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Large Canadian pension plans are taking environmental, so-
cial and governance factors into account in a long-term ap-
proach to investing, moving the principles of responsible in-
vesting into the mainstream.

by Sarah Smith
©2011 International Foundation of Employee Benefit Plans

Responsible investment (RI) has been growing signifi-
cantly among mainstream investors since it first 
emerged on the investment landscape more than 30 

years ago. With some of Canada’s largest pension plans 
such as Caisse de dépôt et placement du Québec, the Can-
ada Pension Plan Investment Board and Healthcare of On-
tario Pension Plan (HOOPP) publicly adopting RI policies 
over the past decade, there is an increasingly strong con-
sensus that the integration of environmental, social and 
governance (ESG) factors into long-term investment ap-
proaches makes good business sense for asset owners.

The financial downturn of 2008 exposed some of the 
dangers of short-term thinking in the financial markets 
and, in part, has sparked a renewed interest among asset 
owners to better understand the holdings of their funds 
from a long-term perspective. A long-term view is particu-
larly important for pension plans since the sustainability of 
the fund depends on it having sufficient resources to pro-

vide for the needs of today’s workers ten, 20, even 50 years 
down the road.

Responsible Investment  
Trends and Drivers

Responsible investing can be broadly defined as the in-
corporation of extrafinancial factors, such as environmen-
tal, social and governance issues, into investment decision 
making. Traditionally, RI was the focus of faith- and values-
based investors that wanted to align their investments with 
their missions and often used negative screening to avoid 
certain types of investments. Although many responsible 
investors are still mission-based, a growing number of 
mainstream asset owners and managers are including ESG 
factors into their valuation of investments as part of both a 
fiduciary and a materiality framework.

Globally, the amount of assets that are managed in ac-
cordance with responsible investment guidelines has risen 
steadily. A 2010 study by the European Sustainable Invest-
ment Forum (Eurosif ) showed that asset levels in Europe 
currently total €5 trillion, nearly double the total from two 
years previous.1 (See Figure 1.) A similar trend is seen in 
Australia, which saw a 13% increase in RI assets in 2010 to a 
total of more than AUD $19 billion.2 (See Figure 2.) And in 
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the United States, RI assets now account for 12% of all as-
sets under management at US$3.1 trillion.3 (See Figure 3.)

The Canadian RI market has experienced similar growth. 
Back in 2000, when Canada’s Social Investment Organiza-
tion started tracking assets managed in accordance with RI 
principles, assets sat at just under C$50 billion; ten years 
later, that number has increased to just over C$530 billion. 
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Pension funds account for 85% of the total amount of Ca-
nadian RI assets.4 (See Figure 4.)

There has also been tremendous momentum among 
mainstream investors publicly committing to responsible in-
vestment. The United Nations-backed Principles for Respon-

K
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FIGURE 2

Australian RI Trends

Source: Responsible Investment 2010, Responsible Investment Association Australia, published in November 2010.

FIGURE 1

European RI Trends

Source: 2010 European SRI Study, European Sustainability Investment Forum, published in October 2010.
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tant to RI decision making. The Carbon Disclosure Project 
(CDP), launched in 2000, is an initiative developed by asset 
managers and owners seeking greater transparency from 
publicly listed companies on a range of climate change-re-
lated issues. Throughout its ten years, the CDP has had 
continued success in both increasing the number of insti-
tutional investors signing on to the initiative, and increas-
ing the amount of climate change-related risks disclosed by 
companies. The number of signatories to the CDP currently 
sits at 534 with assets under management (AUM) totaling 
more than US$64 trillion. The CDP Water Disclosure Proj-
ect, a spinoff of the CDP, was launched in the fall of 2010 
with a questionnaire sent to 302 companies globally, and is 
backed by 137 signatories with US$160 billion in AUM.

