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Introduction

Many companies and their consultants
have recently tried to recast their envi-
ronmental efforts in terms of benefits
to shareholders. This represents a
change in the role of corporate envi-
ronmental functionsfrom that of being
a“green police officer” to being anin-
tegral part of the business. The focus
on valuecreation isconsstent with how
a growing number of companies are
thinking about environmental issuesas
a central part of their strategy. Is all
this talk of shareholder valuereal, or
merely clever spin by environment,
health and safety people?

Environmentalists have long argued
that green practices can make good
business sense, and that shareholders
should provide a broad reinforcement
for environmental improvements. The
hope is that investors will punish the
environmental laggards because they
destroy business value or miss oppor-
tunities, and reward those firms which
have integrated environmental concepts
into their core business strategies. Is
there evidence this integration of en-
vironment and shareholder value is

happening?

This Sustainable Enterprise Perspec-
tives describes a state of play for how
environmental strategies contribute to
shareholder value and explores where
thisfield might be headed. This piece
istargeted at a corporate audience; in-
vestors have a dightly different van-
tage point on theseissues. Whilethere
are noteworthy goings on in other fi-
nancial areas such asbank lending and
insurance, the focus here is on equity
investment and firm value.!

We start with threeinitial observations
about the field of integrating environ-
mental activities and shareholder value:
first, mainstream investors and most

of the finance people within cor-

porations are well behind their
corporate strategy counterpartsin
understanding the connection be-
tween environmental and financial
performance. Second, virtually
al of the current corporate sus-
tainable development activity fo-
cuses on environmental and not
social issues. Thefinal observa-
tionisthat thefield isnascent and
subject to occasional exaggera-
tion. Skepticismwouldwell serve

his Sustainable

Enterprise Perspec-
tives describes a state of
play for how environmental
strategies contribute to
shareholder value and
explores where this field
might be headed.

those who are following this
topic.

This piece begins with a look at the
descriptive and analytical work that
has been done on relating environmen-
tal activitiesto shareholder value. We
then turn to the early-stage activity
on the investment side that has the
potential to change how mainstream
investors think about environmental
issues. This formative work includes
the development of new rating sys-
tems and new investment activities by
afew vanguards in the finance indus-

try.

I. Descriptive &
Analytical Work

A. Describing the
Connection Between
Environmental Strategies
and Financial Value

World Resources Indtitute (WRI) de-
fines “environmental strategies’ as
business dtrategies in which environ-
mentd improvement iseither an explicit
objective or a necessary outcome. Our
experience working with companieshas
led usto the conclusion that afocus on
strategy and the value of those strate-
gies is critical. There is a wealth of
literature giving anecdotes of positive

financial outcomes from corporate en-
vironmental activities.? While this lit-
erature may be useful in building the
business case for improved environ-
mental performance, it does not clarify
the value of any specific strategy at a
particular company.

A growing set of literature focuses on
thewaysin which environmental strat-
egies can impact the financial funda-
mentals of companies in the abstract.
This is an approach that generalizes
about the strategies and meshes well
with the economic profit measures,
such as Economic Value Added
(EVA),* which have become quite
popular in corporate America. The
technique, however, lumpsenvironmen-
tal strategies together and misses criti-
cal parts of equity valuation that are
hard to obtain from financial funda-
mentals and earnings estimates, such
as sustainable competitive advantage
and quality of management. We offer
the following framework as an ater-
native. It focuses on the effect of spe-
cificenvironmental strategieson finan-
cia fundamentals and other core con-
cepts in equity valuation.

An Environmental Strategy
Framework

Many observers think of the environ-
mental performance of acompany asa
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easily respond to future
regulatory changesand po-
tentially to enter restricted
markets based on its repu-
tation as a good citizen.

