
From: Josh Gellers
To: Taylor, James
Subject: Fwd: Divest Literature
Date: Thursday, March 9, 2017 12:27:48 PM

See below for several studies on divestment and socially responsible investing.

Josh 

---------- Forwarded message ---------
From: Josh Gellers <josh.gellers@gmail.com>
Date: Wed, Mar 8, 2017 at 9:10 PM
Subject: Divest Literature
To: Josh Gellers <josh.gellers@gmail.com>

Fossil fuel divestment in US higher education: student-led organising for climate justice 
Jessica Grady-Bensona and Brinda Sarathy

- "Our analysis also reveals that relatively smaller endowments and, more importantly, institutional values of environmental sustainability
and social justice played key roles in colleges’ decision to divest"

http://s3.amazonaws.com/academia.edu.documents/36998594/Local_Environment_FFD_in_Higher_Education_Grady-Benson_Sarathy.pdf?
AWSAccessKeyId=AKIAIWOWYYGZ2Y53UL3A&Expires=1489024746&Signature=uL3zAp5kbRCF6ADyIuStkcgHFZc%3D&response-
content-disposition=inline%3B%20filename%3DFossil_fuel_divestment_in_US_higher_educ.pdf

Divest from the Carbon Bubble? Reviewing the Implications and Limitations of Fossil Fuel Divestment for Institutional Investors
Justin Ritchie and Hadi Dowlatabad

- 2012-2014 Green equities outperform oil and gas equities in terms of average rates of total price returns 
- 2012-2014 Oil and gas equities outperform green equities by 1/3% in terms of average rates of dividend yields

http://pics.uvic.ca/sites/default/files/Review%20of%20Economics%20and%20Finance.pdf

Fossil Fuel Divestment: Reviewing Arguments, Implications & Policy Opportunities
Justin Ritchie and Hadi Dowlatabad

- "The average university endowment or pension fund portfolio holds approximately <10% in oil, gas, and coal investments" 

http://climatechange.lta.org/wp-content/uploads/cct/2015/03/Divestment-WP-Jan-2015-FINAL.pdf

Does Socially Responsible Investing Hurt Investment Returns?
RBC Global Asset Management

- "The chief finding of this research is that socially responsible investing does not result in lower investment returns. This is an important
finding because it provides support to individual investors and trustees of institutional funds that they can pursue a program of socially
responsible investing with the expectation that investment returns will be similar to traditional investment options."

http://funds.rbcgam.com/_assets-custom/pdf/RBC-GAM-does-SRI-hurt-investment-returns.pdf

-- 
Josh Gellers, PhD, LEED Green Associate
Assistant Professor, Dept. of Political Science and Public Admin.
University of North Florida
1 UNF Drive
Jacksonville, FL 32224

(e): josh.gellers@gmail.com
(t): @JoshGellers
(w): www.joshgellers.com
-- 
Josh Gellers, PhD, LEED Green Associate
Assistant Professor, Dept. of Political Science and Public Admin.
University of North Florida
1 UNF Drive
Jacksonville, FL 32224

(e): josh.gellers@gmail.com
(t): @JoshGellers
(w): www.joshgellers.com
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From: Shuman, Shari
To: Taylor, James
Subject: FW: Divestment Articles
Date: Friday, March 17, 2017 8:26:57 AM
Attachments: The Divestment Penalty - Professor Bradford Cornell, California Institut....pdf

Fossile Fuel Divestment, Professor Daniel R. Fischel, Presiednt and Chai....pdf
Frictional Cost of Fossil Fuel Devestment, Hendrik Bessembinder, Arizona....pdf
Divestment Articles.docx
Divestment Values.xlsx

Good morning,
 
Thank you for allowing me to present on this very important issue at the sustainability committee. 
Please find attached numerous articles regarding divestment, the potential financial impact and the
actual impact on the companies. One of the articles summarizes the issue in the following:  “First,
endowments are long-term investors that tend to hold illiquid assets that are costly to sell.
Second, endowments frequently invest in mutual funds or commingled funds, which requires
them to sell more than just fossil-fuel-related assets in order to divest. Third, since there is no
well-defined and agreed-upon list of assets that are fossil-fuel related, investment managers
must undertake a degree of active management in order to maintain compliance with
divestment goals.”
 
The attached spreadsheet shows the investment impact (it does not include non-trading cost such as
compliance cost) to UNF’s endowment, using the endowment level and inception-to-date returns as
of January 31, 2017 assuming a .7% reduction.
 
I am happy to answer any questions the committee may have.
 
Shari
 
 
 

mailto:sshuman@unf.edu
mailto:j.taylor@unf.edu
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THE DIVESTMENT PENALTY: 
ESTIMATING THE COSTS OF FOSSIL FUEL DIVESTMENT 


TO SELECT UNIVERSITY ENDOWMENTS 
 


PROF. BRADFORD CORNELL1 
AUGUST 27, 2015 


 


I. BACKGROUND AND SUMMARY 


1. In recent years, certain groups concerned with the potential effects of global 


climate change have urged colleges and universities to divest from securities associated with 


companies that explore for, produce, market and/or exploit fossil fuels.  While a few universities 


have divested (either in whole or in part), most others have chosen not to do so and many have 


noted that divestment is likely to have little impact (financial or otherwise) on fossil fuel 


companies, while creating the potential for endowment shortfalls due to a lack of investment 


diversification and other costs.2   


                                                            
1. My credentials are described in Appendix A.  I have been assisted in preparing this report by members of 
Compass Lexecon’s professional staff.  This study has been commissioned and financed by the Independent 
Petroleum Association of America (IPAA). 
2. See, e.g., Andrew Karas (2013) “Swarthmore Pegs Cost of Divestment at $200 Million Over 10 Years,” 
Swarthmore Daily Gazette May 9, 2013, http://daily.swarthmore.edu/?p=20404,  (“The estimate … hinges on the 
argument that fund managers will refuse to select investments based on a particular client’s company-by-company 
preferences. Dropping these fund managers, the College’s endowment would have to be invested in special fossil 
fuel-free index funds, which are predicted to perform $200 million worse over the next ten years than the College’s 
current investments.”)  See also Jenna Butz (2014) “UT Rejects Proposal for Fossil Fuel Divestment,” The Daily 
Beacon [University of Tennessee], January 23, 2014, http://dailybeacon.webfactional.com/news/2014/jan/23/ut-
rejects-proposal-fossil-fuel-divestment/, (quoting letter from Board of Trustees stating, “Last year, 90 percent of the 
endowment's payout went to supportive scholarships, instruction, and research. Eliminating a broad segment of the 
market from investment could hinder future funding of these endeavors.”)  See also Jeffrey A. Sine (2014) 
“Memorandum re: Fall 2014 Board of Trustees Meeting  -- Sustainability & Fossil Free Discussion and Decision,” 
American University, November 21, 2014, http://www.american.edu/trustees/Announcement-November-21-
2014.cfm, (“The committee asked the university's investment advisors, Cambridge Associates, to review how 
divestment from the Carbon 200 would impact risk adjusted investment returns. The Cambridge advisors could not 
provide assurance that divestment was unlikely to have an adverse effect.  Moreover, divesting from these 
companies would require that AU investments be withdrawn from index funds and commingled funds in favor of 
more actively managed funds. Cambridge has estimated this withdrawal would cause manager fees to double, 
increasing from $1.1 million to $2.2 million per year.”)  See also Cheryl R. Holland (2013), Letter from Bryn Mawr 
Board of Trustees, August 2013, http://news.brynmawr.edu/files/2013/08/August_27_2013BMCDivest-1.pdf, 
(“While divestment would hurt the College financially, we don’t believe it would have any impact on the companies 
targeted by your proposal.”) 
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2. A recent study by my colleages at Compass Lexecon examined, among other 


issues, the costs to investors from fossil fuel divestment.3  Based on a 50-year history of returns, 


that study concluded that the reduction in diversification associated with excluding energy 


securities from an average equity investor’s portfolio would generate shortfalls of 50 basis points 


per year on a risk-adjusted basis, or 70 basis points per year on a gross basis.4  Over a 50-year 


time frame, the value of a divested portfolio would be 23 percent lower than a non-divested 


portfolio.5  These costs of reduced diversification are in addition to other costs of divestment, 


such as transaction costs associated with selling and buying securities and the costs of 


compliance with fossil fuel divestiture goals, both of which are often material as well.   


3. Basic financial economics principles indicate that excluding classes of securities 


from an investment portfolio – particularly major classes like energy sector securities – will 


always reduce diversification and hence, generate at least some expected shortfall (on a risk-


adjusted basis) relative to a portfolio without these exclusions (in addition to the transaction and 


compliance costs of divestment).6  The Compass Lexecon study discussed above estimated the 


costs for an equity investor who held the “market portfolio,” i.e., the average equity investor in 


the market.7  But the magnitude of the shortfall experienced by a particular investor will depend 


on the particular types of securities held in the investor’s portfolio before divesting.   


4. In this study, I provide more tailored estimates of the costs of divestment for five 


prestigious American universities with large endowments: Columbia University, Harvard 


University, the Massachusetts Institute of Technology, New York University, and Yale 


                                                            
3. Daniel R. Fischel (2015) “Fossil Fuel Divestment: A Costly and Ineffective Investment Strategy,” Compass 
Lexecon, http://divestmentfacts.com/pdf/Fischel_Report.pdf. 
4. Id., at ¶¶22 & 24. 
5. Id., at ¶24. 
6. Zvi Bodie, Alex Kane, and Alan J. Marcus (2014) Investments, Tenth Edition, McGraw-Hill Irwin, at p. 
206. 
7. Fischel (2015), op. cit., at ¶18. 
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University.  All five rank among the top 30 U.S. schools in total endowment assets and I 


understand all have also been targeted recently by divestment advocates.8   


5. Universities do not generally provide the full details of all holdings in their 


endowments.  To account for this, I proxy for the holdings of these five universities based on 


available information in the published reports of their endowments.  These reports indicate that 


the endowments for these universities are currently allocated in up to seven broad asset classes, 


and cash.  I proxy for the seven asset classes using the three largest mutual funds (or market 


indexes) in the U.S. in each asset class.  I weight the asset classes according to available 


information from these universities regarding their actual or target allocations.  Based on the 


specific mutual fund selected in each class, I am able to construct 2,187 portfolios for each 


university, which can serve as reasonable proxies for their actual endowment funds. 


6. I calculate the average annual returns from each of these proxy portfolios over the 


past 20 years, and also calculate the average annual returns of a set of identical portfolios 


stripped of fossil fuel securities.  I then compare the average risk-adjusted annual returns of each 


proxy portfolio with its corresponding divested portfolio in order to estimate the impact of 


divestment on a university’s expected investment returns.   


7. Consistent with basic financial economic principles, divestment almost always 


generates long-term investment shortfalls due to reduced diversification, and the shortfalls are 


typically substantial, given the size and importance of the energy sector being divested.  Using a 


weighted average across the five universities, fully 91 percent of these proxy portfolios produce 


a risk-adjusted divestment penalty over the past 20 years that would generate a shortfall for the 


                                                            
8. National Association of College and University Business Officers (2015) “U.S. and Canadian Institutions 
Listed by Fiscal Year (FY) 2014 Endowment Market Value and Change in Endowment Market Value from FY2013 
to FY2014 (Revised February 2015),” 
http://www.nacubo.org/Documents/EndowmentFiles/2014_Endowment_Market_Values_Revised2.27.15.pdf 
[Accessed August 3, 2015]. 
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endowment fund.  This indicates that, regardless of how successful my attempt to proxy for these 


schools’ endowment holdings is, it is in any case very likely that the actual endowments would 


experience a shortfall due to divestment.  Focusing on the five universities individually, the share 


of constructed portfolios for each university with a risk-adjusted shortfall is never less than 88 


percent.   


8. The mean risk-adjusted shortfall due to divestment for a weighted average across 


the five universities is approximately 0.23 percent per year, each year.  This mean shortfall varies 


across the universities: 0.16 percent (Columbia), 0.30 percent (Harvard), 0.14 percent (MIT), 


0.12 percent (NYU), and 0.21 percent (Yale).  As applied to these schools’ current endowments, 


shortfalls of this magnitude would translate to annual reductions in endowment value of $14.43 


million (Columbia), $107.81 million (Harvard), $17.75 million (MIT), $4.16 million (NYU), and 


$51.09 million (Yale).  Therefore, these five schools alone stand to forfeit more than $195 


million in investment returns each year, without changing portfolio risk.   


9. Since universities are typically long-term investors, it is appropriate to consider 


how annual shortfalls of the magnitude I estimate would aggregate to reduce a school’s 


endowment value over time.  Over a 50-year time frame, the mean shortfalls I calculate would 


reduce the size of an endowment by 12.07 percent for a weighted average across the five 


universities, and for individual universities, by 8.13 percent (Columbia), 15.94 percent 


(Harvard), 7.40 percent (MIT), 6.12 percent (NYU), and 11.27 percent (Yale).   


10. On a gross (not risk-adjusted) basis, the mean annual shortfall due to divestment 


for a weighted average across universities is larger, 0.31 percent per year, and, for individual 


universities, the gross shortfalls are 0.24 percent (Columbia), 0.37 percent (Harvard), 0.19 


percent (MIT), 0.17 percent (NYU), and 0.33 percent (Yale).  Whether risk-adjusted or not, 
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reductions in investment returns of these magnitudes would likely have a meaningful impact on 


universities’ ability to satisfy their institutional goals of research and education. 


11. In Section II, I describe the methodology for selecting proxy portfolios and for 


estimating the cost of divestment.  In Section III, I present the results of this methodology 


applied to actual data from the five universities and describe the potential effects of divestment.  


In Section IV, I respond to common objections regarding such calculations made by divestment 


activists. 


 


II. METHODOLOGY 


12. I first reviewed the most recently published endowment reports for each of the 


five universities.9  These reports do not provide information on specific holdings; however, they 


do provide information on the general asset classes in which endowment funds are held.  I 


identified seven key asset classes (plus cash) that appear in these five universities’ endowment 


reports, and these are indicated in Exhibit A.  


13. For six of the seven asset classes, I identified the three largest (according to assets 


under management) existing mutual funds in the U.S. that focus on securities in that asset class.  


Because I am interested in observing the long-term returns from these funds, I restricted the set 


of proxy funds to those that have existed for at least 20 years (since March 1995).10  Each of the 


three funds in each of the six asset classes is reported in Exhibit A, along with summary statistics 


on the funds’ excess returns (relative to three-month Treasuries) over the 1995 – 2015 period.  I 


                                                            
9. The Trustees of Columbia University in the City of New York (2014) “Consolidated Financial Statements: 
June 30, 2014 and 2013”; Harvard Management Company, Inc. (2014) “September 2014 Annual Endowment 
Report: Message from the CEO”; Massachusetts Institute of Technology (2014) “Report of the Treasurer for the 
year ended June 30, 2014”; New York University (2014) “New York University Endowment Fund Summary”; Yale 
University, “The Yale Endowment: 2014”.  
10. Survivorship bias is unlikely to have a material effect on our results, since we focus on the difference 
between the returns of these proxy funds and the returns of otherwise-equivalent divested funds.   







 


6 
 


performed a similar search for proxies in the case of the “Absolute Return” asset class.  Because 


this asset class is typically benchmarked to hedge fund returns, I used three major hedge fund 


indexes to proxy for returns, also reported in Exhibit A.  Finally, for the “Cash and Cash 


Equivalents” category, I used a single proxy for returns, namely, 3-month U.S. Treasury Bills. 


14. Morningstar provides periodic historical information on the detailed holdings of 


each of the three funds considered in each asset class.  Because these funds are well-diversified, 


the number of different securities held over the 20-year period between 1995 and 2015 is very 


large.  For each fund and at each date over the 20-year period between 1995 and 2015, I 


identified the subset of securities held by the fund that are associated with the coal, oil, and 


natural gas industries.  These are the securities that I will remove to simulate the effect of 


divestment.   


15. Coal, oil, and natural gas securities are identified by CUSIP information provided 


by Morningstar, linked to industry codes using standard securities databases.11  Exhibit A reports 


the share of each fund that is identified with these industries.  For the hedge fund indexes used to 


proxy for the “Absolute Returns” asset class, I assume no divestment; to the extent a university 


did divest from holdings in the Absolute Returns class, the actual impact of divestment may be 


larger than I estimate here.   


16. Selecting one of three potential proxy funds for each of seven asset classes (plus 


one proxy for the “Cash and Cash Equivalents” class), there are 2,187 ( = 37) ways to construct a 


portfolio that includes assets in each class.  I constructed each of these portfolios and weighted 


                                                            
11. For each six-digit CUSIP (identifying a unique issuer for the security), I identified an SIC, GIC, or BIC 
code from the CRSP, Capital IQ, and Bloomberg databases.  Energy industry SIC codes are 1200-1399, and 2900-
2999.  Energy industry GIC codes are 10000000-10999999.  The Energy BIC code is 13, but not including subsector 
1311.  CUSIPs are available from Morningstar for 89 percent of holdings, and for such securities, I was able to 
identify industry information for 98 percent of equity securities and 97 percent of corporate bonds.  CRSP 1962 US 
Stock and Indexes Database © 2015 The University of Chicago on behalf of its Center for Research in Security 
Prices (CRSP) at Chicago Booth. 
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the asset classes according to actual information from the five universities about their 


endowment allocations across asset classes.  Harvard, MIT, and Yale provide detailed 


information about their asset allocation in each class.12  Columbia and NYU also provide 


information, but in some cases, it is only at the level of broader asset classes (e.g., the share of 


assets in “equities,” without any break-out between domestic and foreign equities).  In such 


cases, I imputed the allocations within these broader classes based on the simple average of 


actual allocations at Harvard, MIT, and Yale.  Exhibit B reports the asset allocation of each 


school across the eight asset classes.13 


17. Thus, for each of the five universities, I have 2,187 portfolios, constructed with 


one proxy per asset class, and weighted across asset classes according to the proportions given in 


Exhibit B.  I calculate average annual returns to each of these portfolios over March 1995 to 


March 2015, assuming a constant allocation across asset classes based on these weights (in other 


words, rebalancing the portfolio each year).  I then calculate the average annual return over the 


same period for each portfolio, with coal, oil, and natural gas securities excluded (and with the 


portfolio value that would have been allocated to those securities re-allocated proportionally 


across all other assets in holdings).14   


18. Given the annual returns for a portfolio and the returns of the corresponding 


divested portfolio, I calculate the gross difference in returns due to divestment.  However, this 


                                                            
12. In the case of Harvard, only information on the university’s “Policy Portfolio” (i.e., its target allocation) 
was provided. 
13. The footnotes to Exhibit B indicate cases in which allocations were imputed within broad asset classes. 
14. One could, of course, consider a wide range of alternative re-allocation approaches (including no re-
allocation at all) which are beyond the scope of this study.  Some divestment advocates may propose re-allocation to 
certain alternative energy securities.  Since the alternative energy sector is much smaller than the conventional 
energy sector, this will typically involve substantially overweighting alternative energy in a portfolio, and 
consequently limiting the diversification potential for the portfolio.  In any case, most or all of the major U.S. 
alternative energy securities have only existed for a few years, and so it is not possible to fully evaluate their risk-
return profile and their effects on diversification based on historical evidence.  Moreover, it is far from a simple task 
to clearly identify “green” securities, and attempts to do so may incur non-trivial compliance costs.  See Fischel 
(2015) op. cit., at ¶¶ 25-37.  







 


8 
 


gross calculation does not account for differences in risk between the two portfolios.  To the 


extent that a university divests, but then adjusts its portfolio to maintain the previous level of 


risk, it is a risk-adjusted difference in return that is more relevant.  To calculate a risk-adjusted 


measure, I first calculated the volatility of the excess returns of each portfolio and its 


corresponding divested portfolio (relative to a three-month Treasury Bill) over the 20-year 


period.  I then re-allocated a portion of the divested portfolio to three-month Treasury Bills so 


that its volatility matches that of the non-divested portfolio (if the non-divested portfolio was 


more volatile, then this involved leveraging the divested portfolio by borrowing at the three 


month Treasury Bill rate).  I then compared the returns of these two portfolios to estimate a risk-


adjusted difference in returns due to divestment. 


 


III. RESULTS  


19. I applied the methodology described above to each university separately, as well 


as to a hypothetical endowment fund that encompasses all five universities (in other words, a 


weighted average across the five universities).  For each university or the weighted average, I 


ranked the 2,187 constructed portfolios according to the calculated shortfall due to divestment, 


i.e., the difference in gross or risk-adjusted average annual returns over 20 years.  Exhibit C 


reports the mean and median shortfall across these 2,187 portfolios, as well as the 5th and 95th 


percentiles of shortfalls. 


20. Positive numbers in Exhibit C indicate that a portfolio has a higher return than the 


corresponding divested portfolio, i.e., there is a shortfall in returns due to divestment.  Exhibit C 


shows that the vast majority of portfolios do have a shortfall.  In the case of the weighted average 


across the five universities, 91 percent of the 2,187 portfolios have a risk-adjusted shortfall.  On 


this basis, one can conclude that divestment is very likely to generate a shortfall for these 
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universities, despite the fact that we cannot observe their precise holdings.  The share of the 


portfolios that have a risk-adjusted shortfall due to divestment varies from a low of 89 percent 


(Columbia, Yale) to a high of 96 percent (Harvard, MIT). 


21. As reported in Exhibit C, the mean divested portfolio for the weighted average 


across the five universities has a 0.23 percent lower risk-adjusted return than the otherwise-


equivalent non-divested portfolio.  This mean shortfall varies across the universities: 0.16 


percent (Columbia), 0.30 percent (Harvard), 0.14 percent (MIT), 0.12 percent (NYU), and 0.21 


percent (Yale).   


22. On a gross (not risk-adjusted) basis, Exhibit C indicates that the mean divestment 


penalty is even larger, 0.31 percent per year, for the weighted average across schools.  Moreover, 


every single one (100 percent) of the 2,187 divested portfolios underperforms the otherwise-


equivalent non-divested portfolio, both in the weighted average across universities and for each 


university individually.  The mean gross shortfall for each university is 0.24 percent (Columbia), 


0.37 percent (Harvard), 0.19 percent (MIT), 0.17 percent (NYU), and 0.33 percent (Yale). 


23. Exhibit C also translates the mean estimated differences in annual returns into 


aggregated 20-year and 50-year declines in endowment fund value.  Over a 50-year period, the 


mean annual risk-adjusted decline in returns of approximately 0.23 percent for a weighted 


average across the five universities would aggregate to reduce the value of an endowment by 


12.07 percent.  On a university-specific basis, the mean estimated shortfall would generate a 


reduction in the endowment value over 50 years of 8.13 percent (Columbia), 15.94 percent 


(Harvard), 7.40 percent (MIT), 6.12 percent (NYU), and 11.27 percent (Yale). 


24. In order to provide a sense of the potential for actual reductions in endowment 


returns, Exhibit C also applies the mean estimated shortfall to the current value of the 


university’s endowment.  For instance, if Columbia suffered its mean 0.16 percent risk-adjusted 
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shortfall due to divestment, that would translate to a $14.43 million reduction in the value of the 


endowment this year.  Of course, there would be, on average, additional losses expected in every 


year, which would be larger than $14.43 million if Columbia’s endowment grew, as Columbia 


undoubtedly expects.  Exhibit C indicates similar first-year expected shortfalls for other 


universities: $107.81 million (Harvard), $17.75 million (MIT), $4.16 million (NYU), and $51.09 


million (Yale). 


25. Sizeable declines in the endowment fund like those indicated in Exhibit C would 


likely have material impacts on a university’s ability to achieve its institutional goals.  


Specifically, endowments fund a material share of the operating budget for all five universities, 


and reductions in returns specifically harm key institutional objectives, such as funding research 


and student support, as illustrated in the following facts: 
 


 Columbia.  “The current endowment spending rule is based on two factors: first, the 
market value multiplied by a 5 percent target spending rate, which provides a 
response to market conditions; and second, the prior year’s spending plus inflation, 
which ties spending increases to operating needs and cushions spending against 
market volatility … In addition to the base spending rate described above, two 
additional payout components were approved as temporary measures by the Trustees 
in 2008.  The first is an increase in annual spending of up to 1.75 percent of the prior 
year beginning market value of endowments that are designated for undergraduate 
financial aid support … The second component is 0.70 percent of the prior year 
beginning market value for certain endowments in categories key to the University’s 
current development efforts, primarily unrestricted endowment and endowments for 
financial aid and faculty support.”15 
 


 Harvard.  “Over the last four decades, [Harvard Management Company] has 
delivered $23.2 billion in distributions to the University.  The proportion of the 
University’s annual operating budget that is funded through endowment distributions 
has grown considerably over the years, now accounting for approximately 35%.  This 
source of funding, which must be both reliable and growing, is increasingly important 
as the University faces decreasing federal research support and increasing economic 
pressures.”16 
 


                                                            
15. Columbia University, “Notes to the Consolidated Financial Statements,” op. cit., at 23-24. 
16. Harvard University, “Annual Endowment Report,” op. cit., at 3. 
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 MIT. “The positive operating performance has made it possible for the Institute to 
boldly pursue its mission and continue to invest in campus infrastructure to enable the 
work of MIT’s preeminent faculty, outstanding students, and future generations of 
learners on campus and beyond.”17  Support from investments generates 20 percent of 
operating revenues at MIT.18 
 


 NYU.  “NYU’s Endowment Fund provides a permanent source of capital and support 
to the University’s mission and programs … Total distributions from the endowment 
represent approximately 4% of the annual operating budget.” 19  
 


 Yale.  “Yale’s spending and investment policies provide substantial levels of cash 
flow to the operating budget for current scholars while preserving Endowment 
purchasing power for future generations.”20  In particular, the endowment provided 
33 percent of Yale’s operating income in 2014, including professorships, student 
scholarships, maintenance, and books.21   


26. Of course, an endowment fund faced with a shortfall due to divestment could 


allocate additional funds to the operating budget in order to keep critical accounts like research 


and student support funded at current levels, but this would require the endowment fund to 


reduce its allocation to other activities and/or require reductions in the principal of the fund, 


leading to lower long-term investment returns.   


27. A conclusion that a reduction in investment returns would have a harmful effect 


on the university is consistent with the general academic literature on university endowment 


funds, which finds that negative endowment returns lead to substantially lower payouts to fund 


university operations.  One recent study concluded that “a 10 percent negative endowment return 


is associated with an 8.2 percent reduction in payouts.”22  The same study further found that “[a] 


negative endowment shock equivalent to 10 percent of a university’s budget leads to a 4.9 


                                                            
17. MIT, “Report of the Treasurer,” op. cit., at 1. 
18. Id., at 4. 
19. New York University Investments Office, “Frequently Asked Questions,” 
http://www.nyu.edu/about/leadership-university-administration/office-of-the-president/office-of-the-
executivevicepresident/finance-and-budget/investment-office.html [accessed July 23, 2015]. 
20. Yale University, “The Yale Endowment: 2014,” op. cit., at p. 2. 
21. Id., at p. 3. 
22. Jeffrey R. Brown, Stephen G. Dimmock, Jun-Koo Kang, & Scott J. Weisbenner (2014) “How University 
Endowments Respond to Financial Market Shocks: Evidence and Implications,” American Economic Review 
104(3):931-62, at 949. 
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percent reduction in the number of tenure-system faculty during the following year … In 


addition to reducing tenure-system faculty, universities react to negative shocks by also cutting 


support employees (e.g., secretaries) and to some extent maintenance employees.”23   


28.   Therefore, based on either the actual historical patterns of funding by these 


universities or the academic literature, it seems clear that a reduction in endowment fund returns 


as a consequence of divestment would have material impacts on an endowment’s ability to fund 


a university’s key institutional goals. 


 


IV. RESPONSES TO COMMON OBJECTIONS 


29. My analysis of the impact of divestment is based on the historical evidence of the 


last 20 years.  Some divestment advocates argue that the future of the coal, oil, and gas sectors is 


not as bright as it has been in the past due to regulations or other market changes that will cause 


these firms to “strand” certain assets or otherwise experience lower profitability.  I have no 


specific view about the likelihood of such outcomes, but as a criticism of my study, such 


speculation misses the point.  My calculations of the declines in risk-adjusted returns depend on 


the historical ability of securities in the oil, gas, and coal sectors to hedge other securities.  They 


do not depend critically on any claim that absolute returns in these sectors will be as high as they 


have been in the past.   


30. In any case, it seems far from clear that, even as a speculative investment, oil, gas, 


and coal securities collectively are likely to be poor investments.  First of all, even if the 


divestment advocates are correct that regulatory or market pressure on these firms will increase, 


it is very often the case that new regulations make the incumbent firms in an industry more 


                                                            
23. Id., at 933-34. 
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profitable, not less so.  This is because, even though compliance with regulations is costly, it also 


can serve to restrict entry and limit competition.24  Moreover, firms can and do respond to 


regulations and changes in the market to maintain profitability, particularly when those 


regulations or changes are known well in advance, as divestment advocates claim they are.   


31. In any case, if reductions in profits are in fact as likely as divestment advocates 


claim, that fact should already be incorporated into lower current security prices, so that future 


investment performance would not be improved by selling these securities. 


32. Divestment advocates also claim that, whatever the costs of divestment, they are 


outweighed by the potential benefits of inducing changes at the companies in question that limit 


the effects of climate change.  In fact, whereas divestiture has clear costs to the university 


communities, as I have demonstrated, it is very unclear there are any such benefits.  Due to the 


plasticity of the capital markets and the diversity of investors worldwide, basic financial 


economic theory indicates that it is unlikely the divestiture movement, with or without any 


specific university’s participation, will have any material effect on the cost of capital of the 


divested companies or any other relevant outcome.  The history of prior divestment campaigns is 


consistent with this basic theory.25   


33. But what if divestment did somehow manage to put capital market pressure on the 


targeted companies?  When a company faces an increase in its cost of capital, the response is to 


forego investment in marginal projects.  At major energy companies, those marginal projects are 


unlikely to involve the bread-and-butter business of producing carbon-based fuels.  Instead, what 


                                                            
24. A classic citation in a large literature is George J. Stigler (1971) “The Theory of Economic Regulation,” 
Bell Journal of Economics and Management Science 3-21.  These conclusions have found their way into standard 
textbooks as well.  See, e.g., Dennis W. Carlton and Jeffrey M. Perloff (2005) Modern Industrial Organization (4th 
Ed.), Pearson Addison Wesley, at 687-91. 
25. See Fischel (2015), op. cit., at pp. 19 – 22 (summarizing the literature on South African and other 
divestment campaigns). 
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is more likely to be cut is research and development into more speculative investments, such as 


those involving alternative energy.  In this way, divestment advocates might actually accomplish 


exactly the opposite of what they hope to achieve. 


34. Some divestment advocates claim that, if prominent institutions like these 


universities divest, it will “send a message” to other market participants or governments that 


somehow spurs favorable action on climate change issues.  Exactly how this would occur is 


unclear, and divestment advocates have not shown that divestment would not instead serve to 


polarize public debate further, nor have they shown that the market has reacted to past 


divestment announcements in ways they consider favorable to their goals. 


35. Finally, from an economic perspective, the problem of climate change is 


ultimately based on a concern that the prices of carbon-based fuels are too low because they fail 


to reflect the full social costs of burning hydrocarbons, which includes the harms of extreme 


climate change.  It is clearly beyond the scope of this research to summarize the debate about the 


appropriate price of carbon-based fuels, but assume, hypothetically, that the appropriate price is, 


in fact, much higher than the current market price.  There is a broad consensus among 


economists that the appropriate response to such a problem is a tax on burning carbon (known as 


a “Pigouvian tax”).26  I understand that some large energy companies themselves support a 


carbon tax.27  Policy advocacy along such lines would be far more fruitful than divestment, 


which as I have demonstrated, has substantial costs and only vague, highly speculative benefits.   


