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Welcome to this first issue of ESG Magazine, launched 
by Response Global Media (RGM), the parent company of 
Responsible Investor (RI), the daily news site for responsible 
investment (www.responsible-investor.com) and conference 
producer via our RI Events division: RI Europe, RI Americas, 
RI Asia, Decarbonisation, and ESG in RFPs (ESG 2.0: 
long-term value creation in the investment chain).

ESG Magazine is a quarterly print publication with a 
dedicated website that supports the publication at www.
esg-magazine.com 

It is the first print magazine dedicated to sustainability 
in the capital markets, and we are hugely proud to be 
publishing it.

ESG Magazine marks a move to long-form journalism 
in a magazine as RGM broadens its mission to deepen 
financial market understanding of environmental, social and 
governance (ESG) issues.

It also widens our ESG media coverage across respon-
sible investment & insurance, sustainable banking, impact 
investing and social finance, and corporate governance and 
sustainability. 

ESG Magazine will be officially launched at the PRI in 
Person conference (8–10 September 2015) in London and 
will be sent free-of-charge to a database of 13,000+ RI 
subscribers and signatories of the United Nations-support-
ed Principles for Responsible Investment. Fiona Reynolds, 
the PRI’s Managing Director, will write a quarterly column of 
thought pieces on significant responsible investment 
themes.

The magazine is also free electronically to individuals 
who sign up for it on request via online registration at www.
esg-magazine.com

Each quarter, the magazine will look at current market 
‘trends’ combined with deeper ‘analysis’ of major ESG 
themes. The third main component of the publication is a 
focused ‘feature’, pulling together a number of complemen-
tary articles around a key, topical theme. 

This launch issue covers the huge regulatory changes 
in Europe around sustainable finance, many of which will play 
out in the fourth quarter of 2015.

We hope you enjoy this first issue.

Welcome to ESG Magazine

Long-form journalism for long-
term investment issues

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

This month’s photojournalism gallery 
Each issue of ESG Magazine will also feature a series of striking, full-page visual 
images that, we believe, speak louder than words on an ESG issue. For this inaugural 
issue, we are excited to bring to you some of the incredible photographic artwork of 
Daniel Beltrá.

ESG and BP … five years on
Eleven men lost their lives on 20 April 2010 when the BP Macondo well blew up in 
the Gulf of Mexico, resulting in what may have been the world’s largest oil spill and 
environmental disaster.

In July this year, BP reached an $18.7bn settlement that resolved all actions against 
the company from federal, state and local governments. Compensation claims from tens 
of thousands of businesses affected by the spill have not yet been fully processed. BP has 
said it will probably not give an estimate of the total amount of compensation to be paid to 
businesses until next year, but it has accepted that will cost significantly more than the 
$10.3bn it has set aside in a provision.

Since Macondo, BP’s share price has never looked like reaching the 653p of 16 April 
2010. It hovers around the 400p mark currently. It may only now be a good long-term buy. 
Transocean, owner of the Macondo rig, and Halliburton, the rig engineer, have also made 
significant settlements with BP and third parties over the disaster. 

Asides from the human and environmental tragedy, the social cost has been borne 
by the institutional shareholders of the companies.

BP Macondo asks fundamental questions of society and investors. Accidents 
happen. This, however, was a disaster that had many warning signals.

If these levels of loss do not provide an incentive for spending on prevention against 
environmental and safety disasters, what will? Why weren’t preventive and recovery meas-
ures in place? Can poor corporate governance and accountability at some of our most 
critical companies be enforced through remuneration and sustainability policies? Can 
ESG research help identify, and avoid, the next Macondo, before it’s too late? 

Daniel Beltrá

Born in Madrid, Spain, Daniel 
Beltrá is a photographer based in 
Seattle, Washington. After two 
months of photographing the 
Deepwater Horizon Gulf Oil Spill, 
he produced many visually 
arresting images of the disaster. 
His SPILL exhibit premiered in 
August 2010 and has toured 
around the globe, and he received 
the Lucie Award for the Interna-
tional Photographer of the Year – 
Deeper Perspective. He has 
received the prestigious Prince’s 
Rainforest Project award granted 
by Prince Charles and his work has 
been published in The New Yorker, 
Time, Newsweek, The New York 
Times, Le Monde and El Pais.

Daniel Beltrá is a fellow and 
board member of the prestigious 
International League of Conserva-
tion Photographers.

http://danielbeltra.photoshelter.
com/#!/index
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US

31%

CANADA 

4.5%

The $21.4trn (€19.3trn) 
global market for  
sustainable investments

The US represented 27.6% of 
the global total in 2012. As a 
proportion of total managed 
assets, sustainable investments 
rose from 11.2% to 17.9% 
between 2012 and 2014.

Canada represented 4.3% of the 
global total in 2012. However, in 
the two-year period between 2012 
and 2014, sustainable investments 
jumped by 11% to total 31% of all 
assets managed in Canada.



77

Europe  
63.5%

AUSTRALIA/NEW ZEALAND 

0.8%

ASIA 

0.2%

The figures presenteD here are sourced 
from the Global Sustainable Investment 
Alliance (GSIA), an international collaboration 
of membership-based sustainable investment 
organisations, from its Global Sustainable 
Investment Review 2014 released earlier this 
year. The term ‘sustainable investing’ here 
means considering environmental, social and 
governance (ESG) factors in portfolio selection 
and management. 

Sustainable investment encompasses 
the following activities and strategies: nega-
tive/exclusionary screening, positive/best-in-
class screening, norms-based screening, 
integration of ESG factors, sustainability-
themed investing, impact/community invest-

ing, and corporate engagement and sharehold-
er action. 

According to a recent market study by 
NKI, the German sustainable investment 
consultancy, in the world’s biggest sustainable 
investment continent, Europe, the UK was the 
biggest market for sustainably managed assets 
in 2014 with a volume of €1.97trn. It was closely 
followed by France with €1.73trn and by 
Switzerland with €1.56trn. The Netherlands 
booked €1.24trn followed by Germany 
(€898bn), Norway (€799bn) and Sweden 
(€649bn). Rounding out the list were Italy with 
€552bn and Spain with €93bn. Moreover, of 
Europe’s near €10trn in sustainably managed 
assets, 97% came from institutional clients.

Europe represented 64.5% of the global total in 2012. As a 
proportion of total managed assets, sustainable investments rose 
from 49% to 58.8% between 2012 and 2014.

Australia/New Zealand 
represented 1.3% of the 
global total in 2012. As a 
proportion of total managed 
assets, sustainable 
investments rose from 12.5% 
to 16.6% between 2012 and 
2014. 

Asia represented 0.6% of 
the global total in 2012. 
But, as a proportion of total 
managed assets, sustainable 
investments rose from 0.6% 
to 0.8% between 2012 and 
2014.  
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A broAD internAtionAl consensus has 
emerged that private sector infrastructure has 
a critical role to play in stimulating the global 
economy. 

Christine Lagarde, Managing Director of 
the International Monetary Fund, captured the 
sentiment in a speech on 9 April, stating: 
“There is one set of reforms that sit at the 
intersection of both demand and supply – in-
frastructure investment. Our own research 
shows that boosting efficient infrastructure 
investment can be a powerful impetus for 
growth both in the short run and in the long 
run.”

The IMF’s support for infrastructure is 
matched by the OECD, the G20, the World 
Economic Forum and institutional investors. 
The latter, according to Preqin currently have 
US$101bn in uncalled capital or ‘dry powder’ 
that is available to invest in infrastructure 
assets across the globe.

With governments and investors 
seeming to have reached agreement on the 
importance of private sector infrastructure, it 
appears that nothing can stand in the way of 
this perfect match.

But significant questions remain as to 
whether infrastructure is indeed a perfect 
match for asset owners. 

In a recently released World Bank 
working paper Professor Michael Klein 
questioned the hype around infrastructure 
investment. According to Klein, public-private 
partnerships are a new term for old concepts. 
Governments, he argues, turn to public-private 
partnerships when they run into fiscal difficul-
ties: “Once the fiscal troubles are over, the 
politics of pricing assert themselves again. 
Tight pricing erodes the profitability of 
public-private partnerships and the wheel of 
privatisation and nationalisation keeps 
turning, as it has since modern infrastructure 
services were invented.”

Infrastructure has proved to be a 
successful investment for many asset owners. 
Mature infrastructure assets are currently 
being sold at high multiples. But the emerging 
asset class is littered with case studies of 
investments that have gone wrong, including in 
Australia the Clem Jones Tunnel in Brisbane 
and the Cross City Tunnel in Sydney, which 
both went into receivership soon after comple-

GORDON NOBLE
Senior Research Fellow and Honorary 
Professorial Fellow, SMART Infrastructure 
Group, Sydney Business School 
ganoble@uow.edu.au
 

Asset Classroom: a look at whether 
public-private partnerships are the 
ultimate universal ownership projects

Infrastructure: 
perfect match 
for asset 
owners ...

TRENDS
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tion. Notably, the Spanish renewables industry 
also undermined many investors through a 
series of unilateral tariff changes.

The question for asset owners is: how 
can infrastructure deliver long-term returns as 
well as meeting national economic objectives 
including sustainable growth and job creation?

This is a question that SMART Infra-
structure Group at the Sydney Business School 
is seeking to answer. SMART was established 
in 2010 through a major funding grant from the 
Commonwealth of Australia with a mandate to 
focus on applied infrastructure research with a 
particular reference to infrastructure system 
and networks. As SMART’s research pro-
gramme has progressed, it has become clear 
that the perspective of asset owners is under 
represented. With governments relying on 
asset owners to deliver capital to stimulate 
economies, it is critically important that there 
is an understanding of the challenges that 
investors face in order to maximise the role 
that asset owners can play in supporting 
infrastructure investment in the global 
economy. 

An importAnt question to understand first 
is who is investing in infrastructure and for 
what reasons.

The answer to this question is that the 
market is in the midst of a rapid, structural 
change.

One factor to examine is the entrance of 
new asset owners who see infrastructure as an 
alternative to fixed interest securities. 

The driver for this change is the ex-
tremely low yield environment which is putting 
pressure on the business model of insurers. A 
recent report by Deutsche Bundesbank 
illustrates the challenges that the German 
insurance sector is facing. The report says the 
low yield environment is increasing insolvency 
risks, arguing that “the persistent low-interest-
rate environment has caused high risks to 
accumulate in the sector. Life insurers are 
finding it increasingly difficult to generate 
investment yields that are sufficient to cover 
the benefits guaranteed in policies sold in the 
past.” The Bundesbank is concerned that 
insolvency would have impacts on the stability 
of the financial system. 

With yields unlikely to change in the 
short term, insurers are shifting asset alloca-

tion. In the case of Germany this is resulting in 
an increased appetite for corporate bonds, and 
infrastructure for future investment. The 
situation facing German insurers is being 
replicated across the globe. 

The issue for consideration is what the 
impact of long-term fixed interest investors 
entering infrastructure markets will be.

One of the characteristics of bond 
markets is the tendency for long-term inves-
tors to ‘buy and hold’ assets. The strategy of 
buying a fixed interest security, putting it in the 
‘top drawer’ and forgetting about it has 
enabled defined benefit pension plans and 
insurers to run large portfolios at low cost and 
with very small investment teams. There are 
many advantages of investing in this way, but it 
is questionable whether infrastructure can be 
run this way.

A defining feature of infrastructure 
assets is that they require management. They 
can also require further capital investment in 
order to ensure that returns are maintained 
and maximised.

A good example is investment in 
airports. In Australia, IFM Investors, which is 
collectively owned by a number of Australian 
superannuation funds, has estimated that it 
committed A$2.9bn additional investment for 
airports its owns over an eight-year period. 
Investments included a new parallel runway at 
Brisbane airport and A$ 1bn for expansion of 
Melbourne airport. Capital injections not only 
generated increased revenues but supported 
13,000 additional full-time jobs.

It is also important that asset owners 
understand that infrastructure assets occupy 
a central role in local economies. It is the 
centrality of infrastructure that is the 
fundamental reason why governments are 
spending so much time and effort examining 
the role that it can play stimulating local 
economies. Passively investing in infrastruc-
ture assets is a disservice, not only reducing 
potential long-term returns, but the benefits 
to the local community in which the assets are 
located. 

The extent to which an infrastructure 
asset contributes to a local economy is not an 
idle one for asset owners. The Universal Owner 
Hypothesis, first formulated by Robert Monks 

and Nell Minow, and elaborated by James 
Hawley and Andrew Williams, broadly states 
that a portfolio investor benefiting from a 
company externalising costs might experience 
a reduction in overall returns due to these 
externalities adversely affecting other invest-

ments in the portfolio. The focus of the 
Universal Owner Hypothesis has in the past 
been on negative externalities, however the 
theory is just as applicable to positive exter-
nalities. In particular, infrastructure invest-
ment has the capacity to provide positive 
externalities for a portfolio investor by 
increasing the economic productivity of a 
region where an asset is located. 

In the cAse of the development of an airport, 
for instance, universal owners will benefit from 
enhanced returns derived from capital 
investment, but also from increased returns 
from companies operating in a local economy 
that benefit from the increased business that 
investment in an airport can deliver. The 
question of who owns the asset, and what plans 
they have for development, is likely to become 
an important factor in determining who to 
award a tender to.

We believe that infrastructure not only 
has the capacity to deliver strong returns for 
investors, but can also support communities, 
create jobs and play a critical role in the 
transformation to a low carbon economy. But 
these benefits will not materialise by them-
selves. It will require investors, governments 
and stakeholders to work collaboratively to 
achieve them. Our research work will focus on 
how this can be achieved. 

“Passively investing in 
infrastructure assets is a 
disservice, not only reducing 
potential long-term returns, 
but the benefits to the local 
community in which the 
assets are located”

Investors backed 
the A$1bn 

expansion of 
Melbourne airport
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Challenges on  
the horizon

The insurAnce inDustry is set to face 
several daunting challenges in the months and 
years ahead, creating new risk and opportunity 
for insurers. We take a look at some of the most 
important themes facing the industry and 
companies that may benefit.

Tightening regulatory environment
Regulations such as the Solvency II Directive in 
Europe and the Global Systemically Important 
Insurers (G-SII) initiative will impose a range of 
new governance, reporting and capital reserve 
requirements on affected companies. 

The Solvency II Directive is scheduled to 
come into effect on 1 January 2016, and many of 
Europe’s 3,500 insurers are scrambling to get 
their finances in order. The Directive has 
certainly attracted criticism, not least for the 
administrative burden it has placed on 
insurers, but in our view it will ultimately help 
protect policyholders.

The nine companies identified as G-SIIs 
will have to meet higher loss absorbency 
standards. The market is closely following 
these developments, but it is still too early to 
judge the financial impacts, particularly since 
the absorbency standards will not take effect 
until 2019. We expect that G-SIIs with a healthy 
balance sheet, such as Aviva and Generali, will 
be best positioned to implement new capital 
buffers.

Climate change
Weather-related loss events are trending 
upward. According to Munich Re, a total of 979 
weather-related loss events were recorded in 
2014, up from 353 in 1980. The insured losses 
from these events have been substantial, with 
annual losses over the past 10 years averaging 
$190bn.

Risk from climate change impacts is 
ultimately borne by reinsurance companies, 
including Swiss Re and Munich Re. This is 
because property and casualty insurers have 
opted in large part to hedge their exposure to 
weather-related losses through reinsurance.

However, weather risk is also being 
securitised through catastrophe bonds. 

Catastrophe bonds are issued by insurance 
companies and bought by investors, including 
pension funds. If no catastrophe occurs, 
investors get their principal back. If a qualify-
ing catastrophe occurs, investors can lose all of 
their principal. The market for catastrophe 
bonds is currently valued at $20bn, but we 
think it will grow significantly, partly because 
we (unfortunately) expect an upward trend in 
high-impact weather events such as hurri-
canes, and partly because catastrophe bonds 
have some attractive financial characteristics 
(such as low correlation with other asset 
classes). While we expect the market to grow, 
we also believe that securitisation may be 
exposing the capital markets to complex 
weather risks that may not be fully understood. 
The next Hurricane Katrina is likely to test the 
mettle of investors that have effectively bet 
against climate change, at least over the short 
run.

Big data
Insurers are increasingly using big data tools to 
price risk and develop products. The benefits 
for insurers are potentially ground-breaking. In 
an example that will likely be replicated, John 
Hancock Financial, a subsidiary of Manulife 
Financial, recently began providing policyhold-
ers with free fitness bands to monitor their 
health progress. By voluntarily sharing the 
results, policyholders can earn discounts of 

5–15%. In another example, auto insurers are 
increasingly using vehicle monitoring devices 
to track the driving habits of their policyhold-
ers. These devices measure factors such as 
mileage, acceleration and braking. The number 
of car insurance policies that use monitoring 
devices is expected to reach 7 million in both 
Europe and North America this year.

While concerns about the role of big data 
in the industry have been raised, we think the 
market is underestimating the risks. In our 
view, the importance of data privacy and data 
security is growing in lockstep with the rise of 
big data itself, and it is only a matter of time 
before the insurance industry is hit with a 
major breach, as Costco, Anthem and the US 
Office of Personnel Management have recently 
experienced. Ironically, some insurers are likely 
to benefit from this trend. The market for 
cyber insurance is quickly growing, with 
estimated global premiums in 2014 of $2.4bn. 
Leading providers include Marsh & McLennan, 
Travelers and AXA.

Conclusion
Tightening regulations, climate change and big 
data are likely to provide a stern test for 
insurers in the months and years ahead. 
Looking at companies through an ESG lens can 
help investors identify those companies that 
are best positioned to mitigate the risks and 
capitalise on the opportunities.

Solvency, climate and big data issues are driving risk in the 
global insurance industry 

DOUG MORROW
Associate Director, Thematic Research, 
Sustainalytics
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Why Legal & General Investment Management decided to support 
companies considering discontinuing their quarterly reports

The importAnce of long-term thinking 
in business planning and executive incentive 
arrangements has been well debated, and 
mostly agreed. The question that arises then is 
how the system of short-term corporate 
performance monitoring by investors does not 
allow this to flourish in reality. 

Interim management statements, known 
as quarterly reports, have long been pinpoint-
ed as a catalyst of short-term behaviour.

Most business managers would agree it 
takes at least three to five years for meaningful 
change at companies. In some businesses, 
particularly R&D-led sectors, decisions taken 
today might only come to fruition in 10–20 
years’ time.  

In response to this long versus short 
term conundrum, in 2013, the European Union 
altered the Transparency Directive for listed 
companies by removing the mandatory 
requirement for interim management state-
ments. The UK’s Financial Conduct Authority 
(FCA) subsequently implemented the change 
and the regulatory requirements were officially 
amended on 7 November 2014. 

Since then a trickle of companies (Diageo, 
United Utilities, National Grid and G4S) have 
stated their intention to drop their quarterly 
reports. Why so few? One of the main reasons 
is that investors have not jointly said: “We 
don’t need it”. 

Transparency versus noise
Everyone agrees that transparency is key and 
regular contact with management adds value 
for investors. But the exact value quarterly 
reports contribute to the performance of the 
funds is unclear. The reports are read and 
absorbed by the market, albeit more as a 
tick-list to ensure investment convictions are 
on track. But the market result does not seem 
to reflect the amount of effort put into their 
creation. Even within broker research houses, 
analysts talk about the distracting nature of 
quarterly reports, citing their preference for 
in-depth corporate coverage.

Of course, when it comes to material 
changes, the regulation still stipulates that 

companies are obliged to publish them. 
Quarterly or not, investors would hear about 
them.

