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Welcome
Welcome to our sixth Charity Investment Annual. As we start the next decade we take a
fresh look at charity investment portfolios, and come up with four recommendations.  
Our chosen articles examine many of these trends in more detail; covering sustainability,
private assets and governance.  We hope that you find it of use.

Kate Rogers
Co-Head of Charities

A portfolio for the next decade:
1. Embraces a global approach in equities
2. Moves away from bond markets and seeks alternative sources of return
3. Invests sustainably, in line with your values
4. Focuses on value for money
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A portfolio for the next decade
Charity investors have enjoyed a profitable last decade as the global economy has shown
continued gradual growth and asset prices have been boosted by liquidity from loose monetary
policy. A long term endowment portfolio is likely to have generated returns of around 100%
over the last decade, as compared to inflation of 23% (UK CPI). This means that after spending,
many charity investors will have ended the decade having experienced significant real
portfolio growth.

Having enjoyed this growth, we think it
is the right time to review and refresh
our charity investments and have four
recommendations to ensure our charities’
portfolios are fit for the next decade.

1. A global approach
in equities
Equities represent the most significant
asset class in most long term charity
investment portfolios (70%*). In the past
UK charities have had a bias towards UK
equities for three reasons: the income
premium, the alignment of currency and
the global nature of the UK equity market.
Whilst we can understand these from a
historical perspective, we now recommend
a global approach. Let’s look at each
reason in turn:
Better income?
The UK equity market does provide a yield
premium to the global equity market (4%
vs 2.5%). However, the Charities Total
Return Regulations first introduced in
2013 (and amended in 2018) mean that
charity investors, even if permanently
endowed, are not restricted to spending
from income alone. In our view, biasing
portfolios towards UK equity income will

limit the return opportunity over the
next decade.
Alignment of currency?
It is true that UK equities are priced in
sterling. However, any comfort that is
gained from this is largely an illusion. The
largest 100 companies in the UK equity
market (representing 80% of the total)
have only 23% of their revenues in sterling.
In other words 77% of FTSE 100 revenues
are subject to currency risk. As we saw
post the EU referendum, large swings in
currency markets can have a real impact
on the value of the UK equity markets.
A global UK equity market?
The statistics above show that the UK
equity market is made up of global
companies; deriving much of their revenue
elsewhere in the world. However, does it
represent the global equity market;
or indeed give us access to the areas
of growth?
The last decade has seen a rise in the
technology giants. In the last 10 years a
combination of Facebook, Apple, Alphabet
and Microsoft have added a total of $4.3
trillion in market cap to the US market;

*Source: Teknometry CIG Charity Fund Universe, 30th September 2019, 1,298 portfolios of total value £12.4bn
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this is more than the value of the UK
market and nearly as much as the Chinese
mainland stock market.
We have little exposure to the technology
sector in the UK listed market (Figure 2).  
While the UK has had a number of very
successful technology companies, such
as Arm, Misys and more recently Sophos
and Just Eat, many have been taken
over by their larger international listed
rivals depriving UK focussed investors
of the future growth. We believe that
technological disruption will continue
to be a theme for the next decade, and
do not believe that charity investment
portfolios should be limited or biased
towards a narrow universe. UK equities are
also concentrated in resources and banks;
both of which have significant challenges
in the face of climate change and a shifting
global economy.
Our portfolio for the next decade takes
a global equity approach at its core, and
by doing so allows our charity investors
to access the exciting growth potential
of companies all over the world. In order
to deliver this approach successfully,
we believe it is not enough to rely on
UK based investors alone - we must use

In the last 10 years a combination of Facebook, Apple, Alphabet and Microsoft
have added a total of $4.3 trillion in market cap to the US market; this is more
than the value of the UK market and nearly as much as the Chinese mainland
stock market.
Figure 1: Top five US publicly traded stocks by market capitalisation (US$ billion)
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Figure 2: Sector composition of major equity indices
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the huge global investment resource of

This has been a global phenomenon.

Schroders, drawing on more than 750

At the turn of the decade the 10 year UK

investment professionals in 19 countries

government bond yield stood at 0.8%,

for investment ideas and insight.

having fallen from 4% in 2010. It is clear
that bond yields cannot fall a similar extent

Having benefitted from strong bond
market returns; our portfolio for the next
decade moves away from bonds, with only
a small allocation for diversification, and
instead seeks alternative sources of return.
These alternative assets include property;
infrastructure, commodities and other
diversifiers. We are also asking our charity
clients with long term investment horizons
to look at private assets.

2. L
 ooking for alternative
sources of return

over the coming decade; meaning that

The last decade provided bond markets

markets shows a negative real return.

with a strong monetary tailwind (Figure 3).

This is unlikely to be attractive for charity

This reduced yields and pushed up

investors seeking returns that protect their

Including private assets

capital values (Figure 4).

investments against inflation and generate

Schroders’ latest survey of global

excess returns to support spending.

institutional investors shows that

capital returns are likely to be low, if not
negative. Our seven year forecast for bond

Figure 3: Increasing central bank balances
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Past performance is not a guide to future performance.
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private assets comprise around 10-15% of institutional
portfolios. However, most expect the allocation to rise
over the next three years. This makes sense to us.
At a time when macroeconomic and geopolitical
concerns are increasingly on investors’ radars, private
assets can offer meaningful diversification and
compelling returns.
And it is not a new asset class for charities – private
assets have been a key driver of returns for the very
largest foundations and endowment portfolios for
decades. Once the preserve of the richest charities
only, we are pleased to be able to offer private
assets to our clients. In his paper ‘Adding return and
lowering risk with private assets’, Duncan Lamont, our
Head of Research and Analytics, highlights the four
ways in which private assets can potentially add value
– higher returns, broadening access, reducing risk and
diversifying portfolios. Where charities can tolerate
illiquidity, we believe that an allocation to private
assets can help meet their investment objectives for
the next decade.

Case Study:
The Yale Endowment, $29.3bn
‘Over the longer term, Yale seeks to allocate approximately one-half of
the portfolio to the illiquid asset classes of leveraged buyouts, venture
capital, real estate, and natural resources.’
‘The heavy allocation to non-traditional asset classes stems from their
return potential and diversifying power.’
‘The Endowment’s long time horizon is well suited to exploit illiquid,
less efficient markets such as real estate, natural resources, leveraged
buyouts, and venture capital.’
‘The twenty-year time weighted return of Yale’s venture capital
portfolio is 24.6% p.a.’
Source: 2018 Endowment Update

Investors should recognise that the interests in private
asset investments will rise and fall in value. Investors
should only invest in private assets (and other similar
illiquid and high risk assets) if they are prepared and have
the ability to sustain a total loss of their investment. Past
performance of an investment is no guarantee of its current
and future performance.
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3. Investing sustainably
In 2009 just 23% of charity investors had a
policy that linked their investment strategy
to their charitable aims. Now more than

Figure 5: T
 he increasing number of charities aligning mission and investments
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23%

59%

78%

three quarters of charity investors seek to
align their investment approach with their
charity’s aims – both avoiding conflict and
seeking positive impact (Figure 5).

Source: Cazenove Capital, Intentional Investing (2014). 2019 data based on practice.

Figure 6: I ncreasing reputational risk if investments are seen to conflict with aims

There are a number of explanations for
this change. From the need to protect
reputations and build public trust in
the face of press criticism (Figure 6); to
the increasing evidence that a focus on
sustainability enhances returns (Figure 7).
Our portfolio for the next decade
integrates sustainability into the
investment decision.  Going forward,
all of our charity investment strategies
will integrate environmental, social
and governance factors and we will
continue to use our influence to push
for progress – standing up for what we
believe, improving futures. We can help
individual clients find alignment between
their investments and their values, and
measure the effect of portfolios on people
and planet.  Investing sustainably is no
longer an option, it is
an essential.

BBC, July 2014

The Guardian, March 2018

BBC, December 2013

The Guardian, January 2020

Figure 7: Compelling academic evidence shows investing sustainably makes financial sense
Oxford, 20141

Fulton, 20122

Ȃ Firms with significant environmental
concerns pay higher credit spreads

100%

Ȃ A well governed firm can have an
equity cost advantage between
0.8 to 1.32%
Ȃ Good corporate governance can lead to
a 1.8% reduction in the cost of equality
Ȃ 88% studies showed a positive
relationship between sustainable
companies and operational
performance
Ȃ Rating agencies tend to give better
ratings issuers with good ESG policies
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60%
40%
20%
0%
Link higher CSR
and ESG factors to lower cost
of capital (debt and equities)

Link high ESG factor
ratings to market-based
outperformance

1 From the Stockholder to the Stakeholder, Smith School of Enterprise and the Environment, University of Oxford and Arabesque Asset Management,
September 2014.
2 Sustainable investing. Establishing Long-Term Value and Performance, Fulton, June 2012.
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4. Focusing on value
for money
The last decade has brought about an
increased focus on costs, as austerity and
greater scrutiny ensure that trustees are
committed to demonstrating value for
money. There has also been a significant
reduction in the cost of investing
passively, with the cost of a UK equity
tracker fund falling by 80% since 2010,
from 0.5% to 0.1% today. This has rightly
led to questions over the cost of active
management; and challenge from charity
investors to deliver investment portfolios
at lower levels of total cost.

The total cost of our investment approach
has also fallen over the last decade as we
construct portfolios with budgets in mind.  
We have already established that global
equities form the main part of charity
investment portfolios. We think there
are two, cost effective ways to invest in
global equities:
1. Direct investment - which avoids the
costs associated with pooled funds, to
reflect specific responsible investment
policies and to benefit from our global
investment resource; or

2. Pooled investment – combining low
cost passive approaches with specialist
active managers to generate excess
returns and benefit from diversification of
manager and style.
Investing with budget in mind makes
sure that we analyse every penny we pay
in fees, to ensure value for money. That
doesn’t mean we won’t pay up for a great
opportunity, a new asset class or a strong
performance track record, just that we
need to be convinced that the potential
benefit is worth the cost.