 


 


                                                            
26. IGM Experts Panel (2011) “Carbon Tax,” University of Chicago Booth School of Business, 
http://www.igmchicago.org/igm-economic-experts-panel/poll-results?SurveyID=SV_9Rezb430SESUA4Y 
[accessed July 12, 2015]. 
27. “Even Big Oil Wants a Carbon Tax,” BloombergView, June 1, 2015. 
http://www.bloombergview.com/articles/2015-06-01/even-big-oil-wants-a-carbon-tax  [accessed Aug. 18, 2015]. 
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APPENDIX A: KEY QUALIFICATIONS OF BRADFORD CORNELL 


1. I am currently a Visiting Professor of Financial Economics at the California 


Institute of Technology (“Caltech”).  Previously, I was a Professor of Finance and Director of the 


Bank of America Research Center at the Anderson Graduate School of Management at the 


University of California, Los Angeles for 26 years. 


2. I earned a master’s degree in Statistics from Stanford University in 1974 and 


earned my doctorate in Financial Economics from Stanford in 1975.  I have served as an editor 


of numerous journals relating to business and finance and have written more than 100 articles 


and two books on finance and securities, including Corporate Valuation: Tools for Effective 


Appraisal and Decision Making (1993), published by McGraw-Hill, and The Equity Risk 


Premium and the Long-Run Future of the Stock Market (1999), published by John Wiley & 


Sons.  To complement my academic writing, I have also authored articles for The Wall Street 


Journal and the Los Angeles Times. 


3. My research has been widely recognized.  In 1988, I was cited by the Financial 


Management Association as one of the ten most prolific authors in the field of finance.  I have 


received prizes and grants for my research from the Chicago Board of Trade, the Chicago 


Mercantile Exchange, and the Institute for Quantitative Research in Finance.  My article, 


“Corporate Stakeholders and Corporate Finance,” received the 1987 Distinguished Applied 


Research Award from the Financial Management Association.  In 1999, I was awarded the 


I/B/E/S prize for empirical work in finance and accounting (with Wayne Landsman and Jennifer 


Conrad).  Richard Roll and I received a Graham and Dodd Scroll Award in 2006 from the 


Financial Analyst Society for our work on delegated agent asset pricing theory.  I won this award 


again in 2011 for my work on economic growth and equity investing.  My paper entitled “Luck, 


Skill, and Investment Performance” in The Journal of Portfolio Management won an 
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Outstanding Article prize from the 11th Annual Bernstein Fabozzi/Jacobs Levy Awards.  My 


work in valuation has also been cited and relied upon by the Delaware Court of Chancery.1 


4. I have also been active in my profession.  I have served as a Vice President of the 


Western Finance Association.  I am also a past Director of both the American Finance 


Association and the Western Finance Association.  I have served as an Associate Editor of 


numerous professional journals, including The Journal of Finance, The Journal of Futures 


Markets, The Journal of Financial Research and The Journal of International Business 


Studies.  I have served as a reviewer for nearly a dozen other professional journals. 


5. My teaching and writing have focused on a number of different financial and 


economic issues, many of which are relevant to the subject matter of this report.  I currently 


teach Applied Corporate Finance and Investment Banking at the California Institute of 


Technology.  Examples of other classes I have taught over the course of my academic career 


include Corporate Valuation, the Law and Finance of Corporate Acquisitions and Restructurings, 


Corporate Financial Theory, and Security Valuation and Investments. 


6. In addition to my teaching, writing, and research studies, I serve as a Senior 


Consultant to Compass Lexecon, an international consulting firm.  In my position as a Senior 


Consultant, I advise business and legal clients on financial economic issues.  Prior to joining 


Compass Lexecon in December 2011, I served as a Senior Consultant to Charles River 


Associates from March 1999 through December 2011.  Between 1990 and March 1999, I 


operated FinEcon, a financial economic consulting company, through which I also advised 


business and legal clients on financial economic issues. 


                                                            


1. See, e.g., Delaware Open MRI Radiology Associates, P.A. v. Kessler, 898 A.2d 290, 331 
n.102 (2006); Andaloro v. PFPC Worldwide, 2005 Del. Ch. LEXIS 125, at *71 n.75 (Del. Ch. 
Aug. 19, 2005). 
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7. I have served as a consultant and have given testimony for both plaintiffs and 


defendants in a variety of securities, regulatory and commercial lawsuits.  During my many years 


of experience as an expert witness and consultant, I have provided economic analyses and expert 


testimony (again, for both plaintiffs and defendants) related to valuation, corporate finance, 


portfolio management, and damages issues. 







Exhibit A
Endowment Asset Classes and Proxy Mutual Funds Considered


Asset Class Proxy Funds Considered1 Mean St. Dev.
1. Vanguard Total Stock Market Index Fund 7.8% 15.6% 7.3%
2. Vanguard Institutional Index Fund 7.6% 15.2% 8.5%
3. Vanguard 500 Index Fund 7.4% 15.2% 8.5%
1. American EuroPacific Growth Fund 7.1% 16.1% 3.6%
2. American Capital Income Builder 6.9% 9.7% 4.2%
3. American Capital World Growth and Income Fund 8.8% 14.4% 5.0%
1. Fidelity Low-Priced Stock Fund 11.2% 15.1% 3.7%
2. Columbia Acorn Fund 10.7% 17.2% 4.1%
3. Neuberger Berman Genesis Fund 11.1% 15.1% 9.2%
1. PIMCO Total Return Fund 4.4% 4.1% 0.2%
2. Templeton Global Bond Fund 5.5% 7.2% 0.1%
3. Vanguard Short-Term Investment Grade Fund 2.1% 2.2% 0.8%
1. DFA Real Estate Securities Portfolio 10.8% 20.4% 0.0%
2. Cohen & Steers Realty Shares 11.3% 20.3% 0.0%
3. Fidelity Real Estate Investment Portfolio 10.9% 21.0% 0.0%
1. Van Eck Global Hard Assets Fund 8.9% 21.9% 39.1%
2. Prudential Jennison Natural Resources Fund 10.3% 26.5% 40.5%
3. Fidelity Advisor Energy Fund 9.2% 23.7% 68.1%
1. HFRI Fund Weighted Composite Index 6.1% 6.9% 0.0%
2. Greenwich Global Hedge Fund Index 6.9% 6.9% 0.0%
3. Credit Suisse Hedge Fund Index 6.5% 7.0% 0.0%


Cash 1. Three-Month Treasury Bills 0.0% 0.0% 0.0%


2. Calculated using monthly data from CRSP, Bloomberg, and Hedge Fund Research database. Excess Return is relative to the Three-Month 
Treasury Bill rate.  Mean and Standard Deviation of excess returns are annualized.


Coal, Oil, and Gas 
Share of Holdings


1. Three largest existing mutual funds that focus on specified asset class, according to assets under management.  Fund asset class and assets 
under management from Bloomberg.  


Excess Return (1995 - 2015)2


Domestic Equity


Foreign Equity


Private Equity


Real Estate


Natural Resources


Absolute Returns


Fixed Income







Exhibit B
Estimated Current Asset Class Allocation


Estimated Allocation


Asset Class Columbia1 Harvard2 MIT3 NYU4 Yale5 Wtd. Avg.6


Domestic Equity 6.4% 11.0% 11.0% 17.4% 3.9% 8.8%
Foreign Equity 13.6% 22.0% 18.1% 36.6% 11.5% 18.2%
Private Equity 21.6% 18.0% 17.1% 13.4% 33.0% 22.3%
Fixed Income 4.0% 10.0% 1.4% 6.0% 4.9% 6.5%
Real Estate 12.0% 12.0% 16.2% 6.6% 17.6% 14.0%
Natural Resources 6.1% 11.0% 4.4% 3.4% 8.2% 8.4%
Absolute Returns 29.7% 16.0% 10.1% 10.6% 17.4% 16.8%
Cash 6.7% 0.0% 21.7% 6.0% 3.5% 5.1%


6. Weights based on total value of endowment at the end of most recent fiscal year.  Columbia ($9.2 billion), Harvard ($36.4 
billion), MIT ($12.4 billion), NYU ($3.5 billion), Yale ($23.9 billion).


1. “Notes to the Consolidated Financial Statements for the Years Ended June 30, 2014 and 2013,” at 14.  “Global Equities” 
category is allocated between domestic and foreign equity based on proportional share of total equities in those categories reported 
for Harvard, MIT, and Yale (simple average).  “Real Assets” category is allocated between real estate and natural resources based 
on proportional share of total in those categories reported for Harvard, MIT, and Yale (simple average).


2. “September 2014 Annual Endowment Report: Message from the CEO,” at 2.  Based on “Policy Portfolio,” which is “a long-term 
target portfolio composed of the mix of assets that HMC and our Board judge to be the optimal fit with the University's needs.”  
Foreign equity and emerging markets equity are both included in “Foreign Equity” category.


3. “Report of the Treasurer for the year ended June 30, 2014,” at 15.  Cash category includes U.S. Treasury and agency securities.  
“Real Assets” are assumed to be natural resources.  Split-interest agreements, “Other” and derivatives categories are excluded from 
total.


4. “Endowment Fund Summary,” at 1.  “Fixed Income” category is allocated between fixed income and cash based on proportional 
share of total assets in these categories for Columbia, Harvard, MIT, and Yale.  “Opportunities & Credit” category is allocated 
between private equity and absolute returns based on proportional share of total assets in these categories for Columbia, Harvard, 
MIT, and Yale.  “Equity” category is allocated between domestic and foreign equity based on proportional share of total assets in 
these categories for Harvard, MIT, and Yale.  “Real Assets” category is allocated between real estate and natural resources based 
on proportional share of total assets held in these categories by Harvard, MIT, and Yale.


5. "The Yale Endowment: 2014," at 4.







Estimated Endowment Shortfall Due to Divestment
Over 2,187 Proxy Portfolios


(Positive Numbers Indicate Shortfall Due to Divestment)


Mean P5 Median P95 20 Years 50 Years
Risk-Adjusted Shortfall Due to Divestment


Columbia 88.89% 0.16% -0.06% 0.18% 0.33% 3.18% 8.13% $14.43
Harvard 96.30% 0.30% 0.03% 0.31% 0.54% 6.09% 15.94% $107.81
MIT 96.30% 0.14% 0.02% 0.14% 0.26% 2.90% 7.40% $17.75
NYU 94.28% 0.12% 0.00% 0.12% 0.23% 2.40% 6.12% $4.16
Yale 88.89% 0.21% -0.09% 0.24% 0.44% 4.36% 11.27% $51.09
Wtd. Avg. 90.99% 0.23% -0.02% 0.25% 0.44% 4.67% 12.07%


Gross Shortfall Due to Divestment
Columbia 100.00% 0.24% 0.20% 0.24% 0.27% 4.93% 12.78% $22.21
Harvard 100.00% 0.37% 0.30% 0.37% 0.42% 7.63% 20.17% $134.01
MIT 100.00% 0.19% 0.15% 0.19% 0.22% 3.89% 10.01% $23.73
NYU 100.00% 0.17% 0.12% 0.18% 0.22% 3.55% 9.12% $6.12
Yale 100.00% 0.33% 0.27% 0.33% 0.37% 6.75% 17.75% $78.22
Wtd. Avg. 100.00% 0.31% 0.26% 0.31% 0.35% 6.37% 16.70%


3. Mean annual shortfall applied to the total value of endowment at the end of most recent fiscal year: Columbia ($9.2 billion), Harvard 
($36.4 billion), MIT ($12.4 billion), NYU ($3.5 billion), Yale ($23.9 billion).


Current Annual 
Shortfall, in Dollars 


($MM)3


Exhibit C


2. Calculated as mean annual shortfall, extrapolated over specified time period.


1. Reflects average annual reduction in returns for a divested portfolio, relative to otherwise-equivalent undivested portfolio.  
Calculations are over 2,187 proxy portfolios for each university, constructed as described in the text.  Gross shortfall is unadjusted 
difference in average annual returns.  Risk-adjusted shortfall is based on same calculation, performed on portfolios with equalized 
volatility of excess returns, as described in the text. 


Total Shortfall Based 


on Mean2
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Fossil Fuel Divestment: A Costly and Ineffective Investment Strategy  
 


Prof. Daniel R. Fischel1 
 


President and Chairman,  
Compass Lexecon 


I. Introduction 


1. In recent years, certain groups concerned with the potential effects of global 


climate change have urged institutions and other investors to divest from securities associated 


with companies that explore for, produce, market and/or exploit fossil fuels.  Advocacy for fossil 


fuel divestment began in 2011 on college campuses like Swarthmore College in Pennsylvania 


and Hampshire College in Massachusetts, and in 2012, Seattle became the first municipal entity 


to commit to fossil fuel divestiture goals.2   


2. Since then, varying degrees of divestment have been adopted by some other 


institutions, while being rejected by others.  For instance, in May 2014, Stanford University’s 


Board of Trustees announced that it would undertake a limited divestment, focused exclusively 


on coal mining companies, and in September 2014, the Rockefeller Brothers Fund announced 


that it planned to substantially reduce its investments in fossil fuel companies.3  Fossil Free, a 


project of the environmental group 350.org and a leading advocate of divestment, claims that, 


during 2014, 181 institutions and local governments, along with 656 individuals, divested a total 


                                                           
1. My qualifications are described in Appendix A.  I have been assisted in preparing this report by members 


of Compass Lexecon’s professional staff. This study has been commissioned and financed by the 
Independent Petroleum Association of America (IPAA).     


2. Michelle Y. Raji (2014) “Timeline: Fossil Fuels Divestment,” Harvard Crimson, October 2, 2014. 
3. Michael Wines (2014) “Stanford to Purge $18 Billion Endowment of Coal Stock,” New York Times, May 7, 


2014; Michael Calia (2014) “Rockefeller Fund Seeks to Shed Fossil-Fuel Investments; Family, Whose 
Fortune is from Oil, Aims to Limit Bets on Coal, Tar Sands in its Fund,” Wall Street Journal, September 
22, 2014. 
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of $50 billion worth of assets.4  Divestments by government entities, educational institutions, and 


philanthropic foundations constitute approximately 95 percent of these assets.5 


3. By contrast, other institutions have resisted activists’ calls for divestment.  


Trustees at American University voted in November 2014 to keep fossil fuel-related investments 


held in their endowment fund, indicating that divestment would double its annual management 


fees.6  Harvard University, which holds the largest university endowment valued at more than 


$32 billion, has also opposed divestment.  Harvard’s President, Drew Faust, commented:  


“Divestment is likely to have negligible financial impact on the affected 
companies.  And such a strategy would diminish the influence or voice we might 
have with this industry.  Divestment pits concerned citizens and institutions 
against companies that have enormous capacity and responsibility to promote 
progress toward a more sustainable future.”7 


4. Public commentary about divestment has also increased substantially.  A recent 


opinion piece in the New York Times advocated greater debate about divestment on college 


campuses.  It suggested that the costs of divestment to investors would be “not much,” and the 


potential benefits large, pointing to a divestiture campaign in the 1980s focused on Apartheid-era 


South African companies.8  


5. Certainly, before divesting, investors and institutional fund managers should 


consider the costs of divestiture and the likelihood that divestiture will contribute meaningfully 


                                                           
4. Fossil Free (2014) “Fossil Fuel Divestment: 2014 Accomplishments and Next Steps,” 


http://gofossilfree.org/usa/wp-content/uploads/sites/6/2014/12/Divestment-Accomplishments-October-
2014-Public.pdf.  


5. Arabella Advisors (2014) “Measuring the Global Fossil Fuel Divestment Movement,” September 2014, 
http://www.arabellaadvisors.com/research/measuring-the-global-fossil-fuel-divestment-movement/.  


6. Jeffrey A. Sine, Chair, Board of Trustees (2014) “Memorandum  to American University Community,” 
November 21, 2014, http://www.american.edu/trustees/Announcement-November-21-2014.cfm.  


7. Drew Faust, Harvard University Office of the President (2013) “Fossil Fuel Divestment Statement,” 
October 3, 2013, http://www.harvard.edu/president/fossil-fuels.  


8. Evan J. Mandery (2014) “The Missing Campus Climate Debate,” New York Times, November 2, 2014. 



http://gofossilfree.org/usa/wp-content/uploads/sites/6/2014/12/Divestment-Accomplishments-October-2014-Public.pdf

http://gofossilfree.org/usa/wp-content/uploads/sites/6/2014/12/Divestment-Accomplishments-October-2014-Public.pdf

http://www.arabellaadvisors.com/research/measuring-the-global-fossil-fuel-divestment-movement/

http://www.american.edu/trustees/Announcement-November-21-2014.cfm

http://www.harvard.edu/president/fossil-fuels
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to desirable environmental goals.  In this report, I address these issues from the perspective of 


financial economics, relying on widely-accepted principles of the field, as well as the large 


literature on prior divestiture campaigns, including the South African case.  I conclude that the 


costs to investors of fossil fuel divestiture are highly likely and substantial, while the potential 


benefits – to the extent there are any – are ill-defined and uncertain at best.  Fossil fuel 


divestiture is therefore unlikely to pass a cost-benefit test, particularly compared with alternative 


ways investors who so desire can promote environmental goals. 


 
II. Divestiture involves substantial costs for investors and others. 


6.  Investors seeking to comply with the goals of fossil fuel divestiture potentially 


incur three key types of costs, described here and discussed more fully below: 


 
• Trading costs.  Divestiture involves selling certain securities and presumably buying 


others, both of which involve payment of broker commissions and bid-ask spreads.   
 
• Diversification costs.  By restricting the securities that can be included in a portfolio, 


it is widely recognized that an investor loses the benefits of diversification, suffering 
lower investment returns for a given level of portfolio risk.  


 
• Compliance costs.  Investors must identify the specific securities to be divested from 


an existing portfolio.  Moreover, because firms evolve over time and new investment 
opportunities arise, there will be ongoing compliance costs to ensure that the portfolio 
continues to meet the desired standards.   


 7. These costs reduce the returns of an institution’s investments and thereby reduce 


the institution’s ability to achieve its goals.  As one article on university endowment spending by 


the Association of American Universities noted, “[b]y far the most common categories of 


endowment expenditures are scholarships and financial aid, faculty chairs and salaries and 
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academic support programs.”9  The article also states that “[m]any institutions with significant 


endowments are making college free for thousands of low- and moderate-income students.”10  


According to one study, higher education operating budgets receive 8.8 percent of their funding 


annually from endowments.11  A recent economic study of 24 years of university endowment 


data found that negative endowment returns lead to substantially lower payouts to fund 


university operations: “a 10 percent negative endowment return is associated with an 8.2 percent 


reduction in payouts.”12  The same study further found that “[a] negative endowment shock 


equivalent to 10 percent of a university’s budget leads to a 4.9 percent reduction in the number of 


tenure-system faculty during the following year … In addition to reducing tenure-system faculty, 


universities react to negative shocks by also cutting support employees (e.g., secretaries) and to 


some extent maintenance employees.”13  The costs imposed by divestment therefore have real 


impacts on institutions and those who rely upon them.  I discuss each of these costs in detail 


below.  


 
A. Trading Costs 


8. Divestment generates trading costs for investors, including processing and 


execution costs.  Trade processing costs include payments to investment professionals to manage 


and facilitate trades, as well as exchange fees and taxes involved in trading securities.  These 


costs vary across traders, depending on the types of securities they hold and whether they have 
                                                           
9.  “Myths About College and University Endowments,” Association of American Universities, January 2009 


(https://www.aau.edu/WorkArea/DownloadAsset.aspx?id=7792). 
10. Id.  
11. NACUBO (2013) “Educational Endowments’ Investment Returns Averaged 11.7% in FY2013; Strong 


Improvement Over FY2012’s -0.3%,” Press Release, January 28, 2014, 
http://www.nacubo.org/Documents/EndowmentFiles/2013NCSEPressReleaseFinal.pdf.  


12. Jeffrey R. Brown, Stephen G. Dimmock, Jun-Koo Kang, & Scott J. Weisbenner (2014) “How University 
Endowments Respond to Financial Market Shocks: Evidence and Implications,” American Economic 
Review 104(3):931-62, at 949. 


13. Id., at 933-34. 



http://www.nacubo.org/Documents/EndowmentFiles/2013NCSEPressReleaseFinal.pdf
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investment professionals in-house, but they are often substantial, with a recent study finding that 


institutional separate account fees for a large-cap domestic equity portfolio average 0.53 percent 


of assets.14   


9. Execution costs include the payment of an effective bid-ask spread and any price 


impacts from a trade.  The bid-ask spread is the difference between the price to sell a security 


and the price to buy the same security, with the latter typically being higher.15  Financial 


economists typically recognize the bid-ask spread as the fee security dealers earn for supplying 


liquidity to traders.16  An investor incurs costs relating to the bid-ask spread both on the sale of 


securities targeted for divestment (which would be sold at the relatively low bid price) and on the 


purchase of replacement securities (which would be bought at the relatively high ask price). 


10. The price impact component of execution is “the price concession an investor 


may be forced to make for trading in in quantities greater than those associated with the posted 


bid or ask price.”17  In other words, to sell a large quantity of securities, an investor must offer a 


lower price, and to buy a large quantity of securities, an investor must pay a higher price.  An 


academic study of large investment management firms indicates that the average price impact of 


trading for institutional investors is -0.35 percent of the price for sells and 1.0 percent for buys.18  


11.   A recent estimate from a widely-used source indicates that average processing 


and execution costs for an institutional equity investor are approximately $0.18 per $100 of 


                                                           
14. Investment Company Institute (2006) “Mutual Funds and Institutional Accounts: A Comparison,” at p. 2. 
15. Zvi Bodie, Alex Kane, and Alan J. Marcus (2014) Investments, Tenth Edition, McGraw-Hill Irwin, at p. 64. 
16. John Y. Campbell, Andrew W. Lo, and A. Craig MacKinlay (1997) The Econometrics of Financial 


Markets, Princeton University Press, at p. 100. 
17. Zvi Bodie, Alex Kane, and Alan J. Marcus (2014) Investments, Tenth Edition, McGraw-Hill Irwin, at p. 76. 
18. Louis K.C. Chan & Josef Lakonishok (1995) “The Behavior of Stock Prices Around Institutional Trades,” 


Journal of Finance, (4):1147-1174, at p. 1148.  
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trading activity.19  The National Association of College and University Business Officers reports 


that university endowments hold approximately $23 billion in energy-related assets.20  If all of 


these assets were divested, the benchmark described above would indicate a total cost for 


processing and execution alone of $40.2 million. If as described above, divestiture generated a 


0.35 percent price impact for stock sales and a 1.0 percent impact for stock purchases, this 


additional price impact would add $308 million in trading costs. 


 
B. Diversification Costs 


12. Investors typically want returns that are both high and steady from period to 


period.  However, there is a tradeoff between investment risk and return, with higher returns 


usually available only by taking on more risk.  However, when an investor diversifies their 


portfolio by spreading their investment across more assets, it is widely recognized that the 


investor can avoid this tradeoff and achieve a higher average return without an increase in risk.21  


For the same reasons, restricting certain assets from a portfolio, as is required by a divestment 


policy, reduces the average expected return from the portfolio at a given level of risk. 


                                                           
19. Elkins/McSherry Bundled VWAP Global Universe 4Q12 Estimates. This analysis is based on a survey of 


major institutional traders, and is commonly used in the financial economics literature. It includes a price 
impact of 0.04 percent.  See, e.g., Thomas, C.P., Warnock, F.E., & Wongswan, J. (2004) “The Performance 
of International Equity Portfolios,” Board of Governors of the Federal Reserve System International 
Finance Discussion Papers, Number 817; Domowitz, I., Glen, J., & Madhavan, A., (2001) “Liquidity, 
Volatility, and Equity Trading Costs across Countries and Over Time,” International Finance, 4(2):221-
255.  


20. According to 2013 NACUBO reports, the value of college endowments totaled more than 
$456,000,000,000 and endowments held approximately 5% of their assets in energy.  Therefore, the value 
of energy assets was approximately $22,800,000,000.  See, NACUBO, (2014) “U.S. and Canadian 
Institutions Listed by Fiscal Year 2013 Endowment Market Value and Change in Endowment Market 
Value from FY 2012 to FY 2013,” Revised February 2014 and the 2013 NACUBO – Commonfund Study 
of Endowments. 


21. Burton G. Malkiel (2011) A Random Walk Down Wall Street: The Time-Tested Strategy for Successful 
Investing, W.W. Norton & Co., at pp. 202-214.  This result requires that the assets not be perfectly 
positively correlated with each other, as I describe below. 
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13. A standard way to evaluate the potential diversification benefits of any security or 


set of securities is to calculate the correlation of that security with the rest of the portfolio.  The 


more uncorrelated a security is with the rest of the portfolio, the greater the diversification 


benefit it generates (and, by the same principle, the greater the cost associated with divesting that 


security).  We analyzed the correlations between stocks in the energy sector – i.e., those stocks 


most likely to be targets for divestment – and stocks in other sectors over the 50-year time frame 


1965-2014.  Claims that the performance costs of divestment are low typically focus on shorter 


time frames which can generate misleading results.22 


14. Our data source on historical equity returns is the CRSP US Stock database, 


which is widely used in the academic community to study stock returns.  In particular, this 


database contains all securities whose primary listings are on the NYSE, NYSE MKT (formerly 


known as Amex), NASDAQ, and ARCA exchanges.  We included in our analysis all such 


securities that are assigned an SIC industry code by CRSP, using the most recent SIC code 


assigned to the security.  


15. We identified each SIC code with one of 10 industry sectors, including the energy 


sector, based on the classification used in Fama and French (1997), updated to the current stock 


listings.23  For each of the 10 sectors, we constructed a value-weighted index of all the stocks in 


our data and tracked those indices each day during the 50-year period 1965-2014. 


                                                           
22. For example, in the aforementioned New York Times editorial, the author claims that “[s]ome research 


suggests that endowments would have performed better over the past decade had they excluded fossil-fuel 
companies.”  Evan J. Mandery (2014) “The Missing Campus Climate Debate,” New York Times, November 
2, 2014. 


23. Eugene F. Fama and Kenneth R. French (1997) “Industry Costs of Equity,” Journal of Financial 
Economics, 43(2):153-93.  An update of this classification is provided at 
http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html. 
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16. The standard measure of correlation is the correlation coefficient, which ranges 


between -1.0 and +1.0.24  A correlation coefficient of -1.0 indicates a security that is perfectly 


negatively correlated with the portfolio, such that whenever the portfolio’s value increases, the 


security in question declines proportionally in value (and vice-versa).  A correlation coefficient 


of +1.0 indicates a security that is perfectly positively correlated with the portfolio, such that 


whenever the portfolio’s value increases, the security in question also increases proportionally in 


value (and vice-versa).  A correlation coefficient of 0.0 means there is no statistical relationship 


between the portfolio’s return and the return of the security in question. 


17. For each of the ten sectors, we created a value-weighted stock price index for 


stocks in that sector and another value-weighted index of all stocks in the other nine sectors, and 


calculated the correlation between the returns of these two indices over the 1965-2014 period. 


Exhibit A shows the correlations between each sector and the rest of the market.  Of the ten 


sectors, the energy sector has the lowest correlation with all other sectors, and therefore 


the largest potential diversification benefits relative to the other nine sectors.  Moreover, the 


sector with the second lowest correlation with other sectors is the utility sector, another sector 


that includes many likely fossil fuel divestment targets.  These results indicate the potential for 


substantial diversification costs associated with fossil fuel divestment. 


18. To further quantify these costs, we also undertook an analysis of the reduction in 


the average return an investor who divested from the energy sector would have received over the 


1965-2014 period, relative to the average return received by an investor who did not divest.  


Obviously, investors hold many different portfolios, and as discussed in the following section, 


                                                           
24. Burton G. Malkiel (2011) A Random Walk Down Wall Street: The Time-Tested Strategy for Successful 


Investing, W.W. Norton & Co., at p. 206. 
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there are numerous ways an investor could implement fossil fuel divestment.  It would be 


impossible to precisely quantify the value of diversification for every possible investor and every 


possible divestment strategy.  However, as a rough gauge of the overall magnitude of 


diversification costs, we estimated the reduction in returns to an investor who held the “market 


portfolio” – i.e., the average equity investor in the market.   


19. We also considered what is likely among the simplest and lowest compliance-cost 


strategies for divestment, namely excluding from the portfolio any stock of a company in the 


energy sector, as defined above.  It is possible (although far from certain) that a more fine-tuned 


divestment strategy that distinguished between different companies within this sector, or which 


also identified select companies from other sectors like the auto industry, could have lower 


diversification losses, but, as discussed in the following section, compliance costs for such a 


strategy would also be higher. 


20. Because returns on equities vary substantially over short periods of time, we 


analyzed the effect of divestiture over a very long historical period – as noted above, the fifty 


years from 1965 to 2014.  It is possible that the future benefits of diversification will be larger or 


smaller than past effects, and moreover, the impact of divestiture can vary substantially 


depending on whether an investor happens to make trades during a downswing or upswing in the 


market or energy sector.  Recent changes in global energy markets have exerted significant 


downward pressure on fossil fuel prices.  For example, the Brent Crude Oil Index declined by 


nearly 50 percent from June 2014 to December 2014.  As would be expected, these declines in 


underlying commodity prices have also been associated with declines in the share prices for 


many public companies engaged in the exploration and production of fossil fuels (the S&P 500 


Energy Index declined by approximately 15% from June 2014 to December 2014).  The fifty 







 


10 
  


year historical time period we examine as part of this analysis also captures other declines in 


crude oil markets including two where the price declined by 60 percent or more in a calendar 


year (1986 and 2008).  Regardless of recent events, there is no way to reliably predict future 


returns in advance, and therefore, the best guide to the potential effects of diversification – and 


the standard approach of financial scholars and analysts to such questions – is to examine long-


term averages. 


21. Appendix B describes our methodology, which is summarized briefly here.  We 


first constructed a value-weighted index of energy stock prices using the energy sector SIC 


codes, as discussed above.  Separately, we also constructed a single value-weighted index of all 


non-energy stock prices across the other nine sectors.  We then identified, based on the fifty year 


history for all of these stocks, the optimal portfolio ratio for the energy and non-energy indices 


that maximizes the overall average return, relative to the standard deviation – a standard measure 


of portfolio risk. 


22. This optimal portfolio experienced an average annualized excess return over the 


1965-2014 period of 6.5 percent, while the similarly-calculated return for the non-energy stock 


index was only 5.8 percent.  This indicates a gross reduction in return of 0.7 percent per year due 


to divestment.  However, this calculation is incomplete because it does not account for 


differences in risk between the two portfolios.  Indeed, the optimal portfolio’s standard deviation 


is higher, 16.2 percent, indicating greater volatility relative to the non-energy stock index’s 


standard deviation of 15.7 percent.   


23. Therefore, an investor who chose to divest would experience a lower return, but 


would also see the relative volatility of his portfolio decline.  However, there is no reason why 
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divestiture alone would change an investor’s attitude towards risk.  As such, to appropriately 


compare divested and non-divested portfolios, we risk-adjusted the optimal equity portfolio to 


make it comparable to the divested non-energy stock index portfolio.  Specifically, we allocated 


a share of the funds in the optimal portfolio including energy stocks to an essentially risk-free 


asset (a one-month U.S. Treasury bill), and adjusted this share to make the volatility of the 


optimal portfolio, measured by the standard deviation, equal to that of the non-energy stock 


index, which has a standard deviation of 15.7 percent. 


24. After this adjustment, the optimal portfolio that includes energy stocks earned an 


average annualized excess return of 6.3 percent.  While lower than the gross return calculated 


above, this is still substantially higher than the average return for the divested non-energy index 


portfolio, which is only 5.8 percent.  This indicates a diversification cost from divesting energy 


stocks of approximately 0.5 percent per year, holding constant the volatility of the portfolio.  


Exhibit B shows the value over time of $100 invested on January 1, 1965 in each of these two 


portfolios.  As of December 31, 2014, the $100 invested in the optimal risk-adjusted portfolio 


would have grown to about$14,600, whereas the $100 invested in the divested portfolio would 


have grown to only about$11,200, indicating a loss of 23 percent due to divestment.   


