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At a United Nations summit on corporate
responsibility in July 2007, Goldman Sachs
released a report that breathed yet more life
into the maturing body of sustainable invest-
ing. The venerable investment bank had been
nurturing growth in this field over the past
several years: in 2004 it released its first sus-
tainable investing report, in 2005 it issued a
company-wide environmental policy, and in
2006 it invested $1.5 billion in clean energy.
At first glance, it may have disappointed sus-
tainable investing advocates to see Goldman
analysts saying that it was too early to corre-
late sustainability performance directly to
financial performance.1

Of course, this coy assertion assumed that
such a link—considered the Holy Grail by
some advocates of sustainable investing—
unquestionably exists. In the meantime, until
empirical evidence could prove a direct con-
nection between sustainability and financial

performance, Goldman integrated sustain-
ability factors into its traditional financial
analysis. The report found that sustainability
leaders outperformed the general stock mar-
ket by 25 percent over the previous two years
and outperformed their same-sector peers by
almost 75 percent over the same period.2

Such numbers turn heads. And more
important, they draw ever more money into
sustainable investing, as it has come to be
known—increasing the amount of capital
pegged to environmental, social, and gover-
nance performance. (See Box 13–1 for a def-
inition of sustainable investing.) These
commitments are increasingly of interest to a
broad range of investors—from individual
shareholders and businesses engaged in pro-
ject finance to venture capitalists and non-
profits promoting microfinance. (See Table
13–1.) Together, these investors control sig-
nificant assets that can steer societies toward
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sustainable development. 
Indeed, building sustainable economies

will necessarily have investment at its core.
Currently, modern industrial economies rely
on pillaging the past at the expense of the
future, burning through solar energy that
has fermented for millennia forming fossil
fuels that release eons worth of carbon diox-
ide that turns the atmosphere into a veritable
pressure cooker. Changing course requires
applying strong leverage from many different
directions—especially investment. The sci-
entific consensus, for example, is that car-
bon dioxide emissions need to be reduced
50–80 percent by 2050 in order to avert cat-
astrophic climate change—essentially requir-
ing a complete overhaul of carbon-intensive
economies and lifestyles. (See Chapter 6.)
Because investment decisions help shape an
economy’s infrastructure decades into the
future, investor engagement is essential in
turning economies away from conventional
paths and toward a sustainable one.3

Luckily, sustainability and investing share
a common horizon: both focus on the future.
Sustainability considers how to meet peo-
ple’s needs today as well as in the future.
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“Investing for sustainability” is an umbrella
term used in this chapter for all the various
forms of investment that promote sustainabil-
ity in one way or another. The term “sustain-
able investing” applies to the most prominent
subset of investment practices that promote
sustainability: socially responsible investing
and mainstream investing that integrates envi-
ronmental, social, and governance factors into
investment decisions. The lion’s share of pro-
ject finance for major infrastructure projects
such as dams and mines now operates
according to the Equator Principles, which
integrates sustainability factors.

Other investment practices that promote
sustainability fall outside the definition of
“sustainable investing” as it is currently devel-
oping, however. “Green” investing, or support
for environmentally beneficial companies and
projects, is all the rage in private equity and
venture capital, though these investments
rarely take the full range of sustainability con-
siderations into account. And microfinance is
growing rapidly, but it focuses primarily on
social factors, with less emphasis on environ-
mental sustainability.

Box 13–1. Definition and Scope 
of Investing for Sustainability

Sector Description Contribution to Sustainability 

Socially responsible 
investment (SRI)

Project finance

Private equity and 
venture capital

Microfinance

Table 13–1. The World of Sustainability Investments

Values-based investment opportuni-
ties, shareowner advocacy, and com-
munity investing

Funding for major infrastructure or
extractive projects such as dams or
mines

Speculative financing for promising
innovative startups

Very small loans, as little as $50, that
help small-scale artisans and crafts-
people develop markets for their wares

A large share of SRI focuses on
environmental and social sustainability;
some investments, however, focus on values
unrelated to sustainability

More than 85 percent of project finance
capacity globally falls under the Equator
Principles, which factor in social and envi-
ronmental sustainability

Attention increasingly focused on green
energy and other green products

Largely focused on income generation and
poverty alleviation

         



Investing is essentially a form of delayed con-
sumption that uses current capital to gener-
ate future financial support—particularly after
retiring from active income earning. Tradi-
tional investment strategies in current use
support business practices without regard to
social or environmental impacts, arguably
defeating the purpose of saving, as they con-
tribute to the destruction of the future. Sus-
tainable investing necessitates deep
consideration of social and environmental
implications, always assessing and measuring
whether business practices can sustain social
equity and ecological balance while main-
taining profitability.4

Viewed through this lens, sustainability
and investing can reinforce each other. A
shift in worldview toward sustainability invest-
ments is already well under way, but its con-
tinued growth cannot be taken for granted.
The challenge is to structure investment
options so that outcomes promote both sus-
tainability and strong returns.

Socially Responsible Investing
Some four decades ago, the foundations of
sustainable investing were established with
the advent of modern socially responsible
investing, or SRI, which broke new ground by
marrying social and environmental consider-
ations with traditional financial considera-
tions. SRI has since grown by encompassing
three elements—shareowner activism, screen-
ing, and community investing—all of which
now inform sustainable investing. 