Our portfolio approaches

Direct

Pooled

Ȃ Investing directly in
global equities

Ȃ Investing in funds

Ȃ Investing in pooled
funds for other assets

Ȃ Core in passive
vehicles

Ȃ Multi-manager

Ȃ Tailored ethical
screening

Ȃ Active managers for
additional returns

Integrated sustainability

Our portfolio for the next decade
Designing a charity investment portfolio for the next ten years and beyond means four things to us:
1. A global approach in equities
2. Looking for alternative sources of return
3. Investing sustainably
4. Focusing on value for money
Combining these into a new charity investment approach gives us confidence that we can meet your charity investment
objectives whatever the next decade might have in store.
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Is your charity prepared
for the next market crisis?
How often do stock market crises occur?
We will examine the statistics behind market crises and the psychology underlying
“irrational” investor behaviour and offer advice to trustees on how best to prepare
for these events and how to navigate successfully through the next crisis. Mindful
of the unique financial circumstances of each charity, we also aim to cover
a range of scenarios that we hope will be relevant to every reader.

It is common knowledge that investing in
financial markets brings with it a degree
of risk. Asset prices rise and fall each day
and by the close of play on some of those
days, the value of your investments will
have gone down. Crises in history have
presented themselves in a variety of ways;
some characterised by a short sharp jolt,
some slow and drawn out and others a
violent zigzag of predominantly negative
returns. There is no clear definition of
a financial crisis, although it will tend
to differentiate itself by a severe shock,
distinguishing it from a bull market
setback. A financial crisis is usually
impossible to predict, and ignited by
a spark hitherto unseen.
Despite knowing that we should expect to
experience a serious downturn every so

often, too many investors ignore perceived
wisdom and sell out when it least makes
sense. Stock market crashes are social
phenomena, where external economic
events combine with crowd behaviour
and instinctive fear. Selling by some
market participants drives more market
participants to sell, leading to a downward
spiral in price and significant loss of paper
wealth. Investors anticipate further losses
as pessimism and selling increases,
and the market’s descent becomes
self-sustaining.
However, markets have a habit of
recovering and for those with the
constitution and investment time horizon
to stomach the fall, perseverance can
prove fruitful.

In the depths of a bear market, investors
question whether the stock market is an
appropriate medium of investment at all.
However, historical evidence proves that
capitulation is worth avoiding. For the truly
long-term investor, and assuming
finances are appropriately positioned,
market falls should not be a cause for
significant concern.
Looking at UK equity market returns
over the last 50 years (figure 1), we can
see a number of eye watering market
falls. Equities peaked in May 1972 with a
capital value of 228. By the end of 1974
the market stood at 62, a 73% decline in
capital value. It took just under two years
for the capital fall, and nearly four years
for markets to rebound. The ‘dot com
boom’ market peaked in September 2000
and then fell 51% over the next two and
a half years, bottoming in March 2003.
Again, it took nearly four years for the
market to recover to previous levels. Most
recently, the credit crisis prompted a fall
of 50% in equities between June 2007

Figure 1: UK Equity Market Returns 1962-2018
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Source: Cazenove Charities, Datastream, FTSE All Share (price index) in GBP to 31st October 2018.  Past performance is not a guide to future performance.
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the probability of a negative return on a
rolling 1-year basis is 29%. Based on this
period of history, in seven out of 10 years
the UK market generated a positive return
(in capital terms). A significant drop in
markets is both unusual and infrequent;
you would have lost 20% or more just 11%
of the time. However, shorter-term market
oscillations are commonplace. Looking
at intra-year declines, we can see that
volatility of the market value is a normal
part of investing. The chart below sets
out calendar year returns and intra-year
declines, showing that a fall of 10% or
more happens in three out of four years.

and March 2009. The market eventually
regained previous levels in May 2013.
As the chart shows, since 1962 we have
seen three dramatic falls, with an average
decline of 57%, taking an average of just
more than two years for the fall and four
years for the recovery. These were the
stock market crises of recent history.
What is the likelihood of these
market falls?
The table on the right looks back at the
performance of the price index of the FTSE
All Share over the past 56 years (as far as
the data allows). The evidence shows that

Rolling 1 year
historical probability

Return less
than
-70%

0%

-60%

0%

-50%

1%

-40%

1%

-30%

3%

-20%

6%

-10%

15%

0%

29%

Source: Cazenove Charities, Datastream,
FTSE All Share (price index) in GBP to 31st October
2018. Past performance is not a guide to
future performance.

Periods2:ofPeriods
negative
returns are
normal
Figure
of negative
returns
are normal
FTSE All Share Calendar year returns and intra-year declines
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fall from peak to trough within a short time periond during the calendar year. Returns shown are calendar years from 1986 to 2018. Past performance is not a guide to future
performance.
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Attempting to time the market
can be a mistake
When negative news headlines are prolific
and investors are panicking, it can be
tempting to try to stem your losses by
selling out. As shown in Figure 2, in 25 of
the last 33 calendar years, the UK equity
market has fallen by more than 10% at
some stage during the year. Trustees may
ask themselves, ‘if we act quickly, can we
sell stocks before they lose too much of
their value?’
The probability of success in shielding
your portfolio from large losses falls
the shorter the timeframe over which it

happens. What is more, evidence shows
that total returns in the days, months and
years following a sharp drop in the market
have been strong; missing the recovery
can be costly. The table below shows how
the US equity market behaved following
the 10 worst one-day falls over the last 30
years. The light green boxes show positive
returns, the dark green double- or tripledigit returns.
The overriding theme is that returns are
primarily positive; almost always in the
day following a dramatic fall, double-digit
in all but two occurrences over one year
and extraordinarily strong over five years.

The September 2008 crash distinguishes
itself by being slower than the others to
recover losses, although by the end of the
fifth year, you’d have made a return of
71%. For those doubting the relevance of
applying historical data to current market
conditions, the period either side of New
Year’s Eve 2018/19 was a case in point: in
2018, US stocks experienced their worst
December return since 1931 and in 2019,
their best January return since 19871.
This pattern is not exclusive to the US
equity market. Between 1986 (when the
total return index was created) and the
end of 2017, the UK’s FTSE All Share has

Ten worst one-day falls for the S&P 500
Date

Return %

1day

1week

1mth

6mth

1yr

5yr

15 October 2008

-9.0

4.3

-1.2

-3.5

-4.7

24.0

109.0

01 December 2008

-8.9

4.0

11.5

11.0

17.2

39.3

147.0

29 September 2008

-8.8

5.4

-4.4

-15.8

-25.1

-1.5

70.9

09 October 2008

-7.6

-1.2

4.0

2.5

-4.4

20.9

103.5

27 October 1997

-6.9

5.1

7.1

8.7

24.9

23.4

9.6

31 August 1998

-6.8

3.9

1.8

6.4

30.3

39.8

13.0

20 November 2008

-6.7

6.3

18.1

16.1

21.8

48.8

164.3

08 August 2011

-6.6

4.7

7.7

6.2

22.0

28.1

117.0

13 October 1989

-6.1

2.8

4.1

2.1

5.0

-6.9

63.8

19 November 2008

-6.1

-6.7

10.1

10.3

14.2

39.2

147.5

Source: Datastream, Cazenove Capital, December 2018. Past performance is not a guide to future performance.

Figure 3: Impact of being out of the UK Equity market
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 Source: Morgan Stanley Research, Bloomberg, S&P 500 total return, January 2019.
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Missed 30 best days

Missed 50 best days

generated an annualised 9.6% per annum.
Missing the best 50 days would have
reduced your return to just 2.8%. Missing
the 30 best days would achieve only 4.9%
and missing as few as the 10 best days
would yield a significantly lower 7.5%.
Figure 3 shows on the y-axis how much
you would have made on a £1m initial
investment in each of these scenarios.

of investor underperformance can be
attributed to investor behaviour. They say
“the retention rate data... …suggests that
investors lack the patience and long-term
vision to stay invested in any one fund for
much more than four years. Jumping into
and out of investments every few years is
not a prudent strategy because investors
are simply unable to correctly time when
to make such moves.”

An investor would have to be uncommonly
nimble to time correctly a sell-out and then
to buy back in at the optimal moment to
capture the bounce that follows. Evidence
shows just how difficult it is to market time
with any consistency.

Trying to time your way into and out of
markets could reduce the chances of
protecting your assets from inflation,
which, for most charity investors, is more
of a threat to long-term sustainability than
short-term volatility. Historical evidence

Dalbar, a financial market research
company in the US, publish an annual
study that compares returns to investors
with returns from the index. The 2017
study showed that the annual return
received by investors in the US equity
market over 30 years to the end of 2016
was 4% per annum. Compare this to the
S&P 500 index return of 10% per annum
and you can see the problem. Although
part of this difference is down to costs,
the study makes it clear that the majority

10%

p.a.
US equity market
return

4%
p.a. return
to a US equity
investor

Source: Dalbar, 2017.  Returns over a 30 year time
period, to end of 2016.

demonstrates that stock markets tend
to generate returns that, over time,
outstrip the inflation that would otherwise
erode the value of the initial sum. How
can attempting to time the market
compromise your chances of beating it?
The chart below (Figure 4) shows the
rate of UK inflation – represented by the
Consumer Price Index (CPI) – against a
portfolio invested in the FTSE All Share
using the same timeframe as above.
The blue line represents your return
had you remained fully invested, the red
line having missed the 10 best days, the
grey line missing the 30 best days and
the green line the 50 best days. Being
out of the market at the wrong time can
make a real difference to your long-term
returns and endanger your ability to
protect the inflation-adjusted value of your
endowment, particularly once spending is
taken into account.
Given the evidence below, why do
investors continue to capitulate? The
problem is that more often than not,
human emotion overrides calculated logic.