Management cost
Quarterly reports do provide an opportunity 
for managements to update their broader 
investor base and manage their expectations, 
but they come at a resource cost and also 
potentially impact strategic decisions.

Finance and investor relations work hard 
to make sure the ‘numbers’ and ‘stories’ are 
positive. Management time is spent explaining 
to the market why and how things happened in 
the last couple of months. That time might be 
better spent running the business.

Numerous academic research questions 
how much management decisions are influ-
enced by wanting to be seen favourably by the 
market every quarter. One report, titled: ‘The 
real business effects of quarterly reporting’ 
(Ernstberger et al, 2011) found evidence that 

“managerial myopia is a consequence of higher 
disclosure frequency, in particular when 
capital market pressures are present”. Other 
related research links quarterly reporting 
cycles to the acceleration of sales of business, 
as well as delays in R&D and other discretion-
ary expenses. 

A survey by McKinsey of more than 1,000 
global board and executive members found 
that 79% felt especially pressured to demon-
strate strong returns of two years or less, while 
73% noted that it should be more than three 
years. Having a longer time horizon, 86% 
declared, would positively affect corporate 
performance by strengthening long-term 
financial returns and increasing innovation.

Building a house view
Removing quarterly reports and moving to 
semi-annual updates is not a panacea in 
creating a long-term investment environment. 
But, asking companies for long-term business 
growth and yet expecting them to meet 
consensus targets every quarter is contradic-
tory and possibly counter-productive.  

As a long-term investor, managing assets 
on behalf of nearly 3,000 institutional clients as 
well as retail clients, it was imperative that we 
develop a house view. Discussions with heads of 
investments for equity and fixed income 

highlighted that cyclicality, global competition 
and a foreign shareholder base all contribute 
to the necessity to produce frequent reports 
for some companies. Nonetheless, the same 
heads agreed that quarterly reports are of 
limited value to many companies and, conse-
quently, to our investments.

So, we decided to lend our support to 
companies considering discontinuing their 
quarterly reports by writing directly to the 
chairs of all the FTSE350 companies. We 
reiterated that the decision on reporting 
frequency lies with the board, which should 

base its decision on the nature of the business 
and its investor base. Our preference, however, 
is less communication on short-term achieve-
ments and more articulation of business 
strategies, market dynamics and innovation 
drivers.

Call for joint support
One reason more companies haven’t followed 
suit appears to be a perceived disadvantage 
that companies changing their reporting 
frequencies could lose investor confidence.

However, European countries will follow 
the UK in removing the mandatory burden for 
listed companies to publish quarterly reports 
by the end of this year. The SEC’s 10K require-
ments are a harder hurdle to overcome, but 
investors seeking to tackle short-termism in 
the US are also vocal.

Building on this regulatory support and 
broad market frustration, we are asking 
investors to have similar conversations 
internally and join our effort to support compa-
nies reviewing their reporting frequency. 
Speaking in unison is pivotal for building a 
healthier, more beneficial relationship between 
companies and investors. We should strive to 
achieve that goal for the benefit of our clients.

T REN DS

MERYAM OMI
Head of Sustainability, Legal & General 
Investment Management

We don’t need it!

“Asking companies for long-
term business growth and 
yet expecting them to meet 
consensus targets every 
quarter is contradictory and 
possibly counter-productive”
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The changing face of wealth management is adding social to 
financial results

T RE N DS

Sweet spot for 
sustainable development

As the UN Conference on Financing for 
Development drew to a close in July in Addis 
Ababa, attendees voiced support for greater 
private sector involvement in the sustainable 
development agenda, focusing particularly on 
incentives to draw in large institutional 
investors to support the Sustainable Develop-
ment Goals (SDGs) to be launched by the 
United Nations in September. 

But there is another group of potential 
investors who received far less attention, but 
have the potential – and increasingly, the 
appetite –  to get behind the SDG agenda.

Private investors
In the five years since Warren Buffett and Bill 
Gates launched The Giving Pledge, about 140 
billionaires have signed up to donate more than 
half their wealth to philanthropic or charitable 
causes. With pledged giving by this group 
standing at about $300bn, that’s a pool of 
money rivalling the total assets of the largest 
pension funds like CalPERS or ABP.  It’s also 
more than twice the annual total of official 
development assistance.

The acceptability of an essentially 
negative financial return (from actively 
pursued philanthropic activities) is an 
important anchor point in understanding the 
preparedness of many private investors to 
embrace more innovative, potentially more 
risky, impact-driven investments as part of 
their portfolios than many of their more 
annuity-oriented, fiduciary-bound, institu-
tional counterparts. By de-risking individual 
deals through innovative investments, 
philanthropy can catalyse a wider range of 
investors. Development and social impact 
bonds that come with government or philan-
thropic-funded first loss guarantees offer just 
this potential. 

Beyond philanthropy: Performance Plus
Over the last five years, low interest rates have 
re-focused many financial minds on the 
economic logic underpinning investment: 
paying for increases in productive capacity 
today in order to earn a return from productiv-

ity growth in the longer term. For economic 
reasons – as well as traditional philanthropic 
ones – many investors are paying close 
attention to the development of underserved 
communities and Least Developed Countries, 
and seeking to turn improvements in basic 
health, education, agriculture, and infrastruc-
ture into the growth economies of the future. 

For this reason, as well as increasing 
client interest, wealth managers such as UBS 
are expanding their offerings to ensure they 
include room for these newer, more innovative 
and longer-term investment opportunities that 
provide all the traditional financial benefits 
with the addition of a tangible social benefit. 
We call it Performance Plus.

Demographic dividends. 
Changing demographics are accelerating this 
trend towards social return. A massive transfer 
of wealth from older generations to younger 
ones is under way: $30trn is expected to 
change hands by 2030 in the US alone, with 

numerous surveys identifying millennials as 
much more inclined to align personal and 
investment values. 

The economic power of women is also 
changing dramatically. Their global income is 
estimated at over $13trn and that sum is 
expected to rise to $18trn by 2017, according to 
Ernst and Young, making them the largest 
emerging market in the world. Women in 
households with at least $250,000 in bankable 

assets control about a third of ‘wealth’, a figure 
some expect to more than double over the next 
30 years.    

It’s too early to predict what these 
shifting demographic tectonic plates might 
mean, though it seems likely that change at this 
scale will be accompanied by disruption to 
many traditional models – as numerous other 
industries have found – ready or not.  

Evidence from other industries suggests 
that some of those disruptions can boost the 
sustainability agenda. Organic food and drink 
revenues increased by almost five-fold globally 
between 1999 and 2013 to reach $72bn. Fair 
trade consumption increased by 15% between 
2012 and 2013 with consumers spending some 
€5.5bn.

The numbers on responsible investing 
show a similar story (see the map on pages 
6–7).

At the individual level we have seen a 
parallel increase of sustainable investments in 
the portfolios of European high net worth 
individuals. 

Collaboration
Many in the development world identify a 
dearth of available finance as the main 
constraint to sustainable investment, while 
many investors argue that the problem is lack 
of deals that meet ‘investability’ criteria. The 
reality is that, as with many markets in their 
infancy, these observations of scarcity are an 
indicator of a lack of ‘depth’ in the market.  

True limits of supply and demand  (and 
the terms on which these are able to meet each 
other) will only be discoverable when there is 
enough infrastructure to reliably connect 
‘buyers’ and ‘sellers’ to each other, and in turn 
provide a more compelling reason for potential 
‘buyers’ and ‘sellers’ to enter into the market 
and add to its depth.    

In the meanwhile, capitalising on this 
opportunity requires a much more active 
dialogue among wealth managers, private 
investors and the sustainable development 
community to innovate, incentivise and 
leverage this potential sweet spot for sustain-
able development. 

CAROLINE ANSTEY 
Global Head of UBS and Society

“By de-risking individual 
deals through innovative 
investments, philanthropy 
can catalyse a wider range of 
investors. Development and 
social impact bonds that 
come with government or 
philanthropic-funded first 
loss guarantees offer just 
this potential” 
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A C-130 plane sprays 
dispersant at the Deepwater 
Horizon oil spill in the Gulf of 
Mexico, May 2010

© Daniel Beltrá, courtesy of 
Catherine Edelman Gallery, 
Chicago

Daniel Beltrá – artist statement

“I find inspiration in the beauty and complexity of nature. The fragility 
of our ecosystems is a continuous thread throughout my work. My 
photographs show the vast scale of transformation our world is under 
from human-made stresses. To capture this, I often work from the air, 
which more easily allows for the juxtaposition of nature with the 
destruction wrought by unsustainable development. The unique 
perspective of aerial photography helps emphasise that the Earth and 
its resources are finite.

“By bringing images from remote locations where human and 
business interests and nature are at odds, I hope to instill a deeper 
appreciation for nature and an understanding of the precarious 
balance our lifestyle has placed on the planet.”
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Reporting to a new UN framework means 
there will be winners and losers

Corporate 
human 
rights 
abusers 
beware

These Are strAnge DAys for professionals 
interested in responsible business. The FBI in 
collaboration with the US Justice Department 
seems to have found a way to clean up FIFA, a 
previously un-parody-able symbol of corrup-
tion. Many had abandoned hope that it would 
ever happen, especially after the farcical 
inquiry into corruption that led Michael Garcia 
(the lead FIFA investigator) to resign in 2014 
citing “erroneous representations of the facts”. 

That the US is leading the charge is no 
small irony, given its relative lack of love for 

‘soccer’. But the US Justice Department’s 
recently added tax evasion tools, especially in 
relation to money squirrelled away to Swiss 
banks, means it is arguably the country most 
able to chase the complex trail of large amounts 
of money to allegedly corrupt FIFA officials. The 
threatened ban on Swiss banks from operating 
in the US (and the related billion dollar fines and 
settlements) was enough to make them disclose 
details of a large number of accounts that were 
previously untouchable, including sources of 
funds and beneficiaries. 

Extra-territorial reach of government 
and regulators into corporate activity can be 
seen not only in the pursuit of FIFA officials via 
Swiss banks, but also in recent legislative 
changes such as conflict mineral regulations 
(in US and EU countries), and EU and UK 
reporting requirements to disclose relevant 
human rights risks. The trend is part of the 
United Nations Business and Human Rights 
Guiding Principles, itself fuelled by consumer-
driven trends to purchase ‘guilt-free’ goods, or 
exercise purchasing power away from compa-
nies that are connected to complicity in human 
rights abuses. Avoiding poor labour practices 
(including child labour and the sort of prac-
tices most visible in the Rana Plaza disaster) 
and stopping support for corrupt or despotic 
government regimes are two main themes. 

Corporate ESG reporting has come a 
long way since the Rio summit of 1992, and 
companies that are known for their achieve-
ments on ESG issues (like Unilever, Patagonia, 
Interface, Marks & Spencer and Ikea) are 
reaping rewards including better bottom lines, 
significantly increased brand value, and more 
innovative and productive employees. Those 
companies all have their critics, but it’s 
important to remember just how much things 
have changed. There are now thousands of 
ESG issues identified and almost as many 
metrics to measure them. The business and 
human rights agenda is set to broaden the 
number of issues and metrics again. 

Again, there will be winners and losers. 
Increasingly a breach of human rights within 

corporate supply chains will be unforgivable by 
consumers, business partners and investors. 
This year is the first that companies have 
published reports on their human rights 
activities in accordance with the new UN 
framework. Ericsson was the first company to do 
so, but was quickly over-shadowed by the relative 
comprehensiveness, readability and credibility of 
Unilever’s Human Rights report. Their action 
should lead a wave of transparency on human 
rights issues. Hopefully Unilever’s declaration 
that “The work ahead is significant but not 
insurmountable”, is more in the vein of its own 
earlier declarations on ESG issues, rather than 
Sepp Blatter’s similar 2014 statements in relation 
to FIFA stamping out corruption. 

There are a few important lessons 
embedded in Unilever’s report. Firstly, it has 
expended significant resources to understand 
its supply chain, including human rights issues, 
and to identify its related processes. Supply 
chain management is a key driver of value for 
its business, so this is probably a good play. 
Secondly, it has given priority to human rights 
issues that are most risky for the business. In 
doing so it should give investors some confi-
dence that they are managing the issues well. 
No doubt it won’t have got them all right (after 
all, it is almost impossible to predict where the 
next NGO campaign will come from), but it’s 
likely to do much better than companies that 
don’t even try. Thirdly, it has identified why 
action on human rights is good for business. 
Finally, it is connecting human rights to wider 
ESG issues. It is re-purposing additional 
information and metrics to assist it with 
building trust. 

CompAnies thAt unDerestimAte the 
important of human rights in the new world (or 
worse, continue to act as though public 
relations and lobbying can paste over poor 
corporate behaviour) have failed to under-
stand the new operating environment of a 
more connected world. Organisations like 
Global Witness will continue to identify supply 
chain issues such as those in its recent ‘Blood 
Timber’ investigations of companies in the 
Central African Republic (IFB, SEFCA and 
Vicwood) including allegedly supporting the 
government to systematically commit human 
rights abuses. Such companies are actively 
putting sales at risk in key European markets. 

As every FIFA official now knows, not even 
a Swiss bank account (a previously enduring 
symbol of secrecy) is now sacred in a connected 
and increasingly transparent world where 
FIFA’s exposure is symbolic of the decreasing 
ability of corporates to hide ‘bad’ behaviour.

TRENDS

DWAYNE BARAKA
Chief Executive Officer, ValueCSR
www.valuecsr.com

Check the Responsible Investor website for 
recent related articles:

 Ruggie warns of conflict as UN negotiations 
begin on binding corporate human rights law
 https://www.responsible-investor.com/home/
article/ruggie_warns_of_conflict_un/
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A quick Google seArch on Rikers Island 
Jail in New York makes for uncomfortable 
reading. The second largest prison in the US 
faces a number of lawsuits alleging serious 
abuses such as pepper spraying, beatings, 
confinement and even starvation. 

It’s a very different institution from 
Peterborough Prison in the UK, which was 
recently praised by inspectors for good living 
conditions and positive relationships between 
prisoners and staff. 

They have one thing in common though. 
Both were testing grounds for their 

country’s first social impact bond programmes 
(SIBs). Both experiments focused on prisoner 
re-offending rates. Neither worked out.

Their joint failure has made people 
question the efficacy of the nascent model. 

SIBs, which may more meaningfully be 
called pay-for-performance contracts rather 
than bonds, tackle societal challenges through 
private investment. Investors get a return if 
measurable outcomes, such as reducing 
prisoner recidivism, are achieved.

The Peterborough Prison SIB, the 
world’s first, ostensibly fell foul of politics. The 
project, starting in 2010, aimed to reduce 
recidivism in short-term offenders. Charitable 
foundations and high-net-worth individuals 
invested £5m. The UK Ministry of Justice 
(MoJ) agreed to pay a return to investors if the 

SIB met measurable outcomes in reducing 
re offending that would accrue savings to the 
public purse. 

Last year, it was abruptly pulled halfway 
through its proof-of-concept trial. The MoJ 
announced that it would be replaced with an 
“alternative funding arrangement” four years 
into its planned six-year run. UK Secretary of 
State for Justice, Chris Grayling, who inherited 
the project from the previous administration, 
decided to introduce a new nationwide model 
to support short-term offenders. A report on 
social impact bonds from Bank of America 
Merrill Lynch and social investment firm 
Bridges Ventures warned that such so-called 
“counterparty risk” when working with 
governments could hamper investor confi-
dence. 

Initial investors in the Peterborough SIB 
will find out next year if outcomes have been 
achieved and they get a return. Social Finance, 
the adviser that arranged the deal, says it is on 
track to be a success. 

The Rikers Island SIB has also been cut 
short, albeit for a different reason. It did not 
achieve agreed reduction rates in recidivism. 
Its failure resulted in a loss for its sole investor, 
Goldman Sachs. 

The SIB started in 2012 and was aimed at 
reducing reoffending rates by 10% or more 
among 16–18-year-olds who went into Rikers in 

VIBEKA MAIR

After the failure of the Peterborough and 
Rikers Island social impact bonds (SIBs), 
what does the future hold?

Can SIBs be 
rehabilitated?

TRENDS

“There is opportunity for 
institutional investors to 
bring their expertise to bear 
from a market perspective 
and go beyond what the social 
sector and government have 
been able to do”
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2013. The programme followed them through 
their subsequent release. 

Goldman Sachs invested $9.6m through 
a series of loan payments. Bloomberg Philan-
thropies, the personal charity of Michael 
Bloomberg, who at the time was Mayor of New 
York City, provided a $7.2m loan guarantee, 
underwriting most of the Goldman money.  

It was announced this July that the social 
impact bond would be stopped three years into 
its planned four-year run. Goldman Sachs, 
which had so far lent $7.2m, will lose $1.2m.  

What went wrong?
Steve Goldberg, former Managing 

Director and general counsel at Social Finance 
US, who led government relations and non-
profit partnership efforts in connection with 
the development of SIBs in the US, says a lack 
of market discipline undermined the project. 

While he praises Goldman Sachs for “get-
ting the ball rolling in the US” with the Rikers 
social impact bond, he has little else positive to 
say. 

“It was quite artificial,” he explains, 
criticising Bloomberg Philanthropies’ loan 
guarantee that in his view led to sloppy 
investment analysis. 

“Part of financial design is that when you 
have capital at stake you have to be more 
careful about the due diligence. Without the 
75% loan guarantee Goldman Sachs would not 
have invested. It’s a nice social programme, but 
it’s not investment-ready.”

He believes that poor design on the 
financing side led to ineffective analysis of 
whether the social intervention delivered 
through the social impact bond would provide 
the outcomes necessary to deliver a return to 
investors. 

The social intervention backed by 
Goldman Sachs was called the Adolescent 
Behavioural Learning Experience (ABLE) 
programme. It aimed to break the cycle of 
recidivism for adolescents in jail using Moral 
Reconation Therapy, a behavioural treatment 
term that focuses on improving social skills, 
personal responsiblility and decision making. 

The ABLE programme was a first of its 
kind. 

Goldberg says that while the ABLE 
programme was innovative and had a strong 
research base it was largely untested in the real 
world: “Its impact was very speculative. This 

lack of investor discipline is not ideal for a 
social impact bond programme.”

His criticisms of the Rikers Island social 
impact bond are strange for those familiar with 
the history of the UK Peterborough SIB that 
was testing whether structured rehabilitation 
for short-term offenders reduces recidivism. 
The UK only recently introduced nationwide 
provision to support short-term offenders on 
release, some argue as a result of the Peterbor-
ough SIB. 

“There are two schools of thoughts on 
SIBs,” Goldberg says: “Some are designed to 
test innovation; others to scale interventions 
which are proven to work but lack capital.” 

He says institutional investors like 
Goldman Sachs should only look at SIBs that 
scale proven interventions with a long track 
record: “There is opportunity for institutional 
investors to bring their expertise to bear from 
a market perspective and go beyond what the 
social sector and government have been able to 
do.”

He does admit however that mainstream 
financial advisers are a long way off from being 
equipped to bring such opportunities to 
institutional investors. Only specialist social 
investment organisations, like Bridges 
Ventures in the UK, he says, currently have 
good expertise to analyse social programmes. 

Goldman Sachs is awaiting the results of 
three further SIB projects it has backed. The 
bank is part of a coalition committing $7m to a 
SIB in Utah aimed at increasing academic 
performance in pre-school kids at risk of 
needing special education. It is also involved in 
a $16.9m SIB funding pre-kindergarten 
education in Chicago. 