The second set of strategies
involves Process Changes
that reduce the environmen-
tal impact of producing
goods and services. The
objectivein this strategy is
toimproveefficiency while
reducing costs and future
ligbilities. While most ex-
amples and even the lan-
guageitsdlf raiseimages of
industrial companies, ser-
vicecompaniescanasoal-
ter their processesto reduce
their environmenta impacts
and lower costs. For ex-
ample, retailers such asthe
Gap which have reduced
the energy use of their
storeswhile maintaining or
improving their “atmo-

FIGURE 1. Environmental Strategies: A Corporate View
Franchise Process Product New Market
Protection Changes Changes Development
Business Right to Cost & Market Share | New Markets
Value Operate Liability & Pricing Market
Reduction Power through Redefinition
Customer
Loyalty &
Reputation
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Value Chain
Main Reduces Increases Increases Increases
Financial Earnings Margins Competitive Revenues
I mpacts ReducesRisks | ReducesRisks | Advantage Increases
Can Open New | Often Uses ggmpcitmve
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Increases Diversification
Return on
Equity
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Most Valuation | Improvements | Difficult Difficult
Models Risk is Often
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sphere,” have made a pro-

single topic. In fact, it is realy the
product of several different types of
management choices, each withitsown
set of financial implications and each
presenting specific barriers which can
prevent financial analysts from inte-
grating these considerations fully into
their valuations. Thus, it is helpful to
start at the firm level with an under-
standing of how companies are actu-
ally implementing environmental strat-
egies. We have developed aframework
that many corporate executives have
found helpful in understanding and
communicating these different dtrate-
gies, and that providesasolid platform
from which to sort through the related
financial issues. This framework isa
four-level model depicted in Figure 1.

In the Franchise Protection strategies,
businesses focus on protecting their
franchise and preserving their right to
operate. Thisused torequireonly com-
pliance with regulations, but increas-
ingly mere compliance is insufficient
by itself to protect the franchi se because
the range of powerful threats to fran-
chises has expanded. Shell’s experi-
encewith Brent Spar provided ahighly-
visible example. Franchise protection
strategies are most often seen asanec-
essary cost of doing business, which
reducereturns, but protect the value of
assets including intangibles such as
brands. Of course, consistent compli-
ance aso has the benefit of reducing
risk. Going beyond minimum compli-
ance positions the company to more

cess change.

Managers havelearned that preventing
pollution and reducing waste is cheaper
than cleaning it up. Much of what has
been popularized under the heading of
“eco-efficiency” involves operational
changesthat go beyond basic pollution
prevention to minimizing throughputs
of energy and materials. Thisincreases
margins, reduces working capital ex-
penses, reduces operating risk and can
evenincrease labor productivity. These
strategies often require only modest
capital investment, so they frequently
also increase return on equity.

So far, the financia impacts discussed
appear to be within the ordinary scope
of fundamental financial analysis.
There are, however, two factors that
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create minor difficultiesfor analystsat
this stage: 1) even within firms that
profess to be eco-efficient, the use of
these process improvements varies
greatly across strategic business units;
and, 2) operational changes tend to
yield many small earnings improve-

aqualitative step after applying quan-
titative models. This approach makes
it difficult to quantify the valuation
impact of reduced risk from superior
environmental performance.

Relatively few large U.S. corporations
have taken the concepts of
environmental improve-

he drive to improve products

involves dramatically

increasing the service content of
the offerings, locking customers
into the relationship by raising

their switching costs, and
building customer loyalty.

ment much beyond this
stage of process changes.
Eco-efficiency, however,
can be a broader agenda
that goes beyond im-
provement in operations
to include changes in
productsthat involve both
suppliers and customers.
This movesinto the third

mentsthat don't appear significant un-
til aggregated. One company, Baxter
International, has responded to this
challenge. This medical-products
maker has carefully documented the net
earningsimpact of its processimprove-
ments resulting from their environmen-
tal efforts and publicly disclosed them
initsannual environmental report. For
1996, the most recent year available,
Baxter International reported a net
earnings contribution from environ-
mental activities of over $100 million,
the equivalent of 12.7% of the
company’s earnings for that year.