 
C. Compliance Costs 


25. Our discussion above assumed divestment of all energy stocks, and this would 


certainly be a simple divestiture strategy.  However, actual divestiture strategies are typically far 


more sophisticated, consistent with the complexity of identifying the environmental impact of 


individual companies.  For instance, the recent New York Times opinion article described above 


proposed that divestiture distinguish between fossil fuel companies: “[i]nvestment could be 
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contingent on a company’s agreeing to curtail its political spending, report on climate change or 


include environmental experts on its board.”25  The Rockefeller Brothers Fund stated that its 


process of divestment would involve developing a “detailed plan” over a multi-year period.26   


26. Investors seeking to pursue climate change sensitive investing would therefore 


most likely undertake a careful review to identify securities for divestiture, at a consequently 


substantial cost.  These costs would likely be ongoing as individual companies’ climate impacts 


evolve over time.  For example, American University said “divesting from these companies 


would require that AU investments be withdrawn from index funds and commingled funds in 


favor of more actively managed funds [and] estimated this withdrawal would cause manager fees 


to double.”27 


27. It is easy to point at large energy companies as simple targets for divestment, but 


many of these companies are also leaders in the production of non-fossil-fuel energy and the 


development of green energy technology, so even in these apparently simple cases, investors 


would presumably want to exercise nuanced judgment.  For instance, from 2000 – 2012, U.S. oil 


and natural gas companies invested approximately $11.4 billion in renewable sources of energy.  


This $11.4 billion contribution accounted for roughly 17 percent of the comparable total industry 


and federal government investment during this time period.28    


                                                           
25. Evan J. Mandery (2014) “The Missing Campus Climate Debate,” New York Times, November 2, 2014. 
26. Michael Calia (2014) “Rockefeller Fund Seeks to Shed Fossil-Fuel Investments; Family, Whose Fortune is 


from Oil Aims to Limit Bets on Coal, Tar Sands in its Fund,” Wall Street Journal, Sept. 22, 2014. 
27.  Jeffrey A. Sine, Chair, Board of Trustees (2014) “Memorandum  to American University Community,” 


November 21, 2014, http://www.american.edu/trustees/Announcement-November-21-2014.cfm. 
28.  Thomas Tanton.(2011) “Key Investments in Greenhouse Gas Mitigation Technologies from 2000 Through 


2012 by Energy Firms, Other Industry and the Federal Government,” T2 & Associates, at p. 9. 



http://www.american.edu/trustees/Announcement-November-21-2014.cfm
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28. Moreover, investors attempting to achieve environmental goals in their portfolio 


would also likely want to consider the appropriateness of other companies that produce products 


that are complements for fossil fuels, like automakers or construction companies, and companies 


that provide support and services for fossil fuel production, like banks that provide cash 


management and lines of credit.  Effectively identifying divestiture targets in these cases requires 


a fuller understanding of the activities of these firms and how those activities may affect 


environmental outcomes.   


29. Compliance costs associated with divestiture could, in principle, be reduced if 


recognized environmental experts could agree upon a unified set of target securities.  The cost of 


obtaining and maintaining this expert analysis could then be allocated across many investors.  


However, at least for now, the lists of companies proposed as targets by major divestment 


campaigns diverge widely.   


30. For instance, one of the most prominent divestment campaigns, Fossil Free, 


proposes investors divest from securities issued by companies on a list it calls the “Carbon 


Underground 200,” which “identifies the top 100 public coal companies globally and the top 


public oil and gas companies globally, ranked by the potential carbon emissions content of their 


reported reserves.”29  Another group with similar views, the Political Economic Research 


Institute, has developed its own list of major polluters, the “Greenhouse 100 Polluters Index,” 


which “identifies the top companies responsible for greenhouse gas emissions.”30  Exhibit C 


reports the top 10 U.S. companies on each of these two lists.  Despite the apparently sympathetic 


goals of these two lists of companies, there is no overlap among even the top 10 firms. 


                                                           
29. See: http://fossilfreeindexes.com/the-carbon-underground-2014/. 
30. See: http://www.peri.umass.edu/greenhouse100/.   



http://fossilfreeindexes.com/the-carbon-underground-2014/

http://www.peri.umass.edu/greenhouse100/
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31. Overall, among the 192 unique companies on the Carbon Underground 200, and 


the 88 unique companies on the Greenhouse 100 Polluters Index, only 11 companies appear on 


both lists.31  This comparison illustrates the complexities that investors will likely need to 


consider when choosing to divest, and the consequently higher costs they will incur in doing so.  


Principled compliance with a climate change sensitive divestment strategy requires investors to 


make thoughtful judgments regarding the securities in their portfolio, and these judgments are 


not straightforward or automatic.32   


32. Moreover, in addition to compliance costs associated with divestment, an investor 


would also presumably want to identify other acceptable securities for reinvestment. For 


instance, the fossil fuel divestment advocacy group Fossil Free proposes that, after divesting, 


investors should “focus a reinvestment strategy on renewable energy, energy efficiency, and 


climate mitigation and adaptation infrastructure.”33 However, there is again no simple expert 


consensus approach to doing so, and therefore, considerable efforts would be necessary to 


identify and support a given investment strategy.  In particular, existing mutual funds that do 


indicate environmental concerns as a key objective vary widely in their holdings. Exhibit D 


illustrates the 10 largest security holdings of the five largest such funds by market capitalization.  


Thirty-one of the forty unique securities listed in Exhibit D appear in the top 10 security holdings 
                                                           
31.  To determine unique companies and the overlap between the two lists, Capital IQ was used to determine 


the parent company associated with the entities on each list. 
32. For example, Trillium Asset Management, a supporter of the 350.org divestment campaign, offers clients 


several investment vehicles that hold equities in fossil fuel companies.  In particular, its Large Cap Core 
fund lists EOG Resources, which is also listed on the Carbon Underground 200, as one of its top 10 
holdings.  See: http://www.trilliuminvest.com/wp-content/uploads/2014/10/Trillium-Large-Cap-Core-Fact-
Sheet-Q3-2014.pdf.  Trillium states that “[a]n important piece of Trillium’s climate change strategy is to 
engage companies on climate change risks.”  See: http://www.trilliuminvest.com/wp-
content/uploads/2013/01/Trillium-Fossil-Fuel-Free-Investing.pdf.  However, they invest only in funds that 
meet certain “ESG” (environmental, social and governance) criteria.  In other words, even an organization 
that supports divestment acknowledges that some fossil fuel firms meet its standard for companies that are 
“protecting the environment” and “exhibiting best practices.” See http://www.trilliuminvest.com/approach-
to-sri/esg-integration/. 


33. See: http://gofossilfree.org/usa/your-roadmap-to-personal-divestment/.  



http://www.trilliuminvest.com/wp-content/uploads/2014/10/Trillium-Large-Cap-Core-Fact-Sheet-Q3-2014.pdf

http://www.trilliuminvest.com/wp-content/uploads/2014/10/Trillium-Large-Cap-Core-Fact-Sheet-Q3-2014.pdf

http://www.trilliuminvest.com/wp-content/uploads/2013/01/Trillium-Fossil-Fuel-Free-Investing.pdf

http://www.trilliuminvest.com/wp-content/uploads/2013/01/Trillium-Fossil-Fuel-Free-Investing.pdf

http://gofossilfree.org/usa/your-roadmap-to-personal-divestment/
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of only one of these funds.  This illustrates that additional costs will be incurred by investors in 


researching reinvestment opportunities. 


33. Even if a reliable definition of target divestment securities and appropriate 


replacement investments could be identified today, compliance costs are still likely to be 


substantial and ongoing for investors.  Over time, it is likely that the composition of portfolio 


companies’ investments will evolve and their holdings and activity related to fossil fuels will 


change.  Companies will drift between unacceptable and acceptable status according to various 


metrics, many of which are not reliably quantified and/or subjective in nature.  Moreover, new 


potential investments will arise, which must be continually analyzed relative to the desired 


environmental objectives.  


34. There are two ways for an investor to maintain ongoing portfolio compliance with 


divestment objectives.  One is for the investor to manage the portfolio, continuously monitoring 


the activities of the companies within the portfolio to identify divergence from environmental 


objectives and adjusting the portfolio correspondingly.  A second approach is to outsource this 


monitoring by holding a larger share of the portfolio in a mutual fund with “green” objectives; 


this essentially entrusts the mutual fund manager with the role of active management.  Either 


approach involves costs that are likely to be substantial for most investors.  


35. Financial literature has long associated active portfolio management, either 


individually or through a mutual fund manager, with a higher overall fee structure relative to 


passive strategies.  In his 2008 Presidential Address to the American Financial Association, 


Kenneth R. French summarized a range of evidence indicating that the cost of active portfolio 
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management is a reduction in the average annual return on a portfolio of 0.67 percent per year.34  


Over a 10-year horizon, an initial portfolio of $1,000,000 would experience an average of over 


$67,000 in losses due to the cost of active management.  


36. Dr. French’s estimate reflects the overall average costs to investors who actively 


manage their portfolios for a wide range of reasons besides environmental concerns, and I am not 


aware of any estimates in the literature that focus on the costs of active management exclusively 


for the purposes of achieving environmental goals.  Nevertheless, it is a broadly accepted 


principle of financial economics that active investing is costly and involves lower returns for 


most investors.35 


37. Even so, management fees for mutual funds with an environmental focus appear 


to be, on average, greater than those funds without such a focus.  Exhibit E-1 compares the 10 


largest “green” mutual funds proposed by The Forum for Sustainable and Responsible 


Investment (“US SIF”), a group that seeks to advance investment practices that consider 


environmental criteria, with a set of the largest overall mutual funds in the market by assets 


under management (as reported by Bloomberg, L.P.).36  On average, the US SIF green mutual 


funds reported an expense ratio of 0.95 percent of assets, approximately three times higher than 


                                                           
34. This estimate includes certain transaction costs, which I discussed earlier in this report. 


http://www.afajof.org/details/video/2870801/2008-Presidential-Address.html. 
35. For example, one prominent textbook states, “[p]roponents of the efficient market hypothesis often 


advocate passive as opposed to active investment strategies. The policy of passive investors is to buy and 
hold a broad-based market index. They expend resources neither on market research nor on frequent 
purchase and sale of stocks. Passive Strategies may be tailored to meet individual investor requirements.” 
Zvi Bodie, Alex Kane, and Alan Marcus (2014)  Investments, Tenth Edition, McGraw Hill/Irwin, at p. 380. 


36. US SIF is one of the resources that divestment advocacy group Fossil Free proposes that investors use to 
identify appropriate re-investment assets.  See: http://gofossilfree.org/usa/your-roadmap-to-personal-
divestment/.   



http://gofossilfree.org/usa/your-roadmap-to-personal-divestment/

http://gofossilfree.org/usa/your-roadmap-to-personal-divestment/
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the average expense ratio of the 10 largest mutual funds, which was reported at only 0.32 percent 


over the same period (see Exhibit E-2).37   


 
D. The overall cost of divestment is substantial. 


38. While each of the individual costs discussed above is meaningful in isolation, 


taken together these costs have the potential to substantially impair the future value of 


endowments and other investor funds.  For example, a 0.5 percent decrease in portfolio 


performance impact on the estimated $456 billion in university endowment assets would 


decrease annual growth by over $2 billion annually.38  An increase in compliance costs of 1 


percent on the estimated $23 billion of those endowments invested in energy stocks would 


further decrease annual growth by an additional $230 million.39  A reduction in wealth of this 


magnitude could have a substantial impact on the ability of universities to achieve their goals, 


such as the research, scholarships and services that universities are able to offer.  As noted by 


Harvard President Drew Faust,  


“Significantly constraining investment options risks significantly constraining 
investment returns. The endowment provides more than one-third of the funds we 
expend on University activities each year. Its strength and growth are crucial to 
our institutional ambitions — to the support we can offer students and faculty, to 
the intellectual opportunities we can provide, to the research we can advance.”40 


 


                                                           
37. These calculations are based on the most recent data provided by Morningstar. 
38.  See, “U.S. and Canadian Institutions Listed by Fiscal Year 2013 Endowment Market Value and Change in 


Endowment Market Value from FY 2012 to FY 2013,” Revised February 2014 
(http://www.nacubo.org/Documents/EndowmentFiles/2013NCSEEndowmentMarket%20ValuesRevisedFe
b142014.pdf). 


39. Id.,.and The 2013 Commonwealth Study of College Endowments. 
40. Drew Faust, Harvard University Office of the President (2013) “Fossil Fuel Divestment Statement,” 


October 3, 2013, http://www.harvard.edu/president/fossil-fuels.  



http://www.nacubo.org/Documents/EndowmentFiles/

http://www.harvard.edu/president/fossil-fuels
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III. Divestiture is unlikely to impact equity values of divested companies or achieve 
other goals. 


A. Divestiture is unlikely to impact equity values of divested companies. 


39. The ostensible purpose of divestment would be to place capital market pressure 


on certain companies to reduce or change business operations that activists believe may harm the 


environment or impact climate change.  However, basic and widely-accepted financial principles 


indicate that divestment is in fact highly unlikely to have any substantial effect on these 


companies. 


40. Financial analysts typically represent the price of a stock as the present value of 


the expected returns to the company’s investments.41  In highly liquid markets, a company’s 


stock price cannot diverge in any persistent, substantial way from this fundamental value, 


because otherwise, investors would have the opportunity to earn greater returns by buying or 


selling the stock, a process known as arbitrage.  As one textbook puts it, “[t]he idea that market 


prices will move to rule out arbitrage opportunities is perhaps the most fundamental concept in 


capital market theory.”42   


41. This relationship between a company’s stock price and its fundamental value in 


liquid markets means that divestment campaigns cannot materially affect stock prices and 


therefore cannot materially change a company’s incentives to undertake certain activities or other 


investors’ incentives to hold these companies in their portfolios.  As an example, suppose a 


particular company’s stock price is currently $100.  While individual investors can and do differ 


                                                           
41. Richard A. Brealey, Stewart C. Myers, and Franklin Allen (2014) Principles of Corporate Finance (11th 


ed.), McGraw-Hill Irwin, pp. 80-84. 
42. Zvi Bodie, Alex Kane, and Alan J. Marcus (2014) Investments, Tenth Edition, McGraw-Hill Irwin, at p. 


328.  See also Hal R. Varian (2014) Intermediate Microeconomics (9th ed.), W.W. Norton & Co., at p. 205 
(stating, “[a]s long as there are people around looking for ‘sure things’ we would expect that well-
functioning markets should quickly eliminate any opportunities for arbitrage.”) 
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in their beliefs about a company’s future profitability, the $100 price can be thought of as a 


market consensus view about the value of future profits and dividends for the company. 


42. An investor who wishes to divest his portfolio of this stock would offer it for sale 


and (putting aside the bid-ask spread) be able to sell the stock for approximately $100 per share, 


with no reduction in the stock price, because if the stock price did decline, say to $95, other 


investors would be able to earn $5 per share in arbitrage profits.  This would lead other investors 


to bid up the price back to $100.  This is the simple logic of arbitrage that implies that divestiture 


cannot materially reduce equity values.43 


43. As described above, institutions currently engaged in fossil fuel divestment are 


focused among the educational, philanthropic, and government sectors, and these institutions 


hold a very small share of stock in the targeted companies.  Even a substantially more 


widespread adoption of divestment policies by these types of institutions would therefore have 


little or no effect on share prices.  As noted above, for instance, available estimates indicate that 


college and university endowments have roughly $23 billion invested in energy and natural 


resources.  This is less than 1 percent of the more than $3.8 trillion in total current market 


capitalization of the 200 companies on the Carbon Underground 200.44 


 
B. Prior divestment campaigns have not impacted stock valuations.  


44. The conclusion that divestiture campaigns are unlikely to affect targeted 


companies is confirmed by the experience of prior campaigns.  During the 1980s, a major 


                                                           
43.  In theory, it could be possible for divestment to affect the price of a security that was highly illiquid,  
 because of the lack of arbitrageurs.  However, the stocks of most major companies targeted by divestment    
 campaigns are traded on exchanges and have liquid markets for their equity.   
44.  Total current market capitalization is calculated as of year-end (12/31/2014), sourced from available data 


on Bloomberg, L.P. 
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coordinated divestiture campaign targeted securities issued by companies with interests in South 


Africa, with the goal of supporting an end to Apartheid.  By 1986, over 100 colleges and 


universities had adopted some form of South African divestment, as had the pension funds of 


several states, including New Jersey and California, and major companies, including Lotus 


Development and Levi-Strauss.45  In addition to being widely adopted by many institutional 


investors, South African divestment is a far more narrowly-defined investment strategy with far 


less controversial goals than fossil fuel divestment.  Therefore, South African divestment would 


be more likely to succeed in affecting change at the targeted companies.  


45. Nevertheless, available evidence indicates that South African divestment had little 


or no impact on the stock prices of targeted companies.  A 1996 article used an event study 


methodology to investigate whether South Africa divestiture announcements by major 


institutional investors, including municipalities, states, and universities, impacted stock returns of 


firms that chose to maintain their presence in South Africa during the 1983-1989 period.46  The 


authors concluded that “[i]t appears that portfolio divestment announcements by major pension 


funds and endowment associations had no important impact on stock prices of firms doing 


business in South Africa.”47 


46. Another study examined the stock price reactions of firms with high levels of 


exposure in South Africa on 21 dates when pension funds announced policies of divestment.48  


                                                           
45. William H. Kaempfer, James A. Lehman, and Anton D. Lowenberg (1987) “Divestment, Investment 


Sanctions, and Disinvestment: An Evaluation of Anti-Apartheid Policy Instruments,” International 
Organization 41(3):457-73, at 460-461. 


46. Laurian Casson Lyttle and O. Maurice Joy (1996) “The Stock Market Impact of Social Pressure: The South 
African Divestment Case,” Quarterly Review of Economics and Finance, 36(4):507-527. 


47. Id., at 519. 
48. Siew Hong Teoh, Ivo Welch, and C. Paul Wazzan (1999) “The Effect of Socially Activist Investment 


Policies on the Financial Markets: Evidence from the South African Boycott,” Journal of Business 
72(1):35-89. 
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The authors found that these firms suffered no statistically significant effect on their stock prices 


on 16 of these 21 dates, experienced statistically significant and negative effects on three dates, 


and experienced statistically significant and positive effects on two dates.49  On the basis of this 


evidence, they concluded that the evidence “does not indicate that the pension fund divestment 


announcement significantly hurt firms with major South African operations.”  In summary, they 


stated, “the announcement of legislative or shareholder pressure had no discernible effect on the 


valuation of banks and corporations with South African operations or on the South African 


financial markets.”50 


47. Another study that included a broader range of divestment campaigns, including 


those related to South Africa as well as others, concluded that “[d]ivestitures do not seem to 


motivate change” at targeted companies and “divestiture announcements resulted in no 


significant market responses.”51 


48. Even if, contrary to financial economic theory and all the available evidence, a 


divestiture campaign could effect change in the activities of target companies by lowering their 


stock prices, divestment proponents should consider the harm this reduction in stock prices 


would cause.  For instance, ExxonMobil’s common stock is among the most widely-held equity 


issues in the world.  Its largest current shareholders are top investment managers and institutional 


                                                           
49. These results are based on the “Equal Weighted” model.  Other models presented by the author, including 


“Sales Weighted,” “Asset Weighted,” and “Employee Weighted” indicate even fewer dates with 
statistically significant and negative effects.  Id., at 64-67. 


50. Id., at 68, 79 and 83. 
51. Wallace N. Davison, III, Dan L. Worrell, & Abuzar El-Jelly (1995) “Influencing Managers to Change 


Unpopular Corporate Behavior Through Boycotts and Divestitures: A Stock Market Test,” Business & 
Society 34(2):171-196, at pp. 171 & 190. 
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investors, including CalPERS, the New York State Common Retirement System, and both the 


New York and California Teachers’ Retirement Systems.52  


49. In fact, according to a study published in October 2014, pension funds are the 


largest category of owners of U.S. oil and natural gas companies, holding approximately 28.9 


percent of all oil and natural gas company shares.53  With individual investors holding an 


additional 36.6 percent of all shares (including shares held in IRAs), the study’s analyses “show 


that middle-class households dominate the ownership of U.S. publicly-held oil and natural gas 


companies…[and] benefit from the industry’s strong returns.”54  This same study estimates that 


pension plans and IRAs hold approximately $909 billion in oil and natural gas company stock.  


If divestment proponents were successful in reducing the returns on these investments by 1 


percent each year, relative to what they would have been otherwise, retirees and other individual 


investors would lose more than $90 billion in value over the next 10 years.   


 
C. Divestiture is unlikely to change social views regarding environmental goals.  


50. The inability of divestment campaigns to directly affect company activity is 


understood, even by divestiture proponents.  For instance, the divestiture proponent organization 


Fossil Free readily admits that divestment “[is not] primarily an economic strategy, but a moral 


and political one.”  Fossil Free acknowledges that divestment is a tactic primarily intended to 


“spark[] a big discussion,” and “might not have an immediate impact on a fossil fuel 


company.”55  Similarly, leaders of Divest Harvard have stated that “[w]e do not expect 


                                                           
52.  As of 9/30/2014. Data from Thomson Financial. 
53.  Robert J. Shapiro & Nam D. Pham (2014) “Who Owns America’s Oil and Natural Gas Companies: A 2014 


Update,” Sonecon, at pp. 1-2. 
54.  Id,. at 2. 
55. See: http://gofossilfree.org/usa/frequently-asked-questions/.  



http://gofossilfree.org/usa/frequently-asked-questions/
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divestment to have a financial impact on fossil fuel companies … Divestment calls on citizens to 


build a powerful climate movement and pressure elected representatives to enact meaningful 


legislation.”56  


51. Obviously, climate change is one of the most controversial issues in public 


discourse today, and the range of opinions about it is very wide.  Even ignoring the broader 


range of opinions and focusing solely on the economic debate, a recent survey of the economic 


literature concluded there was “considerable uncertainty about the economic impact of climate 


change,” and “large estimated uncertainty about the social cost of carbon.”57  Of course, even if 


these debates could be resolved, there would still be vociferious debate about the appropriate role 


of governments and private actors in policymaking.  No matter where one stands on the science, 


economics, and policy of the climate change debate, there is no basis to believe that divestment 


will help resolve these issues or push the debate materially in any productive direction.  


52. Even for those strong believers in the need to address climate change, the 


divestiture proposition serves as more of a distraction than a contributor to public discourse 


designed to further real, meaningful solutions to the problem.  As one such strong proponent, the 


President of Harvard University, has recognized:   


“While I share their belief in the importance of addressing climate change, I do 
not believe, nor do my colleagues on the Corporation, that university divestment 
from the fossil fuel industry is warranted or wise…Because I am deeply 
concerned about climate change, I also feel compelled to ask whether a focus on 


                                                           
56. Chloe Maxmin, Hannah Borowsky and StudentNation (2014) “The Time to Divest: A Response to Harvard 


President Drew Faust,” The Nation, October 15, 2013. 
57. Richard S. J. Toll (2009) “The Economic Effects of Climate Change,” Journal of Economic Perspectives 


23(2):29-51, at pp37, & 42. 
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divestment does not in fact distract us from more effective measures, better 
aligned with our institutional capacities.”58 


53.  Indeed, fossil fuel divestment is not needed to “spark[] a big discussion” about 


climate change, or generate increased public interest in climate change policymaking.  The 


climate change debate is already a major part of the news and policy discussion in the United 


States and other countries.  During 2013, climate change was the most commonly covered 


environmental story on the major networks’ evening newscasts.59   


54. The debate regarding climate change is also highly prominent in major 


newspapers.  During 2014, 2,118 news articles in the five largest circulation newspapers in the 


United States referenced “climate change” or “global warming.”60  This is almost the same as the 


number of news articles in these papers that referenced “Ebola” (2,167 articles) and not much 


fewer than the number of news articles in these papers that referenced “Obamacare” or 


“Affordable Care Act” (2,727).  The climate change debate has been prominent in public 


discourse for more than two decades, while the Ebola outbreak and health insurance legislation 


stories are far more temporary news events.  Therefore, one would expect climate change stories 


to be less frequent; nevertheless, as these statistics show, climate change controversies are 


clearly not suffering from a lack of prominent news coverage, relative to other major news-


generating stories.   


 
 
D. Divestiture is unlikely to accomplish investment goals. 


                                                           
58. Drew Faust, Harvard University Office of the President (2013) “Fossil Fuel Divestment Statement,” 


October 3, 2013, http://www.harvard.edu/president/fossil-fuels. 
59. Tyndall Report Year in Review, 2013, http://tyndallreport.com/yearinreview2013/environment/.   
60. This study was performed using the Dow Jones / Factiva service, and covered the period December 31, 


2013 through December 22, 2014.  The newspapers included were: Wall Street Journal, New York Times, 
USA Today, Los Angeles Times, and New York Daily News. 



http://www.harvard.edu/president/fossil-fuels

http://tyndallreport.com/yearinreview2013/environment/
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55. Some proponents of divestment hold that fossil fuel company stocks are likely to 


suffer reductions in price over time, and therefore, that divestment is a successful investment 


strategy, regardless of its impact on environmental goals.  For instance, Fossil Free claims that 


“investing in clean energy, efficiency, and other sustainable technologies can be even more 


profitable than fossil fuels.”61 


56. As discussed above, this claim is demonstrably false over the past 50 years.  As 


we showed, over the 1965-2014 period, a portfolio including both an energy sector stock index 


and non-energy stocks experienced a 0.7 percent higher gross return, and a 0.5 percent higher 


risk-adjusted return, relative to a divested portfolio of only the non-energy stock index.   


57. Of course, everyone is entitled to their own opinion about the future course of 


security prices, and it is certainly possible that, over some period, stocks of fossil fuel companies 


will underperform other stocks.  But unless an investor has private information about these 


companies which is unavailable to other market participants (and I am not aware that any 


divestment proponents claim they do have such private information), there is no reason to 


assume that their current stock prices are “too high” or that they will inevitably decline.62 


58. While there is a long-running and wide-ranging debate among academics about 


whether securities markets are “efficient” in one form or another, there is nevertheless 


widespread agreement that simple rules like “sell fossil fuel stocks” are not recipes for making 


                                                           
61. http://gofossilfree.org/usa/frequently-asked-questions/.  
62.  This applies to the discussion among some divestment advocates of “stranded assets,” i.e., company assets 


that could become uneconomical to exploit at some point in the future due to changes in market prices or 
future regulations related to climate change.  Divestment advocates do not claim to have private 
information about these changes in prices or regulations that are not available to the investing public at 
large; therefore, current security prices already incorporate the market consensus view about stranded 
assets. 



http://gofossilfree.org/usa/frequently-asked-questions/
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money.  As one textbook puts it, “[t]he bulk of the evidence, however, suggests that any 


supposedly superior investment strategy should be taken with many grains of salt.  The market is 


competitive enough that only differentially superior information or insight will earn money; the 


easy pickings have been picked.”63 


 
IV. Conclusion 


59. The economic evidence demonstrates that fossil fuel divestment is a bad idea.  


The costs of divestment are clearly substantial.  Trading costs like commissions are incurred in 


virtually every securities transaction.  Costs associated with reductions in diversification are a 


bedrock principle of financial economics.  Ongoing compliance costs mean that every future 


securities transaction will need to be analyzed for its environmental impact.  These costs have 


real financial impacts on the returns generated by an investment portfolio, and therefore, real 


impacts on the ability of an educational institution to achieve its goals. 


60. By contrast, any benefits from fossil fuel divestment are likely to be non-existent.  


There is no basis to believe that divestment can affect the stock prices or business decisions of 


targeted firms.  Moreover, there is broad agreement among financial professionals and academics 


that simple investment rules like divestment from fossil fuel companies cannot generate superior 


returns.  Finally, divestment seems unlikely to affect the public debate or provide an effective 


tool even for those who strongly feel the need to address climate change.   


 


                                                           
63. Zvi Bodie, Alex Kane, and Alan J. Marcus (2014) Investments, Tenth Edition, McGraw-Hill Irwin, at p. 


380. 







Exhibit A: Correlation of Each Sector With Other Nine Sectors


Sector Correlation
1. Energy 0.6770
2. Utilities 0.7046
3. Healthcare 0.7744
4. Telecommunications 0.8138
5. Durables 0.8248
6. High-Technology 0.8259
7. Shops 0.8607
8. Non-Durables 0.8642
9. Other 0.9077


10. Manufacturing 0.9183


Source: CRSP.


Notes: For each sector, a value-weighted index of all stocks in that sector and a value 
weighted index of all stocks in the other nine sectors were created. The correlation between 
the excess returns of those two indices are shown in the Exhibit.
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Exhibit B: Optimal Risk-Adjusted Portfolio vs. Divested Portfolio 
1965-2014 


Optimal Risk-Adjusted Portfolio Divested PortfolioNotes:  
[1] The indices are value-weighted by market capitalization. 
[2] The Optimal Risk-Adjusted Portfolio is comprised of the energy index and 1-month Treasury bill, optimized by matching the standard deviation of the Divested 
Portfolio. 
[3] The Divested Portfolio is comprised of only the non-energy index. 
Sources: CRSP; Kenneth R. French.  


As of December 31, 2014 
Divested Portfolio: ~$11,200 
Optimized Portfolio: ~$14,600 
With the same amount of risk as the divested 
portfolio, the optimized portfolio added an 
additional $3,400 in return over 50 years. 







Exhibit C. Top 10 Coal and Oil & Natural Gas Companies


Carbon Underground 200 Greenhouse 100 Polluters Index
1. Peabody Energy American Electric Power
2. ExxonMobil Duke Energy
3. Arch Coal Southern Company
4. Alpha Natural Resources Berkshire Hathaway
5. Chevron Ameren
6. Cloud Peak Energy Luminant
7. ConocoPhillips FirstEnergy
8. Consol Energy AES
9. Nacco Industries Xcel Energy


10. Alliance Resource Partners Dominion Resources


Notes:


[2] All non-corporate entities have been removed.


Source: Carbon Underground 200; Bloomberg, L.P.; Political Economy Research Institute.


[1] The Carbon Underground 200 and Greenhouse 100 Polluters Index have been restricted to include 
only U.S. companies.







Exhibit D. Top 10 Holdings for Five Largest “Green” Mutual Funds


Parnassus Core Equity 
Fund


Calvert Equity Portfolio
TIAA-CREF Social Choice 


Equity Fund
Neuberger Berman 


Socially Responsive Fund
Pax World Balanced Fund


1. Allergan Inc. CVS Health Corp. Johnson & Johnson Texas Instruments Apple Inc.


2. Applied Materials Apple Inc. Berkshire Hathaway Inc. Newell Rubbermaid BlackRock Inc.


3. Motorola Solutions Gilead Sciences Inc. Procter & Gamble Co. American Express Co. UnitedHealth Group Inc.


4. Pentair PLC The Coca Cola Co. Verizon Communications Inc. Danaher Corp. Becton Dickinson & Co.


5. Procter & Gamble Co. Costco Wholesale Corp. International Business 
Machines Corp.


Progressive Corp. Microsoft Corp.


6. Iron Mountain Inc. Visa Inc. Intel Corp. Intercontinental Exchange 
Inc.


Morgan Stanley


7. Qualcomm Inc. Qualcomm Inc. Merck & Co Inc. TJX Cos. Merck & Co Inc.


8. Apple Inc. Lowe’s Companies Inc. Gilead Sciences Inc. Robert Half International Hess Corp.


9. Mondelez International Inc. Intercontinental Exchange 
Inc.


Google Inc. (Class A) U.S. Bancorp American Express Co.


10. CVS Health Corp. Wells Fargo & Company Google Inc. eBay Inc. Intel Corp.


Note:
[1] Companies in bold appear in multiple mutual funds.
[2] Treasury holdings have been excluded.
[3] TIAA-CREF and Pax holdings data are as of 9/30/2014, the remaining holdings data are as of 11/30/2014.
Sources: The Forum for Sustainable and Responsible Investment (http://charts.ussif.org/mfpc/); GoFossilFree.org (http://gofossilfree.org/usa/your-roadmap-to-
personal-divestment/); Parnassus (http://www.parnassus.com/parnassus-mutual-funds/core-equity/investor-shares/portfolio); Calvert 
(http://www.calvert.com/fundprofile.html?fund=919); TIAA-CREF (https://www.tiaa-cref.org/public/tcfpi/Investment/Profile?symbol=4530792); Neuberger 
Berman (http://www.nb.com/Pages/public/en-us/products/socially-responsive-fund.aspx); Pax 
(http://www.paxworld.com/system/storage/14/a0/3/773/fact_sheet_balancedfund.pdf).







