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Marc Brammer: Director of Research, Innovest Strategic Value Advisors

Overview:
Is the short term mentality of Wall Street a barrier to a firm’s ability to develop a clear and concise plan and framework for sustainability?
Bruce Kahn, Ph.D. and a Financial Advisor with SmithBarney moderated a group of panelists from both the traditional investment research side and also investors with a focus on ESG (environmental, social and governance) factors.  
The panelists discussed the implications of this short-term mentality of quarterly earnings and interestingly, while coming to different conclusions, none pointed to quarterly earnings as a driver for long-term performance or an indicator of future results.  
Background Studies: 

· Survey of top management of public corporations:  80% of management said that they would be willing to destroy long-term value of their corporation to meet short-term earnings numbers.

· Generation Lost Study: Young analysts are unwilling to take into account ESG factors when assessing the value of a corporation. 

· The Marathon Club Study:  Investors overwhelmingly would support initiatives by companies to take into account ESG factors, but less than 40% of investors said they take ESG factors into account when making investments in companies.

Key Points from the Panelists…..

“The old paradigm of growth does not work in a resource constrained environment.” Marc Brammer
“If you missed the 50 best days in the market, you would actually have come out with a negative gain.”   John Manley

“I believe that if a company is meeting the correct long term criteria, the company should not have a problem meeting quarterly numbers.”  Jeffrey MacDonagh
“Market capitalization has decoupled from a company’s tangible value. About 70% of a company’s value is intangible.”  Marc Brammer
· It is incredibly hard to make accurate predictions about the future. This is especially true when regarding the stock market.

· All the value in the S&P during the past 60 years has come from stocks recovering from rescissions in the market.
· The market has it own time. There is a tendency to look backwards when looking at the past. Trends don’t make sense when moving backwards. It is entirely different living in the present than looking back on the past.

· Marc believes that quarterly earnings can be somewhat detrimental to sustainability, but they are here to stay. Companies that are sustainable will be rewarded. 

· According to Jeff, sustainability is not always about the long term. Sustainability also deals with a company’s day to day activities, and this is reflected in its quarterly earnings.

· There is no past corporate experience that deals with the drastic environmental challenges that are here today. 

· We are at the top of a lot of exponential curves. CO2 is peaking along with global climate change. The price of oil, gold, and other natural resources are at an all time high.
· A firm that takes into account ESG factors is positioning itself to take advantage of the emerging risks that are developing the financial world.

· By rating companies according to ESG factors, this takes into account the materiality of a company’s governance. It truly reflects the faith that the market has in the management of a company. If the management is mismanaging the day to day activities, then their quarterly earnings will suffer.

· CSR reports that companies put out with their year end financial reports are normally nonmaterial. A move to standardize reporting would be highly beneficial to the investment community.

· Markets as of present are no where close to perfect liquidity and efficiency outside of the top 100 value companies. This is especially true in Asia where financial markets are just starting to reach the complexity that exists in Western markets.

· Large investment houses are starting to integrate ESG factors into their decision making.

For more information on this event or other events similar to it, please contact Bruce Kahn at 212.230.3588.