One difficulty encountered by financial
analystsat this point isthat many valu-
ation techniques do not treat risk as a
quantified variable. For example, com-
parative techniques, such as relative
price-to-earnings and other fundamen-
tal ratios, do not easily account for the
differencesin risk among stocks being
considered. This certainly does not
mean risk is unimportant; it merely
meansthat anaysts using comparative
techniques incorporate risk factors as

strategy, Product
Changes, which focuses on product
stewardship driven by the desireto in-
crease market share and pricing power
by building loyalty and reputation
among both customers and suppliers.
Firmsunderstand thelife cycleimpacts
of their products and all that goesinto
their production. This knowledge can
driveeffortsto increase thereuse or re-
cycling of their product, extend prod-
uct life, and reduce product impact
during use. The benefits of these strat-
egiesarethat they can produce sustain-
able competitive advantage. One of the
best examples of this strategy is
Xerox's Asset Recycling Management
(ARM) program which involves both
designing copiers so that certain key
partsarereusable, and offering custom-
ers a rebate if they turn in their old
copier in exchange for anew one. In
strategic terms, this rai ses the custom-
ers cogsts of switching to a new ven-
dor.

The fourth category of environmental
strategies is the wide-open realm of
developing entirely new products and
new markets based on environmental

improvement as the source of insight.
Here, firms redefine their entire busi-
nesses by creatively answering the
guestion, “what business do we want
to be in?” A good example is
Monsanto’ s decision to exit most of its
chemicals businessesthrough the spin-
off of Solutia in favor of becoming a
life sciences company. This choice
about which marketsto competein has
had a direct bearing on the overall ex-
posure of the company to environmen-
tal risks. In what is perhaps a more
striking example of applying environ-
mental insight into new product devel-
opment, Monsanto has formed a Sus-
tainable Development unit that is fo-
cused on using the company’s core
technologies to address issues such as
potable water in emerging countries.

In fact, the line between Product
Changes and New Market Develop-
ment is not aways distinct. 1nanum-
ber of instances, the drive to improve
productsinvolvesdramatically incress-
ing the service content of the offerings,
locking customersinto therelationship
by raising their switching costs, and
building customer loyalty. The result
could be seen as elther an evolution of
the product or as a new product. The
impact of this environmental strategy
isincreased competitive advantage. An
example of this strategy is the chang-
ing relationship between Ford in the UK
and itspaint supplier, DuPont. Intheir
old business relationship, DuPont was
paid based on the volume of paint used
and had no incentive to help the cus-
tomer use less of their product. Under
revised businessterms, DuPont iscom-
pensated based on the number of cars
painted and has helped their customer
dramatically reduce the amount of paint
required per vehicle and the associated
environmental impact.

Product Changes and New Market
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Development dtrategies take the ana
lyst out of therdatively straightforward
evaluation of the impact on earnings
and risk, and into the realm of com-
petitive advantage assessment. While
equity analysts certainly pay attention
to this big picture, their real world is
heavily focused on trandating all that
they know about a company into pro-
jected future earnings, a notoriously
difficult and inaccurate process for
even the best analysts. This speaksto
the limitations of many traditiona eg-
uity vauation techniques. While eg-
uity analysts understand sustainable
competitive advantage, their methods
for quantifying the value of those ad-
vantages are limited.

B. Statistical Studies

Most big changesin financial thinking
and practices have their beginning in
theory and validating research. The
descriptive framework in the previous
section congtitutesthe theory about the
relationships between environmental
strategies and shareholder

value. There's been aboom

negative environmental news and re-
wards those receiving good news.
Event sudieswereoriginally developed
to answer the question, “ does the mar-
ket care about this?” While this tech-
nique can capture the reaction of the
market to specific environmental
events, it does not reveal much about
the vaue of long-term environmental
performance overall.

