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Not One Model 

There is not one model for incorporating sustainability into an 
investment portfolio. 

 
§  While outside organizations can help inform options for investment policy, 

implementation should thoughtfully reflect the values and objectives of 
theorganization to ensure success.   

§  Be careful when evaluating the policies of other organizations. 
§  Terms like “impact” and “divestment” have very different meanings to different 

organizations and will be informed by mission, asset allocation, etc. 
§  Press reports on impact and divestment activity are often wrong.  

 
Incorporating sustainability into the investment process is not what 

creates questions about fiduciary duty…. 
…however, maintaining an asset allocation that is not appropriate for your 
organization or different due diligence standards for sustainable managers 

could raise questions. 



Asset Allocation 
Asset allocation is determined by a number of factors (risk and return objectives, 
liability profile, liquidity needs) and implementation of sustainable objectives will vary 
dramatically for a portfolio that looks like:  
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…This…. 

 
 
 
 

 
…vs. This… 

§  Many high-alpha mandates have no 
negative or positive connection to 
sustainability (e.g. sovereign debt). 

§  Exposure to illiquid legacy assets 
§  Commingled strategies. 

§  May be able to accomplish objectives 
through negative and positive screening. 

§  Implication is usually short-term 
performance deviations from traditional 
benchmarks (“sector bet”). 



Manager Selection 

Mee%ng	  sustainable	  investment	  objec%ves	  is	  just	  one	  component	  of	  the	  manager	  
evalua%on	  process.	  	  
§  Most	  ins(tu(ons	  are	  currently	  unwilling	  to	  accept	  an	  increase	  in	  risk	  or	  degrada(on	  

in	  returns	  to	  incorporate	  sustainability.	  	  	  
§  The	  market-‐rate	  return	  objec1ve	  is	  o5en	  the	  easier	  hurdle	  to	  meet	  -‐	  although	  it	  is	  

not	  easy.	  
§  Mee1ng	  risk	  objec1ves	  is	  even	  harder:	  

§  Opera(onal	  diligence	  assessment	  is	  cri(cal	  and	  to	  meet	  ins(tu(onal	  standards	  managers	  
must	  have	  a	  robust	  set	  of	  policies	  and	  internal	  controls.	  

§  It	  is	  more	  difficult	  to	  assess	  an	  investment	  process	  without	  a	  meaningful	  track	  record	  
that	  helps	  demonstrate	  actual	  implementa(on	  of	  an	  investment	  process.	  

§  Rigorous	  diligence	  on	  direct	  investments	  is	  much	  more	  extensive	  and	  expensive	  
than	  diligence	  on	  funds.	  

§  Different	  diligence	  requirements	  for	  sustainable	  or	  impact	  mandates	  may	  be	  
acceptable,	  but	  should	  be	  clearly	  documented	  in	  the	  IPS.	  	  

	  	  
 



Portfolio Constraints 

Portfolio Implications 

Global Equities •  Limited universe of active managers will accept extensive screens 
•  Exposure to index-like managers with negative screens will increase materially 

Global Fixed Income 

•  Limited universe of active managers will accept extensive screens 
•  Screens are not applicable to a majority of the assets (sovereign and asset-backed bonds) 
•  Conventional green bond mandates do not currently offer projected risk-adjusted returns that 

compare to most well-managed fixed income portfolios 

Absolute Return 
•  Limited ability to screen investments because of comingled funds 
•  Screens are not applicable to many strategies (e.g. global macro) 
•  Allocation to asset class would likely decrease – which may increase expected portfolio risk 

Real Assets 
•  Many institutions have legacy exposure to fossil fuels in illiquid vehicles 
•  Exposure to real estate and select opportunistic real assets strategies is an impact opportunity 
•  A majority of legacy assets would have to be sold at a discount 

Private Capital 
•  Limited ability to screen investments 
•  Allocation to asset class would likely decrease – which may decrease expected return 
•  Certain legacy assets would be sold – most secondary sales occur at a discount 

Total Portfolio •  Material limits on commingled investment strategies 
•  Significant reduction in allocations to Absolute Return and Private Capital 

Most of the analysis conducted on returns associated with divestment 
rarely address the primary sources of return degradation - implications 

of constraints on asset allocation and manager selection.   



Lessons Learned 

Start with a thoughtful assessment of the objectives your 
organization wants to achieve by incorporating sustainability into 

the investment portfolio. 

§  The issues are complex and nuanced and various constituencies 
have different perspectives on these issues.   

§  Starting with percentage targets or commitments to outside 
organizations will lead to more questions later – it is harder to 
achieve ‘buy-in’ for policies developed by outsiders.   

Leadership in sustainable investing will be demonstrated by 
effective outcomes that encourage more organizations to add these 

parameters into their investment process.  
 


