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There once was a fund manager called Hare who 
bragged endlessly about his speculation skills and how fast 
he could trade in markets. Tired of hearing him boast, 
Tortoise, a long-term institutional shareholder focused on 
steady enterprise and social value, challenged him to an 
investment race. 

All the animals in the market gathered to watch. 
Hare raced down the road for a while and then paused 

to rest. He looked back at Tortoise and cried: “How do you 
expect to make money when you are analysing, buying and 
holding companies at your slow, slow pace?”

Hare stretched himself out alongside the road and fell 
asleep, thinking: “Mr Market has been crazy, but I’ve done my 
trades for today. The portfolio is turned over. I’m an invest-
ment genius. There is plenty of time to relax ….”

The tortoise kept faith with his portfolio, no matter 
how easy the temptation to sell out and churn his invest-
ments like the hare. Tortoise kept reminding itself of John 
Maynard Keynes’ General Theory of Employment, Interest 
and Money Chapter 12. Investing is no beauty parade, it told 
itself. It’s not easy, and you need to keep a keen eye on events, 
but the best value for my investing clients is to buy compa-
nies and hold them over a business cycle; not trade and burn. 

Tortoise never, ever stopped until it came to the finish 
line.

The animals watching cheered so loudly for Tortoise, 
they woke up Hare, who yawned, stretched and began to run 
again, but it was too late. Tortoise’s performance was over 
benchmark, and after fees he’d easily outperformed Hare. In 
addition, he’d been paying far more attention to ESG factors, 
with the related benefit for clients and society.

After that, Hare always reminded himself, “Don’t brag 
about your lightning trading skills, the long-term responsible 
investor wins the race!”

State of confidence

Hugh Wheelan, 
Managing Editor and 
co-founder, Response 
Global Media

‘For this place, we have no name’
Founded in 2008 by the Pictet Group, the Prix Pictet has become one 
of the world’s leading awards for photography and sustainability. To 
date there have been six full cycles of the award highlighting a particular 
facet of sustainability: Water, Earth, Growth, Power, Consumption and 
Disorder.

The theme for the seventh Prix Pictet for 2017 is Space. The 
winner, who receives a prize of CHF100,000, will be announced in May 
next year.

For this issue of ESG Magazine we are delighted to publish the 
pictures of one of the shortlisted photographers for the 2016 Disorder 
series. Pieter Hugo, born 1976 in Johannesburg, is based in Cape Town. 
He has had major museum solo exhibitions at The Hague Museum of 
Photography, Musée de l’Elysée in Lausanne, Ludwig Museum in 
Budapest, Fotografiska in Stockholm, MAXXI in Rome and the Institute 
of Modern Art Brisbane.

Between 2009 and 2010 Hugo photographed the people and 
landscape of a huge dump of obsolete technology in Ghana. The area is 
on the outskirts of a slum called Agbogbloshie, which already sounds 
bleakly onomatopoeic. It is known as Sodom and Gomorrah by locals. 
When Hugo asked the inhabitants what they called the pit where the 
burning of imported electronic waste takes place, they repeatedly said: 
‘For this place, we have no name’.

The response is a reminder of the alien circumstances imposed on 
marginal communities by our obsession with electrical consumption 
and obsolesce. This wasteland, where people and cattle live on moun-

tains of motherboards, monitors 
and discarded hard drives, is far 
removed from the benefits accord-
ed by the unrelenting advances of 
technology.

There are elements in the 
images that fast-forward to an 
apocalypse. Yet the strolling cows 
and countryside recall a pastoral 
existence. The cycles of history and 
the lifespan of our technology are 
both apparent in this cemetery of industrial artefacts. We are also 
reminded of the fragility of the information and stories that were stored 
in the computers; now just black smoke and melted plastic.
www.prixpictet.com

ESG Magazine can be 
downloaded for free 
in PDF format at: 
www.esg-magazine.com
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5 Regulation  
  Is it moving ESG 

forward?

8  Sea change needed 
The shipping sector 
needs to turn quickly 

10  Who cares wins  
Impact investing: still 
niche or business 
driver?

15  Integrated view  
ESG talks to Jonathan 
Labrey, IIRC

Trending this issue: Aligning regulation and sustainability goals. 
The PRI has been assessing the effectiveness of current ESG 
regulation and has mapped out all the initiatives – almost 300 in 
total – on a comprehensive website.

This December, the EU’s first Directive for Non-Financial Corporate 
Disclosures is due to take effect. We look at what will change for 
companies and investors from this landmark law.

Our Asset classroom does a deep dive into real estate to look at 
whether increasing regulation and economic drivers based on the 
response to climate change are translating into clear property 
investment rationale, and if this is happening fast enough to have 
an environmental impact. 

Migration has become the major social and political theme of our 
time. So shouldn’t responsible investors be making a more explicit 
consideration of the issue in their ESG analysis?

TRENDS
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More robust government policy thinking and application is 
needed to move ESG forward

Aligning regulation and 
sustainability goals

Responsible invesTmenT regulation is 
rapidly gaining pace around the world.  

At the PRI, we wanted to assess its 
effectiveness. Early in 2016, we mapped out all 
the initiatives we’re aware of – almost 300 in 
total.

We found that they can be split into three 
broad categories: pension fund rules, steward-
ship codes and corporate disclosure rules. Once 
the categories were established, we looked at 
the impact of each category regulation.

What did the data tell us? 
While the PRI has the most comprehensive 
responsible investment data set in the world – 
completed by over 1,000 funds annually – it’s 
based on signatories that have already commit-
ted to integrating ESG issues into their invest-
ment decision-making. To properly assess the 
impact of ESG-related regulation, we need data 
on the extent to which all investors are thinking 
about ESG factors. To the best of our knowl-
edge, this data doesn’t yet exist. 

We were able to test company behaviour 
on ESG and risk management by using the 
MSCI ACWI index. Correcting for various 
sources of bias – industry, size, developed/
emerging markets and the outsized influence 
of US companies – the policy initiatives we 
analysed are correlated to better ESG risk 
management by companies (see figures).

Regulation targeting pension funds has 
the strongest correlation to company ESG 
score across developed and emerging markets. 
This resonates with findings of previous 
research which found that asset owners can 
create a multiplier effect throughout the 
market. 

We also found that the more categories 
of regulation we ‘tick off ’ the better the 
average ESG scores for companies.

What next? 
The data shows an intriguing correlation. 
Therefore, we then conducted structured 
interviews with policy makers, investors and 
stock exchanges in Europe, Asia, Africa and 
the Americas to find out if these initiatives 

T REN DS

NATHAN FABIAN
Director of Policy and Research
ALYSSA HEATH
Senior Manager, Policy
Principles for Responsible Investment (PRI)

change the way investors think about ESG, and 
ultimately the signals they send to investee 
companies. We got very different answers. 

Regulation targeting large, state-owned 
funds impacts investment culture and norms 

– famously difficult to regulate – and has 
outsized influence. It allows institutions to lead 
by example and develop tools that the rest of 
the market can benefit from. 

However, while much of the regulation 
we analysed has increased awareness of ESG, 
the investors we spoke to were sceptical of 

“real” change. Underpinning this is a belief that 
governments are failing to clearly signal the 
importance of ESG issues. 

Why?  Too often, the drafting of ESG 
regulation treats it as an option, which 
investors can ignore if they choose. We also see 
little monitoring of ESG-related clauses. While 
policy makers we spoke to discussed the 
techniques they use for monitoring the impact 
of regulation, this often falls short of holding 
individual investors to account, and the results 
are rarely made public. 

In addition, wider policy frameworks 
often fail to support these instruments. We 
found a widespread view that policy makers 
haven’t made the link between their ESG goals 

– such as the COP21 agenda or the Sustainable 
Development Goals – and the financial system, 
despite the need for a huge increase in private 
finance. With the exception of France, no 
government has yet articulated the role it 

expects institutional investors to play in 
achieving those goals. 

Our analysis suggests that, although 
regulation is having an impact, regulatory 
frameworks aren’t fully aligned with sustain-
able development. 

What can be done? 
First, we want to see governments making the 
crucial link between sustainable development 
and the finance industry. They need to set 
clear, ambitious objectives that allow stake-
holders to hold them to account. 

Second, we need a better evidence base. 
Governments should collect – and publish 

– more information on how investors contribute 
to or undermine sustainable development 
objectives. They also need to monitor and 
assess the effectiveness of existing responsible 
investment regulation. 

Since the PRI was founded in 2006, we 
have acquired a wealth of knowledge on 
investment practices. But we’re also aware that 
voluntary action by a minority of enlightened 
investors isn’t going to be enough to meet the 
challenges. As we look forward to the next 10 
years, we see an increasing role for policy, and a 
need for frameworks to be consistent with the 
six principles. 

 
This is a summary of PRI’s Global Guide to 
Responsible Investment, which is supported by 
MSCI and the UNEP Inquiry.
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Increasing regulation 
and the economics of 
green tenancies are 
starting to translate 
into real estate 
investment rationale, 
but is it happening 
fast enough?

Living 
on the 
edge
FuTure ciTies may floaT on oceans or be 
carved into steep cliffs like the d3 Housing 
Tomorrow’s 2016 competition winner. The 
prize asked designers to create transformative 
solutions for residential architecture combin-
ing sustainability, performance and social 
interaction. With global population density 
rising and climate change risks growing, 
imagining and creating the housing for future 
generations is happening now; this is vital 
given that real estate consumes around 40% of 
the world’s energy and emits 30% of annual 
greenhouse gas emissions.  

But efforts are insufficient given the 
scale of the task. The Urban Land Institute 
(ULI), the non-profit real estate research and 
education organisation, found in its report 

‘L’Accord De Paris: A Potential Game Changer 
for the Global Real Estate Industry’ that “to 
keep within a 2°C trajectory, the G20 as a whole 
needs to increase its 2030 climate action six 
times more than the plans on the books today”. 

At the same time, carbon-intensive 
‘megacities’ are being developed now, and the 
question is how far they are part of the 
environmental solution – rather than the 
problem.

On the plus side, C40 Cities Finance 
(CFF), a network of the world’s megacities 
committed to addressing climate change, is 
investing in $1bn worth of projects, according 
to the New Climate Economy, an international 
initiative examing how countries can achieve 
economic growth while combatting climate 
change, chaired by former Mexican President, 
Felipe Calderón, in its recent Sustainable 
Infrastructure Imperative report. 

T R E NDS

ELENA K JOHANSSON The integrated sustainable cities 
initiative of the Global Environment Facility, 
created at the 1992 Rio Earth Summit and 
funded with $1.4bn by 39 donor countries is 
working with 22 pilot cities on intelligent urban 
development. 

As a result of such programmes, invest-
ments into zero energy buildings reached 
$15bn in 2015, out of which $12.5bn was in 
energy efficiency and $2.5bn in renewable 
energy investment, according to the OECD/IEA 
2016 Energy Efficiency Market Report. 

But this is small beer in comparison to 
the size of the professionally managed global 
real estate investment market, which is 
estimated at well over $7trn.

How fasT a low-carbon property transi-
tion can happen is difficult to estimate, even if 
nations step up regulation. But the ULI report 
says more aggressive policies will likely target 
buildings and urban development in particular 
because carbon reduction for buildings, 
compared with other sectors and asset types, 
is cost-effective.

This trend has been continuing for more 
than a decade. Mandatory energy efficiency 
standards and regulations of residential 
buildings almost doubled from around 18% in 
2000 to 33% in 2015. For non-residential 
buildings the jump in mandatory regulations 

was three times higher from 11% in 2000 to 36%, 
according to the OECD/IEA. 

Consequently, impacts from climate 
change on real estate investment are expect-
ed to be substantial. A survey by the Interna-
tional Real Estate Business School (IREBS), 
Climate Change Implications for Real Estate 
Portfolio Allocation, found that global 
property developers and fund managers 
identified the top 5 climate change-related 
impacts within the next 10 years to be: 
increasing regulation (88% of survey partici-
pants), changing technological requirements 
(82%), higher operational costs (67%), higher 
construction costs due to adaptation (65%) 
and rising fuel prices (63%). 

And transparency of green real estate is 
progressing. The Global Real Estate Sustain-
ability Benchmark (GRESB) covers 61,000 
property assets worldwide today, increasing at 
a 9% year-on-year rate. While mandatory 
carbon emission reporting frameworks are still 
rare (only four markets globally), minimum 
energy efficiency standards for new buildings 
are now standard in 87% of 109 markets 
surveyed in the Global Real Estate Transpar-
ency Index 2016, by JLL, the real estate 
manager.

Yet, institutional investors are still not 
broadly integrating climate risk into their 
property investment evaluations.

Nils Kok, CEO of GRESB, says, “There 
remain many who don’t think it’s relevant. 
They don’t believe it has a real impact on value.”

The IREBS survey confirms that the risks 
due to climate change are in most cases not 
assessed sufficiently. Only five of 50 survey 
participants perform substantial risk research. 
Seventy-two percent ignore the risks, despite 
almost half (42%) of real estate investments 

The winning design in d3 Housing Tomorrow’s 2016 competition

“Reducing energy has 
become the goal, and we 
are missing the point that 
the end game is to reduce 
carbon emissions”
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having a long-term investment perspective 
exceeding 10 years. 

That comes despite findings that 
sustainable property investment can pay, 
according to a study on real estate investment 
trusts (REITs) undertaken by the University of 
Cambridge using GRESB benchmarking data. 
It proved a significant positive correlation 
between return on assets (ROA) and return on 
equity (ROE) with the overall GRESB score for 
an asset. Assuming an average annual 5% ROA 
and a GRESB rating of 50 at baseline, a GRESB 
score of 60 (20% higher) yields an ROA that is 
133 basis points higher.

So why aren’T invesTors sold yet? 
Retrofitting buildings with green technologies 
can significantly reduce energy use, but 
several barriers remain. The IREBS survey 
found that the biggest is the ‘investor-user 
dilemma’: as tenants are paying the fuel costs, 
the owner has no incentive to invest in energy 
efficiency or optimisation. Other pushbacks 
include high transaction costs for green 
technology. 

New tools like RentalCal are seeking to 
help. The project is funded by the EU and on 
course to be released in summer 2017. It allows 
the user to calculate the profitability of 
individual energy efficiency retrofits in 
different EU nations online for free, reducing 
the investor-user dilemma (www.rentalcal.eu). 

And on the financing side, green prop-
erty bonds have now evolved to become a 
$10bn market – 21% of the overall green bond 
market – according to GRESB.

But to bring down CO2 emissions 
effectively in the short term, Olivier Elamine, 
CEO at Alstria, the Hamburg-based, office 
REIT manager, says green procurement and 

A case study: Value in sustainable German real estate

Dr Marcelo Cajias, manager of the research department, Patrizia Immobilien 

The German government has set ambitious environmental goals for the real estate 
sector: 
➤  Reduction of energy consumption by 20% by 2020;
➤  Double the rate of sustainable modernisation to 2% pa;
➤  Diminish primary energy demand by 80%;
➤  Achieve a nearly carbon-neutral stock by 2050. 

During the past 10 years, the government has been continuously tightening up 
requirements concerning the energy consumption of buildings, in accordance with EU 
regulations, and promoting renewable energy. Regulations such as the Energy Saving 
Ordinance and the Renewable Energies Act aim at increasing the quality of the building 
stock in order to comply with the European goal of “nearly zero energy buildings”.

The EU has encouraged landlords, tenants, buyers and agents in the real estate 
residential sector to account for energy consumption in property transactions through 
the introduction of energy performance certificates (EPCs). Research confirms that 
energy efficiency leads tenants and buyers of property to pay a premium. The empirical 
evidence in the case of Germany is sporadic, but data produced by Patrizia Immobilien 
based on a sample of almost 600,000 cases from Q1 2013 to Q2 2016 in the German 
private rented sector concludes that the asking rent for dwellings with an energy 
performance certificate better than D is up to 4.1 % higher than energy inefficient 
dwellings. This mean landlords have a significant green premium when leasing residen-
tial property. The authors further confirm that market knowledge is essential, especially 
in view of the high market granularity as the effects are less pronounced across the 
seven major cities – Berlin, Hamburg, Munich, Frankfurt, Stuttgart, Cologne and 
Dusseldorf. Strong demographic demand in these cities is increasingly leading to 
enhanced demand for housing, which is directly transmitted to rising rents regardless 
of quality and energy consumption. 

While this outcome exceeds the general aim of the EPCs, there is no evidence that 
the existing green rent premium is also linked to higher asset liquidity in terms of lower 
‘time-on-market’ levels. Therefore we focused further on investigating whether energy 
efficient dwellings are transacted quicker. The results provide strong evidence that they 
are. Although the effects differ when focusing on primary and secondary markets as well 
as on newly built or existing properties, they clearly confirm that the marketing strategy 
of energy inefficient dwellings requires more effort. 

EPCs are a compulsory element in property transactions and (partly) embedded in 
investment decisions within European markets. In view of this outcome, institutional 
investors might not only look at energy efficiency as a USP, but include energy efficiency 
as discrimination factors when creating portfolios of residential properties in order to 
achieve stable income returns in the German market in the long run. 

The green rent and liquidity premium
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Source: Patrizia calculations, based on Cajias et al, ‘Are energy efficiency ratings ignored in the German housing market?’ 

not energy efficiency investment is the solution. 
Energy efficiency investments, he says, are only 
economically viable for a total retrofit of a 
building once every 20 to 30 years. Politicians 
are still focused on reducing energy consump-
tion because they are under the false assump-
tion that all energy is carbon-based, Elamine 
says, adding: “Reducing energy has become 
the goal, and we are missing the point that the 
end game is to reduce carbon emissions.”

To boost the low-carbon transition, 
Elamine is calling for research and develop-
ment (R&D) investment by the sector into 
organic photovoltaic cell and battery technol-
ogy: “Maybe each of us is too small to have its 
own R&D programme for this, but we should 
unite to support some more fundamental R&D. 
I think as an industry we could seriously boost 
the shift from carbon to non-carbon. Small 
brooks make big rivers!”
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The shipping sector has been slow to respond to COP21, but 
must turn more quickly

Cheap fuel prices and economic growth 
have led to runaway growth in emissions from 
shipping and aviation – two sectors exempted 
by the COP21 Paris Agreement partially 
because of their supranational nature. How-
ever, a research paper prepared for the 
European Parliament (EP) a year ago found 
that both sectors accounted for 3–4% of global 
greenhouse gas (GHG) emissions in 2012. By 
comparison, Japan accounted for 3.11%, 
according to the World Resources Institute. 

Maritime shipping’s share of the global 
carbon budget will continue rising as global 
cargo continues to grow, while national 
emissions decrease under COP21. The EP 
research paper, Emission Reduction Targets for 
International Aviation and Shipping, conclud-
ed: “If, as in the past, the ambition of these 
sectors continues to fall behind efforts in other 
sectors, and if action to combat climate change 
is further postponed, their CO2 emission 
shares in global CO2 emissions may rise 
substantially to 22% for international aviation 
and 17% for maritime transport by 2050.”

The paper’s authors recommended that 
2050 emissions from maritime transport 
should be 63% below 2005 levels or as high as 
98% below 2005 levels. In 2009, the EU 
advocated a 20% emission reduction target 
below 2005 levels by 2020 for the maritime 
sector. 

But progress has been anemic at the 
International Maritime Organisation (IMO), the 
UN body that sets standards for the safety, 
security and environmental performance of 
international shipping. The IMO considered 
market-based mechanisms but, at a week-long 
meeting in 2011, was unable to agree an approach. 
In April 2016, at its first meeting following the 
Paris COP21 talks, the IMO’s Marine Environ-
ment Protection Committee (MEPC) also failed 
to act. Finally, at its 70th session in October this 
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CASEY ASPIN year, the committee agreed to four years of data 
collection before aligning on an emissions 
strategy for the sector in 2023.

This regulatory inertia spawned the 
Sustainable Shipping Initiative (SSI), which is 
aiming for a sustainable shipping industry by 
2040. The organisation is made up of ship 
owners, charterers and operators, including 
Bunge, Cargill, China Navigation Company, 
IMC, Maersk Line and U-Ming Marine Trans-
port Corporation. Representatives of related 
industries are also members, such as ABN 
AMRO bank, Lloyd’s Register and AkzoNobel. 
With more than 89,000 merchant vessels in 
marine transport and more than 1 million 
seafarers, the sector has “an enormous 
opportunity to drive changes that can increase 
employment, prosperity and sustainability,” 
according to SSI’s website.

SSI’s Vision 2040 roadmap calls for the global 
shipping fleet to achieve an 80–90% reduction 
in CO2 emissions per tonne/mile by 2040, with 
2012 as a base. The climate goals are largely 
aspirational and include a regulatory milestone 
calling for the IMO to implement a CO2 
reduction plan this decade, a development that 
has eluded it so far.

Alastair Fischbacher, who has been part 
of SSI since its 2009 founding and CEO since 
2014, says the industry is facing multiple 
headwinds. The IMO was set up to manage the 
safety of lives at sea and has struggled with its 
role as an emissions regulator. Its members are 
nation states that protect their maritime 
industry; its consensus culture has inhibited 
progress. 

“COP21 has sent a very clear signal,” he 
says. “There is no doubt that the IMO has to 
take positive action or it will be acquiring a 
reputation of an industry that doesn’t really 
care or is unable to act.” He says SSI is trying to 
demonstrate the value of putting shipping on a 
sustainable footing, but working against it is 

the low cost of fuel and the need for industry-
wide action. 

“Shipping is a global industry so global 
regulation is necessary to have a level playing 
field. It’s hard to take voluntary action because 
it could threaten your business,” he says. 

Despite these headwinds, he sees reason 
to be optimistic: 
➤  Increasing availability of LNG to reduce 

emissions; however, retrofitting ships is 
costly.

➤  Research on wind, showing sails increasing 
fuel efficiency by 20% in early trials.

➤  Wider adoption of slower speeds, possibly 
cutting fuel usage in half. 

➤  Customer demand for lower emissions as 
companies reduce the carbon intensity of 
supply chains.

SSI has hired Ian Petty to be its new 
general manager. Petty was formerly director 
of group operations at P&O Maritime in 
Australia and Dubai. Fischbacher says he will 
move to co-chair and help SSI continue to be a 
standard bearer for innovation and sustain-
ability. “It is slow. It’s like picking up a rope and 
trying to pull a large weight forward.”

Sea change needed
Shipping emissions surge
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ImpacT invesTing has become big money. In 
September, TPG Growth, the equity and 
middle market investment arm of US private 
equity company TPG Capital, launched the 
Rise Fund. This $1bn partnership with Elevar 
Equity, an early stage fund manager, focuses on 
generating competitive returns through 
investments in underserved, low-income 
communities.  

This growth is coming at a time when 
impact investing is expanding beyond private 
markets, particularly as institutional investors 
announce large commitments. The impact of 
ESG products in the public markets is also 
being held up to deeper scrutiny by asset 
owners as well as fund platforms.

Despite this increase in product offer-
ings and the healthy growth in ESG/impact 
assets worldwide, incumbent firms offering 
ESG and impact investments are facing 
pressure on their business models as new and 
often larger players enter the field. The 
proliferation of recent ESG fund ratings by 
providers such as Morningstar and Barron’s is 
adding even more complexity and has resulted 
in high ESG rankings for funds that may not 
even self-identify as sustainable or ESG 
products. This is no longer a cottage industry. 

These factors raise the uncomfortable 
question of whether the intentional integration 
of ESG and impact factors into investments 
has become a significant business driver for 
money managers and advisers, or simply a 
distraction. There is also uncertainty about 
what business model is optimal for funds and 
advisers to benefit from these changes.

