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Introduction

 

The debate about Responsible Investment (RI) has been a healthy, but 
sometimes polarising, one in our industry for some time, but there is no 
denying that RI is growing in momentum. 

As clients seek to invest in companies and funds with the aim not only to achieve a 
financial return, but also to generate measurable social and environmental benefits, the 
asset management industry now has the ability to take its social and environmental 
responsibility forward, driving innovation and sustainable entrepreneurship.

At a global level, the challenges that lie ahead are enormous; the world’s population is 
growing rapidly. Those people need access to food, fresh water, education and health 
services, plus increasing urbanisation and the negative effects of climate change are only 
too apparent to us all. This combination of factors, which John Beddington, former chief 
advisor to the UK Government, once described as “the perfect storm”, sounds dramatic 
but will focus today’s discussion.

In some ways, one can argue that the RI market is ahead of the game as it  
inherently focuses on simplicity, transparency and integrity – which are all important 
buying crtiteria.

RI reporting is a key topic on the agenda of asset managers and investors alike, and can 
be an example to the rest of the indusry – but does it still need some harmonisation?

The landscape of RI may also change in future from where it has traditionally had an 
institutional focus, to one that filters into new collectively defined contribution schemes. 

So – is Responsible Investing finally coming of age? 

Articles

At a global level, 
the challenges 
that lie ahead 
are enormous: 
the world’s 
population is 
growing rapidly
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Participants Bio’s

Peter Michaelis
Head of Equities

Peter has worked in fund management for over 14 years. Before joining 
Alliance Trust Investments in August 2012, Peter spent 11 years at 
Aviva Investors where, most recently, he was Head of Sustainable and 

Responsible Investment. 

After completing a PhD in Environmental Economics, Peter started his career working 
for the Steel Construction Institute as an Environmental Engineer. He then moved to 
Henderson Global Investors where he worked as an SRI Analyst and Assistant Fund 
Manager. In 2001 he moved to Aviva Investors, where he was promoted to lead manager 
on a number of its sustainable investment funds. 

Peter has been lead fund manager on the Sustainable Future (SF) Managed, SF UK 
Growth, since April 2005 and UK Ethical fund since May 2001. He is co-fund manager on 
SF Pan European, SF European Growth, SF Global and SF Absolute Growth funds. Peter 
chairs the Advisory Committee. 

Peter holds an MA in Physics from Oxford University, an MSc in Energy & Environmental 
Engineering and a PhD in Environmental Economics. In addition, he holds the CFA Society 
of the UK Investment Management Certificate.   

Coleman Long
Managing Director

Coleman is a managing director in Cambridge Associates’ London 
office. He has a particular interest in serving nonprofits with charitable 
missions and private clients. Coleman works with a number of 

foundations, universities, insurance companies and private clients in the U.K. and Saudi 
Arabia ranging in size from £60 million to over £3 billion. 

Before Coleman joined Cambridge Associates in 2008, he was assistant director of 
research and vice president at Greenleaf Trust.  In this role, he created the firm’s socially 
responsible investment division and initiated the firm’s exposure to alternative asset 
classes.  He was also responsible for developing the firm’s attribution analysis framework 
and Monte Carlo modeling capabilities. Prior to Greenleaf Trust, Coleman worked as a 
research analyst at KLD Research and Analytics.

Education and Professional Credentials

• MBA, Kellogg School of Management, Northwestern University
• Graduate of Yale University
• CFA Charterholder

 

Mark Mansley         
Investment Manager

Mark Mansley has over 30 years experience of investment.  As CIO of 
the Environment Agency Pension fund he has led the revamp of their 
investment strategy to include allocations to real assets and smart 

beta. He has been involved in advising the EAPF over the last decade (since 2011 as an 
employee), particularly on their award winning responsible investment strategy. Previously, 
he worked with Rathbone Greenbank Investments, managing investments for charities. 
Before that, Mark advised a range of fund managers and asset owners, including  
Universities Superannuation Scheme and at Aviva, focusing on improving their investment 
processes and integrating sustainability considerations. He has a Mathematics degree 
from Cambridge and is a Chartered Fellow of the Securities Investment Institute. 

