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In recent years the environmental, social and governance (ESG) aspects of institutional 
investors’ activities have led to increasing levels of public scrutiny because the huge pools of 
capital they oversee help propel the global economy and have a major influence on issues like 
social justice, public health and safety, governmental stability and environmental protection.   

Natural resource-based private equity asset classes like timberland, farmland, mineral 
extraction and energy generation are among the investment sectors where this scrutiny is 
particularly acute.  This article provides institutional investors and investment managers 
operating in these and related markets with insights that may help them develop and assess 
their own ESG policies, strategies and commitments. 

ESG’s Growing Influence in Alternative Asset Classes 

The need to consider ESG standards in portfolio selection and management is changing the 
ways in which pension funds, foundations, endowments, banks, financiers and insurance 
companies run their portfolios, measure their performance and hold themselves accountable.   
 
A focus on ESG is increasingly viewed by many institutions as a way of providing access to 
attractive investment opportunities that are emerging from the expanding global sustainability 
economy.  Many investors also view a demonstrated commitment to ESG as a way of 
inoculating themselves against “blow-back” from beneficiaries, benefactors, the news media, 
and government officials for their involvement in companies, projects and activities that have 
prominent and potentially controversial public dimensions.  This is true of their involvement in 
the public markets – where they may have debt and equity positions in business sectors like 
alcohol, tobacco, weapons manufacturing, and fossil fuels – but it is also increasingly true of 
their involvement in private equity and alternative asset classes – especially those that have 
significant environmental, community and social impact profiles.  However, while many 
institutional investors employ sophisticated screens to evaluate and measure the ESG profiles 
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and commitments of their stock and bond managers, their processes for assessing the levels of 
ESG engagement demonstrated by their private equity and alternative investment managers is 
often far less uniform and structured. 
 
Large public pension funds including CalPERS, CalSTRS and the New York State Common Fund, 
among others, as well as large numbers of European institutional investors, have taken the lead 
on ESG within the alternative investment space.  They increasingly require their current and 
prospective private equity and alternatives managers to outline their approaches to ESG in their 
RFP responses (requests for proposals) and to comply with reporting protocols that are 
designed to quantify the portfolio risk and return impacts of their ESG commitments.  These 
efforts clearly have had an impact on the market.  According to the Global Sustainable 
Investment Review’s 2014 Report, the number of alternative investment firms that were 
actively managing with ESG considerations in mind increased from 301 in 2012 to 336 in 2014.  
Furthermore, during that same period, the asset pools these firms oversaw expanded from 
$132 billion to $224 billion.  However, a recent article entitled “Alternatives Managers Falling 
Behind on ESG,” reported that the alternative investment management community is still not 
keeping pace with investors’ ESG expectations.  The article, which appeared on March 26, 2015, 
in Private Equity Beat, an online publication of Dow Jones, suggested that while many 
institutional investors view ESG as an important consideration in the development of their own 
internal investment policies, a majority believe their private equity and alternative managers 
overlook or under-emphasize it.  In fact, the article referenced a recent survey conducted by 
LGT Capital Partners Ltd., and investment consultant Mercer LLC, which found that while most 
institutional investors expect their alternative fund managers to consider their ESG concerns, 
65 percent said the managers they evaluate for capital placements fail to adequately do so. 

One major challenge institutional investors continue to face with ESG in the private equity and 
alternatives space is determining whether an investment manager is consistently embracing 
and utilizing ESG standards, or whether they are simply paying lip-service to them to win and 
keep their business.  Feigning commitment to ESG is relatively easy and is often simply 
demonstrated by the existence of written policies and elegant marketing materials that 
promote a firm’s good intentions and profile its good deeds.  Under these circumstances, 
separating the spin from the substance requires that investors have a discerning eye.  To that 
end, and based on our own experiences having worked with and for several institutional 
investment managers that have been involved in a variety of natural resource and private 
equity asset classes, we believe there are seven organizational sign-posts of ESG engagement 
and commitment that can provide investors with helpful insights and perspectives.  These same 
sign-posts, which focus on the integration of organizational values and behaviors, also may 
provide a high-level, strategic road map for alternative investment managers that wish to make 
ESG a more prominent dimension of their businesses. 
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Seven Sign-Posts of ESG Commitment and Engagement 

1.  Philosophical Basis:  Do the alternative investment manager’s vision, mission, 
strategy and core value statements contain ESG themes like social justice and equality; 
environmental appreciation, protection and enhancement; and good governance, public 
responsibility and stakeholder transparency?  Such statements reflect the philosophical 
foundation of an organization and if they do not overtly articulate, or even hint at, a 
commitment to ESG principles, then that firm’s commitment may be weak or non-
existent – even if it has an impressively-worded ESG policy and can point to an ESG track 
record that is seemingly impressive and legitimate. 

