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Conference Themes 

ÅLong-term share ownership: Strategies 
used to address ESG issues in EMs 

ÅRedressing systemic market failures: 
CalPERS‟ initiatives in EMs 

ÅMainstreaming ESG approaches in EM 
investment : Drivers and barriers; What is 
CalPERS doing? How is it developing? 
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1.1 CalPERS‟ ESG Leadership 

Universal ownership incented beta-
enhancement strategies: 

ÅCalPERS‟ „focus list‟ generates substantial 
returns to the economy and society at 
large (Barber, 2005) 

ÅCalPERS is not a universal owner in EMs… 



1.2 CalPERS in Emerging Markets  

Å1997 Asian Crisis 

Å2002 Permissible Markets Policy 

Å2007 Emerging Markets Principles  

Å2007 Financial Crisis  



1.21 Country Screening (2002-07) 



1.22 CalPERS‟ EMs Principles 
(2007 - ) 

ÅAdopted in 2007  

ÅEmphasizes screening and engagement at 
the corporate level instead of country level 

ÅRequires the evaluation of investments 
according to companies‟ compliance with:  

ïILO Core Labour Standards 

ïGlobal Sullivan Principles of CSR 



2. Three Hypotheses 

The Principles bring the EM portfolio… 

ï(1) closer in line with CalPERS‟ normal  policy 
of engagement 

ï(2) returns closer to benchmark 

(3) The Principles pose the potential  for 
universal ownership motivated type of 
returns to the economy and society in EMs 



3. Methods and Methodolgy 

ÅIdentify all CCEPR holdings added to 
CalPERS‟ portfolio 

ÅCross-reference SEDOLs to time series KLD 
ESG rating data 

ÅClassify companies according to (1) 
improving, (2) declining and (3) consistently 
poor ESG performance 

ÅCompare financial performance of companies 
with standard industry benchmarks 

 



3. Methods and Methodolgy 

ÅConduct interviews with CalPERS senior 
management, trustees, fund managers and 
ESG research providers 

ïDetermine how Principles are incorporated in  
asset selection and management processes 

ïIdentify responses to companies‟ ESG 
underperformance 

ïUncover current  and future state of ESG 
integration  

 



4. Data 



5. Interviews 

ÅTwo approaches to the application of the 
Principles and KLD ratings:  

ïHard -fast screening 

ïMaking  value-tradeoffs (bottom -up 
integration)  



6. Discussion and Implications  

ÅHard -fast screening present two sources of 
opportunity costs: 

ïThe inability to profit from sustainable „Red 
Flag‟ rated companies 

ïThe inability to screen out companies that 
would later violate the Principles and destroy 
shareholder wealth 

ÅValue-tradeoffs, on the other hand, allow 
„enhanced alpha-generation‟ 



6. Discussion and Implications  

ÅEnhanced-alpha generation:  From a long-
term sustainability perspective, first 
screening companies and then engaging 
these on ESG issues 

ÅIt stands at the mid -point between 
CalPERS‟ universal ownership beta-
enhancement strategies and its previous 
EM screening alpha-generation policy 



7. Trends and Future Direction 

ÅChanges in asset allocation : 
ïTo a GDP, instead of a capitalisation, based global 

benchmark structure (EMs becoming more 
important)  
ï To investing in ESG „distasteful‟  EM companies 
to “obtain a seat at the table” and employ a „carrot 
stick‟ type of approach to corporate engagement… 

ÅThe latter proposes to incent ESG laggards to 
improve ESG standards by committing to 
shift  portfolio weights in their favour as ESG  
compliance is achieved 



8. Conclusion/ Takeaways 

ÅCalPERS‟ EM Principles pose the potential 
for enhanced alpha-generation 

ÅThe application of the Principles needs to 
move beyond hard-fast screening, towards  
making value-tradeoffs 

ÅA critical mass of active like-minded ESG 
investors can accelerate sustainable 
development in EMs 



Thank you! 

                                                     Any questions? 
Reach me at ghuppe@business.queensu.ca 



Selected References 

Å Barber, B. M. 2006. Monitoring the monitor: evaluating CalPERS' activism. Working paper, University of California, Davis. 

Å Eccles, R. G. and Sesia, A. (2009), ñCalPERS' Emerging Equity in the Markets Principleò, Harvard Business School 

Organizational Behavior Unit, HBS Case No. 409-054 

Å Gugler, P. and Shi, J. Y. J. (2008) ñCorporate Social Responsibility for Developing Country Multinational Corporations: Lost War 

in Pertaining Global Competitiveness?ò Journal of Business Ethics, 87, pp. 3-24 

Å Guyatt, D. (2008), ñPension Collaboration: Strength in Numbersò Rotman International Journal of Pension Management, 1 (1), 

pp. 46-52 

Å Hagart, G., Knoepfel, I. (2007) Emerging markets investments: do environmental, social and governance issues matter? 

Outcomes of a Mistraôs workshop for investment professionals and academics, onValues ltd 

Å Harvey, R.C. (2004), Country Risk Components, the Cost of Capital, and Returns in Emerging Markets, in Sam Wilkin, Ed., 

Country and Political Risk: Practical Insights for Global Finance, Risk Books, pp.71-102. 

Å Hawley, J. P. and Williams, A. T. (2000), ñThe Rise of Fiduciary Capitalism: How Institutional Investors Can Make Corporate 

America More Democraticò. Philadelphia, PA: University of Pennsylvania Press 

Å Haufler, V. (2001). A public role for the private sector: Industry self-regulation in a global economy. Washington, DC: The 

Brookings Institution Press. 

Å Hebb, T. and W·jick, D. (2005), ñGlobal standards and emerging markets: the institutional investment value chain and the 

CalPERS investment strategyò, Environment and Planning A 37, pp.1955Ȥ1974. 

Å La Porta R., Lopez-De-Silanes F., Shleifer A,Vishny R.W. (1997), ñLegal determinants of external financeò, Journal of Finance, 

52, pp. 1131-1150 

Å Ladekarl, J. and Zervos, S. (2004), ñHousekeeping and Plumbing: The Investability of Emerging Marketsò, World Bank Policy 

Research Working Paper No. 3229 

Å Lydenberg, S. (2007), ñUniversal Investors and Socially Responsible Investors: A Tale of Emerging Affinitiesò, Corporate 

Governance: An International Review, 15(3), pp. 467-477 

Å Peng, M. W. and Heath, P. (1996). ñThe growth of the firm in planned economies in transition: institutions, organizations, and 

strategic choiceò, Academy of Management Review, 21, pp. 492ï528 

Å Soederberg, S. (2007) ñThe ñNew Conditionalityò of Socially Responsible Investment: The Politics of Equity Financing in the 

Global Southò, New Political Economy, 12 (4), pp. 477- 497 

Å Young, M. N., Peng, M. W., Ahlstrom, D., Bruton, G. D. and Jiang, Y. (2008), ñCorporate Governance in Emerging Economies: A 

Review of the Principal-Principal Perspectiveò, Journal of Management Studies, 45(1), pp. 196-220 

 