In a number of regions around the world there has been 
an increase in the implementation of government regula-
tions that focus on creating greater disclosure around ESG 
issues. The Dodd-Frank Wall Street Reform and Consumer 
Protection Act, passed in the United States in July 2010, is 
among a broad range of regulations that will have direct ef-
fects on the financial industry there. However, the implica-
tions of the Dodd-Frank Act reach beyond the financial in-
dustry. Within the act is a provision requiring companies to 
disclose their use of so-called conflict minerals, sourced 
from the Democratic Republic of Congo and surrounding 
regions and used in the making of electronic components 
and various other goods. The sourcing of materials from 
conflict regions is still a relevant social issue that has many 
related materiality risks for the companies involved in 

sible Investing (PRI), launched in 2006, currently has over 
900 signatories that account for more than US$22 trillion, or 
10% of the estimated total value of global capital markets.5

The principles address ESG integration and disclosure, 
among other areas, and were developed by an international 
group of institutional investors that were aware of the rele-
vance of ESG issues to investment practices.

Why Asset Owners Care

Institutional investors increasingly recognize that evalu-
ating the ESG performance of their investments provides 
them with an added level of due diligence and will ulti-
mately help them understand new risks and identify pos-
sible opportunities that they would not have uncovered us-
ing only traditional analysis.

Several reports published in recent years by mainstream 
institutions have analyzed different ESG factors and their 
material impact on investment performance. One such re-
port, published by the United Nations Environmental Pro-
gram’s Finance Initiative, Show Me the Money: Linking Envi-
ronmental, Social and Governance Issues to Company Value, 
concluded that ESG issues could affect shareholder value in 
both the short and long term, and that the impact of ESG 
issues on share price can be valued and quantified. Reports 
like this lend credence to the belief long held by responsible 
investors that so-called extrafinancial factors are material 
and can impact a company’s share value.

Company disclosure on ESG issues is crucially impor-

L

FIGURE 3

U.S. RI Trends

Source: 2010, Report on Socially Responsible Investing Trends in the United States, Social Investment forum, published in Novem-
ber 2010.
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is the responsibility of investment consultants and asset 
managers to discuss ESG considerations with their clients 
when they first enter into a relationship to avoid future le-
gal repercussions should an ESG issue have a negative im-
pact on the fund.

When considering ESG integration there are various ap-
proaches that asset owners can take. There isn’t a one-size-
fits-all solution. Instead, successful strategies use a mix of 
approaches in order to meet organizational goals. 

Responsible Investment Strategies
Engagement

As shareholders, pension plans have an opportunity to 
engage, either directly or through external managers, in 
dialogue with the companies in their portfolios on issues of 
interest or concern. Such engagement can take place 
through a variety of means, including letter writing, meet-

these sectors. In some ways it is similar to the Blood Dia-
monds campaigns seen in the early 2000s that led to the 
Kimberley Process Certification Scheme, which helped the 
diamond industry to block the sale of conflict diamonds. 

In Canada, the Ontario Expert Commission on Pensions 
recommended that the Ontario government require pen-
sion plan statements to “reveal whether, and if so, how, so-
cially responsible investment practices are reflected in the 
plan’s approach to investment decisions.” And in the most 
recent Ontario budget, released in March 2011, the govern-
ment announced that it will require provincially regulated 
pension plans to disclose whether their policies address 
ESG factors. The budget notes a 2008 recommendation 
from the Expert Commission on Pensions calling for re-
forms to the province’s pension system, including manda-
tory ESG disclosure. These examples are an indication of 
the increasing readiness of regulators to require additional 
disclosure on ESG issues from companies.

Why Include Responsible  
Investment Strategies

For most asset owners, the rationale behind integrating 
an ESG strategy lies in the belief that companies that effec-
tively implement ESG standards are a better investment over 
the long term because they are likely to be better managed 
and more financially successful than companies that do not. 

The consideration of ESG issues is steadily being recog-
nized as part of an institutional investor’s fiduciary respon-
sibility. In 2005, Freshfield Bruckhaus Deringer, the world’s 
fourth largest law firm, released a report examining the le-
gality of considering ESG issues in the investment process 
and at that point stated that integration was permissible 
and arguably required in all jurisdictions. A followup report 
released by the U.N. Environmental Program Finance Ini-
tiative further supported those findings and argued that it 

M
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FIGURE 4

SRI Assets Under Management in Canada ($B)

Source: Canadian Socially Responsible Investment Review, Social Investment Organization, published in May 2011.
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ings with management, attending the companies’ annual 
general meetings and raising questions, voting proxies on 
ESG-related resolutions, and filing shareholder resolutions. 