It is also involved in another prisoner 
recidivism SIB – the largest to date in the US – a 
$27m, seven-year project that aims to reduce 
reoffending and improve employment out-
comes for young men in Massachusetts.  

A spokeswoman for Goldman Sachs says 
it has committed about $30m in total to social 
impact bonds. 

So what is the future for SIBs? 
After the news of the Rikers Island 

failure, there was a flurry of positive SIB 
announcements. Some are delivering positive 
outcomes and returns to investors. Social 
Finance and Bridges Ventures say many of the 
SIBs they have backed have made outcome 
payments. The returns can be attractive: if 
successful the Chicago SIB backed by Goldman 
Sachs would deliver a 6.3% return. 

But, some people are uncomfortable with 
institutions like Goldman Sachs profiting from 
social need. There are questions about whether 
SIBs save money for the public purse – a key 
motivator for governments – or are just an 
expensive, overly complicated way to tackle a 
problem. 

Adrian Brown, a Principal at Boston 
Consulting Group, asks why government 
doesn’t commission a service straight from the 
provider if a social intervention has a proven 
track record: “Conceptually, SIBs sound 
perfect, paying for outcomes and bringing in 
private finance. But practical application is 
often fiendishly difficult to get right.”

It’s a cliché, but the jury is still out. 
Some governments are very keen, with 

strong policy support developing in the UK, US 
and Australia. But, as the Peterborough SIB 
demonstrates, political change can scupper 
projects. 

However, with economies stagnating, 
government funding to tackle social problems 
is stretched. Many believe attracting private 
capital will be vital to hold the fabric of 
communities together. 

Despite the Rikers Island failure, large 
financial institutions such as Deutsche Bank, 
Santander and Bank of America have said they 
are still interested in backing US SIBs.

National and regional support in the US 
and UK doesn’t appear to have waned. Other 
markets are getting active.

SIBs appear to have a future; with the 
caveat of an ‘impact assessment’ on the model 
itself.   

Rikers Island: not 
investment ready?
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Does Europe’s new Capital Markets 
Union project bode well for sustainable 
finance? 

A positively  
unsustainable 
initiative
To pArAphrAse Jonathan Hill, the UK’s 
European Commissioner for Financial Stability, 
Financial Services and Capital Markets Union, 
in a recent speech, the new European Commis-
sion, formed in autumn 2014, has “one very 
clear priority, which is growth and jobs, and a 
clear principle by which it goes about its 
business: to be big on the big things, and small 
on the small things”. No wonder that the 
Commission has suggested a compact 2015 
work programme around 10 policy priorities 
and only 23 legislative or non-legislative 
proposals; far less than previous Commissions. 

Prominent among these is the Capital 
Markets Union (CMU), the flagship initiative of 
DG FISMA, the Directorate for Financial 
Stability, Financial Services and Capital 
Markets Union headed by Hill. At its simplest, 
the CMU is about creating a true single market 
for capital and cross-border investment. The 
objective is to link capital markets more 
effectively to the growth of the real economy, 
with a particular focus on SMEs and infrastruc-
ture investments. Highly connected to the 

“Jobs, Growth and Investment” transversal 
priority, the CMU is an essential part of the 
three strands underlying President Jean-
Claude Juncker’s Investment Plan aiming to 
revitalise investment in Europe and restore 
growth, by: first, mobilisation of at least €315bn 
in additional investment; second: targeted 
initiatives to make sure that this extra invest-
ment meets the needs of the real economy; and 
third: measures to remove barriers to invest-
ment.

On that basis, the Commission published 
the CMU paper on 18 February 2015. The 
launch of a Green Paper coincided with the 
launch of the consultation on CMU. The Green 
Paper offers a large range of suggestions from 
revitalising securitisation to boosting invest-
ments into European Long-Term Investment 

Funds (ELTIFs). It also mentions ESG invest-
ments, of which green bonds, as “an emerging 
investment category” to be looked at.  

Eurosif welcomes the CMU initiative. 
Who would not? While the idea of a genuine EU 
CMU is not new and has been around for 
decades, the Commission has rightly put it as a 
key priority at a time when the level of EU 
investment has fallen by about €430bn since 
its peak in 2007 – a 15% drop. The question is 
rather about what kind of growth Europe 
needs and whether the quantity of investment 
inflows can be disconnected from the ‘quality’. 
In other terms, can CMU take into account 
other EU objectives relating to climate change, 
energy transition, resource efficiency and 
other sustainability objectives stated in the 
Europe2020 ambition?

From our perspective, the answer to that 
question is clearly no. A successful CMU 
should have sustainability as one of its core 
principles. By doing so, the CMU initiative 
would in fact not only support truly sustainable 
growth but also reinforce other CMU objec-
tives such as the stability of the financial 
system. 

To influence the CMU’s course of action 
and narrative, Eurosif has published a Mani-
festo for a Sustainable Capital Markets Union. 
The document, assembled with the input of 
Eurosif ’s members and affiliates, identifies five 
priority areas and 23 measures to ensure that 
the CMU delivers sustainable, long-term 
growth that serves the real economy and 
current and future generations of EU citizens:

1. Incorporating a strong and comprehensive 
corporate disclosure policy package
As shown by the 2014 report on the Global 
Sustainable and Responsible Investment 
Market, investors are increasingly incorporat-
ing extra-financial considerations, including 

FEAT URE

“A successful CMU should 
have sustainability as one of 
its core principles. By doing 
so, the CMU initiative would 
in fact not only support 
truly sustainable growth 
but also reinforce other 
CMU objectives such as 
the stability of the financial 
system”

frAnÇois pAssAnt 
Former Executive Director, European 
Sustainable Investment Forum (Eurosif)
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climate, into investment decisions. There is 
also mounting academic evidence that ESG 
factors can be material to financial perfor-
mance. It is therefore essential that the EU 
continues to build on the success of the 
recently adopted directive on non-financial 
and diversity information to meet investors’ 
growing appetite for extra-financial data. 
Mandating large companies to publish a 
well-thought-through and limited set of 
extra-financial KPIs and carbon risk informa-
tion as well as supporting the wider adoption of 

‘integrated reporting’ would be a good way to 
do this.

2. Ensure that environmental, social and 
governance considerations are 
incorporated into investment practices
By and large, in Europe, the growth of SRI is 
driven by a few large institutional investors. 
Disclosure mechanisms on ESG policies could 
once again play an important role in moving 

forward other segments of the market. The 
revision of the EU Shareholder Rights Direc-
tive could play this role as it incorporates 
elements of disclosure around active owner-
ship and investors’ long-term investment 
strategy. Alternatively, the EU Pensions 
Directive (IORP) could also be used as a vehicle 
to foster further consideration of ESG issues, 
in particular those that are climate-related. 
Finally, key advisers in the investment chain, 
such as investment consultants or brokers, 
also have a role to play in encouraging ESG 
practices or educating further the market. 
Their profession could adopt some form of 
stewardship code or code of conduct aligned 
with these objectives. 

3. Align incentives to reward corporate and 
investor stewardship practices reinforcing 
long-term value creation
Several incentives can be deployed to encour-

age more long-term and sustainability-com-
patible decision-making. To select one 
example, the EU could issue a recommendation 
that all corporate governance and stewardship 
codes incorporate considerations about ESG. 
As early evidence from the UK suggests, 
stewardship codes can be a useful tool to foster 
a culture of responsibility and the EU should 
consider ways to extend such tools to other EU 
jurisdictions.

4. Promote a sound corporate governance 
framework via active and long-term 
oriented share-ownership
Responsible and long-term oriented corporate 
governance is a critical component of a 
successful CMU as it helps boost confidence in 
capital markets. Progressing an ambitious 
revision of the EU Shareholder Rights Direc-
tive should be seen by the EU as a priority. The 
vote at the European Parliament in early July 
2015, however, seems to indicate a significant 
weakening of say-on-pay and related party 
transaction oversight provisions. In addition, it 
remains to be seen to what extent the Commis-
sion will be successful in removing practical 
barriers to cross-border voting documented as 
early as 2001.

5. Scale up long-term sustainable growth by 
leveraging financial innovation
If sustainability is to be embedded into the 
CMU, as we advocate, we believe that it is 
essential that environmental and social 
screening is made a standard feature of new 
long-term oriented investment vehicles such 
as ELTIFs. By the same token, securitisation, if 
well designed, can be useful in helping direct 
investments into climate-friendly smaller scale 
projects, and the concept of ‘green securitisa-
tion’ is worth exploring further. Finally, the 
growth of the green bond market should be 
supported by the development of standards 
and encouragement of more public actors, 
including cities, to become market partici-
pants.

Eurosif, with like-minded partners, is in 
the process of engaging with various senior EU 
officials and testing their appetite for referenc-
ing sustainability or elements of it in the CMU 
Action Plan expected in September. Reactions 
vary. But one thing is sure: EU policy recom-
mendations requiring some form of hard 
legislation will be a tough sell. The preference 
clearly goes to softer forms of regulation at this 
point in time. While this may rule out a number 
of policy options, there is still a lot that the SRI 
community can push for.
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ELTIFs

The brainchild of former EU Internal 
Markets Commissioner Michel Barnier 
for attracting patient, long-term capital 
from pension funds and insurers, the 
European Long-Term Investment Fund 
(ELTIF) structure has emerged as a key 
element of the European Commission’s 
€300bn Capital Markets Union to 
kickstart the EU economy. EU Commis-
sioner Jonathan Hill and Commission 
Vice President, and former Finnish 
Prime Minister, Jyrki Katainen, have 
been vocal in pushing ELTIFs (and 
talking to large investors) via a special 
regulatory framework and passport 
right for funds, notably investing in 
infrastructure projects or SMEs, 
including via the new European Social 
Entrepreneurship Funds (EuSEF) and 
Venture Capital Funds.

The planned ‘European Fund for 
Strategic Investments’ (EFSI) at the 
European Investment Bank could also 
invest in ELTIFs. The ELTIF structure 
has been criticised for lacking tax 
breaks or relief from the capital charge 
for infrastructure investments en-
shrined in Solvency II, the regulatory 
regime for European insurers. So far, no 
ELTIFs have been created by investment 
entities.

ELTIFs will likely be available to 
both professional and retail investors 
who would not be able to withdraw their 
cash until the specified end date of their 
investment, which could be 10 years or 
more, although the Commission expects 
a secondary trading market to emerge. 
ELTIF managers will comply with the 
Alternative Investment Fund Managers 
Directive (AIFMD) on investor protec-
tion, not the EU’s regular UCITS fund 
regime. At least 70% of ELTIF assets 
have to be long term. The European 
Securities and Markets Authority 
(ESMA) is seeking views on the regula-
tory framework for ELTIFs. The consul-
tation ends on 14 October.

Hugh Wheelan

“Securitisation, if well 
designed, can be useful in 
helping direct investments 
into climate-friendly 
smaller scale projects, 
and the concept of ‘green 
securitisation’ is worth 
exploring further”
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Oil spilled from the BP 
Deepwater Horizon wellhead 
rises to the surface of the Gulf 
of Mexico near a supply ship, 
May 2010

© Daniel Beltrá, courtesy of 
Catherine Edelman Gallery, 
Chicago
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Interview:  
Jeroen Hooijer, Head of Unit at European Commission, 
responsible for the Shareholder Rights Directive II

Directing the 
Directive
What is the current state of play of the 
Shareholder Rights Directive II?
The Parliament has adopted the report of Mr 
Cofferati [Sergio Gaetano Cofferati, an Italian 
centre-left MEP, is the European Parliament 
rapporteur for the Shareholder Rights 
Directive] with a number of amendments. 
[The text was approved by 556 votes to 67, 
with 80 abstentions.] The Parliament now has 
a common position. The Council [The 
European Council represents the 28 govern-
ments of the bloc] also adopted in March a 
common unanimous position. Now, the next 
phase will start. We call this ‘trilogues’. That 
means that the three institutions: the Council, 
Parliament and Commission will sit together 
to come to a final compromise.

This can take some time, but we will 
start in September/early October. The way it 
works is that you have a number of meetings 
to hammer out an agreed text. The political 
process can easily take a number of months.

We have the Council’s position and the 
Parliament’s position and the outcome is 
usually somewhere in the middle, which is 
what we will be working on.

Is this the standard regulatory approach? 
Yes it is. Going back to the beginning, the 
Commission makes a proposal and then you 
have the two tracks: the Council, via a working 
group and then a final position, and the 
position of the Parliament.

The role of the Commission is to put 
forward the initial impact assessment and 
proposal. Then we participate in all of the 
discussions of the Council’s working group, 
preparing questions or replies, or bringing 
clarity to discussions where necessary and we 
tend to work closely with the EU Presidencies. 

In the Parliament it is often the same: you 
have a rapporteur from one political group – 
in this case it is Mr Cofferati – and you have 
shadow rapporteurs from the other groups: 
the Liberals and the European People’s Party. 
We also are ready to work with all these 
people: the rapporteurs and their assistants.

For the trilogues phase we act like an 
‘honest broker’, which is the role of the 
Commission in such a setting. The Parliament 
may be ambitious on certain points, the EU 
member states may be more reluctant or 
more ambitious on other issues. So, we try to 
be as creative as we can to find solutions and a 
reasonable middle ground. 

What are the main sticking points of the 
SRD II?
The elephant in the room was introduced by 
the Parliament, which is the country-by-coun-
try reporting requirement on taxation. It was 
not in the Commission’s original proposal and 
it doesn’t really logically fit in the Shareholder 
Rights Directive, but it has been voted on by 
the Parliament, which has been trying to 
introduce more tax transparency for a 
number of years. After the Luxleaks scandal 
this has got a lot of additional attention. It was 
never discussed in the Council because it 
wasn’t part of the Commission’s proposal. We 
now have to see how the Council reacts. I don’t 
really have a good sense on what the member 
states will think about this.

In the Transparency Directive adopted 
two years ago there was already a first piece of 
legislation on country-by-country reporting 
for the extractive industries. In the most 
recent major directive for the banking sector 
the Parliament introduced a similar text. The 
logical next step for the Parliament appears 
to be: “why not for all listed companies”? 
There is therefore some history on this. We 
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“We have the Council’s 
position and the 
Parliament’s position and 
the outcome is usually 
somewhere in the middle, 
which is what we will be 
working on”

Jeroen Hooijer

hugh WheelAn
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have to look at how this works for extractives 
companies and banks; is it useful, practical 
and effective. What the Commission has done 
is to launch a big public consultation on 
country-by-country reporting, which will end 
on 17 September. The Commission will then 
work on an impact assessment. The Commis-
sion has to look at the pros and the cons of tax 
transparency. My commissioner, Věra 
Jourová, has said we should ensure that we 
have the full impacts of transparency on the 
table, and the College of Commissioners, has 
accepted that, including Jonathan Hill, the UK 
commissioner. 

Why does the Parliament want country-by-
country reporting in the SRD II?
It is not so illogical politically that the Parlia-
ment has put this in. If we take a step back, 
the Parliament has always wanted to have a 
better and fairer taxation system in Europe, 
and they have observed that a number of 
large European companies are using the 
lowest common denominator on tax. So, it 
believes country-by-country can help on 
public accountability and it’s part of its 
political agenda. They see a Directive that is 
dealing with issues closely related to that, the 
SRD II, and so they have put the tax issue into 
it. When we drafted the text we had pure 
corporate governance issues in mind such as 
related party issues and remuneration, we 
were not thinking about taxation at that 
moment. We were taken a bit by surprise by 
its inclusion, but that’s the system.

How is the discussion on shareholder 
‘say-on-pay’ evolving? The European 
Parliament text appeared to back both 
binding and advisory votes at the same 
time, which looks strange…
One thing that always draws a lot of attention 
is ‘say-on-pay’. We need to find a balance 
between good and useful transparency and 
decision-making on the remuneration of top 
management, and the administrative burden 
for companies.

In the Parliament you have two sides: 
some say detailed company reporting on the 
issue goes too far, while others say there 
should be an extra check by the shareholders 
on excessive pay. Again, a delicate balance 
needs to be found. The original proposition 
from the Commission is that companies 
should have a policy established in advance 
and that afterwards there should be a kind of 
accountability check. You can always argue 
over how binding that is, but the structure is 

still on the table, which is I think good, and 
which you see already in a number of member 
states. The idea will be to say in principle it 
should be binding but in certain circum-
stances and in certain member states it 
could be advisory. But the jist is that you 
should do this. One thing to keep in mind is 
the following: whether it is binding or 
advisory may not make such a big difference. 
When you have a vote at a company and a 
significant percentage of shareholders are 
against the pay deal it is a clear sign to top 
management that no company can ignore. 
It’s a heavy warning shot, especially if it 
comes from large investors. 

  
What might the rules for transparency of 
proxy advisors look like?  
I don’t think the Parliament has been overly 
focused on proxy advisers. The basic message 
is let’s some shed some sunlight on what these 
companies do, how they do it, and whether 
there are possible conflicts of interest. These 
are fairly general principles that I don’t think 
many people can disagree with. The proxy 
advisers have worked on a code, which should 
have a healthy effect. The provisions in the 
Council and Parliament text will probably stay 
on the level of transparency and that is where 
our focus is. What I understand and hear is 
that proxy advisers have a useful role to play 
for investors, especially large ones. We have 
also heard that there are only a handful of 
proxy voting companies and just one or two 
very big names: however, that’s not an issue 
that can be addressed here.

“When we drafted the text 
we had pure corporate 
governance issues in mind 
such as related party issues 
and remuneration, we were 
not thinking about taxation 
at that moment. We were 
taken a bit by surprise by 
its inclusion, but that’s the 
system”

Curriculum Vitae 

Jeroen Hooijer  
Nationality: Dutch 

Professional experience (European 
Commission) includes:
July 2012–Present 
Head of Unit, European Commission
Responsibilities: Company law, corporate 
governance, money laundering and social 
responsibility

2007–12
Head of the unit in charge of financial 
reporting policy

Professional experience prior to the 
European Commission includes:
Attorney-at-law with Dutch law firm Loeff 
en van der Ploeg in Brussels and 
Rotterdam. Main subjects: internal 
market, state aid, competition law, 
international trade and customs. 



24 

The EU, sustainability 
and asset managers
Mr Schindler, now that you have been 
elected for a two-year term, what are you 
and EFAMA planning to do to promote 
sustainable investing in the EU?
Responsible investment has long been a 
priority for EFAMA, and we hope to build on 
the work already done in this area. Asset 
managers, as fiduciaries for their clients, invest 
in the best long-term interest of their clients 
and must be aware of the environmental, social 
and governance (ESG) challenges that can 
influence investment performance. We have 
therefore fed into the European Commission’s 
work on fiduciary duty and the inclusion of 
environmental and resource efficiency issues 
in investment decision making. A new position 
paper currently being drafted will address, 
among other things, certain misconceptions 
about responsible investing. Finally, EFAMA 
plans to delve deeper into the new categories 
of bonds currently emerging (e.g. green bonds 
and social bonds) and will also look at impact 
investing.
The European Commission is pushing 
European Long Term Investment Funds 
(ELTIFs) as a vehicle for more renewable 
investment, but it’s not clear what added 
value they provide other than a fancy name. 
You have called for incentives for those who 
use ELTIFs. Can you give us some examples?
EFAMA welcomes ELTIFs and sees their poten-
tial in unlocking important capital as long as 
the different needs of each investor’s category 
are met and the right incentives are in place to 
encourage such a shift towards investment in 
longer-term projects. In particular, insurance 
companies and pension funds represent key 
potential investors in ELTIFs for they need 
steady and long income streams. Recalibration 
of the capital requirements under Solvency II 
that are hindering their investment in infra-
structure could significantly contribute to the 
take up of ELTIFs. The same applies for similar 
capital constraints deriving from national 
regulation. The Commission has announced 
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ESG Magazine talks with Alexander Schindler, President, 
European Fund and Asset Management Association (EFAMA)

that, by the end of 2015, it will propose a new 
risk calibration of the Solvency II capital 
requirement in the standard formula for 
ELTIFs. We hope this will deal with the issue. 
[Under the EU’s new Solvency II insurance 
regulation, insurers and affected pension 
funds must hold up to 49% in capital for 
investments in listed and unlisted equities, the 
latter including infrastructure.]

