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SEEDS OF CHANGE

Responsible Investing

Takes Root

By FABRIZIO FERRARO

ighty oaks from little acorns grow:

This saying certainly applies to

the Principles for Responsible In-

vestment (PRI),anideaplantedin
2005 to see that issues such as climate change
and human rights get considered alongside
traditional financial indicators when weighing
up investment decisions and portfolios.

Since officially launchingin 2006 with anin-
itial group of around 50 organizations, there are
now in excess of 1,200 signatories representing
assetowners,investment managers and profes-
sional service partners, according to PRI Execu-
tive Director James Gifford. Assets under man-
agement by PRI signatories now stand at more
than $32 trillion, or 15 percent of the world’s

investable assets.

PIMCO is one of the more recent signator-
ies, along with Blackrock, the world’s largest
asset manager, and the private equity investor
KKR. PIMCO Managing Director Douglas M.
Hodge speaks for many when he explains why
his global investment firm became a signatory:
“We elected to sign the U.N. PRI because we
think that by investing in companies that will
succeed by acting responsibly, we believe PIM-
COwill provide enhanced benefit to our clients
while operating at the efficient intersection of
our fiduciary and social responsibilities.”

For Hodge, acting responsibly means giving
appropriate consideration to environmental,
social and corporate governance (ESG) issues
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better get on this train.”

when assessing the long-term sustainability of
acompany,and incorporating those factorsinto
investmentdecisions affecting the performance
of portfolios.

The PRI are but one indicator that institu-
tional investors around the world have started
toadopt moreresponsible investing principles.
It is the latest in a movement stretching back
decades, pioneered by religious groups who
took an early stance against investing in activ-
ities that went against their core beliefs.

However, it wasn’t until more recently that
these practices moved from beinganichein the
asset management universe to increasingly be-
coming mainstream.

Europe, for example, has witnessed the
strongest growth in the number of assets under
management that undergo some form of ESG
screening (see Exhibit1). Whatlies behind this
growth in responsible investing?

To understand some of the key drivers of

= EXECUTIVE SUMMARY

Responsible investment is
moving from being a niche
in the asset management
universe to increasingly
becoming mainstream. In
Europe, especially, it appears
to be taking off. This article
identifies some of the key
drivers and the challenges that
responsible investment poses
to investors and managers
as they try to take this novel
field and embed it into their
institutional practices.
Looking to the future,
the author highlights three
areas that he believes will
need close attention: new
financial strategies to deal
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with problematic industries;
the role of Chief Sustainability
Officer will become
increasingly strategic; and the
transparency requirements
being demanded for public
companies will need to apply
to private ones, too, otherwise
the diffusion of these
practices will only be partial
and their impact greatly
reduced.

Though much remains to be
done, the author believes this
is an opportune moment for
institutionalizing responsible
investment and usheringin a
new, more sustainable age of
capitalism.

R ‘r‘ Responsible Investing Takes Root

Fund managers, particularly of private equity firms, have
been lining up at the doors of the clients who are really
committed to responsible investment and saying, “We'd

responsible investing, Daniel Beunza of the
London School of Economics and I have been
collecting data on this emerging field. We have
conducted more than 100 interviews with pro-
fessionals from countries including France,
Germany, Italy, the Netherlands, Spain, Switz-
erland, the United Kingdom and the United
States. My latest interview was with PRI Execu-
tive Director James Gifford at Doing Good and
Doing Well, Europe’s leading student-run con-
ference on Responsible Business held at IESE.

While it is still too early to accurately pre-
dict how far responsible investing will go, it is
possible to identify some of its key drivers and
the challenges that it poses to investors and
managers as they try to take this novel field and
embed itinto their institutional practices.

Interestingly, as Gifford notes in the inter-
view that appears at the end of this article, the
recent global financial crisis has sparked a dra-
maticincreasein signatories unseenbefore. Far
frombeinga “nice tohave” that would get cutin
times of austerity, fund managers, particularly
of private equityfirms, havebeenliningupatthe
doors of the clientswho are really committed to
responsible investment and saying, “We’d bet-
ter geton this train.”

Socially responsible investing has roots in the
United States, with faith groups like the Meth-
odistsinstructing their fund managersnottoin-
vest in the stocks of firms engaged in what they
considered tobeimmoral activities - gambling,
alcohol, pornography, weaponry — which went
against their religious convictions.

Other groups of secular investors took this
practice further, offering investment products
that screened specific sectors or corporations
engaged in “socially irresponsible” activities.
The logic was that if investors reduced their
stakes in unethical or questionable activities,
financial investment could become a powerful
force for the betterment of society.
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Such activities were largely the preserve of
boutique firmslike Domini, Calvert or Trillium,
acting upon the wishes of a few discerning in-
dividuals, families or groups who had a special
interest in knowing how their money was being
invested.

It wasn’t until the early 2000s that respon-
sible investing began to gather steam. Gifford
says it was while working for an environmental
NGO in Australia that he began to see the light:
“We were trying to encourage the sharehold-
ers of alarge forestry company to vote in favor
of a shareholder resolution for the company
to move into sustainable forestry. That got me
thinking: One third of global capital is owned
by pension schemes, most of which are gov-
ernment-connected schemes - that is, money
belonging to ordinary citizens. Yet for the most
part, that money wasn’t being managed in the
bestinterests of those citizens.”

“IthoughtIcould playarole in encouraging
investors to take a longer term view, to take a
view that was more aligned with the goals and
aspirations of the people whose money it is. So
I went to the United Nations because it was a
good platform to engage large institutional in-
vestors like pension funds. Eventually we came
upwiththeideaof developingaset of principles
around responsible investment.”

. % Responsible Investing Takes Root

The principles were the fruit of 15 months’
work by a group of 20 large asset owners and
asset managers from 12 countries. They were
drafted in consultation with a large group of ex-
perts drawn from industry, intergovernmental
organizations and civil society. See Exhibit 2.

Amongthe early signatories were the largest
U.K. pension funds of BT and Hermes, the lar-
gest Dutch pension funds of APG and PGGM,
the Norwegian Government Pension Fund and
the largest U.S. public pension fund, CalPERS.
In signingup, they agreed to actively use their
governance prerogatives to invest more respon-
sibly, notjust be passive shareholders.

Despite such high-profile endorsement, the
world in 2006 was still riding high on the crest
of awave thathad yetto crash,and noteveryone
feltasurgentaneed for responsible investing.

However, as the seriousness of the global
financial downturn becomes more apparent by
the day, the PRI initiative has been adding an
average of 200 new signatories per year.

Why the Shift?

Anumber of different factors may explain why
investors are increasingly committing them-
selves toresponsible investing.

THERISE OF UNIVERSAL OWNERS. Itisimportantto
note thatthe PRThave targeted
institutional investors, such
as mutual funds and pension
funds, who manage assets on
behalf of individuals. In most
advanced economies, these
represent the largest owners
of stocks and bonds, and in
a sense, they “own” much of

EXHIBIT 1

the economy. As “universal
owners,” they have come to

the realization that they can

nolongerafford toneglect ma-

jor social and environmental
issues,onthe grounds thatany
externality caused bya corpor-
ation in which they own stock

may end up affecting other
holdings in their portfolio.
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A GROWING APPRECIATION OF
THE CLIMATE CHANGE AGENDA.

SOURCE: Eurosif (the European Sustainable Investment Forum) & US SIF (the Forum for Sustainable and

Responsible Investment, formerly the Social Investment Forum)
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Firms have become increas-
ingly concerned about the risks
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