University Engagement in Responsible Investment: A Case Study of the University of Toronto

This paper investigates a role not often attributed to Canadian universities; that of an institutional investor. The majority of Canadian universities manage private pension funds for their faculty and staff and they all invest their endowment funds to support university growth and student programs. The combined ten largest university endowment and pension funds in Canada totals $7 billion, and $23 billion respectively, based on the most recent available figures (2008-2009). Universities therefore have the potential for significant leverage through their investment decisions.  This type of leverage has been used by some institutional investors in Canada to influence change in corporate environmental, social and governance (ESG) standards, through incorporating these factors into their investment policies.  

Through use of a case study, this paper documents the University of Toronto's recent attempts to mobilize its funds to effect positive change and manage risks related to environmental, social and governance (ESG) conditions and provide an analysis of the institutional processes involved. In particular, the paper asks what forces have led to this change in the university's investment policies and what actors have played an instrumental role in the process. This understanding will contribute to efforts to scale up this activity in the future, while also identifying some of the potential challenges. 

The paper does not explore empirical evidence in support of the business case for such investment nor does it argue the moral case for university engagement in responsible investing. Instead, it considers these two approaches as part of an explanation for why universities have changed their investment practices and further, what inhibits others from following this lead in order to more accurately identify the most effective approaches for change and to provide direction for future academic research agendas in support of this goal (whether it be the need for more business cases or moral cases, for example). These questions are addressed within a theoretical framework of institutional change. The paper argues that the impetus for change at the University of Toronto has been a result largely of the students acting through both informal and formal processes and that establishing legitimacy with the university administrators and decision makers has been the key to success of these students. 

The paper takes the view that investment policies that account for ESG considerations are consistent with a university's role in society. As the hub for research, education programs and student and faculty associations that advocate for improvements in environmental, social and governance conditions, the university “serves as training ground in civic engagement that carries over to society as a whole” (Quarter et al, 2009 143). Issues raised by university members cover a range of ESG factors, both with respect to the internal university environment and the broader community in which it exists. “The university therefore acts as an intermediary between the public sector and the social economy” (Quarter et al, 2009, 144). The extension of the university’s role beyond an institution of higher education to an advocate for social and environmental goals is the result of several factors, including the wide array of interests represented by the student body and faculty, pressures related to reputation and risk management, and the nature of the university as an institution accountable to a variety of stakeholders. This social responsibility is recently being extended to include the investment activities of the university (Forbes, 2009). In this sense, the university acts as not only a hub, but as a source of finance for the social economy. Of the various types of financing the university could provide to the social economy, including social finance, economically targeted investing, community investing, the most prominent type the university is engaging in is responsible investing.   

The Social Investment Organization defines socially responsible investing by distinguishing between two conceptual paths, one rooted in values based approach to investing and the other grounded in fiduciary duty, “based on belief and evidence that the incorporation of environmental, social and governance issues into the investment process will help to mitigate risk and enhance return” (SIO, 2009).  For the purposes of this paper, the broad definition of responsible investing will be used, which includes activities with various degrees of commitment and challenges for implementation. These forms include proxy voting, screening (positive and negative) and shareholder engagement. In addition to responsible investing practices, this paper explores evidence of universities as institutional investors engaging in economically targeted investing (ETI), which is “investment designed to produce a competitive rate of return commensurate with as well as create collateral economic benefits for a targeted geographic area, group of people or sector of the economy” (Bruyn, 1986). 

In comparison to progress in the U.S. and Western Europe, Canadian investment institutions have consistently lagged with respect to incorporating ESG factors into investment decisions and practices. However, there is growing evidence that the movement has permeated the border, with significant momentum behind its expansion.  “With increased research, education and dialogue under way, there is a growing trend toward adoption of responsible investment practices by Canadian institutional investors.” (SIO, 2009) In particular, Canadian public pension funds, such as CPPIB and OMERS, have made significant progress over recent years on this front, particularly through the adoption of responsible investing policies and proxy voting guidelines. There has also been responsible investment activity in mutual funds, banks, credit unions and insurance companies (SIO, 2009). Total Canadian assets and activity invested using responsible investing guidelines was $609.2 billion as of 2008 (SIO, 2009). With respect to universities, one in seven schools in the US invests part of its endowment in community development funds and more than two in five schools invest part of their endowment in renewable energy funds (Green Report Card, 2010).  Although this ratio is much lower in Canada, there is evidence that some universities are moving in this direction (Green Report Card, 2010). 

The rest of the paper proceeds as follows: Section 2 reviews the legal constraints associated with incorporating non-financial considerations into investment decisions. Focus is on identifying room for investors to move under current Canadian legislation. This is followed by a case study of the University of Toronto. Research questions are designed to identify the actors involved in responsible investing initiatives and the informal and formal processes that are used to facilitate the orientation toward these initiatives.  Finally, drawing on the research undertaken in the case study, implications and future avenues for research and action are identified.  

Case study summary: 

The inclusion of ESG considerations in the University of Toronto’s investment decision-making process has been on the agenda in some form for the past thirty-five years (Dunlop, 2005). With over $5 billion in investment assets and the creation of the first Canadian advisory committee on Responsible Investing (RIC) in 2008, the U of T has become a leader among Canadian universities on responsible investment initiatives (The Varsity, February 2009).  What follows is a case study of this evolution at the U of T.  The study is descriptive and exploratory in nature, and seeks to map out the processes that have led the university administration from a low-priority investigative review of incorporating ESG considerations into investment decisions to the establishment of a formal and active RI advisory committee. Although generalization to other Canadian academic institutions is not the primary goal of this research, the study has the potential for providing insight into the barriers facing responsible investment initiatives as well as some key drivers and possible opportunities for influence, which may lead to effective use of resources and funds in an effort to mobilize responsible investing initiatives at these universities. 

