal prac tices are asso ci ated 
with a lower cost of debt.17

Main research find ings:

• Both aca demic and mar ket research sup
ports the notion that there is a link 
between ESG fac tors and the credit risk of 
a bor rower.

• Anecdotal obser va tion of defaults, par
tic u larly of invest mentgrade cor po rates, 
high light that gov er nance has a clearer 
link to cor po rate fail ures, while envi ron
men tal and social issues are more diffi  cult 
to cap ture.
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• Academic research explor ing the link 
between ESG fac tors and sov er eign cred
it wor thi ness is less well supported. Nev
ertheless, there is evi dence of the efect of 
ESG fac tors on mac ro eco nomic var i ables 
and poten tial growth;

• Most of the ESG research uses past data. 
Past results may not hold in future. Invest
ment pol icy can not solely rely on a ‘major
ity vote’ of past research results.

• There is still lit tle under stand ing and con
sis tency about how ESG ‘fac tors’ relate 
to the established fac tors in asset pric ing 
mod els, such as value/growth, size and 
liquid ity.

• Research on ESG in fixed income is still 
very lim ited. Most of it is focused on 
credit risks. There is still lit tle anal y sis of 
the rela tion ship of ESG fac tors to mar
ket risks, infla tion, liquid ity, matu rity, 
term struc tures and yield curves, income 
sta bil ity, total returns, and other risks/ 
oppor tu ni ties such as default risk or recov
ery rates.18

With ESG on top of the global reg u la tory 
agenda, lend ers might face chal lenges with 
the bor row ers. For exam ple, in a case where 
the secu ri ties have vot ing rights, would the 
bor rower use their vot ing rights? If yes, 
how? Would they vote against the lender’s 
ESG prin ci ples/inten tion? What are the 
bor rower inten tions? Who is/are the ben e
fi cial owner/s of the bor rower? What are  
the bor rower’s ESG param e ters/rat ings (if 
appli ca ble)?

These ques tions are impor tant for lend ers 
who are investing, as pol icy, solely in sus
tain able prod ucts and would not like the 
bor rower to use the borrowed secu ri ties in a 
way that would not equate to ESG val ues. In 
order to mit i gate such risk, one could use 
the KYB approach, where the lender 
approves the trans ac tions only after a solid 
bor rower screen ing (for exam ple, screen ing 
the bor rower’s ben e fi cial owner/s against 
sanc tions lists) and eval u a tion of their 

inten tions in using the borrowed secu ri ties, 
and par tic u larly where vot ing rights are 
granted.

Such con trols will assure lend ers that 
bor row ers will not use the secu ri ties for 
activ i ties that are not in line with the lend
er’s ESG objec tives. Obviously, bor row ers 
can do sim i lar checks on the lend ers (KYL), 
thus ensur ing that the lend ers ESG prin ci
ples are also in line with those of the 
bor rower.

The KYB and KYL due dil i gence checks 
could be supported by data on the cor po rate 
level (lender, bor rower, ‘investee com pa
nies’) as well as on the under ly ing secu ri ties 
of the secu ri ties lend ing trans ac tion.

Data is a key sup port ive fac tor for an ade
quate due dil i gence pro cess, among oth ers, 
data related to:

• Sanctions — is one of the com pa nies or 
its own ers involved in the trans ac tions 
sanc tioned by any reg u la tory body?

• ESG data — what are the ESG indi ca
tors/rat ings of the firm (in the case where 
the bor rower/lender is a legal entity)? For 
exam ple, what are the EU SFDR Princi
pal Adverse Impact indi ca tors (PAI) of the 
com pany?

• Corporate actions — in the case where 
the secu ri ties have vot ing rights and will 
be used in gen eral meet ings — what are 
the agenda points of the investee com pany 
in which the secu ri ties are intended to be 
used by the bor rower for vot ing in gen eral 
meet ings?

• Basic ref er ence data — it is impor tant 
to have basic ref er ence data of the secu ri
ties involved in the trans ac tion — such as 
vot ing rights, trad ing ven ues, restric tions, 
ESG data, etc.

As can be seen, data is a key fac tor in 
ensur ing an ade quate lend ing pro cess. Ensur
ing high qual ity and accu rate data is a 
chal leng ing task and requires a lot of resources 
and exper tise. There are specialised data 
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ven dors who can ofer the required data sup
porting firms with their lend ing pro cesses. It 
is highly recommended that firms will use 
this valu able data in their pro cesses, which 
will reduce the pro cess costs of ensur ing an 
ade quate secu ri ties lend ing trans ac tion.

