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SHOULD DEFENSE HAVE A PLACE
IN SUSTAINABLE FINANCE?

In response to shifting geopolitical realities, the European Commission and the German govern-
ment have clarified that sustainable finance frameworks do not inherently restrict funding for
the defense sector: “The EU sustainable finance framework is fully consistent with the Union’s
efforts to facilitate the European defense industry’s sufficient access to finance and investment. It
does not impose any limitations on the financing of the defense sector.” (European Commission)

Both the Commission and the German government emphasize that access to capital for the
European defense industry is essential for strategic resilience and peacekeeping. Meanwhile,
the European Securities and Markets Authority (ESMA), in its guidance on sustainability termi-
nology and exclusion criteria, notably avoids direct reference to conventional defense activities,
focusing solely on controversial weapons. This reframing signals a paradigm shift: military
buildup is increasingly being portrayed as a precondition for peace—and by extension, for sus-
tainable development.

For investors, this development prompts a fundamental reassessment: Are investments in ar-
maments and weapons, in light of today's geopolitical context, justifiable within the boundaries
of sustainable investing? We have assessed this issue through two guiding questions:

1. Are investments into armaments and weapons sustainable?

At ESG-AM, we define sustainable investments as those aligned with overarching sustainability
goals and compliant with the "Do No Significant Harm" (DNSH) principle. The defense sector
could arguably contribute to peace if—and only if—it remains within the boundaries of deter-
rence. This rationale collapses once weapons are used, which by definition causes significant
harm.

In theory, distinguishing between defensive and offensive weapons could support a nuanced
approach to integrating defense-related investments. In practice, however, this distinction can-
not be applied consistently across contexts and is further hindered by a lack of standardized
data. Furthermore, there is no assurance that a state building up its military capacity today for
defensive purposes will not eventually choose to deploy that capacity offensively in the future.
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2. Are private investors—particularly those with sustainability commitments—the appropri-
ate stakeholders to finance the expansion of the defense sector?

It is, of course, conceivable—and even somewhat appealing—to imagine that sustainability-fo-
cused investors, once engaged in the defense sector, might leverage their influence to promote
stronger social and environmental standards within the industry. However, this perspective
rests on the assumption that sustainability priorities can be meaningfully integrated into an in-
dustry whose core purpose inherently involves the potential for harm.

There is a concern that investors in armaments may inevitably develop a stake in the demand
for such products, and, by extension, their use. We believe that the private sector, particularly
actors with sustainability commitments, must resist any drift toward normalizing or incentiviz-
ing militarization. This requires unwavering adherence to clear, transparent, and restrictive in-
vestment policies on armaments and weapons.

One could argue that investors with strong sustainability commitments are well-positioned to
promote positive change in the defense industry. Through active ownership, they might seek to
improve aspects such as gender equality, diversity, or human rights due diligence. However, the
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defense sector poses significant structural challenges to such efforts. National security consid-
erations restrict transparency and limit investor access to essential information, including com-
pany practices and the end use of products. This constrained accountability framework signifi-
cantly limits the potential for meaningful engagement. More critically, any improvements in less
material sustainability areas cannot offset the inherent risks associated with the core business
of the defense sector. Consequently, engagement on such issues falls short of aligning defense
companies with the core principles of responsible or sustainable investing.

At ESG-AM, our position is that sustainable investment strategies must be guided by a credible,
consistent, and forward-looking vision of positive societal transformation—one that upholds the
long-term integrity and stability of what sustainability stands for. We recognize the political and
strategic pressures that shape the current debate, but we maintain: sustainable finance is not
the appropriate vehicle for channeling capital into the defense sector. In line with this position,
ESG-AM upholds its exclusion criteria for investments in armaments and weapons.
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(” Contact

We are committed to continuous improvement and value feedback from our stakeholders. We
invite our readers to share their feedback on this report via engagement@esg-am.com. We wel-
come your comments and will use them to enhance our approaches and reporting in the coming
years.

For further inquiries, please reach out to our Sustainability team, headed by Caroline de Leeuw
den Bouter: caroline.deleeuwdenbouter@esg-am.com
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DISCLAIMER

This document was produced by ESG-AM AG (ESGAM), a Zurich based company, licensed by the Swiss Financial
Supervisory Authority FINMA as asset manager of collective assets.

This document was produced with the greatest of care and to the best of its knowledge and belief following the
principles of good faith. Although ESGAM believes that it has taken due care in compiling the contents of this docu-
ment, ESGAM does not warrant, either expressly or impliedly, the accuracy, correctness, or completeness of the in-
formation, text, or other items contained in this document, and the document should not be relied upon as such.
ESGAM accepts no liability in respect thereof.

This document is provided for information purposes only and is for the exclusive use of the recipient. The information
contained herein is of a general nature and is not intended to address the circumstances of any particular individual
or entity. It is not intended for persons who, due to their nationality, place of residence, or any other reason are not
permitted access to such information under local law.

Any information comprised in this document may be superseded by or changed due to subsequent market or political
events or for other reasons, but there is no obligation on the part of ESGAM to update this document. There can be
no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in
the future, and no responsibility or liability can be accepted for any error or omission.

This document is for information purposes only and nothing contained in this document should constitute a solicita-
tion, offer or recommendation to buy or sell any investment instruments or services, to execute any transactions, or
to conclude any legal act of any kind whatsoever. You must not rely on any information contained in this document
in making an investment or other decision.

This document is not the result of a financial analysis. Any projections, forward-looking statements or estimates
contained in this document are speculative and due to various risks and uncertainties, there can be no assurance
that the estimates or assumptions made will prove accurate, and actual events or results may differ materially from
those reflected or contemplated in this document. Opinions expressed in this document are subject to change based
on market, economic and other conditions. Information in this document should not be construed as recommenda-
tions, but as an illustration of broader economic themes.

Components of this document are protected by intellectual property laws and are the property of ESGAM or third
parties. To the maximum extent permitted by law, ESGAM will not be liable in any way for any loss or damage suffered
by you through use or access to this information, or ESGAMSs failure to provide this information.