Turning to the EU’s revision of the Share-
holder Rights Directive (SRD II), the text 
passed by the European Parliament says 
fund managers should develop a policy on 
shareholder engagement, monitor investee 
companies on ESG issues and vote their 
shares. What is EFAMA’s view of this?
EFAMA was encouraged to see the ‘comply or 
explain’ provision of the engagement policy, 
which had been deleted at committee stage, 
re-inserted before the full plenary vote. 
Mandating every asset manager and institu-
tional investor to develop an engagement 
policy would drive engagement towards strict 
compliance and inevitably dilute the level of 
engagement. We believe the provision allows 
the degree of flexibility necessary for asset 
managers who may decide there is no added 
value in an engagement policy for small 
shareholdings. Regarding the development of 
a policy on the exercise of voting rights, 
EFAMA has consistently stated that this 
requirement partly duplicates the existing 
duties of asset managers under the AIFMD and 
UCITS Directives. Under them, EFAMA 
members have already set up voting policies 
and are reporting to their clients on the 
exercise of voting rights.

 
SRD II asks EFAMA’s members to disclose 
how their investment decisions contribute 
to “medium- to long-term returns of their 
clients”. It says they should publish relevant 
information to this end, including portfolio 
composition and stock turnover data. What 
is EFAMA’s view of this provision?
EFAMA supports the objective of these articles, 

namely ensuring transparency of an asset 
managers’ investment strategy. This is in 
keeping with an asset manager’s fiduciary duty 

– a fundamental principle of our industry and 
one that requires acting in the clients’ long-term 
interests. Yet while we support the objective, we 
believe the means by which it is to be achieved 
to be disproportionate and onerous. EFAMA 
does not see the added value in publicly 
disclosing certain aspects of investment 
management agreements as it is common 
practice for investors to use multiple managers. 
Therefore, such disclosure would not really 
reflect the client’s investment strategy as a 
whole. It is also more meaningful for asset 
managers to report to their clients, for report-
ing to the public raises issues of confidentiality.

 
SRD II also provides for shareholder votes 
on executive pay – though EU member 
states may choose to make them non-bind-
ing. What is EFAMA’s view of this?
Executive pay in the Directive has not been a 
priority for EFAMA, so we do not have any 
strong views on this question. However, we did 
state at the outset that we welcome the 
(non-binding) ‘say-on-pay’ measures contained 
in the European Commission’s original 
proposal.

Alexander Schindler
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The OECD’s new country-by-country 
reporting requirements for 
multinationals merit serious attention by 
investors

Mind the 
tax gap
In this WorlD nothing can be said to be 
certain, except death and taxes, the saying 
goes. Not so for some multinational corpora-
tions, which appear to be using tax havens and 
accounting strategies to avoid billions of 
dollars of taxes in the countries where they do 
the most business.

But this is changing and the hunt for tax 
revenues has been intensifying as govern-
ments across the world continue to struggle 
with budget deficits and sluggish economic 
growth. Closing tax loopholes has become an 
increasingly popular and populist target for 
policymakers, particularly in the G20 countries 
where debt levels currently average nearly 63% 
of GDP. 

Earlier this year, the Organization for 
Economic Co-Operation and Development 
(OECD) released a package of measures for the 
implementation of a new country-by-country 
reporting plan. For the first time, multination-
als will be required from January 2016 to report 
on their profits booked in each country. So 
what can investors expect?

We have observed institutional investor 
attitude toward corporate taxes evolve over 
recent years. First with questions about 
fairness and socio-economic contribution, 
then to concerns about reputational risk as 
some well-known companies were accused of 
tax dodging manoeuvres. We now see investors 
viewing this as a financial material issue. This 
shift has been amplified with high profile cases 
of government investigations and new tax 
regulations. Apple, for one, disclosed this year 
that an unfavourable finding from the Euro-
pean Commission’s investigation of its tax deal 
with Ireland could result in material financial 
damage. Some analysts have estimated that in 
the worst case, if Ireland had to recover a 
decade’s worth of back taxes, Apple’s liabilities 
could top €2.5bn.

These cases may give institutional 
investors cause to pause: just how prevalent 
are these practices throughout their portfolio 
companies, and how will tax crackdowns 
impact these companies? 

Our analysis of companies between 2009 
and 2013 demonstrated a significant impact – 
around 20% of profits – for those companies 
paying substantially lower taxes than peers. 

Of the 1,612 constituents of the MSCI 
World Index between 2009 and 2013, we found 
that 243 companies had a large tax gap – de-
fined as a 10 percentage point or greater gap 
between their expected tax rate (based on 
where revenues – not profits – were generated) 
and actual tax rate paid (figure 1). These 
companies would have paid in aggregate an 
estimated US$82bn per year in taxes had they 
paid taxes at the expected rate or at the same 
rate as their peers. Had these taxes been paid, 
it could have reduced aggregate profit after 
taxes across these 243 companies by approxi-
mately 20% over this period. 

We Also founD that, despite the spotlight 
on IT companies such as Apple, Amazon and 
Google, the healthcare sector had the 
highest percentage of companies in the MSCI 
World Index that were paying significantly 
reduced tax rates. In addition, high ‘tax gap’ 
companies enjoyed a sizable after-tax profit 
advantage over peers despite a far smaller 
pre-tax earnings advantage, suggesting that 
their tax strategy rather than operational 
competitiveness played a key role in the 
difference.

The real ‘tax gap’ is the gap between 
actual taxes paid – on profits that are some-
times routed through convoluted tax arbitrage 
vehicles – versus the taxes that would be paid if 
profits were booked where they are generated. 
And that is the crux of the problem, both for 
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“Closing tax loopholes has 
become an increasingly 
popular and populist target 
for policymakers”

linDA-eling lee 
Global Head of ESG Research, MSCI
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“We have already seen 
evidence that some 
companies under pressure 
to explain their tax 
strategies shifted their 
policies even in the absence 
of changes in regulations”

policymakers around the world concerned 
about base erosion and for investors wanting 
to understand how earnings and tax liabilities 
match up. As the OECD’s extensive analysis 
pointed out, sufficient data to properly size the 
real gap currently does not exist.  

New rules from the OECD’s Base Erosion 
and Profit Shifting (BEPS) aim to change this 
soon. The rules, coming into effect in January 
2016, include a country-by-country template 
for multinationals to complete. 

According to the OECD, it will require 
multinationals to provide annually, for each 
jurisdiction in which they do business, aggre-
gate information relating to the global 
allocation of their income and taxes paid. It 
also requires multinationals to report their 
total employment, capital, retained earnings 
and tangible assets in each tax jurisdiction. 
The OECD says that “this information will 
make it easier for tax administrations to 
identify whether companies have engaged in 
transfer pricing and other practices that have 
the effect of artificially shifting substantial 
amounts of income into tax-advantaged 
environments”. 

With the new reporting burdens on 
companies, can investors expect to see a 
change in corporate behaviour on tax strate-
gies and reporting? 

First of all, despite the improved disclo-
sure regime, investors likely will not get more 
transparency from portfolio companies without 
asking. The country-by-country disclosure 
companies make will not be public under the 
new OECD rules. However, companies will no 
longer be able to claim they do not track profits 
and taxes on a country-by-country basis. If and 

when investors ask, they can be confident that 
companies will have this information. We expect 
that as investors improve their understanding 
of the issues, tax transparency will become a 
leading issue for engagement in the coming 
years. The Principles for Responsible Invest-
ment (PRI) Tax Responsibility Initiative will 
release guidelines this year, as PRI signatories 
have indicated increasing interest in tax as an 
engagement topic. 

Secondly, we would expect some changes 
in corporate behaviour around tax arbitrage 
simply to avoid the heightened scrutiny. While 
there is no concrete action to ‘close loopholes’ 
with the new reporting requirement, we have 
already seen evidence that some companies 
under pressure to explain their tax strategies 
shifted their policies even in the absence of 
changes in regulations. Most recently, for 
example, prompted by negative headlines and 
ongoing tax disputes with Australian tax 
authorities, Glencore announced in April that 
it would close its Singapore trading hub, 
moving the 46% of Australian exports sold 
there to Australia directly. This will likely 
increase its tax rate moving forward. Amazon, 
too, announced in May that it would no longer 
funnel all revenues in Europe through low-tax 
Luxembourg and instead book revenues in 
individual European countries.  

These Ambitious neW regulAtions are 
only the beginning of multinational tax reform 
and reporting. There is a long way to go. 
Country-by-country reporting will be a signifi-
cant win for policymakers to get the information 
required to tackle base erosion and profit 
shifting. For investors, it should be an impor-
tant step forward for gaining greater transpar-
ency on their exposures to aggressive tax 
strategies. While we believe that the path ahead 
won’t be fast or easy, there appears to be 
commitment from governments around the 
world to finally update tax policies to better 
reflect today’s global, mobile economic realities. 
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Proxy 
wars
sArAh Wilson 
CEO and Founder, Manifest

Since the UniteD NAtions backed the 
launch of the Principles for Responsible 
Investment (PRI), the ESG movement has gone 
from strength to strength in bringing a greater 
understanding of corporate sustainability 
issues to investors, regulators and civil society. 
The same cannot be said for corporate 
governance. Around the world regulators are 
under assault from company secretaries, 
directors’ associations and the investor 
relations industry incensed at the notion that 
shareholders might want to exercise their 
ownership responsibilities and hire some help 
to support the process. Demands for ‘proxy 
advisor’ regulation grow louder and louder 
while all the time their paymasters, the 
investors, have wondered what the fuss is 
about. 

The regulatory ‘debate’ is a war – albeit 
of words – between immensely powerful 
constituencies: companies and investors. The 
proxy advisors are in the middle taking the 
flack; a veritable case of shooting the messen-
ger. Truth is the first casualty of war, and it has 
certainly been badly injured in this battle.

How does any war ever begin?
The current round of tensions can be traced 
back to the SEC’s Proxy Plumbing Concept 
Release in 2010. The US regulator asked for 
market input across a wide range of perceived 
problems and issues with the shareholder 
accountability chain, citing research from the 
OECD and developments in the UK and 
Europe, notably The Myners Report (2004) 
and the EU Shareholders’ Rights Directive 
(2007). Proxy advisors are mentioned as one of 
nine actors in the voting chain: brokers, banks, 
custodians, securities depositories, transfer 
agents, proxy solicitors, proxy service provid-
ers, proxy advisory firms and vote tabulators. 
In 151 pages of the SEC report, the section on 
proxy advisor firms amounted to just 17 lines. 

The bulk of the report was focused on the 
integrity of the actual plumbing – i.e. how the 
voting mechanics work – or, as most investors 
would now admit, don’t work.

Hostilities evolve…
How did we end up so far away from the original 
vision of putting companies and shareholders 
together through efficient and effective voting 
systems? The harsh truth is that the root 
causes are vested interests in the status quo 
and a market for services that are fundamen-
tally uncompetitive and works against clients’ 
best interests.

This is not unsurprising: many millions 
have been invested in the inefficiencies of the 
proxy system. As capital markets have grown, 
so have the bank balances of (most) of the 
intermediaries who have seen either a regula-
tory monopoly opportunity or an inefficiency to 
exploit.

Companies and investors need advice 
and support. If it is legitimate for a company to 
hire bankers, lawyers, public relations and 
investor relations professionals, etc, then it 
seems perfectly reasonable that investors 
should be able to hire their own analysts to 
make sense of the wall of data they face every 
day, and in particular at AGM time. The 
question that we should be asking, I believe, is 
are we all actually acting for clients’ interests 
or simply attempting to perpetuate outmoded, 
obsolete strategies because of their comfort 
and familiarity?

In the post financial crisis world, markets 
are undergoing profound changes. The US Wall 
Street trading/short-termism/shareholder-
value-at-all-costs model is pitted against the 
European/Commonwealth vision of a stake-
holder oriented market with a longer-term 
outlook and more owning, less trading.

The EU’s Shareholder Rights Directive II attempts to right 
corporate/shareholder alignment. Regrettably it has been 
lobbied to death in the … 
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The dust settles
One of the key characteristics of the global 
financial crisis post-mortem has been the 
need to apportion blame and visit retribution 
on the guilty. Whether it’s Libor traders or 
proxy advisors, we have all assumed that it is 
somebody else’s fault that we are all so 
miserable. In truth we all have to take some 
blame. Financial consumers were swept along 
with the party as much as the woman on the 
high street. Regulators were guided by 
economic ‘theories’. It was not so much 
wisdom of the crowds but madness of the 
mob. 

The war over proxy advisors has many 
lessons. We have had a communication failure. 
And, for as long as we are at war trading verbal 
blows, we’re not going to solve the problems of 
excessive intermediation with misaligned 
incentives. 

The EU’s Shareholder Rights Directive II 
is a genuine attempt to realign these incen-
tives. Regrettably it has been subject to such a 
barrage of lobbying from vested interests that 
it is highly likely to embed more of the dysfunc-
tion it seeks to repair.

Changes to the ‘proxy plumbing’ and the 
corporate/shareholder relationship will require 
more effort and investment in the short run. 
But if we seek to create more values-oriented 
capital markets, the peace dividend will be 
greater for us all over time.

“Truth is the first casualty 
of war, and it has certainly 
been badly injured in this 
battle”



29

Women on boards:  
what progress?

There is increAsing Agreement that 
diversity at board and top executive level in 
terms of skills, gender and nationality is an 
important factor in the quality and perfor-
mance of boards. Improved boardroom dynam-
ics, greater diversity of perspective, varying 
attitudes to risk and a better ability to connect 
with consumers are all acknowledged as 
powerful benefits of a mixed gender board.

While recent efforts in Europe have 
helped bring women’s representation in the 
boardroom to an all time high, the key is to 
ensure sustainable, meaningful change at 

every organisational level and throughout 
society. It’s much more than getting a few 
women on boards, it’s about changing culture 
in the long run and creating a positive environ-
ment for women to succeed. 

Gender diversity of European boards has 
increased substantially in recent years. 
According to research published in October 
2014, more than 20% of directors on the boards 
are women, a significant increase from 15.6% in 
2012, and 8% in 2004 (figure 1).

Encouragingly, this study also found that, 
on average, European boards now include 2.7 
women, up from an average of just 1.5 female 
members per board as recently as 2008, 
suggesting that the days of being the lone 
female on a board may soon become a thing of 
the past (figure 2). 

There is no doubt that greater board-
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How voluntary initiatives have fared alongside the EU 2013 
proposal to fill 40% of non-executive board positions with 
female directors by 2020

room diversity is set to continue - not least 
because the EU adopted a proposal to Euro-
pean Union law in 2013 with a goal to fill 40% of 
non-executive board positions with female 
directors by 2020 (although this still has to be 
approved by member states). So far member 
states have responded in different ways – some 
by introducing a quota (eg France and Ger-
many) others, such as the UK, by focusing on a 
voluntary business led approach.

Figure 3, produced by Credit Suisse, 
looks at progress made towards either a quota 
or a target since 2010 in relation to different 
European indices.

The UK’s progress towards more gender 
balanced boards
In July, the UK celebrated the welcome news 
that the goal set by Lord Davies to have 25% of 
women directors on FTSE 100 boards by the 
end of 2015 had been reached. That’s a 
doubling of the number of women on boards 
since Lord Davies published his report in 2011 
and the culmination of much effort on the part 
of many people and organisations.

What is really encouraging is that 
achieving this milestone has not been the 
result of a quota, but through businesses doing 
it for themselves encouraged by government, 
not coerced by legislation. 

“In the UK there are still 
twice as many men named 
John who are CEOs or 
chairmen of FTSE 100 
companies as there are 
women of all names!”

201420122010200820062004
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12.2%
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1. Representation of women on
European boards

Source: 2014 Egon Zehnder European Board Diversity Analysis
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1.7
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2. Gender diversity: average number
of women per European board

Source: 2014 Egon Zehnder European Board Diversity Analysis

3. European index diversity

 2010 2011 2012 2013 2014 2010–14 % chg Quota
OBX Oslo 37.2 39.8 38.3 38.0 35.5 –1.9 40%
OMX Stockholm 27.6 26.8 26.7 27.9 30.3 9.7 na
CAC 40 17.1 21.6 25.1 29.5 31.1 83.0 40%
DAX 30 13.1 15.4 19.8 22.7 24.7 88.1 30%
MIB Milan 5.2 7.2 10.9 17.4 23.3 347.1 33%
FTSE 100 12.5 15.0 17.3 20.5 23.0 84.0 25%
BEL Brussels 9.3 12.8 16.2 20.9 22.8 145.3 33%
AEX Amsterdam 16.1 17.4 21.0 21.9 22.7 40.5 na
ATX Vienna 8.3 12.1 12.6 15.4 17.7 114.5 na
IBEX Madrid 11.6 12.6 13.5 15.3 17.1 47.6 40%
SSMI Zurich 11.3 11.7 14.2 16.4 16.7 47.8 na

Source: Credit Suisse European Diversity Quotas, 22 January 2015 (Bloomberg, company data, EU)
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So what does good look like?
Research published by Credit Suisse in 
January 2015 found that there were 38 compa-
nies where women made up 40% of the 
boardroom or more. We know these numbers 
are growing, and this clearly highlights what is 
possible (figure 4). 
 
The next frontier – women in board 
leadership and executive director roles
Of course, there’s still a long way to go. Despite 
significant gains in female participation on 
European boards, women have yet to attain a 
corresponding share of board leadership roles. 
Female representation in board chair positions 
(2.6%) among the European boards studied is 
comparable to the average of 3.7% across all 
other regions. Women now hold just over 12% of 
committee chair positions in Europe, suggest-
ing that as more women gain experience in 
board service gender diversity in top board 
leadership roles may increase (figure 5).

In addition, the small number of female 
executive directors (5.6%) reflects the ongoing 
challenges European companies face in 
building their talent pipelines and fostering 
the progress of the next generation of women 
through their executive ranks. 

As Helena Morrissey, Chief Executive of 
Newton Investment Management and Founder 
of the 30% Club recently pointed out: “In the 
UK there are still twice as many men named 
John who are CEOs or chairmen of FTSE 100 
companies as there are women of all names! 
But the current tally of nine women in those 
roles is a record high and the past five years 
has taught us not to become disheartened as 
we work towards achieving true equality.”

Our work in the UK on progress towards 
more gender-balanced boards is not just a 
symbolic step towards broader gender equality.  
In less than five years, better representation of 
women at all organisational levels is now seen as 
a basic part of developing a modern business 
culture. What’s more, companies are now 
required to report on the number of male and 
female directors, senior managers and employ-
ees that they have. This allows the spotlight to 
be shone below board level, to help identify 
whether companies are making progress in 
building a balanced executive pipeline. 

