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INTRODUCTION
Can hedge funds do good and do well at the same time?
As former US Vice President Al Gore puts it, “Outdated
conceptions of fiduciary duty cannot be allowed to stand in the way
of progress toward a better economic system. At stake is a lowcarbon, prosperous, equitable, and healthy planet in which human
civilization can flourish”.1 At Man GLG, we couldn’t agree more.
Indeed, there are countless studies that demonstrate how hedge
funds can do good and do well at the same time.
The more important questions, we believe, are how serious a
hedge-fund firm is about responsible investment (‘RI’) – is it a boxticking exercise, or is there a genuine culture of RI – and following
that, how can a discretionary hedge fund successfully implement RI?

SO, WHAT IS RI?

The EU, for example, wants asset managers and other financial
firms to disclose how they account for sustainability risks when
allocating capital.3 The UN, aiming to “better align investors with
broader objectives of society,” has proposed a due dilligence
questionnaire for hedge funds as it tries to enforce its six principles
of RI.4 According to research from the Alternative Investment
Management Association (‘AIMA’) and the Cayman Alternative
Investment Summit (‘CAIS’), in May 2018, half of the 80 investment
managers surveyed said that they had seen an increase in demand
for RI from both current and prospective clients.

Figure 1. The UN Principles for Responsible Investment
Principle 1
We will incorporate ESG issues into investment analysis
and decision-making processes.

The United Nations-supported Principles for Responsible
Investment agency (‘UN PRI’) defines RI as “an approach to
investing that aims to incorporate environmental, social and
governance (‘ESG’) factors into investment decisions, to better
manage risk and generate long-term returns”.2

Principle 2
We will be active owners and incorporate ESG issues
into our ownership policies and practices.

There are six ways to break down RI when making investment
decisions:

Principle 3
We will seek appropriate disclosure on ESG issues by
the entities in which we invest.

1. ESG investing: This typically examines companies based on
each of the ‘E’, ‘S’ and ‘G’ factors;

2. Sustainable investing: This typically focuses on specific
sustainability measures e.g. clean energy or water;

3. Socially responsible investing (‘SRI’): This typically uses
negative/exclusionary screening, based on moral values;

4. Ethical investing: Similar to SRI, this uses ethical screens to
make investment decisions;

5. Impact investing: Investing in companies that are making a
positive impact on society and are increasingly aligned to the
UN Sustainable Development Goals (‘SDGs’), alongside a
financial gain;
6. Thematic investing: Investing in sectors, themes and/or
companies that are environmentally or socially conscious.

DEMAND ON HEDGE FUNDS TO PAY ATTENTION
TO RI IS GROWING
RI is going to play an increasingly important part of a discretionary
hedge fund’s investment decisions, as both allocators of money
and governments alike place more emphasis on the topic.

Principle 4
We will promote acceptance and implementation of the
principles within the investment industry.
Principle 5
We will work together to enhance our effectiveness in
implementing the principles.
Principle 6
We will each report on our activities and progress
towards implementing the principles.
However, even with this increased demand for RI, there isn’t much
of an appetite by hedge funds to engage in RI. According to a
recent survey by AIMA and CAIS, only 60% of hedge funds with
more than USD1 billion in assets are engaged in RI.5 This ratio
dropped dramatically for both hedge funds with less than USD100
million in assets and those with assets ranging from USD100 million
and USD999 million.

1. https://www.unpri.org/Uploads/u/j/z/Fiduciary-duty---progress-report-2017.pdf
2. https://www.unpri.org/about-the-pri/what-is-responsible-investment/317.article
3. http://europa.eu/rapid/press-release_IP-18-3729_en.htm
4. https://www.unpri.org/pri/what-are-the-principles-for-responsible-investment
5. AIMA and CAIS collected 80 survey responses from hedge fund firms representing approximately $550 billion in total assets under management. Survey responses were
collected from December 2017 to February 2018, and the results were published in June 2018.
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Figure 2. Bigger Hedge Funds Are More Active in RI
Than Smaller Counterparts.
Survey Respondents Were Asked: ‘Do You Engage in
RI?’
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open dialogue about where they need to improve on their
ESG, SRI and/or sustainability metrics. It is, however,
important to emphasize the importance of a fund’s
investment time-horizon: a fund with a 5-year investment
period, for example, may have more success when it comes
to active management than a fund with a 3-month
investment period. Indeed, it is widely acknowledged that
ESG factors play a larger part in company analysis over
longer time periods (Figure 3).