Exhibit E-1. Associated Costs for 10 Largest Mutual Funds


Fund Expense Ratio
1. Vanguard Total Stock Market Index Fund 0.17%
2. Vanguard Institutional Index Fund 0.04%
3. Vanguard 500 Index Fund 0.17%
4. PIMCO Total Return Fund 0.46%
5. The Growth Fund of America 0.66%
6. Vanguard Prime Money Market Fund 0.14%
7. Vanguard Total International Stock Index Fund 0.22%
8. EuroPacific Growth Fund 0.84%
9. J.P. Morgan Prime Money Market Fund 0.23%


10. Fidelity Cash Reserves 0.28%


Average 0.32%


Notes:


[1]  The Bahana Liquid USD Fund was dropped because primary documents could not be located.


[2] “Expense Ratio” uses the most recent annual data from Morningstar.


Sources: Bloomberg, L.P.; Morningstar.







Exhibit E-2. Associated Costs for “Green” Mutual Funds


Fund Expense Ratio
1. Parnassus Core Equity Fund 0.87%
2. Calvert Equity Portfolio 1.11%
3. TIAA-CREF Social Choice Equity 0.35%
4. Neuberger Berman Socially Responsive Fund 1.12%
5. Pax World Balanced Fund 0.91%
6. Ariel Appreciation Fund 1.12%
7. Ariel Fund 1.03%
8. CRA Qualified Investment Fund 0.75%
9. Domini Social Equity Fund 1.02%


10. Calvert Balanced Portfolio 1.25%


Average 0.95%


Notes:


[2] “Expense Ratio” uses the most recent annual data from Morningstar.


Sources: The Forum for Sustainable and Responsible Investment; Morningstar.


[1] Where the Forum for Sustainable and Responsible Investment presents multiple investor classes of the same fund as having the 
same Assets Under Management, “Expense Ratio” is the average expense ratio across investor classes.
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APPENDIX A: KEY QUALIFICATIONS OF DANIEL R. FISCHEL 


 


1. I am President of Compass Lexecon, a consulting firm that specializes in the 


application of economics to a variety of legal and regulatory issues.  I am also the Lee and Brena 


Freeman Professor of Law and Business Emeritus at The University of Chicago Law School.  I 


have served previously as Dean of The University of Chicago Law School, Director of the Law 


and Economics Program at The University of Chicago, and as Professor of Law and Business at 


The University of Chicago Graduate School of Business, the Kellogg School of Management at 


Northwestern University, and the Northwestern University Law School.  


 2. Both my research and my teaching have concerned the economics of corporate 


law and financial markets.  I have published approximately fifty articles in leading legal and 


economics journals and am coauthor, with Judge Frank Easterbrook of the Seventh Circuit Court 


of Appeals, of the book The Economic Structure of Corporate Law (Harvard University Press, 


1991).  Courts of all levels, including the Supreme Court of the United States, have cited my 


articles as authoritative.  My curriculum vitae, which contains a list of my publications, is 


available on the Compass Lexecon website at http://www.compasslexecon.com/. 


 3. I have served as a consultant or adviser on economic issues to, among others, the 


United States Department of Justice, the United States Securities and Exchange Commission, the 


National Association of Securities Dealers, the New York Stock Exchange, the Chicago Board of 


Trade, the Chicago Mercantile Exchange, the New York Mercantile Exchange, the United States 


Department of Labor, the Federal Deposit Insurance Corporation, the Resolution Trust 


Corporation, the Federal Housing Finance Agency, and the Federal Trade Commission. 
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4. I am a member of the American Economic Association and the American Finance 


Association.  I am also a member of the Board of Governors of the Becker Friedman Institute at 


the University of Chicago and an Advisor to the Corporate Governance Project at Harvard 


University.  I am also a former member of the Board of Directors of the Center for the Study of 


the Economy and the State at The University of Chicago, and former Chairman of the American 


Association of Law Schools’ Section on Law and Economics.  I have testified as an expert 


witness in multiple proceedings in federal and state courts across the country. 
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APPENDIX B: MEAN-VARIANCE ANALYSIS OF ENERGY STOCK DIVESTMENT 


 


1. We make use of a common analytical framework used by financial analysts 


known as Mean-Variance Analysis.1  We will show that by adding energy stocks to a market 


portfolio that is divested from the energy sector, one can achieve a substantially higher return 


over the 1965-2014 period without increasing the variance of the portfolio.   


2. Mean-Variance Analysis reflects a typical investor’s desire to build a portfolio 


that has high and stable returns, recognizing that there is a tradeoff between those two goals.  


Some investors are willing to accept a higher level of period-to-period volatility in returns, while 


others are not. The basic principle of Mean-Variance Analysis is that, for any given level of 


period-to-period volatility in portfolio return, an investor should choose the portfolio that 


maximizes average excess returns (relative to a “risk-free” asset, like U.S. Treasury bills).  For 


example, if an investor is willing to accept a level of volatility in his portfolio such that the 


standard deviation in excess returns over time is 2 percent, then a portfolio with that 2 percent 


volatility measure and an average excess return of 3 percent is suboptimal if another portfolio 


with the same standard deviation but an average excess return of 4 percent exists.   


3. Investors can achieve the maximum average return for a given volatility level by 


maximizing the “Sharpe Ratio” of the portfolio of risky assets, i.e., excluding any risk-free 


assets.2  The Sharpe Ratio is defined as: 


 


Sharpe Ratio = 𝑀𝑀𝑀𝑀(𝐸𝐸𝐸𝑀𝐸𝐸 𝑅𝑀𝑅𝑅𝑅𝑀𝐸)
𝑆𝑅𝑀𝑀𝑆𝑀𝑅𝑆 𝐷𝑀𝐷𝐷𝑀𝑅𝐷𝐷𝑀(𝐸𝐸𝐸𝑀𝐸𝐸 𝑅𝑀𝑅𝑅𝑅𝑀𝐸)


, 


                                                           
1. See: Zvi Bodie, Alex Kane, and Alan J. Marcus (2014) Investments, Tenth Edition, McGraw-Hill Irwin, at 


p. 208. 
2. Id., at pp. 134. 
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where excess returns is the calculated return of the portfolio relative to the return of the risk-free 


asset.   


4. After selecting stocks to maximize the Sharpe Ratio, the investor can then add 


risk-free assets like U.S. Treasury bills to the portfolio to reduce its volatility as desired without 


reducing the Sharpe Ratio of the portfolio.  In this way, the investor can achieve the highest 


expected return of the portfolio for a given level of volatility. 


5. To estimate the diversification cost associated with restricting energy stocks from 


the portfolio, we constructed a value-weighted energy stock index from the CRSP database, as 


discussed in the text.  Separately, we also constructed a single value-weighted index of all non-


energy stocks in the other nine sectors.  The means and standard deviations of the two indices 


over the 1965-2014 period are reported below in Table 1. 


 


 


 


 


 


 


 


 


 


 


Excess Returns Non-Energy Index Energy Index
Mean 5.77% 7.44%
Standard Deviation 15.71% 20.25%
Sharpe Ratio 0.3674 0.3674


Sources: CRSP; Kenneth R. French.


Notes: “Energy” refers to the value-weighted index of all 
stocks in the Energy Sector. “Non-Energy” refers to the 
value-weighted index of all stocks not included in the 
Energy Sector.


Table 1: Properties of Energy and Non-
Energy Indices
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6. As can be seen in the Table, the Energy Index has higher average returns, but also 


a higher standard deviation, indicating greater volatility.  Regardless of whether an investor is 


willing to take on greater volatility or not, including the Energy Index in the portfolio in at least 


some quantity generates diversification benefits because the Energy and Non-Energy indices are 


not perfectly correlated.  In particular, the correlation coefficient between the two indices is 


0.6770.To demonstrate this, we calculated the Sharpe Ratio for portfolios which combined the 


Energy Index and the Non-Energy Index with different weightings on each index.  The portfolio 


including both energy and non-energy stocks that maximizes the Sharpe Ratio contains an 


allocation of 56.3 percent to the Non-Energy Index and 43.7 percent to the Energy Index.  Table 


2 below compares the Non-Energy index (i.e., the divested portfolio) to the optimal portfolio 


including both indices.  


 


 


 


7. Consistent with our findings above regarding the Energy Index, the optimal 


portfolio including both indices has a higher average return, but also a higher standard deviation.  


We can now add a risk-free asset to the optimal portfolio including both indices until its 


volatility matches that of the divested portfolio.  The risk-free asset for this analysis is the one-


Excess Returns Optimal Risky Portfolio Divested Portfolio
Mean 6.50% 5.77%
Standard Deviation 16.20% 15.71%
Sharpe Ratio 0.4012 0.3674


Sources: CRSP; Kenneth R. French.


Table 2: Properties of the Optimal Risky Portfolio


Notes: Two value weighted indices were created: the first contains all 
energy stocks, and the second contains all non-energy stocks in CRSP.  
“Optimal Risky  Portfolio” refers to the combination of the value 
weighted indices that maximizes Sharpe Ratio, and “Divested 
Portfolio” refers to the portfolio that contains only non-energy stocks.
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month U.S. Treasury bill.  As discussed above, the Sharpe Ratio of the portfolio is not affected 


by the addition of a risk-free asset.  Specifically, by moving 3.04 percent of the combined energy 


and non-energy portfolio to the risk-free asset, the volatility of the portfolio can be made to 


match the volatility of the divested portfolio, with a standard deviation of 15.71 percent.   


8. As shown in Table 3, despite having the same volatility as the divested portfolio, 


the portfolio that includes energy stocks earned an average return of 6.30 percent, whereas the 


divested portfolio earned an average return of only 5.77 percent.  The difference between these 


two mean returns, 0.53 percent, is a measure of the portfolio diversification cost of divesting 


from energy stocks, holding portfolio volatility constant.   


 


 


 


 


 


 


 


 


 


 


 


9. While the above optimization shows that there is an allocation to energy stocks 


that improves portfolio performance, it should also be noted that the value weighted index 


created from all stocks in CRSP with an SIC code, i.e. the “market index,” has a higher Sharpe 


Excess Returns Optimal Risk-Adjusted Portfolio Divested Portfolio
Mean 6.30% 5.77%
Standard Deviation 15.71% 15.71%
Sharpe Ratio 0.4012 0.3674


Sources: CRSP; Kenneth R. French.


Notes: Two value weighted indices were created: the first contains all energy 
stocks, and the second contains all non-energy stocks in CRSP. “Optimal Risk-
Adjusted Portfolio” refers to the combination of the value weighted indices 
and the risk free asset that maximizes Sharpe Ratio and matches the standard 
deviation of the Divested Portfolio, and “Divested Portfolio” refers to the 
portfolio that contains only non-energy stocks. The risk free return is the daily 
return of the treasury bills.


Table 3: Properties of the Optimal Risk-Adjusted Portfolio
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Ratio than the divested index considered above.  Therefore, the market index will also provide a 


larger risk-adjusted return than the divested index.  These results are reported in Table 4. 


 


 


 Excess Returns Non-Energy Index Market Index
Mean 5.77% 5.86%
Standard Deviation 15.71% 15.70%
Sharpe Ratio 0.3674 0.3732


Sources: CRSP; Kenneth R. French.


Notes: “Non-Energy” refers to the value-weighted index of all 
stocks not included in the Energy Sector.  “Market” refers to 
the value-weighted index  of all stocks in the CRSP database 
that were assigned an SIC code.


Table 4: Properties of Energy and Non-Energy 
Indices
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I. INTRODUCTION 


 


A. Background 


 


Fossil fuel divestment refers to the sale of assets, such as stocks and bonds, associated 


with companies whose activities related to fossil-fuel extraction and/or distribution are claimed 


to contribute to climate change.  Advocacy in support of fossil fuel divestment came to public 


prominence with environmental activist Bill McKibben’s 2012 article in Rolling Stone,
1
 and has 


grown modestly since then.  McKibben’s campaign recently announced that more than 500 


institutions, representing $3.4 trillion in total assets under management, have committed to some 


form of divestment.
2
  The amount of assets actually divested to date appears to be relatively 


small, though, in part because many institutions that have announced adherence to divestment 


goals apparently owned few fossil fuel-related assets to begin with.
3
  Advocates argue that, by 


divesting, investors can “take the fossil fuel industry to task for its culpability in the climate 


crisis” and “help break the hold that the fossil fuel industry has on our economy and our 


governments.”
4
 


 


Colleges and universities, religious institutions, and public pension funds are frequently 


the focus of divestment activists’ efforts, and appear to constitute a sizeable share of the 


institutions that have divested to date.  However, a number of prominent institutions have 


considered, but rejected, divestment as well.  In particular a number of prominent universities, 


including the University of Michigan,
5
 Columbia University,


6
 Cornell University,


7
 Vassar 


                                                            
1. Bill McKibben (2012) “Global Warming’s Terrifying New Math,” Rolling Stone, July 19.  


2. Melanie Mattauch (2015) “In the space of just 10 weeks …”, gofossilfree.org blog post, December 2, 


http://gofossilfree.org/in-the-space-of-just-10-weeks/ [accessed March 8, 2016]. 


3. Michael McDonald (2015) “College Divestment Pledges Are Mostly Empty Gestures,” BloombergBusiness, 


June 23, http://www.bloomberg.com/news/articles/2015-06-23/for-all-their-talk-colleges-divest-little-after-


climate-protest [accessed March 21, 2016] (“Oxford University, calling itself ‘a world leader in the battle 


against climate change,’ said in May it would avoid direct investments in coal and oil-sands companies in its 


$2.6 billion endowment.  The British university, in fact, held none, it said.  Syracuse University similarly 


announced it would divest from fossil fuels only to say it had no direct holdings.”).  See also Michael 


McDonald (2015) “Georgetown Joins Stanford in Divesting Its Endowment from Coal,” BloombergBusiness, 


June 4, http://www.bloomberg.com/news/articles/2015-06-04/georgetown-joins-stanford-in-divesting-its-


endowment-from-coal [accessed March 21, 2016] (“Georgetown University will no longer make direct 


investments in coal companies, joining Stanford and other schools that have targeted the industry because of its 


contribution to climate change…Georgetown is still evaluating its portfolio, according to spokeswoman Rachel 


Pugh. She said ‘an insubstantial amount’ of the endowment is invested in companies whose principal business 


is coal mining.”). 


4. http://gofossilfree.org/what-is-fossil-fuel-divestment/ [accessed March 8, 2016]. 


5. University of Michigan Office of the President (2015), “Addressing Climate Change as a Powerful 


Community,” http://president.umich.edu/news-communications/on-the-agenda/addressing-climate-change-as-a-


powerful-community/ [accessed March 8, 2016]. 


6. Columbia University, “Response of the ACSRI to the CDCJ Proposal of October 2015,” November 17, 2015, 


http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-


%20Final%2011.19.15.pdf [accessed March 8, 2016]. 


7. Susan Kelley (2016) “Trustees approve new standard and process for divestment consideration,” Cornell 


Chronicle, February 2, http://news.cornell.edu/stories/2016/02/trustees-approve-new-standard-consider-


divestment [accessed March 8, 2016]. 



http://gofossilfree.org/in-the-space-of-just-10-weeks/

http://www.bloomberg.com/news/articles/2015-06-23/for-all-their-talk-colleges-divest-little-after-climate-protest

http://www.bloomberg.com/news/articles/2015-06-23/for-all-their-talk-colleges-divest-little-after-climate-protest

http://www.bloomberg.com/news/articles/2015-06-04/georgetown-joins-stanford-in-divesting-its-endowment-from-coal

http://www.bloomberg.com/news/articles/2015-06-04/georgetown-joins-stanford-in-divesting-its-endowment-from-coal

http://gofossilfree.org/what-is-fossil-fuel-divestment/

http://president.umich.edu/news-communications/on-the-agenda/addressing-climate-change-as-a-powerful-community/

http://president.umich.edu/news-communications/on-the-agenda/addressing-climate-change-as-a-powerful-community/

http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-%20Final%2011.19.15.pdf

http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-%20Final%2011.19.15.pdf

http://news.cornell.edu/stories/2016/02/trustees-approve-new-standard-consider-divestment

http://news.cornell.edu/stories/2016/02/trustees-approve-new-standard-consider-divestment
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College,
8
 and the University of British Columbia,


9
 have recently rejected broad-based fossil fuel 


divestment for their endowment funds.  Other major universities, including Harvard University,
10


 


Brown University,
11


 and Yale University
12


 had previously rejected calls for divestment, while 


Stanford University
13


 and Georgetown University
14


 have indicated a desire to divest from coal-


related assets, but explicitly not those in the oil and gas sector.  In some cases universities that 


chose to divest assets on the basis of other concerns, such as human rights in Sudan, have 


nevertheless elected to not divest in the case of fossil fuels.
15


 


 


A small but growing body of literature on fossil fuel divestment, which I summarize in 


Appendix A, has focused primarily on the question of whether a divested portfolio could 


potentially produce lower risk-adjusted returns to investors over time.  By contrast, in this paper, 


I focus entirely on the “frictional” costs associated with fossil fuel divestment, including 


transaction costs associated with trading securities and ongoing portfolio monitoring costs.  


While some divestment advocates have argued that divested portfolios may suffer only minimal 


or no losses in future returns, the existence and impact of frictional costs of the type I describe in 


this paper cannot be meaningfully disputed.  That is, costs of this type will be incurred in 


virtually every case where an investor divests a material amount of fossil fuel assets, irrespective 


of the market performance of the underlying assets in question.   


 


My goal in this paper is not to provide commentary or analysis related to the potential 


environmental benefits of a broad societal shift from fossil fuels, as this important issue has been 


extensively discussed elsewhere.  Rather, my goal is to shed light on the existence of lesser-


known frictional costs of divestment – many of which are often excluded from broader 


                                                            
8. President Catherine Hill (2016) “Shareholder role crucial in climate reform,” The Miscellany News 


[Poughkeepsie, NY], February 17, http://miscellanynews.org/2016/02/17/opinions/shareholder-role-crucial-in-


climate-reform/ [accessed March 8, 2016]. 


9. “UBC board of governors votes against divestment from fossil fuel industry,” The Vancouver Sun, February 15, 


2016, 


http://www.vancouversun.com/technology/board+governors+votes+against+divestment+from+fossil+fuel+indu


stry/11720467/story.html?__lsa=75e2-7b45 [accessed March 8, 2016]. 


10. Harvard University Office of the President (2013) “Fossil Fuel Divestment Statement,” October 3, 


http://www.harvard.edu/president/news/2013/fossil-fuel-divestment-statement [accessed March 8, 2016]. 


11. Brown University Office of the President (2013) “10-27-2013: Coal Divestment Update,” 


https://www.brown.edu/about/administration/president/2013-10-27-coal-divestment-update [accessed March 8, 


2016]. 


12. Yale University (2014) “Statement of the Yale Corporation Committee on Investor Responsibility,” 


http://acir.yale.edu/pdf%20and%20hyperlinks/CCIR%20Statement%20(2014).pdf [accessed March 8, 2016]. 


13. Michael Wines (2014) “Stanford to Purge $18 Billion Endowment of Coal Stock,” New York Times, May 6, 


http://www.nytimes.com/2014/05/07/education/stanford-to-purge-18-billion-endowment-of-coal-stock.html 


[accessed March 21, 2016]. 


14. Michael McDonald (2015) “Georgetown Joins Stanford in Divesting Its Endowment from Coal,” 


BloombergBusiness, June 4, http://www.bloomberg.com/news/articles/2015-06-04/georgetown-joins-stanford-


in-divesting-its-endowment-from-coal [accessed March 21, 2016]. 


15. Susan Kelley (2016) “Trustees approve new standard and process for divestment consideration,” Cornell 


Chronicle, February 2, http://news.cornell.edu/stories/2016/02/trustees-approve-new-standard-consider-


divestment [accessed March 8, 2016]; Columbia University, “Response of the ACSRI to the CDCJ Proposal of 


October 2015,” November 17, 2015, 


http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-


%20Final%2011.19.15.pdf [accessed March 8, 2016]. 



http://miscellanynews.org/2016/02/17/opinions/shareholder-role-crucial-in-climate-reform/

http://miscellanynews.org/2016/02/17/opinions/shareholder-role-crucial-in-climate-reform/

http://www.vancouversun.com/technology/board+governors+votes+against+divestment+from+fossil+fuel+industry/11720467/story.html?__lsa=75e2-7b45

http://www.vancouversun.com/technology/board+governors+votes+against+divestment+from+fossil+fuel+industry/11720467/story.html?__lsa=75e2-7b45

http://www.harvard.edu/president/news/2013/fossil-fuel-divestment-statement

https://www.brown.edu/about/administration/president/2013-10-27-coal-divestment-update

http://acir.yale.edu/pdf%20and%20hyperlinks/CCIR%20Statement%20(2014).pdf

http://www.nytimes.com/2014/05/07/education/stanford-to-purge-18-billion-endowment-of-coal-stock.html

http://www.bloomberg.com/news/articles/2015-06-04/georgetown-joins-stanford-in-divesting-its-endowment-from-coal

http://www.bloomberg.com/news/articles/2015-06-04/georgetown-joins-stanford-in-divesting-its-endowment-from-coal

http://news.cornell.edu/stories/2016/02/trustees-approve-new-standard-consider-divestment

http://news.cornell.edu/stories/2016/02/trustees-approve-new-standard-consider-divestment

http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-%20Final%2011.19.15.pdf

http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-%20Final%2011.19.15.pdf
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discussions about the merits of divestment policy – and to provide reasonable estimates of their 


magnitude, so that divestment decisions can be evaluated by trustees, administrators, students 


and interested stakeholders with the most complete information possible.  


 


 


B. Summary of Conclusions 


 


A brief summary of the key points made in the remainder of this report is as follows: 


 


 Many investors, including university endowments, hold assets in structures such as 


mutual funds, commingled funds, and private equity funds that themselves house a 


variety of investments.  Divestment by a fund investor of the fossil fuel assets owned 


by a fund generally requires sale of the entirety of the fund.  For this reason, the 


magnitude of assets that would need to be sold and replaced to achieve fossil fuel 


divestment is generally larger than the fossil fuel assets themselves. 


 


 Because university endowments are perpetual institutions that make long-term 


investments, they tend to have disproportionately large holdings in relatively illiquid 


assets. 


 


 As a consequence of these facts, transaction costs associated with divesting and 


replacing existing fossil fuel assets in university endowments are likely to be 


substantial.  Focusing on a sample of 30 universities, including large, medium-sized, 


and small endowments, conservative estimates of these transaction costs range 


between 60 basis points and 269 basis points for large endowments, between 25 basis 


points and 180 basis points for medium endowments, and between nine basis points 


and 124 basis points for small endowments.   


 


 Fossil fuel divestment advocates are not unanimous with respect to identifying which 


assets should be divested, and there is no objective scorecard of which I am aware to 


determine this question.  Further, as company policies and technologies evolve, the 


individual investments that comprise an appropriately divested portfolio will likely 


change.  As a consequence, investment managers would need to undertake ongoing 


research and management costs to maintain compliance with divestment goals.  This 


introduces a costly element of active management into endowment portfolios. 


 


 While some universities may take on this element of active management internally, 


others will elect to outsource this function to specialized environmental fund 


managers with appropriate expertise in these issues.  A conservative estimate, derived 


from the difference between expenses charged by mutual funds with an explicit 


environmental focus and those without such a focus, indicates ongoing annual 


frictional costs of between approximately eight basis points and 52 basis points for 


large endowments, and similar or larger annual costs for medium and smaller 


endowments.   


 


 Combining estimates of transaction costs and ongoing compliance costs, I estimate 


that endowments would lose between approximately two and 12 percent of value due 
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to these frictional costs of divestment over a 20-year period.  For a typical large 


endowment growing at a historically reasonable rate, this would translate into a loss 


in value of between $1.4 billion and $7.4 billion by the end of the 20-year period.  


The equivalent range for medium endowments is between $52 million and $298 


million, and the equivalent range for small endowments is between $17 million and 


$89 million.  These frictional costs are in addition to any reduction in investment 


returns that divestment may impose due to foregone diversification benefits, as 


discussed in prior literature.  


 


 While the actual frictional costs of divestment will vary depending on the precise 


holdings of the investor and the particular divestment strategy undertaken, it cannot 


be meaningfully disputed that frictional costs of the nature discussed in this paper will 


occur.  These frictional costs of divestment are large enough to impose substantial 


costs on institutions that decide to divest.    


 


 


C. The finance literature recognizes the importance of frictional costs, and 


some universities have rejected divestment at least in part on this basis. 


 


The finance literature recognizes the importance of frictional costs when evaluating total 


returns as well as the choice of investment strategies.  Some strategies that appear attractive may 


be suboptimal once frictional costs are taken into account.  For instance, Damadoran (2012) 


states, “Some investment schemes are more expensive than others because of transaction costs – 


execution fees, bid-ask spreads, and price impact.  A complete test will take these into account 


before it passes judgment on the strategy.”
16


  Pederson (2015) states, “Whereas a high-turnover 


trading rule (i.e., a rule that implies frequent and/or large trades) may be the best on paper, 


without taking transaction costs into account, it may be a poor trading strategy in practice.  Said 


differently, even if returns are large gross of transaction costs, net returns may be poor.”
17


  Harris 


(2003) states, “On average, active managers cannot outperform the market.  Transaction costs 


and high management fees ensure that they underperform the market on average.”
18


  Indeed, 


even if (as some argue) the reduction in average rates of return from divestment is small, the 


frictional costs of divestment may nevertheless make a divestment strategy undesirable. 


 


A number of universities have already elected not to divest at least in part because they 


have concluded that these frictional costs would be high.  For instance: 


 


 Williams College: “The initial cost of divestment would be in liquidating the portfolio 


which, even done in an orderly fashion over the course of a year, would cost $75 


million or more … [T]he expected cost to Williams of divestment has nothing to do 


with projecting whether the particular class of targeted companies are themselves 


                                                            
16. Aswath Damodaran (2012) Investment Philosophies: Successful Strategies and the Investors Who Made Them 


Work, Second Edition, John Wiley & Sons, Inc., at p. 122. 


17. Lasse Heje Pedersen (2015) Efficiently Inefficient: How Smart Money Invests & Market Prices are Determined, 


Princeton University Press, at p. 64. 


18. Larry Harris (2003) Trading and Exchanges: Market Microstructure for Practitioners, Oxford University Press, 


at p. 492. 
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good or bad investments, and is entirely a result of the expected cost of fundamentally 


changing the college’s strategy for managing the endowment.”
19


 


 


 American University: “[D]ivesting from these companies would require that AU 


investments be withdrawn from index funds and commingled funds in favor of more 


actively managed funds,” and cited the results of an internal study indicating that 


“this withdrawal would cause manager fees to double.”
20


   


 


 Middlebury College: “At this time, too many of these questions either raise serious 


concerns or remain unanswered for the board to support divestment.  Given its 


fiduciary responsibilities, the board cannot look past the lack of proven alternative 


investment models, the difficulty and material cost of withdrawing from a complex 


portfolio of investments, and the uncertainties and risks that divestment would 


create.”
21


 


 


 Bates College: “To guarantee divestment from these 200 public companies, our 


investment advisers estimate that between a third and a half of the entire endowment 


would need to be liquidated and replaced with separately managed accounts.  Were 


we to guarantee a fossil fuel free endowment more broadly than the 200 companies, 


greater than half of the endowment would need to be liquidated.  In either scenario, 


the transition would result in significant transaction costs, a long-term decrease in the 


endowment’s performance, an increase in the endowment’s risk profile, and thus a 


loss in annual operating income for the college.  Such a reduction in resources would 


affect critical college priorities, including financial aid, faculty and staff salaries, and 


support for academic programs.  In short, divestment would potentially threaten core 


aspects of the college’s mission.”
22


 


 


 Swarthmore College: “If Swarthmore decided to divest, we would have to find 


replacements for all the commingled funds because an institution has no power to 


impose a constraint on a commingled fund.  Swarthmore’s commingled funds totaled 


$660 million at the end of the last fiscal year.  Divestment would incur a very large 


cost.  With divestment, an option would be to hire a firm (such as Aperio Group) to 


design customized index funds for the endowment.  This group could put together 


portfolios of stocks designed to match desired indexes but without using the divested 


companies.  The firm customizes this approach for an endowment’s specific 


                                                            
19. Williams College Office of the President (n.d.) “Statement by the Board of Trustees and President Adam F. 


Falk on the College’s Role in Addressing Climate Change,” http://president.williams.edu/trustees/statement-by-


the-board-of-trustees-and-president-adam-f-falk-on-the-colleges-role-in-addressing-climate-change/ [accessed 


March 21, 2016]. 


20. Jeffrey A. Sine (2014) “Memorandum: Fall 2014 Board of Trustees Meeting – Sustainability & Fossil Free 


Discussion and Decision,” November 21, http://www.american.edu/trustees/Announcement-November-21-


2014.cfm [accessed March 16, 2016]. 


21. Middlebury College (2013) “Middlebury College Statement on Divestment,” 


http://www.middlebury.edu/newsroom/archive/524638/node/459563 [accessed March 21, 2016]. 


22. Bates College Office of the President (2014) “President Clayton Spencer’s Statement on Climate Change and 


Divestment,” January 21, http://www.bates.edu/president/2014/01/21/statement-on-climate-change-and-


divestment/ [accessed March 21, 2016]. 



http://president.williams.edu/trustees/statement-by-the-board-of-trustees-and-president-adam-f-falk-on-the-colleges-role-in-addressing-climate-change/

http://president.williams.edu/trustees/statement-by-the-board-of-trustees-and-president-adam-f-falk-on-the-colleges-role-in-addressing-climate-change/

http://www.american.edu/trustees/Announcement-November-21-2014.cfm

http://www.american.edu/trustees/Announcement-November-21-2014.cfm

http://www.middlebury.edu/newsroom/archive/524638/node/459563

http://www.bates.edu/president/2014/01/21/statement-on-climate-change-and-divestment/

http://www.bates.edu/president/2014/01/21/statement-on-climate-change-and-divestment/
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constraints.  If Swarthmore were to follow this approach, it would forego the 1.7% to 


1.8% added return per year.  This would amount to lost earnings each and every year 


… [T]he loss the first year would be $11.2 million, but by five years it would be a 


cumulative $73.1 million, and by ten years it would be $203.8 million.  It would be 


even greater if all the affected portfolios of the endowment were invested in this 


way.”
23


 


 


 


D. The Asserted Benefits of Fossil Fuel Divestment Are Speculative. 


 


In this paper, I focus on certain costs associated with fossil fuel divestment.  Before 


introducing my analysis, it is worth briefly considering the potential benefits claimed for 


divestment.  It is beyond the scope of this paper to address the potential costs and benefits to 


society as a whole of a broad shift from the usage of fossil fuels to reliance on alternative sources 


of energy, as this crucial issue has been discussed extensively elsewhere.  Divestment activists 


appear to rely on the reasoning that divestment will spur such a shift away from reliance on fossil 


fuels.  However, there is little economic support for the claim that divestment of fossil fuel assets 


will have a material impact on the targeted companies in a way that would produce such a shift.  


Therefore, the claimed benefits of divestment appear to be, at best, speculative.   


 


Claims of benefits to investors from divestment fall into roughly three categories.  First, 


some activists claim that companies that allegedly contribute to climate change can be 


“punished” by reducing their stock price, thereby reducing their access to sources of capital or 


increasing their costs of raising capital.  However, as some divestment activists appear to 


appreciate, economic theory indicates that divestment is unlikely to accomplish this goal.
24


  


Further, to the extent that the goal is achieved, the cost may be borne primarily by those who 


divest, for the following reason.  Any securities sold by divesting endowments will be purchased 


by other investors.  In general, sales of large asset blocks occur at a discount to prevailing market 


prices.
25


  Some or all of the price discount is typically temporary, being reversed after the sale.  


Such temporary price impacts from divestment sales would provide transfers of wealth from 


divesting endowments to market liquidity providers who take the opposite side of the divestment 


sales.  These liquidity providers are often large banks, hedge funds, or specialized firms that 


engage in frequent trading.  There is little objective basis to conclude that divestment sales would 


have any permanent effect on the prices of the divested assets, since divestment per se contains 


                                                            
23. Andrew Karas (2013) “Swarthmore Pegs Cost of Divestment at $200 Million Over 10 Years,” Swarthmore 


College Daily Gazette, May 9, http://daily.swarthmore.edu/2013/05/09/college-pegs-cost-of-divestment-at-200-


million-over-10-years/ [accessed March 21, 2016]. 