Figure 4: UK Equity Returns
2500
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1500
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0

Fully Invested
Missed 50 best days

Missed 10 best days
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Source: Datastream, Cazenove Capital, FTSE All Share total return, December 2018. Past performance is not a guide to future performance.
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“The stock market is a device for transferring money from
the impatient to the patient”
Warren Buffett

The problem:
logic vs instinct
Investor psychology and the behavioural biases that lead to
poor investment decision-making can be an impediment
to long-term success. Much has changed over the past three
decades; the availability of inordinate amounts
of information, algorithmic trading, centrally planned
financial markets etc. but one thing that has not changed
is human nature.

LOSS AVERSION The market extrapolates the

Logic
Stay the course; we know that
markets recover…
We are long-term investors…
Volatility is expected.

Instinct
We need to stop losing money…
Acting in unison gives us comfort…

future based on the past. Supply and demand, company-specific
news-flow, sector trends, geopolitical developments; all of these
have an impact on short-term market performance. When a piece
of negative news hits the headlines, we often act instinctively
and as markets start to decline, we become fearful of further
losses. Greed is one thing, but fear is quite another. The longterm evidence in favour of equity investment counts for a great
deal less if you are a trustee who has just suffered a 25% fall
in the value of your charity’s equity portfolio. Those fears are
compounded by the barrage of media outlets designed to target
our emotions – that fan the flames of those fears, often leading
to a withdrawal of capital at the worst possible time. This is also
known as “panic selling”.

in the height of market turmoil,
trustees can feel that doing something is better than doing
nothing. However, from an investment point of view, short-term
reactions might hinder long-term goals. Investment professionals
work in an industry where frenetic dealing activity is seen as a
sign of confidence and ability. Doing nothing is sometimes the
hardest thing to do but frequently the best.

HERDING

ANCHORING The process of remaining focussed

This behavioural bias refers to our instinct
to do the same as everyone else. Herding often involves
people using the actions of others as a guide to sensible
behaviour, instead of thinking and acting independently. From
an evolutionary standpoint, it makes perfect sense. However,
applying it to the market can be a huge mistake. Investors often
have limited access to information about how markets are
likely to develop, so they base their decisions on the actions of
others. In a falling market, herd instinct falls in the face of logic,
rendering a plummeting market self-fulfilling.

We must do something!

ACTION BIAS

on what happened previously and not adapting to new
developments is known as anchoring. This situation can be
exacerbated by our tendency to avoid changing our views as
much as we should in light of new information, and the fact
that groups tend to shift decisions to the extreme when
compared to decisions taken by individuals (a process known
as group polarisation).

The biggest of these problems for trustees are “herding” and “loss aversion”. These two behaviours tend to function together,
compounding investor mistakes over time. As markets are rising, individuals believe that the current price trend will continue for
an indefinite period, leading to euphoria. Conversely, as markets fall, investor instinct overcomes logic and panic takes over.
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How to prepare
A “cycle of loss” starts when an investor abandons their investments and
sells at a time when markets are low. This is often followed by feelings
of remorse as the markets recover. The investor eventually re-invests
when their confidence is restored, often when markets have recovered.
Preparation helps to prevent this cycle of selling low and buying high; we
suggest a ‘crisis playbook’.

Crisis playbook:

1

 stablish what a crisis would
E
look like for your charity

Some market crises are relatively confined
and have little impact on the wider
economy. For example, the fall-out of 1987
impacted investors but did not reverberate
into other areas. However, more often
than not, financial crises are linked to a
downturn in growth and accompanied
typically by increasing unemployment and
reduced income.
In light of the above, it is prudent to
review three critical aspects of the charity’s
financial assets:
Level of liquid reserves and cash
deposit risk
Ensure that enough cash is held to
support spending through a crisis and that
deposits are spread between a number of
counterparties, or invested in a diversified
cash fund.
Concentration of investment risk
Diversification of investments ensure that
when one type of asset class, industry,
company or manager performs less well,
the risk is spread. This approach means
that while some investments go down,
others might perform better or stay stable
and so the overall journey is smoother. A
pooled multi-asset investment fund can
often prove a cost-effective solution for
smaller charities.

Concentration of revenue risk
Diversification of income can reduce
funding risk. Make contingency plans
for downsizing if you know or suspect
you could lose funding in a downturn.
Temporary revenue reductions may be
managed by short term expenditure
prudence, whereas permanent loss of
income may provoke more significant
strategic and operational measures.
The following questions may help to
identify what a crisis might look like for
your charity:
Ȃ How much do you rely on your
investments for income? What if
dividends were cut? Can you fund your
spending from elsewhere to prevent
having to crystallise a loss in you
investment portfolio?
Ȃ Do you rely on donations/legacies or
membership/fees for income? How
reliable would these revenue sources
be in a financial crisis or recession?
Ȃ Will the charity be called upon for
higher spend on its beneficiaries at a
time when resources to meet those
needs are impaired?
Ȃ Can you cut back on spend? Will lower
income threaten the ability of the
charity to operate? Can you reduce
programme spend?
Ȃ Could you take cash from elsewhere
if needed?
13
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2

 xamine anticipated spend
E
in the light of your overall
finances and stress-test
under various scenarios

When stock markets fall, it is important to
avoid selling when values are low. If there
is no cash reserve, you may run the risk
of becoming a forced seller, ie. needing to
liquidate assets regardless of price, simply
to meet financial needs. A cash fund
held alongside an investment portfolio
provides a pool of money set aside to meet
foreseen and unforeseen expenses. It is
not unusual for a charity to hold between
three and six months of operating costs
in cash to safeguard against a shortfall.
Some charities hold as much as 18
months’ in reserve. Having a buffer of cash
or liquid investments to draw on to cover
commitments will help smooth periodic
market falls so that trustees do not have to
jeopardise their long-term goals. The risk
of a lack of cash to fund short-term spend
can be mitigated by prudent planning
ahead of time:
Ȃ Examine your known short-term
liabilities, probable medium-term
liabilities and possible long-term
liabilities. Is there enough liquidity
in the portfolio to cover them?
Ȃ Where possible, model your spending
for the next 18 months to ensure you
have enough cash available
Ȃ Consider applying a spending rule
if appropriate
Ȃ Ensure you have a robust reserves
policy in place
Ȃ Consider carefully future inflation
expectations and ontemplate building
up capital in rising markets
Ȃ Stress test your arrangements
assuming a 5%, 10% and 20% fall in
equity markets. If you plan your spend
and keep adequate cash aside, these
should have little impact on your ability
to cover known liabilities

14

3

Agree a long-term strategy
and stick to it

One thing that the behavioural biases have
in common is that they can lead investors
to deviate from a sound investment
strategy tailored towards their targets, risk
tolerance and time horizon. A proven way
to ward off negative behaviours is to agree
a strategy that focuses on the charity’s
overarching goals and is not dependent on
short-term market conditions. Spending
due time and care creating an investment
strategy that will see you through good
and bad times is worth the investment of
time; it should be articulated in writing
and crystallised in an investment policy
statement. For the ‘crisis playbook’, the
areas to focus on are:
Financial objectives:
Ȃ What role do your investments play
in your balance sheet?
Ȃ How important are they compared
to your other financial activities?
Attitude to risk:
Ȃ Does your charity depend on
the income, or total return of
your investments to fund annual
charitable expenditure?
Ȃ What is the attitude of the trustees
to capital volatility?
Horizon/ liquidity needs:
Ȃ Define your time horizon. Are your
investment assets best described as
long-term, medium-term or short-term?
You could consider splitting your assets
to reflect different time horizons
Ȃ Do you have specific or general
liquidity needs?

4

 repare your board
P
psychologically and
implement processes

Assuming there is a sound investment
policy statement in place, adequate cash
set aside and risks accounted for, you
could be forgiven for assuming that the
psychological element of crisis planning
is unimportant. Quantitative analysis is
normally the board focus, with volatility
figures, value at risk, historical asset
characteristics and performance forecasts
tending to take centre stage.However,
the behavioural aspect of investing can
be crucial when faced with a crisis. The
first step is to be cognisant of our hardwired instincts: action bias, loss aversion,
herding and anchoring. Second, keep
your long-term goals in mind: read and
re-read your investment policy statement
and remind yourself why it was created.
Consider your original goals. Are they still
aligned with the policy?
Has anything changed? Does your
mission remain the same? This should
shift emphasis from short-term market
thinking to your long-term aims. Third,
filter your news: most financial news is
entertainment, written to sell papers
and generate clicks. Headlines are
designed to target your emotions and
heighten anxiety. Remind yourself that
they are written in isolation and without
any knowledge of your charity’s specific
circumstances. Instead, find two or three
high quality, objective sources of financial
commentary and discard the rest.

