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Why has making an impact been
made so hard?
As if the regulatory burden that has emerged since the 2008 Global Financial Crisis
wasn’t enough, today’s trustees of the UK’s pension schemes are also expected to assess
the financial impact of climate change. Yet, without an accepted definition of how ESG
can make a difference, it all seems just a tad unfair but could be made a lot simpler.

Key Takeaways:
• Despite an inordinate amount of
words written by sustainability
advisers over the last 10 years,
Trustees are still none the wiser
about how to account
for climate change in their
scheme’s SIPs
• Now regulations have been
expanded to include Impact
Investing, a simple philosophy
that offers Trustees the ability
to influence social good, but
where purists insist on a conflict
between intentionality and the
priority for investment returns
• This threatens the added burden
of another raft of definitions
and measurements that risk
disenfranchising LGPS (in
particular) from benefiting their
local communities. On the other
hand, a strategy such as AEW’s
UK real-estate strategy can have
a significant social impact while
meeting fiduciary investment
objectives, without the need to
be labelled as a ‘social impact
fund’. AEW believes that enabling
and not labelling should be the
defining force for good.

When the concept of ESG
(Environmental, Social and Governance)
arrived on the investment scene, it
seemed like such a wonderful phrase.
It perfectly encapsulated such a broad
agenda of risks and opportunities in a
succinct statement that:
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• started a long-overdue debate
on social good and corporate
responsibility
• recognised that good governance was
the ideal way to safeguard investor
assets
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• seemed to allow investors to take into
account the effects of climate change
as well as many other extra-financial
issues
ESG also underpinned the UN-backed
Principles for Responsible Investment,
from which many asset managers’ and
asset owners’ Responsible Investment
Policies have been written since its
inception over two decades ago.
Finally, the emergence of ESG seemed
to ease some of the historical tensions
associated with the ideology of ‘ethical
investing’ – namely whose ethics were
the most laudable, yet did the least
damage to investment returns?

Making a better world
Of course, experience teaches us that as
soon as an investment band wagon starts
to roll in the financial services community,
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a new set of measurement standards,
performance benchmarks, detailed
reporting and regulations will inevitably
follow. So too will a raft of consultants,
advisers and technocrats, each of them
embracing the opportunity of articulating
and promoting this new paradigm to the
masses. Why? Because as an industry
we are somewhat obsessed with SMART1
objectives.
Some of the leading industry actors have
been quick to capitalise on this trend.
So-called ‘Heads of Sustainability’ wax
lyrically about ’making a better world’,
reassuring us that sustainability goals
can be achieved without compromising
investment returns. How can they ever
1
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know that without understanding the
specific objectives of the investor or the
investment fund? This feels naïve at best.
Still, in no time at all, ESG has evolved
from the conceptual to the literary. It
has become almost a word in and of
itself. It has now made its way into the
Department of Work and Pensions
regulations and The Pensions Regulator
Codes of Practice as a mandatory
consideration in all investment strategies.
.Emerging risks
ESG – as a paradigm, a concept, and
as a word – is pervasive within the UK
investment community. Yet at the same
time, this has all happened without a
generally accepted definition or common
understanding of what ESG really means
and how it makes a difference.
Therefore, trustees of the UK’s pension
schemes, already overburdened by a
raft of regulatory requirements that have
emerged since the financial crisis, have an
additional responsibility bestowed upon
them. And, whilst no one should deny
that climate change is a risk that spreads
across the whole of society, one could
question if it is fair to expect Trustees of
pension funds to be forced to shoulder
such a responsibility when Government
climate change policy allows the rest of
us to carry on consuming exponentially
without bearing the cost of the damage
we are doing to the planet.
Given these issues, it should come as little
surprise that trustees have begun to look
towards the concept of ‘impact investing’.
It’s seen as a way of escaping both the
vagaries of ESG and the onus of constant
negative screening. If trustees are forced
to own the responsibility, impact investing
seems, on the face of it, a much more
explicit method for their investment
powers to make a positive impact on the
community.

GINN tonic
But impact investment also does not
come without its challenges. The Global
Impact Investing Network (GIIN), the
non-profit organisation dedicated to
increasing the scale and effectiveness
of impact investing, requires clear
intentionality and impact measurement.

‘Intentionality’ means that, for a given
investment, the investors’ purpose is to
create social or environmental impact.
‘Measurement’ requires investors to
measure and report the social and
environmental performance of underlying
investments. One can only presume that
if these two criteria are not met, in the
eyes of GIIN, it doesn’t count but one of
the attractions of social impact investing
(SII) is that it is currently less defined, less
restrictive and more philosophical in its
approach.
However, it might not stay that way
for long. Cue calls for another set of
guidelines – this time from the Society of
Pension Professionals. Their July 2019
white paper prescribes the need for a new
‘universally agreed’ set of standards for
measurement, reporting and monitoring
to “help boost growth in the £91 billion
market for SII globally”. They proffer that
this will subsequently give more funds
sufficient scale, and ultimately provide
trustees greater choice.

