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HONEYBEE PUBLICATION #40 
JANUARY 2016 
THREE (R)EVOLUTIONS  

Hello dear Honeybees, and happy new year! 

We are often asked to translate our biomimicry analysis and other “mental models” into 
long-term secular themes – all the more important when markets are volatile.   

What are the most important (r)evolutions underway for the investment profession?   

• The Barbell-ing of Investment Management
• Bespoke Investing
• Regenerative Investing

Please note that the intention here is to provoke creative thinking, not to report on long-
established fact.  (Which means, it’s okay if we disagree!)  By their nature, these are all 
shifts that have a lot of noise and counter-evidence at the micro level, but when you back 
up and squint at the bigger picture, their progress is evident, and important.  If you are 
engaged with investing in any form, it’s worthwhile to examine some “what ifs” around 
these three themes. 

We’ll explore each of these ideas in more detail in coming issues – for now, here are the 
highlights. 

(R)EVOLUTION #1:   
THE BARBELL-ING OF INVESTMENT MANAGEMENT, 
OR THE DISAPPEARING MIDDLE 

Much has been written about the rise of index funds, and the active/passive shift has a lot of 
important nuance that is yet to be explored.  For example, is there a limit as to how much 
passive money can be run on top of an ever-shrinking active “weighing” function in the 
market?  And consider a recent quote from Nassim Taleb:  “When everyone diversifies in 
the exact same thing, it’s not diversification anymore.” 

Somewhat related to the active/passive debate, and less commented-upon, is the 
emergence of a sort of high/low product offering for investors. There is utility in very low 
cost commodity product (index products), and also in higher cost, differentiated, hopefully 
more valuable product (truly active) --- but the huge middle ground, where you pay 
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middling fees for questionable differentiation, is in clear jeopardy.  This might sound 
obvious, but when we look at benchmarks and consultant ratings and compensation 
schemes, they usually still incentivize an index-centric mindset, one that often limits 
creativity under the guise of limiting risk. 

The good news here is that asset managers who are providing real value and/or 
differentiation over time (including many active managers) will be more and more highly 
prized in this high-low world. 

(R)EVOLUTION #2:   
BESPOKE INVESTING – GROWING PERSONALIZATION 

The counterbalance to the index trend is a desire for growing personalization:  this is part of 
the reason for the rise in impact investing, where investors can more actively match their 
values and personal priorities with their investment activity.  Right now many of the 
bespoke options are very expensive, but improved tools and increased volume over time 
will make it easier to offer truly unique solutions instead of a series of identical pie charts.   

The first two trends link directly to number 3…. 

(R)EVOLUTION #3:   
REGENERATIVE INVESTING 

SRI, ESG, sustainable investing, impact investing… the distinctions among these different 
forms of investing are important, but much more important is the overall trend that they 
signify:  a growing awareness that environmental, social, and governance issues are core 
business issues, with direct impacts on a company’s long term success.  Even more 
encouraging is the beginning of a new group of businesses that seeks regeneration – way 
beyond “do no harm”, this cohort aims to actively benefit all of its stakeholders. 

Many of you have asked for a 1-page summary of what’s happening here, so we offer a 
quick review of some of the progress in this arena over the past year: 

DEMAND IS RISING 

Institutional:  
• The UN Principles for Responsible Investing (PRI) signatory assets have reached

$59 trillion – half of worldwide institutional assets.  Admittedly the PRI does not 
have “teeth”, but sincere compliance with PRI standards is rising steadily in 
response to institutional RPF’s and other inducements.   

• Beyond the Divest/Invest movement, there’s increasing and broad-based activity in
the endowment world, like this: 
Good for Harvard, Good for the World:  Why HMC Embraced ESG 
Harvard will also demand greater details from the managers it employs and other 
services providers about their policies and approach to ESG (environmental, social, 
governance) issues. 
http://www.top1000funds.com/profile/2014/10/28/good-for-the-world-why-
harvard-has-embraced-esg-with-a-passion/ 

http://www.top1000funds.com/profile/2014/10/28/good-for-the-world-why-harvard-has-embraced-esg-with-a-passion/
http://www.top1000funds.com/profile/2014/10/28/good-for-the-world-why-harvard-has-embraced-esg-with-a-passion/
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Individual:  
• Misperceptions about performance tradeoffs are shifting:  47% of millennials

believe market rate returns can coincide with social and environmental benefits, vs. 
only 47% of those over 70 (US Trust report – link below).   