Howard Pearce 
Founder and Executive Director

Howard Pearce is the founder of HowESG, a specialist environmental, 
stewardship and governance consultancy for asset owners and asset 
managers. He is also the independent Chair of the F&C Responsible 

Investment Advisory Council (AUM £1.5bn), independent Chair of the Boards of the 
Berkshire and Wiltshire Pension Funds (AUM £3bn), and an independent RI advisor 
to a number of asset managers in the UK and EU. Howard is also a Non-Executive 
Director of an NHS charity and a UK Port Authority. Between 2003-2013 he was Head 
of Environmental Finance and Pension Fund Management of the Environment Agency 
Pension Fund (AUM £2.3bn). Under his leadership, the EAPF won >30 UK, EU and global 
awards for its financially and environmentally responsible investment, best practice fund 
governance, public reporting and member communications.

 
Mia Ji Sørensen
Research Coordinator

Mia is responsible for contact with European institutional investors and 
ESG research at Kirstein A/S, which is the Danish consultancy based in 
Copenhagen and with an office in Boston. Kirstein A/S undertakes in-

depth investor studies throughout Continental Europe on a yearly basis, and in addition to 
an enhanced focus on ESG and sustainable investment, Mia is covering the development 
of ESG across a range of different European countries. She holds a Bachelor’s Degree 
in European Studies – graduated last year as a Master of Social Science from Aarhus 
University, with work experience from Brussels and Hanoi.

HowESG
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Participants

Climate change 
demands 
investment 
change

Responsible Investing -  

Who and What is shaping the sector today? 

At the end of May, CAMRADATA gathered together a group of asset owners, 
consultants and managers to discuss who and what is shaping the Responsible 
Investing (RI) sector today.

The lively debate produced a number of interesting candidates for the title of “most 
influential group”, ranging from politicians to students; and the biggest insurers to self-
owned boutique asset-managers.

The three takeaways from the event were:-

1. It has never been easier for asset owners to be responsible investors. Asset managers
are offering all kinds of services in this field – pension funds and insurers thus have
a tremendous array of choices with which to match their needs. Moreover, while
pension fund regulation is increasingly prescriptive and short-termist, the message
from leaders of the world’s most powerful nations down, is that climate change
demands investment change. Long-term capital has a major part to play in saving the
world from overheating.

2. Responsible investing is a particular choice asset owners have to be comfortable
making. But any active strategy narrows the investable universe. Looked at this way,
Responsible Investing is a type of active strategy and it is disingenuous of critics
to attempt to divide it from other active management. Several participants felt that
many asset managers, without necessarily applying the label to their strategies,
demonstrated responsible investing often with more effectiveness than branded
‘green’ funds.

7

Ben Yeoh
Senior Portfolio Manager

Ben is the Global Equity team’s Healthcare sector specialist. In addition 
he is the team’s ESG expert and sits in a non-executive advisory 
capacity for Responsible Investment and ESG for a leading UK 

investment trust. Before joining RBC Global Asset Management in early 2014 Ben worked 
in the same capacity for three years at First State Investments. Previous experience 
includes roles at Atlantic Equities where Ben was responsible for global healthcare 
research with a special focus on the US and at ABN AMRO where he was recognised 
with a #1 Thomson Extel rating across all sectors for integrated ESG research. In 2012, 
Ben won the Starmine award for best stock picker in Healthcare. 

Ben holds an MA (Natural Science) from Cambridge University gaining the top first in his 
year. He won a scholarship to Harvard University and studied there at post graduate level 
specialising in behavioural neuroscience. He has passed the CFA level 3 examination.

Karianne Lancee
Senior Pension Investments and Sustainability Manager
Karianne is responsible for overseeing the sustainability practises of the 
majority of Unilever’s pension plans, including but not limited to policy 
development, implementation and global alignment. Additionally, she 
is responsible for overseeing the relationship with some of Unilever’s 

largest plans: the UK, South Africa and Germany. She is also a member of the internal 
Alternatives investment group, researching investment solutions. 

Prior to joining Univest, she worked in the risk management team of P-Solve Asset 
Solutions, the UK based fiduciary manager. 

Karianne has a BSc in International Business Administration and an MSc in Investment 
Management from Cass Business School, London. 

