Sustainability and investment

What the Hippocratic Oath
has to do with asset management

By Silke Humbert, Sustainability Economist

When we visit a doctor, we trust that our health is
his or her top priority. We expect the same when we
delegate the management of our investments, be
they retirement plans in a pension fund or private as-
sets. This management should focus solely on our
interests. The equivalent to medical ethics, which be-
gan with the Hippocratic Oath, is the concept of
fiduciary duty. Precisely like medical ethics, fiduciary
duty is also affected by the passage of time.

What is fiduciary duty?

A fiduciary commissioned to carry out specific trans-
actions has, thanks to his or her expertise, an infor-
mation advantage on the client. Fiduciary duty en-
sures that this advantage is not exploited and that the
agent acts carefully and in the client’s interests. So
much for the principle. But what does this mean in
concrete terms? In the investment business, for years
the consensus has been that the largest possible re-
turn be achieved with the lowest possible risk to

the client. The emergence of sustainable investments
raises the question of to what extent fiduciary duty
also includes sustainability considerations. Insofar as
the clients can be questioned about their prefer-
ences regarding sustainable investments, they can make
this decision themselves. But what if the clients’ inter-
ests are unknown? In this case is sustainable investment
also a component of fiduciary duty?

Saving the world in the best interests of the
clients?

Swiss consultants and international experts have con-
cluded that the risks to the clients resulting from un-
sustainable business practices on the part of companies
in a portfolio must be addressed. The argument is
that it is a basic element of fiduciary duty to assess risks.
It is undisputed that today this includes risks resulting
from unsustainable activities — so-called ESG risks.

The impact of ESG risks on portfolio returns and risks
is, however, merely one side of the coin. The other
side of sustainable investment deals with the impacts

the companies in the portfolio have on the outside
world. Together these two aspects are called double
materiality. Legal opinions conclude that as long as
there is no adverse effect on financial goals, the im-
pacts of the portfolio on the environment and so-
ciety can but are not required to be considered. An
example is when contributing client funds towards

a good cause would probably have a positive impact
in the world but would violate fiduciary duty. Finan-
cial instruments that have a favorable effect on the
outside world are often less accessible or are ac-
companied by greater risks. A simpler approach is in-
vestment stewardship — pursuing dialogue with
companies and exercising voting rights at general
meetings.

We are the fiduciaries of future generations
Abstract concepts such as fiduciary duty or the Hip-
pocratic Oath must constantly be renegotiated and
made more concrete. In medical ethics this is most
clearly demonstrated in the debate about euthanasia.
For investments it is not matter of life and death,
but here, too, the question of whether and how fidu-
ciary duty implies sustainability has fueled plenty of
discussions.

One thing is clear, namely that to specify the fun-
damental principles such as those of medical ethics or
fiduciary issues, a social consensus must repeatedly
be negotiated, a never-ending process. Additional food
for though is a different interpretation of fiduciary
responsibility that results if one includes a temporal
dimension, as Ottmar Edenhofer, the director of

the Potsdam Institute for Climate Impact Research, pos-
tulates: “We are the fiduciaries of future generations.”
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Legal Notices

Marketing information - This document is for information and advertising purposes. It does not constitute an offer or a recommendation to
purchase, hold or sell financial instruments or to obtain banking services, nor does it form the basis for a contract or obligations of any kind.

Due to legal, regulatory or tax provisions, the availability of products and services to certain persons may be subject to restrictions, which may arise in
particular due to their place of residence or domicile, nationality or customer segmentation. Restrictions apply in particular to US persons in accordance
with the relevant regulations.

This document contains general information and does not take into account personal investment objectives, the financial situation or the special needs
of any specific individual. The information should be carefully checked for compatibility with personal circumstances before making an investment deci-
sion. For the assessment of legal, regulatory, tax and other implications, it is advised to seek advice from specialists.

The document was prepared by Zircher Kantonalbank with customary due diligence and may contain information from carefully selected third-party
sources. However, Zirrcher Kantonalbank provides no warranty as to the correctness and completeness of the information contained therein and ac-
cepts no liability for damages resulting from the use of the document or information contained therein.

Every investment involves risks, especially risks related to fluctuations in value, returns and, if applicable, currencies. Past performance and returns or
estimates regarding future performance, returns and risks are not reliable indicators of future results. The return may increase or decrease as a result of
currency fluctuations.

Zurcher Kantonalbank reserves the right to change services, products and prices at any time without prior notice.

The information contained in this document has not been prepared in accordance with any legislation promoting the independence of investment re-
search, nor is it subject to any prohibition on trading following the dissemination of investment research.

This document or any information contained herein may not be reproduced or transmitted without the written consent of Zircher Kantonalbank.

ESG information ©2023 MSCI ESG Research LLC. Reproduced with permission. Further legal information on the MSCI ESG rating can be found in the
investment information at zkb.ch/trading.

© 2023 Zurcher Kantonalbank. All rights reserved.
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