ClienTs wanT To see impact on their 
investment statements but, the translation of 
these demands into specific financial products 
and strategies is still unclear, particularly as 
investors and advisers attempt to pursue these 
strategies in the public markets. Boutique ESG 
specialists such as Trillium Asset Management 
and Parnassus Investments – two leading 
investment managers focused on sustainable 

tional expertise (analogous to specialists in 
retirement, pension, taxes, or annuities), but 
still too narrow to build and brand an entire 
wealth advisory practice. In contrast, other 
financial advisers claim they are seeing 
increased client demand, specifically because 
they are self-identified ESG/impact investment 
advisers and have been able to convert clients 
who were not originally interested in impact 
products. Many family clients are using impact 
to engage the next generation, which may not 
have been interested in the investments to 
date.  

ESG/impacT invesTing is not immune from 
the broader trends in the investment manage-
ment and advisory industry, but the sector has 
managed to grow assets in a period when most 
other strategies have struggled to tread water. 
ESG/impact investing has moved beyond the 
stigma of underperformance and political 
correctness, but the sector is still sorting out 
how to provide quality, competitively priced 
products that can create and report social and 
environmental impacts.

To realise the full potential of ESG and 
impact investments as a driver of business, 
product developers, investment managers and 
financial advisors need to seize on the client 
interest, innovations and competitive perfor-
mance associated with these strategies despite 
the uncertainty. Not everyone will win, but 
there will be winners. 

STEVEN GODEKE
Founder and CEO, Godeke Consulting;  
Trustee, Chair of Finance Committee, 
Jessie Smith Noyes Foundation
WILLIAM BURCKART
President and COO, The Investment Integration 
Project (TIIP); Founder/CEO, Burckart Consulting

Is impact investing still a niche or a necessary driver of the 
investment business today?
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and responsible investing – have established 
high standards for screening in publicly traded 
asset classes and are increasingly applying 
deeper levels of impact measurement to their 
portfolio construction. 

BlackRock, the world’s largest asset 
manager with $4.89trn in assets under 
management, has had an array of funds and 
tools for clients looking to invest in a socially 
responsible way for several years. But since the 
launch of BlackRock Impact US Equity Fund in 
2015, it has combined its existing offerings to 
help clients invest in products with environ-
mental and societal goals, as well as introduc-
ing some new products. 

Incumbent ESG firms, such as Domini 
Social Investments, Trillium Asset Manage-
ment and PAX World Management, are finding 
themselves competing with bigger players that 
have vastly more sales and marketing muscle, 
or, as in the recent case of Calvert Investment 
Management, have been acquired by larger 
firms. The incumbents may lose out on the 
growth if financial advisers reaching for impact 
product for the first time go to mainstream 
brands rather than the established ESG 
brands. Part of the challenge for the incum-
bents is to create brand awareness with 
mainstream non-ESG financial advisers. 

The advisers grapple with similar 
positioning questions about how much to 
emphasise impact investing with their clients. 
Some see ESG/impact investing as an addi-

Who cares wins

“ESG/impact 
investing has moved 
beyond the stigma of 
underperformance and 
political correctness, 
but is still sorting out 
how to provide quality, 
competitively priced 
products that can 
create and report social 
and environmental 
impacts”
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are vulnerable in ways other forced workers are 
not.  To address these vulnerabilities, including 
dependence on employers for immigration 
status, Hewlett Packard (HP) has adopted a 
supply-chain policy that requires employers to 
provide translation and implement safeguards 
to prevent the use of deportation threats. 
Mercy Investment Services has engaged with 
companies in the hospitality and transporta-
tion sectors to help identify instances of 
human trafficking.

Another migrant group vulnerable to 
exploitation by employers is temporary foreign 
workers. While some labour unions – most 
recently, Labourers’ International Union of 
North America – are engaging with policy 
makers to prevent exploitative practices, 
labour-sponsored pension funds are largely 
missing from these discussions. For those 
companies that rely on exploitive employment 
practices, policy changes would significantly 
undermine their business model.

Migration also presents untapped 
investment opportunities. Over two thirds of 
migrants resettle in high-income countries, 
helping to fill labour shortages caused by an 

Responsible investors must make migrants a more explicit 
consideration in their ESG analysis 

Migration watch
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HEATHER HACHIGIAN
Researcher and Consultant, Purpose Capital; 
Research Associate, Carleton Centre for 
Community Innovation
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displacement)
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hiring practices

Capital allocation

Governance

Migrant
lens

Source: adapted from Croatan Institute, Total Portfolio Activation Framework

What’s this?

ReporTs of close To 20 million refugees 
worldwide in 2015, coupled with horrific images 
of their journeys and deplorable living condi-
tions upon arrival, have urged many business 
leaders to respond. US President Barack 
Obama’s Call to Action was met with an 
outpouring of commitments from the private 
sector to provide employment, education and 
other support. Commitments are beginning to 
extend beyond corporate philanthropy with 
several new social impact bonds, investment 
funds and micro-loan programmes for refugee 
integration. 

While encouraging, these pledges are a 
drop in the bucket relative to what is required 
to address urgent issues around global 
migration. Forcibly displaced persons – includ-
ing refugees – are the most visible in the media, 
but they only make up 20% of total global 
migrants. With over 240 million migrants 
worldwide in 2015, representing a 40% increase 
since 2000, migration can significantly impact 
global financial markets. Indeed, migrants – 
not just refugees – are often excluded from 
financial and economic opportunities in their 
new host societies, which can lead to broader 
‘systems-level’ risks related to lack of social 
cohesion and diversity.

However, a review of the shortlisted 
reports for Responsible Investor’s large asset 
owners award category in 2015 finds the issues 
have not yet made their way on to the RI 
agenda. 

Some asset owners, such as Allianz, 
reference migrants in relation to financial 
inclusion. And last year, pension funds in 
Australia and Europe divested from privately-
operated migrant detention centres for human 
rights abuses. 

But migration issues extend well beyond 
the Syrian refugee crisis and the recent wave of 
anti-immigrant rhetoric that has triggered 
destabilising political events such as Brexit. 
Initial settlement can impose an economic 
burden, but, if successfully integrated, 
migrants can generate several dividends in the 
long term. As such, migrant issues should be 
considered across investment strategies just 
as gender and climate change are. 

Consider, for example, the litigation and 
reputation risks associated with forced 
migrant workers. Many investors already 
engage companies on the topic. But migrants 

ageing workforce. In an era of low domestic 
growth, this also helps spur innovative ideas 
and establishes new trade relationships. 
Unfortunately, migrants often face incredible 
hurdles to gain employment due to lack of 
credential recognition and differences in 
language and workplace culture.

Responsible invesTors can engage with 
companies to encourage migrant-friendly 
recruiting, hiring and retention, including 
mentoring programmes and cultural diversity 
training. 

Fundamentally, responsible investors 
also have a key role to play in preventing crisis 
situations that lead to forcible displacement in 
the first place. Environmental degradation 
caused by mining companies, for example, can 
contribute to resource scarcity and political 
instability that forces vulnerable populations 
to flee their countries. Corporate engagement 
in environmental and human rights should 
incorporate these cross-cutting migration 
issues, much in the same way that investors are 
beginning to incorporate gender issues into a 
wide range of ESG issues. 

As migration continues to shape the 
global economy, all investors will need to better 
understand the links between their investment 
portfolios and more inclusive and integrated 
societies. Responsible investors already have 
many of the tools and frameworks necessary to 
understand and act on these linkages. The task 
now is to adapt these strategies to make 
migrants a stronger, more explicit considera-
tion in their ESG analysis.

For more information and examples of how 
investors are integrating migrants into their ESG 
criteria, see www.financeforintegration.com 
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The firsT direcTive mandating non-finan-
cial corporate disclosures, due to take effect 
across the EU in January 2017, breaks new 
ground in corporate reporting.

Firstly, it extends CSR reporting to 
Europe’s furthest boundaries. Mandatory 
reporting on some ESG issues already exists in 
major economies. The UK’s 2006 Companies 
Act, for example, requires quoted companies 
to report greenhouse gas emissions in their 
directors’ reports. France’s Grenelle II law 
obliges many companies listed on French stock 
exchanges to incorporate information on the 
social and environmental consequences of 
their activities into their annual reports. In 
Germany, a Sustainability Code known as DNK 
covers the directive’s obligations.

But many of the EU’s newer members or 
less developed countries will now need to 
introduce their first non-financial reporting 
rules for companies with more than 500 
employees. At the same time, companies that 
have previously withheld information will need 
to supply it: “It will require 6,000 companies 
across Europe to disclose certain ESG informa-
tion, and many of these companies have never 
done so before,” says Elaine Cohen, founder 
and CEO at CSR consulting and sustainability 
reporting firm Beyond Business. One signifi-
cant innovation is the directive’s scope. It 
covers some private companies, which have 
been excluded from much previous legislation 
in the EU or individual member states.

Secondly, it makes a major leap from 
previous EU ESG reporting rules, which mainly 
targeted the extractive and logging industries as 
part of a clampdown on corruption. Companies in 
the sector had to disclose more information about 
payments to governments. One implicit aim was 
to stop EU businesses from trying to bribe officials 
in resource-rich developing countries. The illegal 
sale of hardwood, for example, would then be used 
to fund civil conflict within that country. “In some 
countries, [the reporting] might be the only way 
the local population could find out what their 
government was up to,” observes an executive at a 
professional accounting organisation.

The directive thus broadens and 
strengthens the existing accounting law, which 
set quite high-level conditions open to inter-
pretation. It covers a far wider range of 
corporate responsibility concerns than the 
previous legislation, as well as much national 
legislation. This includes bribery, human 
rights, employee diversity and environment. 

Still, the influence of the law is likely to be 

indirect, nudging companies to improve their 
corporate culture and raising the standards of 
member states with lower requirements. This 
is because the countries most affected are 
home to relatively few of the companies 
covered by the legislation, which originally 
targeted all large enterprises. But it will help 
create a level playing field for investors across 
the union. “The European Commission’s 
motivation for a directive of this kind is to 
protect the single market and improve its 
rationalisation and harmonisation,” says the 
professional accounting executive. 

The law also TransmiTs a strong signal in 
the light of broader related controversies in 
the EU, such as the transparency debate and 
the capital markets union framework. Addi-
tionally, it adds to the range of instruments in 
the investor toolkit by improving screening, for 
example. “If companies don’t disclose, they 
don’t qualify for investment. If they are not 
audited by a third party, they are excluded,” 
points out Saad Rashid, investment director at 
Osmosis Investment Management, a company 
specialising in resource efficiency investment. 
It follows that greater detail required will 

considerably refine the investor’s assessment 
capacities.

The impact will be felt differently in the 
various member states, all of whom transpose 
it in their own way. The UK, an influential player 
in the EU in this field, is now on its way to 
leaving the union. However, the country’s 
evolving laws on ESG reporting may well reflect 
the directive. 

“We consider the UK to be a long way 
ahead on some of these reporting issues, so its 
impact on the UK will be limited. The simplest 
approach will be to graft the directive on to 
existing rules. But this could create an overlap-
ping reporting regime which may create a few 
practical problems,” says Nigel Sleigh- Johnson, 
head of the Financial Reporting Faculty of the 
Institute of Chartered Accountants for 
England and Wales. 

Meanwhile, its impacts could be exten-
sive elsewhere. “I can foresee places where 
there might be stricter demands as a result of 
the directive, and I expect France may turn out 
to be a leader in this respect,” says Flavia 
Micilotta, executive director of the European 
Social Investment Forum.

Activists also have high hopes for 
methodology guidelines to be published in 
December 2016. By embedding a consistent 
approach, they will help investment analysts 
detect poor performance more easily and 
eventually pave the way to obligatory and 
replicable reporting methodologies. However, 
non-financial reporting is unlikely to grow full 
teeth unless ESG matters are fully recognised 
as material to the business and ESG externali-
ties quantified consistently. 

The EU’s first directive for non-financial corporate disclosures 
is due to take effect in January 

ELISABETH JEFFRIES

History in the reporting

“If companies don’t disclose, 
they don’t qualify for 
investment. If they are not 
audited by a third party, 
they are excluded”
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Jonathan Labrey, chief strategy officer at the IIRC, talks about 
the EU non-financial directive and the proliferation of 
integrated reporting
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What impact do you expect the EU non-
financial directive requiring mandatory 
reporting will have on corporate behaviour 
and investments?
I can see four impacts. One is that it enables 
businesses to improve long-term decisions and 
prepare for the future. Evidence shows that 
when linking non-financial and financial 
performance a business can position itself 
better over the long term because a lot of the 
non-financial indicators, like human and 
natural capital, are actually leading indicators 
of future value. By testing that information 
against strategy, you are future-proofing it. 
Managing financial performance, by contrast, 
is about historical performance. 

Secondly, from an investment perspec-
tive, you will attract more long-term sharehold-
ers. Evidence has shown that companies adopt-
ing integrated reporting do just this. They 
provide a much richer set of information, 
enabling investors to buy into their business 
models and strategies long term. 

The third element is changes in capital 
markets’ dynamics towards more productive 
and efficient capital allocations. Investors get 
more confident in projects running upwards of 
three to five years and can also invest more 
efficiently. 

Finally, investors are increasingly saying 
to us that they are using the quality of corpo-
rate reporting as a proxy to understand the 
quality of business management. 

Companies producing integrated 
reporting and non-financial information are 
proxies for efficient business management. 
The long-term effect should be that the cost of 
capital for those businesses reduces: a real 
benefit for the businesses and for their 
investors. 

What are the implications of the move to 
non-financial reporting globally?
Without an environment of transparency and 
information, investors will increasingly make 
assumptions, sometimes right and sometimes 
wrong, which leads to mispricing of market 
risks, possibly effecting financial stability. A 
shift to integrated reporting and corporate 
reporting on the contrary builds up informa-
tion that aids financial stability, helps price 

ELENA K JOHANSSON discovery in the market, and facilitates 
investments. Investors can understand the 
true business value. 

Conversely, businesses that are not fully 
transparent or don’t price in key risks hinder 
investors’ capital allocation, leading poten-
tially to market failure. Mark Carney, the 
governor of the Bank of England and chairman 
of the Financial Stability Board, has called this 
the tragedy of horizons. Future risks that lie 10 
or 15 years ahead are not priced in today 
because we are trapped in short-term disclo-
sure horizons of maybe one year or two even 
though we know that our business models will 
need to change in five or 10 years because of 
the impacts of climate change. 

What is the current state of play of the shift 
of integrated reporting (IR) into regulation 
globally?
A number of stock exchanges, like Singapore, 
Johannesburg, Tokyo and Deutsche Börse 
adopted integrated reporting in a pilot 
programme, sending a strong signal to the 
market and encouraging the adoption of IR 
within those jurisdictions. There is also 
increasing interest from regulators and 
political leaders, particularly in Malaysia and 
Sri Lanka. 

In South Africa and Brazil there has been 
regulatory intervention to produce integrated 

reporting (on a comply or explain basis). The 
powerful endorsement of IR by the Japanese 
government has led to voluntary mainstream 
adoption by over 200 companies there.

What are the challenges for integrated 
reporting to spread further?
One of the biggest is the false perception that 
integrated reporting is an additional reporting 
requirement. What we are actually aiming to 
bring is greater cohesion to the corporate 
reporting system, to break down silos that 
have developed over many years and trigger 
integrated ‘thinking’. 

We are challenging the culture of 
corporate reporting. Instead of the past focus 
on compliance and box ticking, we are saying 
that reporting starts with the strategy and the 
business model of the organisation.  

What’s the future for integrated reporting? 
It will spread and become a principal of corpo-
rate governance rather than a corporate report-
ing process, because, increasingly, businesses 
are being asked to account for how they create 
value now and into the future. Integrated 
reporting can articulate this to companies with 
a full range of factors, including its performance 
on environmental, social, human, intellectual, 
and financial factors. IR helps businesses with 
their investors. In an age where we are seeing 
the growth of ‘stewardship’ codes rather than 
governance rules, integrated reporting is 
becoming the information architecture that 
helps communicate strategy and supports 
dialogue between a company’s board and its 
investors. 

Integrated 
vision

“Investors are increasingly 
saying that they are using 
the quality of corporate 
reporting as a proxy to 
understand the quality of 
business management”

Actual number of integrated
reports: top countries

SwedenJapanSpain NetherlandsSouth 
Africa

Base: N100 companies. 
Source: KPMG Survey of Corporate Responsibility 
Reporting 2015
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Our cover theme this issue is The Value of Long-Term Investing 
where we look at some of the investing initiatives grappling with 
market change, as well, as the latest, related investment product 
and strategy development.

Lynn Forester de Rothschild, the driving force behind the 
Coalition for Inclusive Capitalism, talks about trying to make 
capitalism more equitable, sustainable and inclusive. A glance at 
the Coalition’s 2016 conference agenda shows it is bringing the 
great and good of finance into the discussion.

In a piece on Stakeholder maximisation, John Kay, the renowned 
economist and author, explains why he believes the era of 
shareholder value is coming to an end, and what could replace it.

It started as an article in the Harvard Business Review, but the 
Focusing Capital on the Long Term initiative is pulling together 
the best minds in the business and finance world for practical 
thinking on how to turn the wisdom of long-term investing into a 
practical reality. 

FEATURE
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“It’s about business 
understanding that it has a 
broader responsibility, but 
also a broader opportunity”

Lynn Forester de Rothschild (Lady de 
Rothschild) is the CEO of E L Rothschild, 
which manages investments in The Econo-
mist Group, a US wealth manager firm, and 
real estate, agricultural and food interests.

What made you commit to inclusive capital-
ism and long-term finance thinking? 
I really believe that everybody has to be given a 
fair shot to success. But the financial crisis 
revealed that this wasn’t true and that the 
system has failed too many people. This 
troubled me because it is not my belief, nor is it 
reflective of my personal experience. For the 
Coalition for Inclusive Capitalism, it all started 
when the Lord Mayor of the City of London 
asked me to help with the first Conference on 
Inclusive Capitalism back in 2014. 

How do people respond to inclusive capital-
ism? Do you get much push back?
Sometimes people say it’s a “progressive” 
agenda. But I believe it is non-political, and 
responding to what our society has a right to 
expect from business. Our participants agree 
with the objective of trying to achieve broad-
based prosperity, even though how to get there 
can be debatable. It’s a first step, but we need to 
turbo-charge as our politics have become more 
divisive. 

Many of the issues you raise are themes that 
were hotly contested in the US election.
Absolutely, I was in Iowa for the caucuses in 
February and President Bill Clinton said to me: 
“You know, if we had inclusive capitalism, we 
wouldn’t have all this mess in our politics”. 

Do you think that is why you are able to pull 
in so many from the C-suite of the business 
and financial worlds?
Yes, people understand that business has been 
part of the problem, or is at least perceived to 
be. Some of this has been unwitting, caused by 
short-term investing or a pure return and 
capital focus rather than a longer-term view to 
value creation, or thinking about translating 
productivity gains into higher wages. We’ve 
made mistakes and want to correct them. Our 
participants would rather be part of the 
solution than have it imposed upon them. 

member at Just Capital, which publishes 
information on how just companies are.  

Where would you like to be in your develop-
ment in the next three to five years?
My ultimate goal is to live in a society where 
rich or poor, worker or investor, believe that 
the system works for them. We are trying to 
gather and to measure commitments, and work 
on outreach to the public. We might engage 
more with public policy too. Look at what 
Theresa May and Hillary Clinton have been 
talking about on responsible capitalism. That 
is what we are doing. 

Public commitments made by coalition 
members: www.inc-cap.com/commitments/

Lynn Forester de Rothschild is the driving force behind the 
Coalition for Inclusive Capitalism, a global engagement with 
leaders across business, government and civil society to make 
capitalism more equitable, sustainable and inclusive
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Long-term commitment
hugh wheelan 
elena K johansson

Do you see a likelihood for more regulation 
if business doesn’t find responses to issues 
such as inequality, employment and busi-
ness development at large?
Politicians have to respond to the discontent in 
society whether through regulation or taxation. 
There will be changes, as there have to be. It’s 
about business understanding that it has a 
broader responsibility, but also a broader 
opportunity. Companies that focus on people, 
planet and profit are more valuable over the 
long term, which also reflects in their stock 
performance. I am an optimist.

Some investors believe that for change to 
occur requires long-term investment 
mandates. Do you think this could alter the 
company–shareholder relationship?
Companies will change by definition if the 
owners and managers of capital make clear to 
CEOs that they will be measured on their 
performance against specified metrics and 
against long-term goals such as employee 
satisfaction and retention, product safety, and 
supply chain health. 

If shareholders don’t step up and 
demand it, then we can’t expect change 
because CEOs will not do things that hurt the 
share price. 

What do you expect from investor and 
corporate participants?
We want people attending our conferences to 
make public commitments that we will help 
measure year on year. However, we are not 
prescriptive about the content, and I appreci-
ate all efforts that institutions make to move 
toward more inclusive capitalism.

Do you apply the same long-term values of 
the coalition to E L Rothschild’s invest-
ments? 
Everybody who works for us has the same 
values: what’s fundamental is integrity, not only 
intelligence or profit.  We’re long-term share-
holders: we’ve been invested in The Economist 
magazine for more than 60 years! 

Are there other global initiatives the 
coalition is collaborating with?
Not formally, but we hope that we can come 
together and collaborate with as many as 
possible. I’m involved with the Focusing Capital 
on the Long Term group and I am a board 
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What started as an article in the Harvard Business Review has 
become a ‘do tank’ against short-termism in financial markets

Long term and focused

FE AT URE

viBeKa mair

US Vice President Joe Biden recently 
called short-termism “one of the greatest 
threats to America’s enduring prosperity”. 
He said the government should look at tax 
laws that discourage long-term investment 
and corporate reporting standards that fail 
to account for long-run growth. 

Biden’s comments are the political 
voice to themes articulated in financial 
markets terms in a landmark article in the 
January/February 2014 issue of Harvard 
Business Review (HBR), ‘Focusing Capital on 
the Long Term’ by Dominic Barton, global 
managing partner of McKinsey & Company, 
and Mark Wiseman, then president and 
CEO of the Canada Pension Plan Investment 
Board, a PRI signatory.

They argued that despite much of the 
post financial crisis political tub-thumping 
and regulatory posturing, short-termism in 
financial markets continued unabated, and 
was getting worse. The article said: “As a 
result, companies are less able to invest and 
build value for the long term, undermining 
broad economic growth and lowering 
returns on investment for savers.”

The article led, a few months back, to 
the formal creation of Focusing Capital on 
the Long Term (FCLT) Global, working on 
long-term capital issues, chaired by Wise-
man, now BlackRock’s global head of active 
equities, and including some of the world’s 
largest investors and companies, including 
oil giant BP and Singapore sovereign wealth 
fund GIC. 

Six FCLT institutional investor 
members have already lent their support to 
a new index reflecting the philosophy of 

‘long-termism’. The S&P Long-Term Value 
Creation Global Index (LTVC), includes 
commitments of $2bn from GIC Singapore 
and CPPIB, which helped develop the index 
methodology (see page 18).

ESG Magazine speaks to FCLT 
Global’s inaugural CEO Sarah Keohane 
Williamson, recently a partner and director 
of alternative investments at Wellington, 
the US fund manager, about the new 
initiative. 

corporations. It is important to have perspec-
tives from across the investment value chain. 
We do think that most people want to be long 
term and when you ask them why they’re not 
they talk about incentives placed on them by 
someone else, such as boards or investors. So 
the idea is to really work on a lot of the pinch 
points. There are a lot of organisations that are 
trying to look at engagement with sharehold-
ers from an investor perspective and we are 
trying to look at this from both sides of the 
conversation, and be very practical. We think 
of ourselves like an incubator of ideas or a lab 
to come up with different ideas, or build the 
academic research, and actually test them in 
the real world on investors or corporations, 
and rework depending on success. 

Do you have any initial thoughts on what 
FCLT Global could do to drive long-termism 
in practice?
The goal is to educate and move the dial on 

What attracted you to leading FCLT Global?
The first is the mission of this organisation to 
focus business and investment decision-mak-
ing on the long term, to understand capital 
markets, how our economies work more 
broadly, and the problems right now. The 
second is the people involved in this, who are a 
lot of very interesting, bright people with the 
commitment to make something happen. Mark 
Wiseman has talked about this being a ‘do tank’ 
not a ‘think tank’, so we will be very action-
orientated. 

