Rethink sustainability, directors warned
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Sustainability experts have warned that Australian boards need to reassess their approach to the environment and society.

A global study has found that socially responsible investing (SRI) will become part of the mainstream in the next 10 years.

The survey of 190 regional investment management organisations by Mercer Investment Consulting found that fund managers in Australia, Asia, the US, Canada and Europe - managing more than $US30.5 trillion ($A39.8 trillion) in assets - now expected SRI practices and strategies to be common by 2015. 
According to the survey, 89 per cent of managers predicted that active ownership, where socially responsible investors seek to influence a company's behaviour through activism and proxy voting, will soon be the norm.

Seventy-three per cent also forecast that social and environmental corporate performance indicators will become mainstream over the same period.

Sixty-five per cent of investment managers predicted that negative screens, where investors shunned certain stocks and industries, and positive screens, where investors chose companies because of their leadership on social and environmental issues, would be used more.

Katherine Teh-White, managing director of sustainability strategy and communication consultants Futureye, said Mercer's findings were a warning for Australian boards. She said most directors still believed sustainability had nothing to do with the performance of their companies.

"Australian boards are starting to consider sustainability, but few believe it will affect share prices," Ms Teh-White said.

"Few Australian boards have considered that capital could dry up for their companies if fund managers don't view them as sustainable."

Mercer Investment Consulting global head Tim Gardener said investment managers' views were changing. "In the past, it was just a small group of organisations that were interested in SRI," he said.  "But there are a growing number of investors who believe these issues can have an impact on long-term investment performance."
But the survey found significant regional differences.

US managers were the most sceptical of SRI's importance, with more 60 per cent doubting that screening and integrating social and environmental factors would ever be accepted as mainstream investment practice.

This was in contrast to 85 per cent of Australian and Asian managers who predicted it would get there in the next decade.