The second category of statistical work
is regression studies that explore the
statistical correlation between environ-
mental and financia performance. The
approach is to use quantifiable mea-
suresof environmenta performancefor
specific companiesand to look for cor-
relation with thefinancia performance
over alarge universe of companiesover
time. The question these studiestry to
determine is whether or not a correla-
tionexists. Overal, thesevarious stud-
ies use different methodologies, but
reach the same overall conclusion that
thereisasmall but statistically signifi-
cant positive correl ation between finan-

in the screens applied can have alarge
impact on the results. The question
these studies try to answer is. Do the
screens applied in traditional socialy
responsible investing necessarily limit
returns? Thegeneral conclusionisthat
they do not, athough there are some
variationsin the results. More impor-
tantly, a number of these studies have
found that environmentally screened
portfolios actually outperformed
unscreened ones, with varying degrees
of statistical certainty.”

The fourth category takes an existing
model of valuation and adds environ-
mental variablesto seeif they increase
the explanatory power of the model.
Only a single study we know of em-
ploys this approach, which asks what
webelieveisthe most appropriate ques-
tion: What does environmental perfor-
mance tell us that we don’t aready
know about financial performance?
The study concludes that variables for
environmental performance and the
quality of the environmental manage-

ment system both add value

in the validating research on
the relationship between en-
vironmental and financial
performance,® which falls
into four broad categories:
event studies, regression

here is no reason to believe that

environmental performance is an
equal driver of value across all sectors
and industries,

to amodel of risk for stocks.®

All of the above analyses suf-
fer from problemsin the qual-
ity of environmental data
used. Much of thepublicly re-
ported data is of fairly low

analysis, model portfolios,
and the addition of environ-
mental variables to existing vauation
modes.

Event studies are a classic research
technique that compares the financia
performance of particular stocks rela
tive to that of the market after the an-
nouncement of news about the
company’ senvironmental performance
or regulatory position. The
unsurprising results are that the mar-
ket penalizes companies disclosing

cid and environmentd performance, a-
though it may vary significantly by type
of industry and environmental perfor-
mance measure used.

A third category of research uses the
same data as the regressions, but ap-
plies the measures to screen out com-
panieswith poor environmental perfor-
mance. The resulting portfolios are
compared to unscreened portfolios.
Model portfolio research isdifficult to
evaluate because even small changes

guality and has substantial
gaps. More importantly, no
oneredly believesthat the environmen-
tal performance of afirmisadequately
captured by the publicly-available data
such as release of toxics (TRI), spills
and EPA enforcement actions, but re-
searchers have used these data sets be-
cause they were available. In some
studies, the environmental dataused is
proprietary, and thusthe results are not
reproducible by other researchers, a
common standard for accepting re-
sults.® The development of standard-
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ized environmental reporting such as
the Global Reporting Initiative (see
Sustainable Enterprise Perspectives,
May 1998) should eventually provide
higher quality data that is reasonably
comparable across companies.

The critique of these studies goes be-
yond the lack of good data to charac-
terize the environmental performance
of firms. We believe the question has
not been properly framed in much of
thisresearch. Doesit redly make sense
to look for a broad statistical correla-
tion across a range of industries over
time?

Thereisno reason to believe that envi-
ronmental performance is an equal
driver of value across al sectors and
industries. Nor isit reasonableto lump
al environmenta strategies together.
These approaches, which group dis-
smilar characteristicstogether and then
look for relationships, run counter to
what WRI has|earned from companies
about why they are pursuing these strat-
egies in the first place: They aren’t
merely being green; they’ rebeing green
because specific environmenta actions
make good business sense.

In addition, none of the studiesarefor-
ward looking in that the environmental
measures reflect how well positioned
the company is to deal with environ-
mental opportunities and challengesin
the future. Instead, they use old data
on historical performance that is both
incomplete and limited to narrow as-
pects of environmental performance.
Of course, shareholders are necessar-
ily forward looking and interested in
broad future opportunities.

