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harmonizing standards for investment advice. But during a panel session on fiduciary issues at Schwab s annual IMPACT

Conference on Wednesday, advocates on both the broker/dealer and registered investment advisor sides agreed that the SEC

should focus its attention on rules governing b/ds only.

Seventy-four percent of RIAs say the SEC should focus on b/d-only new rules, according to a Schwab Advisor Services’ advisory

board survey. That compares to 13 percent who say investment advisors and b/ds should have the same rules, and 12 percent

who say the SEC should make no rules in this area.

Just five years ago, about half of RIAs thought investment advisors and b/ds should be subject to the same rules when it comes to

giving advice. 

“Investment advisors strongly prefer that the SEC leave the Investment Adviser’s Act fiduciary duty alone and just focus on

broker/dealers,” said Karen Barr, president and CEO of the Investment Adviser Association.

RIAs saw where the SEC was heading, and were afraid that the regulator was going to water down the Adviser’s Act fiduciary

standard, which they’re currently subject to. The Investment Advisers Association is also concerned the SEC will impose a b/d

rule set—more appropriate for a transaction-based model—on investment advisors.

“One of our concerns is disharmonization, which investment advisors right now are subject to the same investment advisor

fiduciary duty with respect to their retail clients and their institutional clients,” Barr said.

If an advisor then does something different for retail clients, then it’s disharmonized for investment advisors with respect to

different clients.

The Securities Industry and Financial Markets Association has long been in the harmonization camp, encouraging the SEC to

also look at whether enhancements were needed to the RIA structure, as well as the b/d structure, said Ira Hammerman, general

counsel at SIFMA. The organization has since evolved its thinking.

“We think it would be good enough for the SEC to focus on the broker/dealer standard and develop the best interest standard of

care that would be heightened from the current standard,” Hammerman said.

He believes the Department of Labor, which passed its fiduciary standard last year, should stay out of fiduciary issues.

“I’d like the DOL to focus on ergonomic chair design and leave this issue to the SEC,” Hammerman said. “The SEC is the primary

securities regulator.”
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strategies have evolved, of course, and today, some 30 percent of managed assets in the institutional space operate under some

kind of socially responsible mandate.

It’s not always because of some tree-hugger mandate, but rather a growing realization that exposure to non-financial factors like

an over-reliance on the carbon economy or subcontractors that exploit their labor force exposes companies to real business risks

that aren’t usually factored into traditional valuation models. Capitalism may be the engine of the economy, but it’s a society’s

values that influence the direction it moves, and there is plenty of research beginning to show that funds slightly outperform

when consideration of these non-financial factors are brought into an asset manager’s investment process.

Yet despite some 250 mutual funds and ETFs that bring these strategies to the retail channel, financial advisors and clients

haven’t embraced them. According to the Fuse Research Network, 51 percent of advisors don’t use them at all. On average, only 4

percent of advisors’ client portfolios are in these kind of funds—suggesting the few advisors who use them are dabbling, not

jumping in.

Marie Chandoha, the CEO of Charles Schwab Investment Management, speaking at Schwab’s IMPACT conference earlier this

month, suggested one reason for the lack of traction in SRI funds: Values are subjective, and vary from investor to investor. There

is too much variety there to effectively build a single investment fund that can reach the scale needed to keep costs low. 

But for advisors looking to differentiate their practice, there is an opportunity in using the strategies, according to Marcus

Velasco, a managing director with Nuveen’s Wealth Management Services team, during a presentation at the Schwab conference.

Once investors understand what it is, and advisors understand that it doesn’t necessarily mean sacrificing performance to put

client money into these strategies, there is a ready market of clients in every region of the country.

“I don’t see this done. (Unlike institutional managers,) no one has a third of their clients in this space,” he said. “Everything rolls

down to the retail side. If you are the one doing this in your region, I guarantee you you’ll be the only one. And once word gets

out, people will come to you.”

Velasco said it was important to overcome two big myths around socially responsible investing: That there is no demand, and

that performance suffers.

According to him, 74 percent of investors say they are more likely to work with advisors that can match the market’s performance

with a fund designed to make an impact on society. Yet 61 percent of investors say their advisor has not discussed responsible

investing with them, he says.

That’s largely because advisors themselves aren’t clear on what it is, he said.

First, the confusion over nomenclature: What Nuveen calls “responsible investing” can be seen as an umbrella for the variety of

approaches. Asset managers may exclude certain companies from a portfolio for an alignment with an investor’s personal values

(like no gun manufacturers, or no coal companies, or a larger exposure to non-carbon producing businesses.) Or it may mean

deliberately directing investments towards particular projects designed to impact an area of concern—think “green bonds” in the

fixed income space, or investments in businesses meant to give an economic boost to those living in poverty, like microloans.

But more recently, asset managers use screens around a firm’s environmental, social or governance (ESG) rankings; Several

services, including MSCI and Sustainalytics, calculate scores for every publicly listed company around a multitude of factors,

including things like a firm’s carbon emissions, its use of water, the way it treats its workers, how it polices its subcontractors

and the composition of its corporate governing structure.

The idea behind this is less about investing alongside personal values, but with a belief that non-financial factors like a firm’s

extreme use of limited resources, like water, or using subcontractors that exploit workers, are a business risk that should factor

into a firm’s valuation.

Asset managers using ESG screens will “give these companies a higher discount rate because it’s a riskier business,” Velasco

said. “That’s how it can build a better portfolio and returns going forward.”
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