2.  Investment Thesis:  Does the firm’s investment thesis coherently explain how its 
commitment to ESG principles contributes to its capacity to deliver risk-adjusted 
investment performance that is consistent with its strategy and its clients’ objectives?  
In other words, has the firm created theoretical linkage between its value proposition 
and its commitment to ESG?  Do its leaders believe that by embracing ESG principles, 
and by operating within an ESG-focused framework, they have access to attractive 
investment opportunities that otherwise would be unavailable or inaccessible?  Do they 
believe that by embracing an ESG-focused mandate they improve the risk profile of their 
investment activities by reducing and mitigating legal and public relations liability?  
Ultimately, the capacity to create and capture value is the measure by which any 
investment manager’s performance is evaluated.  If ESG considerations are not a central 
element of an alternative investment firm’s thesis for doing those things, then its 
commitment to ESG should be closely analyzed. 

3.  Resource Allocation:  Does the firm allocate adequate organizational, financial and 
procedural resources to ensure that it is operating with ESG considerations in mind?  For 
instance, if the firm is focused on acquiring and managing timberland or farmland, does 
it have the expertise and resources to adequately assess, model and manage the 
environmental and community impacts of its intended approach to operating an asset?  
Does it have the capacity to implement “win-win” operational strategies that will ensure 
clients’ financial expectations can be met without compromising the needs and interests 
of other important stakeholders?  Does it have the capacity to build and maintain 
relationships with those constituencies, which often include:  community groups that 
may view the forest or farm asset as an historical or cultural resource; recreationalists 
who have traditionally accessed and used the property for hunting, fishing or hiking; 
conservation organizations that are concerned about preserving and protecting its 
environmental attributes; and, governmental agencies that are charged with ensuring 
management compliance with local, state and federal laws?  Finally, are these 
responsibilities shared at both an investment and operational level within the firm?  
Does the portfolio manager who will be primarily responsible for the asset’s financial 
performance understand and have some role in managing such issues and 
constituencies, or do those responsibilities fall exclusively on the internal group or 
individual responsible for ground-level asset management – the forester or farm 
manager in the case of a timberland or agricultural holding?  If the person making the 
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ultimate investment decisions about the acquisition, management and disposition of a 
particular asset does not have an understanding or appreciation for its ESG dimensions, 
then there is a good bet the firm has not fully embraced ESG principles at an enterprise 
level. 

4.  Stakeholder Affiliations:  Does the firm have broad and deep affiliations with 
organizations and movements involved in ESG-related issues and does it value those 
relationships and consistently reinforce and comply with any associated commitments?  
The United Nations Principles for Responsible Investment (UNPRI) Initiative is one such 
example.  It is an international confederation of investors and investment managers that 
have pledged to collaborate in putting into practice six principles of sustainable and 
responsible investment.  The objective of the initiative is to support signatories’ efforts 
to embrace and implement policies and procedures that will lead to a more sustainable 
and more responsibly-operated global financial system.  As of December 2014, there 
were more than 1,300 UNPRI signatories globally and these investors and investment 
managers oversaw assets of more than US $45 trillion.  While an alternative investment 
manager’s UNPRI status conveys a certain baseline level of engagement, there are other 
types of relationships and affiliations that also can be indicative of a commitment to ESG 
standards and principles.  For instance, does the firm voluntarily affiliate with third-
party certification organizations that use ESG-related screens to assess and sanction its 
activities and approach as being responsible and, or sustainable?  In the world of 
timberland investment, for example, this often takes the form of participation in the 
Sustainable Forestry Initiative (SFI) and/or the Forest Stewardship Council (FSC) certified 
forest management programs.   