The appropriate question for main-
stream investorsis not: 1) do investors
care about critical environmental
events? Clearly they do. Nor isit 2)
do investors have to sacrifice returns

in order to limit the

. . FIGURE 2
universe of possible . .
companiesin which to Number of Corporate Environmental Rating
invest to those with | Systems by Category
decent environmental .
records? They do not. S| ng!e_z Issue Systems.........cccveveeevnnnenn. 2
Nor isit 3) istherea | Liability Systems.......ccccocovviviieniinennns 6
stetistical relationship CEffi
between ervironmental Eco EfTICI ency Systems........cccceeeeenneee. 2
and financial perfor- | Strategic Systems..........cccceiieinie, 15
mance? Thereappears | \W/ith Enviro-Ethical Dimensions.......... 8
to beapositiveone, but
the vast mgjority of eq- (Source: European Environmental Agency)

uity money is managed
using investment stylesthat are not built
primarily around statistical relation-
ships. The meaningful question to-
day is 4) doesan under standing of a
company’senvironmental and social
strategiesand positioning add a use-
ful insight to what investor s alr eady
know about selecting stocks?

Whilewearecritical of most of there-
search in the field, don't lose sight of
the important point that it all tends to
say thesamething: thereisno evidence
that environmental excellence hurts
shareholder returns and there appears
to be a moderate positive relationship
between environmental and financial
performance. This point has inspired
afew in the investment community to
develop financial products that incor-
porate the environmental-financia con-
nection.

Il1. Early Stage
Investment Activity

If one can fairly judge the level of ac-
tivity by the number of initiatives, then
the action on environmental contribu-
tion to shareholder value is hot and
heavy. Wewon't catalog all the sepa-
rate forums on the topic, but will dis-
cusstwo areasin which there have been
potentially significant developmentsin

theprivate sector. Thefirst isthe emer-
gence of information providersthat dis-
tribute either data or ratings of the en-
vironmental performance of compa-
nies. The second is a relatively new
style of money management that uses
environmental performance asan indi-
cator of superior investment perfor-
mance.

A. Rating Systems

Whilethereislittle persuasive evidence
mainstream investors are paying par-
ticular attention to environmental is-
sues, a hardy group of entrepreneurs,
academics and not-for-profits are of-
fering investors specific information
about various aspects of companies
environmenta performance. Infact a
study by the European Environmental
Agency® identified severa dozen dif-
ferent rating systems (see Figure 2).

Clearly, only afew of these systemswill
find commercia value among main-
stream investors. Severa rating sys-
tems are targeted towards socially re-
sponsible investors. What is probably
more interesting to a corporate audi-
ence is the type of criteria these vari-
ous ratings organi zations use (see Fig-
ure 3).

Based on the previous discussion of
how to conceptually relate environ-
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mental performance to shareholder
value, the key criteria for evaluating
a rating system should be the degree
towhichitis: 1) forward looking, 2)
based on industry-specific value driv-
ers (as opposed to generic data), 3)
transparent and easily understood, and
4) capable of adding value to existing
valuation methods for the relevant in-
dustry group. None of the rating sys-
tems we are familiar with meets all
these criteria

B. Eco-Efficiency Funds

Some argue that socially responsible
investing (SRI) isasignificant forcein
helping companies recognize share-
holder value from environmental strat-
egies. The traditional approach to SRI
is to screen out companies which are
undesirable because of their core busi-
ness (tobacco, defense), their product
mix (utilities with nuclear power
plants), or social and environmental
performance. Oncethese*bad actors’
are removed from the investment uni-
verse, portfolio managers typically

pick stocks conventionally. Infact, in
many of the largest SRI operations in
the US, the functions of screening out
stocks and picking stocks for invest-
ment are done by separate organiza-
tions.

Recently, a new breed of fund has
emerged that takes an approach that is
qualitatively different from that of stan-
dard SRI. These funds! use superior
environmental (and in a few cases so-
cia) performance as a centra criteria
for picking stocks, rather than as a
screening tool. These portfolios are
typicaly filled with large cap stocks
and a few innovators. Most of these
funds use one of the ratings systems
mentioned above as the means for
evaluating the environmental perfor-
mance of the companies. There are
several interesting aspects to these
funds. First, most are offered by con-
ventional asset management institu-
tions, not SRI specidists (e.g. Union
Bank of Switzerland, Scudder Kemper,
Storebrand, and Credit Suisse). Sec-
ond, the early performance by severa

of these funds has

FIGURE 3

Sample Criteria Used by Comprehensive

Corporate Rating Systems
* Greenhouse Gas Emissions
» Material Efficiency
» Toxic Releases
» Spills
* Energy Intensity
o Water Use
» Environmenta Liabilities