Figure 3. Hedge Funds Use More ESG Analysis if
Investing Over a Longer Time Period

40%
20%

100%

0%
USD1 billion +

USD100 million USD999 million

USD1 million - USD99
million

Fund Size
Practice RI

Do not Practice RI

80%
60%

Source: AIMA.6

40%

THE OPPORTUNITIES OF IMPLEMENTING RI AT
DISCRETIONARY HEDGE FUNDS
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Traditionally, RI has been thought of something that long-only
strategies can really implement. However, discretionary hedge
funds that apply RI can do just as well, and we would argue
even better, than long-only strategies.
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1. The Ability to Go Short
One main reason why we believe discretionary hedge funds
could do better than long-only strategies at implementing RI
is because of discretionary hedge funds’ ability to go short
the companies that are on the losing end of SRI or ESG
factors.

2. Credit Opportunities
Governance is one of the most important factors to evaluate
when investing in credit securities. Bondholders are looking
to be repaid in full, and poor governance can easily
jeopardize a company’s financial health, precipitating a rapid
decline in the market price of the bonds and potentially
impacting the final maturity and recovery value of the notes.
Governance is also notoriously hard to score on an absolute
basis or to model into traditional forward-looking credit
metrics. At Man GLG, we tend to use a red-flag system
where bond issuers that are flagged with poor governance
are avoided. Rather than completely score every company
we analyse across the full suite of ESG metrics, we flag
companies that exhibit a potential ESG concern for further
investigation to determine how severe the downside risk
could be. Given that many of our funds can take short risk
exposures, our investigation centers on whether or not we
believe the concern is reflected in the bond’s price or if it has
the potential to send the price significantly lower.

3. Activism
Discretionary hedge funds can be very active investors,
which could result in positive outcomes if corporate
engagement is done in a correct manner. In our experience,
we have found that companies may be willing to have an
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Source: 2017 Institutional Factor Survey. Bank of America Merrill Lynch US Equity and
US Quant Strategy.

THE CHALLENGES OF IMPLEMENTING RI AT
DISCRETIONARY HEDGE FUNDS
However, RI at discretionary hedge finds is certainly not without
its challenges.

1. Grey Areas
There are certainly grey areas when it comes to RI: Different
funds many have different criteria as to what constitutes a
good SRI, ESG or sustainable company. Additionally, how
should a portfolio manager invest if a company is strong on
‘E’, but poor on ‘S’? There is also the age-old debate about
divestment versus engagement.

2. The Lack of Data
ESG data have matured over the last decade, and we are
entering a phase where the data have both a long-enough
history and broad-enough coverage to make it interesting to
quantitative investment firms. However, ESG data are
qualitative, discretionary and unregulated. Indeed, the ESG
data we obtained by vendors typically have a short history
and is often retroactively collected. This is an area in which
Man Group is applying its skillset – to improve the collection
and analysis of ESG data. We believe that by spending the
time to understand the nuances of each vendor’s
methodology and properly handling their data quirks can
potentially lead to a unique, alpha-generating dataset.

6. From Niche to Mainstream: Responsible Investment and Hedge Funds.
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IMPLEMENTING RI IN PRACTICE

WHAT SHOULD ASSET OWNERS LOOK OUT FOR?

So, how can hedge funds implement RI in practice?

We believe the first thing asset owners should look out for is
whether the hedge-fund firm is a signatory to the UN PRI. This is
being increasingly expected from hedge-fund firms, as illustrated
by the growth of signatories in Figure 4.

We believe the first and most important step is education,
education, education: Portfolio managers need to own and
embrace RI. To do that, education is required so that portfolio
managers build an understanding of what clients expect and
what it means to effectively integrate RI into the decision-making.
Indeed, RI doesn’t have to be about ‘greening’ a portfolio, but
rather weighing your portfolio toward companies that are
proactively doing something about their sustainability issues.
Once portfolio managers understand the importance of RI, the
next step is how to do the research on the companies. As
mentioned earlier, a lack of data is definitely a challenge in
implementing RI. However, this is improving: sell-side brokers
started integrating ESG factors into research more than 15 years
ago.7 Of the world's largest 250 corporations, 93% report on
their sustainability performance.8 More than 80% of S&P 500
companies now report on ESG metrics compared with one in
five in 2011, according to research from Axioma.9 Since the
launch of the Global Reporting Initiative in 2000, 82% of the
world’s largest company use GRI standards to do so.8 More
recently, the International Integrated Reporting Initiative and the
US-based Sustainability Accounting Standard Board have
helped to improve industry sector-specific reporting in an effort
to make it more relevant to investors. Finally, there are the
aforementioned third-party service providers that rate companies
based on how sustainable they are. Hence, portfolio managers
do have a breadth of tools available to them when conducting
research and analysis as it pertains to sustainability.
After decisions are made on which securities should be included
in the portfolio – either as longs or shorts – discretionary portfolio
managers have the ability to actively engage with corporate
management to assess firm governance and potentially drive
change. While corporate engagement is already a key part of
the process of many discretionary portfolio managers, we believe
portfolio managers should embrace active stewardship such as
proxy voting. Larger hedge-fund firms tend to either have their
own in-house stewardship teams or outsource this function.
In assessing stewardship activities at Man Group, we took a
hard look at where our strengths and weaknesses lay and found
that there was an over-reliance on service providers. This forced
us to ask how we could make better decisions in proxy voting,
especially as it related to RI. As a result, Man Group is in the
process of developing an in-house stewardship team. The aim is
that while we had previously been quite reactive when it came to
stewardship, having an in-house team will help allow us to
become more proactive.
Last but not least, quantifying responsible investment is key.
Portfolio managers should be able to provide visibility on RI
dynamics across portfolios. This could be as specific as metrics
on carbon footprints across a fund’s portfolio, or as broad as
exclusion lists.