Some practical
suggestions:
Ȃ Ensure that you have a diverse board and investment committee. Diversity by gender, background, experience and
personality have been proven to improve decision making.
Ȃ Structure a committee with adequate experience. The Charity Governance Code recommends that trustees who have
served office for more than nine years should only be re-appointed after a rigorous assessment, and stresses the need for a
progressive refreshing of the board. However, for charities with investments, this should be balanced with the need to retain
trustees with sufficient investment experience. Which members of the committee were not around in 2001 or 2008? Having
been insulated from the acute challenges previous crises presented, would these members recoil in the face of anxiety?
Do inexperienced trustees outnumber those with a longer-term perspective? If so, how would the group react in a crisis?
Ȃ Invest in expanding trustees’ knowledge and take advice. Consultants and advisers can help ensure that discussions are
well facilitated, informed and test a range of scenarios. Good ongoing training will help trustees to own and understand
the strategy.
Ȃ Identify a long-term return target for your portfolio and avoid measuring performance against an arbitrary benchmark.
Focus on your overriding investment goals and long-term strategy. History shows that in any year the value of a portfolio of
investments will move up and down. One way to deal with this ‘noise’ is to factor it into your strategy by setting upper and
lower parameters within which trustees expect to tolerate variation – setting a range around the target return to recognise
expectations of volatility.
Ȃ Avoid the temptation to review your portfolio’s performance too regularly. Markets are inherently volatile and checking the
value of your charity’s investments daily, weekly and even monthly can exacerbate anxiety and encourage short-termism.
Ȃ Under stress, contentious issues can come to the fore. Implement processes to stave off any internal disputes and avoid
decision-making deadlock. In the absence of unanimous agreement, will the Chair have the power to make a final decision?  
Will the committee vote on the issue? Will the voting be open or anonymous? Processes can make a committee more
disciplined and systematic – a great advantage in turbulent times.

Is a crisis simply a state of mind?
Assuming the steps suggested above are thought through
thoroughly and the practical steps considered and
implemented where appropriate, you will be in a good
position to weather even a dramatic market storm.
To recap:
You know that in the long run, investors are rewarded for
taking risk. Avoiding risk entirely means avoiding returns.
You know that the best days often come directly after the
worst and that market timing is unlikely to add value.
You know the behavioural biases to expect and are mindful to
avoid them.

You have a multi-generational timeframe and an investment
policy to match. Shorter-term assets are identified and
appropriately invested. In the event of a downturn, you will
have adequate cash to cover your needs.
You have prepared for a downturn with scenario analysis and
are confident that a loss in portfolio value will not jeopardise
the charity’s ability to operate.
You have processes in place to deal with disputes, a diverse
and experienced board, a watertight investment policy, and a
long-term strategy designed to fit your long-term goals.
Market falls are regular and can periodically turn into a crisis,
but history proves that resisting the urge to rush for the exit
can reap long-term rewards.
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What’s a crisis?
A stock market crisis is different to a bear market and to a recession. A recession relates to the economy and tends to affect all areas of
society. In contrast, a bear market tends to signify a period of negative returns for equity markets, whereas a crisis usually describes a
shorter sharper fall.

Market crisis
Bear market
Recession

Definition

Psychology

Sudden, steep >10% losses in a
stock market index over a period of
several days

Dramatic headlines, panic selling

Declining stock market prices
measured in months/years

Pessimism, capitulation, despondency

A fall in economic activity (GDP) for
6 months or more

Anxiety, depression

Rebalancing
Systematic portfolio rebalancing, set in advance, can help to remove emotion from the decision-making
process and ensure allocation to the areas that have fallen the most. Rules-based rebalancing helps to
overcome the behavioural biases by forcing you to buy when the market has fallen and sell when it has
gone up.

Pound cost averaging: when placing cash into the markets,
what’s the best strategy?
Ȃ Investing monthly can help to remove the market timing issue.
Ȃ For those with a lump sum, a gradual deployment your investment over a period of time such as the
next four quarters, rather than in one lump sum could help you come to terms with the problem.
Ȃ If markets correct, then at least you didn’t commit all of your money, and if the markets continue to rise,
then at least you got some working from the outset. This method is more about controlling
the emotions of investing rather than the result itself as it allows you avoid the regret that can come
from making a one-time decision that goes against you.
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Global transformation:
tackling climate
change in five charts

Isabella
Hervey-Bathurst
Global Equities
team Schroders

Simon Webber
Lead Portfolio
Manager Schroders

Addressing climate change is not only going to transform
the global economy, it’s going to divert trillions of dollars of
investment every year. So, what does this mean for investors?
The 2015 Paris Agreement was a milestone
in the battle against climate change. It was
when most countries in the world pledged
to put their economies on a path to restrict
the increase in global temperatures to
below 2 degrees centigrade this century.
This is against a baseline temperature
from 1850, before the widespread burning
of fossil fuels really got underway.
In 2019, we are already one degree higher
than this pre-industrial figure. Mitigating
the effects of climate change is not only
going to transform all aspects of the
global economy, but will divert trillions
of dollars of investment each year. Policy
implications are already far-reaching and
will affect all industries in time. However,
this creates a powerful opportunity for
investors, as the implications of the
changes needed to achieve the target are,
at present, poorly understood by
the market.
1

The following five charts explain
some of the broader themes around
climate change, where the new growth
opportunities will be and why investors
really need to care.

Chart 1: The scale of change needed to achieve the target is going to be significant
(and the changes need to be implemented faster)
Political ambition

Business and ﬁnance

Technology solutions

Entrenched industry

Political ambition

Corporate planning

Electric vehicles

Oil and gas investment
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Carbon prices
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Source: Schroders analysis based on industry sources.

https://www.schroders.com/en/about-us/corporate-responsibility/sustainability/climate-progress-dashboard/
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The Schroders Climate Dashboard1
analyses a number of different indicators,
such as political ambition and fossil fuel
production, to gauge the world’s progress
in achieving the two degrees target. It is
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However, following a reform of the system
in 2018 the carbon price has more than
quadrupled. It is now at an important
inflection point where it is reaching a level
that is starting to incentivise companies to
switch to using clean technology.

30

Oct 16

Following the Global Financial Crisis,
carbon prices fell as industrial production
weakened and there was a massive
surplus of carbon credits. The carbon
price bounced along at around the €5
level for a number of years, which wasn’t
enough to incentivise companies to
change their behaviour.

industries such as electricity and heat
production, areas such as agriculture,
forestry, land, buildings, transport and
infrastructure will also be affected. Many

Chart 2: Carbon price increases are incentivising companies
to use clean technology

Aug 16

This number highlights that the scale
of change required to achieve the two
degrees target is much more significant
than many people think. And it’s going to
have to happen much quicker.

To achieve the current targets there will
need to be an 80% reduction per capita
in greenhouse gases in the next 30
years. Although this will primarily affect

Jun 16

currently indicating that we are on a path
to a 3.8 degree increase.

EU 1 year forward carbon price (E/t)
Source: Bloomberg, Schroders, as of 31 July 2019.
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Chart 3: What will it take to achieve the climate change target?

industries will have to drastically change
their emissions profile. This is not just
about building a few more solar and
wind farms; this is going to be a radical
transformation of the structure of the
global economy.
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We also think that $2 trillion of new
investment per year will be needed into
business, services and technology. More
importantly, 15% of the value of the global
equity market is at risk (equivalent to the
value of the entire Russian economy). This
refers to businesses and services that are
not consistent with meeting the climate
change target, whose business model has
been rendered unviable by rising carbon
prices or whose products have been
regulated out of existence.

of global
equity markets

0°C

Chart 4: Renewable energy is now the cheapest form of energy
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We have now reached an important
inflection point where new technologies,
such as solar and wind, have now become
cheaper than thermal power generation.
Switching to renewable energy is not
only essential in the fight against climate
change, but now makes sound economic
sense too.
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Chart 5: The market for electric vehicle batteries could be huge
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Use of internal combustion engines will
have to be almost completely phased out
in the next 30 years if the target to reduce
greenhouse gas emissions by 80% is to be
achieved. However, the electric vehicle (EV)
market is maturing fast. In the next five to
10 years EVs will not only be the greenest
form of transport, but also the cheapest.
This expansion will not only provide new
opportunities for companies supplying
the vehicles and batteries, but also
for those making specialist battery
testing equipment.
New infrastructure, such as EV charging
points, will also be needed, providing
further growth opportunities.
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The Social State
of the Market
The SustainEx framework we have developed brings economic
rigour to social and environmental impact measurement. It
answers the question “what bill or credit would a company
receive if the costs it imposes on society, or the benefits it
brings, were recognised financially?”
That question is no longer theoretical.
Having been able to operate for the last
few decades without much concern for
the social and environmental costs they
may be inflicting, companies are under
increasing pressure to take responsibility
for their actions, through a combination of
hard regulation and softer social pressure.
As a result, costs that were previously
externalised to society will become
internalised on companies’ financial
statements. Minimum wage legislation,
sugar taxes, gambling restrictions,
carbon prices are spreading along with
a range of similar interventions in other
areas, creating financial expenses in
place of previously unaccounted social
problems. That shift, across industries
and countries, will challenge established
business principles, posing significant risks
to competitive positions and reshaping
industries and markets.
SustainEx quantifies
costs and benefits
As a result, it is more important than
ever that investors consider the social
impacts of companies and portfolios,
rather than relying purely on financial
measures. How companies make money
is just as important as how much they
make today. We developed SustainEx to
provide an objective view of the threats
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and opportunities companies face,
expanding the ESG tool kit we have built
over the last 20 years to help our analysts,
fund managers and clients navigate an
increasingly complex world.
We have examined c. 9,000 companies’
positive and negative impacts across the
47 areas of social and environmental
impact our research has identified1. This
summary synthesises that analysis to
provide a snapshot of the strongest and
weakest regions and sectors. It highlights
the areas of global equity markets making
the biggest contributions and imposing
the biggest costs. It gives investors a new
view of stock markets, looking past the
earnings they generate today to the risks
they face in the future. We have ranked
sectors and countries with at least 20
companies, highlighting those at the top
and bottom of those lists.
Water sector provides the biggest
societal benefits
The water sector stands out at the top of
the list of sectors contributing positively
(figure 1). Access to water has been one of
the most important drivers of economic
and social development over the last
century. Today, over 90% of the world’s
population is connected to clean water
supply, typically provided at low prices. The
benefit of that service is frequently taken