For a real step change to occur, more 

women must progress from senior manage-
ment to executive board roles. Having the 
focus of a specific and measurable goal – an 
aspirational target, not a mandatory quota 

– can provide real impetus for change.
As the Confederation of British Industry 

noted in its 2014 position paper Building on 
progress: boosting diversity in our workplace: 

“More firms should take on the example set by 
some leading firms of extending diversity 
targets, on a comply-or-explain basis, down 
through their middle and senior management 
cohorts.”

Employers are intensifying efforts to 
develop all their talent and groups of business 
leaders like the 30% Club and the Women’s 
Business Council are helping to ensure that 
this joined-up approach continues. Other 
initiatives such as the UK government’s Think, 
Act, Report campaign, supported by 280 
employers representing millions of employees 
shows that the goal of a more equal workplace 
is shared by business.

There’s now a growing group of enlight-
ened businesses who appreciate that future 
success demands the best talent at all levels. 
They’ve moved beyond talk to action and to 
measuring the impact of those actions – and 
while they recognise it may take some time to 
shift the norm in the ranks of their senior 
talent, their timescales are increasingly 
ambitious.

4. Companies with 40% female directors or more

Index Number Companies
FTSE 100 4  Admiral Group, Capita, Diageo, InterContinental Hotels
DAX 1 Henckel
CAC 8  Accor, BNP Paribas, Danone, GDF Suez, Legrand, L’Oreal, Publicis,
  Société Générale
MIB 1 Telecom Italia
IBEX 1  Red Electrica
BEL 1 Belgacom
AEX 1 Koninklijke DSM
SSMI 0 –
OBX 13 Akastor, DNO, Gjensidige Forsikring, Golden Ocean, Marine Harvest, 
   Norwegian Air Shuttle, Orkla, REC Solar, Schibsted, Storebrand, 
  Statoil, TGS-NOPEC, REC Silicon
OMX 6 H&M, Nordea Bank, SE Banken, Securitas, Swedbank, Swedish Match
ATX 2 CA Immobilien, Conwert Immobilien

Source: Credit Suisse European Diversity Quotas, 22 January 2015 (company data, Credit Suisse research)
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Non-financial reporting:  
a European revolution

LArge compAnies listeD in the European 
Union will soon be required to report non-
financial information to their shareholders. 
Information to be reported will include – at 
minimum – environmental, social and employee 
matters, respect for human rights, anti-corrup-
tion and bribery matters.

The new obligation arises from EU 
Directive 2014/95/EU (the ‘NFR Directive’), 
which amends the earlier EU Accounting 
Directive 2013/34/EU. The NFR Directive was 
passed on 24 October 2014, published in the 
European Journal on 15 November 2014, and 
must be passed into law by member state 
governments by October 2016. The companies 
affected by the requirement are Public Interest 
Entities with more than 500 employees: all of 
Europe’s large listed companies.

Since the global financial crisis, which 
demonstrated the importance of comprehen-
sive risk assessment, attention has focused on 
bringing all relevant and material information 
into reports to shareholders. 

Great progress has been made by 
organisations including CDP (formerly the 
Carbon Disclosure Project), the International 
Integrated Reporting Council (IIRC), which has 
set the overall vision for how this can be done, 
and the Climate Disclosure Standards Board 
(CDSB), which has worked with accountancy 
organisations to develop a robust reporting 
framework that can be used to integrate 
non-financial information into mainstream 
reports. It is now increasingly acknowledged 
that some of this information is financially 
relevant and material, even if quantification is 
difficult and timescales are hard to predict.

The world is in the midst of a revolution 
in non-financial accounting, which is compara-
ble to the development of financial accounting 
standards, although evolving at a much faster 
rate. In developing the NFR Directive the EU 
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The NFR Directive  must be passed into law by member state 
governments by October 2016

has firmly established itself as a global leader 
in this area. We can expect other national 
governments to follow suit and harmonise their 
requirements through international reporting 
standards over time.

Technological change will add further 
weight to the transformative effects of the NFR 
Directive on business-as-usual for both 
companies and investors. Under EU Directive 
2013/50/EU (the updated ‘Transparency 
Directive’), annual financial reports must be 
presented in an electronic format such as 
eXtensible Business Reporting Language 
(XBRL) by 1 January 2020. CDP understands 
that the European Commission’s intention is 
for this requirement to also cover non-financial 
information within annual reports. This should 
usher in an era in which non-financial informa-
tion will be digital, standardised and readily 
accessible, with similar status to financial data.

However there are pitfalls ahead for 
investors and other data users. The NFR 
Directive’s preamble clearly has investors in 
mind as beneficiaries of the legislation, explain-
ing that it is intended to, “enhance the consist-
ency and comparability of non-financial informa-
tion disclosed throughout the Union”. But the 

final form of the Directive allows each member 
state to require different key performance 
indicators from companies listed in its jurisdic-
tion. So far, CDP has seen little evidence that 
national governments intend to work together to 
ensure “consistency and comparability”. 

France, for example, may seek to build on 
its existing Grenelle II reporting legislation, 
Germany on its voluntary Sustainability Code, 
and the UK may also respond to national 
political priorities, resulting in a situation 
where there is no clear standard-setter within 
the EU bloc for others to emulate. What will 
ensue is likely to be a mish-mash of mandatory 
reporting requirements similar to the frag-
mentation already seen in the voluntary space, 
in direct opposition to the original intent of the 
NFR Directive.

Another issue of concern to investors is 
that the NFR Directive contains a loophole 
whereby non-financial information need not be 
disclosed in the annual report but may instead 
be presented in a separate report and up to six 
months later. Some member states could 
interpret this as a green light to maintain the 
established practice of companies issuing 
separate non-assured sustainability reports 
whose contents have not been prepared with 
investors – or indeed relevance, materiality or 
accuracy – in mind. Again this would complete-
ly defeat the original purpose of the legislation.

CDP has the support of the European 
Commission in representing the interests of 
investors during the NFR Directive implemen-
tation period. We aim to ensure that compara-
bility and consistency are made possible across 
the EU, that non-financial information is 
presented alongside financial information, and 
that the latest advances in non-financial 
reporting, such as the recently launched CDSB 
Framework for reporting environmental 
information, are made available to both 
policymakers and companies. This is a moment 
of tremendous opportunity for responsible 
investors and also tremendous risk, in which 
we should all be revolutionaries.
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The Markets in Financial Instruments 
Directive II (MIFID II) looks set to 
transform the sell-side

ANALYSIS

It’s time for a 
radical 
 restructure of 
research
Asset mAnAgement is A simple process.  
What an asset manager does is:
➤  Source and purchase information and clever 

ideas
➤  Generate ideas internally from this informa-

tion
➤  Use judgement in the way that these ideas 

are applied 
➤ Press buttons.

Looked at this way, the sourcing and 
purchasing of information and investment 
ideas is mission-critical. And yet, for decades, 
basic purchasing disciplines (know what you 
want, know how much it costs, know where to 
source it reliably) have been woefully absent 
from investment research.

This is all about to change, which could 
have fundamental implications for SRI and 
corporate governance research, just as it will 
for ‘mainstream’ research.

In ‘mainstream’ investment practice, 
data and information is clearly priced (by 
Bloomberg, Reuters and other subscription 
services). Ideas (analysis and opinion) are not. 
These are typically sourced from the ‘sell-side’ 
research departments of investment banks 
and ‘paid for’ by asset managers allocating 
greater proportions of trading – often in an 
ill-defined way – towards the banks that supply 
the best research.

Asset managers pass trading costs to 

their asset owner clients. They are not incen-
tivised to haggle for the lowest prices or 
discipline themselves to pay for the best 
research. Research is effectively free at point of 
use. As one asset manager observed: “At an 
all-you-can-eat buffet, no-one covers them-
selves in glory.”

This lack of precision and tracking 
means that some asset managers use sell-side 
research without allocating any commission in 
return; they ‘free-ride’. At the same time, 
others overpay and the sell-side is encouraged 
into massive oversupply of research – such that 

26 analysts currently cover Unilever. How is it 
possible to have 26 different views on Unilever? 
The stock can only move in one of two direc-
tions.

This payment ‘system’ also remunerates 
‘corporate access’, the service of bringing 
company management to meet with investors. 
Some of this ‘access’ requires diligent prepara-
tion to identify the most interesting aspects of 
corporate activity; for other ‘access’ (e.g. 
regular management results roadshows) 

MIKE TYRRELL
Editor, www.SRI-CONNECT.com

“At an all-you-can-eat 
buffet, no-one covers 
themselves in glory”
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brokers act as little more than expensive travel 
agents.

SRI and corporate governance research is 
better
Or should I say not as bad…

Asset managers are already accustomed 
to paying for research from their own P&L. 
Many of them already pay ratings agencies and 
independent research providers this way. They 
are also focused on the fundamental needs of 
asset owners, as demonstrated by the growth 
and emphasis of the United Nations-supported 
Principles for Responsible Investment (PRI). In 
addition, commission monies allocated to the 
sell-side have been used to develop differenti-
ated research challenging received wisdom 
about environmental and social externalities

Lastly, we have a track record of concern 
with the long-term governance and ‘future-
readiness’ of companies.

… but not much better
We should not congratulate ourselves too 
much. Our research systems are also flawed. 
For ‘sell-side’ sustainability research and 
services some asset managers have clear and 
explicit processes for allocating commission; 
others have none, many ‘free ride’.

There is also persistent demand for 
‘breadth of coverage’ rather than depth or 
insight. This forces independent research 
providers into a low-margin data game and a 
subscription model that creates competition 
around annual sales rather around the quality 
of individual research pieces. Market tenders 
for research are relatively rare. Although some 
bespoke work is commissioned, independents 
have to battle just as hard to gain a foothold in 
the SRI research market as their peers do in 
the ‘mainstream’ research market.

And, excepting the heroic efforts of some 
of the brokers, our corporate access process is 
a mess. Finally, in corporate governance we 
have failed to distinguish between research 
opinion and proxy execution. This allows 
renegade (listed) companies to muddy the 
waters between the proxy advisor and the 
principal (the asset manager) and divert 
attention from their own dodgy governance 
practices by claiming competition problems in 
the proxy advisory market.

Again, the cause of all this is a lack of 
discipline in research commissioning. The 
casualty is ‘alpha-generating insight’.

As an industry, we have the capability to 
deliver on Principle 1 of the PRI and integrate 
sustainability and corporate governance 

factors into investment decisions, notably 
when we mandate SRI specialists from the 
sell-side to co-publish research with ‘main-
stream’ financial analysts. But our procure-
ment processes are letting us down.

Regulators ride to the rescue
When markets fail, regulators intervene. The 
European Commission is now doing this via 
MIFID II.

The final determination has yet to be 
issued but it seems highly like that asset 
managers will be required to pay for research 
either from their own P&L or from separate 
research accounts that are not linked to 
trading volumes and are transparently 
reported to their asset owner clients.

They will also not be able to pay brokers 
for corporate access, and nor will brokers be 
able to hide the real costs of this activity by 
bundling it into other revenue streams. The 
fundamental regulatory thrust for this 
transparency is good but there will be unin-
tended consequences that will affect the 
provision of SRI and corporate governance 
research.

It seems likely that overall research 
spend will come down significantly, and that 
smaller asset managers that have relied heavily 
on ‘The Street’ for research and access will 
come under pressure.

Furthermore, ‘corporate access’ will be 
fundamentally restructured with incumbency, 
technology, reach and inertia battling for 
supremacy.

An optimist’s view
➤  When SRI & CG research is drawn from the 

same budget pot as ‘mainstream’ invest-
ment research, the relative size of the 
former categories will look embarrassingly 
small and research spend on these will rise 
by considerably more than overall research 
spend declines.

➤  On the supply-side, brokers will invest in SRI 
& CG research to differentiate an otherwise 
homogenised product.

➤  Asset managers will give independent 
research providers the scope (which means: 
the money) to grow beyond the provision of 
data and basic ratings and make a serious 

contribution to the ‘investment insight’ 
market.

➤  Overt pricing for corporate access (whether 
delivered by the sell-side or new-model 
providers) will discipline the practice and 
improve both quality and efficiency...

➤  … with the result that asset owners will 
receive better transparency on the sustain-
ability and corporate governance drivers 
within the outperforming portfolios that 
managers run for them.

A pessimist’s view
➤  SRI & CG research is still too immature to 

take advantage of these structural changes.
➤  Asset owners and managers have not yet 

articulated to themselves, to their suppliers 
or to their asset owner clients how critical 
high-quality, ‘alpha-seeking’ research is to 
the delivery of credible ‘integration’.  If you 
don’t do the research, you can’t be doing the 
integration!

➤  Many of the SRI & CG research users at 
asset managers are simply not aware of the 
changes that are under way and not pre-
pared to fight their corner in the upcoming 
internal battles for research resource 
allocation.

➤  The habit of treating independent providers 
as ‘data-monkeys’ rather than as ‘agents of 
insight’ is too deeply engrained.

 ➤  So, SRI & CG research will be the first 
casualty of belt-tightening.

Global impact
MIFID II will only affect Europe, but it is easy 
to see how the practices that it engenders 
might spread globally. Once research costs 
are visible, asset owners will benchmark asset 
managers and will be encouraged by invest-
ment consultants to target these costs ahead 
of, say, the cost of hiring investment consult-
ants. Large asset managers with internal 
research capabilities will then see the chance 
to leverage these to competitive advantage. 
While they may not be incentivised to start 
the ball rolling, they will certainly be incentiv-
ised to push it along.

Complexity is the enemy of compliance 
officers, and multiple systems in different 
parts of the world cause friction and head-

A NA LYSIS

Research: an all-you-can-eat buffet



35

aches. Administrative uniformity often trumps 
marginal cost disadvantages.

But, this is the right thing to do. This 
sounds naïve, especially in the face of Wall 
Street lobbying. Nonetheless, open markets 
that give clients visibility on what they pay for 
are good. Opaque, vested interests in financial 
services are not. The post-financial-crisis 
public is awake to this.

Self-help guide
MIFID II might be the catalyst for better 
practice. However, the outcome (optimistic or 
pessimistic) will depend entirely on how our 
industry responds. If asset owners want asset 
managers to outperform by integrating 
sustainability and corporate governance 
factors into investment decision-making, they 
will have to give explicit mandates to this 
effect and demand regular reporting.  A 
coalition of UK-based asset owners demon-

strates the way forward here with its Guide to 
Responsible Investment Reporting in Public 
Equity.

Asset managers, for their part, will need 
to evaluate how they allocate their research 
resources between internal spend, spend on 
the sell-side and spend with independent 
providers.  They will need to follow this up with 
disciplined open-market procurement.

The research community (sell-side and 
independents) will have to rise to the challenge 

of delivering clearly-priced, value-for-money 
ideas in an open market.

The SRI industry has a number of 
cultural advantages over our mainstream 
counterparts: we believe in transparency, we’re 
not afraid of challenging vested interests and 
we incline towards delivering fair outcomes to 
individual savers.

Once you believe in this, the rest of the 
problem is simple: each asset manager should 
manage their SRI & CG research supply chain 
with as much discipline as we expect the 
retailers that we invest in to manage theirs.

There is a risk that sustainability, 
responsibility and governance could get lost 
amidst all of this structural change as a 
rounding error in ‘mainstream’ research 
budget allocation. Alternatively, we could 
position ourselves as models for transparency 
in capital markets.

It’s up to us. Which is it to be?

“The research community will 
have to rise to the challenge 
of delivering clearly-priced, 
value-for-money ideas in an 
open market”
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How a major collaborative research 
programme aims to predict the ESG future

The 
Oracle of 
Project 
Delphi

Unlike its nAmesAke, the Pythia – better 
known as the Oracle of Delphi – Project Delphi 
relies on the forecasting wisdom of an in-
formed crowd rather than the projections of 
one mystic.

Consistency on the present and future 
materiality of ESG factors is an issue few 
investors agree on. To this end, State Street 
Global Advisors (SSgA), teamed up with asset 
owners, research houses and fund managers to 
test which ESG ‘super-factors’ may add 
long-term corporate value and how they can be 
measured. Delphi emerged from Valuing 
Non-Financial Performance, one of a number of 
collaborative ‘laboratories’ launched as part of 
the European Alliance for Corporate Social 
Responsibility with strong backing from the 
European Commission.

Importantly, Delphi, has been sponsored 
by Rick Lacaille, SSgA’s Global Chief Invest-
ment Officer (see interview, page 38) and 
marshalled by Mike Polya, Director Client-
Facing Support Group EMEA.

Despite the estimated size of the market 
($11.4trn in assets), the project argues, there is 
little consensus on ESG criteria.

The Delphi collAborAtors say ESG has 
evolved from first generation screening and 
avoidance strategies to second generation ESG 
integration, positive screening and best-in-
class approaches. The third iteration, it says, 
will be products where ESG issues are used to 
seek enhanced long-term performance and 
risk management using relevant data.

Delphi’s premise is that these so-called 
intangible longer-term factors are material, 
according to a project-derived definition of 
financial materiality, but with question marks 
over which ones and by how much? 

It believes this lack of consensus 
between investors on ESG criteria is holding 
responsible investment back by making it 
difficult for asset managers to build attractive 
collective investment vehicles.

Therefore it is looking to identify what it 
terms ESG ‘super-factors’ that most likely 
influence corporate earnings and long-term 
value through the lens of a value driver model.  
It has then worked on how these super-factors 
can be measured and factored into investment 
approaches. 

The project has comprised three 
work-streams: one for asset managers led by 
Chris McKnett, Head of ESG at SSgA, a second 
looking at key performance indicators (KPIs) 
led by Ralf Frank, Managing Director with 
DVFA, the Society of Investment Professionals 
in Germany and Delegate for ESG with the 

European Federation of Financial Analysts 
Societies, and a third stream for asset owners 
led by Frank Curtiss, Head of Corporate 
Governance at Railpen Investments. 

Before kicking off, the initiative started 
with a so-called ‘straw man hypothesis’, a 
long-list of potentially important ESG factors, 
which managers were invited to knock down to 
reach a starting consensus on the main ESG 
factors for serious dissection. The first stream, 
comprising 12 of Europe’s largest asset 
managers, agreed on this short-list across 10 
industry sectors, which it defined as the ESG 
factors most likely to drive value. 

It submitted these to the second working 
group to identify appropriate metrics, based 
on research and modelling, that are both 
reflected in individual factor performance and 
help define factor scope. To a large extent this 
process was informed by what data is available 
and what data it was felt should become 
available in time, rather than compositing from 
other familiar frameworks. 

The Asset oWner group’s role was to 
“validate and amend” the findings of the two 
previous work-streams; in effect to test 
whether they are industry proof and satisfy 
the requirements of the largest institutional 
investors. The results of this ‘dialectic’ 
approach were reviewed by an inner core of 
representative members of the three 
work-streams, who formed the ‘Technical 
Group’.

The Delphi Group believes that what 
differentiates the project from other analyses 
is that it:
➤  Is based on financial value drivers: linked 

directly to enterprise profitability 
➤  Is focused on the investment industry 
➤  Is collaborative (45 participating organisa-

tions), meaning greater credibility
➤  Employs parsimony (focus on the most 

financially significant ‘super-factors’).
The project has been testing the findings 

so far with a wider group of asset managers, 
owners and consultants before launching a full 
industry consultation and outreach phase in 
the autumn. The outcomes will be fed back into 
further refinement.   

Finally, a wider survey of asset owners 
and investment professionals will lead to a 
recommended framework for ESG investment 
criteria with the metrics and their relative 
importance published in an open source, 
collaborative report.