Figure 4. Growth in UN PRI Signatories
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Once a firm has demonstrated a high-level commitment to RI, it
may be worth digging a little deeper. RI at discretionary hedge
funds can range from ESG analysis tacked on as an overlay to
fundamental analysis, to ESG analysis being embedded into the
fundamental analysis. If an asset owner is really passionate
about RI, we believe it should take the time to really understand
the discretionary hedge fund’s culture: portfolio managers must
be able to demonstrate their commitment to sustainability, and
be able to clearly explain how they incorporate RI into their
portfolio construction.
We stress the ‘fund’ versus ‘firm’ here – It is quite difficult at
firms with many funds to have a ‘one-size-fits-all’ approach.
While there may be an overriding theme at a firm, different funds’
approaches may vary depending on the needs and interests of
that fund’s clients, managers and strategy.
For example, Man Group has implemented a new RI Fund
Framework, designed to establish a baseline requirement of ESG
standards, and to provide credibility, clarity and consistency in
Man Group’s approach to RI across its range of funds. There will
be three categories into which all funds will fall: the base
standard; a standard for funds with a further level of RI
integration; and a standard for RI-dedicated funds. Under this
framework, Man Group has formalised its mandatory, firm-wide
exclusion policy on ownership of positions in companies that
participate in controversial arms and munitions across all of its
funds. In addition, Man Group is also introducing an RI
Exclusions List, designating sectors that will be excluded from

7. https://www.unpri.org/listed-equity/esg-integration-in-sell-side-equities-research/16.article
8. https://www.globalreporting.org/information/news-and-press-center/press-resources/Pages/default.aspx
9. https://www.ft.com/content/f99b0399-ee67-3497-98ff-eed4b04cfde5
10. https://www.aima.org/article/esg-integration-on-the-rise-and-how-to-implement-it-in-your-portfolio.html
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Man Group’s RI-integrated or RI-dedicated funds. The
proprietary list of excluded sectors is in line with international
standards and global consensus, and includes:


Controversial weapons – companies involved in the
production of anti-personnel mines, cluster munitions,
chemical, biological weapons, depleted uranium weapons or
nuclear weapons;



Tobacco – companies that are involved in the production of
tobacco or are suppliers of significant components of
cigarettes;



Production of coal and coal-based energy – companies
where the production of coal or provision of coal-based
energy represents more than 30% of revenues.

be worth really doing the due diligence to determine whether RI
is just a box-ticking exercise, or whether RI is really embedded in
the fund’s culture.

CONCLUSION
As RI becomes increasingly important to asset owners,
governments and society in general, discretionary portfolio
managers need to own and embrace ESG integration. At Man
Group, our approach is to develop a ‘toolkit’ for portfolio
managers to make it as easy as possible for them to integrate RI
in to their existing process. After all, the long-term sustainability
of the hedge-fund business requires forward-thinking
environmental practices. The sooner we embrace it, the better.