Modern shareowner activism—where
stockholders engage with companies on envi-
ronmental, social, and governance issues
through direct dialogue, campaigns, and
nonbinding shareowner resolutions that
appear on the corporate proxy and go to
vote at annual meetings—dates back to the
late 1960s. Since then, shareowner activism

has evolved into a widespread practice, as
described in the next section.5

The 1971 launch of the Pax World Bal-
anced Fund introduced the second SRI pil-
lar—screening out companies in so-called sin
sectors, such as weapons, tobacco, alcohol,
and so on. Since the late 1990s, some strands
of SRI have been building on this ethical, val-
ues-based foundation by adding financial
value-seeking approaches typified by so-called
positive screens that give priority to compa-
nies with best practices in corporate social
responsibility. Similarly, “best-in-class” screens
reward the best social and environmental per-
formers across all sectors—even those typically
avoided by SRI, such as oil. According to
this strategy, it is best to encourage better sus-
tainability practices in all companies. More
recently, value-enhancing SRI has emerged,
arguing that strong environmental, social,
and governance management acts as a proxy
for strong business management.6

In 1973, Chicago-based ShoreBank pio-
neered community investing, which accepts
below-market financial returns in exchange
for social returns by supporting community
development projects such as low-income
housing, minority- and women-owned busi-
nesses, and microfinance. However, it wasn’t
until some two decades later that SRI mutual
funds began supporting community invest-
ing, when the Calvert Social Investment
Fund integrated the practice into its portfo-
lio in 1990.7

SRI has moved from a niche practice to the
mainstream, with about $1 of every $10
invested in the United States using at least one
of the three pillars of social investing, accord-
ing to the Social Investment Forum. In 2005,
$2.29 trillion (9.4 percent) of the $24.4 tril-
lion in total assets under management tracked
in Nelson Information’s Directory of Invest-
ment Managers was involved in SRI—up
from $2.16 trillion in 2003.8
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Although SRI growth has been rapid over
the past decade, national monitoring bodies
measure different attributes of this invest-
ment, making growth rates difficult to com-
pare. Still, in Australia SRI funds under
management grew 36-fold between 2000
and 2006. In the United States, they grew
more than threefold between 1995 and 2005.
Canadian SRI increased nearly eightfold
between 2004 and 2006. And in Europe,
these funds went up by some 36 percent
between 2003 and 2006.9

Globally, SRI assets stand at about $4 tril-
lion (see Table 13–2), with U.S. growth
plateauing somewhat while funds continue to
grow more robustly elsewhere around the
world. To place this in context, however, the
global management consulting firm McKin-
sey & Company estimates global capital mar-
kets at $136 trillion and projects this will
reach $228 trillion by 2010. So formal SRI
represents a mere 3 percent or so of global
capital markets.10

Now SRI is shifting terminology, with some
leaders in the field advocating for a semantic—
and arguably a structural—change, to “sus-
tainable investing.” The move seeks to
simultaneously broaden and narrow the scope
of the practice using this term. It encompasses

SRI or mainstream investments seeking social
and environmental sustainability, but it
excludes values-based investment strategies
that simply involve ethical considerations (such
as Catholic screens of companies that pro-
duce drugs that induce abortion) that tradi-
tionally fall under the SRI umbrella but that do
not promote progress toward sustainability. 

Spearheading this movement is Pax World
CEO Joe Keefe, who believes that sustain-
able investing has the potential to be a trans-
formative strategy that revolutionizes
investing itself—“at a time when market
capitalism must of necessity undergo a sus-
tainability revolution equal in significance to
the industrial revolution that ushered in the
modern period.”11

Keefe believes sustainability advances a
new conception of wealth, with the potential
to offer a solution to the crisis in capitalism
by aligning financial outcomes with environ-
mental, social, and governance outcomes—
“not with ‘values,’ mind you, but with
outcomes,” he notes. Achieving sustainabil-
ity requires companies and markets to shift
their behavior and necessitates that wealth-
creation strategies live up to the term “sus-
tainable” by eliminating the byproducts that
too often flow from market capitalism cur-
rently—poverty, injustice, and environmen-
tal degradation.12

Adoption of the term “sustainable invest-
ing” as defined by Keefe represents a main-
streaming for SRI, as it blends the core SRI
focus on sustainability outcomes with the
mainstream focus on financial outcomes.
What is interesting is that the mainstream
investment community is converging on the
same destination, but from the other direc-
tion—integrating sustainability considera-
tions into a traditional focus on financial
factors. It is a measure of SRI’s success that
its methods are now embraced by the very
people who previously scoffed at it. 
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Socially 
Country Responsible Year of
or Region Investments Data

(billion dollars)
United States 2,290.0 2005
Europe 1,224.0 2005
Canada 439.0 2006
Australia and 

New Zealand 7.0 2005
Japan 2.6 2007

Source: See endnote 10.

Table 13–2. Socially Responsible
Investments, by Region, Mid-2000s

       



Mainstream asset managers, such as Citi
and Neuberger Berman, who buy stocks to fill
mutual funds and other portfolios, started
practicing SRI long ago to fill a niche demand.
Now mainstream investment banks, which
sell stocks (a much more lucrative business
stream than managing funds) are embracing
sustainability, with investment analysts inte-
grating environmental, social, and gover-
nance factors into their research.