Andrew Howard
Head of
Sustainable Research
Schroders

for granted but no less significant. That
industry is followed by the biotech and
pharmaceutical sectors, whose medicines
and drugs provide social benefits far
bigger than the earnings companies
extract. Our analysis of the benefits of
medical advances is based on 12 academic
studies, leading to the conclusion that on
average those sectors deliver public social
benefits almost as large as the private
sales they generate.
Gambling and beverages impose the
biggest costs
Unsurprisingly, given both are directly
tied to prominently damaging activities,
gambling and alcoholic beverage
companies stand out as most exposed to a
world in which social costs are internalised
as financial costs.
The costs associated with gambling
are diverse and range from crime costs
(policing and incarceration spending),
business costs (lower productivity and lost
time), bankruptcy costs, suicide costs and
the regulatory costs related to government
oversight on the industry. Alcohol
consumption results in both direct health
and indirect societal costs. While studies
vary, most show that costs associated
with health and crime comprise around
half the total impact, with indirect costs
linked to unemployment, absenteeism and

Figure 1: The social impact of different global equity sectors
Social impact pct sales
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productivity accounting for the rest. Toys
comes in third from bottom, reflecting
the social costs imposed by video game
developers, for which our analysis of
academic literature highlights material
negative impacts.
Wide dispersion between country costs
and benefits
Cutting the analysis by country highlights
a wide dispersion between those whose
companies are well-placed to weather
the growing pressures they face and
those more likely to struggle (figure 2,
overleaf). Swiss companies stand out
among the best protected, given their
aggregate positive social impact, followed
by Northern European peers and the techand innovation-heavy US and Singaporean
markets. At the other end of the spectrum,
resource-dependent emerging markets
look particularly vulnerable.
Digging deeper into the national analysis,
we find that in many cases, companies’
impact and the risks they face are linked
to the social protection countries provide.

Mobile
Telecom.

Nonferrous
Metals

Defense

Companies used to operating in countries
that encourage responsible behaviour or
restrain damaging activities are generally
better placed to adapt to a world in which
this is becoming the norm.
Figure 3, overleaf, compares the level
of protection governments provide to
workers in developed countries to the
social impact exposure of companies listed
in those markets. In general, higher levels
of government protection are associated
with greater positive social impacts.
The analysis looks at one aspect of
corporate restraint, but the principle
remains: in many case companies used to
operating in countries emphasising social
protection will be better prepared as those
pressures spread globally.
Social pressures also affect companies’
readiness to adapt to growing challenges.
We have used data from the annual
Schroders Global Investor Survey, which
asks investors and consumers in 30
countries how concerned they are by
social and environmental issues. Countries

Toys

Distillers &
Vintners

Gambling

whose companies create large social costs,
but where concern over those costs are
greatest – toward the top left quadrant of
figure 4, overleaf – are likely to face the
biggest challenges.
Sustainability analysis is crucial
going forward
The corporate and investment worlds
face an increasingly complex future.
For decades, both have become more
focused on today’s earnings rather than
the threats or opportunities shaping
future profitability. The tailwinds of
weakening pressure for those companies
to take responsibility for the damage
they create are turning into headwinds
which promise to reshape competitive
advantages and to rewrite investment
rules. It is more important than ever for
investors to look beyond headline financial
figures, taking a more complete view of
companies’ prospects. Companies succeed
by adapting to changes in the social and
environmental backdrop in which they
operate; investors will do well to look for
those best-placed to do so.
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Figure 2: The social and environmental impact of companies listed in different countries
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Figure 3: Worker rights and protection vs social impact

Figure 4: Consumer sustainability vs social impact
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Is Bill Gates right about the
“zero” climate impact of fossil
fuel divestment?
Billionaire Bill Gates claims selling shares of fossil fuel companies is ineffective in the fight
against climate change and has had “zero” effect on emissions. We think it raises interesting
questions for investors.
Billionaire Bill Gates, known for his many
philanthropic initiatives, is becoming
increasingly vocal on climate change.
He’s made it clear that he believes fossil
fuel divestment – selling shares of fossil
fuel companies – is ineffective in the fight
against global warming. This is an area
where Schroders has recently undertaken
in-depth research.
Our view? There’s an element of truth
to it.
Gates is quoted in the Financial Times as
having said: “Divestment, to date, probably
has reduced about zero tonnes
of emissions”.
In reality, the picture is far more complex
than a simple link between divestment
and carbon emissions. Yes, we agree
that divestment is not necessarily the
best way to promote positive change but
we also understand that many investors
simply do not want to . We believe that
investors looking to directly influence
fossil fuel companies’ operations can be
more effective through other means. We

“Divestment, to date,
probably has reduced
about zero tonnes
of emissions”
Bill Gates
26

propose a new model to drive change that
centres on tactical engagement and which
restricts the supply of new capital to
the industry.
Has divestment worked?
Fossil fuel divestment campaigners
hope that divesting will eventually starve
companies of capital. Since its genesis on
a handful of US college campuses in 2011,
the fossil fuel divestment movement has
continued to spread globally, and now
includes pension funds, foundations, cities
and municipalities. Research by Oxford
University suggests that it has become
the fastest growing divestment campaign
in history. While campaigners have done
a great job of raising public awareness
and stigmatising companies, divestment
itself has not had the desired impact on
companies’ operations or viability.
According to Gates: “It’s not like
[divestment has] capital-starved [the]
people making steel and gasoline” and we
agree: our research shows that attempts
to remove capital sources have had a
limited effect.
Take the stock market. The nature of the
market means that when you divest, you
sell your fossil fuel shares to a willing
buyer. In this way, equity divestment
doesn’t actually impact the operations of
those companies, especially if there are
profit-seeking investors who are willing to
buy them.

Focusing on debt can have a greater
impact operationally. Companies rely
on bonds and bank loans to fund their
exploration, development and production
activities, or to refinance existing debt. The
debt funding for the industry dwarfs any
new capital provided by shareholders.
Some banks have ceased or have
committed to cease financing for fossil

fuel projects and companies but other
banks have been more than willing to step
in; similarly, investors are still willing to
lend. The numbers say it all: the amount
of debt financing provided to the oil
and gas sector between 2010 and 2018
is estimated at more than $5 trillion,
according to research by technology
and content provider Dealogic.

account by actively engaging with them
to influence their behaviour rather than
washing their hands of the situation.
This approach requires patience - it can
take years for a company to transition its
business model to one that is less carbonintensive. And of course asset owners can
have even greater impact by engaging
with companies collectively.

These figures show that divestment
campaigns have had little impact on
companies’ ability to raise financing.

File shareholder resolutions and
vote against management

If divestment doesn’t limit capital to
fossil fuel companies, what can
be done?
If divestment strategies have limited direct
impact, what other options are available
to investors?
Engage with companies
Investors should be holding companies to

If engagement on a more informal
basis fails to have the desired effect,
shareholders can take more formal action.
And they’re already doing it. The number
of shareholder resolutions related to
climate change has risen significantly in
recent years. The scope of the resolutions
varies, but includes things like reporting
annually on carbon emissions and adding
a climate change expert to the board.
While many of these resolutions are being
supported, some of the largest asset
owners in the world are voting against
them. Having these asset owners on
board could make a meaningful difference
in getting companies to transition their
business models sooner.
Focus on the new supply of capital
To impact the companies’ operations
and profitability investors can focus their
efforts on credit markets, as well as on
the banks that supply capital to, and the
insurers who underwrite, the industry. We
believe this is more likely than divestment
to have a real impact on fossil fuel
companies.
Put pressure on public policymakers
Investors can only do so much; the real
power lies with public policy and much
more effective public policy is needed.
If we are to have a chance of meeting
the 2 degree target, we need to see
higher carbon prices, incentives to reduce
consumer demand for fossil fuels, a
phasing out of the sale of petrol and diesel

vehicles and an end to the significant
subsidies and export finance for the
industry as a whole. Taken together,
the subsidies and export finance provided
to the industry by G20 nations total nearly
$138 billion annually between 2013 and
2015. A mere $3 billion of export finance
was directed to clean energy projects each
year over that same period, according
to research by Oil Change International,
Friends of the Earth US and WWF.
These are clearly large and important
sources of finance for the industry.
Redirecting the funds towards clean
energy will help countries transition
to a lower-carbon world.
There are better ways to protect
our planet
Clearly fossil fuel divestment alone will
not curb global warming. Divestment
itself hasn’t had a meaningful impact on
companies’ operations or profitability so
far but campaigners have successfully
tainted its reputation.
Gates’ suggestion that investors rather
back technology firms that are working
towards a greener world is one option.
We believe there are also effective ways
to promote change in the fossil fuel
industry. Investors should be actively
pushing companies to improve their
practices through engagement and
voting efforts. They can also put financial
pressure on operations by restricting the
new supply of debt capital. But politicians
can have a far greater impact on the
industry than individual investors, and so
asset owners should also be demanding
more on the policy front to ensure
economic incentives and environmental
goals are more closely aligned.
While none of these are quick fixes, there
can be no denying that more action is
needed to really and truly protect our
planet, and that investors are an important
part of bringing about change.
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Charity Finance Roundtable:
“We want to invest responsibly
but a legal ruling could restrict
our freedom”
Ian Allsop convened a panel of experts to discuss responsible investing for charities.
This article originally appeared in Charity Finance magazine in June 2019.