* Quality of Environmental Management Systems

* Regulatory Compliance

» Hazardous Waste Generation
* Industry Environmental Risks
* Performance Improvement

» Strategic Opportunities from Environmental Drivers

been impressive.
While these funds
remain small, the
combination of
these factors sug-
geststhe possihility
that mainstream
portfolio managers
may see using envi-
ronmental charac-
teristics as possible
selection criteria

While a detailed
analysis of the per-
formance of these
new fundsisbeyond
the scope of this
overview, we have
included informa-

tion on the top equity holdings, coun-
tries and industries in which the fund
is over- or under-weighted relative to
itsbenchmark, and performance ontwo
specific funds. While the approaches
for evaluating environmental perfor-
mance do not appear to be vastly dif-
ferent, the portfolios certainly are. At
least as of this reporting period, Sus-
tainable Performance Group appearsto
be placing amuch greater emphasison
smaller, more innovative companies.

I1l. Around the
Corner

So where is dl this headed? We see
four major areas that will be the focus
of future activity.

A. Causality

Theresearch cons stently showsapos-
tive relationship between environmen-
tal and financial performance. Thera-
tionalefor why thisistrueincludesthe
argumentsfor how environmentd strat-
egies lead to improved financial per-
formance. An adjacent argument isthat
environmental performance merely re-
flects “good management.” A varia-
tion is that more profitable companies
have more money and flexibility to de-
vote to environmental efforts. All this
begs the question of causality. Can
anyone demonstrate statistically that
good environmental performance
causes good financial performance?
Not yet, but this is the next area for
new research. The closest anyone has
comeisto notethat there appearsto be
alag between improved environmental
performance and improved financial
performance.?

B. Integrating Social
Performance

For most companies, the drive for en-
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FIGURE 4: Eco-Efficiency Funds
Storebrand Scudder Environmental VValue Fund

Top 5 Equity Holdings

National Grid 2.93%
UNUM 2.87%
MBIA 2.76%
Exd 2.47%
Bayerische Vereinsbank 2.33%

Underweight: US, Japan

% of Portfolio (12/31/97)

UK Electric Utility
usS Insurance

usS Insurance

usvi Insurance
Germany Commercia Bank

Overweight: Germany, Switzerland, Financia Services, Chemicals

Performance Benchmark:
(MSCI-World Index)

1998 through May

Since Inception (6/96) Annualized

Sustainable Performance Group
% of Portfolio (3/30/98)

Top 5 Equity Holdings

Whole Foods Market 8.1%
Ballard Power Systems 6.3%
SwissRe 5.8%
BankAmerica 5.1%
ING Group 4.6%

Underweight: Japan, UK, US (dight)

Totd Return Rdative to Benchmark

17.1% +3.1%

29.8% +5.0%
us Foods
Canada Fud Cdls
Switz. Insurance
us Commercial Bank
Netherlands Insurance

Overweight: Germany, Switzerland, Information Technology, Energy &
Infrastructure, Early-Stage Companies

Performance Benchmark:
(MSCI-World Index)

1998 through March

Since Inception (8/97) Annualized

Totd Return  Rdative to Benchmark
19.7% +1.6%
18.7% +8.6%

performance is through the use of
scenario analysis. This technique
involves postulating a diverse set
of scenarios about the future and
quantifying how different compa-
niesare positioned environmentally
to deal with different possible fu-
tures. WRI Senior Fellow Robert
Repetto is currently developing a
scenario methodology using the
forest products industry as an ex-
ample.

D. Fiduciary
Responsibility

Most ingtitutional investorsandin-
vestment advisors are legally
bound to abide by a set of stan-
dardsfor investment decision-mak-
ing. Originatingintrust law, these
standards say that those respon-
siblefor investing the assets of oth-
ershave an obligation to engagein
an investment process that is con-
sigtent with what a similarly situ-
ated prudent investor would use.4
This “prudent person” standard is
joined by duties of loydty and ex-
clusive benefit, which essentialy
say that investment advisors man-
aging money for others should fo-
cusonly onwhat would be best for
the beneficiary of the assets under
management.