This trend dates back to 2003, when the
U.N. Environment Programme’s Finance
Initiative commissioned investment analyst
reports from mainstream financial institu-
tions assessing the “materiality” of sustain-
ability issues—in other words, whether they
affect stock prices significantly enough to
trigger a fiduciary responsibility for investors
to take them into account. The result was 11
reports by such venerable firms as Deutsche
Bank, Goldman Sachs, HSBC, and UBS—
essentially creating a glut of research on the
intersection between financial and sustain-
ability issues to fill the dearth that had existed
until then. The reports also covered a wide
spectrum of sustainability issues, from cor-
porate governance to emissions trading.13

In October 2004 this movement received
another boost from the Enhanced Analytics
Initiative, a global consortium of institutional
investors set up by the Universities Superan-
nuation Scheme (one of the largest U.K.
pension funds), Generation Investment Man-
agement (chaired by Al Gore, the first firm to
integrate sustainability analysis directly into
financial analysis), and others. Members of the
initiative offer 5-percent brokerage commis-

sions to the best research on so-called extra-
financial (environmental, social, and gover-
nance) factors. The chance to earn real money
motivated some financial analysts to become
quick studies of environmentalism and
humanitarianism.14

Now it is standard for mainstream analysts
from such firms as Citi, Lehman Brothers,
UBS, Piper Jaffrey, and Merrill Lynch to
incorporate sustainability factors into their
research. JPMorgan has even established a
dedicated Web page for its climate change-
related research. The Goldman Sachs report
released at the July 2007 U.N. corporate
responsibility summit exemplifies the strat-
egy of assessing sustainability performance
not in isolation but in conjunction with
financial metrics.15

Many in the SRI community—including
Michael Kramer, managing partner and direc-
tor of social research at Natural Investment
Services—consider the mainstream embrace
of sustainability a mixed blessing. While
Kramer acknowledges that the Goldman
Sachs report and others like it are part of the
solution due to their influence over the main-
stream corporate community, he laments that
they advance “such broad interpretations of
sustainability now that it renders the con-
cept nearly meaningless.” When a major oil
company invests modestly in renewable
energy while its business model still hinges on
fossil fuels, is this really sustainable?16

Yet modest support by a giant may do
more to advance sustainability than a small
renewable energy company with a deeper
commitment to sustainability. In practice, in
any case, this is not necessarily an either/or
equation, as both dynamics are happening
simultaneously. In the end, the achievement
of true sustainability will require a conver-
gence of both bottom-up and top-down
transformations, with investment playing a
significant role in both.
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Now it is standard for mainstream
analysts from such firms as Citi, UBS,
and Merrill Lynch to incorporate 
sustainability factors into their research.

   



One innovative way of moving toward
truly sustainable investing from the bottom
up is called “regenerative investing,” a notion
pioneered in 2003 by Michael Kramer. He
calls the new investment style “regenerative”
because it channels financial resources into
projects that mimic the way nature operates
within closed-loop systems that recycle mat-
ter and energy. Regenerative investing gives
priority to far-sighted investments in areas
such as clean energy, sustainable agriculture
and forestry, recycling, and green real estate
development. The strategy also looks for local
investment that supports formal barter net-
works and currency systems, small business
incubators, property leasing systems, and land
trusts. At this early stage, regenerative invest-
ing strategies carry significant risk and so are
only open to “qualified” investors with
enough assets to buffer the risk.17

Shareowner Activism
Shareowner activism, a core strategy of SRI
and sustainable investing, is as old as share-
ownership. The Dutch East India Company
was the first enterprise ever to be listed on a
stock exchange, in 1602. On January 24,
1609, it received history’s first shareowner
petition from Isaac Le Maire, the largest
minority investor, who railed against the man-
agement as “absurd and impertinent” and
“a kind of tyranny,” according to Stephen
Davis, Jon Lukomnik, and David Pitt-Watson
in The New Capitalists: How Citizen Investors
are Reshaping the Corporate Agenda. Dutch
religious pacifists followed suit, buying shares
in order to protest the company’s “generous
application of warfare, blockade, piracy, assas-
sination, imprisonment, plunder, terror, slav-
ery, bribery.” So began civil society’s use of
stock ownership as leverage for advancing
social justice.18

It took almost three-and-a-half centuries

for social activists to start using shareowner-
ship again as a tool for promoting progressive
change. In a 1947 court case, the Securities
and Exchange Commission (SEC) confirmed
the right of the infamous corporate gover-
nance gadflies John and Lewis Gilbert (and
all shareowners) to file resolutions with com-
panies, which the brothers had been doing
since the 1920s without any legal standing.
These rights languished largely unused until
social and environmental activists adopted
them in the late 1960s. Activist shareowners
filed the first social and environmental reso-
lutions in 1967 at Eastman Kodak, address-
ing racial discrimination against African
American employees; in 1969 at Dow,
addressing Agent Orange; and in 1971 at
GM, addressing apartheid in South Africa.19

The year 1971 also saw the founding of the
Interfaith Center on Corporate Responsibil-
ity (ICCR), which pioneered the modern
practice of shareowner activism in the United
States—namely, direct engagement with com-
panies through dialogue or the filing of res-
olutions to advocate for improvements in
environmental, social, and governance per-
formance. Since then, ICCR has grown into
a coalition of 275 faith-based institutional
investors and SRI firms with over $110 bil-
lion in assets under management, and the
practice it pioneered has brought about sig-
nificant corporate change.20

It is difficult to substantiate the degree of
influence shareowners have, however, for two
reasons. First, they often work in concert
with other activists, such as nongovernmen-
tal organizations (NGOs) and campaigners,
as well as other intermediaries, making it
impossible to attribute success solely to share-
owner activists. And second, dialogue most
often occurs outside the public eye. 