24. See, e.g., Aram Ghoogasian (2015) “For College Students, Divestment Is a Means of Dissent,” New York Times, 


August 11 (“Though divestment may not always exert significant financial pressure, it can, at the very least, 


exert a good deal of social pressure on corporations and contribute to large-scale change.”).  See also the 


website of the Fossil Free organization (“While sale of stock might not have an immediate impact on a fossil 


fuel company, especially one as gigantic as Exxon, what it does do is start to sow uncertainty about the viability 


of the fossil fuel industry’s business model.”) http://gofossilfree.org/frequently-asked-questions/ [accessed 


March 21, 2016]. 


25.  The existence of price discounts for large block sales has been extensively documented.   For the original 


evidence, see Alan Krauss and Hans Stoll (1972) “Price Impacts of Block Trading on the New York Stock 


Exchange,” Journal of Finance, Vol. 27, p. 569-588.    



http://daily.swarthmore.edu/2013/05/09/college-pegs-cost-of-divestment-at-200-million-over-10-years/

http://daily.swarthmore.edu/2013/05/09/college-pegs-cost-of-divestment-at-200-million-over-10-years/

http://gofossilfree.org/frequently-asked-questions/
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no new information about the underlying fundamentals (e.g., firm profitability) that affect asset 


values.  Further, even if divestment sales did have a permanent effect on asset prices, divestment 


would have accumulative effects that would impose costs on divesting institutions.  The first 


institution to divest would suffer little loss from such permanent price impacts, but subsequent 


divesting parties would sell at lower and lower prices.   


 


A second argument some activists provide for divestment alleges that fossil fuel stocks 


are currently overpriced and are likely to underperform as investments in the future due to 


increased regulation or the likelihood that consumers will switch to alternative fuels.  Such 


claims are particularly prevalent at times when these stocks have recently performed poorly – 


even though price declines over the past several months actually appear to be associated with 


increased production of fossil fuels.
26


  In contrast, at times when these stocks have recently 


performed well, some activists have asserted that fossil fuel stocks are in a “bubble” that is 


bound to pop.
27


  Stock prices for the companies at issue may rise or fall in the future, and 


individual forecasts may or may not turn out to be correct.  However, at any point in time, stock 


prices reflect the interaction of buy orders and sell orders submitted by the full set of market 


participants, including both those optimistic and those pessimistic about the companies’ future 


prospects.  There is no objective basis to conclude that market participants as a whole have 


systematically over- or under-estimated the value of fossil fuel companies.  Neither is there a 


basis to assume that divestment campaigners have access to information related to the future 


performance of these companies that is otherwise unavailable to the market at large.  


 


Finally, some advocates also claim that divestment can “stigmatize” companies and raise 


awareness of their allegedly harmful activities, perhaps leading to the imposition of a more 


restrictive regulatory regime governing individual company activities, or on climate change 


issues writ large.  Exactly how this will occur is unclear, and divestment could generate political 


opposition rather than lead to desired regulatory action.  Moreover, studies of past divestment 


efforts, such as those directed at companies invested in Apartheid-era South Africa, consistently 


find that these divestment efforts had little or no effect.
28


  Because the alleged benefits of 


divestment in terms of the ability to spur shifts away from the reliance on fossil fuels are 


speculative, while the costs associated with divestment are tangible and significant in magnitude, 


many endowment managers may conclude that the costs of divestment exceed any likely gain.   


 


It may be the case that divestment is primarily a “bumper sticker” political statement, as 


opposed to a realistic attempt to affect meaningful change in patterns of energy production.   In 


                                                            
26. Recent declines in the prices of oil and gas would be expected to lead to declines in securities prices for 


companies that own or exploit oil and gas resources.  However, these recent declines do not appear to reflect the 


popping of a “bubble” or investors’ sudden appreciation of the future regulatory risks these companies face.  


Extant analyses tend to focus primarily on supply explanations, including the recent dramatic increase in U.S. 


production and the potential for increased production from Iran after the loosening of sanctions.  See, e.g., 


Clifford Kraus (2016) “Oil Prices: What’s Behind the Drop? Simple Economics,” New York Times, March 8, 


http://www.nytimes.com/interactive/2016/business/energy-environment/oil-prices.html [accessed March 21, 


2016]. 


27. Joshua Humphreys (2013) “Institutional Pathways to Fossil-Free Investing,” Tellus Institute, at p. 13. 


28. Fischel (2015), op. cit., at ¶¶ 44-49, summarizes the literature.  See also Ivo Welch (2014) “Why Divestment 


Fails,” New York Times, May 9, http://www.nytimes.com/2014/05/10/opinion/why-divestment-fails.html 


[accessed March 21, 2016]. 



http://www.nytimes.com/interactive/2016/business/energy-environment/oil-prices.html

http://www.nytimes.com/2014/05/10/opinion/why-divestment-fails.html
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support of this possibility, note that divestment advocates typically propose the sale of 


institutions’ current holdings of fossil fuel stocks.  They generally do not, as far as I have seen, 


advocate going further and short-selling these stocks.
29


  That is, they do not advocate borrowing 


the holdings of other institutions that have not yet adopted divestment goals, and selling those 


holdings for them.  To the extent that one believes that fossil fuel stocks are substantially 


overpriced, or that selling can generate capital market pressure or effective social stigma, it is 


unclear that it is optimal to stop once one has sold all one’s holdings.  That is, one could keep 


selling and gain additional perceived benefits.  By doing so, there would be no need to wait for 


other institutions to adopt divestment goals, as those currently committed to those goals could 


essentially sell their holdings for them.  The absence of proposals that institutions short sell the 


securities issued by fossil fuel companies is consistent with the reasoning that the main purpose 


of divestment is to make a political statement, albeit at a potentially high cost (as discussed here), 


rather than to effect meaningful changes.    


 


 


II. Transaction Costs of Divestment 


 


In this section, I focus on estimating the transaction costs of divestment that will be paid 


if fossil fuel assets are sold and other assets are purchased to replace them.  I first discuss the 


endowment holdings of a sample of 30 colleges and universities.  I then estimate how much of 


each class of assets held by these 30 institutions would need to be divested, and I review 


estimates from industry and academic literature as to the transaction costs typically associated 


with trading these classes of assets.  Combining this information, I estimate the total transaction 


costs that would be associated with fossil fuel divestment. 


 


Selling and buying assets, as fossil fuel divestment requires, involves transaction costs, 


which depend on the type of asset, the size of requisite trades, and the market institutions that 


facilitate trading.  Buying and selling stocks, for instance, typically requires payment of 


commissions and fees to brokers and exchanges.
30


  In addition, there are implicit transaction 


costs associated with buying and selling stocks and other assets, including the bid-ask spread and 


the price impact of trades.  The bid-ask spread refers to the difference between the lowest ask (or 


offer) price and the highest bid price in the market for a given security.  The bid-ask spread is an 


implicit payment to the market-maker or other liquidity supplier for providing liquidity and 


measures the implicit cost to an investor of executing a small trade.
31


  “Conventionally, half of 


the spread is taken to be the execution cost of either a purchase or a sale (a one-way trip).”
32


   


 


The term “price impact” refers to “the additional cost (over and above the spread) that a 


trader may incur to have a larger order executed quickly.  It is the higher price that must be paid 


                                                            
29.  In practice, some institutions might face restrictions on their abilities to enter short positions.    


30. In this paper, I focus primarily on college and universities, which are, in most cases, nonprofit entities.  For-


profit investors may also incur tax liability on the sale of assets that have appreciated, constituting another 


category of transaction costs. 


31.  The bid and ask quotes are each good for a specified quantity.  Larger quantities will typically be executed at 


prices inferior to the bid and ask quotes.   


32. Robert A. Schwartz and Reto Francioni (2004) Equity Markets in Action, John Wiley & Sons, Inc., at p. 66. 
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for a large purchase or the reduction in price that must be accepted for a large sale.”
33


  


Transaction costs for other types of investments, which are traded in markets that are typically 


less liquid than stocks markets, will generally be larger, as I discuss below. 


 


 


A. Endowment Holdings of a Sample of 30 Colleges and Universities 


 


For the purpose of illustrating the potential transaction costs of divestment, I selected a 


sample of 30 colleges and universities with varying endowment sizes, as reported in Exhibits A-


1, A-2, and A-3.  In particular, using the Chronicle of Higher Education’s most recent (fiscal 


year 2015) list of U.S. college and university endowments, I selected 10 “large” endowments, 10 


“medium” endowments, and 10 (relatively) “small” endowments.
34


  These are reported in 


Exhibits A-1, A-2, and A-3, and repeated below.   


 


Thirty U.S. Endowments 


Fiscal Year 2015 Endowment Size in $MM 


        Large Endowments   Medium Endowments   Small Endowments 


Harvard $36,449 


 


Univ. of Miami $887 


 


UC-Santa Barbara $266 


Yale $25,572 


 


Hamilton Coll. $856 


 


Bates Coll. $262 


Univ. of Texas $24,083 


 


Virginia Tech $818 


 


The Citadel $254 


Princeton $22,723 


 


Univ. of Houston $795 


 


Univ. of Idaho $240 


Stanford $22,223 


 


Lafayette Coll. $778 


 


Univ. of N. Dakota $231 


MIT $13,475 


 


Rochester Inst. Tech. $759 


 


Kalamazoo Coll. $220 


Texas A&M $10,477 


 


Colorado Coll. $720 


 


San Diego State $209 


Northwestern $10,193 


 


Drexel $668 


 


Florida Atlantic $205 


Univ. of Pennsylvania $10,134 


 


Fordham $666 


 


Univ. of Akron $198 


Univ. of Michigan $9,952   Auburn $642   Cal. Poly - SLO $195 


Source: The Chronicle of Higher Education. 


 


The large endowment sample contains the 10 largest in the country, ranging between 


$36.4 billion (Harvard University) and $10.0 billion (University of Michigan, Ann Arbor).   The 


medium endowments are all ranked between 100
th


 and 150
th


 largest in the country, ranging 


between $887 million (University of Miami) and $642 million (Auburn University).
35


  The small 


endowments are all ranked between 250
th


 and 302
nd


 in the country, ranging between $266 


                                                            
33. Ibid. 


34. “Sortable Table: College and University Endowments, 2014-15,” Chronicle of Higher Education, January 27, 


2016, http://chronicle.com/article/Sortable-Table-College-and/235074 [accessed March 24, 2016]. 


35. I generally attempted to collect holdings data on every fifth university in this range, i.e., the 100th, 105th, 110th, 


…, 145th from the Chronicle’s ranking.  In cases where public information on holdings was not available for a 


specified university, I selected the next largest university endowment.  For instance, if the university ranked 


120th by the Chronicle did not provide public data on its holdings, I replaced it with the university ranked 121st.   



http://chronicle.com/article/Sortable-Table-College-and/235074
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million (University of California, Santa Barbara) and $195 million (California Polytechnic State 


University, San Luis Obispo).
36


 


 


Endowments generally do not provide detailed holdings information publicly, but they 


often provide a breakdown of their investments by sector, i.e., the share of the endowment held 


in equities, fixed income, and so on.  Exhibits A-1, A-2, and A-3 summarize the endowment 


allocations by sector for the 30 universities in the sample.
37


  The exhibits also report the 


weighted average allocation by asset sector (weighted by the size of the endowments) for each 


size group of 10 universities.   


 


As demonstrated in Exhibits A-1, A-2, and A-3, across all three size categories, a 


relatively large share of sample university endowments is invested in non-traditional assets, 


which tend to be illiquid.   The “Alternative Equities” category includes limited partnerships in 


private equity, venture capital, or hedge funds.  The “Natural Resources” and “Other Real 


Assets” categories include ownership of natural resources, commodities, and real estate assets.  


For large endowments, these non-traditional categories constitute 61 percent of the total 


weighted average portfolio.  For small endowments, these categories constitute a smaller, but 


still substantial, 25 percent of the total weighted average portfolio.
38


   


 


The fact that university endowments invest in non-traditional and illiquid assets is 


unsurprising when one recognizes that university endowments operate essentially in perpetuity.  


Even compared with other institutional investors, universities tend to be very long-lived.  Indeed, 


some U.S. universities were founded more than two (or even three) centuries ago.  It is sensible 


for such long-run investors to take positions in assets that involve relatively long holding periods 


and relatively illiquid markets, since they recognize it is unlikely they will want to engage in 


short-run trading.   


 


As one academic study stated, “The central idea behind the endowment model is that 


liquidity should not be a primary concern for endowments.  Unlike individuals, institutional 


investors like universities have very long time horizons, and so liquidity, which comes at a high 


                                                            
36. Again, I attempted to collect holdings data on every fifth university in this range, i.e., the 250th, 255th, …, 295th 


from the Chronicle’s ranking, but used different universities when public holdings data were not available. 


37. In a few cases, imputations were made in order to report allocations on a consistent basis across universities.  


For instance, a few universities report only a total allocation to “Fixed Income and Cash.”  For these 


universities, I used the proportional allocation between the Fixed Income and Cash categories reported by other 


universities in the same size group to impute an allocation of “Fixed Income and Cash” into the two individual 


components.  Details on how investments were categorized and in which cases imputations were made can be 


found in Appendix B. 


38. These findings are consistent with those of the most recent NACUBO Commonfund Study of Endowments, 


which finds that endowments greater than $1 billion held, on average, 57 percent of their portfolios in 


“Alternative Strategies,” which combines what I refer to as “Alternative Equities” with “Natural Resources” 


and “Other Real Assets.”  (NACUBO does not provide a break-out among these categories.)  The NACUBO 


study also finds that investment in these Alternative Strategies declines, but remains significant, for smaller 


endowment funds.  NACUBO (2015) “Asset Allocations for U.S. College and University Endowments and 


Affiliated Foundations, Fiscal Year 2015,” 


http://www.nacubo.org/Documents/EndowmentFiles/2015_NCSE_Public_Tables_Asset_Allocations.pdf 


[accessed March 24, 2016]. 



http://www.nacubo.org/Documents/EndowmentFiles/2015_NCSE_Public_Tables_Asset_Allocations.pdf
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price in the form of lower returns, is not essential.”
39


  Yale University, which is widely 


considered one of the leaders in endowment management, has stated, “The Endowment’s long 


time horizon is well suited to exploit illiquid, less efficient markets such as venture capital, 


leveraged buyouts, oil and gas, timber, and real estate … Since market participants routinely 


overpay for liquidity and since less liquid markets exhibit more inefficiencies than their liquid 


counterparts, illiquid markets create opportunities for astute investors to identify mispricings and 


generate outsized returns.  Furthermore, operational, strategic, and company-building skills of 


control-oriented, illiquid asset managers can add tremendous value to portfolio holdings.  


Investors willing to accept less liquid alternatives enhance the opportunity to outperform the 


market. Intelligent pursuit of illiquidity is well suited to endowments, which operate with 


extremely long time horizons.”
40


  While it was sensible for University endowments to undertake 


these investments, their illiquidity increases the costs of divestment.    


 


 


B. Fossil Fuel Divestment Will Typically Require Sale of Non-Fossil Fuel 


Assets 


 


The fraction of a portfolio that an investor would need to sell in order to fulfill a 


divestment mandate depends upon both the amount of fossil fuel assets held and the nature of 


other investments in the portfolio.  As I will discuss in section III below, the act of simply 


identifying the relevant fossil fuel investments is itself a complicated task in many cases, and 


divestment advocates do not agree on which companies are acceptable and which are 


unacceptable in a “fossil free” portfolio.  However, regardless of how one chooses to identify 


assets that are unacceptably linked to fossil fuels, the actual share of the portfolio that must be 


sold will often encompass much more than these assets alone.   


 


The need to sell additional assets under a conventional divestment scenario arises because 


many investors hold substantial portions of their portfolio in funds of various types, including 


mutual funds, commingled funds, limited partnerships in private equity funds, and so on.  If a 


fund includes fossil fuel assets that must be divested, it is generally not possible for an investor 


to sell only selected parts of the fund.  The entire fund investment must be sold, creating 


“collateral damage” as those portions of the portfolio allocated to assets that have nothing to do 


with fossil fuels must also be sold.  For this reason, it may be the case that a large share of an 


investor’s assets must be sold in order to implement divestment of a small number of fossil fuel 


assets. 


 


For instance, as noted previously, Bates College, which has an endowment of $262 


million (among the small universities in my sample), has stated that it would need to liquidate 


“between a third and a half of the entire endowment” in order to divest.
41


  Swarthmore College, 


                                                            
39. Harvey S. Rosen and Alexander J.W. Sappington (2015) “What Do University Endowment Managers Worry 


About? An Analysis of Alternative Asset Investments and Background Income,” Griswold Center for Economic 


Policy Studies Working Paper No. 244, at p. 6. 


40. “The Yale Endowment: 2013,” at pp. 6-7. 


41. Bates College Office of the President (2014) “President Clayton Spencer’s Statement on Climate Change and 


Divestment,” January 21, http://www.bates.edu/president/2014/01/21/statement-on-climate-change-and-


divestment/ [accessed March 21, 2016]. 



http://www.bates.edu/president/2014/01/21/statement-on-climate-change-and-divestment/

http://www.bates.edu/president/2014/01/21/statement-on-climate-change-and-divestment/
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which has an endowment worth $1.8 billion (between the large and medium endowments in my 


sample) has stated that divestment would require it to sell $660 million in commingled funds, or 


36 percent of its total portfolio value.
42


  Even Harvard University, which has the largest 


endowment of any U.S. university, appears to holds substantial amounts of funds.  In its most 


recent 13-F filing with the Securities and Exchange Commission, Harvard disclosed more than 


$183 million in exchange-traded fund (“ETF”) holdings.
43


 


 


 


C. Estimating Shares of University Portfolios for Divestment 


 


Exhibits A-1, A-2, and A-3, described above, report the weighted average holdings of 


large, medium, and small university endowments across six major asset categories (plus “Other” 


assets).  For two of the categories, “Other Real Assets” and “Cash” (which includes cash 


equivalents), I assumed no assets would need to be divested.
44


  For each of the other four 


categories, I describe below three scenarios regarding the share of holdings that would need to be 


sold and replaced to comply with fossil fuel divestment goals.  These scenarios reflect estimates 


for a typical endowment; an individual endowment’s actual share of assets related to fossil fuels 


will depend on its specific holdings. 


 


 


1. Traditional Equities 


 


The energy industry’s share of the total market value of the S&P 500 was 6.4 percent as 


of March 2016.
45


  Therefore, if an investor had only individual stocks in his Traditional Equities 


holdings and held securities similar to those of the equity market as a whole, I expect that 


approximately 6.4 percent of these holdings would need to be sold and replaced in order to 


implement fossil fuel divestment.  I used this assumption as “Scenario 1” for divestment.   


 


As discussed above, endowments frequently hold Traditional Equities in mutual funds, 


commingled funds, and other funds, which creates “collateral damage” on other stocks that must 


be sold in order to rid the portfolio of fossil fuel stocks.  The actual holdings of such funds of 


course vary across universities.  I have already noted above the statements by Bates College and 


Swarthmore College indicating that between 36 percent and 50 percent of their total portfolios 


are held in funds.  Syracuse University, which is larger than all of the medium-size endowments 


                                                            
42. Andrew Karas (2013) “Swarthmore Pegs Cost of Divestment at $200 Million Over 10 Years,” Swarthmore 


College Daily Gazette, May 9, http://daily.swarthmore.edu/2013/05/09/college-pegs-cost-of-divestment-at-200-


million-over-10-years/ [accessed March 21, 2016]. 


43. Institutions are not required to report mutual fund holdings on form 13-F, so Harvard’s holdings of equity 


funds may be much larger than reported there.  Harvard’s ETF holdings included $69.4 million in Powershares ETF 


Trust II, $60.1 million in SPDR S&P 500 ETF, $25.3 million in iShares Core S&P500 ETF, $15.7 million in Market 


Vectors Indonesia ETF, $6.5 million in iShares iBoxx High Yield ETF, and $5.6 million in SPDR Russell 2000 


ETF, among a number of other smaller ETF investments.  Harvard Management Company Inc., “Form 13-F,” 


February 12, 2016. 


44. I also assume no divestment of assets in the “Other” category. 


45. The S&P 500 component energy companies focus on oil and gas, but of course, many of them also invest in 


alternative energy.  I have not attempted to distinguish S&P 500 energy companies by their relative investment 


in alternative energy. 



http://daily.swarthmore.edu/2013/05/09/college-pegs-cost-of-divestment-at-200-million-over-10-years/

http://daily.swarthmore.edu/2013/05/09/college-pegs-cost-of-divestment-at-200-million-over-10-years/
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in my sample, also appears to hold a large share of its equity holdings in funds.
46


  Among smaller 


endowments, the share may be even larger.  For instance, Kalamazoo College (endowment size 


$220 million) reports that mutual funds and pooled funds constitute 81 percent of its equity 


holdings and 98 percent of its fixed income holdings.
47


   


 


Unless they were specifically selected otherwise, most equity mutual funds include oil 


and gas company stocks, since these funds generally attempt to include a broad range of 


industries for diversification purposes.  (Of course, the weights applied to various industries by a 


given fund will vary depending on the objective of the fund.)
48


  Given this fact, along with the 


evidence above regarding Bates, Swarthmore, and Kalamazoo, I considered in my analysis two 


additional scenarios for divestment, in which the endowment would need to sell and replace 25 


percent (“Scenario 2”) or 50 percent (“Scenario 3”) of its Traditional Equities holdings in order 


to fully eliminate its fossil fuel holdings.  It may be that these scenarios are particularly relevant 


for smaller endowments, which would be expected to hold a larger share of their Traditional 


Equities assets in funds, but as the example of Swarthmore shows, even relatively large 


endowments can invest a substantial share of their portfolios in funds. 


 


 


2. Alternative Equities 


 


Private equity, venture capital, and hedge funds have traditionally been heavily invested 


in oil and gas concerns.  As a recent Wall Street Journal report indicated, “Private equity bet big 


on the oil patch over the past decade … Including the borrowed money they typically use to fund 


deals, private-equity firms’ energy-buying power stands at more than $300 billion.”
49


  Private 


equity industry analyst firm Preqin reports that 31 percent of funds reported current investment-


seeking activity in the energy industry, and, of the largest 50 private equity funds, 28 (i.e., 56 


percent) have oil and gas investments.
50


   


 


The Alternative Equities sector is almost entirely dominated by funds rather than direct, 


individual, investments.  Therefore, there will almost certainly be “collateral damage” from any 


divestment effort, as entire funds must be sold and replaced, not just individual fossil fuel assets.  


                                                            
46. When Syracuse University announced it was divesting from fossil fuel securities, divestment activists indicated, 


“Syracuse University did not have direct investments in fossil fuels.  On Tuesday, SU administration made this 


a formal prohibition.  However, they do have substantial investments in fossil fuels through external fund 


managers.”  “Divest SU responds to university limiting fossil fuel investments,” The Daily Orange, April 1, 


2015, http://dailyorange.com/2015/04/divest-su-responds-to-university-limiting-fossil-fuel-investments/ 


[accessed April 28, 2016].  Consistent with this conclusion, Syracuse University did not file a 13F form with the 


SEC, which would normally be required for an institution with at least $100 million in holdings of exchange-


traded securities. 


47. “Kalamazoo College Financial Report with Additional Information,” June 30, 2015, at p. 16. 


48. I examined the ten largest equity mutual funds as of March 2016 from Bloomberg and found that all ten had 


material energy industry weights, ranging between 1.49 percent and 9.73 percent.  The number of distinct 


energy stock holdings ranged between 11 and 279 for these ten funds. 


49. Ryan Dezember (2015) “Private-Equity Firms Plunge Back Into the Oil Patch,” Wall Street Journal, September 


3. 


50. Preqin Blog (2015) “Industrial Sector the Most Targeted by Private Equity Buyout Funds,” November, 


https://www.preqin.com/blog/0/12984/buyout-industry-preferences [accessed March 21, 2016].  Note that the 


31 percent figure for the energy sector in these data excludes “Cleantech” / green energy. 



http://dailyorange.com/2015/04/divest-su-responds-to-university-limiting-fossil-fuel-investments/

https://www.preqin.com/blog/0/12984/buyout-industry-preferences
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Of course, an investor may choose not to divest a position in Alternative Equities for this reason, 


in which case there would be no transaction costs from divestment (for this sector).  In so doing, 


however, the investor would blunt the claimed benefits of divestment.  Particularly for colleges 


and universities, which as noted above have large holdings in Alternative Equities, a decision to 


exclude these assets from divestment efforts would seem to seriously undermine the purpose and 


meaning of divestment.  Nevertheless, as a highly conservative estimate, I assumed in “Scenario 


1” that no Alternative Equities holdings are divested.  In Scenarios 2 and 3, I assumed that either 


30 percent or 50 percent of Alternative Equities holdings would be divested, in line with the 


range of energy industry investments reported by Preqin mentioned above.   


 


 


3. Real Assets 


 


As reported in Exhibit A-1, large university endowments on average hold approximately 


nine percent of their assets in “Natural Resources” and another 11 percent in “Other Real 


Assets.”  That is, nearly half of all Real Assets holdings are in Natural Resources, a category that 


is likely to include a substantial share of assets associated with fossil fuels.  Medium and small 


universities generally did not provide sufficiently detailed information for me to derive the same 


categorization of Natural Resources and Other Real Assets.  While these smaller endowments 


typically hold less overall in either the Natural Resources or Other Real Assets categories, there 


is no particular reason to believe that they hold a smaller or larger share of their real asset 


investments in Natural Resources as compared to Other Real Assets.  I assume for purposes of 


the calculations here that these medium and small universities held the same proportion (i.e., 


nearly half) of their real asset investments in Natural Resources versus other Real Assets.   


 


To identify the likely quantity of Natural Resources assets divested, I examined the five 


largest mutual funds as measured by “assets under management” and listed in Bloomberg’s 


Natural Resources asset class.
51


  Using detailed holdings data for each fund, I identified 


securities associated with coal, oil, and natural gas.
52


  The funds’ share of holdings in these 


industries range between 49.7 percent and 95.5 percent, with an average of 68.0 percent.  


Accordingly, I assumed that a typical university endowment would need to divest and replace 


approximately 68.0 percent of its Natural Resources holdings to implement true fossil fuel 


divestment.  I applied this same assumption to all three scenarios.     


 


 


4. Fixed Income  


 


Fixed Income includes a wide range of different assets, including corporate bonds, 


government bonds, and mortgage-backed securities.  In general, fossil fuel securities would 


likely be concentrated among corporate bonds.  I examined the five largest mutual funds 


                                                            
51. These are Van Eck Global Hard Assets Fund (GHAAX), Prudential Jennison Natural Resources Fund 


(PRGNX), RS Global Natural Resources Fund (RSNRX), Fidelity Advisor Energy Fund (FAGNX), and Ivy 


Global Natural Resources Fund (IGNAX). 


52. Each security is associated with a unique CUSIP code, which identifies the security issuer.  Using standard 


industry databases, I identified each issuer with a Global Industry Classification (GIC) code.  The relevant GIC 


code in this case is 1010, which includes “Energy Equipment & Services” and “Oil, Gas & Consumable Fuels.” 
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according to assets under management in Bloomberg’s Corporate Bond asset class, and 


identified for each fund the share of holdings in the oil, gas, and coal industries.
53


  These shares 


range between 2.6 percent and 7.1 percent of assets, with an average across the five funds of 4.6 


percent.   


 


However, because university endowment reports generally do not distinguish with 


specificity between different types of fixed income securities, it is difficult to determine exactly 


what share of fixed income holdings are corporate bonds.  Therefore, reflecting an overly 


conservative approach, I assumed for Scenario 1 that a university endowment would not need to 


divest any of its Fixed Income holdings.  This would only be true if a university’s fixed income 


holdings included no corporate bonds from fossil fuel companies.   


 


Especially to the extent that universities hold fixed income securities in funds, there will 


be “collateral damage.”  As noted above in the case of Kalamazoo College, this collateral 


damage may be very large – 98 percent of their Fixed Income holdings were in mutual funds or 


pooled funds.  Conservatively, for Scenarios 2 and 3 in my analysis, I assumed 15 percent or 30 


percent divestment of Fixed Income holdings. 


 


 


D. Estimated Transaction Costs of Divestment for University Endowments 


 


For each of the four categories discussed above for which assets may be divested, I 


obtained from the academic and industry literature estimates of the total transaction costs that 


would be associated with the sale of assets in that category.  The actual transaction costs an 


individual investor would incur would depend on the particular securities sold, and the 


magnitude and timing of the sales, but the following calculations reflect reasonable estimates for 


generic divestment efforts in the near future. 


 


Most Traditional Equities securities trade in what are typically liquid and competitive 


markets, where transaction costs are relatively low.  The 10 largest components of the S&P 500 


(by market capitalization) had a mean bid-ask spread of 2.1 basis points as of March 2016.  For 


large cap U.S. stocks, market research firm ITG measured a typical price impact for institutional-


sized trades of 31.4 basis points in their most recent data (Q3 2015).
54


  Therefore, a reasonable 


estimate of total transaction costs from institutional selling of Traditional Equities would be 32.4 


basis points (the price impact plus half of the spread).  For Fixed Income assets, I estimated in 


previous research an average transaction cost figure of 7.9 basis points.
55


  I used this as an 


estimate of the expected transaction cost a university endowment would incur in selling Fixed 


Income assets. 


                                                            
53. These are Vanguard Intermediate-Term Investment-Grade Fund (VFICX), Blackrock High Yield Bond 


Portfolio Institutional (BHYIX), Vanguard High-Yield Corporate Fund Investor (VWEHX), American Funds 


American High-Income Trust (AHITX), and JPMorgan Strategic Income Opportunities Fund (JSOAX). 


54. Investment Technology Group (2015) “Global Cost Review Q3/2015, Final Results as of 1/26/2016,” 


http://analyticsincubator.itginc.com/tasks/render/file/?fileID=1BC7A1F1-5026-466B-B1BABCA90D2719C3 


[accessed April 28, 2016]. 


55. Hendrik Bessembinder, William Maxwell, and Kumar Venkataraman (2006) “Market transparency, liquidity 


externalities, and institutional trading costs in corporate bonds,” Journal of Financial Economics 82:251-288, at 


270.   This figure is conservative, as it considers only the effective bid-ask spread for corporate bond trades. 



http://analyticsincubator.itginc.com/tasks/render/file/?fileID=1BC7A1F1-5026-466B-B1BABCA90D2719C3
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Alternative Equities are most typically held either until expiry or until a liquidity event, 


but that may take many years.  There is a growing secondary market for private equity and hedge 


fund investments.  Studies of these secondary markets provide some indications of the 


transaction costs that are associated with selling these illiquid assets.  Prices in secondary 


markets fluctuate over time, and the cost of selling varies.  Available secondary market data 


indicates typical secondary prices of around 90 percent of Net Asset Value (“NAV”) in recent 


years, with prices substantially lower than 90 percent of NAV during many time periods.
56


  


Based on these data, for purposes of the calculations here, I estimated transaction costs of 10 


percent for a university endowment selling Alternative Equities assets.  


 


For Natural Resources, the available evidence indicates that, due to illiquidity, sales 


prices also fall well below NAV.  For instance, a recent study of timberland sales found that “it is 


not uncommon for TIMOs and REITs to apply a 10 to 20 percent discount to the component 


value of a forest property.”
57


  I also used 10 percent as an estimate of the expected transaction 


cost a university endowment would incur in selling Natural Resources assets.     


