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Why Firms Are Adopting ESG Principles
By Darby Hobbs and Alexandra Jostrom

I

n financial services, it’s not just about
investment performance any more.
Personal choices and the principles of
a firm are sharing the stage with perfor
mance as the three P’s of sustainable and
reputable management (figure 1).
This trend is being driven by shifting needs
of our global community, which is
impacted by decisions that corporations
have made or are making that relate to
environment, social, and governance (ESG)
factors. These decisions directly impact
value through the supply chain of goods
and services for consumers (i.e., investors),
employees, shareholders, and citizens. In
business we think we are consumers first
and citizens second, but at our firm we are
seeing more citizens being proactive as
consumers with the brands they engage,
and the focus is on trust.
This is good news when you consider
that the financial services industry is the
least trusted industry in the world. Only

Figure 2: Financial Services is the Least Trusted Industry Globally
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50 percent of those surveyed trust the
financial services industry (figure 2). Diving
deeper, only 46 percent trust financial advi
sory/asset management, making it the leasttrusted of the financial services industry
segments (Edelman Insights 2014).
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As consumers, we consciously or uncon
sciously lay the foundation for our own
value drivers. What is important to us? What
are we passionate about? What do we want
to create? Whom do we trust? In essence,
how do we develop our own consumer score
for happiness and align ourselves with prod
ucts, services, and organizations that embody
what we hold in high value?
We can do this, building on discipline,
direction, and faith that we can be true to
ourselves and engage with the world
through brand choices that support our

Source: SOCIAL3
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Figure 1: SOCIAL3’s Three P’s

Performance

47%

value drivers. Companies that perform
well, with an eye toward responsible, repu
tational management, corporate citizen
ship, and the development of sustainable
programs, are the leaders in the long term.
Consumers are looking for transparency,
creativity, engagement, and impact.
Companies can deliver on these demands
through what we call the “greater good
value chain,” which is accessible to compa
nies that innovate (figure 3).
Innovation done right breeds growth;
growth breeds value; value creates trust;
trust engages the investor (i.e., the con
sumer) from a brand perspective. It’s the
delicate balance of a holistic communica
tion system that aligns interests and pas
sions of consumers (as citizens) with their
daily lives and choices. All this momentum
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have increased 600 percent in the same
time period (UN PRI 2014).

Figure 3: SOCIAL3’s Greater Good Value Chain
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Figure 4: Substantial Growth: Number of UN PRI Signatories and AUM
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breeds development of a consumer’s indi
vidual impact plan (IIP), driven by the
three P’s. Consumers who make brand
choices that allow their money to work for
them by promoting the greater good con
nect their IIPs more closely to their per
sonal values. Hence the IIP, when rooted at
the core of what defines a person, creates a
symbiotic flow of passions, ideals, hopes,
wishes, desires, and financial returns—a
mosaic for success.
The socially responsible investing (SRI),
ESG, and impact investing movement is
gaining traction. Nearly three-quarters of
companies included in the S&P 500 Index®
(72 percent) have published sustainability
or corporate responsibility reports, up from
20 percent in 2011 (Governance &
Accountability Institute 2014). In other
words, in 2013 only 27 percent of S&P 500
companies weren’t publishing sustainability
reports. This leads us to conclude that sus
tainability reporting is becoming the norm
in the U.S. capital markets represented by
the S&P 500, which is tied closely to the
momentum of the U.S. economy.
Corporate responsibility reporting is
becoming a mainstream business practice

worldwide. Of the biggest companies in the
world today, 250 report to the Global
Reporting Initiative (GRI) (2014) about
their economic, environmental, and social
impacts. The European Parliament voted in
April 2014 to approve a new law that will
require that all public companies with more
than 500 employees must address “policies,
risks and results” in relation to “social, envi
ronmental and human rights impact, diver
sity and anti-corruption policies” in their
annual financial reports. The 2,500 compa
nies in Europe that today voluntarily pro
duce sustainability reports will grow to
nearly an estimated 7,000 by 2017, when the
European Parliament law goes into effect.
ESG assets under management (AUM)
were estimated in 2012 to be $13.6 trillion
worldwide—equal to more than 20 percent
of the 2012 global AUM (Global
Sustainable Investment Alliance 2013;
PricewaterhouseCoopers 2014a). As of
April 2014, nearly 1,300 companies were
signatories to the United Nations Principles
for Responsible Investment (UN PRI), rep
resenting $45 trillion in AUM (figure 4).
The number of signatories has grown at a
nearly 40-percent annualized rate since the
PRI was established in 2006, and assets

risk management
enhanced returns
brand differentiation
investor demand driven by the three P’s
and the need for IIPs