 
What has been the evolution of the organisa-
tion? 
The HBR article generated a lot of interest. A 
summit was then held in March 2015 with 120 
C-suite leaders in New York, and that gener-
ated further momentum around the topic of 
long-termism. Most investors want to be long 
term, but they find it hard. It’s not like being 
sustainable, where some people care more 
than others. Almost everybody, with few 
exceptions, says they are long term, but often 
find it hard to do. That is why this has reso-
nated and continued to build momentum. 
There are five founding members – McKinsey, 
CPPIB, BlackRock, Tata Steel and The Dow 
Chemical Company. The founding members 
initially produced a report made up of thought 
pieces on the issue of long-termism, which was 
well received.

There are over 20 members and several 
more will be joining soon. The founders 
decided a year ago that they needed a formal 
organisation and head to push this forward, 
and the idea of FCLT Global is to build a 
long-term capital hub.

I joined the organisation on 1 July and we 
had our first board meeting on 28 September. 
We now have an operating board comprised 
primarily of CEOs from the founder and 
member organisations, and we have trans-
formed ourselves into a stand-alone, non-profit 
entity with the initiative to carry this work 
forward. 

It is a very diverse mix of members, includ-
ing BP and New Zealand’s sovereign wealth 
fund. What has motivated them to join?
All of our members share a deep commitment 
to long-termism, from across the spectrum, 
whether they’re asset owners, managers or 

Sarah Keohane Williamson
CEO, FCLT Global

January 1995–June 2016 
Partner, Wellington Management

August 1989–December 1994 
Senior Engagement Manager,   
McKinsey & Company

September 1986–June 1987 
Special Assistant to the Deputy Secretary, 
US Department of State

September 1984–June 1986 
Analyst, Mergers & Acquisitions,  
Goldman Sachs
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long-termism versus short-termism: help to 
get people to do it, and help society more 
broadly. It’s a somewhat lofty mission, but with 
practical ways of pushing it forward. 

For example, what can a company do to 
behave differently? Quarterly guidance in the 
US is still very common, but there could be 
alternatives that allow for a dual short/long 
horizon approach. What could CFOs do 
differently to be more long term? And how can 
we help them with academic evidence or 
industry examples. There could also be market 
mechanisms, such as investors getting more 
votes or more dividends if they hold companies 
longer. Then there is the question about the 
structure of funds, such as mutual funds, which 
are inherently focused on providing liquidity. If 
you and I are in the same fund and you hold it 
forever and I trade it everyday, then effectively 
you are subsidising me. 

Will you be working to influence policy?
FCLT Global is focused on things that compa-
nies and investors can implement themselves. 
We have members from nine different coun-
tries. We are not a political organisation. We 
are not lobbying. 

How does your funding structure work?
Our founders have funded us for three years. 
Over that time we have to be effective enough 
that our membership is excited enough to 
rejoin or more people want to. Our focus is on 

having a small number of engaged members 
who are committed to this issue, willing to 
invest human capital, test things and be active. 

When can we expect output from FCLT 
Global?
We will put things out within the year, and 
hopefully some smaller pieces between now 
and then. 

Is there a danger you will just preach to the 
converted and not penetrate the main-
stream?
Part of our job will be to change the narrative, so 
people who are sitting in a board room discuss-
ing a decision about short- or long-term trade-off 
will feel more comfortable or have more evidence 
to say we really should think longer term, and 
here’s why, rather than being booed. 

We think long term is not assuming the 
world is going to stay the same. Uber, Ama-
zon and Facebook have all envisaged a 
different world and way of doing business. 
Disrupters are long term. And long-termism 
is not just about sticking your head in the 
sand and saying leave me alone and check up 
on me in five years. It’s the balance between 
the short term and long term – like a bifocal 
lens! 

“The goal is to educate 
and move the dial on long-
termism versus short-
termism: help to get 
people to do it, and help 
society more broadly. It’s 
a somewhat lofty mission, 
but with practical ways of 
pushing it forward”

FCLT Global research

AT iTs launch on 28 September 2016, FCLT Global released a whitepaper, ‘Rising to the 
challenge of short-termism’ 

Key stats 
➤  87% of executives report feeling the most pressure to demonstrate financial results within 

two years, up from 79% in a similar survey from 2013
➤  Emerging market executives were significantly more likely to report increasing short-term 

pressure (82%) than their peers in Europe (64%) or North America (65%)
➤  Executives from companies with a strong commitment to long-termism were 26% less likely 

to say they would decrease discretionary spending and 22% less likely to delay new projects 
to meet earning targets when compared to their peers at more short-term orientated 
companies. 

FCLT Global board

Mark Wiseman, FCLT Global Board Chair and Global Head of Active Equities and Chairman 
of Alternative Investors, BlackRock
Dominic Barton, Global Managing Partner, McKinsey & Company
Else Bos, CEO, PGGM
Chow-Kiat Lim, Deputy Group President, Group Chief Investment Officer, GIC
Andrew Liveris, Chairman & CEO, Dow Chemical Company
Mark Machin, President and CEO, CPPIB
Representative, Tata Sons
Paul Polman, CEO, Unilever
Theresa Whitmarsh, Executive Director, Washington State Investment Board

Larry Fink, Chairman and CEO of BlackRock, will serve as strategic advisor to FCLT Global 
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New investment products coming to market, such as the LTVC 
Index, orient investors towards a long-term premium

FE AT URE

There is growing evidence that short-
termism has become too prevalent in both the 
business world and financial markets over the 
past 20 years, to the detriment of corporate 
and economic performance. In 2013, McKinsey 
and the Canadian Pension Plan Investment 
Board (CPPIB) conducted a survey of over 
1,000 c-suite executives and board members, 
which showed that short-term pressure on 
corporate managers is rising. Remarkably, 78% 
of senior executives indicated that they felt 
pressure to focus on financial results within the 
next two years or less. However, 86% of 
respondents indicated that they would be 
more successful in terms of innovation and 
ultimately financial results if they made 
strategic decisions oriented toward a longer 
time frame.   

Clearly there is a significant disconnect 
between what companies say they are doing 
and what they claim they should be doing to be 
successful.  This disconnect means that 
companies miss opportunities to invest in 
long-term projects, which has negative 
consequences not only on companies but also 
on the economy more generally. 

One of the recommendations of Focusing 
Capital on the Long-Term (see page 16) is to 
develop alternatives to market cap-weighted 
benchmarks, which tend to be driven by the most 
recent financial results and therefore mirror the 
market’s focus on short-term valuations rather 
than long-term performance and future 
orientation. This was the basis for the Long-
Term Value Creation (LTVC) Index, which was 
designed by S&P Dow Jones Indices in collabora-
tion with the CPPIB and RobecoSAM to highlight 
companies that exhibit strong financial results, 
quality management and long-term orientation 
in their disclosure to investors.

The index is constructed by combining 
the Economic Dimension Score (EDS) from 
RobecoSAM’s Corporate Sustainability 
Assessment (CSA) with S&P’s quality score for 
a company’s earnings. The EDS covers a 
variety of factors assessing management 
quality, including corporate governance, 
supply chain management, risk and crisis 

The equity duration benchmark

CHRISTOPHER GREENWALD
Head of SI Research, RobecoSAM
KELLY TANG
Head of Index Development, S&P Dow Jones 
Indices

management, customer relationship manage-
ment and business ethics. 

As part of the LTVC development, this 
year RobecoSAM introduced a new criteria 
called ‘materiality’, which asks companies to 
identify the three most important drivers of 
long-term value creation, as well as the related 
metrics and executive incentives. The ques-
tions are designed to educate companies about 
the needs of long-term investors and incentiv-
ise them to explain clearly the sources of 
long-term value creation in their annual 
disclosures.  

The index construction is unique in order 
to reflect long-termism. First, it utilises a 
five-year average quality score to include 
companies that consistently demonstrate 
high-quality earnings over a longer-term time 
period. Second, the index includes the top 150 
companies with the highest combined quality 
and economic dimension scores, but the 
components of the past three years’ selections 
are included in the index (and some companies 
can be included in several or the past year’s 
selections or ‘vintages’).  Third, to represent a 
true alternative to market-cap benchmarks, 
the LTVC is purely score-weighted, with the 
highest scoring companies representing the 

highest weights in the index.
The result is an index of 250–300 

companies that represent leaders in long-
term value creation, and the historical 
performance of the index over time is impres-
sive. The LTVC has generated annualised 
outperformance of approximately 2.8% since 
the beginning of 2004. And while the index is 
concentrated, the tracking error is in the 
range of approximately 2.5%, with risk 
characteristics that are similar to the S&P 
Global Large Mid Cap Index. At any point 
since 2004, investors in the LTVC would have 
been handsomely rewarded with a ‘buy and 
hold’ strategy that focuses on companies that 
orient their business to generate higher 
quality returns over a longer time period.

The move Towards long-Termism in 
finance requires a change in behaviour on the 
part of both investors and companies. Fortu-
nately, recent research demonstrates that both 
asset owners and senior executives at compa-
nies already share the view that they would be 
more successful by orienting their strategies 
toward a longer time frame.

An important step required to realise 
this change is a new set of benchmarks such as 
the LTVC that can serve as an alternative to 
market-cap weighted indices to redefine what 
constitutes long-term success. It accomplishes 
this through a unique combination of longer-
term index selection rules as well as an 
integration of both financial and extra-financial 
metrics to identify high-quality companies with 
a proven record of long-term success. Impor-
tantly, the index also serves as an engagement 
tool to incentivise companies to report on their 
source of long-term value to investors. 

LTVC vs S&P Global Large Mid Cap index (+2.8% outperformance since 2004)

Source: S&P Dow Jones Indices.  Total returns from 31 December 2003 to 30 November 2015. 
All information presented is back-tested
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“A new set of benchmarks 
such as the LTVC can serve 
as an alternative to market-
cap weighted indices to 
redefine what constitutes 
long-term success”
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SRI and thematic investing: 
the ageing population
A year ago, Generali Investments launched a 
new and innovative strategy with the GIS SRI 
Ageing Population subfund, a strategy 
combining two approaches which are at the 
heart of what Generali Investments believes in 
as an asset manager: SRI and thematic equity 
investing, 

Making sense of investing
At Generali Investments, we indeed believe 
that sustainable investing makes sense as it 
adds value when selecting companies, by 
avoiding extra-financial risks and improving 
the Environmental, Social & Governance (ESG) 
credentials of the companies we invest in over 
time.

Indeed, our proprietary ESG methodo-
logy and our six in-house SRI (socially responsi-
ble investing) analysts, reinforce our portfolio 
risk management approach, with non-financial 
risks being carefully identified, analysed and 
avoided.

Our ‘best effort’ approach also puts an 
emphasis on engagement and dialogue with 
the management of companies, selected or not 
as being ESG compliant based on our propri-
etary methodology. 

We indeed consider this is the best way 
to improve companies’ ESG practices and their 
compliance over the mid/long term.

Thematic investing: the ageing of the 
population
We decided to focus on the ageing of the 
population as an investment theme, as this is 
clearly a major challenge for European 
societies, economies and communities and this 
demographic trend is structural.

We also strongly believe that this theme 
is fundamental for an investment manager 
part of a large insurance group.

By 2040, the worldwide population aged 
60+ years is expected to more than double, 
reaching almost 2bn people, or +2.5% annually 
over the period. The GIS SRI Ageing Popula-
tion seeks to benefit from this long-term 
demographic trend by investing in European 
stocks exposed to this theme. 

Segments such as oncology (+10.5% 
2015–19 CAGR), incontinence (+10%), anti-
agers (+7.2%), vitamins and dietary supple-
ments (+5.9%)1, for example, are expected to 
show a higher and less volatile growth respec-
tive to that of the overall economy over the 
coming years (figure 1).

Furthermore, by investing in European 
companies, you actually invest in the activities, 
revenues, growth and earnings related to the 

theme and generated from all main regions in 
the world. Indeed, European companies 
present a high degree of geographical diversifi-
cation as highlighted in figure 2.

Investment process and portfolio 
construction
The investment process can be summarised in 
three key steps. 

The first one is our proprietary SRI 
screening, to retain only the companies with an 
ESG rating above their respective sector’s 
average. 

We then apply a thematic screening that 
seeks to identify a company’s exposure to the 
three key investment pillars which are Health-
care, Pensions & Savings and Consumers, and 
to the respective sub-categories or segments. 

The third and final step sees Generali 
Investments’ Thematic Equity team  evaluating 
the companies through a fundamental 
bottom-up approach, by identifying best-in-
class business models, sustainable growth 
prospects and an ability to generate cash 
which is undervalued according to a propri-
etary valuation model.

The result is a portfolio typically compris-
ing around 60–70 stocks, with a low turnover.

One year on, what is the result?
Since its inception on 16 October 20152, the 
subfund registered a negative return of –1.75%, 
in line with its benchmark, MSCI Europe Net 
Total Return, which declined by –1.62% over 
the same period.1 

It is worth noting that the subfund’s 
portfolio will structurally not invest into 
sectors that are not considered as being 
relevant from a thematic perspective, such as 
the Energy, Oil & Gas and Basic Materials 
sectors for instance. Depending on sectors’ 
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2. Geographical distribution of 
sales by sectors of European 
companies

MSCI Europe Europe Rest of  
  world
Healthcare 23% 77%
Information technology 37% 63%
Consumer staples 47% 53%
Energy 43% 57%
Materials 36% 64%
Industrials 49% 51%
Consumer discretionary 50% 50%
Financials 66% 34%
Telecommunication services 66% 34%
Utilities 81% 19%
Source: Deutsche Bank, April 2016
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performances during a given period, this will 
inevitably be detrimental or beneficial to the 
subfund’s performance relative to the bench-
mark.

In terms of specific companies and key 
contributors to the performance since 
inception, KUKA AG and Straumann Holding 
are worth highlighting.1

KUKA AG is a German manufacturer of 
robots and production systems. An ageing 
world implies a reduction in the available 
workforce. Key advanced economies, such as 
Japan or Germany, are already facing this 
phenomenon.

Robotisation will be an answer to these 
challenges thanks to the development of 
increasingly intelligent and flexible robots 
which can be deployed through the production 
floor.  KUKA AG’s performance was boosted in 
May 2016 by the announcement of a takeover 
from the Chinese appliance manufacturer 
Midea.

Swiss-based Straumann Holding is the 
largest dental implants company worldwide 
with a 22% market share. Around 80% of 
people aged 65 and over are missing one tooth 
or more and the dental implants market, being 
a relatively young industry, remains quite 
underpenetrated, even in key geographies 
such as the US, UK, France, Japan or China. 
Straumann Holding is strongly outperforming 
the industry thanks to the rollout of its 
products and its entry in the value segment, 
which we expect will support further growth in 
the years to come.

On the negative side, the worst contribu-
tors over the period were Anima Holding and 
easyJet PLC.

Anima, an Italian asset gatherer, 
suffered over the period, as did the overall 
Italian financial sector, and was in particular 
affected by its distribution strategy, largely 
reliant on the banking channel. This was 
despite the ongoing positive development of 
the partnership with Poste Italiane on the 
creation of white label products to be 
distributed via the extensive network of post 
offices.

easyJet, the UK low-cost carrier, was on 
the other hand severely impacted by the Brexit 
results given its over-exposure to UK out-
bound travel and more generally due to the 
difficult environment for travel companies in 
the wake of terrorist attacks in Europe over the 
past 18 months.

We believe that our SRI approach, 
applied to companies which are exposed to this 
particular theme, brings additional value when 
assessing their business models, strategies 
and potential future growth.

The GIS SRI Ageing Population sub-
fund’s investment strategy is about investing 
in sound companies, with sustainable business 
models and strategies that benefit and will con-
tinue to benefit from this secular demographic 
trend over time.

1 Past performance is not a guarantee of future 
performance. No assurance is released with 
regard to the approximate correspondence of the 
future performances with the ones above 
mentioned. 
2 Source: Generali Investments Europe S.p.A. 
Società di gestione del risparmio as of  
16 November 2016
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jean-marc Pont 
Investment Specialist

Jean-Marc joined Generali Investments in June 
2015. He has 16 years of investment management 
experience gained in various financial institutions 
in both Paris and London (Barclays AM, La 
Française des Placements and HSBC GAM). Prior 
to joining Generali Investments, he was Head of 
Product Strategy & Development - Multi-Asset & 
Index at Legal & General Investment Management 
(London).

Jean-Marc holds a Master’s degree in 
Politics & International affairs - Institut d’Etudes 
Politiques / Sciences Po (Aix-en-Provence), a 
Master’s degree in Business Studies - AUDENCIA 
Business School (Nantes) and an Executive 
Diploma in Banking & Management - CESB & HEC 
(Paris).

Company Profile 

Generali Investments (GI) is the main 
asset management arm of Generali 
Group, one of the largest and most 
respected insurance companies in the 
world with over 180 years of providing a 
solid, stable and highly professional 
service. With AUM of €450bn GI is one 
of the leading European asset managers 
recognised for delivering consistent 
results through proven risk-based 
investment solutions. Active interna-
tionally with a strong European pres-
ence, GI operates out of three main 
hubs: Italy, France and Germany, with a 
team of around 400 customer-focused 
experts with deep knowledge of local 
markets and asset classes. (Source: 
Generali Investments Europe S.p.A. 
Società di gestione del risparmio data as 
at 30 June 2016).

www.generali-invest.com

GIS SRI Ageing Population is a subfund of Generali Investments SICAV 
(an investment company qualifying as a “société d’investissement à 
capital variable” with multiple subfunds under the laws of the Grand 
Duchy of Luxembourg) managed by Generali Investments Europe S.p.A. 
Società di gestione del risparmio.The information contained in this 
document is only for general information on products and services 
provided by Generali Investments Europe S.p.A. Società di gestione del 
risparmio. It shall under no circumstance constitute an offer, 
recommendation or solicitation to subscribe units/shares of 
undertakings for collective investment in transferable securities or 
application for an offer of investments services. It is not linked to or it is 
not intended to be the foundation of any contract or commitment. It shall 
not be considered as an explicit or implicit recommendation of 
investment strategy or as investment advice. Before subscribing an offer 
of investment services, each potential client shall be given every 
document provided by the regulations in force from time to time, 
documents to be carefully read by the client before making any 
investment choice. It shall under no circumstance constitute an offer or 
solicitation in any jurisdiction in which an offer or solicitation is not 
authorized in accordance with applicable laws. Generali Investments 
Europe Società di gestione del risparmio S.p.A., periodically updating the 
contents of this document, relieves itself from any responsibility 
concerning mistakes or omissions and shall not be considered 
responsible in case of possible damages or losses related to the improper 
use of the information herein provided. It is recommended to look over 
the regulation, available on our website www.generali-invest.com. The 
client should carefully read the KIID, which must be delivered before 
subscribing the investment, and the prospectus available on our website 
(www.generali-invest.com), on Generali Investments Luxembourg S.A. 
(management company of Generali Investments SICAV) website (www.
generali-investments-luxembourg.com) and by distributors. Generali 
Investments is a commercial brand of Generali Investments Europe 
S.p.A. Società di gestione del risparmio. Generali Investments is part of 
the Generali Group which was established in 1831 in Trieste as 
Assicurazioni Generali Austro-Italiche.
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ESG Interview John Kay: why the era of shareholder value is 
coming to an end

The essence of 
stakeholder value

FE AT URE

laurie havelocK

Few economisTs have done more thinking 
about long-termism in investment than John 
Kay, author of the 2012 UK government-com-
missioned report known familiarly as the Kay 
Review, but more formally as the ‘Review of UK 
Equity Markets and Long-Term Decision 
Making’, which examined the problems  of 
short-termism in the UK capital markets.

It’s a subject that Kay, a high-respected 
author and Financial Times columnist, has 
written about incisively in one form or another 
for decades, and continues to do so.

On his well-read blog in August he wrote 
that corporate failures in the UK signalled that 

“the era of ‘shareholder value’ is coming to an 
end”. 

The belief that shareholder value in 
terms of pure financial returns is paramount is 
attributed to former General Electric CEO 
Jack Welch in a speech from 1981. Of course, 
Welch famously recanted in 2009, saying it was 

“a dumb idea” for executives to focus so heavily 
on quarterly profits and share price gains.

This is noThing new to Kay. Talking to ESG 
Magazine, he says the shift in ideology is one he 
has seen in motion since the financial crisis of 
2008 and the fall of profiteering organisations 
like Lehman Brothers.

And he points out that this challenge to 
short-term share price maximisation was the 
rational for the creation of the Investor Forum, 
a collaborative organisation he has chaired 
since the 2012 review, and which came out of 
one of its principal findings that major institu-
tional investors might best encourage corpo-
rate improvement through constructive, 
applied engagement. 

The forum’s work went public following a 
2016 AGM season in the UK that was character-
ised by bitter fallings-out at some of its 
best-known companies, with international and 
local headlines dominated by tales of execu-
tives behaving badly. Retail group Sports 
Direct was accused of mistreating and 
underpaying its staff while founder Mike 
Ashley publicly aired his lack of concern for 
conflicting interests at the company. The 
disconnect between an employer and his 
workers was rendered brilliantly for the news 
cameras when Ashley, submitting to a daily 

search mandated for all Sports Direct employ-
ees, had to pull out a big bundle of £50 notes 
from his pockets before stepping through a 
metal detector. A similar situation at British 
Home Stores (BHS) also caught the national 
media’s eye, as owner Sir Philip Green took out 
millions from the failing company’s accounts, 
sold the business for a pound, and then let the 
new owners reveal a £500m+ pensions deficit.

Alongside several trade unions, the 
forum led an investor charge against Sports 
Direct this summer, calling for an independent 
review into corporate governance and employ-
ment practices at the company – a resolution 
supported by responsible investment stal-
warts including Hermes Investment Manage-
ment and Royal London Asset Management. 
As Kay notes: “It was conspicuous that it was 
investors and not just groups with broader 
social concerns saying that ‘this won’t do’. The 
Investor Forum has basically worked privately 
until now and will continue to do so. But, in the 
case of Sports Direct, when it was able to work 
through newspapers and in the public eye, 
much better that it should.”  

Both bosses have started to face the 
music in recent months: Green is poised to 
have his knighthood stripped by the British 
government, while the resignations of Sports 
Direct’s CEO Dave Forsey and CFO Matt 
Pearson have further harmed stability in 

Ashley’s organisation. But the scandals have 
raised many questions about the role that 
large businesses play in society. The issue of 
whether and how corporations should serve 
their management, employees, customers or 
shareholders remains unanswered. 

On The quesTion of the purpose of corpora-
tions, Kay says situations like those at Sports 
Direct and BHS, mean that there is a broader 
question to answer: “Going forward, how 
should the nature of business organisations be 
defined?” The relevance for the answer, Kay 
notes, extends beyond the CSR and latterly 
ESG communities, to a question of whether 
businesses retain credibility in society.

He cites the work of The Purposeful 
Company initiative, overseen by Will Hutton, 
chair of the Big Innovation Centre, and Colin 
Mayer’s book, Firm Commitment: Why the 
corporation is failing us and how to restore trust 
in it, which examines how to restore trust in 
corporations, as recent helpful contributions 
to this conversation. 

Kay’s own view is clear: whether from 
within the financial markets, or society as a 
whole, the idea of corporate legitimacy needs 
to be redefined: “Businesses are there to make 
profit, and must make profit. There’s nothing 
immoral about it,” he explains. “That does not 
mean – as a lot of people from CSR or ESG com-

“Businesses are there to 
make profit, and must make 
profit. There’s nothing 
immoral about it. That 
does not mean – as a lot of 
people from CSR or ESG 
communities tend to think – 
that businesses should make 
profit while listing the ‘nice’ 
things they do on the side 
or, alternatively, that there’s 
no conflict between profit-
making and other ethical 
objectives”
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munities tend to think – that businesses should 
make profit while listing the ‘nice’ things they 
do on the side or, alternatively, that there’s no 
conflict between profit-making and other 
ethical objectives.”