 


I applied these estimates from the literature to the three scenarios for fossil fuel 


divestment described above to derive expected transaction costs from divestment.  Exhibits B-1, 


B-2, and B-3 summarize the results of these calculations.  Scenario 1 reflects the most 


conservative assumptions about divestment, including that divestment in Traditional Equities 


could be implemented on an individual security basis, and that no divestment of Alternative 


Equities or Fixed Income holdings would be required.  In other words, this scenario assumes no 


“collateral damage.”  This scenario is too conservative if a university endowment holds a 


substantial portion of its holdings in funds of any type, which would need to be sold in order to 


eliminate fossil fuel holdings.  Under Scenario 1, large university endowments would incur 


transactions costs ranging between 12 and 94 basis points due to divestment, with a weighted 


average across large endowments of 60 basis points.  These percentage costs translate to dollar 


costs at the time of divestment of between $15.7 million and $269.5 million for the large 


endowments, with a weighted average cost of $110.5 million.  For medium and small 


endowments, the transaction costs associated with scenario 1 are smaller but still significant, 


equaling 25 basis points on a weighted average basis for medium endowments and nine basis 


points on a weighted average basis for small endowments.  This smaller cost estimate for smaller 


endowments mainly reflects their more modest positions in the Natural Resources asset category 


and their relatively larger positions in Traditional Equities and Fixed Income, which have lower 


transaction costs.   


                                                            
56. See Abbot Capital Management, LLC (2014) “Private Equity Market Overview: 2014 Review and 2015 


Outlook,” at p. 10 (indicating mean secondary price between 2007 and 2014 of less than 85 percent, and 2H-


2014 secondary price of 91 percent, of NAV).  See also Preqin, Ltd. (2015) “Preqin Special Report: Private 


Equity Secondary Market: Challenging the Illiquidity Myth,” March, at p. 4 (“Survey respondents indicated that 


the average price paid for buyout funds purchased on the secondary market was 90% of NAV, although this can 


be as low as 70% of NAV for mature assets.”). 


57. Chong-Hong Fu (2014) “Timberland Investments: A Primer,” Timberland Investment Resources, April, at p. 


22.  See also Secondaries Investor (2015), “Finding Inefficiencies in the World of Timber Funds,” June 9 


(“With only few active buyers, the secondary market for timberland fund stakes remains quite illiquid compared 


to other asset classes, creating inefficiencies and offering attractive discounts to net asset value, says Thomas 


Goodrich, a partner with Stafford Capital Partners.”).   
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Scenarios 2 and 3 provide a more realistic view of expected transaction costs in most 


cases, particularly for smaller endowments, which may be more likely to hold assets in funds.  


Under these scenarios, a large endowment would incur costs of 185 basis points (Scenario 2) or 


269 basis points (Scenario 3) on a weighted average basis due to divestment.  The estimated 


transaction cost for the weighted average large endowment is $342.4 million for Scenario 2 and 


$499.1 million for Scenario 3.  Smaller endowments would also experience substantial 


transaction costs under these scenarios.  For the medium endowments, Scenarios 2 and 3 involve 


costs of 117 basis points and 180 basis points, respectively, on a weighted average basis.   For 


small endowments, Scenarios 2 and 3 involve costs of 77 basis points and 124 basis points, 


respectively, on a weighted average basis.         
 


 


An important point of perspective is that these calculations reflect only the costs of 


selling the assets selected for divestment.  Presumably, endowments will wish to replace these 


assets by buying other, different, assets.  Purchases also incur various transaction costs including 


commissions, fees, spreads, and price impacts.  Without knowing the assets an endowment 


would choose to purchase to replace divested fossil fuel assets, one cannot quantify the 


additional transaction costs associated with replacement.  In some cases, such as for Alternative 


Equities, transaction costs for buying could be lower than for selling.  Therefore, the total 


transaction costs could well be less than double what is reported in Exhibit B.  However, in other 


cases, such as Traditional Equities, transaction costs could be higher to the extent that an 


endowment chooses to purchase “clean energy” company stocks and “green” mutual funds, 


which tend to be smaller in market capitalization and less frequently traded than major oil and 


gas company stocks and broad market funds.  In any case, because they do not include the 


transaction costs associated with buying, the results reported in Exhibits B-1, B-2, and B-3 


reflect conservative estimates of total transaction costs, and may substantially understate total 


transaction costs. 


 


 


III. Ongoing Monitoring and Management Costs of Divestment 


 


In addition to the largely immediate transaction costs of divestment discussed above, 


there are additional ongoing costs involved in managing a portfolio in order to maintain 


compliance with divestment goals over time.  These costs involve initial and continuing research 


regarding which securities are acceptable and which are unacceptable in a divested portfolio.  In 


this section, I discuss and estimate these ongoing costs that university endowments would incur. 


 


 


A. Identifying Fossil Fuel Securities for Divestment Raises Complicated 


Questions that Investment Managers May Not Be Equipped to Answer 


 


In a fossil fuel divestment, the choice of which securities to sell (and which to buy as 


replacements) requires careful thought and substantial research.  To date, divestment advocates 


are not unanimous on the question of which companies are the most appropriate targets for 


divestment.  If the purpose of divestment is to stigmatize or reduce the value of targeted 


companies, a diffuse divestment movement, in which different investors divest from different 


companies, is less likely to be impactful.  In any case, different advocates are likely to propose 
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different targeted companies to investment managers, and managers will need to expend time 


and resources in order to evaluate these conflicting proposals, consider how other institutions are 


implementing divestment, and deal with criticisms that will likely arise regardless of the 


decisions they make. 


 


For example, Bill McKibben – the author of the Rolling Stone article that brought fossil 


fuel divestment activism to public light – proposes that investors divest from the “Carbon 


Underground 200,” which is a listing of “the top 100 public coal companies globally and the top 


100 public oil and gas companies globally, ranked by the potential carbon emissions content of 


their reported reserves.”
58


  However, it is unclear that a focus on companies that hold reserves, as 


opposed to companies that actually burn fossil fuels, would have the greatest impact.   


 


An alternative approach to divestment would focus on companies that are currently 


extracting and/or burning the largest amounts of fossil fuels, and companies deemed to not 


effectively mitigate their environmental impact.  This approach is embodied in certain fossil fuel 


divestment proposals that are commonly cited by advocates, such as the so-called “Filthy 


Fifteen” coal companies
59


 or the “Greenhouse 100 Polluters Index.”
60


  Notably, however, there is 


rather little overlap between these lists of extractors and burners of fossil fuels and the list of 


companies holding fossil fuel reserves.
61


 


 


Yet another alternative would be to target firms that are large consumers of fossil fuels, 


such as utilities or airlines, as opposed to producers of fossil fuels.  Targeting such firms has the 


potential to stigmatize demand for fossil fuels rather than stigmatizing those who supply fossil 


fuels.  But a similar effort by activists aimed at addressing and reducing the demand for fossil 


fuels has not materialized as far as I have seen.  


 


There are other complications involved in identifying divestment target firms.  For 


instance, as Columbia University stated recently in rejecting divestment of a particular list of 


companies, “Divestment on the basis of identification on this list would not distinguish among 


firms on the basis of their current conduct (e.g., the rate to which they are adding to reserves or 


the extent of research and development investment in renewables or in carbon-reducing 


technologies).  The list includes natural gas companies as well as coal-mining companies, yet the 


substitution of natural gas for coal is one immediate way of reducing the carbon footprint of 


                                                            
58. http://gofossilfree.org/top-200/ [accessed March 21, 2016]. 


59. Wearepowershift.org (2012) “Coal Divestment Toolkit: Moving Endowments Beyond Coal,” at p. 14.  


http://www.wearepowershift.org/sites/wearepowershift.org/files/Coal_Divestment_Toolkit_2012.pdf [accessed 


March 21, 2016]. 


60. Political Economy Research Institute (2016) “The Greenhouse 100,” http://www.peri.umass.edu/greenhouse/ 


[accessed March 21, 2016]. 


61. Fischel (2015), op. cit., at ¶¶ 30-31.  McKibben’s group appears to recognize the limitations of the Carbon 


Underground 200, noting that “[t]here are many more companies that contribute indirectly to climate change – 


the multinationals that build drilling equipment, lay oil pipelines, transport coal, and utilities that buy and trade 


electricity.  But right now, we’re focused on these 200 companies.”  http://gofossilfree.org/frequently-asked-


questions/ [accessed March 25, 2016]. 



http://gofossilfree.org/top-200/

http://www.wearepowershift.org/sites/wearepowershift.org/files/Coal_Divestment_Toolkit_2012.pdf

http://www.peri.umass.edu/greenhouse/

http://gofossilfree.org/frequently-asked-questions/

http://gofossilfree.org/frequently-asked-questions/
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energy production.  The list also omits electric utilities that generate a disproportionately high 


share of electricity from coal despite the opportunity to shift to natural gas.”
62


 


 


As a striking example, divestment advocates are not unanimous as to whether 


ExxonMobil, the largest U.S. oil and gas company, should be a target for divestment.  


ExxonMobil is the largest domestic company targeted for divestment in the Carbon Underground 


200.
63


  By contrast, ExxonMobil is the third-largest holding in the “MSCI ACWI Low Carbon 


Leaders Index,” a market index intended to “address[] two dimensions of carbon exposure – 


carbon emissions and fossil fuel reserves – providing clients with an effective tool for limiting 


the exposure of their portfolios to carbon risk.  By excluding companies with the highest carbon 


emissions intensity and the largest owners of carbon reserves per dollar of market capitalization, 


the index aims to achieve at least 50% reduction in its carbon footprint.”
64


  If divestment 


advocates do not agree on whether ExxonMobil is worthy of divestment, it is unclear whether 


they can objectively make such a determination for any company, thereby leaving the question 


up to individual investment managers. 


 


Divestment advocates commonly propose that, after selling fossil fuel assets, institutions 


should replace those assets with investments in renewable energy companies or other “green” 


assets.
65


  Determining which assets to buy raises additional complicated questions for investment 


managers, since available market options in this class of assets vary widely in their focus and 


quality.  For instance, in a guide for investors, well-known investment ratings firm Morningstar 


notes that “[i]nvestors need to look under the hood and decide for themselves which green 


strategy they’d prefer.  Socially conscious investors may be surprised that not all green funds fit 


the bill (because they may invest in nuclear power companies, for example).”
66


 


 


Indeed, some self-identified socially conscious funds – even those with an explicit 


environmental focus – are rated poorly by independent evaluators of sustainability goals.  For 


instance, a number of green funds, including the Etho Climate Leadership US ETF, First Trust 


NASDAQ Clean Edge Green Energy ETF, DFA US Sustainability Core 1 fund, Market Vectors 


Environmental Services ETF, Market Vectors Solar Energy ETF, and Pax World Global 


Environmental Markets A fund, all received “Low” or “Below Average” environmental scores 


from Morningstar, based on independent ratings firm Sustainalyics. 


 


                                                            
62. Columbia University, “Response of the ACSRI to the CDCJ Proposal of October 2015,” November 17, 2015, 


http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-


%20Final%2011.19.15.pdf [accessed March 8, 2016]. 


63. http://fossilfreeindexes.com/research/the-carbon-underground/ [accessed March 21, 2016].  ExxonMobil is 


ranked fourth overall, behind the Russian companies Gazprom and Rosneft, and the Chinese firm PetroChina. 


64. https://www.msci.com/documents/10199/e82d0059-d504-4f82-84e0-20a25194f3bf [accessed March 21, 2016].  


Divestment advocates have pointed to fossil-free indexes produced by MSCI in their studies of the costs of 


divestment.  See Appendix A.   


65. See, e.g., http://gofossilfree.org/usa/your-roadmap-to-personal-divestment/  [accessed March 25, 2016] (“How 


can I reinvest in climate solutions?  There are several funds that focus a reinvestment strategy on renewable 


energy, energy efficiency, and climate mitigation and adaptation infrastructure.”). 


66. Michael Herbst (2007) “Going Beyond the Hype of Green Investing,” p. 5 in The Morningstar Guide to 


“Green” and Socially Responsible Investing. 



http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-%20Final%2011.19.15.pdf

http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-%20Final%2011.19.15.pdf

http://fossilfreeindexes.com/research/the-carbon-underground/

https://www.msci.com/documents/10199/e82d0059-d504-4f82-84e0-20a25194f3bf
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As a consequence of having to sort through these complex issues, investment managers 


will likely incur substantial and ongoing costs of research and management in order to attain and 


maintain compliance with divestment goals.  


 


 


B. Divestment Introduces an Element of Active Management, Which 


Increases Ongoing Portfolio Management Costs 


 


Whatever standards an institution selects to identify unacceptable fossil fuel assets and 


acceptable replacement assets, the institution must manage the portfolio on an ongoing basis in 


order to maintain compliance with those standards.  Over time, both the list of unacceptable 


companies and the list of desirable replacements are likely to change with companies’ activities 


and the continual availability of new securities in the market.  Compliance with divestment goals 


effectively introduces an additional element of active management into a university endowment.  


Instead of merely tracking broad sets of securities, divestment requires an investment manager to 


also monitor the environmental impact of the companies involved, and to buy and sell as 


necessary to maintain the goals of the divestment movement.   


 


One way to achieve ongoing compliance would be to outsource the research and 


management efforts to a fund that specializes in fossil-free or other environmental investing 


goals.  There are a number of such fund managers; for instance, Bill McKibben’s divestment 


advocacy group recommends the list of fund managers at GreenAmerica.org.
67


  


 


Alternatively, an institution could attempt to replicate the work of these fund managers 


internally, although there is no reason to believe that a university endowment would realize any 


particular cost advantage in such research and management efforts as compared to specialized 


external fund managers who focus exclusively on environmental issues.  Replicating the work 


internally would also expose the investment manager to ongoing debates regarding the suitability 


of specific assets, particularly given the disagreement among environmental advocates on which 


assets should be divested, as discussed above.  Relying on an external fund manager would 


presumably redirect at least some of the debate toward the fund manager and away from the 


university investment office. 


 


Regardless of the approach an institution takes, the economics literature has concluded 


that active management of the sort that divestment introduces into a portfolio leads to increased 


                                                            
67. http://gofossilfree.org/usa/your-roadmap-to-personal-divestment/ [accessed March 21, 2016].  The 


GreenAmerica list is available at http://app.greenamerica.org/fossil-free/2015/09/29/Firms.html [accessed 


March 21, 2016], and includes Arjuna Capital, Boston Common Asset Management, Calvert Asset 


Management, Clean Yield Asset Management, First Affirmative Financial Network, Green Alpha Advisors, 


Horizon Investment Services, LLC, Jantz Management LLC, JPS Global Investments, Krull & Company, Legg 


Mason Investment Counsel, Newground Social Investment, North Sky Capital, Northstar Asset Management, 


Inc., Pax World Funds, The Sustainability Group, Trillium Asset Management, Veris Wealth Partners, Vision 


Capital Investment Management, Walden Asset Management, Washington Square Capital Management, and 


Zevin Asset Management. 



http://gofossilfree.org/usa/your-roadmap-to-personal-divestment/

http://app.greenamerica.org/fossil-free/2015/09/29/Firms.html
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fees, which in turn limit the investment success of the portfolio.
68


  In the case of divestment, the 


goal of active management is not (necessarily) to attain higher returns relative to risks, but also 


to achieve political ends.  Active management associated with divestment will lead to increased 


costs or management fees, which must be borne by the investment portfolio. 


 


The additional fees incurred by an institution that attempts to undertake this active 


management work internally depend on the nature of the divestment and the number and type of 


staff available to the institution.  The cost of such an approach may be higher or lower than 


simply outsourcing the work to an external fund manager.  If an institution does rely on an 


external fund manager, the evidence indicates that the ongoing costs are likely to be high.  For 


instance, the Morningstar guide to socially conscious investment noted above indicates that 


“green funds are generally not cheap.  Most of the green ETF expense ratios fall in the 0.50% to 


0.75% range, which does not include the brokerage costs that come with buying and selling 


them.  Similarly, the mutual fund options’ levies range from 1.25% to a hefty 1.98%.”
69


   


 


 


C. Estimated Ongoing Frictional Costs of Divestment for University 


Endowments 


 


I estimate the ongoing costs of divestment for institutions that choose to outsource these 


active management tasks based on the difference in fees charged by major environmentally-


focused mutual funds and exchange-traded funds (“ETFs”) compared to large mutual funds and 


ETFs without such a focus.  As noted above, the costs for institutions that attempt to perform 


these tasks internally may be higher or lower.   


 


Active management, as the term is typically used in finance, refers to fund management 


that performs security research or analysis of some kind in an attempt to identify investments 


that are likely to rise in value or otherwise meet the objectives of the fund.  As discussed above, 


an investor who undertakes fossil fuel divestment requires a distinct type of active management – 


research and analysis that attempts to identify investments in companies that have minimal 


impact on the environment.  An institution choosing to divest may remain an active or passive 


investor with respect to other fund objectives, even though they now require active management 


with respect to investments’ environmental impact.   


 


Hence, I performed three specific comparisons for Traditional Equities, based on a 


hypothetical institution’s preferences for active or passive investments with respect to non-


environmental objectives.
70


  First, in Exhibit C-1, I examined the 10 largest actively-managed 


institutional equity funds in the U.S. market today and compared them with the ten largest 


actively-managed socially conscious institutional equity funds that have an explicit 


                                                            
68. See, e.g., Larry Harris (2003) Trading and Exchanges: Market Microstructure for Practitioners, Oxford 


University Press, at p. 492 (“On average, active managers cannot outperform the market.  Transaction costs and 


high management fees ensure that they underperform the market on average.”). 


69. Michael Herbst (2007) “Going Beyond the Hype of Green Investing,” p. 6 in The Morningstar Guide to 


“Green” and Socially Responsible Investing. 


70. The data were retrieved from Morningstar as of April 15, 2016.  If Morningstar identified the fund as an index 


fund (including ETFs), I classified the fund as passive.  Otherwise, I classified it as active. 
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environmental focus.
71


  Because we focused on institutional funds that require a relatively large 


minimum investment, the expense ratios in Exhibit C-1 are lower than the 1.25 percent to 1.98 


percent figures indicated by Morningstar in its general guide for all investors.  Even so, these 


funds have relatively high net expense ratios, with an average of nearly 80 basis points.  The ten 


largest funds, which are reported in Exhibit C-1, are replicated below: 


 


Ten Largest Active Socially-Conscious Environmental Funds 


 


  


Net 


Expense 


Ratio 


Fund 


Size 


($MM) 


Parnassus Core Equity Institutional 0.67 $12,580.3 


Neuberger Berman Socially Rspns Inst 0.68 $2,265.1 


Calvert Equity I 0.66 $2,133.7 


Ariel Fund Institutional 0.72 $2,009.2 


Ariel Appreciation Institutional 0.79 $1,754.6 


Eventide Gilead I 1.18 $1,583.6 


Parnassus Endeavor Institutional 0.83 $1,437.7 


Domini Social Equity Instl 0.80 $931.2 


Parnassus Institutional 0.77 $738.3 


Parnassus Mid Cap Institutional 0.85 $648.4 


Source: Morningstar. 


  See Exhibit C-1 for detailed notes. 


   


By comparison, Exhibit C-1 shows that the non-environmental actively-managed funds 


have an average net expense ratio of just above 69 basis points, i.e., more than 10 basis points 


lower.  This is consistent with the fact that the environmental funds require an additional element 


of active management, even among funds that are already engaging in active management with 


respect to other fund objectives.  These higher expense ratios presumably cover the additional 


ongoing compliance costs described above, including researching securities to determine their 


suitability with a given position on climate change issues.  They may also be higher if 


competition among environmental funds is weaker or if investors who seek to pursue 


environmental objectives are less likely to select among funds based on lower expenses. 


 


By focusing on the largest funds, I have excluded funds from some of the companies that 


have been most vocal in advocating for divestment, and which divestment advocates often point 


to as providing replacements for divested funds.  I examined the funds provided by two such 


vocal advocates, Green Century Funds and Trillium Mutual Funds.  Each company offers two 


funds to investors seeking to avoid exposure to fossil fuel-related assets. 


                                                            
71. The “environmental” funds may also have other objectives in addition to environmental concerns.  Indeed, there 


are very few active socially conscious institutional funds that exclusively focus on environmental concerns, 


which raises an additional concern about divestment, namely, that investors will be forced to incorporate into 


their investment strategies other socially conscious objectives besides climate change sensitivity, when they 


may not wish to do so. 
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Other Prominent Active Socially-Conscious Environmental Funds 


 


  


Net 


Expense 


Ratio 


Fund 


Size 


($MM) 


Trillium Portfolio 21 Global Equity Institutional 1.08 $434.6 


Green Century Balanced  1.48 $181.2 


Green Century Equity  1.25 $162.9 


Trillium Small / Mid Cap Institutional 0.98 $3.0 


Source: Morningstar. 


   


As indicated above, these funds have expense ratios between 0.98 percent and 1.48 


percent.  These expense ratios are not only much higher than those of the non-environmental 


funds, but they are also generally higher than the expense ratios charged by the ten largest active 


environmental funds discussed above.  Therefore, my focus on the largest funds may lead me to 


understate the increased annual expenses that divesting investors would actually incur, if they 


selected environmentally-focused funds based on the recommendations of the most prominent 


and vocal advocates of divestment. 


 


In Exhibit C-2, I performed a similar calculation as in Exhibit C-1, but focusing on the 


largest passive funds.  The ten largest passive socially conscious institutional equity funds with 


an environmental focus are reported in Exhibit C-2, and are also replicated below:
72


   


 


Ten Largest Passive Socially-Conscious Environmental Funds 


 


  


Net 


Expense 


Ratio 


Fund 


Size 


($MM) 


Vanguard FTSE Social Index I 0.15 $2,057.3 


Calvert US Large Cap Core Rspnb Idx I 0.19 $689.5 


PowerShares Water Resources ETF 0.61 $662.2 


iShares MSCI KLD 400 Social 0.50 $504.3 


Pax MSCI International ESG Idx Instl 0.56 $441.2 


Guggenheim S&P Global Water ETF 0.64 $367.8 


iShares MSCI USA ESG Select 0.50 $362.1 


Northern Global Sustainability Index 0.31 $247.3 


Guggenheim Solar ETF 0.70 $238.1 


iShares MSCI ACWI Low Carbon Target 0.02 $224.3 


Source: Morningstar. 


  See Exhibit C-2 for detailed notes. 


                                                              
72. Because there are many non-environmental passive funds, I excluded any funds that did not have an 


institutional share class.   
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As in Exhibit C-1, I compared these funds with the ten largest passive equity funds 


without an environmental focus.  Exhibit C-2 shows that the average net expense ratio for the 


passive environmental funds is nearly 44 basis points, while the average net expense ratio for the 


passive non-environmental funds is only 6 basis points, for a difference in average net expense 


ratios of nearly 38 basis points.  This is an estimate of the cost a passive investor in Traditional 


Equities would pay if he attempted to remain a passive investor, only undertaking the active 


management required to divest.   


 


Finally, in Exhibit C-3, I compared the active environmental funds from Exhibit C-1 with 


the passive non-environmental funds from Exhibit C-2.  This comparison is relevant because 


there may not be an adequate supply of passive environmental equity funds.  The 10 largest 


passive environmental funds have average assets of $579 million (Exhibit C-2), whereas the 10 


largest actively-managed environmental funds have average assets of $2.6 billion (Exhibit C-1), 


more than four times larger.  Exhibit C-3 documents an average difference in the net expense 


ratio for active environmental versus passive non-environmental funds of 73 basis points. 


 


For Alternative Equities, the same issues of ongoing research and management as in 


Traditional Equities arise.  Endowments that wish to remain divested must carefully monitor the 


investments made by private equity or hedge funds in which they invest, and sell off any fund 


that begins in the future to invest in fossil fuel companies.  Because most or all major private 


equity and hedge funds have not made a divestment pledge, and because (as noted above) selling 


a position in these funds on the secondary market is costly, an ongoing divestment policy may 


require endowments to dramatically reduce or eliminate their portfolio allocation to Alternative 


Equities.  I consider the same set of three scenarios described in Exhibits C-1, C-2, and C-3 as 


estimates of the ongoing costs of divestment for Alternative Equities.  These estimates are likely 


to substantially understate the actual ongoing costs of divestment in the Alternative Equities 


category, and for that reason, the calculations below of the ongoing frictional costs of divestment 


are likely conservative. 


 


Holdings in the Natural Resources category likely would also require additional ongoing 


research and management efforts, but the costs of such efforts may be different from those 


necessary for equity securities, and may be lower in some cases.  For the purposes of my 


analysis, I assumed no ongoing costs of divestment for Natural Resources.  This assumption also 


implies that my cost estimates are likely to be conservative.    


 


For Fixed Income, I attempted to perform a similar set of analyses as in the case of 


Traditional Equities, comparing net expense ratios for Fixed Income mutual funds without an 


environmental focus to expense ratios for Fixed Income socially-conscious funds with an 


environmental focus.  However, I found that there are very few socially conscious fixed income 


funds with an environmental focus.
73


  Therefore, the ongoing cost of compliance for an investor 


may be very high, as they are forced to either fully eliminate their Fixed Income assets or else 


                                                            
73. I searched all “Socially Conscious” fixed income mutual funds and ETFs listed by Morningstar, focusing on 


those that were either listed as “Environmental, Social, and Corporate Governance” funds or “Environmental 


Focus” funds.  I also focused on funds where at least 50 percent of holdings are corporate bonds.  I was able to 


identify only three such funds among this set with an explicit environmental focus.  
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perform the active management function internally.  The active management involved in 


identifying the environmental impact of fixed income securities is conceptually similar to that 


involved in identifying the environmental impact of equity securities.  However, because I 


cannot measure the cost directly for Fixed Income investments, I conservatively assumed 20 


basis points.  This is close to the lower estimates of the difference in equity mutual fund 


expenses reported in Exhibits C-1, C-2, and C-3. 


 


Exhibits D-1, D-2, and D-3 summarize the resulting estimates of ongoing compliance 


costs of divestment for large, medium, and small university endowments based on this 


methodology.  In each exhibit, I report three scenarios for the estimated ongoing cost of 


divestment, reflecting the three calculations of this cost for equities in Exhibits C-1, C-2, and C-


3.
74


  For the weighted average large endowment, I estimate annual compliance costs of 


divestment averaging between approximately eight basis points (Scenario 1) and 52 basis points 


(Scenario 3) per year, with slightly higher or lower figures for certain specific endowments.  This 


translates to between $16 million and $97 million per year for the weighted average large 


endowment.  The annual compliance costs of divestment are similar in terms of basis points for 


medium and small endowments, but obviously, the dollar amounts are lower because the 


endowment sizes are smaller: between $0.7 million and $4.2 million per year for the weighted 


average medium endowment, and between $0.3 million and $1.3 million per year for the 


weighted average small endowment.  


 


 


IV. Total Frictional Costs of Divestment Over a 20-Year Horizon 


 


Combining estimates of the transaction costs associated with an initial choice to divest 


with estimates of the ongoing annual costs of divestment, I obtain total cost estimates that 


indicate that divestment would substantially reduce the value of an endowment over time.  These 


costs would accrue even assuming that a divested portfolio could attain the same level of risk-


adjusted returns (prior to costs) as a pre-divestment portfolio.   


 


For these calculations, I assume that, absent divestment, endowments will grow from 


their current values at a rate of 6.3 percent per year, which reflects their historical annual growth 


rate over the last 10 years.
75


  With divestment, the endowment’s current value is reduced by 


transaction costs, as summarized in Exhibits B-1, B-2, and B-3, and the rate of growth thereafter 


is also reduced (below 6.3 percent) by the increase in ongoing compliance costs, as summarized 


in Exhibits D-1, D-2, and D-3. 


 


Exhibits E-1, E-2, and E-3 summarize the outcomes of these calculations, indicating that, 


over a 20-year period, the total reduction in the value would in most cases be between 


approximately two percent and 12 percent of the endowment value, with slightly higher or lower 


                                                            
74. As noted above, the ongoing cost of divestment for Fixed Income is assumed to be 20 basis points in all three 


scenarios. 


75. NACUBO (2015) “Average Annual One-, Three-, Five- and Ten-Year Returns for U.S. Higher Education 


Endowments and Affiliated Foundations for Periods Ending June 30, 2015,” 


http://www.nacubo.org/Documents/EndowmentFiles/2015_NCSE_Public_Tables_Avg_One_Three_Five_and_


Ten_Year_Returns.pdf [accessed April 19, 2016]. 



http://www.nacubo.org/Documents/EndowmentFiles/2015_NCSE_Public_Tables_Avg_One_Three_Five_and_Ten_Year_Returns.pdf

http://www.nacubo.org/Documents/EndowmentFiles/2015_NCSE_Public_Tables_Avg_One_Three_Five_and_Ten_Year_Returns.pdf
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numbers for some endowments.  This translates to a reduction in the value of the weighted 


average large endowment after 20 years of between $1.4 billion and $7.4 billion.  The equivalent 


reduction in value for the weighted average medium endowment is between $52 million and 


$298 million, and the equivalent reduction in value for the weighted average small endowment is 


between $17 million and $89 million.   


 


Endowments serve a vital purpose in achieving the goals of colleges and universities to 


promote research and educate students.  Reductions in the value of these endowments of the size 


indicated in Exhibits E-1, E-2, and E-3 therefore risk real harm to these laudable and socially 


beneficial activities.  This paper does not address the question (focused on by other research) of 


whether fossil fuel divestment leads to lower pre-cost returns, but rather focuses on the more 


concrete frictional costs of divestment.  There can be no question that divestment would by 


definition require selling and buying assets, and that doing so creates transaction costs.  


Divestment would also require additional ongoing costs of compliance for endowment managers 


who could otherwise focus solely on achieving high returns relative to risk.  The magnitude of 


these costs will vary across different investors, depending on their holdings, but the existence of 


these costs in some form is not subject to debate.   


 


These frictional costs directly reduce the value of an endowment’s portfolio in return for, 


at best, speculative benefits from divestment.  For this and other reasons, a number of 


universities have made the decision to not undertake divestment at the cost of substantial 


reductions in endowment value and the consequent harm to universities’ educational and 


research goals.  I am hopeful that this paper will be useful to investment managers in their 


assessment of divestment proposals.   
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Appendix A: Prior Literature on Returns from Fossil Fuel Divestment 


 


Several studies, including those by my Compass Lexecon colleagues Daniel R. Fischel 


(2015) and Bradford Cornell (2015), conclude that the diversification losses associated with 


divesting fossil fuel stocks are large.
1
  Fischel (2015) showed that the energy sector has the 


lowest historical correlation with the rest of the market, indicating the greatest potential benefit 


from diversification.
2
  He then constructed an optimized portfolio of stocks, including energy 


and non-energy stocks, and compared the 50-year history of returns for this optimized portfolio 


with the returns on a similarly optimized portfolio containing only non-energy stocks.  On a risk-


adjusted basis, the portfolio including energy stocks outperformed the divested portfolio by 


approximately 50 basis points per year.
3
   


 


Complementing Fischel (2015), who considered a hypothetical optimized equity 


portfolio, Cornell (2015) considered the actual holdings (including non-equities) of five large 


university endowments.  Using mutual fund proxies for each of the major asset classes held by 


these universities, he estimated more than 2,000 scenarios for each of the five university 


endowments, and found that 91 percent of these scenarios involved a reduction in value due to 


divestment.
4
  The average expected risk-adjusted loss ranged between 12 and 30 basis points per 


year, which amounts to many millions of dollars annually for these large university 


endowments.
5
   


 


In contrast, other studies have argued that divestment involves little or no loss in returns 


for investors.  Most studies of this nature involve comparing returns for a specified stock market 


index with returns to a similar index, stripped of fossil fuel stocks.  For instance, a study 


described in Kevin Bagos and Joann Loviglio (2013) involves a comparison of returns over the 


past ten years for the S&P 500 and a version of the S&P 500, absent fossil fuel stocks.
6
  


Similarly, Zahra Hirji (2015) describes a study comparing returns for the MCSI ACWI index 


with a fossil-free version of the same index.
7
  These studies do not appear to adjust for 


differences in risk between the index at issue and the divested version of the index.   


 


                                                            
1. Daniel R. Fischel (2015) “Fossil Fuel Divestment: A Costly and Ineffective Investment Strategy”; Bradford 


Cornell (2015) “The Divestment Penalty: Estimating the Costs of Fossil Fuel Divestment to Select University 


Endowments”.   


2. Fischel (2015), op. cit., at ¶17. 


3. Id., at ¶24.  On a gross (non-risk-adjusted) basis, the portfolio including fossil fuel stocks outperformed the 


divested portfolio by 70 basis points.  Id., at ¶22. 