Statistically speaking, the 2007 proxy sea-
son (when annual meetings take place, where
shareowners present resolutions for all
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investors in a company to vote on) demon-
strated this clearly. According to Institutional
Shareholder Services (ISS), which issues vot-
ing recommendations on resolutions for
investor clients, shareowners filed a record
number of proposals: 1,150. And in an indi-
cation that companies were making sufficient
progress on issues to satisfy resolution filers,
a record number were also withdrawn: more
than 270. In other words, almost a quarter of
all resolution filings prompted acceptable
responses to the shareowners’ concerns. And
this does not even account for shareowner dia-
logues with companies that progress suffi-
ciently for shareowners to refrain from filing
in the first place.21

The previous proxy season (the most
recent one with complete results) saw record
levels of support for shareowner resolutions
addressing social and environmental issues. Of
the nearly 180 such resolutions that came to
a vote through mid-2006, some 27 percent
received over 15 percent support from vot-
ing shareowners, according to ISS. This
almost doubles the percentage of resolutions
surpassing the 15-percent threshold in the
2004 and 2005 proxy seasons, and it repre-
sents a record high in support since 1973,
when this information first began to be
tracked by ISS’s Social Issues Service.22

Perhaps the best indication of the power
and success of shareowner activism comes
from companies themselves, many of which
readily acknowledge the positive though
challenging role that shareowners play in
promoting the adoption and promotion of
corporate sustainability. Indeed, a corporate
sustainability executive who wished to remain
anonymous has been quietly sending word
out to shareowner activists urging them to
file a resolution asking her company to pro-
duce a sustainability report, as this would
provide the kind of pressure she cannot
muster internally to get her CEO to approve

such an effort.23

But shareowner activism as traditionally
practiced in the United States is in great peril,
as the Securities and Exchange Commission
has issued two separate rulemaking propos-
als addressing shareowners’ access to the
proxy to file resolutions. Both float sugges-
tions that could seriously curtail shareowners’
rights. This is an instance where regulation
could stifle the growth of sustainable invest-
ing. In response, the Social Investment Forum
and ICCR launched a Web site encouraging
investors to use the public comment period
to oppose any rules that would shrink share-
owner rights. The site generated almost 1,700
comments, which contributed to the more
than 22,500 comments submitted, a record
according to the SEC—all but a handful of
which opposed both SEC proposals curtail-
ing investor rights.24

Project Finance and 
the Equator Principles

Project finance—the funding of major infra-
structure projects such as dams, oil wells and
pipelines, and mines—is one of the most sig-
nificant investment strategies driving a top-
down integration of sustainability principles.
Because these projects have such high-profile
environmental and social impacts, they expose
companies to community and NGO opposi-
tion—which has in turn driven corporations
to pay more attention to social and environ-
mental management in project finance. 

For example, the Rainforest Action Net-
work hounded Citi beginning in late 1999
over its financing of projects considered
socially and environmentally destructive, such
as the Three Gorges Dam in China. In Jan-
uary 2003, more than 100 NGOs signed the
Collevecchio Declaration on Financial Insti-
tutions and Sustainability (named after the
town in Italy where it was signed), which
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called on banks to make six commitments,
including “doing no harm,” sustainability,
accountability, and transparency.25

A half-year later, 10 financial institutions
(including Citi) from seven countries launched
their own series of commitments, the Equator
Principles (EPs), a voluntary set of guidelines
promoting social and environmental respon-
sibility in project finance, particularly in emerg-
ing markets. The initiative exemplified a trend
in corporate social responsibility toward vol-
untary action to supplant government regu-
lation, and it showed great promise.26

NGOs pragmatically gave their stamp of
approval to the principles while maintaining
healthy skepticism of the degree of substan-
tive progress that companies can make out-
side binding mandates. For example, socially
and environmentally destructive projects can
do an end-run around the Equator Principles
by seeking funding from more lax financial
institutions—notoriously, banks in China.
(See Box 13–2.) By 2007, NGOs were start-
ing to lose patience waiting for companies to
deliver on their promises of comprehensive
(instead of selective) sustainability. Yet com-
panies defend the EPs, claiming they do have
real bite.27

The member banks’ external commit-
ment to the Equator Principles on a volun-
tary basis makes them mandatory to
implement internally, according to Pamela
Flaherty, head of global community affairs at
Citi. And when banks incorporate EP guide-
lines into contracts with clients, the volun-
tary nature disappears altogether, replaced by
legal obligation.28

Ironically, financial institutions claim that
client confidentiality precludes them from
disclosing details on compliance to EP social
and environmental covenants, frustrating
NGOs who consider this an end-run around
transparency and accountability. However,
some commentators maintain that NGO

scrutiny of the EPs, coordinated by the Bank-
Track consortium in Amsterdam, functions as
de facto accountability, given the absence of
enforceable mechanisms.29

The EPs—now with 54 signatory banks,
representing over 85 percent of global private
project finance capacity—were revised in July
2006 in conjunction with the updating of
the social and environmental performance
standards of the International Finance Cor-
poration (IFC—the private finance arm of
the World Bank) that provided the basis of the
EPs. NGOs welcomed some of the revisions
as improvements—for example, the lower-
ing of thresholds of projects covered from $50
million to $10 million. But they lambasted the
revised guidelines and the underlying IFC
standards for retaining significant loopholes.30

Take, for example, the issue of the role of
communities in approving projects that sig-
nificantly affect them. NGOs support the
right of affected communities to give or with-
hold their free, prior, informed consent, a
concept enshrined in Article Six of the Inter-
national Labour Organization’s Convention
169 concerning indigenous and tribal peoples’
rights. The World Bank infamously shifted this
concept to free, prior, informed consultation
in 2004, and both the IFC and the revised
Equator Principles followed suit. Consent
and consult may sound very similar, but there
is a profound difference in meaning between
the two words—a difference with significant
human rights implications.31

The Greening of Private
Equity,Venture Capital,

and Hedge Funds 

The year 2006 will likely be remembered for
the “greening” of the high-stakes upper end
of the investment chain—private equity, ven-
ture capital, and hedge funds. (See Box 13–3.)
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The effective death of climate change denial
helped drive green investment, as the frenzy
to find solutions focused on development of
“clean” energy—namely, renewable power
sources such as solar, wind, and biofuels. The
bonanza extended to clean technology (or
cleantech), newly recognized as a distinct

investment category encompassing a broad
range of eco-friendly products and services—
from alternative energy generation to waste-
water treatment and more resource-efficient
industrial processes.32

Market and regulatory forces are also
amplifying environmentalists’ concerns over
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Although China has huge negative social and
environmental impacts through exporting, it has
the opportunity to integrate sustainability into its
burgeoning finance sector. But the task is as big
as everything else about the country, and the
banks are at least a decade behind their counter-
parts throughout the rest of the world in this
endeavor. The first steps have been taken, how-
ever: in May 2006, Bank of China International
Investment Managers launched the Sustainable
Growth Equity Fund, the first SRI fund in the
country.