Legitimising corporations is not a case of 
offsetting any bad done in the name of profit-
seeking by “donating some money to save the 
rainforest” or having employees donate their 
time to painting schools either, he continues. It 
is more about reframing the way in which we 
assess the ends of a given business, how we 
consider the significance of their outputs into 
the world beyond, in the above examples, their 
social or environmental good. 

“That’s not what making a business 

organisation legitimate is about; it has to be 
made legitimate by asking: How does the 
business make the world a better place? Its 
legitimacy is drawn from that. It’s certainly 
clear then that profits are part of that – a 
proper part, but only a part,” he explains. 

This is The problem the financial world has 
been grappling with for some time: in order to 
assess this legitimacy, the analysts and 
decision-makers of the world need numbers, 
statistics and proofs of its benefit, financial or 
not. For many, the first step in moving towards 
aligning and legitimising businesses would be a 
standardised method of measurement to apply 
to their activities. 

Kay, however, does not agree. “I find it 
more and more surprising that I keep saying 
this, as I’m someone who is a very quantitative 
person, but there’s an obsession with quantifi-
cation, particularly of things that cannot be 
easily counted, and that leads people to make 
up bogus numbers,” he explains. “KPIs and so 
on are good things for businesses to use but 
they are, by definition, company-specific.” 
What is right for one may not be right for 
another, in other words: a firm occupied with 
obtaining natural resources in an environmen-
tally damaging manner has more ‘bad’ on its 
ledger to repay, to which the question of how 
much is not easy to answer.  

Instead, we have to return to Kay’s initial 
thesis, whereby the legitimacy of business 
organisations arises out of what they do to 
make people’s lives better, whether as employ-
ees, consumers, investors or in any other role. 
Defining ‘making life better’ in this instance is 
hard and, according to Kay, both difficult and, 
hopefully, unnecessary.  

“If a good hospital manager or head 
teacher needs to be told what a good hospital 
or a good school is, they’re the wrong person to 
be doing that job,” Kay concludes. “I feel the 
same about the chief executives of a business. 
Their job is to go and run a good business; it’s 
also their job to know what that is.” 

Kay’s directorship of the Investor Forum 
is up at the end of the year, but the recent 
campaigns seemingly mark a successful 
genesis for the Investor Forum. Its board now 
comprises a number of responsible investment 
veterans and is chaired by Simon Fraser, 
former CIO at Fidelity Worldwide: “It’s met all 
the expectations I had for it when I proposed it,” 
Kay summarises. “It has helped UK investment 
institutions work better together and has 
achieved something in specific cases. I’m able 
to resign because I’m very happy with the work 
it has done.” 

Though he considers the structure of the 
forum unique to the UK, where high rates of 
share ownership disclosure mean potential 
allies and collaborators can be identified more 
readily, Kay imagines a similar organisation 
could be successful in the US or possibly 
France: “The idea that the role of larger 
investment institutions should be cooperative 
as well as competitive seems to me one that is 
relevant everywhere.”

The UK Investor Forum in detail

➤  Independent, not for profit organisation funded by a membership comprising leading 
asset managers and owners of the UK equity market. 

➤  Its purpose is to position stewardship at the heart of investment decision making by 
facilitating dialogue, creating long-term solutions and enhancing value. 

➤  The combined global assets under management of its members are £14trn, of which 
£850bn are invested in UK equities currently. The 40 initial members together own 
42% of the FTSE All Share index. 

➤ First annual review will be published in January 2017. 

Since the beginning of 2015, the forum has: 
➤ Evaluated 14 proposed collective engagements; 
➤  Conducted over 130 bilateral conversations with investors (more than 40% of which 

were with international investors); 
➤  Carried out nine engagements, across a range of industries, covering issues from 

succession and governance to the direction and execution of strategy; 
➤  Seen the participation of 41 investors (including eight non-members).
➤  In October 2016, it published its Collective Engagement Framework, a step-by-step 

guide for investors which details how they can participate collectively with other 
investors through the Investor Forum, and within the confines of the law and regula-
tory regime, in order to address corporate governance and strategic concerns directly 
with company boards. 

www.investorforum.org.uk 

“If a good hospital manager or head teacher needs to be told 
what a good hospital or a good school is, they’re the wrong 
person to be doing that job. I feel the same about the chief 
executives of a business. Their job is to go and run a good 
business; it’s also their job to know what that is” 
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The focus on long-Term stewardship, with 
the upcoming launches of a slew of new codes 
globally, is driven by regulators and an institu-
tional investment community keen to address 
issues thrown up as a result of a series of 
financial scandals and market crashes, 
according to leading industry experts.

Various markets, including Singapore, 
Brazil and South Korea, are gearing up to 
launch their own stewardship codes. The UK’s 
Financial Reporting Council, which oversees 
the first specifically titled Stewardship Code, 
recently published an assessment and rating of 
fund managers based (see box below).

Luke Hildyard, policy lead for steward-
ship and corporate governance at the Pensions 
& Lifetime Savings Association (PLSA), the 
umbrella body for UK pension funds, repre-
senting about £1trn in assets, says various 
factors are driving political interest in long-
term stewardship in the UK: “The financial 
crisis of 2008 is a big factor, but there have 
been other challenges, including environmen-
tal incidents in the extractive industries, 
market manipulation and mis-selling of 
banking products and added to all this is the 
widening inequality gap.”

He adds: “So all these factors are 
resulting in companies and investors being 
subject to wider scrutiny as policy makers and 
regulators recognise they have a key role to 
play in ensuring that financial institutions and 

corporates are robust and run effectively and 
make a positive contribution to the wider 
economy.”

A key by-product of the financial crisis 
has been the spotlight it shone on how pension 
funds invest their assets and scrutinise 
companies they invest in.

Anne Sheehan, director of corporate 
governance at CalSTRS, the second largest 
pension fund in the US with assets of $193.2bn 
(as of 30 September 2016), says the market 
crisis drove home the need for investors to be 
more active and engaged: “It heightened the 
focus of pension funds’ fiduciary responsibility 
and accountability to their beneficiaries.”

She adds: “The crisis put the spotlight on 
questions like who is sitting in the boardroom 
on the shareholders’ behalf, and what is driving 
corporate decisions. We are obligated to know 
what’s happening to our investment dollars as 
we are the stewards of those dollars for our 
members.”

In response To criTicism about the role 
played by institutional investors in the run-up 
to and during the 2008 financial crisis, the first 
Stewardship Code was published in 2010 by the 
UK’s Financial Reporting Council (FRC). 

The code, which has 300 signatories – 
200 asset managers, around 70 asset owners, 
and the balance made up of service providers 
– has been widely hailed as a success. Its aim 
was to improve the quality of engagement 
between asset managers and companies.

Following the publication of the UK 
Stewardship Code, other countries followed 
suit, including the Netherlands, South Africa, 
Switzerland, Canada, Japan, Kenya and Italy 
(see table).

In 2011, the European Fund and Asset 
Management Association (EFAMA) provided a 
framework of six high-level principles and best 
practice recommendations for asset managers 
to follow when engaging with investee 
 companies.

Global governance body ICGN published 
its Global Stewardship Principles earlier this 
year, setting out its view of best practices in 
relation to investor stewardship obligations, 
policies and processes.

“I see stewardship as the yin to the yang 
of the corporate governance code,” says Kerrie 
Waring, executive director at ICGN. “If a 
company doesn’t meet the comply or explain 
criteria in the corporate governance code, the 
onus is on the investor to see where the 
company deviated from compliance.”

Waring says the expansion of steward-

The number of new stewardship codes around the world indicates 
significant take-up, but there are questions on application

Good stewards?

FE AT URE

The first stewardship code takes stock

In NovemBer, The FRC published a detailed assessment and rating of fund managers 
based on compliance with the Stewardship Code, showing what it said was a “signifi-
cant” improvement in the quality of statements with 120 out of 300 signatories reaching 
the highest Tier 1, compared to just 40 when it was launched.

David Styles, head of FRC’s corporate governance, said: “We are very pleased with 
the response. We now have substantially more managers in Tier I.”

The FRC introduced a new tier between its top and bottom tiers to distinguish 
between asset managers that made a significant improvement in the quality of report-
ing, but not made the first tier, and those that have continued to report in a minimal way.

The regulator postponed the initial deadline of 22 July to 23 September to allow 
asset managers more time to provide information. Styles said the process was a success, 
with the FRC holding over 200 meetings and calls with signatories wanting to improve 
the quality of reporting. 

The FRC asked its 300 signatories, which include fund managers and pension 
funds, to provide “distinctive” statements for each of the seven principles of the Stew-
ardship Code to boost the quality of reporting and bring more transparency to the 
market. This information formed the basis for dividing fund managers into the three 
tiers. 

Anne Sheehan: “We 
are obligated to know 
what’s happening to our 
investment dollars as we 
are the stewards of those 
dollars for our members”

raji menon
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ship codes in various markets is similar to the 
trend seen with corporate governance codes a 
decade ago. She expects most major capital 
markets to adopt a stewardship code or a 
similar instrument by 2020.

While the rise of stewardship codes is 
seen as a welcome development, some market 
participants believe the concept of long-term 
stewardship is often misinterpreted.

“Stewardship is misunderstood by a lot 
of participants in the investment chain who 
think it is just about voting or engagement,” 
says Daniel Summerfield, co-head of responsi-
ble investment at the  Universities Superan-
nuation Scheme, one of the UK’s largest 
pension schemes. 

“This is a one-dimensional way of looking 
at it. As long-term stewards we need to ensure 
that assets entrusted to us are safeguarded 
and returned in a better condition than when 
we received them,” he adds.

Summerfield describes stewardship as a 
continuous process, which starts at the 
beginning of the investment process and has to 
apply across all investment classes. “Steward-
ship is a continuum, not a one-step process.”

He says that when the pension fund 
makes asset manager hires, the role of ESG in 
the investment process is crucial: “ESG, when 
financially material, needs to be embedded in 
the investment process and across all asset 

classes. So when you are hiring asset managers, 
you really need to look under the bonnet and 
do the due diligence to ensure that relevant 
ESG issues are integrated,” he says.

CalSTRS’s Sheehan believes that ESG 
issues have now become more mainstream, 
with the process starting with governance and 
moving to broader issues like proxy voting 
access in the US. 

“When we hire managers, we do ask them 
about ESG. There is an expectation that 
managers will now look at these issues when 
they are managing our money,” she adds.

New proxy access rules in the US have also 
given investors greater powers to remove 
directors and influence corporate strategy by 
nominating board candidates.

While Japan is the only other market 
besides the UK to have launched a stewardship 
code drafted by a regulator, Sheehan believes 
that if the US goes down the road of launching 
its own code, it would have to come from the 
industry.

“Although in the US we have no formal 
code, we do have an unwritten code which 
forms the basis of our governance practices. 
It’s better if it comes from that way,” she says.

Sheehan believes recent reforms in the 
US, such as say-on-pay, have opened the door 
to wider stewardship/governance issues like  

board composition, allocation of capital and 
long-term strategic decisions. 

She says the pension fund is also now 
taking calls directly from company directors.

CalSTRS portfolio manager Aeisha Mast-
agni says: “The involvement of the board of 
directors in communicating with us is a recent 
development – maybe two to three years old. 
And it’s not us requesting these talks, but the 
board wanting to hear directly from investors.”

Sheehan expects a lot more public 
recognition of the role of governance since the 
launch this summer of the Commonsense 
Corporate Governance Principles, backed by a 
coalition of CEOs of the world’s largest 
companies and investment managers, led by 
Warren Buffett, Larry Fink and Jamie Dimon. 
The group of 13 high-profile investors and 
corporate executives outlined its view on the 
roles and responsibilities of boards and 
investors.

“This news and these principles are a 
significant move and an acknowledgment of 
the public recognition of governance. Going 
forward, we hope to see more of that,” Sheehan 
says.

Japan counts the 
numbers

JaPan’s StewardshiP Code — 
launched in early 2014 as a critical 
weapon in the ‘Abenomics’ push to 
improve corporate governance and 
contribute to economic rejuvenation 
— has been adopted by just one non-
financial corporate pension fund, 
causing some concern in the country. 

By September this year, the total 
number of signatories to the code had 
risen to 213, notably comprising many 
asset managers. But, with the exception 
of the pension fund of Secom, a Tokyo-
based security company, there are no 
other corporate pension funds of 
non-financial actors, despite the 
potential for many corporate pension 
funds of Japanese companies to sign.  
Significantly, but perhaps unsurpris-
ingly, Japan’s giant ¥135trn (€1trn) 
Government Pension Investment Fund 
(GPIF) is a signatory and has set up a 
new division in the fund called Steward-
ship & ESG, which formally started work 
on 1 October.

Senior figures at the Financial 
Services Agency (FSA), which oversees 
the code, are trying to push more 
corporate pension funds to sign up, but 
the agency has no fixed targets for how 
many it would like to see adopting the 
code.

Stewardship-related codes around the world 

Country Code Date introduced 
  or updated
South Africa Code for Responsible Investing, IoDSA  February 2011
Netherlands Best Practices for Engaged Share-Ownership,  June 2011 
 EUMEDION Corporate Governance Forum
EU Code for External Governance, EFAMA  April 2011
South Africa Code for Responsible Investing, IoDSA  February 2011
UK  Stewardship Code, Financial Reporting Council  September 2012
Canada Principles for Governance Monitoring, Voting and Shareholder December 2012
 Engagement, Canadian Coalition for Good Governance
Switzerland Guidelines for institutional investors, governing the exercising January 2013
 of participation rights in public limited companies, 
 Ethos Foundation  
Japan Principles for Responsible Institutional Investors,  February 2014 
 Financial Services Agency
Malaysia Code for Institutional Investors  June 2014
Kenya Draft Stewardship Code for Institutional Investors For August 2015
 Public Exposure, CMA
Taiwan Stewardship Consultation, Taiwan Stock Exchange December 2015
Hong Kong Principles of Responsible Ownership, Securities and  March 2016
 Futures Commission
ICGN  Global Stewardship Principles  2016
Italy Stewardship Principles for the Exercise of Administrative September 2016
 and Voting Rights in Listed Companies, Assogestioni
Source ICGN
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Companies need to up their game on long-term value reporting 
as investors get serious on ESG

F E AT URE

The growing inTeresT in environmental, 
social and governance (ESG) factors among 
investors was recently brought into focus by 
the high-profile intervention of Larry Fink, 
CEO of BlackRock, who called on S&P 500 
CEOs to show how they contribute to long-
term commercial success. However, recent 
research by consultancy firm Corporate 
Citizenship, in association with S&P Dow 
Jones, indicates that corporate reporting has 
not kept pace with the emerging needs of its 
investor audience.

Corporate Citizenship looked into the 
reporting practices of 50 companies (the top 10 
by market capitalisation) across five geogra-
phies: the US, UK, Eurozone, Singapore and 
Chile. The aim of the research was to reveal 
whether companies were articulating the 
concept of long-term value creation – i.e., 
combining core financial indicators with 
future-focused economic and ESG factors – 
and identifying where this took place.

It revealed long-term thinking is still not 
the norm among many businesses: 
➤ 26% of all companies assessed had no 
relevant mentions of long-term value in their 
reports. 
➤ ESG communication remains challenging – 
for the 74% of companies that did mention 
long-term value, many struggle to articulate 
the importance of ESG factors for long-term 
business success.
➤ Key performance indicators (KPIs) are often 
missing, and when companies mention 
long-term value creation they rarely link it to 
KPIs.
➤ Interestingly, however, 100% of integrated 
reports contained relevant mentions. 

The research indicates a shortfall in the 
ability of corporates to communicate effec-
tively how material ESG issues affect profitabil-
ity and long-term business success. This 
disconnect results in companies missing out on 
attracting the growing base of mainstream and 
specialist investors who consider ESG factors 
in their decision-making and have longer-term 
investment horizons. 

The report identified two key reasons 
why companies are still not yet effectively 
communicating and demonstrating perfor-
mance on ESG issues:
➤ The external disconnect. There is a need for 
better alignment on material ESG factors and 

Why the disconnect?
GEORGE BLACKSELL
Senior Researcher, Corporate Citizenship

indicators between companies and investors as 
a foundation for demonstrating long-term 
value creation to shareholders and stakehold-
ers. Disclosure of ESG information in the 
context of financial statements needs to 
receive more attention.

Companies also need to think about the 
types of investors they would like to attract and 
keep. To bridge this external disconnect, they 
need to engage with key investors to under-
stand what ESG information they require, and 
how they use it.
➤ The internal disconnect. There is a need for 
better collaboration between corporate 
responsibility (CR) and investor relations (IR) 
teams to define, measure and proactively 
communicate the company’s ESG risks and 
performance to both mainstream and special-
ist sustainable and responsible investors.

To bridge the internal disconnect it is 
suggested that CR and IR departments use a 
shared terminology and language. Most CR 
departments can articulate which ESG issues 
are material to their business. However, due to 
the specialised terminology, the definitions 
and framing of these issues can differ from 
what IR departments would deem to be 

material for corporate disclosure.
CR departments can also ensure that 

their materiality processes use a disciplined 
focus on relevance to external stakeholders as 
well as core, commercial performance.

The report presents a framework for 
improvement on how companies can overcome 
obstacles and enable them to demonstrate a 
link between ESG performance and long-term 
competitiveness. Companies can use the 
framework map to identify where they are on 
the journey and take the practical steps offered 
to facilitate collaboration between IR and CR 
professionals. 

Corporate Citizenship also presents a 
series of new sustainable finance investment 
products, alongside the framework, as 
emerging attempts to close the gaps in the 
investment value chain. 

The report itself forms part of the launch 
of The Long-Term Value Project, a new 
initiative by Corporate Citizenship calling on 
company sustainability professionals to find 
common ground with their investors.

http://corporate-citizenship.com/our-insights/
demonstrate-value-sustainable-business-
investors/
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The problem with long-term investment is that the ‘risk 
management’ being promoted does not equate with that of the 
business models of asset owner and managers

F EAT URE

The now sTeady stream of surveys of the 
attitudes and actions of asset managers and 
asset owners on ESG and climate change has 
exhibited a common and disappointing finding: 
the integration of these concerns into invest-
ment processes and decision-making seems 
still to be a minority sport. There is some good 
news: these findings can only result from 
honest survey responses. The ‘greenwashing’ 
and misrepresentation of earlier times seems 
largely to have passed into history. There is no 
gain to these denials and negative responses. 

Academic findings on climate change are 
overwhelming; COP21 demonstrates the views 
and commitment of governments; NGOs and 
think-tanks abound; even the vultures and 
ambulance-chasers of the legal profession are 
gathering in the wings. There are several highly 
visible role models, who have been managing 
their investments in an engaged and responsi-
ble manner, but the rate of spread is glacial. A 
cynic might even wonder which may occur first; 
the complete disappearance of all glaciers or 
the integration by the majority of these 
concerns into investment processes.

Climate change deniers are clearly now a 
very rare breed, an endangered species; so 
much so that, for the remaining few, a preser-
vation programme may be warranted on 
grounds of biodiversity. It is clear that the 
majority of the stated reasons for inaction are 
ex-post rationalisations rather than true 
ex-ante motivations. Concerns centred on 
fiduciary duty are an obvious example of this. 
Driven, perhaps, by feelings of shame and guilt, 
self-exculpation frames these explanations.

In one regard, the advocates’ expecta-
tions of change, positioned as they are in a 
culture of shareholder primacy, were poorly 
founded. Shareholders do not ‘own’ companies, 
and their property rights and degree of 
influence through voting and the board are 
quite limited. Maintaining balance among and 
for the benefit of other stakeholders is an 
important ingredient in successful capitalism.

The open quesTion remains: why so slow a 
rate of progress of adoption?

Both ESG and climate change issues are 
widely presented as matters of risk. Effectively, 
the approach to investment management 
being advocated by campaigners is manage-
ment by risk, rather than the risk management 
where we are both familiar and experienced. It 
is a profoundly different business model for 
asset manager and indeed asset owner.

The traditional investment model is 
management by expected return, supplement-
ed by risk management, with diversification 
entering only as a distant lower-order consid-

eration. Analysis of the sensitivities of the 
return, volatility and diversity parameters of 
standard models of asset allocation, such as 
Markowitz, provide academic support for this 
approach. In asset allocations, the expected 
return is an order of magnitude more impor-
tant than the volatility, and that is itself around 
five times as important as the diversification.

Asset managers are facing many 
immediate concerns, notably pressure on 
transparency and their costs and fees, 
alongside substantial concerns over the 
uncertainties of current economic and 
financial evolution – the new normal.

The risks of climate change and poor 
governance are long term in nature; and the 
problems with short-termism have been debated 
for decades. There is still not even widespread 
acceptance that chasing the immediately optimal 
outcome, even if successfully repeated, may not, 
and usually will not lead to the long-term optimal. 
Such short-term iterative processes tend to get 
stuck in local optima, never finding the global 
heights. Such strategies fail to admit indirect 
approaches; think of taking one step back to leap 
three forward. 

The risks now faced are qualitatively 
different from the risks of traditional financial 
risk management. Here we are facing uncer-
tainty, ambiguity and even indeterminacy; the 
very nature of these processes makes causal 
chains difficult and often impossible to identify, 

even ex post. The implicitly proposed change 
to management by risk is questionable and 
may not even be feasible. Moreover, as one of 
the few things that we know about risk is that it 
means that more things may occur than will, 
the possibility of redundant and costly 
mitigation interventions and actions is real. In 
this regard, reticence, repeated discussion and 
slow development on the part of investment 
managers and asset owners are attractive 
features, not undesirable traits.

Portfolio management is intrinsically 
and traditionally a business in which conserva-
tism makes sound commercial sense. The 
prospect of regret similarly biases asset 
owners and their agents. Trustees operate in a 
culture of prudent behaviour, and reckless 
prudence is more than a good soundbite.

The howls of proTesT from a fright of 
ghostly fund managers are ringing loud in my 
ears: we have innovated this and that. It is true 
that we have seen much innovation in financial 
services over the past few decades. However, 
these new products and innovations have been 
overwhelmingly concerned with the rearrange-
ment of claims on existing assets – new divisions 
of the fixed sum game of market performance. 
Some have merely been resurrections of past 
practices. The business model shift proposed 
later is qualitatively different; it is about 
increasing the total pay-offs to the game. 

con Keating
Head of Research, Brighton Rock Group

A glacial 
rate of 
change
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The increasing importance of indexed 
portfolios is clear evidence of the threat to 
active fund management. It is growing increas-
ingly clear that fund managers, to deliver value 
in their client services and warrant their 
income, need to change their business models. 
Among many possible, the most likely to 
succeed will be one in which they co-operate 
and collaborate with their investee companies 
to improve the long-term performance of those 
companies, and with that their own value and 
investment performance; a model of direct 
involvement. 

Some fund managers see governance 
fulfilling this role, but that is a triumph of hope 
over experience. Good governance may help to 
avoid disaster and usually lead to better 
positive performance. But it is far too limited in 
scope and range of effect and outcome to 
compete with the co-operative approach. 
Indeed, it is contained within that co-operative, 
collaborative model. Governance alone will not 
suffice.

In many regards, this was what we 
expected of the private equity sector, only to be 
acutely disappointed. One real obstacle to the 
new direct approach is that asset managers 
lack staff with relevant competence and 
detailed knowledge and experience of the 
day-to-day operational challenges faced by 
industrial and commercial enterprises – finan-
cial analysts being rather more concerned with 

the animal spirits of markets than the funda-
mental performance of the firms they cover 
analytically. But that is easily resolved, and may 
carry the incidental benefit of grounding asset 
managers and their compensation in the real 
world.