Social need
Ethical investing, responsible investing,
ESG, impact investing – and now social
impact. Call it what you like, we can
only think that if we were a UK pension
fund trustee, we’d be wondering why the
burden of governance around something
so simple has made it all so hard.
As the manager of a UK real-estate
strategy, the investment objective of
AEW, an affiliate of Natixis Investment
Managers, is to achieve an inflationlinked, absolute return by investing
in traditional and alternative property
sectors. This includes funding
investments in care homes, NHS
accommodation, supported living and
nursery education – all of these are
sectors of the economy where occupier
demand is driven by social need.
The strategy has a combined exposure
to social sectors of almost 40%. By their
very definition, these investments must
be having a social impact. Still, it is not a
‘social impact fund’, nor does it pretend to
be. Yet, AEW has demonstrated that the
strategy can deliver meaningful social
outcomes while meeting the fiduciary
investment objectives.
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Purists would argue that such a strategy
is unworthy of being considered as a
form of social impact investment if it is
not branded a social impact fund, and
if there is no clear demonstration of
‘intentionality’, nor any impact reporting.
They would also likely baulk at the fact
that the investments in social sectors
sit alongside investments in – horror of
horrors - “unethical” properties, namely
pubs. This logic would, however, negate
comments from investors who have
genuinely suggested that our pubs, so
often at the heart of a community should
also form part of our social impact
allocation – if nothing else, this illustrates
the need for freedom to allow trustees to
form their own definitions of where and
how they seek to make a social impact.
AEW’s proposition is simply to say that
if Trustees want to choose part, all or
more of RRF’s social allocation as part
of their scheme’s own definition of Social
Impact Investing, they should have the
freedom to do so. But if the pressure on
trustees pushes this nascent world of SII
into tighter and tighter definitions, the
economics of supply and demand would
suggest that returns might suffer as a
result. This could create a paradoxical
situation where the intention to ‘do good’
ends up undermining the duty to ‘invest in
the beneficiaries best financial interest’.

Enabling change
It feels to us like the fascination with
SMART objectives has caused us to put
the proverbial horse before the cart.
We seem to have become more
concerned with ‘labelling’ than we
have with ‘enabling’.
One of the great attributes of the financial
services industry is its ability to innovate
and develop new products and services
to meet the needs of an evolving world.
But our worry is that, more recently, we
are now so hung-up on the labelling of
activities that we’re unable to
move forward.
Indeed, we are starting to wonder whether
it might be easier for schemes to shape
their own social investment choices,
based on the causes that are most
relevant to the scheme’s members, such
as homelessness, poverty or health.
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Doing so would allow them to focus on
enabling, ie working with governments,
authorities and NGOs to put more
investable programs in place.

What should come first is the process of
making a difference through investment,
rather than a product label that loosely
interprets a set unnecessary rules.

We would suggest that if scheme SIPs
(Statement of Investment Principles) must
now include Impact Investing (where this
did not compromise the Trustees’ duty to
invest for the beneficiaries best financial
interests), Trustees might welcome such a
qualitative approach to “positive screening”
which can be applied across all asset
classes and where manager selection
might develop a bias to themes of social
impact, but not to compromise returns, as
a way of demonstrating implementation
of a policy with objectives that can be
bespoke to each scheme. If this defines
the Impact, is there really the need for a
huge debate about whether it was the
intention or the consequence of a sound,
“responsible” approach to investment?
After all, we all know it was the chicken
that came first…..or was it the egg?

If SII evolves down the path outlined in
the SPP White Paper, we fear that what
is currently a philosophical approach
to sound investing, risks becoming
an investment allocation decision –
equities, bonds, alternatives or SII; if it
evolves as a sector it has to evolve its
own return characteristics and skew
the returns achievable from a portfolio
that otherwise would be ex-SII. This is
something our colleagues at Natixis have
already observed with “green” products
which have had some popularity, but
resistance has grown to the idea of “token”
allocations because the implication is that
the rest of the portfolio has to
be “brown”.
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A sector regulated by “standards” will
inevitably end up disenfranchising
Trustees from choice – it might be easier

for a corporate pension scheme to shape
their own positive SI choices than screen
out ethical risk but, depending on how
LGPS Pools choose to offer or prescribe
an SII allocation to their members, Local
Authorities seeking to launch community
focused investment initiatives with
pension funding (similar to Lancashire
CC and South Yorkshire) might find
themselves on the wrong side of the
definition of SII.
One glimmer of hope from the Society of
Pension Professionals’ white paper is the
recommendation that, even with a SMART
framework in place, investment consultant
buy-in is essential. We would not disagree,
but now is the time for advisers to
suggest, as we have tried to do here, that
the emphasis should be on enabling and
not labelling and that for once, the KISS2
principle might be a far better and simpler
solution.
Written in March 2020