5.  Participatory Orientation:  Does an alternative investment firm have open and 
cooperative interaction with regulators, governmental agencies and the political 
establishment and does it cultivate relationships with respected, mainstream NGOs 
(non-governmental organizations), community groups and educational and research 
organizations that are involved in issues of social justice, human welfare and 
environmental protection?  Does it show respect and consideration for issues of concern 
to indigenous peoples?  Does it deal with governmental entities with suspicion and 
trepidation or does it strive to ensure, to the best of its abilities, that its activities reflect 
the public’s interests as well as its own?  Does it have affiliations with politicians and 
political organizations across a broad ideological spectrum or are its political 
relationships strictly one dimensional?  Does it financially support non-profit groups and 
organizations involved in its investment space?  Do members of the firm’s upper 
management serve on the boards of such groups and do they have personal 
relationships with their leaders?  Does the firm partner with NGOs, community groups 
and research organizations on projects, initiatives and investments where their interests 
intersect?   Does it work with them through mechanisms like collaborative agreements, 
memoranda of understanding and joint initiatives?  Does the firm join and support 
NGOs on public policy advocacy initiatives where its interests are in alignment?  Finally, 
does the firm leverage its relationships with such groups and organizations to obtain 
insight and perspective in support of its own investment activities – perhaps utilizing 
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their expertise on matters relating to acquisition due diligence or the development of 
investment or asset management plans?  In most cases, a firm that does some or all of 
these things is likely to have a good grasp of the ESG dimensions of its activities and a 
high level of ESG consciousness. 

6.  Transparent Governance:  Does the firm communicate frequently, openly and 
transparently, not only with its clients, but with its own employees and with the various 
public stakeholder groups that have an interest in its activities – or are its 
communications more secretive and nuanced?  Does it employ principles of corporate 
governance that suggest “a nothing to hide” orientation and a focus on aligning 
management and financial interests?  And finally, does it provide its clients and 
investors with open and easy access to information about their portfolios and holdings 
and are its quarterly and annual reporting protocols comprehensive, consistent and 
reflective of the value proposition clients embraced when they engaged the firm?  This 
kind of transparency is a leading indicator of a firm’s core values and as such it is also a 
strong indicator of the place ESG holds in its hierarchy of priorities. 

7. No-Spin Orientation:  Last but not least, does an alternative investment firm primarily 
view ESG issues as a potential source of favorable or unfavorable public relations and 
does it manage its involvement with ESG issues accordingly?  When the only places ESG 
themes prominently emerge in relation to an investment firm’s priorities and activities 
are in its marketing materials, or in planning documents that explain how it is packaging 
and positioning itself competitively, there is a good chance its commitment to ESG is 
superficial and focused more on spin than on substance.  In the natural resource 
investment sector, where demonstrating sensitivity to environmental impacts is viewed 
as laudable, such behavior is often labeled “Green Washing.”  In our experience, there 
are at least two primary indicators that a firm is approaching ESG issues with an 
orientation toward spin rather than substance.  First, if a firm’s marketing materials and 
messaging make more of its commitment to ESG principles than is reflected in both the 
analyses it produces to evaluate prospective investment opportunities and in the plans 
it devises to manage individual assets or whole portfolios, in all likelihood, there is a 
mis-alignment between its messaging and its actions.  Second, if a firm appoints a single 
individual or group to have organizational responsibility for its ESG-related 
commitments and activities (an “ESG Czar” or some other such role), rather than 
holistically integrating those responsibilities across all of the enterprise’s functional 
areas, there is a chance this has been done not to ensure compliance with ESG 
principles, but rather to provide plausible evidence of ESG support and sensitivity while 
isolating ESG-related functions in ways that ensure they do not directly interfere with 
the firm’s investment activities and day-to-day operations. 
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As ESG continues to grow in prominence as an issue of interest and concern within the 
institutional investment community, it will inevitably become a greater source of either 
strategic advantage or disadvantage for alternative and private equity investment managers.  
Those that eschew ESG considerations will eventually see their business growth opportunities 
diminish, while those that more consistently and enthusiastically embrace them will be better 
positioned to capture increased market share.  In the end, however, an investment manager’s 
commitment to ESG will continue to be measured by what it does and how it behaves, not by 
what it says.   
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