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INVESTMENT FUNDS

Philanthropy’s Bermuda Triangle

Inflection Points asked Stephen Viederman, retired president of the Jessie Smith
Noyes Foundation and presently a member of the finance committee of the
Christopher Reynolds Foundation, for his views on the power of philanthropic

foundations to utilize their investment funds for change. If you want t
0 suc

avoid ‘busin
hilanthropic foundations are like old-fashioned (Fortune cookie ace
slot machines. They have one arm and are known for their

occasional payout. Their finance committees manage their

endowments like investment bankers. Their portfolios give no hint
that they are institutions whose purpose is the public benefit.

Although it is twenty years since the term “mission-related investing” found
its way into the lexicon of philanthropy, the practice is limited. There is a
chasm between mission — grantmaking — and investment. The logic of a
synergy between the two has yet to take hold.

For example...

A number of reports circulated in the US and the UK in the last few years
laid out ways that foundations can “win the war on climate” The focus was
entirely on grantmaking. None made any reference to the various ways that
assets could be used to add value to their grantmaking. My op-ed in the
Chronicle of Philanthropy, pointing out the ways that assets could help “win
the war” went unanswered by the authors of the reports and by foundations.

Among the 25 biggest climate funders very few have climate investments,
but one is an active shareowner on climate issues.

US philanthropy is a big enterprise with over $500 billion in assets.
Unfortunately share ownership is not taken seriously. Investing to avoid
predictable and preventable surprises is smart investing. Voting proxies and
filing resolutions is an ownership obligation rarely exercised.

The Bermuda Triangle of foundation investing seems to swallow up discus-
sions of assets as an instrument of change. On one side of the triangle is the
board and investment committee; the second is the investment office; and the
third is the consultant. Their views on finance, formed in the same business
schools, see reality — the world as it is — as an externality, and intangible.
Water availability and utilization, climate change, human rights, working
conditions, diversity on boards are issues not factored into their investment
decisions, which are made for the short-term, as if the future did not matter.
In the foundation setting, as in their day jobs, their awareness is bounded by

what they have learned with few incentives to change. ‘
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Little time is spent in meetings on new ideas, leading to what has been called
“willful blindness” And yet these same people after work and on weekends
are often very eleemosynary, devoting their time and money to organizations
seeking to remedy these issues. Vocation and avocation are split, as demon-
strated by the philanthropy of Bill Gates and Warren Buffet.

Within the triangle outdated views of fiduciary duty prevail. The myth of
underperformance is pervasive. Maximizing alpha, the old-fashioned way,
takes precedence over benefit to meet the public good, and to harmonizing
investments and grantmaking. These are complementary not conflicting
activities.

Michael Jensen and his colleagues at the Harvard Business School are study-
ing organizational integrity, “that group’s or organization’s word being whole
and complete” The concept incorporates morality, ethics, and legality. Their
model “reveals a causal link between integrity and increased performance,
in whatever way one chooses to define performance (for example, quality

of life, or value-creation for all entities)” Harmonizing mission and asset
management, becoming whole, is an organizing concept to improve the

practice of philanthropy.

For the moment business continues as usual. Though claiming integrity,
foundations often fail the wholeness test. The pessimist sees the glass mostly
empty, while the optimist sees it filling. The hopeful say change must occur,
and it cannot come too soon.

ABOUT US

Inflection Point Capital Management is a new, sustainability-driven asset
management boutique. A research-driven organization, IPCM builds on the knowledge
base and networks of its predecessor company, Innovest Strategic Value Advisors.
Innovest was ranked by the Thomson Extel survey of institutional investors as the #I
research firm in the world in the sustainability space. IPCM has offices in London,

New York, Toronto, and Melbourne. www.inflectionpointcm.com

DISCLAIMER

The information contained herein has been prepared solely for informational purposes
and is not an offer to buy or sell or a solicitation of an offer to buy or sell any financial
product, security or to participate in any trading strategy. Content contained herein may
not be reproduced or disseminated in whole or part without the prior written consent of
Inflection Point Capital Management (IPCM). While every effort has been made to ensure
the accuracy of information contained in this newsletter we cannot provide guarantees.
IPCM disclaim liability for any loss or damage which may arise as a consequence of any
person relying on information contained herein. Before relying on any information in this

newsletter please independently verify its accuracy, currency and completeness.

CAPITAL MANAGEMENT
Inflection Point Capital Management
100 King Street West, Suite 5700, Toronto, ON M5X |1C7, Canada
+1 416 399 2861
info@inflectionpointcm.com

www.inflectionpointcm.com

It can be done

A




