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Next frontier of sustainable investing: Measuring impact

As barriers to investing are lifted, evervone is getting into the game. It's about putting money where vou want the world to go. BY MATT ORSAGH

When we're talking about ESG in invest-
ment management, what are we talking
about™

George Serafeim

HAT question prefaced an ex
pert panel discussion at the Al
pha Summit by the CFA Institute
about two months ago.

As Professor Serafeim, the
Charles M. Williams Professor of Business Ad
ministraiion at Harvard Business School, ex
plained it, capitalism has created enormous
wealth and lified countless people out of
poverity. Buit it faces iwo big challenges
today: climate change and inequality.

“The wealth that has been created has
been allocated wery, very unegually,” he
said_"As a result, many people have been left
o™

The [5G (Environmenial, Social and Gowv
emance) challenge, then, is to deliver eco
nomic prosperity and protect the environ
meni while, in his words, “"empowering
people o participate in the economic value
Creation process”.

So what is the staie of [S6 analysis and
how can investors both have an impact and
invest with impact?

The professor and fellow panelisis
Melanie Adams, vice president and head of
corporate governance and responsible in
vestment at RBC Global Asset Management,
and Purview Investments chiefl executive
Linda Zhang addressed these and other 050
and sustainable investing related guestions
with moderator Mary Childs of Planet
Money.

What follows are some key highlights of
their conversaon.

The material factors

Materality is a powerful force and the panel
ists said that focusing on material [5G
factors can enhance refurns. That means in
vestors should include a materiality lens
when conducting their assessments. But
they must also be aware that the materiality
lens differs from one sector to the next
“Materiality means that the [5G factor is
going o have an impact on the financial per
formance of the company,” Ms Adams said.
“This depends on the industry. If you're
looking at financial institutions, of course,
cybersecurity would be extremely material,
noi so much, perhaps, for a food and bever
age company.”
What benefits does
materiality bring?
“Devating the financial materiality of 156 is
sues is a huge mechanism for change,” Prof
Serafeim said.
Once something becomes matenal, it is

measured and C-suites and boards manage
to it Why? Because once it is measured, exec

To mitigate climate change, carbon offsets can be a useful tool. This can be seen in how the price of emissions per metric ton of

carbon dioxide has risen - from USS$34 to over USS56. PHOTO: REUTERS

ulive compensation is ted to i And that is
becoming the case with material [5G met
rics. This will help investors better manage
risks and opportunities.

Stll, [5G data has a long way o go. Reli
able, actionable [50 metrics require quality
data, and though strides have been made, it
just is not there yet.

“The data has improved a lot,” Prof Sera
feim said. "But at the same time, il's nol very
comparable, it's not very timely. In many
cases, there is a lot of noise instead of sig
nal”

Ower time, sociely-relevant [5G issues
will become business-relevant, said the pan
elists. Different issues will have different
levels of materiality. For example, the tech
sector's carbon-emissions profile is not the
same a5 that of other indusiries. lts products
do nol produce or use emissions, but its data
cenires are energy-intensive and staff mem
bers may leave big carbon footprints when
all their travel is added up.

Divestment

What about divestment? Did the panellisis
think it was a pood idea o screen out or walk

away from companies that do not make the
50 grade?

All agreed thai engagement is preferable
to divestment and should always be the first
step when working with companies. By ef
fectively breaking ties, investors have no
voice 0 influence the firm. As a starting
point, the panellisis encouraged investors o
engage with all the companies on their net
zero goals.

Ms Adams said: “We know that fossil fuels
will be part of our energy mix for likely the
mexi 10 years. And so from our perspective,
ir's more valuable for us to be at the tahile
with companies that are thinking about how
they will transition to a low carbon eco
nOmy.”

The panellisis also siressed that engage
ment does not equal acquiescence. Cifective
engagement requires teeth. Investors need
o set milestones and benchmarks over me
that outline what they expect companies (o
accomplish.

Greenwashing is easy. Any company can
talk the talk But if they are not backing that
up with concrete actions, then investors may
be exposing themselves o undue nisk and
should be prepared to walk away.

Disclosure standards

When the discussion wmed to the state of
disclosure standards, the panellists agreed
that there is currently a movement toward
global standards with SASE, IFRS and TCFD,
among others, leading the way.

Impact standards are not here yet, how
ever, and are still in their nascent stage.

For investors o have an impact, they will
need (o align their portfolios with the big
global challenges for two reasons, said the
panellisis: First, in a human-capital intens
ive economy, [5G strategies are critical
Second, we are “IMvestment COnSUumers.

“We can align our consumption with our
values,” Prof Serafeimn said

“This is another megatrend that | think we
will be pbserving over the next two to three
decades "

As the barriers o enlry are removed,
everyone is becoming an investor. Cur
rently, more than half the US population in
viests. So there is ample opportunity [o select
securities with an eye owards where we
wani the world o go.

If we want o address climate risk, safe

guarnd bicdiversity, or reduce inequality, we
should invest that way.

[5G is strategically relevant, and 1o be
competitive, companies need to address all
three of these areas. As INVesIors, we can
help deliver that message.

Carbon offsets

To mitigate climate change, carbon offsets
can be a useful ool

Purview Investments’ Ms Fhang said:
"Many corporations are embracing both act
ively reducing their emissions, reducing
their waste, improving usage efficency, as
well as buying credit. The first and largest
credit market where you can trade emission
allowances is in Curope, nght? If you look at
the price of emission per metric ton of COF,
at the start of the year, the price was US$36
or US338, and now, it's over LIS356.°

But again, the namre of the data is import
ant. Companies need to look at the guality of
offsets, to make sure they are audited and re
tired. It is tough o meet targeis without do
ing both.

So what advice did the panellists have for
those looking to enter the impact-investing
field?

One key recommendation is to steer your
career to where the growth is going 1o be. Cli
mate change and the threat of it will change
the economy over the coming decades.
Some seciors will be compleiely disrupied,
and wherever there is disruption is where
the alpha opportunity exists. It will be an ex
citing environment, bui passion alone will
not be sufficient for success. Success will re
quire technical skill.

But those technical skills can take many
forms. [5G and sustainable investing are nol
a one-size fits-all envinonment.

Ms Adams said: "One of the biggesi things:
that | think about is just how broad the space
of [56 is, how many different metnics there
are, and we're very focused right now on cli
mate change.

“But there are also other [5G metnics that
we also need o be focusing on”

She pointed to cybersecurity as a key con
sideration that has only recently begun 1o re
cetve the atiention it deserves.

She also stressed the importance of get
ting the third letter - "G - right.

“You just can't manage your [ and 5 prop
erly if you don't have appropriate gov
ermance in place,” she sabd.

As a group though, the panel struck a
hopeful, optimistic tone despite the chal
lenges.

Ms Zhang said: “Humanirty is facing incred
ible opportunity right now. We are at the
dawn of a new indusinial revolution, right,
and this happens o be a green one.”

I Matt Orsagh, CFA, CIPM, is a director of
capital markets policy at the CFA Institute