This collaborative model has been 
adopted in recent times by a few, notably 
Canada’s CPPIB and Australian Super. It is 
notable that they have succeeded in integrat-
ing both ESG and climate change concerns into 
their return expectation formation, but more 
importantly in their co-operation and collabo-
ration with investee companies. 

The evidence so far is that this new 
model involves fewer and larger investment 
exposures, across the entire financial structure 
of the investee company. The resultant lower 
diversification should not be a central concern. 
In any event, it can be mitigated by secured 
forms of collaboration such as equipment 
leasing. 

For the first time ever, intangible 
investment in patents and intellectual prop-
erty by UK companies has exceeded invest-

ment in tangibles such as fixed assets. Tradi-
tionally this has been an area where the 
financial services industry has not served or 
performed well. The new direct model could 
well rectify that failing.

Under This new approach, these funds 
may be disintermediating investment bankers, 
but provided they possess the required 
competences, that need be no bad thing. The 
holistic nature of the collaborative model, with 
these funds being represented in numerous 
stakeholder groups, also serves to resolve or 
lower some of the limitations and conflicts 
inherent to shareholder primacy.

It seems unlikely that we will see signifi-
cant real progress on ESG and climate change 
until this new model has been widely adopted 
by asset managers. Though many have 
advocated the use of behavioural techniques to 
accelerate the rate of progress, there are 
philosophic and cultural concerns with that. 
Simple commercial self-interest should prove 
sufficient, but it will take time. We must hope 
that climate change affords us that time.

F E AT URE

Asset owners start to go long

In recent years, large asset owners around the world have been turning their atten-
tion more closely towards the why and how of long-term investing, following loosely what 
is often dubbed the Canadian model, which is primarily based on longer-term holdings, 
increased private markets and infrastructure exposure, in-house asset management 
where feasible, and outsourced where complex.

PGGM, the €200bn Dutch asset manager, whose main client is its owner, the 
€179bn PFZW Dutch pension fund for healthcare workers, is one of the leaders of this 
long-termism recalibration. An article on its website by Jaap van Dam, principal 
director investment strategy, cites a McKinsey finding that in the past 40 years the 
average period a share is held in a portfolio fell from 4.8 to 1.6 years. As it notes: “Two 
years is not really a period in which there is sufficient time to focus on the strategic value 
creation which takes place in the underlying companies.”

For the period 2015–18, PFZW is undertaking an investment soul-searching 
journey called: ‘The White Sheet of Paper’, looking at long-term investing, efficient 
markets, societal trust in pensions and sustainability. In 2009, PGGM launched The 
Responsible Equity portfolio, a strong-conviction, large-stake strategy investing over 
€3bn in a maximum of 20 companies in developed markets using a highly developed, 
mixed financial and ESG research approach to find good long-term companies.

As one if its nine investment beliefs, its giant Dutch peer APG, the €444bn pen-
sions manager, says a “long horizon” investment approach offers it additional opportu-
nities for returns because its liabilities are long term, meaning it can eschew liquidity 
and volatility in favour of potentially longer and more lucrative asset lock-ups.

Long-term investing is now explicitly on the agenda of the Dutch CIO consultation, 
where CIOs of 15 pension funds and administrators come together. As PGGM’s Van Dam 
notes: “The advantage of a wider perspective is the insight we acquire on the value 
creation which we can realise together as institutional investors. More long-term 
stimulus from investors is going to encourage companies to demonstrate more long-
term behaviour in the use of capital: there will be more value creation and a sum which is 
greater than the (invested) parts.”

The UK’s largest pension fund, the Universities Superannuation Scheme, recently 
created the role of head of research with the aim of improving its in-house equity 
investment process as part of a shift towards a more concentrated, ‘high-conviction’ 
portfolio. Railpen, the UK pension fund for the rail sector, is also understood to have 
seeded a long-term high-conviction equity portfolio with about £50m. It’s a trend that is 
being mirrored in most major institutional investment markets around the world.

The long-term approach has given broader room for the integration of ESG factors 
into investment strategies. In October, the $192.9bn (€175bn) California State Teachers 
Retirement System (CalSTRS) launched a search for up to 10 investment managers to 
provide ESG-focused and corporate governance services for public equities.

And asset managers have also become more visible and vocal on the long-term 
theme. Kempen Capital Management, the Dutch fund manager, now has a website 
dedicated to the ‘Shift to Long Term Investing’: (www.shiftto.org) and many others are 
pursuing similar initiatives.

Hugh Wheelan

“Fund managers ... need 
to change their business 
models. The most likely 
to succeed will be one in 
which they co-operate 
and collaborate with their 
investee companies to 
improve the long-term 
performance of those 
companies, and with 
that their own value and 
investment performance”



UN Environment estimates that Western countries alone produce 
around 50 million tons of digital waste every year. In Europe, only 
25% of this type of waste is collected and effectively recycled. Much 
of the rest is piled in containers and shipped to developing countries, 
supposedly to reduce the digital divide, create jobs and help people. 
In reality, the inhabitants of dumps like Agbogbloshie survive largely 
by burning the electronic devices to extract copper and other metals 
out of the plastic used in their manufacture. The electronic waste 
contaminates rivers and lagoons with consequences that are easily 
imaginable. In 2008 Greenpeace took samples of the burnt soil in 
Agbogbloshie and found high concentrations of lead, mercury, 
thallium, hydrogen cyanide and PVC.
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How ESG integration 
adds value to our 
investment process

The path to an integrated ESG approach
The Vontobel mtx approach on integrating 
ESG (environmental, social and governance) 
considerations into the investment process 
has been an evolving process. Back in 2009 
when we first started looking at sustainability 
aspects in a systematic way, the team followed 
a screening approach where exclusion criteria 
played an important role and brought the team 
close to a best in class setup. This ESG 
approach, while bringing valuable insights into 
the investment process, did not provide the 
expected results and was not feasible from a 
portfolio construction point of view. Thus, as 
we continued to develop and refine our overall 
investment process and tools, we did the same 
for our ESG process.

In 2010 the decision was made to 
integrate ESG analysis directly into the 
evaluation of companies, based on our 
conviction that it plays an integral part in the 
future returns achieved by a company. As the 
goal was not to separate ESG from the financial 
analysis, the financial analysts had to build up 
their ESG knowledge. This was achieved 
through to the close collaboration with a team 
of ESG specialists within Vontobel Asset 
Management.

We found that our approach to integrat-
ing ESG within our investment process adds 
additional value for our investors.

The Vontobel mtx Minimum Standards 
Frameworks 
This collaborative partnership was the basis 
for the development of our industry specific 
sector reports, where our financial analysts 
identified and summarised challenges and 
opportunities for each sector that are expect-
ed from a changing world and its implications 
for decisions in ESG-related issues. These ESG 
research reports serve as the basis for defining 
the proprietary sector-specific Minimum 
Standards Frameworks which are at the core of 
our ESG analysis. The Vontobel mtx ESG 
approach focuses on issues that are relevant 
for the industry where the company operates 
and which might influence future cash flows. 
As such, it is not a “one size fits all” approach 
and each company is assessed on a case-by-
case basis. The Minimum Standards Frame-
works drive the decision-making process, 
adding consistency and discipline to a subjec-
tive area. In total, a minimum score of five on a 
scale from zero to ten is required for a com-
pany to be eligible for the portfolio. 

We consider our integrated ESG 
approach through the Minimum Standard 
Framework assessment as a risk management 
tool. Given that a significant amount of ESG 
information is qualitative in nature, we judge it 
appropriate to undertake a qualitative 
assessment. The same framework is used for 

developed and emerging markets with the aim 
of improving the risk-return profile of invest-
ments.

Our ESG research process
Core to our ESG research process is that the 
sector analysts synthesise their own analysis 
with the qualitative and quantitative inputs 
received from external sustainability research 
providers, which is then used to form a view on 
the issues that are most likely to impact cash 
flows and, therefore, the investment case for a 
company. Our own experience shows that 
external sustainability research is often back-
ward looking and tends not to include informa-
tion on future initiatives when it comes to ESG 
matters and how the companies tackle them. 

The specific challenges of ESG in emerging 
markets
A particular challenge for emerging markets is 
that research from external research providers 
is more difficult to obtain. As a consequence, 
our analysts tend to do more proprietary 
research for emerging market companies when 
it comes to ESG in order to be able to make a 
proper assessment of the potential investment 
targets. This means that the analysts enter into 
direct dialogue with specific companies (if 
needed, using translators) to get the informa-
tion necessary regarding the criteria to be 
evaluated as defined in the sector specific 
Minimum Standards Frameworks. Experience 
shows that this direct engagement with 
companies enables us to get crucial information 
that would otherwise not be possible. In fact, 
companies often show interest in our views on 
where there is room for improvement and what 
stakeholders are looking for when it comes to 
ESG-related company information and data. 

PhiliP ammann 
Philip Ammann joined Vontobel Asset Management 
in 2003 as equity analyst within the mtx Global 
Equity Research team. In his role, he is responsible 
for the coverage of the Consumer Staples sector and 
has the ESG lead in the mtx Boutique. He has over 18 
years investment and research experience mainly 
covering the Consumer Staples and Consumer 
Discretionary sectors.

Philip earned a Master’s of Science in Economics from 
the University of Zurich. He is a CFA charterholder.

SP O NSORED C OMMENTARY

1. Example of a Minimum Standard Framework evaluation for a 
consumer discretionary company

Environment management system
� Does not have an explict 
environmental management in place
� Complies with local laws/
regulations

Eco-efficient operations
� No greenhouse gas emissions or 
energy consumption disclosure
� Commitment to disclose more
information going forward

Product stewardship
� Operations subject to hazardous
materials regulations (REACH)
� Commitment to further eliminate
hazardous materials

Employee relations
� Non-discrimination and freedom of
association policy in place
� Operations meet local health and
safety regulations

Social & economic development
� Code of conduct in place, but not
disclosed
� Clear customer management
procedures

Supply chain management
� Requires certificates from suppliers
(compliance with local regulations)
� Violations that are not remedied by
third party result in termination of
relationship

Board accountability
� 5 out of 8 board members
independent
� Combined CEO/chairman position
� Majority of audit committees
independent

Shareholder rights
� One share one vote
� No controlling shareholder

Executive remuneration
� 3 out of 4 members of remuneration
independent
� Transparent remuneration policy
� Potential dilution through option
programme: 10%

Weight & score

Weight 40%

2.5

5.0

5.0

5.0

5.0

5.0

7.5

7.5

7.5

4.2 5.0 7.5

SocialEnvironment Weight 30% Governance Weight 30%

Below average Average Above average

Source: Vontobel Asset Management, mtx
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These conversations and information, besides 
creating greater awareness of the importance of 
ESG issues, also serve as a basis to judge the 
progress a company achieves over time.

When selecting an ESG integration 
approach, an independent audit is important. At 
Vontobel mtx, an ESG professional not otherwise 
involved in the investment process ensures that 
the Minimum Standard Framework scores as 
determined by the investment analysts are a true 
reflection of a company’s ESG performance. This 
ESG professional’s assessment is completely 
neutral and made independently of a potentially 
strong investment case. 

Our process benefits from several 
support layers of expertise within our organi-
sation. The ESG Investment Committee gives 
sustainability guidance at the asset manage-
ment level.  In addition, the group sustainabil-
ity strategy is set at the Vontobel Sustainabil-
ity Committee. These structures embed the 
sustainability work of the mtx boutique in a 
strong network of ESG expertise.

The role of ESG in our investment process
As shown in Figure 2, there are four key pillars 
to the Vontobel mtx investment process, one of 
which is ESG. For a company to be eligible for 
investment, however, each of the following four 
prerequisites must be met:
1. Profitability The company has to have 
delivered consistent, above-average returns on 
invested capital in the past. This is based on 
empirical evidence, which suggests that the 
relative level of profitability matters for the 
returns of stocks, i.e. companies with a high 
level of returns on invested capital outperform 
those with low level of returns through the 
market cycle.
2. Industry position A company that is well 
positioned within it industry is more likely to 
reinvest free cash flow in superior growth 
projects, enabling continued growth and – as a 
result – maintaining above-average returns in 
the future. Typically, superior profitability is 
persistent over a longer time than the market 
expects.
3. Intrinsic value The company must have an 
attractive valuation offering a margin of safety 
to a company’s intrinsic value as estimated by 
our analysts. This ensures that we buy at 
attractive levels, as the entry point (and thus 
the entry point valuation), is a significant 
factor in determining the rate of return of an 
investment.
4. Sustainability As addressed previously, the 
company’s management team must demon-
strate leadership with regards to effectively 
addressing ESG issues. We believe that strong 
cash generation ultimately drives equity 
performance. Incorporating the effective 
management of ESG issues is becoming 
increasingly important for companies in order 
to maintain industry leadership and strong 
financial performance. 

Measuring the value of our ESG approach
Vontobel mtx has been applying this propri-
etary framework for ESG assessment since 

2010. After being in place for several years, 
the team wanted to gain a better understand-
ing of the value of the ESG assessment 
methodology. In order to do this, we tested 
our global Minimum Standard Framework 
scores across all sectors and compared 
companies which qualify from a ‘Return on 
Invested Capital’ basis and an ‘Industry 
Positioning’ perspective, but with differing 
ESG performance. The analysts compared the 
stock price development of the basket of 
top-quartile ESG companies according to our 
assessment (equally-weighted) with the 
performance of the basket with bottom-quar-
tile ESG companies for the period between 
December 2012 (the launch of the Vontobel 
mtx Sustainable Global Leaders Fund) and 
September 2016 on a global basis. The results 
show that companies with high Minimum 
Standard Framework scores (equals strong 
ESG performance) outperformed companies 
with low Minimum Standard Framework 
scores (equals weak ESG performance). This 
theoretical outperformance (Figure 3) 
indicates that the defined Minimum Stand-
ards Frameworks, and therefore how ESG is 
integrated into the investment process, 
provides important additional information for 
the evaluation of a company and can be a 
considerable value-adding factor in the 
process. 

We believe that most investors are 
unwilling to accept a trade-off between perfor-
mance and taking ESG considerations into 
account. The Vontobel mtx approach shows that 
one does not exclude the other and that ESG 
integration can actually improve returns.

E S G  +  VONTOBE L

2. The Vontobel mtx integrated investment approach shows a significant 
difference in performance between top and bottom rated ESG companies 
using our Minimum Standard Framework approach (Global, all sectors)

*The ESG scores are based on the Vontobel proprietary Minimum Standard Frameworks. The companies fulfil ROIC and 
industry positioning requirements (total sample size: 260). Source: Vontobel Asset Management, mtx

Top-quartile Vontobel mtx ESG scores (global)*
Bottom-quartile Vontobel mtx ESG scores (global)*
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3. The Vontobel mtx integrated investment approach shows an even greater
difference in performance between top and bottom rated ESG companies using our 
Minimum Standard Framework approach for emerging markets (EM, all sectors)

*The ESG scores are based on the Vontobel proprietary Minimum Standard Frameworks. The companies fulfil ROIC and 
industry positioning requirements. Source: Vontobel Asset Management, mtx

Top-quartile Vontobel mtx ESG scores (EM)*
Bottom-quartile Vontobel mtx ESG scores (EM)*
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Integrating ESG considerations in emerging 
markets portfolios is especially valuable
As an interesting comparison, the performance 
for the same period was calculated for the basket 
of top-quartile Minimum Standard Framework 
companies versus the performance of bottom-
quartile Minimum Standard Framework 
companies, this time including only emerging 
markets companies. The results (Figure 4) show 
that for emerging markets the result is even 
more striking, meaning the described ESG 
integration approach adds even more value in 
emerging markets. This result seems to support 
the thesis that taking ESG considerations into 
account in the investment decision process can 
add even more value in emerging market 
compared to developed markets.

Conclusion: ESG confirmed as an important 
factor in the investment process  
The evidence and our experience shows that 
the proprietary sector-specific Minimum 
Standards Framework developed by Vontobel 
mtx analysts is an important part of the 
investment process, helping to identify 
attractive investments and create long-term 
value for investors. 

Important legal information: This is the personal 
opinion of the author and does not necessarily 
reflect the opinion of Vontobel Asset Management.
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In this quarter’s Analysis section we take a helicopter view of the 
ESG market in Australia, one of the world’s most vibrant and fast 
growing, but with some interesting local idiosyncracies.

Why do some pension funds take climate change seriously, while 
others do nothing? In our piece Same job, different view we exam-
ine the results of a UK survey and ask market participants what is 
going on, and what might change.

Some of the biggest US investors are taking serious strides for-
ward in integrating climate change research into investing because 
of evolving regulation and economic drivers. Indeed, they argue 
that such research is An opportunity, not a risk

AP4, the Swedish government pensions buffer fund is a poster 
child for robust low carbon investment thinking. We talk to them 
about how they are decarbonising investments across their equity 
portfolios and Aiming for 100% in CO2 emissions reductions

ANALYSIS
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BoasTing one of The world’s largest 
pensions systems, with deep roots in the trade 
union movement, Australia should be a global 
leader in responsible investment. Its asset 
owners are indeed engaged, according to 
Simon O’Connor, who praises both the 
AUD2trn superannuation industry and local 
asset managers for being early adopters when 
the Principles for Responsible Investment 
(PRI) launched a decade ago. And O’Connor, 
CEO of the Responsible Investment Associa-
tion Australasia (RIAA), says there has been a 
noticeable step change in the past two years 
with a second wave of RI activity getting under 
way: “We are seeing a real deepening of what it 
means to do ESG integration. We are seeing 
much more active corporate engagement, 
selective exclusion, and screening becoming 
much more widely implemented.”

RIAA’s annual Benchmark Report of the 
Australian asset management industry 
supports his claims. Of the AUD633bn 
invested in compliance with ESG criteria – 8% 
of the country’s professionally managed assets 

– AUD51bn is in products applying negative or 
positive screening, themed funds such as those 
investing in sustainable agriculture and 
low-carbon funds, and in impact investment. 
While only a small percentage of the surveyed 
money, the overall volume is up by 62% 
compared to 2014. The involvement of West-
pac and NAB, two of Australia’s four major 
banks, says RIAA, indicates that responsible 
investment is now in demand across the 
finance industry, both retail and institutional. 

But the importance of RI, at least as a 
sales tactic, is not new. Responsible investment 
manager Australian Ethical Investment, first 
established as a pension provider 30 years ago, 
has long used its more environmentally 
friendly approach to attract customers. “For 
us, the sustainability angle is hugely important, 
because it establishes the investible universe 
for us,” says David Macri, its CIO. “Everything 
we invest in has to have some form of positive 

Australia, with its sizable superannuation market covering the 
entire workforce, seems predestined for RI to thrive

JONATHAN WILLIAMS

impact for people, quality and sustainability.”
The approach, enshrined in the firm’s 

charter, containing almost two dozen invest-
ment principles, has seen assets reach 
AUD1.5bn, aided by 2015’s near-doubling of net 
inflows to AUD179m and a 24% year-on-year 
increase in members to over 26,000.

ITs success has seen other pension 
providers enter the market, aiming to attract 
engaged savers concerned about the indus-
tries their retirement savings are funding. One 
such provider is Future Super, which launched 
two years ago and declines any exposure to 
fossil fuels, among other areas. “Climate 
change is just such a critical item across a 
whole range of areas; it’s environmental, its 
social, it’s humanitarian,” says James Thier, a 
board member and director of the AUD200m 
fund’s investment committee. Other industry 

super funds have launched fossil-free invest-
ment options, such as the market’s largest, the 
AUD 100bn Australian Super, the AUD10bn 
Local Government Super and the AUD50bn 
UniSuper, which in 2011 excluded tobacco, and 
in 2014 tackled exposure to weapons manufac-
turers and gambling. However, unlike Future 
Super, where exclusion of fossil fuels covers the 
fund’s entire portfolio, the new fossil fuel-free 
options among other providers harken back to 
an earlier, silo-style of ESG-themed investment 
options.

But as the names above show, ethical 
investors are not the only ones to take ESG 
risks seriously. Joel Posters, head of ESG at the 
Future Fund, says that it is one of the many 
risks analysed when the country’s sovereign 
wealth fund first examines an investment 
opportunity: “If you rely on analysis after the 
fact, you will get into situations where the deal 

ESG wave looming on 
Australia’s horizon

Size of responsible investment market in Australia (AUDbn)
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team might be focusing on a particular 
transaction for months, only for them to be 
stymied or have roadblocks materialise if these 
sort of risk considerations are applied. So it 
has to be integrated.”

DespiTe The increased public appetite for 
screened funds, and a broader set of investors 
considering ESG as risk factors within the 
investment process, the battle is far from won, 
says Helga Birgden, the Melbourne-based 
partner and global business leader for respon-
sible investment at Mercer: “The market here 
still has a lot of work to do in terms of actual, 
full integration.” Of the nearly 6,000 asset 
manager strategies assessed by the consul-
tancy for their level of ESG integration, only 
around 10% are achieving either of the highest 
two ratings: “So, you can see that actual 
comprehensive integration among the 
investment manager community, which feeds 
back to the asset owner community, is still 
relatively small.”

Thier finds that superannuation funds 
are poor in one major area. “In my opinion, the 
vast majority aren’t seriously looking at 
climate change issues.” 

Furthermore, Birgden argues super 
funds are still falling far short of being good 
corporate citizens: “It’s quite surprising to me 
when I come across institutions that really do 
not yet use the economic right of voting fully. I 
think there’s a great opportunity, for asset 
owners particularly, to become much more 
focused on that economic right.” That said, 
shareholder resolutions tabled by the Austral-
asian Centre for Corporate Responsibility 
(ACCR), supported by some super investors, 
and engagement by the Australian Council of 
Superannuation Investors (ACSI) last year led 
to energy companies Origin and AGL signing 
up to the ‘We Mean Business’ initiative, raising 
awareness about the need to transition to a 
low-carbon economy – proof that super 
investors are gradually finding their voice. 

And asset owners will need to be 
engaged in the coming months, if for no other 
reason than to address the void in Australia’s 

climate policy. After the abolition of the carbon 
price, introduced under prime minister Julia 
Gillard in 2012, Australia has been left without 
much of a coherent climate policy. Individual 
states and territories have their own renewable 
energy targets (RET) in order to attract 
investment, while the debate over the federal 
RET was settled in the middle of last year amid 
demands it be completely wound back. 
Crucially, the Direct Action scheme, whereby 
heavy polluters are given grants to cut 
pollution, could yet be transformed back into a 
carbon-pricing scheme following a review due 
in early 2017. But investors are not certain the 
government is willing to pay the price for 
reinstating the controversial ‘carbon tax’. 

Australian Ethical’s Macri says govern-
ment policy needs to align with the COP21 
agreement, and that the federal government 
needs to coordinate its energy policy with the 
states and territories: “And, yes, we need a 
price on carbon,” he says. “It’s a source of great 
frustration that we’ve not seen that leadership. 
It’s one of the reasons why we think it’s more 
important than ever for investors and compa-
nies to take action.”

Thier agrees “The fact of the matter is, 
we as individuals, as investors, as owners of our 
superannuation fund should not be looking to 
government to make all the decisions – maybe, 
given their track record, we shouldn’t be 
looking to government to make any decisions.” 

One of the few successful elements of 

Simon O’Connor: “People 
are really starting to shift 
their portfolios to respond 
to the realities of climate 
science and a changing 
climate, and there’s a real 
appetite for exposure to low-
carbon assets”

Australia’s carbon mitigation policy, the 
Gillard-era Clean Energy Finance Corporation 
(CEFC), has been under threat since her 
replacement by Tony Abbott as prime minister. 
Abbott unsuccessfully tried to have the 
AUD10bn CEFC – long derided as the Bob 
Brown bank after the former leader of the 
Australian Green party – closed. This demand 
has seemingly been dropped by current prime 
minister Malcolm Turnbull, who has instead 
introduced only minor changes to its invest-
ment mandate. 