A recent study by PricewaterhouseCoopers
(2014b) found that 73 percent of asset
managers identify risk management as the
driving reason for infusing sustainability
metrics into their investment strategies
(figure 5). The second and third mostpopular reasons for employing ESG factors
are to avoid firms with unethical behavior
(55 percent) and enhance returns (52 percent).
These three reasons are tightly linked.
Research indicates that firms that incorpo
rate sustainability and corporate responsi
bility programs tend to outperform those
that do not; in other words, “bringing a sus
tainability lens to business strategy can help
to reduce risks, lower costs, drive revenues,
and build intangible value, especially brand
loyalty—all of which contribute to competi
tive advantage” (Etsy and Charnovitz 2011).
Numerous studies from leading academic
and financial institutions have demon
strated a positive correlation between an
organization’s strong ESG ratings and its
returns. For instance, Deutsche Bank Group
(2012) points out that “companies with high
ratings for CSR and ESG factors have a
lower cost of capital in terms of debt (loans
and bonds) and equity. In effect, the market
recognizes that these companies are lower
risk than other companies and rewards
them accordingly.” Further, Koehler and
Hespenheide (2013, 101) point out: “ESG
disclosure is valuable because it helps a
company demonstrate that it is managing
its risks and has a track record of paying
attention to its ESG performance. Those
that disclose more ESG information are
more likely to enjoy a lower cost of capital.”
This does not prove that ESG strategies will
outperform, but it does demonstrate that a
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Figure 5: Why Asset Managers Are Considering Sustainability Issues
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business strategy that prioritizes risk man
agement, prudent use of resources, and
stakeholder engagement results in sound
organizational practices that can yield bet
ter returns.
As asset managers increasingly adopt ESG
strategies and as businesses continue to
reap the value of defining sustainable strat
egies, more investors are seeing the benefits
of ESG, leading to an oversubscription of
the supply. A TIAA–CREF (2014) survey of
retirement plan participants found that
64 percent of investors were interested in
socially responsible investments. The inter
est, though most popular with younger
investors, is widespread, and many baby
boomers and women pay keen attention to
integrating ESG strategies. According to
IW Financial (2013), in the United States
85 percent of investment managers cite
“client demand” as the main reason for
integrating ESG into their investment deci
sions. This groundswell in ESG investing
demand comes among a global shift in con
sumer mandates for increased transpar
ency, shareholder activism, and movement
toward conscious capitalism.
On the asset-manager side, ESG metrics are
being viewed as important for producing a
holistic assessment of a company’s perfor
mance and its potential risks. Ocean Tomo
(2011) found that between 1975 and 2010
intangible assets of S&P 500 companies
increased from 17 percent of market value
to 80 percent (figure 6). These intangibles,
such as intellectual capital, risks, brand

40

Figure 6: Components of S&P Market Value
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value, environmental exposures, etc.,
increasingly are competing with the physi
cal assets of organizations.
Over the same time period, as companies’
asset compositions have shifted, the per
spective of analysts who once dismissed
ESG ratings and even viewed high ratings as
a disadvantage to performance has evolved.
Since the 1990s, analysts have begun to per
ceive corporate responsibility as a vital and
integral metric to a company’s overall pic
ture of health, according to Ioannou and
Serafeim (2014), who forecast that strong
corporate responsibility performance likely
may lead to an organization’s outperfor
mance in the long term, consequently yield
ing favorable investment outlooks.
Bloomberg (2014) reports that nearly
10,000 unique users used its ESG data in
2013, indicating an average annual increase
in demand for ESG rating information of
more than 41 percent since 2009 (figure 7).

Companies are realizing that ESG strategies
create more than just goodwill; they also
create economic benefits and shared value
for their communities. Asset managers are
using ESG to review how companies are
holistically analyzed and engage clients
with ties to their core principles.
For example, Johnson & Johnson (J&J),
the second-best company on Corporate
Responsibility (CR) Magazine’s 2014 100
Best Corporate Citizens list, has taken a
broad-spectrum approach to its corporate
sustainability and community impact.
Some examples of J&J’s initiatives include
a commitment to remove potentially
harmful chemicals from its products by
2015. By investing in employee wellness
programs, J&J has saved $250 million in
healthcare costs, with a return of more
than $2.70 for every dollar invested in
wellness from 2002–2008 as well as a more
productive workforce (Porter and Kramer
2011). J&J committed to the United
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Figure 7: Increase in Unique Users of Bloomberg’s ESG Data
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CORPORATE RESPONSIBILITY (CR)
MAGAZINE BEST CORPORATE CITIZENS:
TOP 25 RANKED COMPANIES
Rank
1
2
3
4
5
6
7
8
9
10
11
12
13

Company
Bristol-Myers Squibb
Johnson & Johnson
Gap, Inc.
Microsoft Corporation
Mattel, Inc.
Weyerhaeuser Co.
Ecolab, Inc.
Intel Corp.
Coca-Cola Co
Walt Disney Co.
Campbell Soup Co.
Johnson Controls Inc.
Kimberly-Clark Corp.