4. Cornell (2015), op. cit., at ¶7. 


5. Id., at ¶8.  On a gross (non-risk-adjusted) basis, the losses range between 17 and 37 basis points.  Id., at ¶10.  A 


separate study by Robert J. Shapiro and Nam D. Phan, argues that oil and gas securities have earned superior 


returns relative to other assets held by university endowments.  Robert J. Shapiro and Nam D. Phan (2012) “The 


Financial Returns from Oil and Natural Gas Company Stocks Held by American College and University 


Endowments,” Sonecon Working Paper. 


6. Kevin Bagos and Joann Loviglio (2013) “College fossil-fuel divestment movement builds,” Associated Press, 


May 22.  I have not been able to identify any public version of the study itself, but only this news report 


describing the study. 


7. Zahra Hirji (2015) “Fossil Fuel Divestment Has Grown to $2.6 Trillion in Assets,” InsideClimate News, 


September 23. 
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Slightly more sophisticated analyses are provided by Impax Asset Management (2013), 


Geddes (2013), and Geddes, et al. (2015), who demonstrate that it is possible for an investor who 


holds a particular index (such as the Russell 3000 or the MCSI World Index) to divest from 


certain fossil fuel stocks, and then reallocate the divested funds in such a way that they can track 


the index reasonably closely.
8
  This demonstrates that divestment costs may be low for investors 


who are attempting to track one of the indexes these papers consider.   However, these studies do 


not explicitly consider divestment costs for an investor who optimizes his portfolio to maximize 


expected returns for a given level of risk.    


                                                            
8. Impax Asset Management (2013) “Beyond Fossil Fuels: The Investment Case for Fossil Fuel Divestment”, 


Patrick Geddes (2013) “Do the Investment Math: Building a Carbon-Free Portfolio”, and Patrick Gedees, Lisa 


Goldberg, Robert Tymoczko, and Michael Branch (2016) “Building a Carbon-Free Equity Portfolio”. 
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Appendix B: Asset Allocations for Sample of 30 College and University Endowments


Name Source Date Traditional Equities Alternative Equities Natural Resources Other Real Assets Fixed Income Cash Other Imputations, Other Adjustments, and Comments


U.S. Equity Private Equity Natural Resources and 
Commodities Real Estate Domestic Bonds Domestic Bonds


Foreign Equity Absolute Return Foreign Bonds Foreign Bonds


Emerging Market Equity High Yield Inflation-Linked Bonds Inflation-Linked Bonds


Domestic Equity Absolute Return Natural Resources  Real Estate Fixed Income Cash
Foreign Equity Private Equity


Equity - Developed Country
(Long Only)


Equity - Developed 
Country (Hedge Funds) Natural Resources Real Estate Fixed Income - 


Investment Grade
Fixed Income - 


Investment Grade


Equity - Emerging Markets 
(Long Only)


Equity - Emerging 
Markets (Hedge Funds)


Fixed Income - Credit 
Related


Fixed Income - Credit 
Related


Equity - Developed 
Country (Private 


Investments)
Equity - Emerging 
Markets (Private 


Investments)


Domestic Equity Independent Return Real Assets Real Assets Fixed Income and Cash Fixed Income and Cash


International Equity - 
Developed Private Equity


International Equity - 
Emerging


Domestic Equity Absolute Return Natural Resources Real Estate Fixed Income Fixed Income


International Equity Private Equity
Common Equity- Long 


Domestic Equity- Absolute Return Real Assets Real Estate U.S. Treasury Cash and Cash 
Equivalents Split Interest Agreements


Common Equity- Long 
Foreign Equity- Private Real Assets U.S. Government Agency Other


Common Equity- Short 
Foreign Domestic Bonds Derivatives


Equity- Domestic Foreign Bonds
Equity- Foreign


International Equities Private Equities Private Real Estate and 
Hard Assets


Private Real Estate and 
Hard Assets Domestic Fixed Income Cash and Cash 


Equivalents


Domestic Equities Alternative Marketable 
Equities


Public Real Estate and 
Commodities


Public Real Estate and 
Commodities


International Fixed 
Income


U.S. Equity Absolute Return Real Assets Real Assets Fixed Income Cash


International Equity Private Investments High Yield Credit


U.S. Equities Absolute Return Natural Resources Real Estate Fixed Income/Cash Fixed Income/Cash
International Equities Private Equity


Emerging Markets
Stocks Absolute Return Natural Resources Real Estate Bonds Cash


Venture Capital
Private Equity


Northwestern University August 31, 2015 “Real Assets” category imputed 47% to Natural Resources, and 53% to Other Real
Assets, based on average across large endowments that reported both categories.


June 30, 2015


June 30, 2015


September 2015


June 2014


August 31, 2015


June 30, 2015


October 1, 2015


June 30, 2015


June 30, 2015


“Real Assets” category imputed 47% to Natural Resources, and 53% to Other Real
Assets, based on average across large endowments that reported both categories.  
“Fixed Income and Cash” category imputed 65% to Fixed Income, and 35% to 
Cash, based on average across large endowments that reported both categories.


Princeton University


“Fixed Income/Cash” category imputed 65% to Fixed Income, and 35% to Cash, 
based on average across large endowments that reported both categories.University of Pennsylvania


University of Michigan


 Figures taken from Long Term Investment Pool Asset Allocations. “Private Real 
Estate and Hard Assets” and “Public Real Estate and Commodities” categories 
imputed 47% to Natural Resources, and 53% to Other Real Assets, based on 


average across large endowments that reported both categories.


Texas A&M University


Allocations taken from listing of university investments. 


“Real Assets” category imputed 47% to Natural Resources, and 53% to Other Real
Assets, based on average across large endowments that reported both categories. 


Massachusetts Institute
of Technology


Harvard University


Harvard reports a range of allocation for each asset class.  The mean of the high 
and low bounds of the range is used, normalized to keep the total equal to 100%. 
“Domestic Bonds,” “Foreign Bonds,” and “Inflation-Linked Bonds” categories 
imputed 65% to Fixed Income, and 35% to Cash, based on average across large 


endowments that reported both categories.


Yale University


University of Texas


Stanford University


“Fixed Income- Investment Grade” and “Fixed Income-Credit Related” categories 
imputed 65% to Fixed Income, and 35% to Cash, based on average across large 


endowments that reported both categories.


“Fixed Income” category imputed 65% to Fixed Income, and 35% to Cash, based 
on average across large endowments that reported both categories.
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Appendix B: Asset Allocations for Sample of 30 College and University Endowments


Name Source Date Traditional Equities Alternative Equities Natural Resources Other Real Assets Fixed Income Cash Other Imputations, Other Adjustments, and Comments


U.S. Large/Mid Cap Equity Hedge Funds Hard Assets Hard Assets Aggregate Fixed Income Aggregate Fixed Income


U.S. Small Cap Equity Private Equity Global Fixed Income Global Fixed Income


International Equity


Emerging Markets Equity


Investments- U.S. Equity 
Securities


Investments- Hedge 
Funds- Multistrategy Investments- Energy Investments- Real Estate Investments- Fixed 


Income Securities
Investments-Cash and 


Cash Equivalents Investments- Insurance


Investments- International 
Equity Securities


Investments- Hedge 
Funds- Other


Medium-term 
Investments- Real Estate


Medium-term 
Investments- Fixed 
Income Securities


Medium-term Investments
Cash and Cash 


Equivalents


Medium-term 
Investments- Insurance


Investments- Private 
Equity- Buy-Out


Short-term Investments- 
Fixed Income Securities Investments- Other


Investments- Private 
Equity- Venture Capital


Medium-term 
Investments- Other


Global Equities Global Equities Real Assets Real Assets Credit Cash and Cash 
Equivalents


Government Bonds


Developed Markets Hedge Fund Program Marketable Inflation 
Hedge


Marketable Inflation 
Hedge Bonds Cash and Equivalents


Developing Markets Private Investments


Equity- Stocks Alternative Investments- 
Event Driven/Distressed Real Estate Fixed Income- 


Investments
Fixed Income- 


Investments


Equity- Mutual Funds Alternative Investments- 
Long/Short Equity


Fixed Income- Mutual 
Funds


Fixed Income- Mutual 
Funds


Equity- Institutional Mutual 
Funds


Alternative Investments- 
Multi Strategy / Absolute 


Return 


Fixed Income- 
Institutional Mutual 


Funds


Fixed Income- 
Institutional Mutual 


Funds


Private Equity
Alternative Investments- 


Opportunistic Fixed 
Income


Alternative Investments- 
Opportunistic Fixed 


Income


U.S. Equities Private Equity Real Assets Real Assets Fixed Income Cash


International Equities Hedge/ Absolute Return 
Strategies


Domestic Equity Absolute Returns Real Assets Real Assets Cash and Fixed Income Cash and Fixed Income


International Equity Hedged Equity


Private Equity


Equity Securities Alternative Investments Real Estate and Real 
Assets


Real Estate and Real 
Assets


Fixed Income Securities 
and Bond Funds Money Market Funds


Directly Held Real Estate


Domestic Equities Non-Public Equity Funds U.S. Government 
Obligations


Cash and Cash 
Equivalents Other


Equity Mutual Funds Hedge Funds- 
Long/Short


Domestic Corporate 
Bonds


Hedge Funds- Absolute 
Return Bond Mutual Funds


Private Equity Funds


Equity- Global Equity Equity- Global Private 
Capital


Inflation Hedging/ Real 
Assets-Natural 


Resources, Real Estate, 
Commodities


Inflation Hedging/ Real 
Assets- Natural 


Resources, Real Estate, 
Commodities


Inflation Hedging/ Real 
Assets- U.S. TIPS Liquidity- Cash


Uncorrelated (Dollar 
Hedge)- Non U.S. 


Government


Flexible Capital- 
Absolute Return Credit- Core Bonds


Flexible Capital- Global 
Long/ Short


Deflation Hedge- U.S. 
Treasuries


December 2014


June 30, 2015


June 30, 2015


December 31, 2015


June 30, 2015


June 30, 2015


Fordham University


“Inflation Hedging/ Real Assets- Natural Resources, Real Estate, Commodities” 
category imputed 47% to Natural Resources, and 53% to Other Real Assets, based 


on average across large endowments that reported both categories. The “Credit- 
Core Bonds,” “U.S. TIPS,” and “Liquidity-Cash” categories all have allocations of 


0%. 


Auburn University


Allocations taken from listing of university investments. June 30, 2012


April 17, 2015


“Hard Assets” category imputed 47% to Natural Resources, and 53% to Other 
Real Assets, based on average across large endowments that reported both 


categories.


“Aggregate Fixed Income” and “Global Fixed Income” categories imputed 62% to 
Fixed Income, and 38% to Cash, based on average across medium endowments tha


reported both categories.


University of Miami


Hamilton College


“Real Assets” category imputed 47% to Natural Resources, and 53% to Other Real
Assets, based on average across large endowments that reported both categories. 
“Cash and Fixed Income” category imputed 62% to Fixed Income, and 38% to 


Cash, based on average across medium endowments that reported both categories.


Virginia Tech


“Global Equities” category imputed 58% to Traditional Equities, and 42% to 
Alternative Equities, based on average across medium endowments that reported 
both categories. “Real Assets” category imputed 47% to Natural Resources, and 


53% to Other Real Assets, based on average across large endowments that reported
both categories.


Allocations taken from listing of university long-term investments. 


Allocations taken from listing of university investments. 


“Fixed Income- Investments,” “Fixed Income- Mutual Funds,” “Fixed Income- 
Institutional Mutual Funds,” and “Alternative Investments- Opportunistic Fixed 
Income” categories imputed 62% to Fixed Income, and 38% to Cash, based on 


average across medium endowments that reported both categories.


June 30, 2015


Drexel University


“Marketable Inflation Hedge” category imputed 47% to Natural Resources, and 
53% to Other Real Assets, based on average across large endowments that reported


both categories.
University of Houston


Lafayette College


“Real Assets” category imputed 47% to Natural Resources, and 53% to Other Real
Assets, based on average across large endowments that reported both categories.


Rochester Institute
of Technology


Information taken from Drexel University and Subsidiaries Financial Statements 
and Schedule of Expenditures of Federal Awards and Reports in Accordance with 
OMB Circular A-133 Thereon for the year ended June 30, 2014. “Real Estate and 
Real Assets” category imputed 47% to Natural Resources, and 53% to Other Real 
Assets, based on average across large endowments that reported both categories. 


June 30, 2014


Colorado College
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Appendix B: Asset Allocations for Sample of 30 College and University Endowments


Name Source Date Traditional Equities Alternative Equities Natural Resources Other Real Assets Fixed Income Cash Other Imputations, Other Adjustments, and Comments


U.S. Equity Private Equity Commodities/Natural 
Res./Energy Real Estate Core Fixed Income Liquidity Accounts


Non U.S. Developed Equity Abs. Ret./Mktable 
Alts./Hedge Fds. TIPS


Global Equity Cross Asset Class High Yield Debt


Emerging Market Equity Non-US/Global Fixed - 
Dev. Mkt.


Emerging Market Debt


Equity Securities and Funds Venture Capital 
Partnerships


Commodity and Other 
Funds


Real Estate and Real 
Estate Funds


Fixed Income Securities 
and Funds


Cash and Cash 
Equivalents


Private Equity 
Partnerships
Hedge Funds


Equity- Domestic Opportunistic (PE, 
Venture) Real Assets Real Assets Credit Cash


Equity- International Multi-Strategy Real Estate
Equity- Global


Common Stock Private Equities U.S. Government Agency
Obligations


U.S. Government Agency 
Obligations


International Equity Funds Corporate Debt Corporate Debt


Mutual Funds Preferred Stock Preferred Stock


Municipal Securities Municipal Securities
U.S. Treasuries U.S. Treasuries


International Equities Alternative Investments Fixed Income Fixed Income Others


Domestic Equities Balanced


Balanced


Equity Securities- U.S. Private Equity Funds Pooled Funds- 
Commodities


Pooled Funds- 
Commodities


Corporate Debt 
Securities


Cash and cash equivalent-
Money Market Mutual 


Funds


Equity Securities- Foreign Hedge Funds Real Property Mutual Funds- Fixed 
Income


Mutual Funds- U.S. Pooled Funds- Fixed 
Income


Mutual Funds- Foreign


Pooled Funds- U.S. Equities


Pooled Funds- Foreign


Domestic Equity Alternative Investment Commodities Commodities Domestic Fixed Income Domestic Fixed Income


International Equity Real Estate


U.S. Stocks Hedge Funds Real Asset Funds Real Asset Funds Fixed Income Fixed Income


International Stocks Private Equity Funds


Equities- Large Cap Growth Alternatives Fixed Income & Cash Fixed Income & Cash


Equities- Large Cap Value


Equities- Small/Mid Cap 
Growth


Equities- Small/Mid Cap 
Value


Equities- International 
Growth


Equities- International 
Value


Domestic Equity Alternatives Equity International Fixed 
Income


International Fixed 
Income


International Equity Tactical Strategies Domestic Fixed Income Domestic Fixed Income


Inflation Hedges Equity


June 30, 2015


June 30, 2015


December 31, 2015


“Real Assets” category imputed 47% to Natural Resources, and 53% to Other Real
Assets, based on average across large endowments that reported both categories.


The “Global Equity,” “TIPS,” “Non-US/Global Fixed - Dev. Mkt.,” and 
“Commodities/Natural Res./Energy” categories all have allocations of 0%. 


December 31, 2012


The allocations are taken from a listing of university investments located in the 
University's Audited Financial Statements. The financial statement lists a “Real 


Assets” allocation with a value of zero for the year 2015. “U.S. Government 
Agency Obligations,” “Corporate Debt,” “Preferred Stock,” “Municipal 


Securities,” and “U.S. Treasuries” categories imputed 85% to Fixed Income, and 
15% to Cash, based on average across small endowments that reported both 


categories.


“Fixed Income & Cash” category imputed 85% to Fixed Income, and 15% to Cash
based on average across small endowments that reported both categories.University of Akron


California Polytechnic State 
University, 


San Luis Obispo


“Commodities” category imputed 47% to Natural Resources, and 53% to Other 
Real Assets, based on average across large endowments that reported both 


categories. “Domestic Fixed Income” category imputed 85% to Fixed Income, and 
15% to Cash, based on average across small endowments that reported both 


categories.


San Diego State University


Allocations taken from listing of Kalamazoo College's investments located in 
“Financial Statements June 30, 2015.”


“Pooled Funds- Commodities” category imputed 47% to Natural Resources, and 
53% to Other Real Assets, based on average across large endowments that reported


both categories.


Kalamazoo College


University of North Dakota


Florida Atlantic University


Allocations taken from listing of university investments listed in Florida Atlantic 
University's Financial Statements. “Real Asset Funds” category imputed 47% to 
Natural Resources, and 53% to Other Real Assets, based on average across large 
endowments that reported both categories. “Fixed Income” category imputed 85% 


to Fixed Income, and 15% to Cash, based on average across small endowments tha
reported both categories.


“International Fixed Income” and “Domestic Fixed Income” categories imputed 
85% to Fixed Income, and 15% to Cash, based on average across small 


endowments that reported both categories.


June 30, 2015


December 10, 2008


December 31, 2014


June 30, 2015


Bates College


University of California,
Santa Barbara


Allocations taken from listing of university investments. 


June 30, 2015


June 30, 2015


The Citadel


University of Idaho


“Balanced” category imputed 77% to Traditional Equities, and 23% to Fixed 
Income, based on average across small endowments that reported both categories. 
“Fixed Income” category imputed 85% to Fixed Income, and 15% to Cash, based 


on average across small endowments that reported both categories.
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Source Documents:


Harvard University http://www.hmc.harvard.edu/docs/Final_Annual_Report_2015.pdf
Yale University http://investments.yale.edu/images/documents/Yale_Endowment_14.pdf
University of Texas http://www.utimco.org/funds/allfunds/2015annual/pdfs/2015_UTIMCO_Annual_Report%20-%20Printable%20-%20High-Res.pdf
Princeton University https://finance.princeton.edu/princeton-financial-overv/report-of-the-treasurer/2014-2015.pdf
Stanford University http://bondholder-information.stanford.edu/pdf/Annual_Report_SMC.pdf
Massachusetts Institute of Technology http://vpf.mit.edu/site/content/download/183604/410800/file/Trs_Rprt_2015_web_version_2.pdf
Texas A&M University http://www.txamfoundation.com/s/1436/gid3give/2014/index.aspx?sid=1436&gid=3&pgid=2294
Northwestern University http://www.northwestern.edu/investment/asset-allocation-and-objective.html
University of Pennsylvania http://www.evp.upenn.edu/investments/annual-report.html
University of Michigan https://publicaffairs.vpcomm.umich.edu/wp-content/uploads/sites/19/2015/11/2015-06-30-Endowment-Profile-1.pdf
University of Miami https://umshare.miami.edu/web/wda/bondholder/GrowthPoolStatementofInvestmentPolicy.pdf
Hamilton College https://hamilton.edu/documents/2015_HamiltonCollege.PDF
Virginia Tech http://www.vtf.vt.edu/media/annual_reports/VTF_2015_Annual_Report.pdf
University of Houston http://www.uh.edu/treasury/reports/Endow%20Allocation_2015_12.pdf
Lafayette College http://finadmin.lafayette.edu/files/2015/10/Financial-Audit-FY-2014-15.pdf
Rochester Institute of Technology https://www.rit.edu/fa/controller/sites/rit.edu.fa.controller/files/files/docs/Pool%20I%20Asset%20Allocation%20%28as%20of%206.30.2015%29.pdf
Colorado College https://www.coloradocollege.edu/offices/finance/endowment.html


Drexel University


Fordham University http://emma.msrb.org/ER631110-ER488560-.pdf
Auburn University http://www.auburn.edu/administration/endow_invest/pdf/AU_Investment_Policy.pdf
University of California Santa Barbara http://ucop.edu/investment-office/_files/report/UC_Annual_Endowment_Report_FY2014-2015.pdf
Bates College http://www.bates.edu/accounting/files/2011/06/Financial-Statements-Bates-College-FY15.pdf
The Citadel http://foundation.citadel.edu/page.aspx?pid=343
University of Idaho https://www.uidaho.edu/uidahofoundation/financial-highlights
University of North Dakota http://www.undalumni.org/s/1652/images/gid2/editor_documents/financial_documents/2015/f_endowment_report.pdf
Kalamazoo College https://reason.kzoo.edu/business/finstmts/
San Diego State University http://tcf.sdsu.edu/tcf/files/05702-Investment_Summary_December_2015.pdf
Florida Atlantic University http://www.fau.edu/controller/general-accounting/pdfs/AuditedFS-2015FloridaAtlanticUniversityFoundation.pdf
University of Akron https://www.uakron.edu/dotAsset/02d6a181-19e4-4dd9-96de-f2b4e98c94cf.pdf
California Polytechnic State University, San Luis Obispo http://www.giving.calpoly.edu/forms/Cal_Poly_Foundation_Endowment.pdf


https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=3&cad=rja&uact=8&ved=0ahUKEwih8eGQ4u3LAhXIqR4KHcTiBiYQFggqMAI&url=https%3A%2F%2Fwww.drexel.edu%2F~%2Fmedia%2FFiles%2Fresearch%2Fadmin
istration%2Ffinancial%2520compliance%2F2014%2520A-133%2520Audit.ashx&usg=AFQjCNGKcA4YsvHaKm1DEveG4vEpr_MmOg&sig2=01i_ShM2BLE31w5-0fx9hA&bvm=bv.118443451,d.dmo
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Exhibit A-1
University Endowment Information


Large Endowment Universities


Rank School Name Endowment Size
(MM)


Traditional 
Equities


Alternative 
Equities


Natural 
Resources


Other
Real Assets Fixed Income Cash Other


1 Harvard University $36,449 29% 35% 11% 13% 8% 4% 0%
2 Yale University $25,572 15% 50% 8% 18% 5% 4% 0%
3 University of Texas system $24,083 23% 40% 14% 7% 10% 6% 0%
4 Princeton University $22,723 23% 53% 8% 9% 4% 2% 0%
5 Stanford University $22,223 29% 48% 10% 8% 3% 2% 0%
6 Massachusetts Institute of Technology $13,475 35% 27% 2% 17% 6% 11% 1%
7 Texas A&M University System $10,477 49% 18% 7% 8% 14% 3% 0%
8 Northwestern University $10,193 28% 39% 7% 8% 14% 4% 0%
9 University of Pennsylvania $10,134 41% 43% 5% 5% 4% 2% 0%
10 University of Michigan, Ann Arbor $9,952 28% 42% 6% 9% 10% 4% 0%


Weighted Average 28% 41% 9% 11% 7% 4% 0%


Notes:


[2] The endowment sizes are as of the end of Fiscal Year 2015. 


Sources: The Chronicle of Higher Education; University Endowment Filings. 


[1] In cases in which an endowment did not list a breakdown between categories, the average breakdown of all large endowments was used. 







Exhibit A-2
University Endowment Information


Medium Endowment Universities


Rank School Name Endowment Size
(MM)


Traditional 
Equities


Alternative 
Equities


Natural 
Resources1


Other
Real Assets1 Fixed Income Cash Other


100 University of Miami $887 55% 25% 5% 5% 6% 4% 0%
105 Hamilton College $856 55% 13% 4% 4% 13% 7% 4%
110 Virginia Tech $818 30% 21% 7% 8% 18% 17% 0%
115 University of Houston System $795 45% 40% 2% 2% 7% 4% 0%
121 Lafayette College $778 48% 31% 0% 3% 11% 7% 0%
125 Rochester Institute of Technology $759 41% 37% 4% 5% 11% 2% 0%
131 Colorado College $720 40% 39% 3% 4% 9% 5% 0%
139 Drexel University $668 47% 14% 4% 24% 10% 1% 0%
141 Fordham University $666 23% 45% 0% 0% 15% 17% 1%
145 Auburn University $642 40% 38% 6% 6% 6% 0% 5%


Weighted Average 43% 30% 3% 6% 11% 6% 1%


Notes:


[3] The endowment sizes are as of the end of Fiscal Year 2015. 


Sources: The Chronicle of Higher Education; University Endowment Filings. 


[1] In cases where the Medium and Small size endowments listed “Real Assets,” they were divided between “Natural Resources” and “Other Real Assets” according to the same sectoral breakdown as the Large Endowments. Generally only the large 
endowments split the two categories, and thus the breakdown was used for the Medium and Small size endowments. In all other cases of a Medium or Small size endowment not listing a breakdown between categories, the average breakdown for the 
respective endowment size was used. 
[2] Generally, in cases where public information on holdings was not available for a specified university, the next largest university endowment was selected. For instance, if the university ranked 120th did not provide public data on its holdings, it was 
replaced with the university ranked 121st. 







Exhibit A-3
University Endowment Information


Small Endowment Universities


Rank School Name Endowment Size
(MM)


Traditional 
Equities


Alternative 
Equities


Natural 
Resources1


Other
Real Assets1 Fixed Income Cash Other


250 University of California, Santa Barbara $266 55% 24% 0% 2% 13% 6% 0%
255 Bates College $262 38% 44% 2% 1% 14% 2% 0%
261 The Citadel $254 48% 28% 3% 7% 12% 2% 0%
266 University of Idaho $240 68% 6% 0% 0% 22% 4% 0%
270 University of North Dakota $231 48% 18% 0% 0% 25% 4% 5%
275 Kalamazoo College $220 51% 28% 1% 2% 19% 0% 0%
285 San Diego State University $209 56% 10% 1% 9% 20% 4% 0%
289 Florida Atlantic University $205 49% 20% 6% 6% 16% 3% 0%
297 University of Akron $198 60% 15% 0% 0% 21% 4% 0%
302 California Polytechnic State University, San Luis Obispo $195 59% 16% 0% 0% 21% 4% 0%


Weighted Average 53% 21% 1% 3% 18% 3% 1%


Notes:


[3] The endowment sizes are as of the end of Fiscal Year 2015. 


Sources: The Chronicle of Higher Education; University Endowment Filings. 


[1] In cases where the Medium and Small size endowments listed “Real Assets,” they were divided between “Natural Resources” and “Other Real Assets” according to the same sectoral breakdown as the Large Endowments. Generally only the large 
endowments split the two categories, and thus the breakdown was used for the Medium and Small size endowments. In all other cases of a Medium or Small size endowment not listing a breakdown between categories, the average breakdown for the 
respective endowment size was used. 
[2] Generally, in cases where public information on holdings was not available for a specified university, the next largest university endowment was selected. For instance, if the university ranked 120th did not provide public data on its holdings, it was 
replaced with the university ranked 121st. 







Exhibit B-1
Estimated Transaction Costs of Divestment


Large Endowment Universities
Transaction Cost Amount ($MM)


Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3


1 Harvard University $36,449 $269.51 $656.87 $919.60 0.74% 1.80% 2.52%
2 Yale University $25,572 $143.41 $532.58 $793.68 0.56% 2.08% 3.10%
3 University of Texas system $24,083 $227.15 $520.51 $718.46 0.94% 2.16% 2.98%
4 Princeton University $22,723 $122.85 $488.83 $735.01 0.54% 2.15% 3.23%
5 Stanford University $22,223 $152.45 $476.43 $695.08 0.69% 2.14% 3.13%
6 Massachusetts Institute of Technology $13,475 $15.68 $129.46 $207.29 0.12% 0.96% 1.54%
7 Texas A&M University System $10,477 $52.52 $113.30 $155.96 0.50% 1.08% 1.49%
8 Northwestern University $10,193 $48.06 $170.46 $253.29 0.47% 1.67% 2.48%
9 University of Pennsylvania $10,134 $32.57 $165.56 $255.95 0.32% 1.63% 2.53%
10 University of Michigan, Ann Arbor $9,952 $41.19 $169.59 $256.39 0.41% 1.70% 2.58%


Weighted Average $18,528 $110.54 $342.36 $499.07 0.60% 1.85% 2.69%


Notes:


[2] Transaction costs are assumed to be 0.32% for Traditional Equity, 10% for Alternative Equity, 10% for Natural Resources, and 0.079% for Fixed Income. 


Sources: The Chronicle of Higher Education ; University Endowment Filings and Reports. 


[1] Scenario 1 involves divesting from 6.4% of Traditional Equity, 0% of Alternative Equity, 68% of Natural Resources, and 0% of Fixed Income. Scenario 2 involves divesting from 25% of Traditional 
Equity, 30% of Alternative Equity, 68% of Natural Resources, and 15% of Fixed Income. Scenario 3 involves divesting from 50% of Traditional Equity, 50% of Alternative Equity, 68% of Natural 
Resources, and 30% of Fixed Income. 


Transaction Cost (% of Total Endowment)







Exhibit B-2
Estimated Transaction Costs of Divestment


Medium Endowment Universities
Transaction Cost Amount ($MM)


Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3


100 University of Miami $887 $2.93 $9.89 $14.73 0.33% 1.11% 1.66%
105 Hamilton College $856 $2.33 $6.00 $8.64 0.27% 0.70% 1.01%
110 Virginia Tech $818 $3.78 $9.21 $12.94 0.46% 1.13% 1.58%
115 University of Houston System $795 $1.09 $10.82 $17.46 0.14% 1.36% 2.20%
121 Lafayette College $778 $0.08 $7.58 $12.73 0.01% 0.97% 1.64%
125 Rochester Institute of Technology $759 $2.17 $10.81 $16.70 0.29% 1.43% 2.20%
131 Colorado College $720 $1.67 $10.27 $16.13 0.23% 1.43% 2.24%
139 Drexel University $668 $2.06 $5.03 $7.15 0.31% 0.75% 1.07%
141 Fordham University $666 $0.03 $9.22 $15.40 0.00% 1.38% 2.31%
145 Auburn University $642 $2.51 $9.89 $14.91 0.39% 1.54% 2.32%


Weighted Average $759 $1.86 $8.87 $13.68 0.25% 1.17% 1.80%


Notes:


[2] Transaction costs are assumed to be 0.32% for Traditional Equity, 10% for Alternative Equity, 10% for Natural Resources, and 0.079% for Fixed Income. 


Sources: The Chronicle of Higher Education ; University Endowment Filings and Reports. 


[1] Scenario 1 involves divesting from 6.4% of Traditional Equity, 0% of Alternative Equity, 68% of Natural Resources, and 0% of Fixed Income. Scenario 2 involves divesting from 25% of Traditional 
Equity, 30% of Alternative Equity, 68% of Natural Resources, and 15% of Fixed Income. Scenario 3 involves divesting from 50% of Traditional Equity, 50% of Alternative Equity, 68% of Natural 
Resources, and 30% of Fixed Income. 


Transaction Cost (% of Total Endowment)







Exhibit B-3
Estimated Transaction Costs of Divestment


Small Endowment Universities
Transaction Cost Amount ($MM)


Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3


250 University of California, Santa Barbara $266 $0.03 $2.04 $3.44 0.01% 0.77% 1.29%
255 Bates College $262 $0.31 $3.79 $6.16 0.12% 1.45% 2.36%
261 The Citadel $254 $0.55 $2.79 $4.33 0.22% 1.10% 1.70%
266 University of Idaho $240 $0.03 $0.54 $0.95 0.01% 0.23% 0.40%
270 University of North Dakota $231 $0.02 $1.34 $2.27 0.01% 0.58% 0.98%
275 Kalamazoo College $220 $0.11 $2.01 $3.33 0.05% 0.92% 1.51%
285 San Diego State University $209 $0.22 $0.93 $1.45 0.11% 0.44% 0.69%
289 Florida Atlantic University $205 $0.80 $2.08 $2.98 0.39% 1.02% 1.45%
297 University of Akron $198 $0.02 $0.99 $1.69 0.01% 0.50% 0.85%
302 California Polytechnic State University, San Luis Obispo $195 $0.02 $1.03 $1.75 0.01% 0.53% 0.90%


Weighted Average $228 $0.21 $1.76 $2.83 0.09% 0.77% 1.24%


Notes:


[2] Transaction costs are assumed to be 0.32% for Traditional Equity, 10% for Alternative Equity, 10% for Natural Resources, and 0.079% for Fixed Income. 


Sources: The Chronicle of Higher Education ; University Endowment Filings and Reports. 


[1] Scenario 1 involves divesting from 6.4% of Traditional Equity, 0% of Alternative Equity, 68% of Natural Resources, and 0% of Fixed Income. Scenario 2 involves divesting from 25% of Traditional 
Equity, 30% of Alternative Equity, 68% of Natural Resources, and 15% of Fixed Income. Scenario 3 involves divesting from 50% of Traditional Equity, 50% of Alternative Equity, 68% of Natural 
Resources, and 30% of Fixed Income. 