The CEFC has managed to attract 
investment to Australia despite the prolonged 
and confidence-sapping uncertainty over the 
RET’s continuation. Similarly to the UK’s 
Green Investment Bank, it has managed to 
achieve a financial return on its activities and 
attract private sector money to projects it 
supports. But despite its success, and a 
Turnbull-led reduction in its target return, the 
CEFC has yet to beat its benchmark, and 
recently branded the target “unrealistically 
high”. Nevertheless, the CEFC succeeded in an 
inhospitable political climate, and has proven 
its worth by returning a profit. 

GovernmenT inacTion aside, O’Connor 
points to the growing consensus within the 
industry as a positive: “What’s pleasing is that 
within the investment community here in 
Australia we are not having debates around the 
merits, or otherwise, of climate change science. 
People are really starting to shift their 
portfolios to respond to the realities of climate 
science and a changing climate, and there’s a 
real appetite for exposure to low-carbon 
assets.”

The Financial Stability Board’s Task 
Force on Climate-related Financial Disclosures 
has been hailed as a step towards giving 
investors access to the information to act on 
climate change. Combined with the Australian 
Prudential Regulation Authority’s recognition 
that ESG risks can be considered financially 
material, the investment industry will continue 
its journey towards an ever-greater volume of 
sustainable investment. 
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Ten years after its launch, Australia’s Future 
Fund is a sizable asset owner, and, in common 
with sovereign wealth funds the world over, 
able to leave its mark on the local investment 
industry.

At AUD122bn ($92bn), the main fund, 
dedicated to meeting the cost of retirement 
benefits for federal civil servants from 2020, 
has more than doubled since 2006’s initial 
AUD18bn transfer of capital, later supplement-
ed with the Australian government’s remaining 
stake in telecoms provider Telstra. By the 
following year, the fund had released its first 
ESG policy, and has been integrating ESG risks 
into its investment process since, with new 
assets examined for all associated risks 
alongside others considered financially 
material.

Unlike a number of the larger superan-
nuation providers in Australia, it does not 
manage any of its investments internally, 
leaving it reliant on the “capacity and commit-
ment” of its investment managers to tackle 
issues as they arise, says Joel Posters, the 
fund’s head of ESG. Where that partnership 
falls short of expectations, the fund has been 
known to offer training, or request better 
performance monitoring. However, it is with 
the use of tools that problems can sometimes 
arise, and Posters laments the inconsistent use 

of data by the asset management industry: “It 
might be that they give you the phone book, 
and everything else, and other investment 
managers might not give you much at all, 
despite the fact that ESG might be relevant for 
their particular asset class or investment 
strategy.”

In conversations with the fund’s external 
managers and RI research providers, Posters, 
who joined in 2014 after three years as global 
head of sustainability at Rabobank in the 
Netherlands, has begun stressing the impor-
tance of materiality and ensuring that the data 
offered up “properly reflects the true value 
drivers of a particular organisation or particu-
lar investment”. He is also keen to see more 
comparable information published by the 

industry, and, to this end, welcomes the work 
undertaken by the Sustainability Accounting 
Standards Board and the ongoing efforts of the 
Financial Stability Board’s Task Force for 
Climate-related Financial Disclosures. 

Other initiatives the fund has backed 
include increasing board diversity, in line with 
its belief that a truly diverse board is part and 
parcel of “sound and robust” corporate 
governance. Speaking at a 30% Club event in 
Melbourne in July, Future Fund managing 
director David Neal pointed to research that 
diversity created value. “Moreover,” he added, 
“the research shows the value of diversity 
increases as the task becomes more complex, 
and the task facing large corporate boards is 
certainly complex and multi-faceted.”

Do not expect the fund to name and 
shame firms it believes fall short of expecta-
tions, however. Posters stresses that engage-

ment first and foremost occurs behind closed 
doors, and that a public intervention is only 
required if concerns being ignored are of 
sufficient severity. But these face-to-face 
engagement efforts are no longer exclusively 
led by the fund’s external managers, and since 
last year the internal ESG team has been 
sitting down with the boards of companies in 
which it invests: “As you might well imagine,” 
Posters says, “if I’m talking to one of the big 
banks here, it is about trust and having an 
on-going relationship to allow you communi-
cate concerns you have in a forthright way.”

That extends to Posters detailing to 
boards the fund’s approach to shareholder 
engagement and voting, and it publishes 
breakdowns of its voting behaviour after the 
fact. But Posters rules out following Norway’s 
sovereign fund, the Government Pension Fund 
Global, by disclosing its voting intentions 
ahead of time.

He will also not spend his team’s or the 
external manager’s time engaging with firms 
where he does not see any gain from talking to 
the board, ruling out engagement with firms 
where the fund does not hold a material stake, 
or where engaging on certain issues would not 
result in a better-run company nor impact its 
investment performance. 

“Clearly, we are not going to engage with 
an organisation where, let’s say, they are 
majority-owned by an insider, and we don’t 
have the leverage,” Posters adds, knowing that 
even a sovereign wealth fund’s ability to 
achieve change has its limitations. 
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The Future Fund, Australia’s sovereign 
wealth investor, is long term by design. We 
speak to its head of ESG, Joel Posters, about 
its engagement with its companies and fund 
managers, and challenges with ESG data

Engaging in 
hotspots
JONATHAN WILLIAMS

Joel Posters

2014–present
Head of ESG, Future Fund

2010–13
Head of global sustainability, Rabobank

2006–09
Regional head sustainability, Asia and 
the Pacific, ABN AMRO Bank

2003–06
Vice-president, sustainable business 
advisory, ABN AMRO Bank 

2001–02
MBA, INSEAD, France

Future Fund at a glance

➤  Launched in 2006 by Australian 
government

➤  Given seed capital of AUD60.5bn, now 
managing AUD122.8bn

➤  Annualised 10-year return of 7.7%
➤  Divested its tobacco holdings in 2013, 

worth AUD222m at the time
➤  Also responsible for AUD16.7bn 

spread out over four funds, covering 
costs of disability insurance, infra-
structure projects, medical research 
and education

“If I’m talking to one of the 
big banks here it is about 
trust and having an on-going 
relationship to allow you 
communicate concerns you 
have in a forthright way”



Big data and artificial intelligence 
can offer more than efficiency in 
existing ESG analysis methods

LISETTE BRACKEL
Strategy & Communication Manager,  
Who’s Good

 

Can fin-tech and AI solve the ESG data 
puzzle?
This was the title of a great webinar organised 
by Responsible Investor and Thomson 
Reuters1. For us at Who’s Good, a fin-tech 
social venture that is developing robo-analyst 
algorithms to disclose, compare and analyse 
ESG data, this is the right question to ask. Yes, 
the combination of big data, machine learning 
and artificial intelligence can help identify 
ESG risks and opportunities. To benefit the 
full potential of big data and AI techniques we 
need a change in mindset. By using new 
approaches, new stakeholders can be reached 
and current ESG analysis methods can 
improve.

The use of big data and AI is an exciting 
innovation and the number of tech companies 
in finance is growing. A great example is 
Kensho, a data analytics and machine 
intelligence company. Kensho is backed by 
Goldman Sachs and Google Ventures. Experts 
say Kensho is about to change the financial 
data industry by providing statistics needed 
for investment decisions better and faster 
than existing finance professionals.2 Also, for 

ESG research, there are many benefits to the 
use of big data and AI. As mentioned in the 
webinar, it can reduce costs, increase flows 
and quality of ESG data and offers great 
opportunities for real-time analysis. However, 
during the webinar, the emphasis was mainly 
on traditional sources of ESG data such as 
company reports and existing users of this 
data such as institutional investors and 
corporations. In our view a lot of potential of 
the use of AI and big data is overlooked as well 
as possible solutions for existing issues in 
traditional ESG analysis.

Risk of bias in data and research
Currently reports published by companies, 
such as sustainability reports, are often the 
most important data source for ESG special-
ists. Companies will try to present their data 
in a way that is most beneficial for them. Even 
when companies present all the material data 
truthfully, they will try to highlight the 
improvements and opportunities and not the 
risks. Research on these reports is done by 
experts that use their knowledge and experi-
ence for the analysis. Although these experts 
will work as objective as possible an (uncon-
scious) bias can occur.

Time and money consuming
The amount of sustainability data available is 
growing and the demand for research as well. 
This is very good news but currently requires 
a lot of specialists and time to do the analysis. 
Therefore, ESG reports are expensive and 
usually not available for individuals.

The above-mentioned issues are less 
visible in markets where investors and 
companies see the value of sustainability and 
are willing to invest in it. But for countries 
where sustainability is still viewed by most as 
a reputation management issue and not as a 
strategic topic it can be a big issue. Both 
institutional investors and companies in coun-
tries such as Korea have not fully embraced 
sustainability and publishing and collecting 
reliable ESG data is not always a priority.

New possibilities for ESG research using big 
data and robo-analysts
What are the possibilities for data sources, 
analysis methods and types of users if big 

data and robo-analysts are involved? We 
believe that despite existing challenges there 
are many exciting possibilities with the use of 
big data and AI.

Improved data quality 
Big data means a higher quantity of data and 
more diverse sources are used. Public data 
such as government data and news items can 
be analysed as well as company reports. This 
will lead to more comprehensive data, im-
proved reliability and the improved ability to 
compare data. A robo-analyst can review 
more data, review real time and can improve 
by using machine learning. Also, a robo-ana-
lyst cannot hide, cover or ignore issues, unless 
it is programmed to do so.

ESG reports for new and different end users
Smart software can help with the collection of 
data, and it can also make building insightful 
reports easier. After the building of the 
algorithms and frameworks producing similar 
reports is quick and cheap. This will help make 
ESG reports available for people who are not 
able or willing to pay for ESG research – for 
example, individual investors who are inter-
ested in sustainability but do not have the 
access and resources of big investors. Re-
search shows the number of individual 
investors is expected to increase by 65%. It 
also shows that 71% of individual investors are 
interested in sustainable investing. However, 
many of them expect that sustainability leads 
to less financial gains.3 ESG research at a low 
cost can help them make investment decisions 
based on ESG and financial data. Besides inves-
tors there are many other potential users of 
ESG data: NGOs, governments, journalists or 
just interested individuals.

Improved consistency of data
One key issue mentioned when discussing 
ESG data is that more consistency is needed. 
According to the research there are 383 
different voluntary and mandatory reporting 
instruments in 71 different countries.4 If 
companies are using different standards for 
reporting it becomes more difficult to 
compare them. Efforts to standardise or 
integrate are great but take a lot of time, espe-
cially because different reporting standards 
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focus on different aspects and define other 
indicators as material. A robo-analyst 
standardising is much more efficient and the 
algorithms can be customised to focus on 
what is material per company. For a human 
researcher picking and choosing from 
different reports is a complex and time 
consuming puzzle, for robo-analysts it is just 
a different algorithm.

ESG reputation risk: a media analysis 
example using AI and big data
Samsung Electronics, the largest company in 
Korea, produces sustainability reports using 
GRI standards that include Environmental 
Health and Safety (EHS) data. Its report also 
describes the measures Samsung Electronics 
takes to prevent EHS issues. Unfortunately, 
accidents do occur and sustainability reports 
in Korea often do not share the details of 
accidents. Analysis using news sources can 
help to find the stories behind the data – for 
example, the serious industrial accidents at 
Korean companies including Samsung in 2013. 
At the Hwaseong plant of Samsung there was 
a leak of hydrofluoric acid gas in January 2013. 
One worker died and four were injured. 
Another leak of the same gas at this plant 
occurred in May 2013, injuring three workers. 
The government concluded many safety 
regulations were violated at the plant.5 This is 
information many stakeholders might be 
interested in but it is hard to find, especially if 
you do not speak Korean. 

Our analysis shows that there are 5.5 
million news items about companies from 80 
different media outlets each year in Korea. 

Even if you would only look at ESG related 
news there are still 140,000 news items every 
year. There were 2,319 ESG news items about 
Samsung in the years 2013 to 2015. Of these 
items, 16% are about chemical accidents, 39% 
are about unfair business practice, especially 
the ongoing patent issues with Apple, and 15% 
about ownership conflicts. Analysing this 
volume of data takes a lot of time without the 
use of big data and AI tools. And a robo-ana-
lyst can be programmed to analyse news data 
real-time for immediate answers (see figure – 
ESG News Analysis).

Solving the puzzle step by step
To solve the ESG data puzzle we need to 
change our mindset and explore the possibili-
ties. There are quite some challenges to 
overcome but we believe in the opportunities 
robo-analysts can bring. To be complemen-
tary to the great work existing ESG data 
providers are doing, a different approach is 
needed. Our company is luckily not the only 
one with this idea. The amount of companies 
using AI and big data for ESG research is 
promising, both in existing companies and 
innovative startups. These are exciting times 
to make an impact together to achieve our 
common goal of a more sustainable world.

E S G  +  WH O ’sG O OD

Company Profile 

Who’sGood is a financial-technology 
startup and social venture developing 
robo-analyst algorithms to disclose, 
compare and analyse dynamic data on 
environmental, social and governance 
(ESG) risks for an unlimited universe of 
companies using big data, machine 
learning and artificial intelligence. 

www.whosgood.org

1 Webinar by Responsible Investor: Can Fintech 
and AI solve the ESG data puzzle? 
2 Harvard Business School, Digital Innovation 
and Transformation: ‘Kensho king of financial 
data analytics’. New York Times Magazine, 25 
February 2016: ‘The robots are coming for Wall 
Street’
3 Morgan Stanley Institute for Sustainable 
Investing, Sustainable Signals February 2015: 

‘The individual investor perspective’ 
4 Carrots & Sticks report 2016. www.carrotsand-
stick.net 
5 Korea JoongAng Daily, May 2013: ‘Government 
targeting industrial accidents’ 

ESG News Analysis: Samsung Electronics
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The next question I put was what were 
the panellists doing about it, in terms of 
engagement, shareholder resolutions and/or 
divestment. 

Ailman commented: “Fossil Free 
California, a subsidiary of 350.org, is a regular 
presenter at our board meetings, and the 
group is obviously focused on divesting. It’s Bill 
McKibben’s call to arms, but it is based on an 
alleged scarcity of capital – we need to take it 
away from fossil fuels and reinvest it in 
renewables – but there is no scarcity of capital. 
Sovereign funds are bursting with capital. Also, 
it’s not just who’s producing the oil but who’s 
burning it that is the issue. 

And finally,” Ailman said, “it’s all about 
‘when’. If you’re buying an apartment complex 
in Florida that might end up under water, is 
that going to be in 2020, 2025, 2030 or 2040? 

“We’re doing iT already” was the short 
answer from three panelists at the recent 
Council of Institutional Investors (CII) confer-
ence in Chicago to the question “are you 
integrating climate change into investing?”. 

But beneath the rapid responses lay the 
wisdom of research and application. 

The panel comprised Chris Ailman, CIO 
at CalSTRS, Bruno Bertocci, head of sustain-
able investment at UBS Asset Management, 
and Janine Guillot, director of capital markets 
policy and outreach at the Sustainability 
Accounting Standards Board (SASB).

The first question I put to the panelists 
was: what is the most pressing risk/opportu-
nity about integrating climate change and 
what’s the most overlooked risk? Bertocci 
answered: “I don’t see it as a risk. I see it as an 
opportunity to improve investment returns.”

Ailman quipped during the panel: “I 
know one CIO of a public pension fund who said 
to me ‘when you say ESG to my board it thinks 
about losing money’.” He continued: “It’s not 
just climate change that we are integrating into 
our investment decisions, but all of ESG. ‘E’ for 
us means climate change, but water is a huge 
issue, both too much and not nearly enough, 
depending on where you are in the globe. Food 
production is another major issue.” 

The quesTion was adapTed for Guillot – 
not an investor – to ‘what do you think are the 
hardest/easiest risks to account for?’ “Hardest 
to measure is climate risk,” she replied, 
“because of the long time horizon and the 
significant degree of impact. Also, pricing 
carbon is still just a best estimate from climate 
scientists and economists; there is a huge 
variation in the predictions. The type of impact 
climate change could have on a company’s 
operations, however, is relatively easy to 
envision. Operating metrics such as water 
usage and trends, energy usage and health and 
safety are relatively easy to account for. It’s all 
about the language. If someone looks at the 
SASB standards and says, that’s not ESG that’s 
operating metrics, the response is, that’s right, 
you’ve got it. These are forward-looking 
operating metrics.”
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Some of the biggest US investors and standards talk about the 
value of integrating climate change research into investing

An opportunity,  
not a risk

Do I want to tilt my portfolio now and run the 
risk of losing money for the next five years but 
winning over 20 years? Of course, the capital 
markets will make those ‘E’ risk adjustments as 
they happen, so we will be staying with indexed 
funds. 

“More importantly, divestment hasn’t 
resulted in social change because companies 
don’t even know that you have sold … until you 
tell them. We are much further along integrat-
ing these issues into investment decisions in 
public equity and we need more progress in 
other asset classes, and we have asked our 
managers to demonstrate their integration of 
these issues into their decision-making 
process. For example, in real estate, energy use 
is a basic assessment in an investment decision 
but it has been this way for so long that it’s 
second nature. The managers hardly think of it 
as an ‘E’ analysis now.”

AT UBS, BerTocci said, exclusions were 
mainly client-directed. “We see this part of our 
work as a less important detail. What is 
important is what we actually own and why. 
Governance activity and engagement are a 
critical aspect of protecting our clients’ 
economic interests. One of the paradoxes of 
engagement is that this is a particularly 
important issue for passive portfolios. Actively 
managed portfolios hold companies that are 
already high quality, with good management 
and attractive fundamental and sustainability 
characteristics, so a governance issue is 
relatively uncommon. But in passive funds, 
however, we are bound to own companies with 
issues or weaker governance, so we would 
engage with them and report back to the client. 
We have a fiduciary duty to do it. A risk would 
be identified, or an issue – say compensation or 
an acquisition – and we would engage. 

“We do believe that it is often more 
effective to meet privately first, to see if we can 
effect change for our clients in a quiet way. We 
find that public criticism can harden positions 
preventing the change we are seeking. If we 
can’t get a result, then we can consider going 
public, but it’s not where we start. A couple of 
years ago Europe was well ahead in integrating 
ESG, but the US has caught up really quickly. 
The big public pension funds and the work 

PAUL HODGSON

Janine Guillot, SASB: “If 
someone looks at the SASB 
standards and says, that’s 
not ESG that’s operating 
metrics, the response is, 
that’s right, you’ve got it. 
These are forward-looking 
operating metrics”
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a living document. At the moment, with 
traditional financial reporting, it’s like the 
score of a football game. What we want to know 
is everything that helped generate the score, 
the skill of the coach and the players, the 
atmosphere in the locker room, the material 
but intangible factors that are crystallised in 
the score.” 

Ailman said: “It is part of our due 
diligence that we should include forward-look-
ing, non-financial questions in our investment 
decisions. Most fundamental analysis is 
backward looking … three years of financial 
reporting, but we need forward-looking 
analysis, and that is all found in the footnotes 
to the backward-looking financial reporting. 
There are thousands of pages on ESG on the 
Bloomberg terminal, but it is non-comparable 
from company to company. We are screaming 
for some consistency. It’s all in the footnotes 
and it’s all boilerplate and it’s just junk. But 
those forward-looking risks and opportunities 
are where you can make money.”

Ideally you would wanT to shift your 
portfolio into companies that perform well on 
ESG. But at what price? Companies that 
perform well in this area will likely be more 
expensive stocks to buy, especially compared 
to peers that perform less well, because the 
market has priced this performance into the 
stock: expensive, but a less risky investment. 
For opportunity, however, a poor ESG perform-
er might be a better buy, followed by engage-
ment and improvement and, eventually it is 
hoped, higher value.

SASB has been doing have really woken people 
up. ”

I asked Guillot about SASB’s industry 
classifications and how they differ slightly from 
traditional ones. “Our classifications group 
companies consistent with their sustainability 
profiles and sometimes these are different 
from more traditional groupings. Not hugely 
different, but there are changes around the 
edges. For example the consumer discretion-
ary industry includes automobile manufactur-
ing and the airline industry as well as lodging, 
casinos, restaurants, etc. Obviously airlines 
and auto-makers have more sustainability-
related challenges and opportunities, so we 
separate these out.”

I also asked Guillot if she had any idea 
about the timetable for the SEC mandating 
ESG disclosures. Companies already should be 
doing so, was her answer. “Current securities 
law already requires companies to disclose 
material factors that impact business perfor-
mance. Many companies are already disclosing 
some of the SASB topics in their 10-Ks but they 
are frequently using boilerplate language. 
SASB has a tool that analyses the current level 
of disclosure on a scale of ‘no disclosure’, 
‘boilerplate’, ‘industry-based disclosures’ and 
‘metrics’. At the moment there is lots of 
boilerplate. In five years, we’d like to see much 
more metrics-based disclosure. In 10 years, we 
hope to see this information impacting 
decision-making and companies in competition 
with each other to improve performance on 
material sustainability metrics.”

“The landscape for non-financial data is 
not as well organised as it could be,” said 
Bertocci. “It’s in the same state as financial 
analysis was 25 years ago, but we believe that if 
you do the work it can give you an information-
al edge. We subscribe to all the major ESG 
databases, which we use for client reporting 
but not for stock selection. In addition we have 
access to unstructured data that we also 
leverage. We have our own screens and 
algorithms for ranking stocks on sustainability 
factors that we began developing in 2007. The 
key, though, is that we prefer to use our own 
data because we want to control the inputs and 
outputs end-to-end. We are constantly adding 
new information from new sources but also 
deleting items that have proved less useful. It’s 

Bruno Bertocci, UBS: 
“With traditional financial 
reporting, it’s like the score 
of a football game. What we 
want to know is everything 
that helped generate 
the score, the skill of the 
coach and the players, the 
atmosphere in the locker 
room, the material but 
intangible factors that are 
crystallised in the score”

Chris Ailman, CalSTRS: 
“We are screaming for 
some consistency. It’s all 
in the footnotes and it’s all 
boilerplate and it’s just junk. 
But those forward-looking 
risks and opportunities are 
where you can make money”
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Among the larger schemes, there is not 
only a recognition that there is financial risk 
associated with climate change but that 
applying ESG factors to a portfolio can result in 
a better risk and return profile.

Large institutional investors have moved 
on from the concepts which defined socially 
responsible investing (SRI) when it grew 
dramatically about three decades ago. Then 
the focus was principally on screening. ‘Sin’ 
stocks such as tobacco or arm dealers were 
excluded from a portfolio.

Today investment consultants view 
ethical investing through a different lens. Paul 
Gibney,  partner at financial, actuarial and 

According To a recenT survey, many UK 
pension schemes do not think environmental, 
social and governance (ESG) factors should be 
included in investment decisions.

Almost two in five, 39%, of those who 
responded said they did not take ESG factors 
into account when making or advising on 
investment decisions. More importantly, over 
half, 53%, of participants said they did not see 
climate risk as a material risk to portfolios.

Around 101 UK pension schemes and 
advisers responded to the survey carried out 
by Professional Pensions, the investment 
magazine. This is admittedly only a small 
selection of the industry – there are more than 
5,000 defined benefit schemes in total – but a 
revealing sample. Digging deeper into the 
results yielded some interesting findings. 
Rachel Haworth, policy officer at ShareAction, 
says: “Even among such a small number of 
respondents, we found a very wide variety of 
responses.”

She says the mix is a good snapshot of 
the work that ShareAction has carried out with 
environmental law firm ClientEarth over the 
past year: “There is a very wide gulf between 
those schemes implementing best RSG 
industry practice and those schemes which do 
not even acknowledge climate change as a 
financial risk.”

Those differences, however, do not reflect 
different beliefs about the importance of ESG 
factors or the impact of climate change. Jane 
Welsh, senior investment consultant of 
manager research at Willis Towers Watson, 
says: “The vast majority of UK pension 
schemes are not climate change deniers.”