IMPACT ON REGULATORY 
REPORTING, FOR EXAMPLE, SFTR, 
SECURITISATION REGULATION
Looking into the global reg u la tory land
scape, it can be seen that cur rently there is 
no reg u la tion that com bines the require
ments of sus tain able finance with those of 
secu ri ties lend ing.

The reg u la tory land scape for secu ri ties 
lend ing is com plex because the involved par
ties are act ing in a highly reg u lated finan cial 
sec tor envi ron ment. For exam ple, pub lic pen
sion funds will face strong reg u la tory over sight 
with regard to fidu ciary duties, whereas glob
ally, sys tem i cally impor tant banks are 
restricted by strong reg u la tory/cen tral bank 
over sight when it comes to mar ket liquid ity 
and ‘toobigtofail’ (Basel III) require ments. 
It is becom ing even more com pli cated for 
crossbor der secu ri ties lend ing trans ac tions, 
due to dif er ent reg u la tory require ments. The 
exchange of infor ma tion and col lab o ra tion 
between reg u la tors and inter na tional stan dard 
orga ni sa tions play an impor tant role in shap
ing sus tain able finance agenda.

A good starting point to bring the two 
aspects of sus tain able finance and secu ri ties 
lend ing together would be to build on 
data/reports gen er ated under SFTR.19

Based on a research report pro vided as a 
result of a part ner ship between the World 
Bank Group (WBG) and the Government 
Pension Investment Fund (GPIF) of Japan, 
ini ti ated by the World Bank Group’s Presi
dent, Jim Yong Kim, and GPIF’s Chief 
Investment Officer, Hiro Mizuno, spe cific 
reg u la tions and guide lines at com pany/ 
sec tor/pro ject level are expected on car bon 
emis sions, envi ron men tal foot print, energy 

effi ciency, gov er nance prac tices and work
place stan dards. Furthermore, reg u la tory 
dis clo sure require ments will tighten for both 
investee com pa nies and inves tors.20

DATA REQUIREMENTS
One of the most com plex chal lenges when it 
comes to defin ing and implementing reg u
la tions is not only constrained to pro cesses 
but also to data. Where do we get the data 
from (avail abil ity), from whom (sourc ing) 
and in what qual ity (data accu racy, own er
ship, qual ity con trol, main te nance)?

But all  the ques tions raised above are obvi
ated when standardised data and a com mon 
under stand ing of what ESG really means in 
the cap i tal mar kets con text are miss ing.21

According to feed back pro vided by dif
fer ent inves tor groups, they would also like 
to get stock lists, indi ces adhered to stan
dardised ESG defi  ni tions.

The main con cerns regard ing ESG data 
are:22

• Lack of avail  able data; time li ness; cov er age 
of regions/mar ket seg ments/instru ments.

• Quality of data inputs (inconsistencies; 
incom plete ness; reli ance on selfreported 
data; sub jec tive and unau dited infor ma
tion; obvi ous errors).

• Big Data may also imply big risks. Issues 
such as cybercrime, data own er ship, theft 
and mis use have already shown mas sive 
finan cial rel e vance.

State Street Associates (SSA) have taken an 
aca demic, datacen tric approach to pro pose a 
frame work that asset own ers and agent lend
ers can use to nav i gate the inte gra tion of ESG 
into their lend ing programmes.23

By aggre gat ing infor ma tion from existing 
reports and stud ies, we clar ify the dif er
ent types of ESG data and their var i ous 
attri butes and chal lenges, includ ing adop
tion, cov er age, input data sources and  
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met ric ofer ings. What we found is that 
mar ket par tic i pants are often unsure how 
best to align lend ing programmes with their 
ESG objec tives. With an open dia logue on 
how to bal ance both lend ing deci sions and 
ESG phi los o phies, agent lend ers will be in 
a stron ger posi tion to cap ture a rare oppor
tu nity to dis tin guish their programmes 
from their peers (Figure 2).24

PRACTICAL GUIDANCE TO 
COMPLIANCE PERSONNEL
Based on long expe ri ence in the invest ment 
bank ing indus try and com pli ance man age
ment in the finan cial indus try, it is suggested 
that com pli ance per son nel should mon i tor the 
secu ri ties lend ing pro cess in the pre and post
trans ac tion pro cesses in the fol low ing areas:

— Sanctions mon i tor ing: ensur ing that 
not only the lender and bor rower —  

con sid ered to be legal enti ties or pri
vate per sons — are con stantly screened, 
but also the secu ri ties that are part of the 
trans ac tions. This must be part of the pre 
con trac tual pro cess (KYL, KYB and know 
your customer [KYC]) and dur ing the 
con tract life cycle and, if required, com pli
ance per son nel should alert the respon si
ble and involved busi ness units accord ingly.