ANALYSIS

HUGH WHEELAN

Consistent contributors to Project 
Delphi are:

Chris McKnett – SSgA
Mike Polya – SSgA
John Swannick – consultant
Ralf Frank – DVFA
Frank Curtis – Railpen & ICGN
Hendrik Garz – Sustainalytics
Neil Brown – Alliance Trust
Andy Howard – Didas Research
Cecile Churet – RobecoSam 
Christel Dumas – ICHEC
Daniela Carosio – Sustainable Equity Value
Stéphane Voisin – Kepler Cheuvreux

“Lack of consensus between 
investors on ESG criteria 
is holding responsible 
investment back by making 
it difficult for asset managers 
to build attractive collective 
investment vehicles”
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ESG interview:  
Rick Lacaille, CIO, State Street Global 
Advisors, talks about Project Delphi

ANALYSIS

Defining the 
ESG link to 
financial 
performance
Big proJects neeD sponsor support from 
the top to succeed. More so when they are 
large, complex, multi-stakeholder initiatives on 
a topic like the materiality of ESG factors 
incarnated by Project Delphi. 

The backing of Rick Lacaille, State Street 
Global Advisors’ Chief Investment Officer, has 
been crucial to Delphi’s long, but purposeful 
gestation.

Why the interest in the first place? 
Lacaille notes SSgA’s significant existing 

ESG business for its equity indices where it 
matches client ethical goals via screened funds. 
But, its quant team, he says, is where the 
manager treats ESG issues as investment 
drivers. 

It is here, he says, where SSgA, like many 
peer fund managers, met the challenge of data 

‘materiality’ for ESG issues: “Much of this goes 
back to a project we started back in 2008 
where we gathered together all the published 
ESG factor data we could and put it on the 
same level as our other factor data. It was a 
little challenging because a lot of the ESG data 
doesn’t go back that far. One of the problems 
when people try to prove, or otherwise, 
whether ESG ‘works’ is that people can be 
looking through a very short-term lens, 
whereas some of these factors play out over 
the longer term. The short term is noise, and as 
we know short-term share price data is very 

noisy, so the data doesn’t lend itself to proof 
one way or another.”

Lacaille says there is evidence that 
corporate governance is a persistent material 
investment factor. He says there are also clear 
signs that environmental factors have changed 
from less to more financially important and are 
varying from country to country: “We’ve used 
that analysis and baked some ESG factors into 
our quant alpha strategies, and we learnt a lot 
from that. One lesson though was that if you’re 
hoping to ‘prove’ things in econometrics then 
you might be spinning your wheels for some 
time because it is hard, especially without long 
runs of data.”

He notes that with investor responses to 
the world changing constantly, and markets 
being a social construct, it makes it even 
harder to demonstrate that ESG factors can be 
fully modelled: “It’s frustrating when you look 
at so-called extra financial factors. Delphi is 
interesting because it starts from first 
principles: what are the drivers of value? 
Investors, of course, have different views. So, 
getting together a collaborative group of asset 
owners and managers can help us work out 
what the value drivers are in a company and 
what sort of metrics should be assigned to 
them. We’re looking for consensus. The 
common ground we seek is a clear link to 
financial performance.”

HUGH WHEELAN

“One of the problems when 
people try to prove, or 
otherwise, whether ESG 
‘works’ is that people can 
be looking through a very 
short-term lens, whereas 
some of these factors play 
out over the longer term”
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He notes, however, that such collabora-
tions need to be clear on the most relevant 
factors that companies should report in order 
to get the balance right between compliance, 
reporting and cost for businesses.

More usually, of course, asset managers 
aim for proprietary insights that they get paid 
for deploying. 

Lacaillle acknowledges the idiosyncrasy: 
“It’s not an approach one sees often in asset 
management. Delphi is more about improving 
the overall architecture of financial markets.” 

Lacaille adds: “Of course, we want to build 
a better mousetrap of our own: that’s what we 
do as fund managers. But, on big, market issues 
you sometimes have to operate from first 
principles to see if you can agree on combined 
information/views as a good way of represent-
ing the world, and then work out how to 
capitalise on it. I’d like to thank all the people 
involved in Delphi for their time, enthusiasm 
and commitment: it’s been great to see.”

WhAt coulD the investment outcome be?
The answer, says Lacaille, might not be 

an alpha product: “The hope is that we arrive 
at some conclusions that might be genuinely 
useful for a lot of people. It’s open architecture 
rather than proprietary. We’ve put consider-
able resources into this, people with a lot of 
passion – Mike Polya and Chris McKnett – and 
we don’t know exactly where it will lead.” He 
recalls that at the beginning of the process one 
of the main issues discussed was that every 
fund manager has their own ideas on ESG and 
markets their own products: “To that end, we 
aren’t trying to standardise the world. What we 
are saying is that if we have a consensus what 
would it look like?” This quest for common 
ground, he says, could enable the firms 
involved to lay the foundations for common 
investment vehicles such as UCITs or Ex-
change Traded Funds (ETFs). 

SSgA launched the SPDR MSCI ACWI 
Low Carbon Target ETF at the end of 2014, and 
Lacaille says there is interest in related 
products across the institutional retail and 
wealth markets: “Vehicles like ETFs lend 
themselves quite well to data where people 
would like to push their portfolio in a certain 
direction.”

With the aim of Delphi to shed more light 
on ESG fundamentals for investment research 

and analysis, Lacaille says the job for fund man-
agers is then to figure out if the issues are 
already priced: “You might find a company that 
is overusing resources in some way and try to 
work out whether that is a sustainable business 
or to avoid it. You may have another company 
that is incredibly economic with its use of 
resources and then the question is whether 
that is already in the price. In short, are you 
earning the right discount on a company with a 
non-sustainable business model or are you 
paying too much?”

Lacaille says the partners of Project 
Delphi are now going from the intellectual stage 
to questions of practicality and utility: “Ulti-
mately you want to look at investment portfo-
lios and compare them against various ESG 
metrics or benchmarks and look at how you deal 
with various sustainability outputs and keeping 
it refreshed. What sort of partners would you 
need to do that with? We are in the fortunate 
position where we have a consortia of investors 
that have expressed an interest. But we think 
there will be other investors who will be 
interested. We expect investors to use this 
framework because it’s had a lot of intellectual 
capital put into it, and its open architecture! For 
our own business, we’ll consider what State 
Street has in its own data analysis capacity: the 
custody business, for example, has a large client 
base that has an interest in looking at their 
portfolios in different ways, so that’s one avenue 
that we naturally want to explore. But we have to 
be client driven.”

Lacaille says the compound annual 
growth rate (CAGR) of its ESG business in 
recent years has been very strong: “There’s 
been a lot happening in the Netherlands and 
Nordics with defined benefit plans, and public 
pension funds in the US have been very 
interested. I think another future prospect is in 
the wealth area where you have assets handed 
down the generations to younger family 
members who have a very different point of 
view on these issues. You see that in the 
philanthropy space also. I think that’s why the 
ETF angle may be a particularly interesting 
one. Wealth management is being transformed 
by ETFs. It’s changing the economics of that 
businesses in the sense that advisers need to 
be showing high value/high alpha, but also 
increasingly understanding ‘how’ their clients 
want to invest for long-term sustainability.”

“We aren’t trying to 
standardise the world. 
What we are saying is that 
if we have a consensus what 
would it look like?”

Rick Lacaille
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Millennial 
wealth set to 
power market
The sustAinAble investment mArket is 
poised for explosive growth as millennials, 
those born between the years 1980 and 2000, 
seek out sustainable investment vehicles that 
provide solid returns but also have a positive 
impact on the wider world, whether it’s 
renewable energy or providing clean water for 
people in emerging markets. In the US alone, 
millennials account for approximately 80 
million individuals while across the European 
Union, it is estimated that millennials account 
for 24% of the adult population.

Millennials embody different investment 
and consumer values than those of their 
parents’ generation and have been outspoken 
in demanding greater accountability and trans-
parency, especially from banks, wealth and 
fund managers. 

New generation, new values
For anyone who doubts the significance of 
millennials, consider that both Facebook and 
Spotify were founded by these under-30 
entrepreneurs. This technically savvy, social 
media driven generation has grown up against 
a backdrop of technological innovations such 
as mobile and social media, which has given 
them access to information and services 
undreamt of by previous generations. Conse-
quently, they are more aware of issues such as 
climate change and child poverty. Millennials 

want to make sure that the companies in which 
they invest and the products that they buy are 
not harming people or the environment and 
are sustainable at all levels. Corporations 
across industry sectors have realised that they 
need to connect with this new generation or 
risk being left behind.

A survey conducted by Morgan Stanley 
earlier this year found that millennials are 
more progressive than Generation X and baby 
boomers and women are more progressive 
than men when it comes to sustainable 
investing. Sustainable Signals: The Individual 
Investor Perspective by the Morgan Stanley 
Institute for Sustainable Investing in the US, 
found that millennials were twice as likely both 
to invest in companies or funds that targeted 
specific social/environmental outcomes and to 
divest because of objectionable corporate 
activity. Millennials were most open to the idea 
of sustainable investing (84%) as compared to 
Generation X (79%) and baby boomers (66%). 
Women were also more likely to consider 
sustainable investing than men, with 76% of 
surveyed investors showing interest in 
sustainable investing, compared to 62% of men. 
They were nearly twice as likely as male 
investors to consider rate of return as well as 
the impact of their investment when making an 
investment decision (40% compared to 23%). 
The research considered the views of 800 

FIONA REYNOLDS
Managing Director
Principles for Responsible Investment (PRI)
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Each quarter, Fiona Reynolds, PRI 
Managing Director, writes a topical 
thought piece
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individual investors based in the US, a quarter 
of those aged 18 to 32. Over 70% of active 
individual investors (71%) described them-
selves as interested in sustainable investing, 
and nearly two in three (65%) believed sustain-
able investing would become more prevalent 
over the next five years.

Millennials challenge status quo
As Generation X prepares to pass trillions in 
financial and non-financial assets to their 
offspring in the next 10–20 years, the financial 
clout of millennials will become ever more 
considerable. Financial advisers have some-
times been slow to grasp these new realities in 

terms of developing products that address 
the social and environmental concerns of 
millennials. Women in particular will play a 
key role in years to come.  It is estimated that 
women hold more than $5trn in investable 
assets. Yet many high net worth women have 
expressed the view that the financial services 
sector does not consider the outlook of 
women investors when it comes to sustainable 
investing.  

Given that millennials grew up against a 
backdrop of financial turmoil and financial 
models which were shown to be unsustainable, 
little wonder that many of them say they 
distrust traditional financial advisers and are 
sceptical of many of the investments favoured 
by their parents. When dealing with financial 
advisers, millennials are highly engaged 
investors who are not afraid to challenge 
so-called experts.

Millennials take a holistic view of investing
By aligning their roles as professionals and 
consumers with their personal values, millenni-
als are interested in holistic investing strate-
gies that address their concerns over social 
and environmental issues, which is why these 
considerations are embedded into their 

investment decision making process, rather 
than something on the fringe. In their eyes, 
financial, social and environmental outcomes 
are inextricably linked and you can’t have one 
without the other.  

Lastly, as more and more research is 
published, which clearly shows that incorporat-
ing environmental, social and governance 
(ESG) factors into investment decisions leads 
to meeting or exceeding market benchmarks, 
millennials are confident that sustainable 
investment and attractive returns can go 
hand-in-hand. And they will take time to seek 
out products that help them to achieve these 
goals.

Corporates respond to millennial agenda
Within the financial services sector, banks 
have been responding to these new demands 
from millennials.  For example, PRI signatory 
Bank of America’s Global Wealth & Invest-
ment Management (GWIM) division, com-
prised primarily of Merrill Lynch Wealth 
Management and US Trust, saw increased 
demand from clients to ensure that their 
investments express their personal values 
and have a positive impact on society.  Recent 
research by US Trust found that one-half 
(50%) of high net worth investors consider 
social and environmental impact an impor-
tant part of investment decision-making (up 
from 45% in 2013).

The financial services sector is not alone 
in responding to the new mindset of this 
generation of investors. Millennials are very 
discriminating about the jobs they choose, the 
products they buy and where they shop, as well 
as how they invest. They want to make money 
but at the same time, they also want to ensure 
that their investments and purchase have a 
positive impact on society or the environment.

Unilever, another PRI signatory, has 
seen the new demand from millennials and 
responded accordingly, for example, looking 
at new ways to source products and design 
packaging that is more environmentally 
friendly, in addition to developing new 
business models that embrace issues such as 
tackling deforestation, championing sustain-
able agriculture and making sure sustainabil-
ity is embedded into supply chains. Unilever 
recognises that if consumers and investors 

are not satisfied with how companies are 
responding to ESG issues, they will take their 
business elsewhere.

And this strategy is paying off. Earlier 
this year, Unilever announced that the brands 
leading its sustainability agenda accounted for 
half of the business’s growth last year and grew 
twice as fast as its other brands.

Finally, the power of millennials is being 
demonstrated by the fact that they are eroding 
the power base of iconic businesses such as 
McDonalds, as they eschew the traditional fast 
food brand in favour of low-cost healthier alter-
natives.

Financial advisers must up their game
Millennials are looking to financial advisers to 
understand their goals and objectives. And if 
this is not the case, then they are happy to seek 
advice from other sources. Understanding and 
executing the necessary changes in business 
and client service models to accommodate the 
new millennial investment agenda will be 
crucial for asset managers as they seek to 
respond to the demands of millennials. 

Accurate and timely information is important 
to this group of investors, as is disclosure and 
transparency. Asset managers must also offer 
a range of products that meet investor 
demands for environmental and social 
concerns. Finally, a range of new online 
investment services means that many millenni-
als may completely forego the use of tradition-
al financial advisers, making it ever more 
critical that advisers demonstrate the value-
added they can provide to this game-changing 
generation.

“Millennials are confident 
that sustainable investment 
and attractive returns can 
go hand-in-hand”

“Millennials are looking 
to financial advisers to 
understand their goals and 
objectives. And if this is 
not the case, then they are 
happy to seek advice from 
other sources”
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HeADs of stAte, financial ministers and 
development leaders came together in Addis 
Ababa in July to agree on a plan to implement 
and finance the post-2015 development agenda, 
to be ratified in September by the UN General 
Assembly. 

The scope of our presentations at the 
International Business Forum and the UN 
Environment Program side event was twofold:
➤  To bring to life the recommendations in our 

Roadmap to Sustainable Capital Markets.
➤  To highlight the massive missed opportunity 

in the negotiations of ignoring responsible 
stewardship for the trillions swirling around 
the capital markets.  

We also spoke at the Aviva-convened side 
event Reform of Financial Systems to Incentiv-
ise Investment in Sustainable Development. 
The panel appeared to be the only side event 
that brought together representatives from civil 
society as well as the investment community. 

The road to Addis
For generations, policy-makers have sought to 
align the interests of the financial markets and 
society. Nowhere is this tension more keenly 
felt than between capital markets’ steadfast 
allocation of capital to short-term, unsustain-
able uses and the increasingly urgent need to 
plan for the long term and tackle a range of 
environmental and social issues, such as 
poverty, climate change and human rights.

Success of the Sustainable Development 
Goals (SDGs) will require the mobilisation of 
innovative sources of financing while also 
phasing out investment in unsustainable 
activities. 

In other words, financial systems and 
capital markets are needed that address ESG 
issues at every stage. This involves ensuring 
that they are comprised of intermediaries that 
embed ESG issues and long-term thinking 
throughout their operations and culture.

The missing piece
Public policy-makers have traditionally tended 
to focus on aid when considering traditional 
sustainable development issues. We believe 
that considering how the tens of trillions of 
private capital are allocated matters far more. 

But the responsible investment commu-
nity has been notable by its absence in the SDG 
development. Notable exceptions include, 
among others, the Swedish AP funds, Investec, 
the UNEP Enquiry and the Rockefeller 
Foundation.

As Jeffrey Sachs, the economist, has 
argued, the SDGs should matter to investors 
as they could unleash a wave of growth 
investments. Yet, as we see in the scorecard 
below, the potential for the capital markets to 
raise capital for sustainable uses, move capital 
from unsustainable practices and harness the 
stewardship capabilities of investors has 

steve WAygooD 
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largely been ignored by policy-makers and 
investors alike.  

The six tests 
To help ensure that the outcome document of 
the third International Conference on Financ-
ing for Development (FfD) is fit for purpose for 
financing the SDGs and delivering sustainable 
development we developed six financial fitness 
tests.

We converted these tests into an 
assessment framework to review the Addis 
Ababa Action Agenda.

Here’s our score:
1. Getting prices right: Fail – While there is a 
commitment to rationalise fossil fuel subsidies 
deemed ‘inefficient’ and there is awareness of 
price and tax measures on tobacco being an 
effective means to reduce consumption, there 
is no specific call to action. Overall, the lack of 
pricing in of externalities is absent.
2. Getting incentives right: Fail – There is a 
commitment to develop policies and regulations 
which align private sector incentives for public 
goals, and a call for WTO members to correct 
and prevent trade restrictions and distortions 
in agricultural markets, including through the 
parallel elimination of all forms of agricultural 
export subsidies and disciplines on all export 
measures with equivalent effect. There is also a 
commitment to addressing excessive tax 
incentives particularly in extractive industries 
in the least developed countries. 

However, there is no recognition of the 
short-term and often perverse incentives in 
the capital markets, nor specific initiatives to 
address these unsustainable incentives and 
thereby promote investment in sustainable 
development.
3. Securing capital: Fail – There is still no 
evidence of a capital-raising plan, nor sufficient 
investable instruments created to finance the 
SDGs. The only consideration appears to be the 
encouragement to explore green bonds, vaccine 
bonds and a carbon pricing mechanism. This is 
a central problem with the outcome.
4. Systemic transparency: Fail – The proposal 
regarding integrated reporting becoming 
mandatory has disappeared. Instead what 
remains is a vague commitment to promote 
corporate sustainability, including reporting 
on environmental, social and governance 

impacts, to help to ensure transparency and 
accountability. The ‘what’ and the ‘how’ are not 
detailed in any meaningful sense. 

There is no mention of transparency by 
investment intermediaries including brokers, 
asset managers and asset owners, etc. 
5. Sustainable financial standards: Partial 
success – The call for the creation of a global 
infrastructure forum, which will ensure that 
investments are environmentally, socially and 
economically sustainable, is a hopeful develop-
ment. However, the focus is on development 
banks rather than mainstream infrastructure 
financiers and no standards are mentioned. 
Nor is there consideration of the lock-in effect 
of building infrastructure based on today’s 
technology.
6. Sustainable demand for sustainable 
finance: Fail – The scant consideration on this 
issue focuses almost entirely on impact 
investing.  

There is a vague mention of the encour-
agement of businesses to adopt responsible 
principles and support the work of the Global 
Compact. The document says its aim is to work 
towards harmonising the various initiatives on 
sustainable business and finance especially in 
relation to gender equality.

The only hopeful signal is the call for 
philanthropic donors to consider managing 
their endowments through impact invest-
ment, which considers both profit and 
non-financial impacts in its investment 
criteria. Again, small scale and without 
concrete follow through. Multilateral develop-
ment banks are encouraged to further 
develop instruments to channel the resources 
of long-term investors towards sustainable 
development, including through long-term 
infrastructure and green bonds. However, 
there is nothing on standards or on integrat-
ing ESG considerations into the capital 
markets. Financial literacy is mentioned in 
the context of social inclusion. A commitment 
is made to consider including financial 
inclusion as a policy objective in financial 
regulation, in accordance with national 
priorities and legislation. There is no mention 
of education around sustainable finance. 
There is nothing in the document that would 
help end investors to develop their capacity 
to exert increased and effective demand for 

sustainable and responsible investment by 
businesses and intermediaries of all kinds. 
This is a major missed opportunity.