Rank
14
15
16
17
18
19
20
21
22
23
24
25

Company
Lockheed Martin Corp.
Accenture plc
Cisco Systems, Inc.
Hess Corporation
International Business Machines Corp.
Nike, Inc.
McGraw Hill Financial, Inc.
E.I. DuPont De Nemours & Co
Hasbro, Inc.
Merck & Co., Inc.
United Parcel Service, Inc.
Eaton Corporation plc

Source: CR Magazine (2014)

Nations Millennium Development goals to
improve health care for mothers and chil
dren and joined the United Nations Global
Compact, two commitments among many
other initiatives in the emerging and
developing world to improve healthcare
access (Johnson & Johnson 2013).
Gap Inc., the third-best company on CR’s
2014 list, has taken a multi-pronged
approach to corporate responsibility by
expanding its sustainability reporting, rais
ing the minimum wage in U.S. stores, and
helping women in developing nations to
learn life skills to advance their personal
and working lives. Gap has pledged to cut
its greenhouse gas emissions by 20 percent

between 2008 and 2015; in 2012 the com
pany began conducting green manufactur
ing workshops with key vendors based in
Southeast Asia focusing on resource effi
ciently and environmental best practices
(Gap Inc. 2011/2012).
In the financial services industry, we see
TriLink Global bringing impact investing
to the mainstream investor, and PaxWorld
and Ellevate Asset Management joining
together to help promote gender diversity
on corporate boards and invest in compa
nies that are advancing women through the
Pax Ellevate Global Women’s Index Fund.
These efforts lead to investor engagement
via the heart of issues that drive investor

values. Large wirehouse firms such as
Morgan Stanley, Merrill Lynch, UBS, and
Prudential are offering ESG and SRI pro
grams to their advisors, signaling that ESG
is not a stand-alone activity or fad. These
initiatives represent a holistic way of think
ing about how businesses operate in today’s
global marketplace. They overlay sustain
ability principles on the operations of the
business and engage investors, who see that
they can invest for the greater good and get
good returns, too.
Darby Hobbs is founder and chief executive
officer of SOCIAL3, which fuses brand
and sustainability principles through media
production and presentation to cultivate
ESG, impact investing, and CSR story lines
and align clients’ vision and strategy with
market engagement. Contact her at
darby.hobbs@social-3.net.
Alexandra Jostrom is an MBA candidate at
Cornell University, Johnson School of Business.
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Securities and Investments Commission has
been actively monitoring and reporting its
views on the quality of financial reporting
by companies. For listed companies in par
ticular, the ability to ensure which financial
reporting is based on IFRS concepts, which
is based on industry norms, or which is
company-formulated now has many com
panies highlighting a variety of terms and
concepts such as “underlying profit” and
“cash earnings.”
ASIC also has forced listed companies to
enhance the detail and quality of commen
tary surrounding operating performance
and the risks associated with business strat
egy. Some larger companies had been fairly
expansive on these matters in their annual
financial reports, but a number of smaller
companies were seen wanting in these
areas. Hence, the last two reporting periods
have had focused attention from boards on
these issues.
Whether integrated reporting takes root in
the short or medium term is not the issue.
Boards must find ways to manage the vol
ume of reporting to the market place and
present a coherent, consistent picture of
immediate and longer-term business plans,
performance against those business plans,
and consequences to senior executive remu
neration of any variance to expected results.
If greater transparency is required, then
increased verbosity is to be avoided. Boards
must be satisfied with the governance over
the information subject to audit in financial
statements, as required by law, as well as
the governance of information released to
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the public voluntarily (this has been the
subject of a recent revision to the Australian
Securities Exchange’s Corporate Governance
Principles).
Some companies already have put in place
these governance processes, but in the eyes
of the regulators, if the process isn’t docu
mented and reviewed, then it can’t be taken
as having happened.
Summary
Those children of the ‘60s who populate the
boards of corporate Australia might reflect
on the fact that “the times they are a-chang
ing.” Companies need to be agile in their
responses to the mega forces shaping their
industries, those seismic shifts in demo
graphics, the environment, technology,
social values, behaviors, and ethics.
In his February 2013 speech to the
Australian British Chamber of Commerce,
the then chairman of APRA, John Laker,
said: “... the topic of regulation continues to
fill the column inches in media and indus
try commentary … it can reinforce the
impression that regulation is still the ‘main
game in town.’ It is not.”
Laker went on to outline the importance of
the quality of corporate governance as a
differentiator between companies that
weathered the financial crisis after the fall
of Lehmann Brothers and those that
faltered.
Of the many topics pertaining to corporate
governance, the four issues briefly discussed
in this article will continue to generate
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discussion at the board level, among regu
lators, and within the capital markets
generally.
The boards and executives of those compa
nies that can weave together the common
threads from those four broad issues and
deliver operating models that demonstrate
they can manage operations to meet or
exceed expectations will differentiate them
selves from competitors.
The evidence of their collective output to
various stakeholders—investors, employ
ees, customers, and regulators—must be
showcased to succinctly and transparently
demonstrate the benefits derived from
good corporate governance.
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pmreid@kpmg.com.au.
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