• Handily, this generational shift aligns with the reality of performance for
sustainable investments – Morgan Stanley’s 2015 analysis echoed many 
predecessors, concluding  that “investing in sustainability has usually met, and 
often exceeded, the performance of comparable traditional investments.  This is on 
both an absolute and risk-adjusted basis, across asset classes and over time.” (link 
below) 

• A 2015 CFA survey found that 73% of members already consider ESG factors in
decision making (link below). 

• Multiple studies show that 40-60% of millennials already consider ESG factors
when making investment decisions (note that $30 trillion will transfer from 
Boomers to Millennials over the next 30 years in the US).   

LEADING INVESTMENT FIRMS ARE INCREASINGLY “IN” 

• Goldman Sachs bought Imprint Capital, early & leading impact investing advisory
firm

• BlackRock established a new unit on socially conscious investing run by Deborah
Winshel (former head of Robin Hood)

• Morgan Stanley has been recognized for their ongoing research (including on
performance) & work with advisors at their Institute for Sustainable Investing

• Bain recruited former MA Governor Devak Patrick to lead their new impact
investing unit

FIDUCIARY DUTY IS INCREASINGLY ALIGNED 

• ERISA:  a Department of Labor ruling in October makes impact investing
(“economically targeted investments”) for ERISA plan assets easier

• FROM THE UNITED NATIONS (UN PRI report):
Fiduciary Duty in the 21st Century
“The purpose of this report is to end the debate about whether fiduciary duty is a
legitimate barrier to investors integrating environmental, social, and governance
issues (ESG) into their investment process…. Failing to consider long-term
investment value drivers, which include ESG issues, in investment practice is a
failure of fiduciary duty.” (emphasis added; link below)

INVESTMENT SUPPLY & ANALYTICS ARE IMPROVING TOO 

• Data is improving:  Increased corporate disclosures, data standardization – SASB
(Sustainable Accounting Standards Board) now has 2800 participants, with investor
AUM $23T, and issuer market cap $11T

• B corps continue to grow – benefit corps are in 32 states and 1500 organizations
now, including Kickstarter & Etsy

• Crowdfunding:  recent SEC rules on crowdfunding open up opportunity to
nonaccredited investors (Title III) starting this spring

• Empirical Research has established an ongoing data-intensive ESG research series

http://morganstanley.com/what-we-do/institute-for-sustainable-investing
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LINKS TO REPORTS CITED ABOVE: 

• Morgan Stanley report, “Sustainable Reality”:
https://www.morganstanley.com/sustainableinvesting/pdf/sustainable-reality.pdf

• US Trust Millennials report:
http://www.ustrust.com/publish/content/application/pdf/gwmol/ustp_arl8qsq7_2015-09.pdf

• CFA Institute Report, “How to ESG Issues Factor into Investment Decisions”:
https://blogs.cfainstitute.org/marketintegrity/2015/08/17/cfa-institute-survey-how-do-esg-
issues-factor-into-investment-decisions/

• UNEP/UN PRI Report, “Fiduciary Duty in the 21st Century” http://www.unep.org/inquiry/

UN Principles for Responsible Investment Signatories:
http://www.unpri.org/signatories/signatories/

https://www.morganstanley.com/sustainableinvesting/pdf/sustainable-reality.pdf
http://www.ustrust.com/publish/content/application/pdf/gwmol/ustp_arl8qsq7_2015-09.pdf
https://blogs.cfainstitute.org/marketintegrity/2015/08/17/cfa-institute-survey-how-do-esg-issues-factor-into-investment-decisions/
https://blogs.cfainstitute.org/marketintegrity/2015/08/17/cfa-institute-survey-how-do-esg-issues-factor-into-investment-decisions/
http://www.unep.org/inquiry/
http://www.unpri.org/signatories/signatories/