Keep It Simple, Stupid
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ADDITIONAL NOTES
This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when required
by local regulation, only at their written request. This material must not be used with Retail Investors.
In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a
Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered
under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment
Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy.
Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7.
Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ
Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). Registered office:
Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España. Serrano n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis
Investment Managers S.A., Belgian Branch, Louizalaan 120 Avenue Louise, 1000 Brussel/Bruxelles, Belgium. In France: Provided by Natixis Investment Managers International
– a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited
company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris.
In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative
office in Zurich, Schweizergasse 6, 8001 Zürich. In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial
Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of
this material is intended to be made to persons as described as follows: in the United Kingdom: this material is intended to be communicated to and/or directed at investment
professionals and professional investors only; in Ireland: this material is intended to be communicated to and/or directed at professional investors only; in Guernsey: this material
is intended to be communicated to and/or directed at only financial services providers which hold a license from the Guernsey Financial Services Commission; in Jersey: this
material is intended to be communicated to and/or directed at professional investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at
only financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under section 8 of the Insurance Act 2008. In the
DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or
services are only available to persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional
Clients or Market Counterparties as defined by the DFSA. No other Person should act upon this material. Registered office: Office 23, Level 15, The Gate Building, East Wing,
DIFC, PO Box 506752, Dubai, United Arab Emirates. In Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.: Director-General of the Kanto Local
Financial Bureau (kinsho) No. 425. Content of Business: The Company conducts discretionary asset management business and investment advisory and agency business as
a Financial Instruments Business Operator. Registered address: 1-4-5, Roppongi, Minato-ku, Tokyo. In Taiwan: Provided by Natixis Investment Managers Securities Investment
Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68,
Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2018 FSC SICE No. 024, Tel. +886 2 8789 2788. In Singapore: Provided by Natixis
Investment Managers Singapore (name registration no. 53102724D) to distributors and institutional investors for informational purposes only. Natixis Investment Managers
Singapore is a division of Ostrum Asset Management Asia Limited (company registration no. 199801044D). Registered address of Natixis Investment Managers Singapore:
5 Shenton Way, #22-05 UIC Building, Singapore 068808. In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional
investors only. In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information
of financial advisers and wholesale clients only. In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not
constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors
who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service
provider in New Zealand. In Latin America: Provided by Natixis Investment Managers S.A. In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered
investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a
fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representación
(Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred to herein are
rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to less than 100 specifically identified investors.
In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary, or an investment manager in terms of the Mexican
Securities Market Law (Ley del Mercado de Valores) and is not registered with the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products,
services or investments referred to herein that require authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in the
Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore the accuracy of this information has not been
confirmed by the CNBV. Natixis Investment Managers is an entity organized under the laws of France and is not authorized by or registered with the CNBV or any other Mexican
authority. Any reference contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment management subsidiaries, which are
also not authorized by or registered with the CNBV or any other Mexican authority.
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment management
and distribution entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions
in which they are licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment
service provider to ensure that the offering or sale of fund shares or third party investment services to its clients complies with the relevant national law. The provision of this
material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or an offer to buy or to sell
any security, or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment carefully before investing.
The analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as of the date indicated. These, as
well as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire as may be forecasted in this material.
Past performance information presented is not indicative of future performance.
Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the accuracy,
adequacy, or completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.
All amounts shown are expressed in USD unless otherwise indicated.
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An affiliate of Natixis Investment Managers.
Privately-held French “Société anonyme à
conseil d’administration”.
Real-estate investment manager under n°T 8324
delivered by the Prefecture de police de Paris.
Share capital: €17,025,900.
RCS Paris: B 409 039 914.
22 rue du Docteur Lancereaux, 75008 Paris
www.aeweurope.com

AEW Ciloger

A simplified joint-stock company with capital
of € 828,510, register under the RCS number
Paris 329 255 046.
Registered office: 22 rue du Docteur
Lancereaux 75008 PARIS
AIFM Licensed by the Autorité des Marchés
Financiers on July 10, 2007 under number
GP-07000043
www.aew.com

Natixis Investment Managers

RCS Paris 453 952 681
Share Capital: €178 251 690
43 avenue Pierre Mendès France
75013 Paris
www.im.natixis.com
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