Even more significant, Chinese banking regula-
tory authorities have issued notices to all banks
in the country that their lending activity must
assess borrowers’ compliance with environmen-
tal laws. How comprehensively is this mandate
being followed? The lack of transparency makes 
it difficult to tell. Only two banks—China Devel-
opment Bank and the Export-Import Bank of
China—have publicly disclosed their
environmental financing standards. In addition,
the China Construction Bank has issued a corpo-
rate social responsibility report.

The Peoples’ Bank of China also recently
developed a new credit database that includes
borrowers’ environmental compliance data, allow-
ing Chinese banks to evaluate how well compa-
nies have followed environmental laws before
offering loans. And finally, in February 2007 the
Shanghai Division of the China Banking Regulatory
Commission floated a guidance draft document
on corporate social responsibility that addresses
banks’ “shareholders, employees, financial con-
sumers, communities, and other stakeholders,
and social development, and environmental pro-
tection,” according to the Xinhua news agency.
Such guidance would be a first in China.

“By adopting world-class environmental
financing standards, Chinese banks can play an
important role in advancing sustainability on a
global level,” said Johan Frijns, coordinator of
BankTrack, an NGO consortium. “Otherwise,
they threaten to drag down whatever progress
that has been made in developing such standards
for the international banking sector.”

Unfortunately, market forces push down on
the environmental and social performance of
China’s banks. The improving sustainability per-
formance of the rest of the world’s banks is 
leaving the socially and environmentally riskier
projects to these newer entrants. China’s banks
are “bottom feeding on those things international
banks are not touching,” explains Jules Peck,
global policy advisor at the World Wide Fund for
Nature–UK, in Ethical Corporation. For example, a
European firm seeking to build a dam in Ecuador
that is denied funding due to environmental and
social risks can seek (and often receive) capital
from a Chinese bank.

International banks are not exactly innocent,
however. “International banks have complained
that the lack of environmental financing
standards at Chinese peers is putting them at a
competitive disadvantage,” said Michelle Chan-
Fishel of Friends of the Earth–US. “But banks like
HSBC, RBS, Citigroup, Goldman Sachs, and Bank
of America all own large shares in Chinese banks.
They must take responsibility for ensuring that
high environmental standards, which they all
claim to have, are also adopted by their strategic
business partners.” 

The issue of international investment support
for Chinese companies operating irresponsibly
extends beyond China’s banks. The oil company
PetroChina has come under intense fire from

Box 13–2. Importing Sustainability to China

       



the viability of traditional energy investments
such as coal, according to a July 2007 report
from Citi. The report downgraded coal stocks
from “buy” to “hold” recommendations due
primarily to concerns over impending coal
regulations seeking to curb the dirty fuel’s
contributions to global warming. “Prophesies

of a new wave of coal-fired generation [in the
United States] have vaporized,” writes report
author John Hill. “We expect anti-coal pol-
itics to intensify, with carbon constraints
almost certain to pinch.” So carbon regula-
tion is driving investors toward sustainable
investing strategies. (See Box 13–4.)33

When it comes to green venture capital and
private equity investment—namely, large
investments to seed startup or early-stage
companies—the statistical picture that
emerges depends on who is coming up with
the numbers. There is a clear consensus on
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human rights activists as its parent, the China
National Petroleum Corporation, provides
significant oil revenues to the Khartoum
regime in Sudan that supports the Janjaweed
militia who are committing genocide, torture,
and rape in Darfur. As with Chinese banks,
PetroChina holds hefty investments from
international investors.

Activists with the Save Darfur Coalition
and Sudan Divestment Task Force targeted
mutual fund giant Fidelity Investments and
Warren Buffett’s Berkshire Hathaway in high-
profile campaigns urging them to divest their
PetroChina holdings. In May 2007, Fidelity
divested 91 percent of its U.S. depositary
receipt holdings in PetroChina. It was unclear
at the time, however, whether the company
also divested its shares on the Hong Kong
exchange—if not, it would have divested only
38 percent of its overall PetroChina holdings.

Berkshire Hathaway shareowners filed a
resolution for vote at the May 2007 annual
meeting calling on the company to divest from
PetroChina. The “Oracle of Omaha” (as Buf-
fett is known) contended that using his voice
as an investor to promote change at Petro-
China through divestment or moral suasion
was “fruitless” (despite the fact that Berkshire
held the largest stake of PetroChina), and
more than 97 percent of shareowners voted
against the resolution. However, Buffett later
quietly divested more than a quarter of Berk-
shire’s holdings in PetroChina—dumping 445
million shares worth over $1 billion between
July and September 2007, according to
Investors Against Genocide.

Source: See endnote 27.

