Responsible Investing:

The Implementation Challenge

Generally speaking, people today tend to be better informed of national, global and even regional events due to the advent of a 24-
hour news cycle and widely adopted use of social media. One outcome of the proliferation of information into our daily lives is a
brighter spotlight on weather calamities, structural and cultural gaps across society, as well as the challenges still being faced by
underserved populations. While many organizations and institutions have been keenly aware of, and involved with, these matters
historically, the broader population is now more widely exposed. This new attention has driven an eruption of investment products
that allows investors the chance to help address those issues. Now, more than any other time, investors have the ability to invest
with closer alighment to their social, religious or personal views. These developments also encourage investors to view markets
through a longer-term lens, opening capital markets to aid in bringing about structural changes in society. The challenge, however,
lies in sorting out those investment strategies that are a true alignment of interests, which possess an intentional and thoughtful

approach to socially responsible investing, and those that are simply window dressing to gain market share.

Responsible Investing has come a long way from its origins of
straightforward portfolio exclusions as a way to express a view within an
investment portfolio. As a result, and unlike the long-standing, traditional
Responsible Investment investment style boxes (i.e., large cap, value, etc.), responsible investing
has been difficult to define due to its rapid growth and a lack of
standardization. Taking a holistic view, ‘responsible investment’ is a
broadly-defined umbrella term (commonly interchangeable with
‘sustainable’ or ‘socially responsible’ investing) that often captures all
varieties of screening/socially responsible investing (or, “SRI”), faith-based,
environmental, social and governance (ESG) issues, shareholder advocacy,
and impact investing. For context, according to The Global Sustainable

Investment Alliance, the total responsible investment universe is

comprised of more than $30 trillion, as of 2022. That amounts to just
under one-quarter of the global asset management industry. Ultimately, it
is the broad variation and nuanced approaches that make responsible investing such a complex and challenging investment

endeavor.

With all these challenges, and opportunities, how do investors implement a socially responsible investment framework for their
institutions? In the event your institution has a made a commitment to align portfolio dollars with the interests and mission of the
organization, the initial step involves clarifying the focus of that mission. These decisions may seem simple on the surface, but an
investment committee may have conflicting opinions of where the priorities lie. At the highest level, examples of mission-alignment
might include avoidance of certain areas of the market (i.e., gambling, weapons, etc.) or a focus on climate issues (i.e., carbon
emission reduction, fossil fuel divestment, etc.) or corporate governance (i.e., board diversity, fair labor standards, etc.) as well as
larger, global issues such as education, affordable housing, and water scarcity. As mentioned above, these areas of focus can be
achieved rather simplistically through exclusionary methods, or via more nuanced approaches as favoring companies that have a
positive record towards meeting environmental or social justice objectives, or a combination of both. Some investment approaches
may favor strategies that attempt to address a number of responsible investment areas through a broader lens, while others may
prefer a more focused tactic, isolating one issue to address within an investment strategy. Other routes available are strategies that
focus on more specific, measurably impactful investments. A popular example would be microfinance, which can be an equity or debt
investment in a firm that in turn offers lending and capital to small business owners, often female, in underserved regions that are
unable to access traditional banking systems.

All of these efforts can be further extended through shareholder engagement activity, stewardship and proxy voting. Once the realm
of so-called “activist investors” attempting to effect change in portfolio companies related to management efficiencies and
operational costs, shareholder engagement efforts more recently have shifted towards pressuring companies to implement changes
specifically related to climate risks or board diversity, etc.



It is precisely this wide avenue of approaches that makes a clearly-defined
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for successful implementation of a responsible investment program.

For those reasons, viewing these investments within the context of standard institutional portfolio implementation is paramount and

includes considerations for traditional asset allocation, vehicle appropriateness, and overall implementation/costs. Incorporating an

organization’s socially responsible objectives within their investment framework will ensure continuity over the long-term, especially
as committee members and preferences change over time. The determination of whether and/or
where these investments fit within the puzzle of an institutional investment portfolio should be no
different than a traditional large cap value allocation, etc. Attention should be given to the asset
class and overall asset allocation, based on an investment policy statement to determine the scope
of the socially responsible investment(s). While it may be tempting to deploy a sizeable allocation in
pursuit of a mission, it may not be prudent from a fiduciary standpoint depending on the type of
organization, its lifecycle, and the needs of its constituents. Allocating more than half of an
organization’s assets to a renewable energy-focused global equity strategy is compelling in an effort
to mitigate climate change, but it may not be prudent from a risk/return perspective.
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questions remain:

 Is the investment manager suitably aligned in their intentionality?
« Does the strategy reasonably invest in companies with a thoughtful and intentional process to address the issue?
« And, crucially, is it accomplishing that feat from an institutional perspective and meeting the pre-determined return objectives?

These decisions are time consuming and complex but will ultimately foster an environment of responsible and sustainable investing
that will provide a path towards meeting long-term investment objectives.
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