Brendan Maton
Freelance Journalist

A highly experienced financial journalist with an expansive network 
of contacts in the UK and across Europe. Brendan has written about 
pension schemes and national welfare systems from Finland to Greece 

for 18 years and understands the retirement savings industry in each European country. 

Brendan has interviewed EU commissioners and national ministers; central bankers; 
pension scheme heads; insurance chief executives; chief investment officers; actuaries; 
union officials; professional and lay trustees.He worked at Financial Times Business for 
eight years, finally as editor-in-chief of all international pensions titles. Brendan has spent 
the last ten years as a freelancer for a number of publications, including Financial Times, 
Responsible Investor, Nordic region pensions news and IPE. He is also Chief webcast 
host for IPE.

Brendan has acted as conference chair for Financial News, the UK National Association 
of Pension Funds, Dutch Investment Professionals Association (VBA), Corestone, Insight 
Investment, Marcus Evans, Robeco Asset Management, Sustainable Asset Management 
(SAM), Towers Watson.

Univest Company, an investment 
services company, working for the 
benefit of Unilever and its  
pension funds
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investments go (in occupational and personal pensions, mutuals are still prevalent in the 
Nordic region, which means that policyholders own the institution with which they save).

Long agreed with the point that boards, especially of the kinds of foundations and 
charities Cambridge advises, do have to be vigilant of reputational risk. He said such 
clients did not want to be embarrassed by a ‘Wonga’ kind of revelation. And by extension 
this meant that consultancies too have to be competent on ESG in order to advise clients 
in this space. 

Long added, however, that such discussions were secondary. Of primary importance 
was an institutional investor’s articulation of its purpose: “What are we here to achieve?” 
In answering this question, investors can better understand how ESG matters to them, ie 
it is not the first consideration. Moreover, Long and others on the panel pointed out that 
there are numerous avenues for pursuing responsible investing, which is another reason 
for being clear on primary goals – to better understand which avenue to take.

He pointed out, for example, that some mission investors (typically religious foundations) 
practise exclusion. While traditional exclusionary screening may not be seen as 
particularly fashionable compared to other ESG strategies, Long explained that at 
least with a negative screen, modelling outcomes is fairly simple. Not per se a reason 
to implement screening but a worthwhile observation on how investors who exclude 
particular companies or sectors by definition can easily put figures on the consequences 
of their primary goals.

Such quantitative guidance contrasts with positive ESG investing. Here the panel was 
phlegmatic and frank about how asset owners approach the topic. Karianne Lancee, 
senior pension investment sustainability manager for Univest Company, Unilever’s 
umbrella pensions unit, said she had not seen convincing evidence that ESG equated 
to higher financial returns measured by conventional metrics or over conventional time 
periods. Instead, she said in recent years the ‘eureka’ moment for contracted asset 
managers had been the incorporation of ESG into risk management, potentially leading to 
higher risk-adjusted returns.

9

“What are we here 
to achieve?”

In answering 
this question, 
investors can 
better understand 
how ESG matters 
to them

3. Knowledge is king in asset management. Asset managers who cannot answer 
questions about the stocks in their portfolio in client meetings come across very 
poorly. There is an argument that narrow portfolios enable teams to know their 
holdings thoroughly. There is evidence from the Nordic region that ESG works well 
there because asset owners and asset managers understand their local markets and 
can effectively influence companies therein.

The last three months might be judged the greatest period in the campaign to tackle 
climate change. They ended in June with a commitment, albeit verbal, from leaders of the 
most powerful countries in the world to exclude fossil fuels from all industrial sectors by 
the end of this century. 

Given proven reserves of fossil fuels are already three times bigger than the volume which 
can be burnt without raising global temperatures by two degrees, this is a big call by the 
likes of Angela Merkel and Barack Obama. 

But earlier announcements in April by asset owners such as AXA and Norway’s sovereign 
wealth fund – the largest institutional investor in the world – suggest how capital markets 
might keep the politicians’ promise for them. AXA and Norway’s GPFG will divest from 
companies that either produce or rely on a large percentage of coal in their business.

Howard Pearce, former head of the Environment Agency Pension Fund and now a 
consultant to asset owners and asset managers via his advisory business, HowESG, 
considered Carbon Dislosure Project and Carbon Tracker were globally influential 
and helped promote RI.A flotilla of smaller investors, many connected to prestigious 
organisations such as Stanford and Oxford University, have matched or exceeded these 
two giants in their commitment. 