Box 13–2. continued

Hedge funds—unregulated portfolios open
only to accredited investors that use “sophis-
ticated” strategies such as shorting (profiting
from falling stock prices)—have caught the
green bug, with the number of hedge funds in
this category proliferating. According to Peter
Fusaro, founder of Global Change Associates,
there are over 600 environmental and energy
hedge funds, 50 hedge funds trading emissions
in the United States and Europe, and 13 pure
green hedge funds.

In other words, there are enough green
hedge funds to launch several “funds of
funds”—as the name implies, hedge funds that
hold a number of hedge funds. The first such
meta-fund, the Kenmar Global ECO Fund,
which seeks to marry ecology with econom-
ics, was launched in July 2007.

There is also enough interest in green
hedge funds to get the attention of the world’s
largest hedge fund management firm. In Sep-
tember 2007, the Man Group announced it
had raised almost $400 million in a climate
change–related hedge fund. The China Meth-
ane Recovery fund will set up subsidiaries to
extract methane, a potent greenhouse gas,
from Chinese coal mines to generate electric-
ity and also to trade for carbon credits.

Source: See endnote 32.

Box 13–3. Hedge Funds Marry
Ecology with Economics

            



one count, however: money is pouring into
clean energy and cleantech.

According to a June 2007 U.N. report,
global venture capital and private equity
investment in sustainable energy totaled $8.6
billion in 2006, increasing 69 percent over
$5.1 billion in 2005, with the number of
deals increasing by 12 percent. (See Figure
13–1.) The three most active sectors were bio-
fuels ($2.3 billion), solar ($1.4 billion), and
wind ($1.3 billion).34

While these investments primarily address
the environmental part of the sustainability
equation, they sometimes attend to social
issues as well. For example, while the major-
ity of the money went into increasing man-
ufacturing capacity (particularly in wind),
some went to develop new technologies—
such as 20 percent of biofuel investment,
some of which supported research for second-
generation biofuels, including cellulosic
ethanol, that reduce the diversion of cropland
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The greening of private equity/venture capital
took a surreal turn in February 2007. The major
private equity firms Kohlberg Kravis Roberts &
Co. and Texas Pacific Group had teamed with
Goldman Sachs to buy out TXU. The company
had been under intense fire from environmental-
ists for fast-tracking plans (presumably to get
them in place before potential federal carbon
legislation kicked in) to build 11 coal plants that
would annually dump 78 million tons of carbon
dioxide into the atmosphere. SRI activists had
filed three separate shareowner resolutions call-
ing the plan into question.

The buyers called in two of the main NGOs
campaigning against TXU, Environmental Defense
and the Natural Resources Defense Council,
to broker agreeable terms over two weeks of
intense negotiation. “This will not only be the
biggest leveraged buyout ever, it is the only buy-
out in history made contingent on the approval
of environmental groups,” said Jim Marston,
director of the Energy Program in the Texas
Office of Environmental Defense, who led the
campaign against TXU and lobbied the buyers.

The $45-billion TXU deal, which also included
Lehman Brothers, Citi, and Morgan Stanley as
equity investors, committed the company to
drop applications for 8 of the 11 coal plants,
avoiding 56 million tons of annual carbon emis-
sions.The plan also committed the company to:
• terminate its previous plans to expand coal

operations in other states;
• endorse the United States Climate Action Part-

nership platform, including the call for a manda-
tory federal cap on carbon emissions;

• reduce the company’s carbon emissions to 1990
levels by 2020;

• promote demand-side management programs
to reduce energy consumption;

• double the company’s expenditures on energy
efficiency measures;

• double the company’s purchases of wind
power;

• honor TXU’s agreement to reduce criteria 
pollutants in Texas by 20 percent (the pledge
had been contingent upon approval of all 11
plants); and 

• establish a Sustainable Energy Advisory Board
on which Marston of Environmental Defense
will serve.

Making good on its wind pledge,TXU
announced in late July 2007 a partnership 
between its Luminant subsidiary and Shell
WindEnergy to develop the world’s largest wind
farm—a 3,000-megawatt wind project in the
Texas Panhandle—as well as other renewable
energy projects. In April 2007, however, the Wall
Street Journal reported that the company is also
pursuing plans to build the biggest nuclear plant
in the United States to make up for the eight
canceled coal plants. Some environmentalists
now view nuclear power as a climate solution,
while others cite continuing concerns about this
energy source.

Source: See endnote 33.

Box 13–4.TXU Buyout Is History’s Biggest—and Greenest

        



from food to fuel.35

Looking through the lens of cleantech,
global venture capital investment increased by
78 percent in 2006 to $2.9 billion, catapult-
ing cleantech into the spotlight as the third
largest venture investment category, ahead
of telecommunications and medical devices.
High demand for global warming solutions
such as renewable energy is driving a bull
market for clean technology, according to
Bob Epstein, co-founder of Environmental
Entrepreneurs, who coauthored a study with
Cleantech Network on the state of venture
capital in cleantech. The report projects that
venture capital investments in this sector will
exceed $19 billion by 2010—a more than six-
fold increase in just four years.36

Microfinance Goes Global

Thirty years after Muhammad Yunus lent 43
women from the village of Jobra, Bangladesh,
the capital they needed to start small busi-
nesses that banks would not lend them—a

mere $27, from his own
pocket—he won the
Nobel Peace Prize for
pioneering microfi-
nance. Yunus, a Chit-
tagong University
economics professor
when he helped those
women, recognized his
small loan and the
finance institution it led
to as both a market
opportunity to serve
the unserved and an
opportunity to alleviate
poverty, promote social
justice, and foster com-
munity. The Nobel
Committee made an
unprecedented move in

linking finance to peace, validating anunder-
lying rationale of sustainability investments.37

