
turns – is at best misguided and at worst completely 
misleading. It could be argued that ignoring how a 
company is governed and its impact on the environ-
ment and society, is as blinkered as buying shares 
without interrogating a company’s books.

This is indeed at the heart of a trustee’s fiduci-
ary duties and is being supported by regulators. In 
the UK, for example, the Law Commission last year 
recommended that “financially material ESG issues 
should be taken into account by trustees” – acknowl-
edging the very real impact these factors can have 
on returns over time. Integrating ESG into the in-
vestment decision-making process provides a lens 
beyond traditional financial metrics.

2016 also marks 10 years since the UN-backed 
Principles for Responsible Investing was launched. 
The initiative sets out six guiding principles for how 
investors should manage their assets, and is gaining 
momentum and signatories all the time. Currently 
the assets signed up the PRI total nearly US$59 tril-
lion with over 1500 signatories worldwide – 300 of 
which are pensions and other institutional investors.

There are other considerations too which are pull-
ing ESG into the mainstream.

WILL INVESTORS JUMP OR BE PUSHED?
One of these influences is that most demanding of 
generations – the millennial. This generation expects 
its pension to be as responsibly sourced as its cof-
fee, and not knowing or simply regurgitating stale 
investment “facts” won’t be good enough.

Millennial investors want to know their money is 
not excessively contributing to climate change, being 
used to fill the coffers of corrupt governments or pre-
venting the education of children. At the very least, 
they will want to know that those with a fiduciary 
duty to look after their money have taken ESG fac-
tors into account and are making investments with 
their eyes fully open.

Some may even demand their money be put to 
use in companies which contribute positively to so-
ciety, adding not just pounds to their pension, but 
helping to shape a better world.

The critical gaze of the millennial generation has 
already fallen on many corners of business. Take 
the usually quiet world of baby care products, for 
example.

Johnson & Johnson has for years relied on its baby 
care products as a perennial cash cow, with a steady 
stream of new mums dreamily adding its “no more 
tears” shampoo to shopping baskets. Not so the mil-
lennial generation. Millennials are shunning these 
former staples in exchange for more expensive or-
ganic alternatives – J&J’s first quarter results this 
year showed sales of its baby care range had fallen 

14% to $95m, their lowest level in a decade. The com-
pany is currently relaunching the entire range.

Understanding the shifting sands of consumer 
behaviour is of course difficult and not necessarily 
the job of a pension trustee or other institutional in-
vestor – but what stories like this emphasise is that 
there is a very real change, not just in attitude, but in 
behaviour too – one which people are increasingly 
prepared to back with their wallet.

CLIMATE CHANGE REGULATION AND 
CARBON PRICING
On 22 April, so-called “Earth Day”, around 170 
countries gathered in New York to sign an historic 
agreement, committing to introduce measures aimed 
at limiting the rise in global temperatures to 1.5C to 
2C above pre-industrial levels. In total, 196 countries 
have now agreed to the deal, which was reached at 
the COP21 Summit in Paris last December. It is un-
doubtedly the most significant attempt yet by world 
leaders to the effects of global warming.

But what is particularly significant for investors is 
the material impact this commitment will have on 
companies. So-called carbon pricing – where compa-
nies pay per tonne of CO2 they emit – is increasingly 
being used to influence behaviour.

There are already programs spanning around 40 
countries and regions and more than 20 cities – rang-
ing from carbon taxes in some Scandinavian countries, 
to India’s coal tax – all with financial implications.

These initiatives are currently having a muted ef-
fect, as some companies choose to shift high carbon-
producing activity to countries without carbon pric-
ing programs. However, with such a large number of 
signatories to this latest agreement, the carbon pric-
ing net will tighten. France, for example, announced 
in mid-May that it plans to introduce a charge of €30 
per tonne of carbon used by the end of this year.

More programs are likely to be introduced, with 
higher penalties and less room to hide.

These programs will ultimately affect the profit-
ability of high carbon producing companies and, 
logically, are likely to diminish the returns they can 
generate for investors.

The convergence of regulatory and societal pres-
sures, combined with mounting evidence in favour 
of the benefits of embracing ESG as serious invest-
ment risk factors, suggests time is not on the side of 
those who continue to ignore it.

For companies like us, this means providing in-
vestors with the tools they need to understand ESG 
and to be able to integrate it into their investment 
process – if not directly, then by challenging those 
who manage assets on their behalf. For pension 
funds it means understanding ESG and being pro-
active in introducing it into the investment process.

Conventional wisdom dictates that apply-
ing an ethical or “socially responsible” 
overlay to your investments means you 
have to give up returns. This view is rein-

forced by the language often used to describe the end 
result – companies are “excluded”, portfolios “divest-
ed” and investors are applauded for having “taken a 
stand” – all seemingly at the expense of returns.

However, there is a significant and material body 
of evidence which suggests that integrating Environ-
mental, Social and Corporate Governance (ESG) into 
the investment selection process can in fact have a 
positive, rather than detrimental, impact on returns.

Historically, investors divested from so-called ‘sin’ 
companies or sectors on the basis of their business 
involvement. The issue then was the potential im-
pact on financial returns. A significant investor in the 
form of the California Public Employees’ Retirement 
System (CalPERS), may soon reverse a 15-year-old 
decision to divest tobacco after its independent re-
search showed it had foregone $3bn (€2.6bn) in 
returns. However, analysis by Karen Shackleton at 
Allenbridge suggests that the impact on a portfolio 
from not investing in tobacco is far less significant 
than an investor might think. Although the relative 
return for tobacco has been rising, the market cap 
has fallen from its high point in 1997, and is now 
running at around 1% to 1.5% of the index. So no 
matter how high the tobacco sector's return, a pas-
sive investor excluding tobacco will only be missing 
out on around 1/100th of that.

BEYOND DIVESTMENT TO ESG
The clear reality is that ESG factors have a signifi-
cant impact on how an investment performs – one 
doesn’t need to look much further than the scandal 
which hit a certain car manufacturer last year to un-
derstand this. Knowing everything that’s under the 
bonnet is becoming not just helpful but essential 
when making an investment decision. Simply put, 
many investors are beginning to realise the old ar-
gument – that responsible investing equals lower re-

Pension funds are waking up to the realisation that to really understand their risks, turning a blind eye 
to Environmental, Social and Corporate Governance factors is no longer an option.

ESG - WILL INVESTORS JUMP OR BE PUSHED? 

For further information on BNP Paribas’ thinking 
around ESG and climate change go to 

http://bit.ly/ESGandBP2S

"There is a significant and material body 
of evidence which suggests that integrat-
ing ESG into the investment selection 
process can in fact have a positive, rather 
than detrimental, impact on returns."
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