Which may be why the CAMRADATA panel began with an acknowledgement of the 
campaigning work by students in tackling climate change. Coleman Long, a managing 
director at investment consultancy, Cambridge Associates in London, said that students 
have led the way in responsible investing by calling for their own universities to divest fossil 
fuel extractors and users.

Ben Yeoh, senior portfolio manager at RBC Global Asset Management, agreed that 
alternative advocates such as students were useful within a greater movement to bring 
about new behaviour. He linked the climate change movement to the anti-apartheid one 
in South Africa decades ago, where a few groups of reformers pushed the international 
community to make meaningful demands of the Pretoria government. But wherever 
you stand in the climate change debate, he argued that those constituents have valid 
investment needs. Investment managers should be able to cater to those needs as they 
do for example for Sharia compliance.

Peter Michaelis, head of equities at Alliance Trust, said that announcements by major 
French investors such as AXA as well as president François Hollande, showed that France 
was a country “that understands capital markets are there to serve society and not the 
other way round.”

He added that social media and the internet have changed ordinary pension scheme 
members’ access to information. Although he didn’t feel that these members were leading 
Responsible Investing, he pointed out that the reach of social media meant that fiduciaries 
bore greater reputational risk. “Anyone can go online now and see what their pension fund 
holds. Shocks such as the Church of England discovering it was invested in Wonga prove 
that,” he said. “The same is true of supply-chain risk. High Street firms in Europe denied 
they used the Rana Plaza factories that collapsed in Bangladesh two years ago. But then 
the cameras showed their labels on garments amid the rubble.”

Mia Ji Sørensen, head of ESG Research at Kirstein, an investment consultancy based 
in Copenhagen, was more adamant that in Denmark, pension scheme members have 
been ‘managing up’, as six pension funds for academics held ballots with the question 
of excluding investments in the 100 largest coal companies as soon as possible, but 
at the latest before the end of 2018. This is also making use of Scandinavia’s culture 
of transparency to ask searching questions of pension fund boards as to where their 

Alternative 
advocates such 
as students were 
useful within a 
greater movement 
to bring about  
new behaviour



Crosshead: Engage or break off the relationship?

The panel then turned its attention to the topic of divestment. This is central to the fossil 
fuel debate as AXA and Norway’s sovereign wealth fund, amongst others, have chosen to 
divest from certain coal companies. Mansley likened this action to negative screening (NB 
both AXA and the Norwegians use a variety of methods across their investments). 

The majority of the CAMRADATA panel agreed that it was not the best approach. “Simple 
divestment is a simplistic strategy,” said Alliance Trust’s Michaelis.

Mansley said that there were plenty of opportunities to engage with fossil fuel companies 
on how to repurpose their exploration & development budget to fit in with the protocols 
on climate change. The EAPF recently commissioned Trucost to investigate how the Fund 
might conduct that engagement. Trucost recommended that divestment from fossil fuel 
companies is neither an industry-leading nor progressive strategy. The report suggested 
that reducing exposure to the fossil fuel industry does not reduce the prevalence of  
that industry1. 

Instead, Mansley noted that there were opportunities “on many fronts” for institutional 
investors to buy into companies making revenue from tackling climate change. He gave 
the example of an IT company helping utilities to help customers save energy and thus 
money. “There is so much going on that it is both complicated and fascinating: you can 
look so many different ways to find opportunities,” he said.

Lancee noted that fossil fuels were all being lumped together when in fact coal was by far 
the dirtiest. She added that it was a matter of avoiding the dirtiest and focusing instead 
on those companies that are doing more than others to address the issue. For example, 
she thought Shell had demonstrated good business practice in its environmental scenario-
planning for the future.

Crosshead: Looking to the future

Stockpicking was a moot point amongst panellists. RBC Global Asset Management’s 
Yeoh was confident that a focused portfolio meant clients received only the manager’s 
best picks. “Can anyone remember their eighth-favourite ice cream?” he asked the panel. 