Responsible investing has long been of
interest to charities, but has become more
of a live issue since March this year. That
was when a group of charities wrote to
the Charity Commission seeking urgent

“Charities should use the financial
knowledge on their boards to enhance
impact through investments”

clarification on the extent to which their
investments should align with their
charitable objects. Supported by law firm
Bates Wells, charities including RSPB, the
Joseph Rowntree Foundation and Nesta
asked whether the Commission, with
the consent of the attorney general,
would refer a question about the
operation of charity investment law to
the Charity Tribunal.
The fact that there is no regulatory
requirement for charities to have a
responsible investment policy has led
to a debate about whether the law and
guidance need updating. Trustees have
duties not to make investments that
might conflict with their charity’s objects,
but they are also required to protect
financial returns. So how much should
trustees consider wider public benefit
when investing?
Legal perspective
James Maloney, solicitor at Farrer & Co,
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summarises the legal position to provide
some context for the debate.

be drawn is key to this whole debate,”
he says.

“There is a widely held view that the law
needs updating. The case law goes back
to 1992 and the Bishop of Oxford case;
this was important as it recognised for
the first time that trustees could bring
ethical considerations into decisions in
certain circumstances. For example, if an
investment was contrary to the aims of the
charity or if it could hamper their work by
alienating beneficiaries, donors
or supporters.”

Elsewhere, Maloney highlights some
small but significant legislative changes
since 1992. For example, the 2006
Companies Act included a duty on
directors to promote the success of a
company, having regard in doing so to
the impact of the company’s operations
on the community and the environment.
“This is interesting because many
charities are themselves incorporated, as
are many of the organisations into which
they invest.”

He points to a “vague third area of the
ruling where moral considerations can
be accommodated if there is no risk of
significant financial detriment”. This is
helpful because its ambiguity allows
trustees to make an interpretation in
line with their charity’s circumstances,
but it also presents a challenge because
trustees must decide how to define the
term “significant”. “Where that line should

He also cites developments in public
benefit, and the last wholesale update
of the Commission’s CC14 guidance in
2011. “This was innovative at the time
but is it now outdated? While it states
clearly that charities can decide to invest
ethically, it does not provide any clear
examples of how charities established for,
say, educational purposes can consider

the environment or sustainability when
investing. A lot has changed since 2011
and there is a pretty widespread view that
the guidance needs updating.”
Kate Rogers, head of policy at Cazenove
Charities, acknowledges that there are
strong opinions both for and against firm
requirements being put in place to force
charities to invest responsibly.
“There is a certain sense of it being black
and white in people’s minds. Some say that
they don’t want someone else deciding
what is ‘ethical’ for their charity. If it is
written into law, they fear that decisionmaking would be taken away from
trustees and impact their ability to fulfil
their duties.
“But there are also very passionate people
who believe incredibly strongly that all
charities, as long-term investors, need
to consider things like climate change,
so need to structure their investments
accordingly, no matter what their aims and
mission, as it will affect future generations
of beneficiaries.”
She thinks that there may in fact be
some middle ground between these two
positions. “Charities can invest responsibly
without prescriptive guidance on ‘right and
wrong’. There are ways to future-proof and
invest in a way that is consistent with longterm mission and aims without sacrificing
returns. The perception that financial
returns and public benefit are mutually
exclusive is not always accurate.”

Anita Bhatia, investment director at

Andrew Wimble, who chairs the

Guy’s and St Thomas’ Charity, says her
foundation last year launched an impact
investment strategy to build upon its
existing use of ESG [environmental, social
and governance] criteria to conduct due
diligence on funds and managers.

investment committee at the D’Oyly

“In seeking health impact, we look not only
at investments in the healthcare or biotech
sectors, but also the wider determinants
of health, for example housing for the
vulnerable, and tackling major social and
environmental challenges. Given the
relevance we attribute in our endowment

How it affects stakeholders is also a

to ESG considerations and impact, a
tribunal ruling might fetter the flexibility
and independence that trustees have
in relation to decision-making and
progressing their charities mission.”

norm. “Good governance – the G in ESG –

Carte Charitable Foundation, says: “We
like the flexibility so would be uneasy
about someone saying from on high that
you can’t do something, assuming that
thing doesn’t conflict with our mission.
consideration. But there is no reason why
we can’t be more ethical and still have
strong returns.”
He observes that investing in companies
with sound ESG practices has become the
is now a given and it hasn’t hit returns.
I suspect that in ten years’ time we will
be saying the same about impact
investing. In some ways ESG is yesterday’s

“Should we divest? Other tools such
as engagement and ongoing dialogue
might be more effective”
Bhatia adds that there needs to be clarity
around terms such as ESG/ socially
responsible investment/ impact investing
if boards are to make informed investment
decisions, and Miranda Richards of
the United Westminster and Grey Coat
Foundation’s investment committee
agrees. “We need clarity of definition.
Only then can we move forward.”

story, and impact investing is tomorrow’s
story. How should you structure
investments accordingly?”
Resources director Navjyot Johal says the
Cripplegate Foundation has been looking
at ways to use its endowment to have
greater impact. “We keep coming back
to linking to our aims. If it doesn’t affect
Islington [Cripplegate’s area of benefit],
do we have to worry about it?”
For place-based foundations, it is a

Left to right
(clockwise):
James Maloney,
Farrer & Co,
Kate Rogers,
Cazenove Charities,
Anita Bhatia, Guy’s and
St Thomas’ Charity,
Miranda Richards,
United Westminster and
Grey Coat Foundation,
Andrew Wimble,
D’Oyly Carte Charitable
Foundation,
Navjyot Johal,
Cripplegate Foundation

significant challenge to calculate the
impact on beneficiaries in a defined
geographical area from investments with
a wider public benefit, and measure the
contribution to mission.
Better board skills
In fact, impact investing as a whole seems
to come with a number of challenges that
are off-putting for some. How do charities
and the fund management industry
change negative perceptions?
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For Wimble, it is about education. “The
professionalisation of trustee boards
is vital. There is a huge variation in the
quality of debate.”
Rogers agrees and says it is about using
resources to the best effect. “Skills on a
trustee board are assets in themselves.
Charities should utilise the financial
knowledge on their boards to enhance
impact through investments. And there is
a definite role for the fund management
industry to educate.”
Richards observes that the accountancy
industry also has a role by providing and
encouraging sustainability reporting
in trustees’ annual reports, while Johal
acknowledges the role of trustee training
but thinks that, ultimately, it is about
having the appetite to use investments to
bring about change.
For Rogers, it also comes back to the
Commission’s guidance. “An update, even
if not based on a legal position change, to
reflect best practice and current thinking
could be really helpful. There has been
a definite increase in charities adopting
responsible investment policies, with a real
evolution in practice since the guidance
was last updated.”
Engagement rings
Rogers wonders whether some trustees
think too narrowly when considering
investing responsibly. “We need to
broaden the perception in the lay person
that RI [responsible investment] is about
excluding stuff.”
Maloney observes that CC14 refers to
shareholders engaging with investee
companies, but asks whether it gives
enough confidence to trustees in its
30

current format. And Wimble says it is
easier for trustees to exclude than to
actively engage. He suggests: “Perhaps
they should be investing into companies
that they don’t like and being active and
engaging to make them better. Running
away from the problem is not the best
way of fixing it.”
Huge resources from the fund
management industry have gone into
professionalising the robustness of
information gleaned from companies to
assess impact from a sustainability point
of view, notes Rogers. “The ability to get
more than one-dimensional financial
information from companies is important.
If we use it well, we can have a
positive impact.”
She thinks that charities could do more

Another concern relates to the risk that
some companies and fund managers may
be greenwashing their products, services
or strategies.
Bhatia says: “With global attention on
environmental and social challenges,
and indeed growing investor demand
for investments that are providing
sustainable solutions to those challenges,
some companies and fund managers
are making themselves out to be
responsible, sustainable and positively
impactful when in reality they are not. The
key for investors is to do due diligence
and monitor their companies and fund
managers in a thorough and robust way
so that they support those businesses that
are transparent and truly committed to RI,
ESG or impact.

to collaborate with other investors and

Generation games

with the fund managers that they invest

Is there a generational aspect to the whole
sustainability debate? Wimble comments
that when he started in investment
management, the “Jeremy Clarkson”
school of ethical investment was the
only one.

through. “The power of an individual
client to create discussion and promote
change is really powerful. Collaborating
can increase the chance of successful
engagement. We should see more of it in
the charity sector.”
Bhatia questions the effectiveness of
divestment. “The investor base is a
diverse and broad spectrum. RI can take
on different meanings depending on the
nature and type of investor. With so much
dry powder in financial markets, one
investor’s divestment can be easily filled
with another investor’s cash, in which case
the desired outcome isn’t fully achieved.
“Other tools such as engagement might
be more effective in changing behaviours.
Through engagement, we can influence
companies to introduce or improve their
RI, ESG and impact frameworks.”

“Some older-style trustees think that
impact investing is irrelevant. They say that
impact is what we do with the money we
spend as a charity. The impact comes from
the grant,” he says.
Rogers mentions studies showing
that millennials feel more strongly
about purpose-led business. “If you
are an organisation that relies on good
people, you have to take on board these
views. But there will be tensions within
intergenerational trustee boards.”
Employees are increasingly demanding
certain behaviours from their employer,
says Richards. “There is evidence that if

you segment investors, those who are
most interested in sustainable investment
are women, millennials and the very rich.
If you are a charity, you want to attract
these as donors.”
Maloney adds: “Going back to case law,
the Bishop of Oxford case looks at the
impact of the work of charity being
affected by the views of beneficiaries and
supporters, which suggests that younger
beneficiaries and supporters must be
important. Shifts in public opinion on
these issues are therefore relevant to how
charities approach responsible investment.
But the law does see this as a balancing
exercise and it affects different charities in
different ways.”
Extreme positions
In summarising the debate, panellists
described two extreme positions. One side
of the argument says that the Commission
should compel all charities to invest in a
sustainable way – or at least provide good
reasons not to. After all, it is only by doing
something completely radical that things
will change.
However, on the other hand, there is a
legitimate concern that a specific ruling
might cause trustees to become more
reserved and cautious because of a fear of
reputational risk and of litigation.
What is definitely clear is that all charities
need to have thought about this issue.
It does not necessarily matter what their
RI policy is – they need to be able to
demonstrate they have considered the
arguments if they are challenged.