— ESG data pref er ences of the lender 
and bor rower: in gen eral, invest ment 
firms should first iden tify, define and 
under stand ESG pref er ences based on 
reg u la tory (eg EU SFDR) and indus try 
stan dards (eg EU Euro pean ESG Template 
[EET]), reflected in the invest ment firms’ 
ESG ques tion naires and IT sys tems, for 
exam ple customer relationship manage
ment (CRM) and core bank ing sys tems. 
Secondly, that the lend ing trans ac tion 
matches with these pref er ences dur ing 
the entire life cycle of the trans ac tion.

Data

Regulation

Corporate
Action 

Instrument

Institution

• Lender
• Borrower
• Agent
• Investment
  (eg project) 

• SRD II
• SFTR
• AIFMD
• …

• General Meeting
• Agenda
• …

• Security Identifier
• Type/classification
• Maturity
• Voting rights

• LEI
• Registered Address
• Sector Code (activity)

AML/KYC

• Sanctions on
  individuals and legal
  entities
• KYC information on
  beneficial owner/s

• ESG indicators (SFDR 
PAIs)

• TCFD
• ESG scores
• …

• Securities

ESG /
Sustainable

Finance

Figure 2 Data as a sub stan tial part of secu ri ties lend ing
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— ESG fac tors on issu ers and secu ri ties: 
define and intro duce a pro cess ensur ing 
that the ESG indi ca tors are sourced on 
issuer and secu rity lev els. Furthermore, it 
is impor tant to mon i tor any severe change 
(according to the lender/bor rower pref er
ences) in these indi ca tors, and in the case 
of such change to alert the rel e vant busi
ness units and trig ger required actions — 
eg in the case of pos i tive devel op ments, 
the mod i fi ca tion of trans ac tions such as 
reduc tion of credit spreads and in the case 
of neg a tive devel op ments, the can cel la
tion/of set of the trans ac tion.

— Involvement in pro jects: it is highly 
recommended that the com pli ance team is 
involved in all  inter nal ESG and secu ri ties 
lend ing pro jects, ensur ing that the com pli
ance require ments are part of the pro ject 
per ma nently, as that will ensure a com pli
ant implementation.

CONCLUSION
Looking into the ESG global reg u la tory 
frame work, aca demic lit er a ture, sur veys and 
dis cus sions, it is obvi ous that ESG con sid er
ations will find their way into the secu ri ties 
lend ing busi ness.

It requires com bin ing the objec tives/ 
pur poses of secu ri ties lend ing with the eforts 
to trans form the finan cial indus try to becom
ing sus tain able. Issuers, lend ers and bor row ers 
of finan cial instru ments will inves ti gate the 
envi ron men tal, social and gov er nance foot
print of their invest ment pro cesses and 
deci sions in order to avoid the risk of deal ing 
with stranded assets that are diffi  cult to sell.

Due to the absence of global ESG and 
secu ri ties lend ing stan dards and reg u la tions, 
the secu ri ties lend ing indus try is adapting 
ESG in the secu ri ties lend ing pro cesses by 
defin ing cri te ria for:

• approved counterparties;
• restric tions;
• accepting col lat eral;

• recalling for proxy vot ing;
• rules for rein vest ments.

There are no spe cific reg u la tions cov er
ing ESG in secu ri ties lend ing. However, the 
reg u la tory base is there. Now, it is time to 
get the most out of it and bring the dif er ent 
reg u la tory ini tia tives together in a more 
holis tic way. Therefore, the indus try bod ies 
all  over the world — eg RMA, ISLA, 
PASLA — are in the driv ing seat to set 
 stan dards for effi ciently implementing  
ESG con sid er ations in the secu ri ties lend ing 
pro cess.

Data gen er a tion, col lec tion, enrich ment, 
processing and dis tri bu tion on time and at top 
qual ity will be the key fac tors for the inte gra
tion of ESG in the secu ri ties lend ing pro cess.
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