
For decades, many in industry 
downplayed the affects of climate 
change and suggested little could 

or should be done to mitigate it. But the 
tempest is out of the teapot now, with 
Australia’s bushfires and the coronavirus 
underscoring climate’s relationship to 
the natural world and the social fabric it 
is tethered to. 

New expectations are sweeping 
industry into action, and if you manage 
and consult for institutional investment 
portfolios, trying to filter the possible 
from the aspirational is a challenge. 
Appropriately adjusting the scope of 
investment mandates to meet the new 
normal is required, and to do that, 
investment professionals need good 
standards and information. 

ESG (environment, social and 
governance) is a decision-making tool 
that has been available for decades but 
left on the shelf by most until more 
recently. It is being dusted off and sped 
read in more and more board rooms 
and C-suites as management teams 
climb a new learning curve. 

“The great number of definitions is 
a very significant problem for market 
participants as they all speak about 
ESG but often mean different things,” 
says Jegor Tokarevich, CEO of London-
based risk and regulatory consultancy 
Substance Over Form. This confusion 
leads to inefficiency in the investment 
process and lack of transparency, 
Tokarevich further explains, but 
regulators are taking steps to harmonize 
definitions and make the process more 
clear and transparent. “For instance, the 
new Disclosures Regulation 2019/2088 
distinguishes between ‘sustainability 

risks’ [decrease of an asset value] and 
an ‘adverse impact on sustainability 
factors,’ [harm to the environment and 
the society],” adds Tokarevich. “Sticking 
to regulatory definitions applicable to 
various financial market participants 
might be a good first step, while 
definitions provided by private bodies 
and associations should be considered 
with great care.”

For CIOs, investment staffs and 
boards of trustees that are all required 
to seek the highest possible return for 
their or their clients’ portfolios, these 
types of distinctions are critical, and  
a gap in understanding and the pace  
of expected change can complicate  
the problem. 

“The integration of ESG into 
investment decision making isn’t a 
new concept,” says Daniela Hamann, 
head of corporate communications and 
ESG representative at Hamburg-based 
alternatives manager Aquila Capital. “The 
newness is really in the way  
ESG is measured and communicated to 
the public. We have always been looking 
at ESG risks as part of our investment 
process; however, now we have a formal 
ESG committee in place that includes 
representatives from key business units 
to ensure a systematic approach along 
the whole investment process.”

ESG committees are becoming 
more commonplace with investment 
managers and the institutional investors 
they serve. Assigning committees 
to tackle ESG policy adoption and 
execution not only focuses resources 
on these activities, but it also signals 
the importance placed on these issues 
at an organization. Going a step 
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further, firms are also embedding ESG values at the 
top of their org charts.

“It is critical to have leadership at the LPs and 
GPs that support ESG from top-down,” says Jeannie 
Powers, a senior engineer and the head of the ESG 
committee for Washington, D.C.–based EIG Global 
Energy Partners. “If it becomes a mandated topic, any 
knowledge gap will quickly close.”

EIG adopted ESG guidelines in 2010, has had an 
ESG committee and processes since 2013, and in the 
past 12 months it has revamped those processes. The 
committee is represented by financial and investment, 
legal, capital development, and technical and 
engineering professionals. “It is important that there 
is diverse expertise represented at the LPs and GPs,” 
Powers says. 

A big part of the challenge ESG committees and 
leadership face is educating themselves, as well as 
their organizations. To help do this, there are ESG 
conferences, networking events and meetings with 
consultancies that have long-standing experience in 
ESG matters, Powers explains. 

STANDARDS, MISSIONS AND METHODS
But at the moment, pressure to address climate change, in 
particular, and bolster ESG adoption across the business 
world has created a rush to get up to speed and lead. 
Organizations have a number of standards to select from, 
in addition to ESG, based on their particular objectives, 
which range from socially responsible investment, 
sustainable investment to impact investment. These are not 
all thoroughly understood in the market and each serves 
its own purposes, albeit with some overlap between them. 

Gregory Bowes, co-founder and managing principal 
of Albright Capital, points out that ESG, for example, can 
be understood as either an investment program focused 
on a single outcome or a reference to a broad spectrum of 
purpose-driven investment styles.  

“It is important to step back and realize that each 
of these investment strategies has moved from niche to 
mainstream very recently, so while the desire for common 
guidelines, standards and metrics is understandable, 
it needs to be put into context,” says Bowes. “We are 
currently seeing a healthy trial and error of guidelines, 
standards, etc. put forth from a variety of participants, 
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including consultants, asset managers, index 
providers and associations. Eventually, the 
market will coalesce around a number of 
best-in-class standards organized by various 
company qualifiers, for example, by sector.”

Bowes says Albright supports the general 
consensus among the market that there 
needs to be more common ground, but 
only with the appropriate specificity and 
nuance. “Specificity is needed to ensure one 
is comparing apples to apples. For example, 
valuation ratios typically vary by sector, and 
the same is true with ESG metrics. Nuance 
is essential since even within a given sector, 
important factors between companies need 
to be weighed when deriving scores for 
a given standard. Examples could include 
company size and maturity level, and 
geography of operations.”

Hamann agrees that a more standardized 
approach with appropriate flexibility would 
be helpful. 

“Limited partners seek strong 
governance associated with their investment 
and confirmation that GPs scrutinize the 
environmental and social impact of each 
opportunity pursued,” she says. “To that end, 
a standardized approach to measuring and 

reporting ESG across the whole investor 
community — not only infrastructure — 
should be adopted. While goals will naturally 
be aligned to specific business objectives, 
unified measuring and reporting guidelines 
would help increase transparency across the 
investment universe. We believe upcoming 
regulations will help with that,” she adds. 