31

INVESTMENT THOUGHTS

Marketing material for professional
investors and advisers only

Summary paper: Adding return and
lowering risk with private assets

Adding return and
lowering risk with
private assets
October 2018

Private assets bring a number of potential advantages
to potential portfolios, from return enhancement to
reduced risk. However, increased demand means that
the low hanging fruit have now largely gone. Highly
attractive opportunities remain, but buyers need to be
more discriminating in their sector and manager selection.
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Investors should recognise that the interests in private asset investments will rise and fall in value. Investors should only invest in private assets (and
other similar illiquid and high risk assets) if they are prepared and have the ability to sustain a total loss of their investment. Past performance of an1
investment is no guarantee of its current and future performance.
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Figure
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Reporting dates vary. Analysis based on the most up to date data obtainable as at June 2018.
Infra = infrastructure, IG = investment grade, SME = small and medium-sized enterprise

Reporting dates vary. Analysis based on the most up to date data obtainable as at June 2018.

Although they do not normally have a formal credit rating, senior infrastructure debt and senior real estate debt share characteristic
SME lending share characteristics with high yield (sub-investment grade) debt.

Infra = infrastructure, IG = investment grade, SME = small and medium-sized enterprise

Although they do not normally have a formal credit rating, senior infrastructure debt and senior real estate debt share characteristics with investment grade
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Investors should recognise that the interests in private asset investments will rise and fall in value. Investors should only invest in private assets (and
other similar illiquid and high risk assets) if they are prepared and have the ability to sustain a total loss of their investment. Past performance of an
investment is no guarantee of its current and future performance.
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1. Why private assets?

Real estate’s experience is more mixed as listed real estate
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additional
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Factor

Source of add value

Public market

Market timing

Deciding appropriate entry/exit point

√

√

Stock selection

Identifying most attractive opportunities

√

√

Negotiations

Ability to negotiate attractive entry price/conditions

X

√

Operational improvement

“Hands-on” approach with ability to effect change

~

√

Leverage

Ability to boost equity returns and instil financial
discipline at portfolio companies

~

√

*

Private market

The ability of public market investors to influence a company’s capital structure is more limited than in private equity. The efforts of activist investor are the main exception.
Individual investors can borrow to invest in the stock market, but the additional risks associated with this strategy, including the need to make margin payments, mean that this is
relatively uncommon.
Investors
should recognise that the interests in private asset investments will rise and fall in value. Investors should only invest in private assets (and
Source: Schroders
*

other similar illiquid and high risk assets) if they are prepared and have the ability to sustain a total loss of their investment. Past performance of an
3
investment is no guarantee of its current and future performance.
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What is the point of the equity market?, Schroders, April 2018.

Figure 5: Higher credit spreads combine with lower credit losses to great effect for private debt

Figure 5: A win-win for private credit from higher credit spreads and lower loss rates
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Note: IG and HY corporate bond credit loss rates incorporate default losses (default rates adjusted for recovery rates) and price changes arising from changes in credit quality
(net downgrade losses). Investors in private debt will not generally experience downgrade losses (or upgrade gains) as the credit spread component typically remains unchanged

Investors should recognise that the interests in private asset investments will rise and fall in value. Investors should only invest in private assets (and
other similar illiquid and high risk assets) if they are prepared and have the ability to sustain a total loss of their investment. Past performance of an
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While there can be fundamental reasons why certain private
assets could be considered lower risk than their public peers, this
is also partly down to the fact that valuations are only updated
infrequently, if at all, and are not always tested against public
market prices (“marked to market”). Both features dampen
volatility.
Putting aside measurement issues, there are a number of
fundamental drivers of private asset volatility that can be
qualitatively appreciated:
Ȃ Infrastructure’s reduced sensitivity to the economic cycle and
the contractual nature of real estate leases provide more
stable underpinnings to returns than in public equities.
Ȃ For a given asset, a more leveraged investment is riskier than a
less leveraged one. This would suggest that large buyouts are
riskier than public equities…but small and mid cap buyouts are
less highly leveraged and some other strategies employ little
or no leverage at all.
Ȃ Enhanced access to timely information and the ability to do
much deeper due diligence helps to mitigate the risk of any
individual investment.
Ȃ Some of the volatility in public markets is driven by fear and
greed rather than underlying fundamentals. Private asset
investors are typically unable to sell their stakes in such
an environment, preventing them from making the same
behavioural mistakes.
Notwithstanding the desire to fit private assets into a traditional
risk/return framework which allows easy comparison with other
asset classes, a bigger question is whether volatility is really
the right measure for investors in private assets to be looking
at? It measures how bumpy the ride is, but that is somewhat
meaningless for a private asset investor who has committed
themselves to locking their money up for a period of several
years. Risk of capital loss is a more worthy focus and this can be
shown to be more favourable in many private assets compared
with their public equivalents.

1.4 Diversification benefits
Given their differing underlying exposures and return drivers,
private assets offer diversification benefits compared to public
markets. These vary by asset class and market. Analysis of
correlations runs into difficulties given the challenges in assessing
valuations. A better approach is to look through to the underlying
exposures. For example, economically sensitive assets are likely
to have similar underlying return drivers to equity markets
whereas the return profile for others can be quite different.
Figure 6 provides indicative guidance about the relative strength
of relationship that various private assets have with returns from
public equity and government bond markets.

2. Am I too late?

looking for a home. “Dry powder”, money that has been raised
but not yet drawn down, is at record levels. Increased competition
for assets has pushed prices up. However, this pressure has not
been universal. For example, our proprietary Schroder Adveq
Fund Raising Indicator (Schroder Adveq FRI), developed to assist
investors in assessing the private equity landscape, highlights
a divided market. It suggests that investors would be wise to
prioritise exits in the large buyout, late-stage venture/growth
and Chinese renminbi markets. For new investments, more
favourable conditions exist in small/ mid buyouts, early stage
venture capital and in certain emerging markets. Similar
differentiation can be seen in real estate and infrastructure equity
markets. On the debt side, the market for long-dated senior
infrastructure debt is highly competitive but the junior market is
far less so. The larger end of the private corporate debt market
has also become very crowded, with record volumes of capital
raised. However, the smaller end of the market remains less well
served. In general terms, the low hanging fruit have now largely
gone. High valuations increase the risk of overpaying.
The illiquidity of private assets makes this a bigger problem
by fuelling regret risk. However, as illustrated in the examples
above and in Figures 2 and 5, many parts of the private universe
continue to offer good value. At this stage of the cycle, investors
need to be more discerning about where and with whom they
invest their money.

3. Practical considerations
A notable feature of private assets is the wider dispersion of
returns than in public markets. The difference in return between
top and bottom quartile US private equity managers has been
around 15%, on average (figure 7). Manager selection is therefore
more important than ever.
Investing in private assets also introduces some fresh challenges.
The cashflow profile of an investor’s liabilities – such as the need
to make payments to members of a pension scheme for instance
– has implications for the amount they can afford to invest in
illiquid assets. However, in our experience, most investors have
greater capacity to invest in illiquid assets than they realise.
In addition, private debt, infrastructure and real estate equity
are all highly cash generative and can be used to help meet
cashflow liabilities.
A second element of liquidity management is the practical issue
of managing withdrawals of capital and further investments to
ensure exposure to an asset class is built up and maintained, if
desired. Decisions must be made about how committed capital
is invested to ensure it is available when called upon, without
detracting from an investor’s overall objectives. A detailed
discussion of these topics is outside the scope of this paper but
they should be carefully considered before an investment in
private assets is undertaken.

Demand for private assets has accelerated in recent years. An
unfortunate consequence is that there has been too much money
Investors should recognise that the interests in private asset investments will rise and fall in value. Investors should only invest in private assets (and
other similar illiquid and high risk assets) if they are prepared and have the ability to sustain a total loss of their investment. Past performance of an
investment is no guarantee of its current and future performance.
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includes more detail on this topic.
Figure 7: Sensitivity to public equity and bond markets varies by sector

Figure 6: Illustrative relationships between private assets and public bond and equity markets
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Figure 7: Interquartile range for US private equity net internal rates of return by vintage year, %

Interquartile range for US private equity net internal rates of return, by vintage year, %
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Conclusion
Private markets offer a rich variety of investment options. They provide a return uplift over public markets
and, in some cases, a reduction in risk. Prices have risen but attractive opportunities remain. In the more
competitive markets, access to deals has grown in importance as a source of alpha. At this stage in the
cycle investors need to be more discriminating in where they invest and who they appoint to manage
their money.
Investors should recognise that the interests in private asset investments will rise and fall in value.
Investors should only invest in private assets (and other similar illiquid and high risk assets) if they
are prepared and have the ability to sustain a total loss of their investment. Past performance of an
investment is no guarantee of its current and future performance.
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NCVO Almanac 2019

£102bn

166,854
UK charities

investment
assets

owning

£131bn
total assets

67%
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total
assets

Investment assets have grown to new highs
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*Wellcome Trust
alone owns 23%

of investment assets
with each investing
over £1bn*

We are proud to sponsor the NCVO UK Civil Society Almanac 2019, which gives a unique picture of the UK
voluntary sector’s financial health. Available at data.ncvo.org.uk
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Foundation Giving
Trends 2019

Top 10 foundations by net assets
A/C year

Net asset
£million

We are pleased to be an official partner of the Association of
Charitable Foundations. Their Foundation Giving Trends series
presents annual research on the spending, income and assets
of the Top 300 philanthropically-funded foundations.

