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ESG asset managers
need to ask the ‘why’

By Fabrizio Palmiscc and
Kiibra Koldemir

(W does 2n organisation at

tract and engage its various

stakeholders? An inspiring
purpose articulated m a mission
stabement may be one of the most of
fective methods. Author Simaon
Sinck presents an even simpler
conept m his ook Stort with Wy
Simek believes that what differents
ates great leaders, oompanies, and
mervernents is that they make it casy
for people o understand the “why™
behind them,

An organization can snable sus
tamable sales and long-term growth
when it earms trust from is custom
ers and other intemal and exterrel
priners. Just ke any other busi
ness, asset mangers need bo artics
late their why, (lienis today want
their imeestments bo produce 2 geme
ine positive impact as well 2z a re
ham. Asset managers need o define
Thorw they plan 1o do that.

pefine the wy

The: big story in asset management
in recent years is the emergence of
sustainshility - and environmental,
social, and govermance (ESCHo
used funds. Oin the back of substan
talinflews imto these products, exist
ing funds have been rebranded, or
even greemsashed, bo oreaie an B5G
look.

But investors and clients are
smart amnd are developing the skills
o tell if an investment strategy is
genuincly E5G. Regulators also bave
started paying attention, especially
in [urope, condocting wwersight 1o
determine whether green- sounding
funds @re living up to their branding.

This is why asset managers with
50 ambitions need bo be cureful and
define their why from the oukset.
That requares laying out what they
mean by B0 In this contexd, the ESG
lens is nol just a sk management
tool, but 2 means 1o achieve benefi
], non-firmnoial outcomes.

This 1% a crucial difference. We be
lieve: overy assel manager should
sireen for E5C nsks. That posative,
non-battom-line objective, however,
i5s mech harder o realise. 1B reguines
a commitment at the wery top that
tion. That begins with the broader
adelenition af the why.

Clients aren® marve and they are
getting better at distinguishing the
authentic F5G asset managers from:
the pretenders.

A ey test is 1o start with the C
suite and the board. Are they walk
ing the walk and @lking the alk? Do
bard members have expertise in
sustmimability? Are there E5C-relabed
KFis {key perfformance induators)?

If 2n asset manzger's marketing
messages aren't backed by conorete
actions ticd 1o measurable E56
archievements, chients willl different
ate the hype froms the genuine inlen
tin, the form from the substince.

Aszet managers have bo do things
diifferently than they did in the past.
They need o manage relativnships
and additional sakeholders. Ten
years aga, when ESC was not 5o oent
ral to nvestment, dialogue was still

But the member of stakeholders
has increased substantally. Caining.
buy-in from clients, regulators, and
mn-governmental  organisaticns
(RG], among other market parts
cipants, i essential and reguires
neew skalls and expertise.

[elivering on goals we can
achieve on our own is always easier
than building consensns and gaining:
aneptance from others. Leadership
15 reguired fo comeert ideals inbo ac
Collaborate

To have a meaningful infheence on
corporates and pobcymakers, asset
managers need o collaborte with
ather industry playvers or NIGOs.

But collaboration kes more than
a signature. Asset managers have b
go beyond the marketing declara

W Dok the fact sheset of amy public repon rack the fund®s ESG abjectives?

W Wit percentage of the firm's total Sssets unider mansgesment (U]

e ESG asaptel

W Does the darity of the mission align with the products?
W Wihat i the ESG brack record in recent years?
W Does E5G it with the organizational culiure?

tions. To engage and infheence cor
poraies, they have o decde and
hime in an theeir objectnees. This can
be difficuli. There ane so many differ
ent areas of conoem - biodnversity,
gender diversity, net-zem, ciroular
counoumy, i, Asset managers have
bx pdenbify their prionties.

They also have o know what
they're talking about. They need io
demonstrte in-depth expertise on
Ehee issues in question. For exemple,
Climate Action 100 + is an imvesbor
led marverment that works to make
sure the major global greenhowse
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gas-tmitling companics ke steps
1o fight diimate change. This is @ spe:
ciffic goal.

BEui what are the speafics of the
sechors m gueshion? For example, oo
meend, sbeel, chemicals? Asset man
agers need to have both the in
dustry-specific necessary fechnic]
and financial knowledge to hadp pro
pel these companies foward achiey
able net-zer commibments.

And, engagement requires sus
tained effort, resources, and dedica
ton. To be oredible, an asset man:
ager must go beyond subscription

fiees. (50 Portfolio Management, a
specialised boutique asset manager,
proeendes a great example of how sac
oessful engagement works.

The firm worked with the Kellogy
Company o reduce the latter’s
plastic wasie and fnd more sustain
able aliematives. They used the UN
PRI collzborabon platform bo imaie
utheer assel managers o support the
imittive. And they asked experts
from the Cllen MacArthor Founda
bon and Az You Sow nonproft for
their backing.

Use data and regulation
appropriately

Data ks wery immportant in these of
forts, but ifs effectve wse requires
three key steps: data sourcing, data
imtegration, and data discleswnes.

And there is 2 caveat: Data is a
o to measure whether the E5G.am
bitions of the as=et manager are be
ing achieved. The guantity of the
ity isn’t as important as the quality.
How does the data tie in with the
definition of the asset manager’s
why in the first place? Does the data

clirate change. This g & specific
goal. FHOTO: AFF

allorw progress owand the E5G object
ive to be monitoned?

The answers o these gquestions
mmary rid be clear cuf. Data is not per
fect and F50 is a broad conceps that
lacks concrete metrcs. The applic
able gauges can be gualitabive or sulr
ject o oultural influences that im
hibit widespresd application.

The Ell i tryimg b codify parts of
the (50 world, with an emphasis on
climate change adaptation and mitig:
ation. But given the gualitative
mature of some of these ohjectives,
we don't beliewe E50G is fully quantifi
able. Regurbnory oversight of the vari
ous F50 funds i=n't a panacea for
cither the mvestor or the asset man
ager.

Ju=t becse a fund achieves Art
iche 8 or Article 9 status under the
s Sustinable Finance Dischosune
Regulation (SFDE) does not definit
vely prove the strategy is amthentic.
There are lnopholes asscet managers
can exploit 1o make their stategy
compliznt. But again, smart in
westors will see through such efforts.

[56 is not a destination in itself
but a journey bowards building a bet
ter planet. As=set manzgers need o
ask and answer the why at every
stage and not be swayed by what is
Erendy ar by imitabion producs.

ESC oredibality and authenticity
requine fund managers to rethink
their purpose both as mdividuals
and as organisations. Adapting and
asking why helps asert managers ex
plore how their invesiments can
hawe 2 genuine and positive influa
ERCE On Society.
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