Making sense of a disappointing outcome
The Addis Ababa Action Agenda retains its 
focus on the billions of official development 
assistance rather than unlocking the capital 
market trillions. This is a massive missed 
opportunity. There is a lack of understanding 
of the workings of the capital markets by 
policy-makers and scant consideration given 
to how ESG can be integrated at all stages of 
the investment chain to promote sustainable 
development. It is in the interests of investors 
to correct this failure. 

Given the broad brushstrokes of these 
outcomes, the follow-up mechanism to the 
Financing for Development process (in light of 
the larger Post-2015 Development Agenda) is 
ever more important. While also vague, it offers 
both an opportunity for continued engagement 
of investors and other stakeholders and a 
process by which to add the necessary defini-
tion and specificity to the Addis outcomes.

To that end, Aviva Investors and Stake-
holder Forum recently convened the Sustain-
able Finance Advocates Network (SFAN). The 
purpose of SFAN is to bring together the 
stakeholder and investor communities working 
on sustainable development financial issues and 
initiatives in order to promote innovative 
solutions and progressive outcomes from the 
post-2015 development agenda and UNFCCC 
processes. We hope it will offer a platform 
through which we can share initiatives and ideas 
as well as educate one another.

We plan to achieve this through enhanced 
stakeholder coordination, capacity building and 
joint advocacy on financial and capital market 
issues to enhance financial literacy of stakehold-
ers on one hand and, on the other hand, raise 
awareness of these important intergovernmen-
tal process within the investor community and 
mobilise participation in the remainder of the 
process. The outcome of the Financing for 
Development was a failure. Let’s work together 
to ensure the SDGs do not fail investors, society 
and the world. 

If you would like to be involved in SFAN please contact 

Abigail Herron
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Beginning in the Winter issue (no 2) of 
ESG Magazine, we will present some of the 
research that is coming through The PRI 
Academic Research Programme. This can be 
followed up in the RI Quarterly, a PRI publica-
tion that translates and distils those research 
insights for investment professionals.

Before that – for the benefit of readers 
who may not be familiar – it’s worth looking at 
what the Academic Research Programme is. It is 
the umbrella for the PRI Academic Network, a 
group of scholars, practitioners and students 
who work on research around the six PRI 

‘Principles’ such as the incorporation of ESG 
issues into investment analysis and decision-
making processes. Another priority is sharing 
tools, resources and best practice on how to 
enhance the effectiveness of implementing the 
Principles.

In addition, the Network seeks to engage 
PRI signatories and responsible investment 
practitioners with academic research that is 
thought provoking, analyses current thinking 
and future trends and provides practical 
recommendations. 

To this practical end, the theme of the 

academic research stream at this year’s PRI in 
Person conference is “From awareness to 
impact: mechanisms of change in responsible 
investment”. 

Discussions will include whether 
education is the biggest barrier to main-
streaming responsible investment, links 
between investment and its impact and 
relevant definitions and measurement, and 
research on ESG and investment performance. 
We’ll also be presenting the PRI–Sycomore AM 
Award for the most outstanding research in 
responsible investment.

On 11 September, we’ll be holding the PRI 
Academic Workshop, a collaboration with The 
Systemic Risk Centre at the London School of 
Economics. The workshop will include discus-
sions of academic research on topics responsi-
ble banking, corporate finance, management 
and sustainability, and different regional 
perspectives on responsible investment. For 
more information and to register, visit www.
unpri.org/london.

As mentioned above, the RI Quarterly 
has previously looked at issues of reporting 
and disclosure as drivers of trust and value, but 
also negative qualities such as being lengthy 
and burdensome. The present issue focuses on 
the impact of the PRI itself, looking at its future 
direction and challenges.

We hold PRI research events around the 
world. A recent event at Copenhagen Business 
School focused on achieving impact, with the 
title: ‘Effective governance – the carrot or 
stick? Perspectives and Performance in 
Europe and Emerging Markets’.

The panellists examined the wider 
implications for ESG activities on investment 
beliefs and behaviour, and whether regulation 
needs to be encouraged or enforced in order to 
increase investor confidence. A full report of 
this debate will appear in the next edition of 
the RI Quarterly, available at the end of 
September 2015. 

For more information, to join the Academic 
Network or to receive news and alerts contact: 
Katherine Ng, Head of Academic Research, at 
academic@unpri.org

kAtherine ng
Head of Academic Research, PRI

Showcasing ESG 
academic research

A NALYSIS

A look at the PRI-led network of universities and professors 
working on responsible investment

Investigating investment 
materiality

 
One mAJor piece of reseArch work 
currently being supported by the PRI 
Academic Research Programme focuses 
on the question: “What corporate disclo-
sure does the wider investment and 
stakeholder community view as material?” 
The research will be based on a survey of a 
large investment universe, including the 
PRI signatory base. 

Global corporations are expected to 
adapt continuously to the information 
needs of stakeholders and society as well 
as ever expanding mandatory disclosure 
requirements and investor demands for 
transparency. Institutional investors 
receive increasing numbers of complex 
corporate reports from which they must 
identify relevant data points to assess 
risks to long-term value. 

But, despite an international 
convergence of financial disclosure 
requirements, there is a proliferation of 
approaches and, often competing, 
voluntary standards for enhanced 
corporate disclosure of this extra-financial 
information. 

A common understanding gaining 
momentum since the global financial crisis 
is that a more holistic view of value 
creation is needed. 

Central to this is the argument that 
enhanced disclosure not only improves 
investors’ ability to evaluate and under-
stand companies’ future performance, but 
that it also satisfies growing societal and 
asset owner demands for an alignment of 
corporate financial performance with 
non-financial factors of the firm. At 
present, ESG reporting generates ‘infor-
mation overload’. No common framework 
exists to guide stakeholders when deter-
mining what enhanced corporate disclo-
sure should be viewed as material. 

To this end The Newton Centre for 
Endowment Asset Management at the 
University of Cambridge Judge Business 
School is collaborating with BNY Mellon 
and PRI to understand the disclosure needs 
of the various stakeholders, to identify 
commonalities and disparities in the supply 
of, and demand for, enhanced non-financial 
disclosure. The goal is to uncover what 
constitutes material information for 
long-term capital providers.
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ESG 2.0: long-term value creation in the 
investment chain 

The evolving relationship between asset owners and managers

Thursday 19 November 2015, Grange St Paul’s Hotel, London

Key sessions:
• Time for managers to get real and fully commit to ESG integration
• Call it collaboration or call it alignment, asset owners are increasingly working together to 

engage with asset managers
• Asset owners as long-term partners, not clients
• It’s still about performance! 
• Focusing capital on the long term: the rise and rise of institutional investor interest in climate 

change in the run-up to COP21

www.responsible-investor.com/esg2

RI Events 2015–16

2015
19 November
ESG 2.0: long-term value 
creation in the 
investment chain
London

8–9 December
RI Americas 2015
New York

2016
23–24 February
RI Asia 2016
Tokyo

10 March
Decarbonise/ 
Re-energise Workshops
Paris

14 March
Decarbonise/ 
Re-energise Workshops
Amsterdam

16 March
Decarbonise/ 
Re-energise Workshops
Stockholm

22–23 June
RI Europe 2016
London

From the publishers of

RI Americas 2015 

8–9 December 2015, Bloomberg, New York

Key sessions:
• Corporate governance trends in the Americas: the investor perspective.
• Live from Paris: what does the COP21 UN climate change conference mean for corporates and 

institutional investors? What will Obama’s green legacy be, and what’s the investment play?
• Institutional carbon divestment: how serious is it, where is the money going, how will the 

divest/invest campaign develop?
• Pensions in the Americas – can long-term sustainable investing dig US funds out of their 

funding hole? The state of play in Canada. Promoting sustainable retirement in LatAm. 
• Can corporates work together with investors for long-term value creation?

www.responsible-investor.com/americas 2015

events

www.responsible-investor.com/events Magazine

-

ESG and sustainable �nance
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The LAtin SustAinAble Investment 
Forum (LatinSIF) is on the verge of introduc-
ing its first financial institution members after 
building its network for the past three years 
with support from ESG service providers and 
Latin American stock exchanges. Alejandro 
Navarro, who set up LatinSIF, and Maria Tinelli, 
who has supported it since inception, speak to 
ESG magazine about its journey. 

Navarro, who was until recently a responsi-
ble investment associate at Sustainalytics, set up 
LatinSIF after conversations with the Colombian 
Stock Exchange, the PRI and Deloitte. Tinelli was 
previously Head of Global Networks at the 
UN-supported Principles for Responsible 
Investment. She is now Responsible Investment 
Advisory Council Member at GovernArt, the 
Chilean CSR and advisory business, and is a 
founder of Acrux, an impact investing advisory 
service focusing on laggard markets in South 
America. 

Other key players in the development of 
RI in the region have been Vigeo and Eiris. The 
idea was to emulate other Social Investment 
Forums (SIFs) in Europe and the US with a view 
to promoting responsible investment in Latin 
America.

Tinelli explains that while Brazil, which 
has a board seat on the PRI, is quite well 
advanced in responsible investment, the rest of 
LatAM was lagging behind. They can be 
divided into two tiers: the first formed by 
Colombia, Peru and Chile; the second by 
Argentina, Uruguay, Ecuador and Bolivia. One 
of the decisive factors that determine this 
divide is the existence or not of regulation 
conducive to responsible investment. In Brazil 
Resolution 4,327 from the Central Bank 
establishes guidelines for all financial institu-
tions for the creation and implementation of 
social and environmental responsibility 
policies. In addition, Resolution 3,792 from 
2012 requires that pension funds mention 
whether they observe ESG issues in their 

investment policies. The legislation has an ‘ask 
for information approach’ rather than a 
prescriptive effect. In 2015, Peru’s Superin-
tendency of Banks and Insurance passed 
Resolution Nº 1928-2015 by which all invest-
ments above $10m (in which a bank has 
participated) must report on environmental 
and social aspects. 

The country’s economic outlook, its 
openness to international investment, and the 
existence or not of active organisations that 
promote RI in the country represent other key 
factors for the different levels of market 
development in these countries. 

LatinSIF started with a roadshow with the 
PRI to Chile, Peru, Colombia and Mexico to speak 
to and hear from pension funds, asset managers, 
insurance funds and stock exchanges. 

In getting LAtinSIF going, Navarro says the 
latter have been key: “Stock exchanges have 
helped lead the conversation,” he says. 

“Because of global conversations on projects 
such as the Sustainable Stock Exchange 
Initiative, questions are being asked of 
exchanges and they need to respond.”

But, Navarro says, this brought chal-
lenges too: “One big thing needed from 
investors was for them to demand information 
from the markets. Exchanges can help by 
issuing standards or recommendations, but if 
investors don’t use that information the 
initiative will lose strength. It reinforced the 
message of building LatinSIF as a community 
along the investment chain from company 
issuer to exchange and then investors.”

The Colombian securities exchange,  
Bolsa de Valores de Colombia (BVC), was 
integral in lining up the organisation’s major 
financing. LatinSIF and the BVC presented the 
project to the Dutch government, but to get 
the funding it needed a counterparty. The BVC 
approached investors for support and the 
project was finally seeded with €450,000 over 
three years from 2014. 

With the cash injection the next step for 

the LatinSIF, says Navarro, is ‘formalisation’, 
having come from a start-up background. It 
has received support from fellow SIFs around 
the world in its structuring and organisation. 
And it has worked with the PRI Academy, the 
online training tool, and others to organise 
responsible investment training webinars in 
Latin America, which Navarro says have been 
oversubscribed by attendees including asset 
managers, banks and regulators.

Going forward, Navarro says LatinSIF is 
working on ESG disclosure by companies. It is 
also working on a project involving Bloomberg 
and stock exchanges to raise awareness for local 
companies and investors of the information 
that is available in Latin America on ESG issues. 

It also hopes to work with the United 
Nations Environment Programme Finance 
Initiative (UNEP FI) on fiduciary duty in Latin 
America: “Freshfields was published in 2009 and 
it doesn’t look at the Latin American market. We 
want to have that conversation to have a better 
understanding on how the ESG framework 
relates to legal duties in the region,” Navarro says. 

He also hopes that Grupo Sura, a 
pan-Latin American financial player will take a 
lead promotion role with LatinSIF going 
forward. Based in Colombia, it is, Navarro says, 
considered one of the most advanced practi-
tioners in responsible investment.

Looking back over the last three years, 
Navarro credits Michael Jantzi, CEO of 
Sustainalytics, for “betting on a market and a 
mission” by enabling him to work for the 
company while launching LatinSIF. 

Navarro is currently doing a masters 
degree in Switzerland and so Tinelli and Maria 
Clara Rendon, Adjunct Professor - Ethics and 
Corporate Responsibility at EAFIT University 
in Bogota, Colombia, are handling the work of 
Latin SIF.

It’s clear that after small, starter steps 
over the last three years, LatinSIF is now 
growing up and making strides.

http://www.latinsif.org

27%

Regional Focus: ESG in Latin America

A N ALYS IS

LatinSIF grows up

VIBEKA MAIR



Ships gather near remaining oil 
platforms near the site of the 
Deepwater Horizon wellhead, 
leaving oily wakes as they move 
through the polluted water, 
May 2010

© Daniel Beltrá, courtesy of 
Catherine Edelman Gallery, 
Chicago





Sustainability pundits might argue that 
the US major league baseball player, Yogi 
Berra, who coined the phrase ‘The future 
ain’t what it used to be’, was a far-seeing 
hippie and that he knew way back in the 
1980s that our vision of the future needed  
some rearranging

The future 
ain’t what it 
used to be
SustAinAbility punDits might Argue that 
the US major league baseball player, Yogi Berra, 
who coined the phrase “The future ain’t what it 
used to be”, was a far-seeing hippie who knew 
way back in the 1980s that our vision of the 
future needed some rearranging.

In the same decade, the Brundtland 
Commission defined sustainability as “meeting 
the needs of today’s generations without 
compromising the ability of future generations 
to meet their needs”.  As far as definitions go, 
it’s relatively young when compared to the 
much older interpretation of investment, 
which is generally understood as putting 

“money” into an asset with the expectation of 
growth and/or income. Combining these two 
ideas is the challenge of sustainable investing.

The big issue here is one of time. Sustain-
ability requires a multi-year time horizon, while 
investors are taking an increasingly short-term 
view. In light of this disparity, some argue that 
to reconcile these divergent timeframes 
requires a review of how a market economy 
measures the health of a nation in terms of 
growth.

One of the main measures of economic 
health is gross domestic product (GDP) in 
absolute terms, or GDP per capita as a relative 
measure. This is problematic since GDP does 
not effectively account for the cost of externali-
ties.  As a result, long-term systemic risks to 

prosperity, eg, pollution and health, are not 
effectively “priced”.  Without mechanisms to 
reflect these negative, unpriced externalities, 
our ability to steer the economy onto a 
sustainable path is compromised. 

Consider a company whose product 
causes ill health. If the costs associated with 
the resultant ill health are not “priced”, the 
company profits at the expense of the consum-
er. However, when healthcare insurers and/or 
governments begin to pick up these costs, the 
economic system comes to the rescue by 
finding mechanisms to price these risks, either 
through taxes, price increases or limitation on 
market access (age restrictions/availability). 

However, introducing the price of 
externalities into the market is no easy task, 
and is one that is usually accompanied by 
lengthy legal battles over issues such as the 
science of causality, individual rights and 
informed choice. 

Notwithstanding this, the perception 
globally is that sustainability risks are on the 
rise and have significant impacts on the 
stability of long-term economic growth. The 
World Economic Forum’s Annual Risk Percep-
tion survey asks respondents to name their top 
five risks out of a list of 31. The 2015 survey 
(10th edition) again confirmed that sustainabil-
ity risks are material many of which exist as 
unpriced externalities.

Jon DuncAn 
Head of Sustainability Research & Engagement 
Old Mutual Investment Group South Africa

JON DUNCAN is Head of Sustainability Research and 
Engagement at the Old Mutual Group, and is responsible 
for developing a capability to incorporate ESG factors 
into company analysis and valuation, as well as input into 
boutiques’ portfolio positioning.

He is also responsible for driving and represent-
ing Old Mutual Investment Group in industry discussions 
on socially responsible investing (SRI) and environmen-
tal, social and governance (ESG) principles, regulations 
and frameworks such as the South African Code for 
Responsible Investment (CRISA) and the Principles for 
Responsible Investment (PRI).

He has a proven ability in managing and growing 
a multidisciplinary sustainability consulting practice 
operating across diverse geographies in multiple sectors. 
Jon also has considerable technical expertise in energy, 
corporate governance, climate change, water, waste and 
social issues, as well as significant experience in strategic 
corporate environmental and social risk management. 

SP ONSORED C OMMENTARYE SG  + OLD  M U T UAL
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The survey suggests that over the last 10 
years business leaders are waking up to the 
idea that the externalities generated by our 
current growth model threaten our ability to 
generate stable long-term growth. The notion 
that our current engine of economic growth 
potentially holds within it the seeds of our own 
demise is a curious one that presents sustain-
able investors with a conundrum.

This was well illustrated in 2014, when the 
Mexican government imposed a tax on the salt 
and sugar content of junk food and drinks. This 
was a bid to address an externality in the form of 
an obesity epidemic that threatened to increase 
an already-huge national healthcare burden. 

The result of this was analysis quantify-
ing the negative impacts on food producers, as 
well as the opportunity set around nutritious 
foods/natural sweeteners. So, in general, 
investors have a choice, they can take a 
downside risk approach and try to anticipate 
when and how companies will be required to 
internalise the cost of externalities, or they can 
look to the considerable opportunities that 
emerge from looking at the world through a 
sustainability lens.  

The World Business Council for Sustain-
able Development has indicated that the 
market for solution providers in the low-car-
bon energy, water, sustainable food, education, 

healthcare and natural resource sectors could 
be between US$2 trillion and US$10 trillion 
annually by 2050. 

Investing in assets that contribute to 
building a socially equitable, ecologically stable 
and economically vibrant society, while at the 
same time minimising externalities is, in 
essence, what sustainable investing is about.  

For this to become mainstream, there is 
a need for cohesive action across the invest-
ment value chain, from issuers, asset managers 
and capital providers to exchanges and 
regulators.  

Connecting the dots between the 
investments we make today and the quality of 
our future world is possibly one of the more 
vexing challenges for investors. Marrying the 
science of sustainability with the art of 
investing (or, perhaps, vice versa) may well be 
one of the means to do so.

E S G  +  OLD MU T UAL

Asset price 
collapse

Asset price 
collapse

Asset price 
collapse

Asset price 
collapse

Fiscal crises Major systemic
financial failure

Major systemic
financial failure

Fiscal crises Water crises

Retrenchment 
from 
globalisation

Retrenchment 
from 
globalisation
(developed)

Retrenchment 
from 
globalisation
(developed)

Retrenchment 
from 
globalisation
(developed)

Climate change Water supply
crises

Water supply
crises

Climate change Rapid and 
massive spread
of infectious
diseases

Interstate and
civil wars

Slowing Chinese
economy (<5%)

Oil and gas
price spike

Oil price spikes Geopolitical 
conflict

Food shortage
crises

Chronic fiscal
imbalances

Water crises Weapons of
mass 
destruction

Pandemics Oil and gas
price spike

Chronic disease Chronic disease Fiscal crises Chronic fiscal
imbalances

Diffusion of 
weapons of mass
destruction
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and under-
employment

Interstate 
conflict with
regional
consequences

Oil price shock Pandemics Fiscal crises Fiscal crises Extreme energy
price volatility

Extreme 
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energy and
agriculture prices

Failure of
climate change
adaptation

Critical 
information
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breakdown

Failure of
climate change
adaptation

1st
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3rd
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�  Economic  �  Environmental  �  Geopolitical  �  Societal  �  Technological

 
Source: Global Risks reports 2007–15, World Economic Forum.
Note: Global risks may not be strictly comparable across years, as definitions and the set of global risks have emerged with new issues emerging on the 10-year horizon.
For example, cyber attacks, income disparity and unemployment entered the set of global risks in 2012. Some global risks were reclassified: water crises and rising income
disparity were recategorised as societal risks and as a trend, respectively, in 2015. The 2006 edition of the Global Risks report did not have a risks landscape.