Yeoh analyses the global healthcare sector and is the ESG specialist for the RBC Global 
Equity team alongside seven other sector specialists. As the RBC Global Equity strategy 
has only 35 stocks in its portfolio, there is no chance of any analysts’ ‘eighth-favourite ice 
cream’ making the cut. 

Yeoh said that passive managers just would not bring the kind of active ownership that a 
dedicated specialist manager such as the RBC Global Equity team does. From his own 
sector, he gave the example of United Healthcare. Not only does this company provide 
all kinds of services to U.S. hospitals but it also has great data on patients. By using 
United Health’s tools, the state of Maryland discovered clusters of patients with asthma 
in certain streets and buildings. On investigation they found these buildings correlated 
with cockroach infestations. This allowed the State to successfully prosecute deficient 
landlords and so raise living standards.

Kirstein’s Sørensen warned, however, that in a low-interest rate environment, institutional 
investors were most concerned about fees and costs. Long took this point further: “Many 
of our clients are sceptical that active management, in general, adds any value. They need 
to be convinced that an asset manager’s goals are aligned with their own.”

He did not deny the value of some ESG managers. “When done well, ESG can be 
extraordinarily good,” he said. But alignment often meant finding longstanding, employee-
owned firms that conducted active management for the long term. 

Ironically, many of these do not label themselves ESG; they simply have a business plan 
and investment strategy that is sustainable. 

On nomenclature, Mansley agreed that being “100% SRI” by brand did not achieve 
anything. “It is the value added which counts,” he said.

Pearce said he felt that some large asset managers could do more to develop responsible 
investing across all their product ranges. He said this led to an interesting dysfunction 
where some large asset owners look to these tried and tested providers for innovation, 
while in fact specialist boutique asset managers are offering innovation in ESG but struggle 
to win business precisely because they are too small for some asset owners.

Pearce’s former colleague, Mark Mansley, CIO of the Environment Agency Pension 
Fund, developed this point. Mansley felt that there was fierce competition in the asset 
management industry to provide ESG services, and asset owners were the beneficiaries. 
“It has never been easier to be a responsible investor,” he said. “All the asset managers 
are doing it now.”

Mansley’s view was that asset owners could do more in this field, taking advantage of the 
services on offer. 

Speaking for the Nordic region, Kirstein’s Sørensen felt that asset owners opt to 
define an ESG strategy for a variety of entrenched cultural reasons. “There is a strong 
risk management culture within pension schemes and insurers,” she said. “This gets 
transmitted by supportive networks and a shared outlook, which means that asset owners 
have greater influence by allegiance.” She added that shared outlook extends to local 
asset managers, who act accordingly; they are adapted to the Nordic standards of ethics. 

On differences between large and boutique asset managers - the point raised by Pearce 
– Sørensen said that Nordic managers liked boutique managers because they liked having 
access to analysts, with whom they could properly discuss ideas due to a stronger degree 
of specialisation or knowledge of each fund. 

Of course, smaller pension funds might not have the resources demand or conduct such 
conversations. But Sørensen said that smaller Nordic schemes tended to benefit from 
connections with larger, more sophisticated peers, whom they were generally content to 
emulate. Larger pension funds would integrate ESG internally.  
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carbon stores in environment 
agency pension fund, 2014
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As adviser to many diverse pension plans, Lancee said that Univest was currently working 
on new metrics by which to measure long-term investment success. 

“We want to be active owners; she said. “Yearly and three-yearly benchmarks are not the 
way forward.”

Crosshead: a win-win situation in the clothing industry

Michaelis then outlined another kind of work in progress towards sustainability, this time 
from the global clothing industry. In April 2013 the Rana Plaza building in Dhaka collapsed, 
killing over one thousand people. The tragedy reminded rich Westerners of the perilous 
conditions in which people in poorer countries work as they make garments. 

Following the deaths in Rana Plaza, the Interfaith Center on Corporate Responsibility 
amassed over 200 signatories, among them Alliance Trust, to reform the supply chains to 
fashion stores on Western high streets.

Michaelis reported that this coalition’s primary aim was to improve education all along the 
chain. “Analysts’ initial reaction was fear that improving the supply chain meant adding 
costs – and for some, the optimal model is to squeeze out costs along the chain. Rana 
Plaza showed that model can fail. Actually, by paying staff more and educating them with 
higher health & safety, job retention has improved.”