In North America and Europe there is a growing network 
of institutional investors that are working to engage with 
companies regarding ESG-related risks and opportunities. 
Such organizations include the PRI, the CDP, the CDP Wa-
ter Disclosure Project, the Investor Network on Climate 
Risk (INCR), and the Extractives Industry Transparency Ini-
tiative (EITI). These investors groups are all looking to gain 
a better understanding of the ESG risks that might lie 
within their holdings, and to find opportunities to engage 
with management at these companies to push for im-
proved performance in these areas.

Proxy Voting

The creation of formal proxy voting guidelines based on 
ESG factors helps to ensure that a fund’s shares are consis-
tently voted (across issues and across managers) in accor-
dance with such guidelines. There are many organizations 
that can assist in customizing a set of proxy voting guide-
lines that meet the needs of the fund, or a fund can adopt 
the guidelines of the proxy voting service provider. A proxy 
is an important asset of the fund and another way to inte-
grate ESG factors into an investment strategy.

ESG Research

To ensure that holdings meet established ESG standards, it 
is important to have an understanding of their ESG perfor-
mance. Across asset classes—from equities to fixed income to 
real estate—there are many independent research firms that 
can assist an organization in understanding the risks. One ap-
proach that has gained momentum is evaluating companies 
and even countries for their compliance with the Global 
Compact. This approach provides a framework to evaluate 
companies that might have egregious practices that could 
generate significant ESG risks, including reputational risks.

Traditionally ESG research was more focused on equi-
ties. However, in recent years there has been a significant 
interest in fixed income, real estate and even infrastructure. 
Investors are beginning to demand this type of information 
and research firms have become increasingly innovative 

with providing additional resources to assist funds in inte-
grating ESG analysis across their assets.

Participation in Investor Initiatives

A growing number of investors are joining collaborative 
investor initiatives and organizations, such as the PRI, the 
CDP or the Interfaith Center on Corporate Responsibility, 
that address a host of ESG-related concern. Participation in 
these types of initiatives helps bring together larger pools of 
money and, as such, gives investors a louder voice when 
asking companies to address specific ESG issues.

Conclusion

Long-term investors want to ensure that the assets they 
own will help provide for their beneficiaries for many years 
to come, and considering the ESG practices of their hold-
ings is one way to achieve that goal. On the road to becom-
ing a responsible investor there are steps that asset owners 
and managers can take, such as:

• Obtaining access to ESG research in order to assess a 
fund’s current sustainability performance

• Evaluating and signing on to investor initiatives
• Considering the proxy as an additional asset of the 

fund, and ensuring that it is voted along the fund’s 
ESG guidelines

• Engaging with companies regarding specific areas of 
ESG-related concern.

Mainstream investors are realizing that understanding 
the ESG risks and opportunities that lie within a portfolio is 
an added level of due diligence that should not be over-
looked. The steady increase in assets that are managed in 
accordance to RI principles is evidence of the acceptance of 
a more long-term approach.
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CANADIAN PRI SIGNATORIES

Following is a list of the 13 asset owners among the 35 organizations in Canada that have signed the United Nations-
backed Principles for Responsible Investing (PRI):

British Columbia Municipal Pension Plan
Caisse de dépôt et placement du Québec
Canada Pension Plan Investment Board
Comité syndical national de retraite Bâtirente
Fondaction CSN
Gestion FÉRIQUE

Healthcare of Ontario Pension Plan (HOOPP)
OPSEU Pension Trust
Public Service Alliance of Canada (PSAC) Pension Fund
Régime de Retraite de l’Université de Montréal
Régime de retraite de l’Université du Québec
Société d’assurance-vie inc. (SSQ)
Toronto Atmospheric Fund.




