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Impact investments
could do better

A significant gap

remains between the
appetite and actual ‘
understanding of

impact investing,

holding back the

sector’s true potential

Felicia Jackson
e e |

oclally consclous lnvestment (3 the

flavour of the moment, with fre- |

quent hendines highllghiing sus
talnable environmental, social and corpo
rale gevernance (ESC) policies, It's tempting
to think that maximbsing Ainancial retarn ks
00 longer the solé focus of long-term invest- |
ing, but [sthis really the case?

Desplie the widespread coverage, There
seoms to be limited anderstand ng of the |
apportunitios offered by Impact [nvesting.

A survey from Swise wealth manager
Vonlobel discdverad (hal 59 per cent ol pad-
ple don't iven know that an ESG approsch 10
Investiment is possibie. Meanwhibe, research
from law firm Michelmones reporied that |
78 por cent of affuor millennials feel they
have a responsib iy 1o wee | helr money 10
have a positive Impact on the world, vet only
i pr conit have actively Invesied lo sistali-
abileor wocial Lmpact fmic |

Theere is & real dangoer thae e dixconnect
beapween custodner |nferest and kack of infor-
matlon, combdined with |nadequate cllem

support, couk] hinder the scctors griwth.

The good news is That ncarly 50 por cont of |
Vomtabel's survey respondents woald like |
thelr advisers 1o provide more guidance. |

Hen Faulkner, marketing communica-
tions director ot £OQ Investors, says impact
fvesting hasthis vear come of age. “Thelght-
entd mwareness of climate change (s o sig:
nificant driver as are corporate scandals
such a8 the Velkswagen diesel emissions
eplsode. These concerns and poor practices
irk ethically minded investors,” be says,

David Stead at the Charities Aid Foun-
dation says Interest I growing. sipecially
among millennialy and those high-net-
worth [mddviduali (HNWI) with & Bnaneisl
backgronind, Wi “want o recelve & setarn
on capital while also parsuing social or
environamenial slms”

Thene (5 no doaty that ESG s poirg min:
sream B8 0% 8 oeeful approsch (0 manags
ing rizk and signaories 1o the Principies of
Responsible Investiment, supported by the
Unlied Satlons, alvesdy sooount for hall of
skl mxsers, with S50 e Ion wnder manage
e, Less easy wo quartlly s what fs really
Bappening bn the imjact lnssutmen) mario

At Just over $500 bl lon globally In 2018
It semains & fracvion of (he size of the ESG
markst. Rapld growih ks expecied becausn,
oy Mr Faulkner points oul, impact invest
men! offory 2 pew approach by captuning
potent il compet Rive sdvantages, megatrends
and egieitive suppon ™,

Adixa ndra Daly, founder and managing
dlrecior of independent agency AA Advi-
s, says: “High-net-worth individuals see
an apportanity to capialise on this vhift
and be proactive rather than reactive.”

And demographic change will play a role
I the seciors growih, Oliver Gregeon, LTK

and Ireland hesd of LP. Morgan Private
Bank, says: “Eighty-scwen per oont of mil-
kennlals indicated the importance ol ESG in
investment decisions.”

Idcally, HINWIs of all ages would be the
target market, says Mr Stead. Lirvestors will
ke a broader approach 1o the use of thelr
funds - & mew kind of portfolio of all thelr
assets - which, depending an their persemal
values and objectives, will be a mix of phi-
lanthropy, impact, social and ESG irmoest-
ments and Ifvesting aligned 1o the UN%
Sumiainsbie Developmen! Goaln, he iy

According to the US Foram for Sustain-
able and Eesponeble lvestimen:, 25 per
el af every dollsr Invested In America
gors into sustainable lrvestiment. Part of
the clinlienge s that the rhae of soclally con-
schous consamers and Investors b resuli ing
In Increasing demand for ovestment prod-
wcts which may not sctually yetexis,

Philip Radfoed, director af wealth man-
agers Saffrey Champness, e “Specialists
arevery knowicdpeable about impact refuma,
bt there ks mmarket challenpe around educa-
thom and avallability of product.”

This bewever, hooks st 1o change as Mr
Stead avs November will see the launch

59,

of prople don 't

@arn know That an
ESG approach to
wiratinent
Is possible

Varluwe

woud like their
adviers to provide

62

of millennials

think impact
investments are
less profitable than
other investments

Mr habmorny

of the Impact Investing Institute and part
of its mandate will be to drive engagement
with the retail sector.

Greenwashing, making an unsubstan-
tiated or misleading claim about environ-
mental benefits, is always a concern with

the packaging of new products and ser-
vices. Historicallv. the problem has been

a lack of transparency and independent
ratings. But Meg Brown, chief executive
of Impax Investment Management, sees a
slightly different issue.

“Big passive portfolios looking at ESG risk
allocation are good, but this doesn’t make

| them a positive allocation cholce,” she says.

“ESG will take out the worst, but it's not an

investment in the future, not intrinsically

a positive portfolio. That's why people get

| confused about gr shing. You need to

| understand the logic of how the investment
will deliver on objectives.”

One area where impact investment can
play a useful role in a portfolio is diversifica-
tion, in that impact investment returns are

» Dot correlated with market investment perfor-
mance. Whether you're investing in gyms in

1 underserved areas or providing micro-finance
for Nigerian farmers, your return will be
non-correlated with market returns. In a mar-
ket where interest rates remain low, impact
investments can provide a significant oppor-
tunity for financial return.

While Mr Radford sees some forms of
Impact investment as closer in nature to

philanthropy, he agrees with the view that
impact doesn't have to sacrifice return. Where
| impact investments can be a challenge, how-
ever, is In terms of liquidity. He sees liquidity,
‘ transparency and the knowledge barrier as
the key brakes on market growth.

But for those who are planning for a
long-term future, longer-term investment
requires a different mindset that is open to
the changing nature of the global economy
and ability to hold on to an asset through
market changes.

As Marga Hoek, author of The Trillion
Dollar Shift, says: "Growth private equity
opportunities directed by the Sustainable
Development Goals are longer-term invest-
ments, creating sustained value as com-
pared to catering to sharcholders’ requests
for short-term payouts.”

Portfolio future-proofing, diversifica-
tion and an opportunity for positive returns
| in alow interest rate market mean impact

investing is on the rise, all while making the

world a better place. @