A final point assets owners should bear in mind is greenwashing,
or the act of appearing to be ‘greener’ than the reality. It would
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IMPORTANT INFORMATION
This information is communicated and/or distributed by the relevant GLG or Man entity identified below (collectively the “Company”) subject to the following conditions
and restriction in their respective jurisdictions.
Opinions expressed are those of the author and may not be shared by all personnel of Man Group plc (‘Man’). These opinions are subject to change without notice, are
for information purposes only and do not constitute an offer or invitation to make an investment in any financial instrument or in any product to which the Company and/or
its affiliates provides investment advisory or any other financial services. Any organisations, financial instrument or products described in this material are mentioned for
reference purposes only which should not be considered a recommendation for their purchase or sale. Neither the Company nor the authors shall be liable to any person
for any action taken on the basis of the information provided. Some statements contained in this material concerning goals, strategies, outlook or other non-historical
matters may be forward-looking statements and are based on current indicators and expectations. These forward-looking statements speak only as of the date on which
they are made, and the Company undertakes no obligation to update or revise any forward-looking statements. These forward-looking statements are subject to risks
and uncertainties that may cause actual results to differ materially from those contained in the statements. The Company and/or its affiliates may or may not have a
position in any financial instrument mentioned and may or may not be actively trading in any such securities. This material is proprietary information of the Company and
its affiliates and may not be reproduced or otherwise disseminated in whole or in part without prior written consent from the Company. The Company believes the content
to be accurate. However accuracy is not warranted or guaranteed. The Company does not assume any liability in the case of incorrectly reported or incomplete
information. Unless stated otherwise all information is provided by the Company. Past performance is not indicative of future results.
Unless stated otherwise this information is communicated by GLG Partners LP, Riverbank House, 2 Swan Lane, London, EC4R 3AD. Authorised and regulated in the UK
by the Financial Conduct Authority.
Australia: To the extent this material is distributed in Australia it is communicated by Man Investments Australia Limited ABN 47 002 747 480 AFSL 240581, which is
regulated by the Australian Securities & Investments Commission (ASIC). This information has been prepared without taking into account anyone’s objectives, financial
situation or needs.
European Economic Area: Unless indicated otherwise this material is communicated in the European Economic Area by Man Solutions Limited which is an investment
company as defined in section 833 of the Companies Act 2006 and is authorised and regulated by the UK Financial Conduct Authority (the “FCA”). Man Solutions Limited
is registered in England and Wales under number 3385362 and has its registered office at Riverbank House, 2 Swan Lane, London, EC4R 3AD, England. As an entity
which is regulated by the FCA, Man Solutions Limited is subject to regulatory requirements, which can be found at http://register.fca.org.uk.
Germany: To the extent this material is used in Germany, the communicating entity is Man (Europe) AG, which is authorised and regulated by the Liechtenstein Financial
Market Authority (FMA). Man (Europe) AG is registered in the Principality of Liechtenstein no. FL-0002.420.371-2. Man (Europe) AG is an associated participant in the
investor compensation scheme, which is operated by the Deposit Guarantee and Investor Compensation Foundation PCC (FL-0002.039.614-1) and corresponds with
EU law. Further information is available on the Foundation's website under www.eas-liechtenstein.li. This material is of a promotional nature.
Hong Kong: To the extent this material is distributed in Hong Kong, this material is communicated by Man Investments (Hong Kong) Limited and has not been reviewed
by the Securities and Futures Commission in Hong Kong. This material can only be communicated to intermediaries, and professional clients who are within one of the
professional investor exemptions contained in the Securities and Futures Ordinance and must not be relied upon by any other person(s).
Liechtenstein: To the extent the material is used in Liechtenstein, the communicating entity is Man (Europe) AG, which is regulated by the Financial Market Authority
Liechtenstein (FMA). Man (Europe) AG is registered in the Principality of Liechtenstein no. FL-0002.420.371-2. Man (Europe) AG is an associated participant in the
investor compensation scheme, which is operated by the Deposit Guarantee and Investor Compensation Foundation PCC (FL-0002.039.614-1) and corresponds with
EU law. Further information is available on the Foundation's website under www.eas-liechtenstein.li.
Switzerland: To the extent this material is distributed in Switzerland, this material is communicated by Man Investments AG, which is regulated by the Swiss Financial
Market Authority FINMA.
United States: To the extent his material is distributed in the United States, it is communicated by GLG LLC and distributed by Man Investments, Inc. (‘Man
Investments’). Man Investments is registered as a broker-dealer with the SEC and is a member of the Financial Industry Regulatory Authority (‘FINRA’). Man Investments
is also a member of the Securities Investor Protection Corporation (‘SIPC’). Man Investments is a wholly owned subsidiary of Man Group plc. The registration and
memberships described above in no way imply a certain level of skill or expertise or that the SEC, FINRA or the SIPC have endorsed Man Investments. Man Investments,
452 Fifth Avenue, 27th fl., New York, NY 10018.
This material is proprietary information and may not be reproduced or otherwise disseminated in whole or in part without prior written consent. Any data services and
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