The case study begins with a theoretical framework of institutional change to position the research.  This is followed by a description of the asset pools and the internal organization and management structure. Questions that are addressed include who is responsible for management and decision and policy making, what challenges and constraints they face, and what the opportunities are for influence over these actors. The next section describes the funds’ investment manager, UTAM and identifies some conflicts of interest with implementation of RI policies that it poses as an external actor. The case proceeds with an investigation of the history of RI initiatives at U of T. Data resources include student newspaper articles, alumni newsletters, the university web-site, and policy documents. In addition, semi-structured interviews with those directly and indirectly involved with the advisory committee are conducted to gain an understanding of the various constraints and opportunities they face and the interaction between informal and formal expressions of these actors’ power in guiding the process of institutional change. 

The respondents are first asked to provide their definition of responsible investment to gauge their familiarity with the term and the range of activities they associate with the term.  Respondents shared a common understanding of responsible investing and they all extended their definition beyond screening investments and proxy voting guidelines to include a broader range of activities. Two respondents included targeted investment in their definitions of responsible investing without being prodded by the interviewer. 

Respondents were then asked to describe how the University incorporates ESG considerations into its investment practices and in particular, what the Responsible Investing Committee does to facilitate the incorporation of non-financial factors into investment criteria and practices. One respondent claimed that the focus has been on proxy voting and screening (tobacco) practices but that there is interest in expanding to proactive approaches that include positive investing in communities. “It is not so much about avoiding the bad, than it is about promoting the good.  The university has an obligation; a mission to better the public good, although I recognize this is not necessarily a shared perspective.” A student interviewed recognizes that “we need to start small with more accepted approaches such as proxy voting, and in the future expand this to other areas such as targeted investing. It is not off the table, but we need to first show how responsible investing is useful before expanding our mandate.”  

The administration representative who was interviewed however did not see a role for targeted investing at the university. “I don’t see that as being something the university would get into; it is too contentious.  

When asked to identify the actors that played a role in responsible investment initiatives, all respondents agreed that students have played the most significant role in leveraging resources to create this institutional change and to move the agenda forward. This role has occupied both the formal and informal spaces at the university.  For example, the Responsible Investing Committee (RIC) began as a student project, picking up on previous work that former law students had done to start the conversation on responsible investing. From this point, the students played a role in all processes related to the formation of the committee, from initiating informal discussions around campus, engaging stakeholders and gaining support, and conducting and communicating research to moving into the formal space by communicating these efforts at university investment board meetings.

In terms of strategy, it is clear from the interviews that a grass roots bottom-up approach was most successful at achieving results. Although the approach involved a lot of action in the informal space, one student claims that this alone did not lead to their success, because “without a receptive administration and investment board, the change would not have been possible.” 

The bottom-up approach involved initiating discussions around the campus with department heads, faculty and students through reaching out to campus news papers and other forms of media to communicate this message and create a buzz around the topic. “The buzz did not make the responsible investing committee, but it did make people more receptive to it.” A student describes the strategy as a three step process; “reaching out and initiate discussion between the relevant stakeholders; dispelling the two most common myths associated with incorporating non-financial factors into investment decisions; (fiduciary duty does not permit the incorporation of non-financial criteria and that responsible investment resulted in negative returns) and finally, becoming a legitimate force in the eyes of the administration.” Students worked to provide the administration with evidence that there were no legal barriers to responsible investing and in addition, that this type of investing did not necessarily mean a financial loss. One student claims “the key to our success was challenging the status quo in a cooperative spirit.” From an administrative perspective, this was the reason the movement was so successful. “It is work that we do not have time for within the administration. We can barely get through the day as it is without adding this extra work. Because the students were willing to do the work, we made the time to listen”.

When asked what they saw as the most significant challenges to the responsible investment initative, one student identifies the biggest challenge in the future to be scope in terms of “moving beyond incorporating ESG into proxy voting and screening, toward more involved processes such as community and targeted investment.” The administrative representative interviewed identifies a major challenge to be the sustainability of the initiative. “Because it was a student driven initiative, they have limited time available and so no matter how interested they are, they can only devote so many hours.” “What we are trying to create is something that is sustainable, not depend on the enthusiasm of the first five students, but bring in others and get them involved.” 

All respondents agreed that the committee would remain an advisory body. The student and faculty respondents agreed that it would be preferable if the scope of the committee was expanded in the future to include a wider range of activities, such as shareholder engagement and targeted/community investment, “but this would require continuing to show key decision makers (administration) and stakeholders that responsible investing is viable.” The administration respondent believes “the strengths of its role will depend on credibility of its recommendation and research; the more quality research they do to back their arguments and better job of presenting, the more likely they are to convince people within the administration and governance framework.”

In addition to data collected through semi-structured interviews, information related to the historical underpinnings of the Responsible Investing Committee, key milestones of the committee to date, examples of the university incorporating ESG considerations into investment decisions in the past, attitudes towards other forms of  mobilizing the university's large capital pools to effect social change such as impact investing, targeted investing, social finance and the organizational structure of the university are explored. Finally, implications arising from the case study and avenues for further research are identified. 
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