Michaelis noted, however, that the work globally is not yet done. The focus has been on 
Bangladesh but the education campaign now has to reach Vietnam, Indonesia and other 
low-cost clothing countries. 

Yeoh then gave an example of a fashion company with which the RBC Global Equity 
team has engaged that did not lead to investment. This was a story of governance 

rather than supply chain mismanagement. The company was a booming brand among 
teenagers but the portfolio managers were not satisfied that the plans and remuneration 
of senior management were right for maintaining success. Alarm bells were raised when 
in secondary meetings, it became evident that the management had not listened and was 
continuing with the same course as before. Since the RBC Global Equity team walked 
away, the fashion company has underperformed its rivals.

Both representatives of asset management houses on the CAMRADATA panel thus gave 
some indepth analysis of ESG in action. These examples were well received by other 
panellists as evidence of knowing about your holdings.

On a concluding note of caution, Long said the worst thing an asset manager could do 
before a client, is show ignorance of a stock holding during a meeting.

It is only reasonable that asset managers, who get paid well, show evidence to clients of 
responsibility with their investments.

 

Written by 
 
Brendan Maton
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1414 15Wondering about Divestment?    

What should asset owners be doing?

The Benefits of     

Responsible Capitalism

A clash of two cultures

The case for divesting from fossil fuel investments is gathering a great deal of press 
coverage and asset owners are under increasing pressure to explain their position and 
their intentions.

The argument of the divestment movement is that only one fifth of known fossil fuel 
reserves can be burnt if we are to limit climate change to the 2C – 4C warming range 
[see http://math.350.org/]; therefore the value ascribed to fossil fuel heavy companies 
has to be called into question. In addition, if the assets are linked to an institution with a 
progressive stance on climate change (e.g. many universities, foundations or sovereign 
wealth funds) then there exists a fundamental conflict in concurrently having investments 
in these high carbon companies. Institutions such as the Rockerfeller Brothers Fund, The 
Church of England, and several universities have, to some degree, recognised this and 
begun the divestment process.

On the other side are the Trustees of the assets who say their sole duty is to maximise 
returns in line with their fiduciary duty. Therefore arbitrarily divesting from a class of 
companies would conflict with this duty. A view encapsulated in Harvard University’s 
response on divestment that:  ‘Significantly constraining investment options risks 
significantly constraining investment returns.’  This said in spite of being ‘deeply 
concerned about climate change’. http://www.harvard.edu/president/fossil-fuels

So how to satisfy both sides? We suggest the following.

1. Develop and be explicit about your responsible investment policy (even if it is to 
say that you do not have one) and ensure your asset managers understand its 
importance. It is then their responsibility to implement it.

2. Be forearmed. Ask your asset managers for a full list of all holdings and exposures to 
controversial areas – in this case fossil fuels. Equally ask for exposure to companies 
helping to reduce emissions – e.g. renewables or energy efficiency.

3. Be challenging. Ask for their views on the ‘Do the Math’ problem. Are you comfortable 
with their response – does it fit with your investment policy or fiduciary duty? 

4. Is your responsible investment policy fit for purpose, are your asset managers 
putting sufficient resource into implementing it and are you monitoring how it is being 
enacted?

The Divestment movement is part of a broader trend whereby people linked to assets, 
be they students at universities, members of pension schemes, or beneficiaries of 
foundations, care very deeply about how their investment returns are generated. They 
will continue to demand more transparency about what is held on their behalf and an 
explanation of why it is appropriate.

At Alliance Trust Investments we use detailed information on the environmental and 
social performance of companies as well as overall portfolio exposures to factors such as 
carbon dioxide emissions in order to rate companies using our sustainability matrix and 
we regularly publish articles on our Sustainable Future hub highlighting these issues and 
the companies that are set to benefit by providing the solutions to them. Alongside this we 
detail the financial returns achieved by the portfolios - returns which I am pleased to say 
run very much counter to Harvard University’s fears about adopting a low carbon strategy.

Written by 
 
Peter Michaelis, 
Head of Equities 
 

Rising pressure on universities and foundations to shed fossil-fuel investments is stoking 
debate over whether it’s possible to invest in a way that delivers societal benefits and 
competitive returns. 