1

Wellcome Trust

Sept 2018

24,200.1

Key findings included:

2

Apr 2018

9,933.8

Assets: Top 300 foundations net assets reached a record
£67 billion in value in 2017/18, however overall growth rates
slowed dramatically, ranging from low to negative. Income
from investments fell for the first time in 5 years.

Garfield Weston
Foundation

3

Children’s
Investment Fund
Foundation

Dec 2017

3,838.7

4

Leverhulme Trust

Dec 2018

3,178.0

5

Bridge House
Estates*

Mar 2018

1,395.8

6

Henry Smith Charity

Dec 2017

1,010.9

7

The Health
Foundation

Dec 2017

1,008.8

8

Esmée Fairbairn
Foundation

Dec 2018

997.3

9

Paul Hamlyn
Foundation

Mar 2018

755.1

10

Wolfson
Foundation

Apr 2018

739.2

The ownership of assets is highly skewed. The top seven
foundations by asset value each have more than £1 billion
in net assets, representing almost two-thirds of Top 300
assets (62%).
Grant-making: Almost two-thirds of foundations in the Top
300 (193) made a real-terms increase in grant-making in
2017/18. The majority of these (146) also experienced a fall in
their income, assets, or both. Grants were worth £2.6 billion
and grew by a real annual 9.9% (ex Wellcome Trust).
Social Investment: The level of social investment continues
to grow (+23%), albeit from low levels. Thirty-four Top 300
foundations (11%) identified programme-related, missionrelated or social investments in their balance sheet, annual
report narrative or notes to their accounts, worth £146 million.

For more information and to download a copy of the report,
please visit the ACF website:
https://www.acf.org.uk/policy-practice/researchpublications/foundation-giving-trends-2019

* The grant-making arm of Bridge House Estates is
City Bridges Trust
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Foundation Horizon Scan
Philanthropic foundations tend to blossom when economies are going through
periods of profound change. The last two decades have, in this sense at least,
been propitious.

Vast amounts of wealth have been accumulated in digital
industries. Huge fortunes have been grown in what used to be
called ‘emerging economies’. A stretched distribution of wealth
that has favoured the top 1 per cent, and even more the top
0.1 per cent and 0.01 per cent has meant that many people
have far more money than they can easily spend
on themselves.
That explains the growth in supply, just as at the turn of
the 19th and 20th centuries philanthropy was an obvious
outlet for a previous generation of industrial titans. Then,
Carnegie, Rockefeller and Ford used their money to do good
but also to gain credit and to distract attention from the often
questionable ways they had made their fortunes. The same
mix of motives and responses is visible today.
What of the demand? Here the picture is more complex. On
the one hand, most people would prefer to see money being
spent on social good rather than yet another lavish home or
sports car. Philanthropy means love of humanity – who could
be against that? Social and environmental action needs at least
some money to fuel it, and help the world protect everything
from threatened oceans to divided communities.
On the other hand, many fear that philanthropy is a superficial
response to deep questions, that it distracts attention from the
real causes of social problems and that it makes people who
are already powerful in the economy even more powerful in
society too.
The mood has certainly shifted from a few years ago. Then
there was much talk of philanthrocapitalism, of the newly
wealthy solving social problems which governments and
traditional civil society had failed to solve. Now there’s a
lot more humility. Philanthropy has made a big impact on
some issues, notably diseases. But it hasn’t ‘solved’ any big
social challenges. Its scale rarely matches up to the scale of
problems. And the philanthropists themselves – particularly
those who made their money in finance or digital – are seen in
a much less rosy light than in the 2000s.
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Yet with governments often weak or distracted, who other than
foundations can address the big long-term issues head on?
Who else can take big risks, unconstrained by accountability to
shareholders or voters?
Foundations are uniquely endowed not just with money but
also with freedom and solidity. They should be uniquely well
suited to work on the truly big challenges of our time, from
climate change to inequality, ageing to unemployment.
Our Foundation Horizon Scan research paper surveys the
changing landscape, and explores the readiness of foundations
to play a bigger role. The insights highlight some of the eternal
dilemmas of philanthropy, summarised by Shakespeare’s
comment that it is excellent to have a giant’s strength but not
to use it like a giant, and their paradoxical position of having
power and moral purpose but little formal accountability.
In this landscape each foundation has to decide how it will
answer a series of difficult questions:
Challenge government or collaborate?
In countries where political leaders are hostile to civil society,
resistant to criticism or independent power, and especially
prone to bristle at foreign foundations, foundations have to
decide whether to become more overtly political, supporting
opposition and protest, or whether to keep their heads down.
In other places, by contrast, foundations are learning to work
more closely with government recognising that in many
contexts that is the only way to have serious impact at the
scale of problems.
Challenge business or collaborate?
Most foundations are naturally close to business and many
want to apply business methods to social issues. But proximity
to business can create tensions, especially on environmental
issues where business may be more the problem than the
solution. An even more challenging question, after a period
that has seen such a big shift of power and wealth from labour
to capital, is what role to play in relation to precarious workers,
empowerment and trade unions.

Predictable impact or big bets?
All foundations grapple with how to ensure their money has
a useful impact in the world. Their challenge is not just about
metrics but also about timescales and risk. It is far easier to
measure impact if you’re working on relatively incremental
tasks and on relatively short timescales. By contrast, the results
of big, long term bets are inherently harder to predict, and
it may be decades before anyone can confidently say they
are working.
Transparency or secrecy?
Some foundations have opened themselves up to scrutiny. But
others are nervous, and have remained secretive, both for bad
reasons (not wanting to be accountable) and for better ones
(if they’re operating in hostile environments where any open
information can empower enemies).
Transforming systems or modest improvements?
Many foundations understandably want to be involved
in profound systems change – shifting to a low-carbon
economy or transforming healthcare. But the more they play
a leadership role of this kind, the more the limits of their
legitimacy come into view. So an opposite view says that
they should be humble, limited, and willing to play a
subordinate role.
Fast or slow?
Foundations face few competitive pressures to innovate.
As a result most use very traditional tools of grantmaking.
They have been slow to adopt or experiment with alternatives,
slow to engage seriously with the new possibilities arising
from data, AI and collective intelligence, slow to empower
beneficiaries. But using new methods is itself risky and may
involve short-term impairment to performance before gains
kick in.
These are not, of course, binary choices. The best answers
will be subtle and nuanced. But hopefully, our horizon scan
– packed with good examples from around the world – will

encourage more imagination, boldness and honesty on the
part of foundations in thinking through answers that make
sense to them.
In some respects, foundations are almost medieval
institutions, somewhat anachronistic in the world of 24/7
media and an economy changing at warp speed. Yet we rely
on them more than ever to use their unique power – and their
unique freedom – to do what is necessary, and not just what is
comfortable or easy.

Summary findings
The next ten years will be a defining decade for foundations.
Internationally, the trends point to a booming philanthropic
sector, one which is poised to expand in both size and
ambition. In contrast to governments and businesses,
foundations are capitalising on their power to focus on long
time horizons, and many are setting out to shape the future in
ever more profound ways.
Future challenges: legitimacy and impact
Two themes surfaced repeatedly in our expert interviews and
the literature review. Firstly, if foundations do not find a way
to convince their critics – and the wider public – that they are
becoming more transparent and accountable, then they will
find themselves confronting the difficult consequences of
deepening mistrust. Scepticism about the legitimacy of their
power is only likely to increase at a time of rising populism and
antipathy towards ‘elites and the establishment’.
Secondly, foundations must be able to argue robustly that they
are effective, rather than simply serving as fig leaves to protect
the wealthy from closer scrutiny. Are they capable of bringing
about deep social change or are they simply too embedded in
the system to do so? Are the tools at their disposal equal to the
task of addressing highly complex, systemic problems such as
social inequality and climate change?
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Emerging responses: foundation practices

Power and control

1. Enhancing legitimacy

Centralised

Ȃ Investing endowments to align with social mission

Diversity

Ȃ Making data transparent

Professional experience

Ȃ (Re)defining relationships with the public sector
Ȃ Addressing the power imbalance

Distributed

Lived experience

Transparency
Low exposure

2. Enhancing Impact

High exposure

Role in public service delivery

Ȃ Collaboration
Ȃ Adopting private sector approaches; combining
profit and purpose
Ȃ ‘Systems change’: moving from rhetoric to action

Safety net
Time horizons

Ȃ Leveraging digital and data analytics
Ȃ Rethinking impact measurement
Ȃ Reimagining place-based approaches

Near-term

Long-term

Monitoring, evaluation and learning
Metric-led

Ȃ Using strategic foresight to explore emerging trends
Ȃ Supporting movements, people or ideas

Test bed

Iterative learning

Assets
Financial return

Social return

Collaboration

A look ahead: strategic choices
The challenges facing the foundation sector in future do not
have simple solutions. Whilst foundations are experimenting
with a diverse array of approaches to enhance their legitimacy
and deepen their impact, in devising their strategies they will
inevitably have to make tradeoffs between different priorities.
Pursuing one path might well mean forfeiting the benefits
afforded by a different approach. We highlight some of the live
tensions foundations will need to manage in coming years.

Independent action

Collective effort

The full research paper, Foundation Horizon Scan, Taking the
long view, Magdalena Kuenkel and Celia Hannon with Edmund
Le Brun, Nesta, November 2019 is available online.
https://media.nesta.org.uk/documents/Future_Foundations_
Taking_the_long_view.pdf

Nesta is an innovation foundation. For us, innovation means turning bold ideas into reality and changing lives
for the better. We use our expertise, skills and funding in areas where there are big challenges facing society.
Nesta is based in the UK and supported by a financial endowment. We work with partners around the globe to
bring bold ideas to life to change the world for good.
www.nesta.org.uk
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