Top 5 global risks in terms of impact

10 global risks

1. Fiscal crises in key economies

2.  Structurally high unemployment/ 
underemployment

3. Water crises

4. Severe income disparity

5.  Failure of climate change mitigation  
and adaptation

6.  Greater incidence of extreme weather 
events (eg, floods, storms, fires)

7. Global governance failure

8. Food crises

9.  Failure of a major financial mechanism/
institution

10. Profound political and social instability

Source: WEF Global Risks Perception Survey 2013–14

Note:  From a list of  31 risks, survey respondents were 

asked to identify the five they are most concerned about.
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A ship drifts amidst a heavy 
band of oil spilled in the Gulf of 
Mexico from the Deepwater 
Horizon wellhead, May 2010

© Daniel Beltrá, courtesy of 
Catherine Edelman Gallery, 
Chicago
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Interview: Audrey Choi, CEO, Morgan Stanley Institute for 
Sustainable Investing

Investing with 
impact
In 2013, Morgan Stanley’s Chairman & CEO 
James Gorman launched the Morgan Stanley 
Institute for Sustainable Investing, saying “it is 
abundantly clear that the solutions to global 
challenges can only achieve the required scale if 
they can attract a critical mass of private 
capital”. Gorman set an ambitious goal of 
deploying $10m of Morgan Stanley’s client 
assets to the initiative and outlined three 
priority areas: product development, thought 
leadership and capacity building. Two years on, 
ESG Magazine speaks about the Institute for 
Sustainable Investing’s progress with its CEO, 
Audrey Choi, a former policy adviser during the 
Clinton administration, ex-Wall Street Journal 
correspondent and current member of Presi-
dent Obama’s US Community Development 
Advisory Board. 

James Gorman made a big statement by 
launching the Institute for Sustainable 
Investing. What did it mean for the bank?
It demonstrated serious top-level support to 
the effort around sustainable investing. It was 
an important and distinctive commitment to 
ESG issues as a fundamental part of business 
and the future of finance. Sustainable investing, 
done right, looks as thoughtfully and holisti-
cally as possible at the many things that drive 
business value. ESG impacts are fundamental 
to good business and long-term value creation. 
The institute was set up to drive Morgan 
Stanley’s development of new product 
strategies and to get private sector capital to 
profitable investments with positive and 
environmental outcomes. 

What projects has the institute been 
working on?
We launched Investing with Impact, a platform 
that has 130+ products. We are also looking at 
model portfolios with sustainability in mind. 
The platform helps organise our landscape for 

investment. We have four categories: 1) values 
alignment, 2) ESG integration, 3) sector 
alignment: products that target a specific 
sector such as housing or renewables and 4) 
impact investment in private equity or private 
debt options. 

What are your views on the burgeoning 
impact investment market?
Innovations such as social impact bonds and 
pay-for-success programmes are very exciting 
and we are watching them very closely. We have 
had many conversations with investment 
foundations around these topics. 

How has the institute affected other parts of 
Morgan Stanley’s business?
We work closely with other parts of the 
business that are focused on ESG issues. For 
example, our equity research team looks at the 
materiality of ESG factors. On the bonds side, 
we are the number two underwriter of green 
bonds in the world. In June, the bank issued its 
own inaugural green bond for $500m to fund 
existing and future renewable energy and 
energy efficiency projects.

What is the institute doing on thought 
leadership?
We are very focused on building out the field 
for the next generation. 

We launched The Sustainable Investing 
Challenge to bring together sustainable 
investment leaders with students at a day 
hosted by the Morgan Stanley Institute for 
Sustainable Investing, Northwestern Univer-
sity’s Kellogg School of Management, and 
INSEAD. The students had entered proposals 
to address critical social and environmental 
challenges that are geared to attract institu-
tional investors seeking positive impact and 
competitive returns.

First place went to a team called Blue 

Forest Conservation Notes from the Haas 
School of Business at the University of Califor-
nia Berkeley with an investment that works to 
monetise the shared benefits of forest manage-
ment in the US. All the results can be seen on 
our website: http://sustainableinvestingchal-
lenge.org/finalist-teams/

Morgan Stanley recently released a report 
on individual investor’s views on sustain-
able investing. Tell us about the findings.
The survey was called Sustainable Signals: The 
Individual Investor Perspective. Millennials are 
twice as likely to both invest in companies or 
funds that targeted specific social/environmen-
tal outcomes and divest because of objection-
able corporate activity. Millennials are also most 
open to the idea of sustainable investing (84%) 
as compared to Generation X (79 %) and baby 
boomers (66%). Women were more likely to 
consider sustainable investing than men, with 
76% showing interest in sustainable investing, 
compared to 62%. Sustainable investment is 
real and it is not going away. Other fascinating 
results are that 72% of investors believe they 
will achieve more profit with sustainable 
investing. But, 54% of people are not sure if you 
sacrifice returns. There is a real need to probe 
more into performance. We’ve started with our 

‘Sustainable Reality’ report, which analysed the 
performance of more than 10,000 mutual funds 
and found that sustainable equity funds met or 
exceeded median returns of traditional equity 
funds during 64% of the time periods examined. 
Over the longest time period analysed (seven-
year trailing, 2008–14), it found that sustainable 
equity funds met or exceeded median returns 
for five out of the six different equity classes 
examined, such as large-cap growth strategies. 
There is so much assertion of interest, and we 
want to dig into that in a data driven way. These 
questions need to be answered, and this is the 
mission of the institute.

A N ALYS IS

Audrey Choi
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The lighter side of 
sustainability life, things 
to do out of work in the ...

A NA LYSIS

ESG 
Café Eat: Waterhouse Restaurant

SustAinAbility professionAls based in or visiting London (during the PRI in 
Person conference, for example) who want to combine a business breakfast, lunch or 
dinner with social ‘impact’ should look no further than the Waterhouse Restaurant, 
on the edge of the City of London. 

Since opening in 2008, Waterhouse has been serving up delicious dishes from 
its seasonal menu. The venue has a view and terrace directly on the Regents Canal; 
built in 1820 as part of the regeneration of London, and more recently reclaimed as 
part of the city’s 21st century development.  

It was voted runner-up of ‘Best Ethical Restaurant 2013’ in the Observer Food 
Monthly magazine. 

Set up and managed by the Shoreditch Trust – a charity working to reduce 
social and economic disadvantage and promote welfare in the local borough of 
Hackney – it trains young people for career progression and life stability. The 
restaurant hosts the Trust’s Blue Marble Training Scheme to train local young people 
aged 16 to 25 who have been through personal or family difficulties. It provides them 
with mentoring and work experience to help them transition successfully to inde-
pendent living via long-term employment in the food and hospitality industry. 
Waterhouse Restaurant has worked with 94 young people, many of whom have gone 
on to be successfully employed in some of London’s top restaurants.

The restaurant has also been built with the environment in mind. Using natural 
materials and featuring wood panels and table tops throughout it has achieved a 
simple, modern design. Renewable energy, mostly solar from its rooftop, supports its 
energy needs. Energy saving measures were also implemented from the beginning. Its 
open plan kitchen can be seen from your table. The restaurant recycles food waste, 
using a food macerator to reduce bulk. It also works with suppliers to encourage them 
to reduce the amount of packaging that they bring with deliveries. And sustainability 
is integrated into sourcing ingredients for the seasonal menu: the meat, fish, fruit and 
vegetables are from local and organic suppliers where possible. The nearby, inde-
pendent Redchurch Brewery is where its beers are bought.

Waterhouse closes its doors to the public two evenings per week and on 
Sundays to cater for private hires, but is also used to host initiatives and volunteer 
events in the local community. A conference venue upstairs can take bigger gather-
ings. It’s a sustainable restaurant driven by a social mission. Its ‘buzzing’ atmosphere 
is testament to a great location, fine food, and service by motivated staff that are 
building their lives and careers!

 
Read: Book reviews

John KAy
Other People’s Money
Masters of the Universe or Servants of the People

This is A hugely importAnt book that everyone in 
sustainable finance should read.

In 2012, Kay, one of the UK’s leading economists and 
public policy figures, and sometime Financial Times 
columnist, published the eponymous and influential Kay 
Review of UK Equity Markets and Long-Term Decision 
Making. That review of fund management called for a radical 
shortening of the investment chain, more concentrated (and 
therefore focused) investment portfolios, a return to 

culturally-acceptable financial behaviour (via stronger governance) rather than 
excess/misguided regulation. 

HUGH WHEELAN and ANETA ATANASOVA
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Search (for real corporate growth/investment 
opportunities) and Stewardship (governance) are Kay’s 
watchwords. 

The review was a slow burner, but important. It has 
lead to Stewardship codes around the world and contrib-
uted, no doubt, to the slow, tanker-like shift by the world’s 
biggest asset owners to become genuine ‘agents’ in the 
management of the assets entrusted to them.  

In this book he extrapolates his Review to the broad 
functions of finance: capital allocation, bank deposits and 
investment, while examining the problems and potential 
in regulation and reform. He argues that finance will 
never regain trust until it is judged, like other utilities 
such as gas and electric, on the effectiveness of its 
delivery against its purpose (saving, retirement, econom-
ic growth) not as a self-enrichment scheme for corporate 
bosses and financiers (the current Masters of the 
Universe). It is, of course “Other people’s money” that 
enriches many of these. That balance of power needs to 
shift radically, he argues. He’s right. The dog must wag 
the tail, not the other way around.

The book is an extended argument in support of 
productive investment against the noise of trading that has 
infected economies and captured politics. It clearly pre-
sents the rationale for why the former must be prioritized, 
and more importantly, how it might be so. It’s written to be 
understandable and heavyweight. Kay is one of the most 
analytical and persuasive writers around. And he has the 
economic ‘years’ under his belt to call out jargon and cant. A 
Scotsman, Kay is the heritier of the great Scots economist, 
Adam Smith, whose first principles economics underpin the 
book. Kay’s significance lies in re-booting and realigning for 
modern finance Smith’s neglected Theory of Moral Senti-
ments with his later, oft-cited, economics treatise, Wealth of 
Nations. 

It’s also a heartfelt plea against the stupidity of 
short-termism. An economy that favours (tacitly or 
implicitly) IBGYBG (I’ll be gone, you’ll be gone) behaviour, 
Kay says, will never be socially useful or sustainable. We will 
regret it when the market has eaten itself.

If I have a small gripe, it’s that Kay engages little with 
the ESG world. There’s scant mention of environmental 
risk or investing, nor of the responsible investment 
movement that has been posing some of these same 
questions for several decades. But Kay’s focus is the 
polluted structure of finance itself, and few have proposed 
a better clean up.

This is a book about enlightenment economics; about 
responsible capitalism, that doesn’t make you embarrassed 
to say it, and empowers you to speak up in its favour.

Other People’s Money is published on 10 September by Profile 
Books. £16.99 hardback and eBook.
Buy the book: https://profilebooks.com/other-people-039-s-
money-hb.html
Read the intro at John Kay’s website: http://www.johnkay.
com/2015/06/15/other-peoples-money-introduction

ChieW Chong
Life on Planet WWF

MAny ESG professionAls will 
know Chiew Chong as the man who 
took WWF, the global wildlife and 
conservation NGO, into the 
investment field. 

Chong, who at the time was 
WWF’s Finance Director, created 
WWF subsidiary The Living Planet 
Fund Management Company, that 

launched The Living Planet Funds in 2003. It was a signifi-
cant move for an NGO to sell funds where the companies 
invested in reflected the organisation’s mission. The funds, 
which reached €60m in assets, were run by third-party 
asset managers. Chong left WWF in 2013 and the funds were 
transferred to Coninco, the Swiss fund manager. Now called 
the One Sustainable Fund – Global Environment, it recently 
passed the €100m mark. 

The Living Planet initiative is indicative of the man. 
Few may know that before WWF, Chong was a finance chief at 
several large multinationals before he gave it all up to for 20 

years of campaigning. 
In Life on Planet WWF, 
Chong riffs on those 20 
years at WWF in this 
unusual memoir. He 
writes about cocktails 
with HRH Prince Philip 
and searching desper-
ately for a toilet at 
Buckingham Palace, 

alongside intriguing meetings with diverse characters 
including an archbishop, a Japanese samurai warrior and a 
belly dancer. And of course, there’s wildlife. The fauna 
includes close encounters with a ‘mad crow’, bees, ants and 
more. This is an intimate and humorous view of the global 
not-for-profit that sustainability professionals will also find 
interesting for its crossover in to the world of finance; not 
least how Chong managed to convince the main investors in 
the Living Planet funds to stay when WWF wanted out.

Life on Planet WWF is released on 28 September, published 
by Troubadour: http://www.troubador.co.uk/book_info.
asp?bookid=2804
Price: £19.99 hardback, £14.99 paperback, £2.99 eBook
The book’s website is here: http://www.lifeonplanetwwf.com/
home/4584196100

Party: 51st State 

WhAt Do ESG professionals do in their spare time? 
Some, like Will Oulton, Global Head of Responsible 
Investment at First State Investments in London, 
rock hard –with a conscience, of course. Oulton is the 
guitarist in 51st State, a covers band focusing on 
70s/80s punk and new wave.

The band, well know to ESG professionals, play 
their next gig in London just after the PRI in Person 
conference on Thursday 10 September at The Miller, near London Bridge Station 
(http://www.themiller.co.uk/). 

Don’t expect bad manners and spitting though. The band’s motto is “Never 
judge a band by its covers”!

Good boys one and all: the gig is a fundraiser for a charity. Proceeds go to The 
Bloomfield Learning Centre (http://www.blearning.biz/), which supports children 
with dyslexia. As Oulton notes: “Some of the worlds most talented and successful 
people had or have dyslexia: Hans Christian Andersen, Pablo Picasso, Walt Disney, 
Sir Winston Churchill, Agatha Christie, John Lennon and Richard Branson.”

Entrance is by ticket only and tickets are available direct from Oulton (Will.
Oulton@firststate.co.uk) for £5, with First State Investments matching each 
ticket sold with a £5 donation. Sustainable moshing!

“I was a corporate 
man, together with 
stock options and 
all, but I walked away 
and I don’t regret it”

Inspiration: Joe Strummer
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Not all shareholders are benign and 
interested in the sustainable long term, so…

Why 
should 
companies 
engage 
with 
investors?

While the DesirAbility of responsible 
environmental and social investment policies 
is overwhelming, the foremost open questions 
revolve around corporate governance and the 
extent of board engagement with activist 
shareholders. This has been recognised by the 
European Parliament in its proposals in July 
for the Shareholder Rights Directive seeking to 
promote long-term engagement.

Although they do not own corporations, 
which are separate legal entities beyond their 
full control, shareholders play a relevant role in 
the governance of those corporations. The 
financial crisis has revealed that shareholders 
in many cases supported managers’ excessive 
short-term risk taking. Moreover, the current 
level of ‘monitoring’ and engagement in 
investee companies by institutional investors 
and asset managers is often inadequate and 
too much focused on short-term returns, 
which leads to suboptimal corporate govern-
ance and performance of listed companies.

Greater involvement of shareholders in 
companies’ corporate governance is one of the 
levers that can help improve the financial and 
non-financial performance of those companies. 
Nevertheless, since shareholder rights are not 
the only long-term factor which needs to be 
taken into consideration in corporate govern-
ance, they should be accompanied by addition-
al measures to ensure a greater involvement of 
all stakeholders, in particular employees, local 
authorities and civil society.

At the heart of the governance issue is 
the diversity of shareholder motivation. Not all 
shareholders are benign and interested in the 
sustainable long term, which involves consid-
eration of all other stakeholders. There are 
also self-interested short-term activists who 
lack regard for other stakeholders or the 
foundation of their gains. This is the Achilles’ 
heel of shareholder empowerment: greater 
shareholder rights disproportionately benefit 
the short-term speculator’s strategies and are 
likely to result in further pressure for higher 
prices, which operate to the disadvantage of 
long-term investors. 

The real question, though, is why boards 
should engage at all. Some have argued that it 
is an economic rather than legal imperative, 
but this argument fails to recognise that 
companies do not rely on stock markets as a 
source of equity capital. Quite the opposite is 
now true – listed companies are a source of 
cash and capital for shareholders, particularly 
so when share buybacks are so fashionable. 
Moreover, shareholders should prefer low 
prices to high when exercising their pre-emp-
tion rights in secondary corporate offerings.

A similar issue exists with managerial 
remuneration. When this is directly linked to 
the share price, then management interests 
are not well aligned with long-term investors, 
who should prefer low prices and higher yields. 
When linked to earnings per share, either one 
or many of the other stakeholder groups are 
disadvantaged. 

An overarching issue here is the insertion 
of financial market instability into corporate 
concerns. The introduction of mark to market 
accounting, so-called ‘fair value’, including 
pension accounting, were widely criticised on 
these grounds. Engagement holds the prospect 
of becoming another conduit for this conflation.

One of the few justifications for board 
concern with the share price lies in the use of 
shares in acquisitions. However, given the 
record of widespread failure of mergers and 
acquisitions, and the empirical result that only 
the stockholders of the acquired company 
consistently gain, even this is a poor motivation.

There Are pArAllel concerns on the 
shareholder side. Can we really expect share-
holders to rein in those boards that are 
pushing the envelope of tax avoidance? Did 
shareholders complain when the corporate 
response to globalisation was wholesale 
redundancies, financed by unfunded (often 
even uncosted) awards of generous retirement 
benefits? There are and must be limits to 
shareholder altruism.

There is rather a strong case for weak, 
rather than strong, shareholder rights, and 
with that a form of engagement that does not 
threaten or intimidate the board. Sotto voce, 
rather than the loud and strident voice of 
short-term activists.

The argument that activist shareholders 
reallocate capital efficiently across the 
economy simply does not hold water. Though 
companies may close businesses, sell assets 
and disgorge cash, there is little, if any, evi-
dence that this finds its way into the young 
innovative companies that drive growth.

It is anomalous that shareholders should 
appoint external auditors, given the board’s 
responsibility is to all stakeholders. It is equally 
anomalous that shareholders should have the 
onerous tasks of governance engagement 
thrust upon them. Given the new Directive’s 
concern with greater involvement by all 
stakeholders, it will be interesting to see what 
measures they propose. Perhaps the place to 
start is with the external appointment of 
auditors for listed companies, by organisations 
like the UK’s Financial Reporting Council (FRC) 
or Her Majesty’s Revenue & Customs (HMRC)?

A NA LYSIS

CON KEATING 
Head of Research, BrightonRock Group

The contrarian

“There is a strong case for 
weak, rather than strong, 
shareholder rights, and with 
that a form of engagement 
that does not threaten or 
intimidate the board. Sotto 
voce, rather than the loud 
and strident voice of short-
term activists”
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