“The one message that we are trying to
promote all the time, is that poverty in the
world is an artificial creation,” Professor
Yunus told the Nobel Committee upon learn-
ing he had won the Prize. “It doesn’t belong
to human civilization, and we can change
that, we can make people come out of poverty
and have the real state of affairs.…The only
thing we have to do is to redesign our insti-
tutions and policies, and there will be no
people who will be suffering from poverty. So
I would hope that this award will make this
message heard many times, and in a kind of
forceful way, so that people start believing that
we can create a poverty-free world.”38

Microfinance broke ground on a number
of levels—by empowering women in a patri-
archal society, by creating community
accountability through lending groups that
“collateralized” loans, and by lending such
tiny sums. To underwrite the increased tech-
nical support necessitated by microfinance
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while keeping loans as affordable as possi-
ble, Grameen Bank (the microfinance insti-
tution Yunus founded) split the difference
between the lower interest rates of standard
commercial loans and the exorbitant rates of
local loan sharks.

The success of microfinance opened it up
to greater scrutiny and criticism, such as a
2001 Wall Street Journal article questioning
claims of 95-percent repayment rates. Abra-
ham George of the George Foundation hosts
a Web site critical of microfinance, maintain-
ing that it does not reach the poorest of the
poor since it primarily focuses on those already
running businesses.39

Nimal Fernando, lead rural finance spe-
cialist for the Asian Development Bank,
divided attitudes toward microfinance reach-
ing the poorest of the poor into three camps.
The first camp simply rejects the notion that
microfinance can reach this group on a sus-
tainable basis. The second camp optimistically
advocates that such individuals can be
reached not only on a sustainable basis but
also on a large scale. The third camp recog-
nizes that the potential for reaching this
group on a sustainable, large-scale basis is lim-
ited but also advocates for the continued
search for innovative approaches to expand
outreach to the poorest.40

Fonkoze, the largest microfinance institu-
tion in Haiti, has aspired toward the second
solution since recognizing that standard
microfinance does not suffice for many of its
clients who fall into the poorest of the poor
category. It convened a summit on the issue
in 2004, including representatives of the
Bangladesh Rural Advancement Committee

(BRAC). The summit resulted in Fonkoze
adopting the BRAC model for providing
microfinance to the extreme poor—the
BRAC-Bangladesh program for the Ultra-
Poor—by coupling close case supervision with
five basic sets of services: enterprise develop-
ment training, social development, health
care, short-term living allowances, and the
transfer of assets needed to start businesses.41

The success of microfinance has also
attracted the richest of the rich. The month
before Yunus won the Nobel Prize, Citi and
TIAA-CREF (an academic pension giant)
each committed $100 million to microfi-
nance. Some people question whether this
corrupts the microfinance field, while others
heralded the infusion of big money. However,
the flood of mainstream investment in micro-
finance has created a bottleneck straining the
capacity of existing microfinance institutions
to process the flows.42

It also raises the question of whether hav-
ing industrial countries sink money into
microfinance actually acts to siphon money
from developing economies, as the interest
ultimately ends up in the hands of the already-
haves. Is this an acceptable price of making
capital available to the poor? Or does it sim-
ply create a poverty trap in a world of finite
resources and hence finite economics? Micro-
finance operates on the same principle as the
existing capitalist economic structure of profit
and debt. Can wealth disparity be solved
using the very system that many would argue
has created huge wealth disparity?

From a more practical perspective, micro-
finance seems a better alternative than the cur-
rent options of entrenched poverty—at least
it is a step in the right direction, and the
hope is that it can help transform the econ-
omy into a more humane system.

Supporting microfinance has even opened
up to everyday people. The Web site Kiva.org
uses the Internet to connect individual lenders
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who invest modest sums directly with bor-
rowers, who can receive loans from a number
of different lenders. While the loan may be
cybernetic, its disbursement still requires
infrastructure in the form of local microfi-
nance institutions around the world.43

Finally, the social and environmental tenets
of sustainability are starting to converge on
microfinance, as evidenced by the success of
Green Microfinance, whose mission is to pro-
mote environmentally sustainable microen-
terprise and microfinance. In March 2007, for
example, Green Microfinance partnered with
Fonkoze to study the feasibility of launching
a solar energy initiative with Fonkoze clients.
The greening of microfinance “represents a
competitive advantage at the heart of social
enterprise,” according to David Satterth-
waite, CEO of Prisma MicroFinance and edi-
tor of MicroCapital.org, a leading Web site on
the subject.44

Current Obstacles to
Investing in Sustainability

The astonishing maturation of sustainability
investments in recent years raises a number of
key questions. First, to what degree does sus-
tainable investing actually contribute to the
achievement of true sustainability? Take the
examples of carbon offsetting and biofuels,
which on first blush seem like positive invest-
ments for sustainability but which have led to
significant debate over whether they actually
undermine sustainable development.

Companies and individuals flocked to car-
bon offsetting, which allocates investment in
renewable energy projects or tree planting in
proportion to carbon emissions calculations.
(See Chapter 7.) Supporters acknowledge
the importance of radically reducing emis-
sions first and only then injecting capital into
carbon-offsetting projects that would not
otherwise receive such infusions—a concept

known as additionality. Critics liken offsets to
medieval “indulgences,” whereby consumer
payments assuage people’s guilt, thereby
reducing their incentive to actually shift from
carbon-generating habits. Instead of focusing
on additionality, the focus should be on “sub-
tractionality”—in other words, deducting car-
bon emission from personal, organizational,
and broader economic equations.45