To highlight two recent examples, Stanford University has said it will no longer invest in 
coalmines and Cambridge University has pledged to develop ethical investment policies. 

This turns a spotlight on trustees and managers of endowments and foundations 
everywhere. Can they undertake Environmental, Social and Governance (ESG) investing 
in a manner that satisfies their activist constituents and also fulfill their assessment of ESG 
factors that reveals potential risks and unearths opportunities that are often mispriced by 
the market? When done correctly, ESG investing helps to reconcile the concerns of the 
environmentally and socially conscious with the goals of the investor.

It isn’t easy. Traditional financial reports do not uncover the value of good ESG decisions 
(nor the costs of destructive action). In the case of an oil company, how much money 
does it spend seeking new reserves? In a world with more reserves than it can ever use, 
how easy is it to extract that oil? Will reserves, which appear as assets on balance sheets, 
become liabilities if they cannot be commercialised? Answering such questions can 
dramatically impact valuations.

That may explain, at least in part, why so few mutual funds follow this approach. A new 
study of the investing practices of 200 U.S. colleges and universities reveals that many of 
them don’t even try to invest responsibly. The Commonwealth Institute’s study, published 
in April, found that only 53 of 200 institutions invest using some form of “responsible” 
practices; only 8.5% of the respondents said they practiced ESG investing. Asked what 
impediments they saw to responsible investing, 15% had fiduciary concerns while 36% 
feared lower returns.

The current debate over investments in certain contentious industries illustrates what 
some investors find difficult about ESG investing. One approach to socially responsible 
investing is to exclude certain companies in specific industries, thereby applying a negative 
screen. Other firms add some slightly more sophisticated layers, but those have their limits 
as well — screening for water usage, for example, can help assess a utility’s environmental 
impact but it’s irrelevant for judging an advertising agency. Without consistent metrics to 
compare across industries and without complete data, screening produces questionable 
results. It also tends to focus on risks while ignoring opportunities, such as the potential 
benefits of good ESG policies undertaken by management.

Instead, we believe ESG ideally should be integrated into the investment process — 
making the portfolio manager responsible for both the assessment of ESG and the 
investment decision. In the case of fossil fuels, an integrated ESG approach need not 
reduce investment decisions to a crude yes-or-no question on whether to invest in the 
entire asset class. Instead, it would discern how companies conduct business within the 
context of geo-economic realities. 

For example, if we accept that in 20 years we will still need fossil fuels for such things as 
air travel (it seems unlikely that a Boeing 747 will achieve flight on battery power) then it 
can still be deemed responsible to invest in energy firms with low-cost carbon reserves. 

Of course, fund managers can’t be the ones leading the push into more responsible 
investing. Ultimately the decision lies with investors. Whoever pays the piper calls the tune, 
and endowments and foundations will have to dictate when and how they want integrated 
ESG investment strategy to proactively drive performance. 

The divestment 
movement is part 
of a broader trend 
whereby people  
will continue to 
demand more 
transparency about 
what is held on 
their behalf and an 
explanation of  
why it is  
appropriate

Traditional 
financial reports 
do not uncover 
the value of 
good ESG 
decisions

Risk information

Please note the value of investments 
and any income from them can go down 
as well as up. Your capital is at risk and 
you may not get back what you originally 
invested.

Funds which undertake ethical screening 
to meet their investment aims are 
unable to invest in certain sectors and 
companies. Our exclusion of some areas 
of the market (on ESG grounds) may 
result in periods of under-performance 
with respect to relevant benchmarks. For 
instance if tobacco stocks were enjoying 
extremely strong returns we would not be 
able to participate in their gains.
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Britain’s University of Oxford set out such a strategy in May, saying it would divest from 
some but not all of its investments in fossil fuels. This Stranded Assets approach assesses 
the environmental impacts of various energy sectors and strands them into groups 
reflecting their risks to the planet.

This approach, again, adds a layer of analysis to the already challenging process of 
scrutinizing investments. But it can yield better decisions; a great deal of industry research 
has concluded that responsible investing does not produce lower returns. 

Put simply, when it’s done right, ESG investing is good business. 

Written by 
 
Jeremy Richardson 
Senior portfolio manager of global equities 
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