European pension funds double down on ESG as US asset managers face political fallout
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European pension funds are increasingly committing to sustainable investment strategies, even as some major asset managers in the United States scale back their environmental, social, and governance (ESG) initiatives due to political pressures. This divergence highlights a significant trend in the asset management landscape, characterised by European investors reinforcing their dedication to sustainability amidst a backdrop of political pushback in the US.
Several large European pension funds have adopted a more scrutinous approach toward their asset managers, particularly those perceived to be compromising on ESG principles. The UK’s People’s Pension, valued at £33 billion, and the €60 billion PME fund from the Netherlands are notable examples. Both have reviewed or withdrawn investments from managers whose climate records have fallen short of their expectations. According to Daan Spaargaren, a responsible investment strategist at PME, foreign asset managers are increasingly scrutinised as European funds demand accountability related to sustainability. This observation is echoed by Lars Dijkstra, chief investment officer at PGGM, who emphasises that risk, returns, and sustainability must be aligned to fulfil fiduciary responsibilities.
Indeed, the recent behaviour of Denmark’s AkademikerPension indicates a marked shift in attitudes. The pension fund terminated a DKr3.2 billion mandate with State Street, citing profound discrepancies in their approaches to climate risk and investing. Anders Schelde, the chief investment officer at AkademikerPension, identified an impending downgrade in ESG ratings as a crucial factor. Such manoeuvres suggest that asset managers now face growing expectations to deliver not only financial returns but also sustainable practices.
While these developments highlight a proactive stance from European investors, the situation in the US remains complex. Many American asset managers have been retreating from ESG engagements, largely due to intense political backlash. A campaign led by Republican state officials targeting firms like BlackRock resulted in a substantial withdrawal of funds, around $13.3 billion, reflecting a broader sentiment that has seen political figures challenge the integration of ESG criteria within investment mandates. A report from ShareAction underlines this disconnect, revealing that out of 76 asset managers reviewed, many did not meet basic sustainability standards, contrasting sharply with the performance of their European counterparts.
The consequences of this divide are palpable. European firms demonstrate a significant advantage in sustainability practices, with Nordic investment houses like Nordea and Axa Investment Managers performing exceptionally well compared to US giants like BlackRock and State Street, which received low grades for their ESG commitments. As André Ranchin, an investment consultant at Hymans Robertson, notes, asset managers are under increasing pressure to clarify their sustainability actions and articulate the rationale behind them.
Despite the gloomy landscape for ESG in some regions, optimism persists among industry veterans. David Blood, senior partner at Generation Investment Management, believes that these temporary setbacks will only strengthen the resolve for sustainable investments in the long run. This sentiment is further supported by the broader commitment to sustainability seen in European regions, where supportive regulations, such as the EU’s Taxonomy and the Sustainable Finance Disclosure Regulation, facilitate a conducive environment for ESG engagement.
Nevertheless, the continuing trend of outflows from ESG investments in the US serves as a cautionary tale. Morningstar recently reported record redemptions, totalling $8.6 billion globally in the first quarter of 2025, amidst heightened geopolitical tensions and an anti-ESG sentiment. This dynamic presents a challenge for shorter-term investors who remain wary of sustainable funds despite the evident long-term benefits associated with climate-conscious investments.
In parallel to these developments, religious groups and community funds in the UK, such as the Diocese of East Anglia, have remained active advocates for climate-centric policies, reflecting a broader societal push towards sustainability that cannot be overlooked. As systemic pressures shape the future of asset management, the divergence between European and US firms will likely have lasting ramifications on the global stage, instigating a reevaluation of investment practices in the face of climate change.
In conclusion, while European pension funds reinforce their commitment to sustainable investing, the challenges faced by US asset managers amidst political retreat make for a complex investment environment. Ultimately, this scenario underscores the necessity for investment firms to adapt their strategies to align with evolving expectations around sustainability, balancing short-term pressures with the long-term imperative for responsible investment.
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