The biofuel debate injects social consid-
erations into the mix. Biofuel supporters
point to the carbon neutrality of the process—
renewable biomass absorbs carbon during
growth that is then emitted during burning.
Opponents point out that the atmosphere
does not care where the carbon comes from:
a ton of carbon emitted from biofuel warms
the planet just as much as a ton of carbon
emitted from petroleum. Furthermore, divert-
ing land from food to fuel crops will raise food
prices and exacerbate world hunger, oppo-
nents argue. Debates such as these push any
investments in sustainability to adopt sufficient
degrees of sophistication to increase the like-
lihood of bringing about positive progress
instead of fueling regression.46

A second key question is raised by the
upward trajectory of sustainable investing:
What obstacles stand in the way of maxi-
mizing the momentum? Unfortunately, sig-
nificant structural impediments stand in the
way. For example, in December 2005 U.K.
Chancellor of the Exchequer Gordon Brown
suddenly and unexpectedly killed the Oper-
ating and Financial Review, a March 2005
regulation requiring companies to disclose
environmental, social, and governance infor-
mation. Brown inexplicably cited “gold-plat-
ing” (blindly adopting European Union
regulations), confounding members of the
U.K. Department of Trade and Industry who
had worked for years developing the regula-
tion in-country through transparent consul-
tation with business and the public.47
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In the United States, the Corporate Sun-
shine Working Group (consisting of social
investors, environmental organizations,
unions, and public interest groups) has since
1998 been urging the SEC to enforce regu-
lations requiring companies to disclose data
on potentially material financial impacts from
environmental and social risks, such as the
estimated $10-billion liability Chevron faces
if it loses a lawsuit in Ecuadorian courts over
its subsidiary Texaco’s dumping of toxic
wastes into the Amazonian rainforest over
two decades. The SEC’s response: silence.48

Fed up, a coalition of state treasurers, pen-
sion funds, institutional investors, and envi-
ronmental organizations confronted the SEC
in September 2007 by filing a petition
demanding that companies be required to
disclose the financial risks associated with cli-
mate change. The coalition cited the scientific
consensus and extensive business commu-
nity action recognizing that the risks and
opportunities associated with climate change
are material to investment decisions and must
be disclosed under existing law. They also
noted that Exxon-Mobil, one of the most
profitable and largest companies in the world
operating in a sector intimately connected
to climate change, mentioned the phenom-
enon only once in its 2006 filings.49

This petition followed closely on the heels
of New York State Attorney General Andrew
Cuomo’s issuance of subpoenas to five energy
companies to question whether they withheld
information on the financial risks associated
with plans to build coal-fired power plants.
In short, investors, activists, and govern-

ment watchdogs alike served notice to the
SEC and the business community that dis-
closure of environmental and social risks was
not optional but mandatory, as markets thrive
only in the presence of complete and accu-
rate information.50

Such regulatory and corporate hostility to
mere disclosure on sustainability makes it dif-
ficult to maintain optimism that regulation
will help foster sustainable investing. Those
interested in this new approach to invest-
ment long ago abandoned hope that regula-
tion would be a primary driver of progress,
and instead have created their own mecha-
nisms for fostering corporate disclosure of
sustainability information—trusting that trans-
parency will inspire companies to improve
sustainability performance.

In late 2006, the Global Reporting Ini-
tiative (GRI) released G3, its third generation
of sustainability reporting guidelines, which
are evolving by default into the generally
accepted accounting principles for disclos-
ing environmental, social, and governance
information. (See Chapter 2.) Currently,
almost 2,500 of the nearly 15,000 sustain-
ability reports logged on CorporateRegis-
ter.com comply with GRI guidelines, which
were conceived in 1997 by Ceres, a coalition
of environmental organizations and activist
investors, and drafted with significant input
from social investors.51

Similarly, more than 300 institutional
investors representing over $41 trillion—
almost a third of McKinsey’s estimated $136
trillion in total global capital markets—have
signed onto the fifth iteration of the Carbon
Disclosure Project, which asks 2,400 of the
world’s largest companies to voluntarily report
their carbon emissions and management
processes. A majority of firms now recognize
the financial and reputational benefits of
improving their carbon performance—in
other words, lowering their carbon emis-
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sions. Four fifths of respondents recognize
that climate change poses commercial risks or
opportunities, and just over three quarters
reported implementing greenhouse gas emis-
sions reduction initiatives—compared with
48 percent in 2006.52

Of course, actual performance in reducing
carbon emission trumps the importance of
disclosure, both in sustainability and in finan-
cial terms. According to Innovest CEO
Matthew Kiernan, leaders in carbon disclo-
sure outperform their same-sector peers
financially, but leaders in actual carbon emis-
sions reductions perform even better. How-
ever, it is safe to say that the Carbon
Disclosure Project plays a significant role in
driving both disclosure and emissions reduc-
tions—and, presumably, corporate financial
performance and hence the performance of
sustainability investments.53

Complementing the Global Reporting Ini-
tiative and the Carbon Disclosure Project are
the Principles for Responsible Investment

sponsored by the United Nations. Launched
in April 2006, some 20 mainstream institu-
tional investors managing $2 trillion in assets
announced their commitment to address envi-
ronmental, social, and governance factors in
their investment decisions. By April 2007,
membership grew ninefold, to 183 signato-
ries, and the assets under management
quadrupled to $8 trillion.54

These initiatives demonstrate the signifi-
cant muscle behind sustainable investing,
marching forward in spite of regulatory road-
blocks. The sea change in momentum
swelling behind this over the past few years
gives rise to optimism that the world is
approaching a tipping point whereby all
investing addresses sustainability factors, as a
matter of course. However, the challenge of
actually achieving sustainability—of getting
the economy to respect ecological limits and
human rights—remains well beyond the hori-
zon. Time alone will tell how much sustain-
able investing contributes to saving the future.
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