There is a correlation between the size of 
the fund and their focus on ESG and climate 
change, she adds. Larger schemes have greater 
resources at their disposal – they simply have 
more bandwidth.

This greater scale means these schemes 
are able to adapt more rapidly, says Iain 
Richards, head of responsible investment, 
EMEA, at Columbia Threadneedle. “Many retail 
investors and smaller schemes are finding it 
harder to adopt these issues and principles.”

A NA LYS IS

Why do some UK pension funds take climate change seriously, 
while others do nothing?

Carbon plan required

business consultant firm Lane Clark & Pea-
cock, says: “It’s no longer about excluding ‘sin’ 
stocks; it is about using ESG to assess whether 
a stock should be included in a portfolio.”

Consultants now examine a fund 
manager’s ability to incorporate an assess-
ment of ESG factors when making an invest-
ment decision. That ability will play a role in 
determining the position of the manager in the 
consultant’s fund rankings.

“These issues need to be front and 
centre in the way a portfolio is managed 
because they will have real financial conse-
quences in the future,” says Gibney.

But while investment consultants are 
working hard to underscore the benefits of 
this more sophisticated approach towards 
ESG investing and climate change, many 
schemes are still stuck in an SRI mindset. 
Gibney says: “They think ESG investing 
equates to negative screening, which will 
reduce their investment universe and under-
mine portfolio returns.”

The sTrucTure of the UK’s defined benefit 
pension market also plays a part in shaping 
attitudes towards ESG. Almost all private 
sector defined benefit pension schemes are 
closed, with some getting close to the target of 
transferring to an insurance company.

Welsh says: “Clients which have delegat-
ed management of the scheme to us have only 
around 10% of their assets invested in public 
equities.

For these investors, climate change 
might have a limited impact on their portfolio 
because of these low equity holdings. And 
others might feel these problems are too far in 
the future to be a high priority relative to other 
risks, adds Welsh.

If an investor thinks that climate change 
will not have an affect for more than 10 years, it 
is tricky to know what steps to take now. “While 
the COP21 agreements make these risks more 
immediate, it is still not clear when there will be 
a firm view on global carbon pricing or a 
regulation regime,” says Asha Mehta, director 
of responsible investing and lead portfolio 
manager at Acadian Asset Management.

Schemes also struggle with the uncer-
tainties surrounding the impact of climate 

CHARLOTTE MOORE

Rachel Haworth, 
ShareAction: “There is a 
very wide gulf between those 
schemes implementing 
best industry practice and 
those which do not even 
acknowledge climate change 
as a financial risk”
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change. Mehta says: “Climate change is an 
entirely new challenge – there is no historical 
precedent that investors can use as a guide to 
determine how this will affect investment 
decisions.”

Welsh agrees: “It’s very difficult to know 
how to position your portfolio with that level of 
uncertainty.”

Investors are also concerned that a 
low-carbon approach will result in them 
sacrificing returns. Mehta says: “Investors 
often ask if this approach means we are betting 
that oil prices will remain low and the fund will 
lose if there is a rally.”

With all these uncertainties surrounding 
climate change, many schemes prefer to focus 
on the here and now.

Gibney says: “Trustees face a plethora of 
tricky issues.” Low bond yields mean under-
hedged pension schemes have seen the value of 
their liabilities balloon. Falling expected asset 

returns have added to the pain, making it 
harder to narrow the funding gap. And rising 
cash flows also have to be resolved.

But a close focus on immediate concerns 
at the expense of climate change may well 
prove to be the wrong strategy. Welsh says: “It 
might be the case that pension schemes could 
still have some residual equity holdings when 
climate change risks begin to bite.”

Or pension schemes could fail to transfer 
assets to an insurance company and instead 
need to be self-sufficient. Welsh says: “Pension 
schemes should think carefully about whether 
they really will be immune from the impact of 
climate change risk.”

Many schemes also assume that it is their 
asset managers who are responsible for 
ensuring their investment strategy takes ESG 
and climate change into account. Welsh says: 
“There is an expectation that if there is a 
financial implication to these factors, then 
asset managers are paid to take that into 
account.”

While that is an entirely reasonable 
expectation, schemes should ensure they are 
communicating this requirement to their 
managers. Gibney says: “There has to be a 
better dialogue between consultants, schemes 
and managers to acknowledge the importance 
of these longer-term factors.”

It would then be easier to determine how 
the mandate for the manager should be 
structured to take account for ESG and climate 

The issues are not considered

We outline our approach publicly

We ask our advisers to monitor
on the scheme's behalf

We require investment managers
to report on their approach

We consider these in our manager
selection and monitoring process

Institutional investors’ stewardship and consideration of ESG issues

Source: Mercer European Asset Allocation Survey 2015
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Iain Richards, Columbia 
Threadneedle: “Investors 
are paying more attention 
to ESG because of the 
impact this can have on the 
reputation of the investor”

Leon Kahmi, Hermes 
Investment: “We see our 
clients both in the UK and 
Europe integrating ESG 
more into their investment 
process”

change and how these steps can be rewarded. 
Gibney says: “This would require a cultural 
shift away from a transactional arrangement to 
more of a relationship.”

While there is still much to be done to 
improve institutional investors’ understanding 
of the benefits of ESG investing and the impact 
of climate change, knowledge is increasing, not 
only in the UK, but around the world.

In 2015, Mercer carried out a survey of 1,100 
institutional investors across 14 countries with 
a total of €950bn in assets. It showed an 
increase in the number of those investors that 
were paying more attention to ESG factors and 
to climate change (see chart).

The survey showed that only 35% of 
these investors were not actively considering 
these risks, compared with 48% the year 
before.

Richards says: “Investors are paying 
more attention to ESG because of the impact 
this can have on the reputation of the investor 
and in recognition of its relevance in managing 
investment risks.”

Leon Kamhi, head of responsibility at 
Hermes Investment Management, agrees: “We 
see our clients both in the UK and Europe 
integrating ESG factors more into their 
investment process.” At the end of last year, 
there was a big push to take climate change 
more seriously.

But more education is still required. Amy 
O’Brien, managing director and head of 
responsible investment at TIAA, says: “We still 
need to engage with investors to reinforce how 
ESG factors can help to not only improve 
returns but also manage risk.”
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Desfossés, CEO of ERAFP, France’s public 
service additional pension scheme, a 100% SRI 
investor with €26bn in assets.

ERAFP was one of the investors that 
contributed feedback throughout the drafting 
of Article 173, having introduced climate-relat-
ed assessments such as carbon footprinting to 
its portfolios in 2014.

“What the relevant ministries and the 
Treasury realised is that if they waited for 
companies and investors to do this it would 
take too long. So it was agreed that some piece 

of legislation that made it mandatory would 
speed the process up,” says Desfossés. “We 
wanted to make it as simple as possible,” he 
adds, “Although I’m not sure we totally 
succeeded.”

Article 173 has drawn a lot of criticism for 
its complexity. The law was created to set out 
the basic principles, but the Treasury also said 
the government should develop technical 
guidelines – a list of eligible metrics and 
indicators through which those principles can 
be carried out.

However, the French government has 
decided to allow a two-year gap between 
launching the law and publishing the guide-
lines, in a bid to allow the market to thrash out 
its own ideas on how to disclose most effec-
tively.

“The uncertainty around Article 173 and 
what it actually requires are more or less 
aligned with its current intent,” explains Dupré, 
“which is to leave things, for now, very open.”

The understanding from many in the 
market is that the French Treasury did this 
because of a broader lack of consensus around 
what metrics effectively capture climate risk 
and opportunity.

“The elephant in the room was the 
question of carbon footprinting: data providers 
and asset managers largely pushed for it, but 

The Swiss EnvironmenT MinisTry is 
consulting on climate disclosure guidelines. 
Just like Article 173, introduced by France last 
year, the proposals will concern institutional 
investors and corporates. However, they will 
take a very different form.

“This won’t be another Article 173, for a 
number of reasons,” says one person involved 
in developing the Swiss guidelines, citing the 
country’s political landscape as one reason. 
“We’ve seen the problems of implementing 
Article 173 now that it’s been created. There 
are a lot of issues.”

France’s Article 173 was passed in July 
2015 as part of the broader Law on Energy 
Transition for Green Growth. It is one of just 
two articles within the law that relates directly 
to investors, and was hailed as ground break-
ing at COP21. 

“It was one of the first recommendations 
we made to government in 2012,” says Stanislas 
Dupré, CEO and founder of the 2° Investing 
Initiative (2°C II), an NGO that helped develop 
Article 173. It was taken up by French MPs and, 
after one failed attempt in 2014, an amendment 
backed by government was accepted in 2015. 

What the final law requires is that “in 
companies whose financial securities are admitted 
to trading on a regulated market, the chairman of 
the board of directors must … account for financial 
risks linked to the effects of climate change and the 
measures that the company takes to reduce them 
by implementing a low-carbon strategy in all 
components of its business”.

In addition, insurance and social security 
firms, open-ended investment companies, 
sovereign wealth bodies and pension funds 
governed by French regulatory codes, must 
include in their annual reports an explanation 
of “the means by which criteria relating to 
compliance with ESG objectives are taken into 
account in their investment policy and on the 
methods implemented to contribute to the 
energy and ecological transition”.

Relevant bodies must begin reporting on 
the 2016 financial year, so disclosure will 
commence next year.

“The idea of Article 173 is to encourage 
corporates and investors to provide informa-
tion on their exposure to climate change, and 
assess how they are preparing to make the 
transition to a 2°C scenario,” explains Philippe 

A NA LYS IS

France’s Article 173: What does the world’s first ESG/climate-
finance reporting law mean, and which countries are following suit?

Article of faith?

it’s not generally considered a good proxy for 
risk, and it doesn’t assess the contribution to a 
low-carbon economy,” says Dupré. “So the only 
thing that was widely adopted and accepted by 
investors was totally disconnected from the 
objective of the law. In the end, the Treasury 
stepped back to avoid taking sides in this 
debate.”

As a result, the first two years of the law’s 
existence are expected to be chaotic at best, 
and completely ignored at worst, while the 
financial community works out how it wants to 
take Article 173 forward. Disclosure options are 
wide ranging, covering dependency on fossil 
fuels, inclusion of ‘green’ companies in 
investment portfolios, current carbon foot-
prints or predicted future emissions of assets.

“The principles of Article 173 are really 
good,” says Desfossés. “The concern now is our 
ability to convince the wider market to reach an 
agreement about a meaningful minimum 
standard. If anyone can report whatever it 
wants, according to its own missions, then we 
will end up with a heap of data that can’t be 
analysed properly.”

But, Desfossés believes, to be as effective 
as possible in the long term, those minimum 
standards should be international. And that’s 
where the Financial Stability Board’s Task 
Force on Climate-related Disclosure could take 
the baton from the French Treasury.

“The task force’s responsibility is to 
create a junction between the law and the 
markets in terms of how this information is 
calculated and reported.”

And climaTe-finance legislaTion is on 
the uptake all around the world: Germany, 
Denmark and California are among those 
understood to be looking at implementing 
rules. Some players, like the Swiss Environ-
ment Ministry, have observed the development 
of Article 173 and decided to do things differ-
ently: their disclosure guidelines will be 
completely voluntary.

Sweden is also moving on a number of 
fronts. It is currently consulting on recommen-
dations from the financial supervisory author-
ity relating to climate disclosure by Swedish 
funds, as well as looking at ways to strengthen 
the environmental mandate of the country’s 
AP funds – its national pension buffer schemes.

In addition, earlier this year it secured a 
commitment from fund managers and insurers 

SOPHIE ROBINSON-TILLETT

“The concern now is our 
ability to convince the 
wider market to reach 
an agreement about a 
meaningful minimum 
standard”
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in Sweden to carbon footprint funds operating 
in the Swedish market.

“It’s a similar principle to what France 
has done,” explains Per Bolund, Minister for 
Financial Markets in Sweden. “But they’ve 
opted for legislation and we’ve done it through 
voluntary engagement.”

The Swedish government created 
standard metrics for disclosure, based on 
those already developed and used by the AP 
funds.

“We took a somewhat different approach 
from France in this respect,” says Bolund. “We 
put methods in place, through voluntary 
initiatives and cooperation with the private 
sector, before we considered enforcing any law.

“Article 173 was a big step forward for 
climate policy. But in some way, I feel this is a 
preferable way to approach the issue.”

Contact: oekom research AG | Client Relations Team | clients@oekom-research.com | +49 (0) 89 544  84 78
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Reporting leaders

Ségolène Royal, France’s minister of the 
environment, energy and marine affairs, 
named Axa and The Pensions Trust as the 
two best investors for climate reporting, 
in France’s first ever awards based on 
investors’ abilities to comply with the 
objectives of Article 173, held in Paris on 
28 October.

They won the ‘Best Overall Report-
ing Award’ in the first annual Internation-
al Award on Investor Climate-Related 
Disclosure, launched jointly by France’s 
Environment and Finance Ministries and 
2°C II.

The UK’s Environment Agency 
Pension Fund won the Best Reporting 
Award for the assessment of Climate Risk, 
while Ircantec, the €9.2bn French public 
sector pension scheme, and Australian 
Ethical, the fund manager, shared top spot 
for reporting on their alignment with climate goals. Actiam, the Dutch responsible 
investment manager, was named number one for reporting on the integration of climate 
into investor strategy, and Local Government Super, the Australian superannuation 
fund, was recognised for its reporting on corporate engagement.
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Recent legal opinions suggest the shift from ethical to 
financially material concern means fiduciaries are legally 
obliged to consider climate risks

A common line from investment trustees and 
their directors goes as follows: ‘We can’t do 
anything about climate change in our portfolio 
as our fiduciary duties require us to prioritise 
financial interests.’ Historically, that line may 
have held some truth. Climate change was 
commonly regarded as an ethical issue for 
investors – a non-financial environmental 
externality that was secondary to, and largely 
inconsistent with, the investment imperative to 
maximise financial returns.

That approach is now outdated. Leading 
international asset owners, regulators, fund 
managers, financiers and insurers have 
explicitly recognised that climate change has 
become a material financial risk (and opportu-
nity), within mainstream investment horizons.

Beyond the physical and ecological 
impacts of climate change, market responses 
to climate risk are creating economic transition 
uncertainties that can no longer be ignored in 
prudent portfolio management. Indeed, the 
Paris Agreement, which entered into force on 4 
November, represents their crystallisation, by 
establishing a new regime for transparency and 
management of the global economy, demand-
ing that all participants take action.1

This has significant consequences for the 
legal obligations of trustees, directors and 
officers along the investment supply chain. 
Exposure to legal liability arises under two 

main areas of commercial law: duties and 
disclosure. This article focuses on the first.

Duties
Directors’ duties regimes across the world 
generally contain variants on two basic 
fiduciary themes: 
➤ trust-based obligations that directors must 
act in good faith, for proper purposes and in 
the best interests of their fund and/or its 
beneficiaries; and
➤ competence-based obligations, that they 
must exercise a reasonable standard of due 
care and diligence in doing so. In many (al-
though not all) jurisdictions, the relevant 
‘interests’ are interpreted as singularly 
financial in nature.

Viewed in the historical frame of climate 
change as an ethical environmental issue, 
legal debate has long focused on whether, and 
the extent to which, fund governors are 
permitted to have regard to climate change in 
their pursuit of financial best interests. With 
its evolution to a material financial issue, that 
point becomes moot. The relevant question 
becomes what governance actions are 
required – ie, the standard of due care and 
diligence that must be applied, which is a high 
bar for fund directors to satisfy. Directors are 
required to remain informed as to the 
significant issues that may impact upon their 
fund, and inquire of management and/or 
independent experts where advice is required. 
Whilst the law may permit informed, consid-
ered judgments made in good faith that prove 
sub-optimal with the passage of time, it does 
not tolerate decisions based on uninformed 
assumptions, or that arise by default from a 

failure to turn the directorial mind to a 
relevant issue.

It is increasingly difficult to view a 
director’s failure to consider climate change as 
reasonable conduct, whether that inquiry is 
made of a director of an asset owner responsi-
ble for matters such as fund investment 
policies and strategies, risk management 
oversight, strategic asset allocation and/or 
asset manager mandates, or a fund manager 
charged with day-to-day ‘stock picking’. The 
application of due care and diligence to the 
pursuit of the best financial interests suggests 
that adequate consideration of climate change 
is now required.

Reflection in corporate law
This view has recently been echoed at the 
highest echelons of the Australian legal 
profession. On 31 October 2016, the Centre for 
Policy Development and Future Business 
Council released an opinion by Noel Hutley SC, 
a senior Australian barrister specialising in 
corporate law, on the extent to which the law 
permits or requires Australian company 
directors to respond to climate change risks.2 
The conclusions expressed in Hutley’s opinion 
include that:
➤ many climate change risks “would be 
regarded by a court as being foreseeable at the 
present time”;
➤ directors who now fail to consider those 
risks “could be found liable for breaching their 
duty of care and diligence in the future”, with 
little protection for directors “who are unin-
formed, who make no conscious decision, or 
who exercise no judgment”; and
➤ “It is likely to be only a matter of time before 
we see litigation against a director who has 
failed to perceive, disclose or take steps in 
relation to a foreseeable climate-related risk 
that can be demonstrated to have caused harm 
to a company.”

Whilst Hutley’s opinion is confined to 

SARAH BARKER
Special Counsel
KURT WINTER
Associate 
Minter Ellison, www.minterellison.com

1  See further, Kurt Winter, ‘International law has spoken: invest wisely’, 5 April 2016, Responsible 
Investor, www.responsible-investor.com/home/article/clientearth_cop21/ 
2 Noel Hutley SC and Sebastian Hartford-Davis, Memorandum of Opinion: Climate Change and 
Directors Duties, 7 October 2016, Available at http://cpd.org.au/wp-content/uploads/2016/10/Legal-
Opinion-on-Climate-Change-and-Directors-Duties.pdf.
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balance of 
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Individuals are bringing legal cases 
against corporates on climate change, 
and courts in developing countries could 
be more sympathetic

duties under the Australian Corporations Act, 
its themes are likely to resonate in the applica-
tion of corporate law in many jurisdictions.

Directors’ exposure to legal liability is 
also being tested with respect to their manda-
tory disclosure obligations. For example, on 7 
November a plaintiff law firm announced that it 
had filed a shareholder class action against 
ExxonMobil and a number of its directors 
under the US Securities & Exchange Commis-
sion Act. In essence, the complaint alleges that 
the directors have engaged in securities fraud 
by misrepresenting the robustness of the 
company’s  assessment and management of 
climate change-related risks to its business, 
including stranded asset exposures.3

The issue is perhaps best summarised by 
Professor Bryan Horrigan, commenting on 
Hutley’s opinion: “Climate change risk is 
moving from the periphery to the centre of 
corporate regulation and behaviour.  It cannot 
be marginalised legally as a matter for further 
science, unforeseeable futures or voluntary 
corporate citizenship. For directors, it is no 
longer a matter of whether but how to deal with 
climate change in their business.4  

Directors’ obligations to manage climate 
risk apply equally to directors of funds and 
corporations. Prudent directors should adjust 
quickly to this new reality to avoid personal 
exposure to legal liability.

Sarah Barker of Minter Ellison was an instruct-
ing solicitor on the brief to Noel Hutley SC.

JAAP SPIER
Honorary professor, University of Amsterdam 
& Stellenbosch University
DANIËL WITTE
BA (Hons), Leiden University

3 See further, ‘Robbins Geller Rudman & Dowd 
LLP Files Class Action Suit Against ExxonMobil 
Corporation’, PR Newswire, 7 November 2016, 
Available at www.prnewswire.com/news-releases/
robbins-geller-rudman-dowd-llp-files-class-ac-
tion-suit-against-exxon-mobil-corpora-
tion-300358768.html  
4 Professor Bryan Horrigan, ‘Directors ignore 
climate change risks at their own peril’, Australian 
Financial Review, 4 November 2016.

ClimaTe change will leave companies – 
especially those related to greenhouse gas 
(GHG)-intensive activities – vulnerable to 
claims for damages if they fail to sufficiently 
reduce their emissions. 

At least one case is pending: a Peruvian 
farmer is sueing the German multinational 
RWE before a German court seeking compen-
sation for its role in causing historical climate 
change which, he claims, leaves his home 
threatened by a melted glacial lake which could 
burst its banks. Other cases are in preparation. 

Some legal obstacles, such as the fact 
that such damage is caused by the marginal 
contributions of millions of actors, will have to 
be removed for claims to stand a reasonable 
chance of success. And, in the short term, such 
cases are unlikely to succeed before ‘Western’ 
courts. But that could change over time as the 
law is a living instrument and progresses. 
Claims for climate change-related damages will 
be decided by superior courts in 10–20 years at 
the soonest, and courts generally apply the law 
retroactively. More importantly, there is a fair 
chance that claims succeed before courts in 
developing countries. Climate change-related 
interests differ hugely between developing and 
developed countries, as the deadlock in 
international climate change negotiations 
shows. Judges in developing countries are 
often much more activist than their counter-
parts in Europe and North America. 

The sheer scale of potential claims for 
damages worldwide is unprecedented. Not only 
could they entail damage to property, buildings 
and infrastructure because of climate change-
related events, they could also be based on the 
loss of employment, cost of forced migration 
and loss of life. According to Mark Carney, 
governor of the Bank of England, insured 
climate change-related losses amounted to 
$50bn over the past decade. This amount will 
swiftly increase. Thus, the threat from claims 
for climate change-related damages to 
enterprises, and the impact of this liability on 
investors that have funds endowed in them, is 
too serious to ignore. It follows that a landslide 
of claims for damages against enterprises must 
be avoided.

Excluding or limiting damages may prima 

facie not appear to be an appealing conclusion 
from an ethical point of view. That is not as clear 
as it may seem. The sheer scale of potential 
claims would entail that if damages are awarded 
without limit, widespread bankruptcy would 
ensue. That would mean that the hardest-hit 
victims of climate change, today’s children and 
future generations, would remain empty-hand-
ed. This is ethically even more unsatisfactory. 
On top of that, unlimited liability would jeopard-
ise financial stability. In addition, it would go at 
the expense of people depending on investors, 
such as pensioners and today’s working 
generation. Thus, not only investors but society 
at large would be well-served by advocating the 
stance that damages cannot be the solution to 
the climate problem. 

Some may be lefT disappointed by this 
conclusion: yet another path to prevent the 
catastrophic consequences of climate change 
is closed off. But in this disappointment lies a 
chance. To get developing countries to 
relinquish liability of enterprises, something 
tangible must be offered in return. In our view, 
the only way this could be achieved by the 
developed world is by offering to commit to 
sufficient, concrete and enforceable emission 
reduction obligations on an international level 
allocating the reduction burden to the respec-
tive players. It is clear that such an agreement, 
once a reality, would be appealing to all 
countries, as it would protect their enterprises 
from claims for damages. Achieving such an 
agreement because of the pressure of potential 
liability for climate change-related damages 
would be a double catch, as it would both avoid 
crushing liability and break through the 
deadlock in international climate change 
mitigation efforts. 

Climate enterprise risk

Pastoruri Glacier, Andes, Peru
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The 2016 winners
Best PuBlished academic article
Active ownership
Review of Financial Studies, December 2015

Elroy Dimson, Professor of Finance, Cambridge University; Emeritus 
Professor of Finance, London Business School
Oğuzhan Karakaş, Assistant Professor of Finance, Boston College
Xi Li, Associate Professor of Accounting, London School of Economics

The paper analyses highly intensive environmental, social, and govern-
ance engagements with US public companies, undertaken by a large 
institutional investor with a major commitment to responsible invest-
ment. Over 1999–2009, these activities give rise to a size-adjusted 
abnormal return of +2.3% over the year after initial engagement (+7.1% 
for successful engagements, and zero for unsuccessful engagements). 
The positive abnormal returns are most pronounced for engagements 
on the themes of corporate governance and climate change. Companies 
with inferior governance and socially conscious institutional investors 
are more likely to be engaged. Success in engagements is more probable 
if the engaged firm has reputational concerns and higher capacity to 
implement change. Collaboration among activists is instrumental in 
increasing the success rate of engagements. After successful engage-
ments, companies experience improved financial performance and 
governance, and increased institutional ownership. 