ESG ACROSS THE PORTFOLIO
What makes the adoption and execution of 
ESG, and other standards, unique right now 
is the atmosphere of the moment, driven 
by climate-related events — for example, 
investment committees and boards of trustees 

of some pension plans that support teachers 
and other public service employees are being 
asked to divest from certain industries. Oil and 
gas is arguably the industry with the most at 
stake, but run through any industry and you 
find plenty of room for ESG adjustments.

Powers explains investment managers 
have challenges implementing these changes 
across existing portfolio companies as cultural 
expectations change, “especially in the energy 
and infrastructure space.” She also notes 
challenges remain in convincing people that 
ESG principles are important considerations 
in addition to financial returns. “We need to 
get both right. This needs to start by drawing 
correlations between ESG and returns and 
disseminating that information.” 

Overall, ESG buy-in in the energy and 
infrastructure industries is still lacking at the 
portfolio executive level, Powers continues. 
But general partners such as EIG are making 
a strong push to thoughtfully integrate and 
implement ESG practices. She adds, both 
parties need to get on board or risk straining 
the partnerships between general partners and 
limited partners.

“We have an ESG policy that we live 
by,” says Powers. “However, we have the 
flexibility to customize our responses toward 
LP requests. For instance, we had a big 
investor recently ask about our views on 
the EPA’s six best practices to hydraulic 
fracturing, while another investor asked 
about our views on oil sands and coal 
mining investments in Canada.”

Powers explains the diversity within 
EIG’s ESG committee, and its long-standing 
presence in the energy space gives the firm 
latitude to customize its responses to different 
investors, “so that they are fit-for-purpose for 
each LP. However, we do not waiver on our 
overall firm best practices and commitment 
to ESG  practices for our funds based on 
separate LP requests,” she adds.

ESG BY GEOGRAPHY
Another important distinction in the ESG 
arena is the geography where capital is 
being committed and invested. In Europe, 
for example, limited partner investors expect 
investment managers to have policies in place 
with regular reporting and, if they don’t, 
they don’t get invited to compete for capital 
commitments. This contrasts with ESG policy 
in the United States where the investment 
industry is still generally sorting out how ESG 
will be integrated into processes. 
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The differences between developed 
markets and emerging markets are important 
as well.  

“ESG in emerging markets is old news,” 
says Bowes. “Longtime asset managers 
in emerging markets will tell you, ESG 
considerations have always been part 
of performance and risk assessment for 
investments. Put bluntly, if you are not 
focused on the environmental, governance 
and social implications of a given investment 
in an emerging market, you are likely in for a 
rocky holding period.”

As a consequence, Bowes suggests, 
mainstream emerging market managers 
may not require as much ESG-related 
reorientation as mainstream developed-
market asset managers.

Albright Capital has been investing in 
emerging markets since the firm was launched 
in 2005, and its focus on the enhancement of 
living standards, particularly in those emerging 
markets with democratic institutions, is a good 
example of ESG investments. “Infrastructure 
investors can play an outsized role in this 
endeavor, as reliable infrastructure is the 
bedrock of functioning economies and, in 
effect, healthy democracies,” says Bowes.

Emerging markets should be appealing 
to institutional investors with ESG mandates, 
in particular, Bowes says, because they 
have opportunities to help emerging market 
infrastructure leapfrog older developed 
market technologies. They present a new 
starting place, “as we have seen with mobile 
telephony and now fintech,” Bowes explains. 
“Perhaps most exciting is the scope with 
which emerging market ESG-oriented business 
models in the infrastructure space are solving 
real societal problems, such as access to 
water, electricity and transportation, while 
providing investors with market returns.”

But what has held back this investment 
is inefficiency in screening and selecting fund 
managers working in these markets. “Our 
advice for those institutional investors that are 
earnestly looking to participate in emerging 
market ESG investment opportunities but 
have had trouble making allocations is to 
make slight but meaningful alterations to their 
emerging manager ESG selection processes.”

This includes carving out a modest 
portion from existing allocations, for example, 
real assets. A smaller allocation allows 
investors to consider smaller fund sizes, which 
can open up the universe of fund managers 
outside the standard mega-funds from Asia, 

Bowes explains, and co-investments are also 
an option that can increase exposure.

Investors can also mandate flexibility 
for their investment staff using emerging 
manager ESG carve-outs to allocate to fund 
managers that meet specific criteria. “ESG 
credentials, loss ratios, and diversification 
relative to emerging market and developed 
market public market indices could be key 
qualifiers for this flexibility,” says Bowes. “In 
a private infrastructure context, this could 
mean allocating a band of up to 3 percent 
for emerging market ESG strategies to fund 
managers that meet established thresholds.”

THE BOTTOM LINE
ESG standards have been part of the 
investment industry for decades but have not 
been fully integrated into practice, and for 
decades it has been understood that climate 
change would one day upend business as 
usual. But the investors and the industries 
they invest in have been generally slow to 
respond to the flashing signals, and now 
there is a scramble to catch up. Some firms 
are ahead of the curve, having ramped up 
existing ESG programs, while others have 
been slower to react. The challenge all 
participants face is integrating ESG policy 
across their organizations and into investment 
decision making. v

Drew Campbell is senior editor of Institutional 
Investing in Infrastructure.
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