Many investors have interpreted

vironmental improvements is further
along than efforts to integrate socid
issuesinto businessstrategy. Likewise,
companies have done more to report
their environmental results than they
have their socia impacts (see Sustain-
able Enterprise Perspectives, May
1998). Similarly, work on how socially-
engaged companies outperform others
is dill initsinfancy. There are stud-
ies, however, that lead the way. The

most significant showsthat companies
that are consistently successful and far
outperform their peerstend to place a
heavy emphasis on values, make long-
term investments in employees, and
pursue objectives other than profits.:

C. Scenario Analysis

One of the ways financial analysts
might better understand the connections
between environmental and financial

thisset of rulesas preventing them
from considering environmental issues
when making investment decisions.
The reasoning has been that environ-
mental issuesareasocietal concernand
not relevant to investment returns, and
therefore, should not beconsidered. To
do so would violate the duty of exclu-
sive benefit. This has generally kept
most U.S. pension funds from making
socidly responsibleinvestments. It has
also been invoked to block funds from
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divesting out of tobacco companiesand
once, out of companies doing business
in apartheid South Africa

But consider thefollowing jujitsu: 1) if
the case is sufficiently strong that en-
vironmental performance and financial
performancearelinked, 2) thenit would
be imprudent not to consider a
company’ senvironmental performance
when sdlecting an investment, and 3)
environmenta issueswould moveto the
“other” sideof theexclusive benefitrule
and be considered part of the selection
processthat any prudent investor would
ordinarily undertake. Whilethissounds
farfetched now, it might not be so far
off. Not so long ago, risky investments
such as venture capital and even real
estate were not ordinary parts of the
portfolios of prudent pension funds.
Then the “ state-of-the-art” changed to
understand the role these investments
can play in large portfolios. Now, the
average pension fund has nearly twenty
percent of its portfolio in these once
“forbidden fruits.”

IV. So What?

We may be on the verge of something
genuinely interesting here. There are
severa reasonsto believethat the main-
stream investment community could
grow to understand environmental per-
formance as a relatively important
driver of shareholder value, at least in
certain key industry groups. But the
case for this happening is still mixed.
Returning to the questions with which
we started: Yes, itisrea and not hype
alone. Yes, the work-a-day world of
investment isjust beginning to respond.

While the mgjority of research points
in this direction, most of it completely
fails to address the key issues which
could bring the bulk of mainstream in-
vestors to the table. Among the pri-

vate sector activitiesin thisfield, there
iS no evidence to date that the com-
mercial efforts are any more than in-
teresting innovations at the margin with
little bearing on the $14.3 trillion of
assets in the hands of US institutional
investors. While the end game is not
insight, thetrends are clear enough that
corporate managerswould befoolhardy
not to take action now, positioning to
take advantage of greater attention to
their environmental performance by
shareholders.

More specifically, managers should
understand theimportant details of how
their company isvalued in the market-
place and begin the process of gather-
ing and organizing information about
their environmental strategies as they
relate to the valuation drivers. In a
subsequent Per spectives, we' |l giveyou
more concrete steps for doing this il-
lustrated with examplesfrom your cor-
porate peers.

For more information on WRI's work
on green shareholder value, please
contact Don Reed at 202-434-1987, or
by e-mail at donr @wri.org. Watch for
future Perspectives on partnerships,
organizational change, strategic plan-
ning, green recruitment, and other re-
lated topics. We always wel come your
comments and suggestions for im-
provement of the Perspectives series.
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Swedbank’s Environmental Fund.

12 Stuart Hart & Gautam Ahuja, “Does It Pay to be
Green?:. An Empirica Examination of the Relation-
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mance," paper, University of Michigan, 1994.
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dom House, 1995.

14 Bevis Longstreth, “The Prudent Man Rule Today
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