Our interpretation is that active ownership attenuates managerial myopia, and helps to 
minimise foregone profits and negative externalities. This approach differs from other styles 
of shareholder action, particularly hedge fund activism. Responsible investment initiatives 
are less confrontational, more collaborative, and more sensitive to public perceptions; yet 
they achieve success. Our study is the first to examine the impact of shareholder activism on 
environmental and social issues, and to document the nature and impact of collaboration 
among these institutional activists. We add to the growing literature on corporate responsibil-
ity by using a detailed database of engagements that avoids data limitations and methodologi-
cal drawbacks of prior work. Finally, we complement the extensive literature on shareholder 
activism and corporate governance. 
http://rfs.oxfordjournals.org/content/28/12/3225

The FIR-PRI Awards have been building sustainability research 
bridges between academia and finance for over 10 years

The FIR-PRI Awards, which have been 
running since 2005, have established 
themselves as one of the highest-profile 
bursary competitions supporting academic 
research on subjects in finance and sustain-
ability. 

The awards were created to build 
bridges between the academic and finance 
communities, and related stakeholders, and 
encourage broader disciplinary develop-
ment of responsible investment scholarship. 
The long-term goal of the award is to build a 
network of researchers in the field. 

The FIR-PRI award is open to re-
searchers and students with European 
passports and/or to those who are affiliated 
with European research institutions and/or 
whose focus of research is Europe.

Four awards for Best Published 
Academic Article, Best PhD Thesis, Best 
Master’s Thesis, and Best Academic Case 
Study/Pedagogical Innovation receive 
€5,000 each. The award for Best Research 
Grant (PhD) wins €10,000.

The quality of the 2016 award winners 
was exemplary. It comprised highly original 
and valuable research work and proposals 
with innovative and practical teaching 
methods, which are published here in 
resumé form, 
www.fir-pri-awards.org

Best Pedagogical 
innovation
Sustainable 
finance course
One of four integral 
modules of the corporate 
sustainability lecture at 
ETH Zurich, in the 
Department of 
Management, Technology 
and Economics.

Jointly developed by
Dr Julian Kölbel
Dr Falko Paetzold
Professor Volker 
Hoffmann
ETH Zurich

The key strengths of the course are its 
innovative focus on critical thinking and its 
emphasis on tangible outcomes in order to 
prepare students to make a difference in the 
marketplace. In order to achieve this, the 
course employs three different teaching 
formats.

First, a very comprehensive lecture 
delivers the fundamental concepts of 
sustainable finance. 

Second, an online module provides 
students with a decision situation that 
requires critical thinking. For example, 
students need to decide how to react to the 
fossil fuel divestment campaign, taking the 
role of a pension fund manager. 

Students communicate their decision 
in a “six-sentence argument”, a method that 
has been developed specifically for this 

course and trains students to make clear, 
concise arguments. 

Third, student teams develop in several 
steps a comprehensive sector-specific 
investment strategy for a pension funds’ 
equity portfolio. 

To conclude the course, students pitch 
this strategy in a five-minute video clip to 
fellow students and faculty.

Ideas for the future are to partner with 
a real pension fund and to work on its most 
current issues, integrate this course into 
other programmes and to make it available 
online. 
www.sustec.ethz.ch/teaching/lectures/
corporate-sustainability.html
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Best Phd thesis
Corporate governance and firm 
performance: the sustainability 
equation? 
Gwenaël Roudaut, Département 
d’économie, Ecole 
Polytechnique et 
Agroparistech

In order to achieve 
sustainable growth, 
firms develop their 
corporate social responsibility (CSR) 
policy according to their environmental, 
social and societal objectives. Corporate 
governance, especially with the board of 
directors, plays a strategic role here by 
integrating shareholders’ and stakehold-
ers’ interests in the decision-making 
process. Based on the French case, this 
dissertation analyses how corporate 
governance may foster CSR inside firms. 
The first empirical work demonstrates 
that CSR motivation (defensive, pro-social 
or strategic) is an important trigger of CSR 
firm awareness. In particular, firms 
implementing a strategic CSR policy are 
more likely to commit to the issues related 
to their strategic stakeholders. Then, the 
dissertation analyses how board composi-
tion in terms of independence and 
expertise theoretically affects firm 
outcomes through the monitoring/
advising trade-off. Finally, the empirical 
work evaluates three CSR demands from 
shareholders, stakeholder and society in 
terms of board composition (independ-
ence, stakeholder representation and 
gender diversity) and their impacts on 
director selection, board functioning, and 
firm performances. Independent directors 
are better selected than affiliated ones but 
suffer from an information gap, leading to 
mixed impacts on firm economic perfor-
mances. The stakeholder board composi-
tion, in particular employees’ and business 
representatives, are positively related to 
environmental, social and societal 
performances. The French gender quota 
has successfully broken the board glass 
ceiling for women, but female directors are 
still less likely to enter the most important 
monitoring committees, leading to a 5% 
gender fee gap. We conclude with recom-
mendations in terms of public policy and 
regulation to foster sustainable develop-
ment through firms.
https://pastel.archives-ouvertes.fr/
tel-01266167v1

Best master’s thesis
Communicating climate change: how learning and leadership can impact 
institutional investment decisions in Australia and the United Kingdom

Elizabeth Harnett

The research explores investors’ learning strategies, investment 
practices and understandings of climate change. Novel empirical 
research, including 60 interviews and a survey of 154 investors and 
financial advisors, identified an audience for climate information, but a 
limited uptake of existing materials, and a perturbing level of illiteracy 
surrounding key climate concepts.  

Changing investment behaviour to take greater account of climate-related issues is 
possible, and is occurring, but this master’s thesis suggests that there remains scope for it to 
be scaled up and intensified through better learning, language and leadership within the 
institutional investment system.

While communicating climate science is not sufficient in itself to catalyse change 
towards a low-carbon economy, it is a necessary and important step in the right direction. 
This research highlighted the reliance among investors upon both formal and informal 
learning strategies. The importance of informal groups of peers forming ‘communities of 
practice’ to facilitate knowledge sharing and the integration of climate considerations was 
highlighted, but greater opportunities for executive networking could facilitate more rapid 
change. Efforts to provide more rigorous and timely climate information through a wide range 
of sources, including brokers, data providers, and mainstream media, is also shown to be 
imperative. Furthermore, a need for the better translation of climate science into actionable 
investment theses was evident: only 20% of survey respondents and 32% of interviewees said 
that there is sufficient information, and only 30% of survey respondents thought that the 
language used in existing communications is suitable for investor audiences.
www.fir-pri-awards.org/wp-content/uploads/Master_Harnett.pdf

research grant winner
Fiduciary duty of financial and extra-financial performance in modern 
sustainable (SDGs) and socially responsible investment (SRI)

Liudmila Strakodonskaya, Paris Research Center for Law and 
Economics (CRED), Paris 2 Panthéon-Assas University, Cornell 
University Law School

“Fiduciary duty is the highest standard of care”. Considering the 
extra-financial profile of an investment as an index of its global 
performance and its long-term value allows investment decision-mak-

ers to act in the best interests of final beneficiaries (individual or a group), and to fulfil their 
fiduciary duty. 

However, the idea of the creation of an international fiduciary duty standard that would 
include ‘sustainable’ performance requirements induces conceptual legal debates. Opinions 
differ, however, with – inter alia – UNEP FI and PRI in support, and the European Commission 
challenging such an initiative. 

In this respect, by examining, in the first place, the relation between financial and 
extra-financial elements of portfolio performance on the basis of the amLeague/ERAFP Low 
Carbon Mandate data, this research pursues the objective of analysing the economic efficien-
cy of a hypothetical international ‘sustainable’ fiduciary duty standard. 

Then, considering possible economic alternatives to the legal norm that could enhance 
the integration of the extra-financial means into investment processes, an analysis of 
‘sustainable’ indices construction and replication techniques culminates the research.

The work aims not to carve exact ‘ready-to-use’ techniques, but to address issues 
potentially leading to fundamental changes in the way the fiduciary financial mechanisms are 
conceived.
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ANALYSIS

AP4: A case study in decarbonising 
investments across equity portfolios

SOPHIE ROBINSON-TILLETT LasT year, AP4, the SEK312.5bn ($35bn) 
Swedish pension fund, pledged to decarbonise 
its entire equity portfolio by the end of the 
decade. It has achieved this in more than 20% 
of holdings, but with three years to go there is 
lots to do. However, AP4 has no explicit 
definition of what counts as a decarbonised 
investment: “I’m not sure it’s possible yet to set 
a standard,” says Mikael Johansson, the senior 
portfolio manager heading the AP4 initiative. 
This, he explains, is because carbon footprint-
ing models are still developing and often based 
on estimates from data providers rather than 
actual disclosures from corporates, “I think it 
will take a couple more years before we have 
granular targets, but we will be able to set ones 
based on numbers in the future, maybe linked 
to the 1.5°C warming scenario.”

For now, AP4 expects its funds to reduce 
CO2 by around 40% against their benchmarks. 
Efforts have so far been concentrated on its 
indexed shares, by adding what Johansson 
describes as “an active element to a passive 
strategy” – reweighting a benchmark based on 
a combination of the carbon emissions and 
fossil-fuel reserves of its constituents.

The biggest low-carbon investment so 
far is a SEK28.8bn ($3.2bn) commitment to 
funds tracking the MSCI Low Carbon Leaders 
indices, covering Europe, North America, 
Pacific and emerging markets, with a CO2 
reduction of at least 50%. Its SEK5.5bn 
investment tracking the S&P Carbon Efficient 
Index gives a 55% reduction.

Says Johansson: “Since we started 
investing in low-carbon indices in 2012, there 
has been a small outperformance, which I 
would say was less than significant due to the 
short timeframe. Our expectation is that these 
investments should produce at least as good a 
return as the parent index. But, if there were 
any efforts by governments – for example, to 
implement carbon taxes – then the excluded 
companies would see performance suffer.”

There is room for more diversification on 
the passive side, he says. “The strategies could 
be complemented – perhaps excluding some 
coal mining companies, or targeting the 
exclusion of those companies with the greatest 
reserves.”

But it is the active side that presents the 
greatest unknowns. “There are many chal-
lenges to reach the 100% target,” he explains. 

AP4 has two types of active equity 
strategy: in-house investing in Swedish stocks, 
and externally through global hedge funds. 

“With our internal mandates we have a very 
strong engagement policy with a lot of compa-

nies to get them to reduce emissions,” Johansson 
explains. This strategy means, potentially, AP4 
could decarbonise the domestic portion without 
actually moving its money by just working to 
reduce the emissions of its existing holdings. 
This is trickier with the external investments, but 
an element of engagement would still be possible: 

“The first stop is to engage more with the fund 
managers, to try to convince them. If the funds 
are pooled, they in turn may have to convince all 
the investors in the pool to be willing to change 
the investment guidelines around carbon risk. 
But there are certain pooled funds that we realise 
are more difficult to get guideline changes for,” 
he concedes.

If engagement tactics prove ineffective, 
AP4 may select new managers. “They must be 
managers we can get a good return from. After 
that, it’s key they have a philosophy around 
carbon emissions and how they address those 
risks. Some strategies may reduce emissions 
considerably, while others may be more 
moderate. We think there’s more than one type.”

“The best scenario for us is that there are 
lots of different opportunities, because that 
can help us diversify but also attract the 
different asset owners needed to scale this up.” 
He says this could be boosted by government 
policies such as carbon pricing.

Another possibility for AP4’s active 
mandates would be positive screening, 
including investment into funds specialising in 
pure-play low-carbon companies.

“Many large investors are keen to find 
investable alternatives, and identify managers 
that focus on investing in these kind of 
companies. It’s not easy yet to find viable 
opportunities,” he adds.

AP4 teamed up with Northern Trust to 
create a pooled passive fund (although it 
remains the sole investor), but Johansson says 
it has not looked at this possibility on the 
active side.

For those funds or pools of money that 
resist decarbonisation, Johansson says there 
may be another area in which additional 
emissions reductions can be made to balance it 
out. “That’s the other way to do it: select part of 
the portfolio where you can be more aggressive 
with decarbonisation. Instead of reducing by 
40%, you reduce by 70%, making up for other 
parts where decarbonisation is hard.”

The 100% target, he says, is ambitious: 
“It’s very high, because at the same time as we 
want to reduce emissions, we also have 
government orders to maximise our returns. 
It’s a challenge, but I’m certain we will find a 
solution.”

“The best scenario for us 
is that there are lots of 
different opportunities, 
because that can help us 
diversify, but also attract 
the different asset owners 
needed to scale this up” 

Aiming for 100%
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Sustainable investment disruption, 
smartphone horrors and governance 
barbarians. Phew. Pour a strong 
brew and grab a seat in the 

A NALYS IS

ESG 
Café

Save
Giving finance a long-term purpose has become more than just a pipe dream, it’s 
become a potential investment business model that looks to encourage saving and be 
a disrupter to traditional asset management. And ESG incentives can be found in 
both the core investment proposition, and the sales pitch. 

On the march
Ant Financial Services Group, the rapidly expanding investment affiliate of Chinese 
e-commerce giant Alibaba, has some 450 million people investing in its funds. It has 
started a novel tree planting competition called ‘Ant Forest’. As savers put more 
money into funds they win tree points, which they can add to with fitness ‘steps’ via 
measurement technology. When certain levels of tree points are reached a foundation 
will plant a real tree in a desert region. Ant has more than 300 million investors – 
many under 30 years of age. It was set up in 2013 as a joint venture between Tianhong 
Asset Management and Alibaba. Many customers use Alibaba’s online and mobile 
payment app, Alipay, to convert idle cash they have in their accounts into units of Ant 
funds, with a minimum transfer of just one yuan. The fund range includes more than 
90 funds labelled as sustainable, including the possibility to buy into green bonds.

It is also partnering with United Nations Environment (formerly UNEP) to 
examine translating financial transaction data into carbon data and creating an 
individual savers carbon market.
www.antgroup.com/development.htm

In finance we trust
Daniel Godfrey was ousted in 2015 as CEO of the Investment Association, the trade 
body for the UK fund management industry, following a spat about a set of client-
friendly principles for asset managers. His comeback is a challenge to his former 
employers. In October, he launched The People’s Trust, a seven-year fund with a strong 
corporate governance bias (and a push on environmental protection 
and responsible tax policies), 100% crowdfunded and client-owned, 
no employee cash bonuses, and a small proportion of the fund 
invested in loans to charities and community interest companies.
www.thepeoplestrust.co.uk

Interest in premium bonds
The Long Game is a new, US-based social variation on premium bonds, called 
‘Prize-Linked Savings’. When you start saving in a Long Game account, you get 
chances to win money and other prizes (the premium), keep your balance (the bond), 
but also receive a basis interest on savings via partnerships with socially-minded 
banks. It’s an innovative, on-line, fun savings model.
www.longgame.co

Watch 
Heather White was the founder of Verité, the award-winning non-profit organisation 
for responsible supply chain practices, which worked with a number of investors. 
She’s now fronting a team making a documentary, Who Pays the Price, that examines 
the ubiquity of smartphones against the horror stories of chemically poisoned young 
Chinese workers in the factories that manufacture the world’s leading electronics 
brands. The film, shot predominantly below the radar in China, was made with the 
assistance of courageous factory workers turned activists. White’s team needs a final 
$35,000 to finish the film and release it.
Watch the trailer: www.youtube.com/watch?v=ns-kJ5Podjw&feature=youtu.be
If you want to support the film, e-mail Kath Delaney, producer, at: kdelaney@madera-
group.net 

Read
‘Barbarians in the Boardroom’, a new analysis of shareholder activism by Financial 
Times journalist Owen Walker, is the latest in a line of business books that references 
its near namesake, ‘Barbarians at the Gate’, on the dramatic battle for the control of 
RJR Nabisco. Sadly, this is less of a page-turner. Rather, it’s a well-researched, almost 
forensic account of activist investor wrangles at companies including Yahoo!, 
Allergan, Hewlett-Packard, Walgreens and Alliance Trust. 

Those interested in the ‘G’ of ESG will get a lot from it. Acknowledging that 
“socially responsible pension plans, unions and specialist investment funds” are likely 
to back an activist campaign if it targets governance changes, responsible investors 
feature prominently. CalSTRS’ backing of Trian Partners at DuPont is relayed in 
some detail. CalPERS’ links with Ralph Whitworth’s Relational Investors in relation to 
Hewlett-Packard is also referenced. The importance of proxy advisors is looked at in 
detail, and with insight. Good business books are also gripping stories. Barbarians 
never reaches these heights. Notwithstanding, if you’re looking for a good primer on 
the topic, this should be right up your [Wall] street.

HUGH WHEELAN
DANIEL BROOKSBANK 
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Are we making the wrong assumptions 
about climate change and investment?

Outcomes 
orientated

The Oxford English DicTionary (online) 
defines ‘assumption’ as “A thing that is 
accepted as true or as certain to happen, 
without proof.”1 

Assumptions can, of course, be helpful. 
They can simplify decision-making processes. 
They can enable decisions to be made at a 
lower cost or in a shorter period of time. 
Equally, they can be damaging. They can lead 
to bad, ill-informed or overly hasty decisions 
being made. 

Furthermore, the assumptions under-
pinning decision-making are often implicit 
rather than explicit. This can make these 
assumptions difficult to challenge or to test.

This is far from an academic discussion 
about words and their meaning. 

To bring this to life, let us look at some of 
the common assumptions that underpin 
investor action on climate change.

‘Good management processes lead to good 
performance’ 
Whether this is a valid assumption depends on 
how performance is defined. There is a 
reasonable body of information that suggests 
that companies with good policies, robust 
management systems and good quality 
reporting are likely to be better at managing 
business risks, to have better financial 
performance, and to be seen as better invest-
ments. But if we specify that performance 
relates to greenhouse gas emissions, the 
assumption is much harder to defend; in fact, 
some recent research suggests that there is 
actually a limited relationship between 
corporate carbon management practices and 
corporate performance.2 A better formulation 
of this assumption would require it to be 
focused on those management processes (for 
example, strong emission reduction targets) 
that actually drive performance.

‘We have time’ 
Climate change policy goals, in particular in 
relation to greenhouse gas emission reduc-
tions, are often framed in terms of where we 
need to be at some point in the distant future; 
2035 and 2050 are particularly popular dates. 
So, does this mean we have time? Not necessar-
ily. Our ability to deliver the substantial 
reductions in greenhouse gas emissions that 
will be required by these dates is dependent on 
us starting to take substantive action now. 
Therefore, a more robust framing of this 
assumption would be that if we are to have any 
realistic prospect of successfully decarbonis-
ing our economy in a reasonable timeframe, we 
must start taking action now.

‘We need better disclosures to make better 
decisions’ 
Reporting and disclosure have played impor-
tant roles in getting climate change on to the 
investor agenda. The question we must now 
ask is whether more or better quality disclo-
sures are really going to result in better 
decision-making (especially, if we define better 
as relating to the environmental characteris-
tics of the investment). Or, will these extra 
nuggets of information have any influence on 
the decisions that investors make? This 
question is important because, at least at 
present, the emphasis on enhancing corporate 
disclosures often diverts attention away from 
questions of performance and impact.

‘We can’t move quickly’ 
This assumption is often underpinned by other 
assumptions such as that responding to 
climate change is expensive, that the costs of 
action significantly outweigh the benefits, that 
companies won’t change, that we don’t have 
the tools to act, or even that it is all too hard. If 
there is a lesson to be drawn from history (the 
New Deal in the US, the post World War II 
reconstruction of Europe), it is that it is 
possible to act quickly and in a transformative 
way if there is the political and institutional will 
to do so.

These examples should not be interpreted 
as criticisms of the great work that has been 
done by many investors on climate change. We 
should acknowledge that investors have 
invested many billions in renewable energy, 
contributed to significant improvements in 
corporate practices, processes and disclosures, 
and played a hugely important role in interna-
tional climate policy debates.

Rather, it is intended to challenge us to 
be explicit about the assumptions we are 
making, to be prepared to test them and reflect 
on their consequences. A useful starting point 
is to ask, “What if the assumption is simply not 
true?” So, if we conclude that the four assump-
tions above are untrue, we could end up with a 
new set, as follows:
➤  That good management processes do not 

necessarily lead to good climate change 
performance.

➤  That we do not have time and must act now. 
➤  That we do not need better corporate 

climate change disclosures.
➤  That we can move quickly. 

If these are correct, they point to the 
need for investors to adopt a much more 
assertive, outcomes-oriented approach to 
climate change.

A NA LYSIS

Dr RORY SULLIVAN 
Independent Adviser: Responsible Investment 
and Corporate Responsibility

 

The challenger

“The assumptions 
underpinning decision-
making are often implicit 
rather than explicit. This 
can make these assumptions 
difficult to challenge or test”

1  see https://en.oxforddictionaries.com/definition/
assumption
2 Doda, B, C Gennaioli, A Gouldson, D Grover and 
R Sullivan (2015), ‘Are Corporate Carbon Manage-
ment Practices Reducing Corporate Carbon 
Emissions?’, Corporate Social Responsibility and 
Environmental Management 23: 257–270.



MOVE ESG 
> FORWARD

A CRUCIAL NEED 
FOR ROBUST REGULATION
Around the world, changes are afoot to move ESG forward, from 
stewardship codes developing across Asia, to the US taking 
unprecedented steps to improve corporate disclosure, to the European 
Union launching an expert task force to develop a sustainable fi nance 
strategy - all of these factors are aligning to ensure a more sustainable 
future. 

In December, the PRI is producing a new Global Guide to Responsible 
Investment, which concluded the following:

• We want to see governments making the crucial link between 
sustainable development and the fi nance industry, including holding 
stakeholders to account. 

• Governments should collect – and publish – more information on 
how investors contribute to or undermine sustainable development 
objectives and monitor the eff ectivensss of current regulation.  

SHOWCASING LEADERSHIP IN RESPONSIBLE INVESTMENT

The PRI supports

IS YOUR MARKET 
REGULATED?
Find out more about global and 
local regulations on the PRI 
website: 
www.unpri.org/policymap

Where the global responsible investment community meets.

SAVE THE DATE

25-27 September 2017
InterContinental Hotel, Berlin

#PRIinPerson
www.unpri.org/Berlin2017



A TRANSPARENT APPROACH  
TO RESPONSIBLE INVESTMENT
Finding the best return on investment goes hand in hand 
with a responsible, sustainable and fully transparent 
approach. That’s why BNP Paribas Investment Partners 
commit to analysing the breadth of our investments in 
accordance with today’s most stringent environmental, 
social and governance criteria (ESG).

bnpparibas-ip.com

IN A CHANGING WORLD,
RESPONSIBLE INVESTMENT
SHOULD BE AN OBVIOUS CHOICE.

The value of investments and the income they generate may go down as well as up and it is possible that investors will not recover their initial investment. Past performance 
is not a guide to future performance. For more information, contact your financial adviser.

This is an advertisement issued by BNP Paribas Asset Management S.A.S. (BNPP AM)*, part of BNP Paribas Investment Partners (BNPP IP)**. Investors considering subscribing 
for the financial instruments should read the most recent prospectus and KIID available from their local BNPP IP representatives. Opinions included in this advertisement 
constitute the judgment of BNPP AM at the time specified and may be subject to change without notice. *BNPP AM is an investment manager authorised by French regulator 
AMF under number GP 96002, with its registered office at 1, boulevard Haussmann 75009 Paris, France, RCS Paris 319 378 832. **BNP Paribas Investment Partners (BNPP IP) 
is the global brand name of the BNP Paribas group’s asset management activities. For further information, please contact your locally licensed Investment Partners. © Asile
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