Transaction Cost (% of Total Endowment)







Exhibit C-1: Expense Ratio Comparison
Active Funds: Socially Conscious vs. Non-Social


Socially Conscious Funds Non-Social Funds


Largest Socially Conscious Funds
Prospectus Net
Expense Ratios Fund Size Largest Non-Social Funds


Prospectus Net
Expense Ratios Fund Size


1 Parnassus Core Equity Institutional 0.67 $12,580,328,948 1 T. Rowe Price Growth Stock I 0.53 $43,664,639,985
2 Neuberger Berman Socially Rspns Inst 0.68 $2,265,114,026 2 Harbor International Institutional 0.76 $39,840,900,709
3 Calvert Equity I 0.66 $2,133,672,688 3 MFS® Value I 0.62 $36,564,411,537
4 Ariel Fund Institutional 0.72 $2,009,194,903 4 T. Rowe Price Blue Chip Growth I 0.58 $30,710,896,780
5 Ariel Appreciation Institutional 0.79 $1,754,647,501 5 Oppenheimer Developing Markets I 0.86 $28,846,193,993
6 Eventide Gilead I 1.18 $1,583,552,370 6 MFS® International Value I 0.78 $25,928,678,858
7 Parnassus Endeavor Institutional 0.83 $1,437,680,361 7 Harbor Capital Appreciation Instl 0.65 $25,609,611,272
8 Domini Social Equity Instl 0.8 $931,174,116 8 Fidelity Advisor® New Insights Z 0.53 $25,536,713,431
9 Parnassus Institutional 0.77 $738,299,648 9 T. Rowe Price Mid-Cap Growth I 0.63 $24,240,170,655


10 Parnassus Mid Cap Institutional 0.85 $648,407,968 10 Franklin Mutual Global Discovery Z 0.99 $23,123,084,687
Average 0.795 $2,608,207,253 Average 0.693 $30,406,530,191


Comparison


Type of Fund Average Prospectus Net Expense Ratio
Socially Conscious Funds 0.795


Non-Social Funds 0.693
Difference 0.102


Notes:
[1] Open-Ended U.S. Equity Mutual Funds with Institutional Share Classes were used. Funds with minimum investment of $100,000,000 and below were selected.
[2] Fund Size is as of April 15, 2016 (date Morningstar was accessed).
[3] For Open-Ended U.S. Equity Mutual Funds Prospectus Net Expense Ratio for Institutional Share Class is reported. For funds with multiple institutional share classes, the lowest expense ratio is reported.
[4] Funds were classified as active if not classified as index funds by Morningstar. 
[5] The TIAA-CREF Social Choice Eq Instl Fund was eliminated from the analysis since it has a special expense fee arrangement. 


Source: Morningstar. 


[6] Funds were determined to be socially conscious if classified as such by Morningstar. Social funds which did not filter investments according to environmental considerations were deleted from the analysis. 







Exhibit C-2: Expense Ratio Comparison
Passive Funds: Socially Conscious vs. Non-Social


Socially Conscious Funds Non-Social Funds


Largest Socially Conscious Funds
Prospectus Net
Expense Ratios Fund Size Largest Non-Social Funds


Prospectus Net
Expense Ratios Fund Size


1 Vanguard FTSE Social Index I 0.15 $2,057,300,030 1 Vanguard Institutional Index I 0.04 $199,079,278,324
2 Calvert US Large Cap Core Rspnb Idx I 0.19 $689,478,796 2 SPDR® S&P 500 ETF 0.09 $188,396,063,382
3 PowerShares Water Resources ETF 0.61 $662,194,532 3 Fidelity Spartan® 500 Index Instl 0.04 $93,556,793,952
4 iShares MSCI KLD 400 Social 0.50 $504,328,680 4 iShares Core S&P 500 0.07 $71,824,662,531
5 Pax MSCI International ESG Idx Instl 0.56 $441,152,714 5 Vanguard Mid-Cap ETF 0.09 $67,297,382,618
6 Guggenheim S&P Global Water ETF 0.64 $367,767,219 6 Vanguard Mid Cap Index InstlPlus 0.06 $67,297,382,618
7 iShares MSCI USA ESG Select 0.50 $362,149,793 7 Vanguard Total Stock Market ETF 0.05 $59,576,974,731
8 Northern Global Sustainability Index 0.31 $247,332,862 8 Vanguard Total Stock Mkt Idx Instl Pls 0.02 $59,576,974,731
9 Guggenheim Solar ETF 0.70 $238,099,611 9 Vanguard FTSE Developed Markets ETF 0.09 $56,244,260,579


10 iShares MSCI ACWI Low Carbon Target 0.20 $224,261,776 10 Vanguard Developed Markets Idx InstlPls 0.06 $56,244,260,579
Average 0.436 $579,406,601 Average 0.061 $91,909,403,405


Comparison


Type of Fund Average Prospectus Net Expense Ratio
Socially Conscious Funds 0.436


Non-Social Funds 0.061
Difference 0.375


Notes:
[1] Open-Ended U.S. Equity Mutual Funds with Institutional Share Classes and Exchange-Traded Funds were used. Funds with minimum investment of $100,000,000 and below were selected.
[2] Fund Size is as of April 15, 2016 (date Morningstar was accessed).


[4] For Socially Conscious Funds, Calvert Water I was excluded (expense ratio of 0.93% as outlier).
[5] For Non-Social Funds, REITs and iShares MSCI EAFE (expense ratio of 0.33% as outlier) were excluded.


Source: Morningstar. 


[6] Funds were determined to be socially conscious if classified as such by Morningstar. Social funds which did not filter investments according to environmental considerations were deleted from 
the analysis. 


[3] For Open-Ended U.S. Equity Mutual Funds Prospectus Net Expense Ratio for Institutional Share Class is reported. For funds with multiple institutional share classes, the lowest expense ratio is 
reported.







Exhibit C-3: Expense Ratio Comparison
Active Socially Conscious Funds vs. Passive Non-Social Funds


Socially Conscious Funds Non-Social Funds


Largest Socially Conscious Funds
Prospectus Net
Expense Ratios Fund Size Largest Non-Social Funds


Prospectus Net
Expense Ratios Fund Size


1 Parnassus Core Equity Institutional 0.67 $12,580,328,948 1 Vanguard Institutional Index I 0.04 $199,079,278,324
2 Neuberger Berman Socially Rspns Inst 0.68 $2,265,114,026 2 SPDR® S&P 500 ETF 0.09 $188,396,063,382
3 Calvert Equity I 0.66 $2,133,672,688 3 Fidelity Spartan® 500 Index Instl 0.04 $93,556,793,952
4 Ariel Fund Institutional 0.72 $2,009,194,903 4 iShares Core S&P 500 0.07 $71,824,662,531
5 Ariel Appreciation Institutional 0.79 $1,754,647,501 5 Vanguard Mid-Cap ETF 0.09 $67,297,382,618
6 Eventide Gilead I 1.18 $1,583,552,370 6 Vanguard Mid Cap Index InstlPlus 0.06 $67,297,382,618
7 Parnassus Endeavor Institutional 0.83 $1,437,680,361 7 Vanguard Total Stock Market ETF 0.05 $59,576,974,731
8 Domini Social Equity Instl 0.80 $931,174,116 8 Vanguard Total Stock Mkt Idx Instl Pls 0.02 $59,576,974,731
9 Parnassus Institutional 0.77 $738,299,648 9 Vanguard FTSE Developed Markets ETF 0.09 $56,244,260,579


10 Parnassus Mid Cap Institutional 0.85 $648,407,968 10 Vanguard Developed Markets Idx InstlPls 0.06 $56,244,260,579
Average 0.795 $2,608,207,253 Average 0.061 $91,909,403,405


Comparison


Type of Fund Average Prospectus Net Expense Ratio
Socially Conscious Funds 0.795


Non-Social Funds 0.061
Difference 0.734


Notes:
[1] Open-Ended U.S. Equity Mutual Funds with Institutional Share Classes were used. Funds with minimum investment of $100,000,000 and below were selected.
[2] Fund Size is as of April 15, 2016 (date Morningstar was accessed).
[3] For Open-Ended U.S. Equity Mutual Funds Prospectus Net Expense Ratio for Institutional Share Class is reported. For funds with multiple institutional share classes, the lowest expense ratio is reported.
[4] Funds were classified as active if not classified as index funds by Morningstar. 
[5] The TIAA-CREF Social Choice Eq Instl Fund was eliminated from the analysis since it has a special expense fee arrangement. 
[6] For Non-Social Funds, REITs and iShares MSCI EAFE (expense ratio of 0.33% as outlier) were excluded.


Source: Morningstar. 


[7] Funds were determined to be socially conscious if classified as such by Morningstar. Social funds which did not filter investments according to environmental considerations were deleted from the analysis. 







Exhibit D-1
Estimated Ongoing Compliance Costs of Divestment


Large Endowment Universities


Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3


1 Harvard University $36,449 $29.42 $93.32 $177.34 0.08% 0.26% 0.49%
2 Yale University $25,572 $19.67 $65.61 $126.01 0.08% 0.26% 0.49%
3 University of Texas system $24,083 $20.45 $62.00 $116.64 0.08% 0.26% 0.48%
4 Princeton University $22,723 $19.70 $67.16 $129.56 0.09% 0.30% 0.57%
5 Stanford University $22,223 $18.89 $65.61 $127.04 0.09% 0.30% 0.57%
6 Massachusetts Institute of Technology $13,475 $10.27 $33.34 $63.68 0.08% 0.25% 0.47%
7 Texas A&M University System $10,477 $10.13 $29.32 $54.56 0.10% 0.28% 0.52%
8 Northwestern University $10,193 $9.84 $28.71 $53.52 0.10% 0.28% 0.53%
9 University of Pennsylvania $10,134 $9.46 $32.78 $63.45 0.09% 0.32% 0.63%
10 University of Michigan, Ann Arbor $9,952 $9.15 $28.36 $53.62 0.09% 0.28% 0.54%


Weighted Average $18,528 $15.70 $50.62 $96.54 0.08% 0.27% 0.52%


Note:


Sources: The Chronicle of Higher Education; University Endowment Filings and Reports; Morningstar.  


Annual Compliance Cost ($MM) Annual Compliance Cost (% of Endowment)


[1] Compliance costs for both traditional equities and alternative equities are assumed to be 0.10%, 0.38%, and 0.73% in the three scenarios, respectively. Compliance costs for fixed income are assumed to be 
0.20%. See Exhibits C-1, C-2, and C-3 for determination of these cost factors. 







Exhibit D-2
Estimated Ongoing Compliance Costs of Divestment


Medium Endowment Universities


Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3


100 University of Miami $887 $0.83 $2.77 $5.32 0.09% 0.31% 0.60%
105 Hamilton College $856 $0.82 $2.41 $4.50 0.10% 0.28% 0.53%
110 Virginia Tech $818 $0.72 $1.86 $3.37 0.09% 0.23% 0.41%
115 University of Houston System $795 $0.80 $2.64 $5.07 0.10% 0.33% 0.64%
121 Lafayette College $778 $0.81 $2.49 $4.70 0.10% 0.32% 0.60%
125 Rochester Institute of Technology $759 $0.77 $2.39 $4.52 0.10% 0.32% 0.60%
131 Colorado College $720 $0.71 $2.26 $4.30 0.10% 0.31% 0.60%
139 Drexel University $668 $0.55 $1.66 $3.12 0.08% 0.25% 0.47%
141 Fordham University $666 $0.66 $1.90 $3.53 0.10% 0.29% 0.53%
146 Auburn University $642 $0.58 $1.93 $3.71 0.09% 0.30% 0.58%


Weighted Average $759 $0.72 $2.23 $4.21 0.10% 0.29% 0.56%


Note:


Sources: The Chronicle of Higher Education; University Endowment Filings and Reports; Morningstar.  


Annual Compliance Cost ($MM)


[1] Compliance costs for both traditional equities and alternative equities are assumed to be 0.10%, 0.38%, and 0.73% in the three scenarios, respectively. Compliance costs for fixed income are assumed to be 
0.20%. See Exhibits C-1, C-2, and C-3 for determination of these cost factors. 


Annual Compliance Cost (% of Endowment)







Exhibit D-3
Estimated Ongoing Compliance Costs of Divestment


Small Endowment Universities
Annual Compliance Cost (% of Endowment)


Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3


250 University of California, Santa Barbara $266 $0.28 $0.86 $1.61 0.11% 0.32% 0.61%
255 Bates College $262 $0.29 $0.87 $1.63 0.11% 0.33% 0.62%
261 The Citadel $254 $0.26 $0.78 $1.48 0.10% 0.31% 0.58%
266 University of Idaho $240 $0.29 $0.77 $1.40 0.12% 0.32% 0.59%
270 University of North Dakota $231 $0.27 $0.68 $1.23 0.12% 0.30% 0.53%
275 Kalamazoo College $220 $0.26 $0.73 $1.35 0.12% 0.33% 0.61%
285 San Diego State University $209 $0.23 $0.60 $1.10 0.11% 0.29% 0.53%
289 Florida Atlantic University $205 $0.21 $0.60 $1.10 0.10% 0.29% 0.54%
297 University of Akron $198 $0.24 $0.64 $1.18 0.12% 0.32% 0.59%
302 California Polytechnic State University, San Luis Obispo $195 $0.23 $0.63 $1.15 0.12% 0.32% 0.59%


Weighted Average $228 $0.26 $0.72 $1.32 0.11% 0.31% 0.58%


Note:


Sources: The Chronicle of Higher Education; University Endowment Filings and Reports; Morningstar.  


Annual Compliance Cost ($MM)


[1] Compliance costs for both traditional equities and alternative equities are assumed to be 0.10%, 0.38%, and 0.73% in the three scenarios, respectively. Compliance costs for fixed income are assumed to be 0.20%. See Exhibits C-
1, C-2, and C-3 for determination of these cost factors. 







Exhibit E-1
Total Endowment Loss in Value over 20 Years


Large Endowment Universities


Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3


1 Harvard University $36,449 $2,765.82 $7,948.21 $13,691.55 2.24% 6.43% 11.07%
2 Yale University $25,572 $1,726.95 $5,816.35 $10,155.68 1.99% 6.70% 11.70%
3 University of Texas system $24,083 $2,054.28 $5,551.66 $9,359.15 2.51% 6.79% 11.45%
4 Princeton University $22,723 $1,658.33 $5,745.66 $10,104.36 2.15% 7.45% 13.10%
5 Stanford University $22,223 $1,706.23 $5,609.61 $9,827.69 2.26% 7.44% 13.03%
6 Massachusetts Institute of Technology $13,475 $703.83 $2,501.79 $4,542.23 1.54% 5.47% 9.93%
7 Texas A&M University System $10,477 $815.97 $2,190.59 $3,805.71 2.29% 6.16% 10.70%
8 Northwestern University $10,193 $783.19 $2,336.21 $4,040.01 2.26% 6.75% 11.68%
9 University of Pennsylvania $10,134 $707.64 $2,562.32 $4,604.19 2.06% 7.45% 13.39%


10 University of Michigan, Ann Arbor $9,952 $716.67 $2,310.63 $4,049.47 2.12% 6.84% 11.99%
Weighted Average $18,528 $1,363.92 $4,257.88 $7,420.56 2.17% 6.77% 11.80%


Notes: 
[1] Transaction costs are given in Exhibit B, and compliance costs are given in Exhibit D.  


Sources: The Chronicle of Higher Education; University Endowment Filings and Reports; Morningstar.


Estimated Total Loss in Investment 
Returns due to Divestment ($MM)


Estimated Investment Losses
due to Divestment (%)


[2] In the case without divestment the endowment is assumed to earn a return of 6.3% per year. In the divestment case the initial endowment is reduced by the transaction cost for that endowment, and 
the 6.3% return each year is reduced by that endowment's annual compliance cost. 







Exhibit E-2
Total Endowment Loss in Value over 20 Years


Medium Endowment Universities


Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3


100 University of Miami $887 $62.63 $203.82 $366.78 2.08% 6.77% 12.18%
105 Hamilton College $856 $59.73 $169.26 $300.53 2.06% 5.83% 10.34%
110 Virginia Tech $818 $58.02 $146.57 $248.23 2.09% 5.28% 8.94%
115 University of Houston System $795 $54.25 $198.38 $358.35 2.01% 7.36% 13.29%
121 Lafayette College $778 $51.22 $178.64 $323.07 1.94% 6.77% 12.24%
125 Rochester Institute of Technology $759 $56.16 $183.13 $324.55 2.18% 7.11% 12.61%
131 Colorado College $720 $50.25 $173.14 $309.37 2.06% 7.08% 12.66%
139 Drexel University $668 $41.57 $119.94 $213.44 1.83% 5.29% 9.41%
141 Fordham University $666 $41.68 $147.74 $262.23 1.85% 6.54% 11.61%
146 Auburn University $642 $45.19 $151.74 $270.17 2.07% 6.96% 12.40%


Weighted Average $759 $52.07 $167.29 $297.92 2.02% 6.50% 11.57%


Notes: 
[1] Transaction costs are given in Exhibit B, and compliance costs are given in Exhibit D.  


Sources: The Chronicle of Higher Education; University Endowment Filings and Reports; Morningstar.


Estimated Total Loss in Investment 
Returns due to Divestment ($MM)


Estimated Investment Losses
due to Divestment (%)


[2] In the case without divestment the endowment is assumed to earn a return of 6.3% per year. In the divestment case the initial endowment is reduced by the transaction cost for that 
endowment, and the 6.3% return each year is reduced by that endowment's annual compliance cost. 







Exhibit E-3
Total Endowment Loss in Value over 20 Years


Small Endowment Universities


Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3


250 University of California, Santa Barbara $266 $18.03 $59.68 $107.89 2.00% 6.61% 11.96%
255 Bates College $262 $19.34 $65.99 $117.17 2.18% 7.44% 13.20%
261 The Citadel $254 $18.03 $57.65 $102.86 2.09% 6.68% 11.92%
266 University of Idaho $240 $18.26 $49.50 $88.00 2.25% 6.09% 10.82%
270 University of North Dakota $231 $17.14 $46.87 $81.84 2.19% 5.99% 10.46%
275 Kalamazoo College $220 $16.85 $51.78 $91.75 2.26% 6.94% 12.30%
285 San Diego State University $209 $15.07 $40.55 $71.47 2.12% 5.71% 10.06%
289 Florida Atlantic University $205 $15.98 $43.82 $76.38 2.30% 6.30% 10.99%
297 University of Akron $198 $15.00 $43.01 $76.38 2.23% 6.39% 11.35%
302 California Polytechnic State University, San Luis Obispo $195 $14.72 $42.41 $75.27 2.23% 6.42% 11.39%


Weighted Average $228 $16.84 $50.13 $88.93 2.18% 6.48% 11.50%


Notes: 
[1] Transaction costs are given in Exhibit B, and compliance costs are given in Exhibit D.  


Sources: The Chronicle of Higher Education; University Endowment Filings and Reports; Morningstar.


Estimated Total Loss in Investment 
Returns due to Divestment ($MM)


Estimated Investment Losses
due to Divestment (%)


[2] In the case without divestment the endowment is assumed to earn a return of 6.3% per year. In the divestment case the initial endowment is reduced by the transaction cost for that endowment, and the 6.3% return each 
year is reduced by that endowment's annual compliance cost. 
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MATT RIDLEY: WHY FOSSIL FUEL DIVESTMENT WON’T WORK

· Date: 18/05/15

· 

· Matt Ridley, The Times

Divestment won’t work, is unethical, hypocritical, aimed at the wrong target and based on flawed premises.

Institutions and pension funds are under pressure to dump their investments in fossil-fuel companies. The divestment movement began in America, jumped the Atlantic and has become the cause célèbre of the retiring editor of The Guardian, Alan Rusbridger. The idea is that if we do not “leave it in the ground”, the burning of all that carbon will fry the climate.

Some are resisting: the Wellcome Trust has politely declined to divest, saying it thinks it is better to keep the shares so it can lean on company executives to decarbonise; the University of Edinburgh unexpectedly voted last week not to divest, using a similar argument; and Boris Johnson has just rejected a motion by the London Assembly to divest its pension funds of fossil-fuel shares. The Church of England has cunningly confined its divestment to “thermal coal” and Canadian oil sands companies, getting good publicity but not having to sell many shares.

Of course, divestment represents an admission that fossil fuels are not going to run out, as was commonly believed until the shale bonanza began. The governor of the Bank of England, Mark Carney, seems sympathetic to the argument that climate change policies will soon make fossil fuels unburnable and that oil reserves may become “stranded assets”. So sell your BP shares before the company’s raison d’etre vanishes in a puff of non-smoke.

It’s all mad. Divestment won’t work, is unethical, hypocritical, aimed at the wrong target and based on flawed premises.

First, there is a buyer for every seller. Those pressing for fossil-fuel divestment see themselves as the successors to those who fought apartheid and tobacco by the same means. But all the tobacco divestment movement achieved in the 1990s was to lower share prices temporarily, enabling tobacco companies to buy back their shares. Anybody who bought tobacco shares when others sold beat the market handsomely over the next decade. Smoking is going to be killed by innovation (vaping), not divestment.

Tobacco (like apartheid) has no health benefits, only harms. That’s not true of fossil fuels. They make fertiliser, which banishes famine and lowers food prices. They replace wood as a fuel, saving forests. They transport goods and people, raising living standards. They make affordable electricity, providing light, heat and freedom from fatal indoor smoke. The divestment fanatics who think only of the bad effects of fossil fuels ignore all this.

So, second, if the world went cold turkey on fossil fuels the people who would suffer most would be the poor. Divestment is not an ethical thing to do; it’s a harsh, cold-hearted decision. It says: sorry, poor people (and rainforests), we have to make you suffer today so that our great grandchildren can be safe from a
risk of rising sea levels in the event that no other energy technology comes along.

Third, it is hypocritical because the divesters continue to use electric light and gas heating, and to travel by car and plane. That’s because there is no alternative to fossil fuels on the scale we use them. Nuclear power could eventually fill the gap but not cheaply and not quickly: it currently provides 4 per cent of world energy consumption. Wind and solar provide only 1 per cent between them, after two decades of frantic expansion, and need far too much land. We would need to build 100,000 wind turbines on 30,000 square miles of land each year just to keep up with the annual increase in world electricity consumption, let alone gain market share. That’s a whole Scotland each year.

Fourth, the campaign will have little effect on the oil industry. Exxon is the 11th biggest oil company in the world in terms of reserves; Shell 19th and BP 20th. All but one (Lukoil) of the rest of the top 20 belong to governments: Iran, Saudi Arabia, Venezuela, Iraq, Nigeria, Russia, and so on. These regimes will pay no attention to students occupying senior common rooms in London. Indeed, if they see quoted firms hurt by divestment and pulling out of oil, they will shed a crocodile tear, jack up the price and move in.

It’s not just state-owned firms that will benefit. So will those owned by private equity or families. I regularly declare a commercial relationship with a coal company, but it’s not quoted, so divestment will not hurt it.

Finally, the whole argument is based on a flawed premise. The divesters argue that if we are to have a decent chance of limiting any temperature rise to 2C from pre-industrial levels, then we must burn less carbon in the future than we have burnt in the past two centuries.

Specifically, the Intergovernmental Panel on Climate Change (IPCC) says that we can burn only 820 gigatonnes of carbon (gtc) in total to have a 50 per cent chance of staying within 2C. We burn about 10gtc a year and have burnt 515gtc so far. Since we have raised the world average temperature by about 0.8C (some of which may have been natural), then they are suggesting that another 300gtc has an evens chance of bringing us to the point where the temperatures will have risen by another 1.2C.

Note that they are therefore assuming a rapid acceleration of the rate of warming, whereas in fact it has slowed down in the past two decades. That’s one flaw.

A bigger one is this. The IPCC models assume high sensitivity of the climate to carbon dioxide. With a more realistic estimate of climate sensitivity taken from a raft of recent high-quality, observation based studies, and still assuming fossil fuel burning at 10gtc a year, we would probably not hit the 2C threshold for more than 100 years (which is bang in line with the rate of warming over the past 60 years).
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Is Fossil Fuel Divestment a Wise Move?

Making the case for and against stripping endowments of fossil fuel investments

Kristen Domonell

May 24, 2013

University Business, June 2013

Twitter Facebook Share



Stop Feeding the Monster. End the Coal Age. Divest the West. Sandy Says: Divest Climate Destruction. Bound by Fossil Fuels, Freed by Action.

Messages like these have emblazoned banners on campuses across the country since 350.org’s Fossil Free divestment campaign began last November.

The organization, dedicated to building grassroots movements to solve the climate crisis, urges colleges and universities to divest their endowments of 200 publicly-traded companies its leaders identified as posing the greatest threat to  the climate. There are now student-led divestment campaigns on more than 300 campuses.

Divestment—when organizations sell stock in companies to further a political or social cause—was first used aggressively in the 1970s and 1980s to protest apartheid in South Africa. In an effort to weaken the oppressive apartheid regime, colleges and universities spearheaded a major campaign, which peaked in the mid-80s, to divest from companies that did business in South Africa.

Momentum for the fossil fuel divestment campaign grew slowly all spring. In late April, students at Rhode Island School of Design staged a sit-in to draw attention to the cause.

And during a nationwide Day of Action on May 2, student groups at more than 60 colleges and universities hosted events pushing for fossil fuel divestment. At Western Washington University, students covered a Bellingham city plaza with orange squares—the universal symbol selected for the campaign. The following day, hundreds of students, faculty, and alumni at Brown University cast symbolic ballots for divestment.

“We have no illusion that colleges are going to rush into this decision, but students are making the case that they have enough information to make a firm commitment and move forward with full divestment,” says Jamie Henn, co-founder of 350.org.

The buzz has been building, but is divesting a good idea? Here are arguments for and against divesting endowments of fossil fuel investments.

The Argument For

As of mid-May, only five U.S. schools had committed themselves to divestment. All small liberal arts colleges in New England, they are: College of the Atlantic (Maine), Sterling College (Vt.), Unity College (Maine), Hampshire College (Mass.), and Green Mountain College (Vt.). Officials at these institutions have cited three big reasons for making the move.

Set a positive example. For Unity, which emphasizes the environment and natural resources, divesting was a no-brainer. “We’re very eager to start moving forward with it because it speaks to who we are,” says President Stephen Mulkey. “We embrace what we think are good ethics, and it’s time to have that translated into our good business practices.”

In November, Unity became the first school to announce its commitment to full divestment, a process that began in 2008. It has so far reduced the extent of its endowment’s investments in fossil fuel companies from 10 percent to 3 percent. Mulkey says most institutions tend to be somewhere between 10 percent and 2 percent exposure, passively and by default. The process of getting closer to zero percent is one that requires consistent, deliberate action, he says.

Officials at Sterling, another environmentally focused college, have decided to practice what they preach, too. President Matthew Derr says the college has a mission of environmental stewardship. “Our investment strategies and our investment commitments needed to run parallel to what we’re teaching in the classroom.”

Make a statement. Unity’s Mulkey believes divestment, over time, could have a large impact on companies’ bottom lines, but what matters now is bringing attention to the issue.

“This is making a strong statement to these companies about their social license to continue business as usual,” says Mulkey.

Derr says the push to divest from fossil fuels is consistent with the higher education tradition of investing responsibly.

“Fossil fuel divestment is an ethical consideration and one that’s also strategic because it’s bringing broader understanding,” he says. “However small Sterling may be, we should have a voice in that. It’s the issue of the 21st century. We say that without any reservations.”

It won’t hurt endowments. In terms of generating competitive investment returns, Unity’s endowment portfolio has met or exceeded market benchmarks over the past five years despite the shift away from fossil fuel holdings, says Deborah Cronin, vice president of finance and administration. 

While it’s possible that in any given year the move could reduce Unity’s investment earnings, “over time investment performance should not be negatively impacted by this strategy,” Cronin said in a release.

“The thing that determines whether or not your portfolio gains or loses is not the social screening. It’s the decisions you make after that,” says Mulkey. Unity’s strategy has been to shift investments in developed countries to non-energy sectors. Investments in emerging countries cannot be as easily moved out of fossil fuels.

The Argument Against

Christine Wood, a Vassar College (N.Y.) trustee with 30 years experience in the investment management field, has dealt with one divestment after another—including those related to South Africa, tobacco, companies that do business with Sudan and Iran, manufacturers of birth control, and those that create weapons of mass destruction.

Her conclusion? “The problem I have found in every instance, without exception, is that trying to use an investment portfolio to accomplish social or political causes comes up short in every way you can imagine,” she says.

Divestment doesn’t actually hurt companies. Many who promote divestment wrongfully believe that selling off their investments somehow hurts a company financially, according to Wood, who has overseen the global equity portfolio of the California Public Employee’s Retirement System and served on the boards of the International Corporate Governance Network, International Integrated Reporting Council, and the Global Reporting Initiative. “By petulantly selling your shares, you have not hurt the company at all. You’ve just transferred ownership of shares to some other party who cares much less about the issue than you do,” she says.

A 1999 study by economists Ivo Welch and C. Paul Wazzan argued that even South African divestment had little financial impact. “Despite the prominence and publicity of the boycott and the multitude of divesting companies, the financial markets’ valuations of targeted companies or even the South African financial markets themselves were not easily visibly affected,” they wrote.

Wood says colleges and universities that choose to divest could be the ones hurt financially. For any individual or organization, she believes divestment leaves the investor with a more volatile portfolio in the end, due to inferior risk-adjusted returns.

“A lot of these theoretical things don’t work in real time,” she says.

It leaves institutions voiceless. Stockholders are the only ones who can truly engage the company, she says. “If you don’t own shares you’re not eligible to vote with a proxy, you can’t elect boards of directors, you can’t vote on share proposals. You are completely without a voice.”

It’s the easy way out. Wood says there is no comparable model in society that indicates divestment is the best way to solve a problem. “Would the best solution be to put up a ‘for sale’ sign in front of your house if there are problems in the neighborhood? No, you engage and you try to rectify the situation. Divestment is the easiest thing to do.”

Instead, she suggests that institutions channel their passions into supporting organizations doing positive work on the environmental front, such as the Investor Network on Climate Risk, the International Corporate Governance Network, the Global Reporting Initiative, the International Integrated Reporting Council, the Carbon Disclosure Project, and the UN Global Compact, among others.

Resources

· 350.org Fossil Free Campaign

· Investor Network on Climate Risk

· Sterling College Divestment

· The Effect of Socially Activist Investment Policies on Financial Markets” study

While the fossil fuel divestment campaign is a cause rooted in legitimate concerns and founded with good intentions, Wood doesn’t believe divestment is the right instrument to convey these concerns.

“We have institutions in our society responsible for public policy, such as legislators, regulators, and standard setters, who ultimately have to set standards for corporate sustainability,” she says. “These institutions need to be engaged and held accountable. Working from within, as an investor with proxy votes that influence corporate decision-making, is more powerful in advancing corporate sustainability than stepping outside the sphere of influence by divesting.”
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Fossil Fuel Divestment Statement

October 3, 2013

CAMBRIDGE, MASS.

Dear Members of the Harvard Community,

Climate change represents one of the world’s most consequential challenges.  I very much respect the concern and commitment shown by the many members of our community who are working to confront this problem.  I, as well as members of our Corporation Committee on Shareholder Responsibility, have benefited from a number of conversations in recent months with students who advocate divestment from fossil fuel companies.  While I share their belief in the importance of addressing climate change, I do not believe, nor do my colleagues on the Corporation, that university divestment from the fossil fuel industry is warranted or wise.

Harvard is an academic institution.  It exists to serve an academic mission — to carry out the best possible programs of education and research.  We hold our endowment funds in trust to advance that mission, which is the University’s distinctive way of serving society.  The funds in the endowment have been given to us by generous benefactors over many years to advance academic aims, not to serve other purposes, however worthy.  As such, we maintain a strong presumption against divesting investment assets for reasons unrelated to the endowment’s financial strength and its ability to advance our academic goals. 

We should, moreover, be very wary of steps intended to instrumentalize our endowment in ways that would appear to position the University as a political actor rather than an academic institution.  Conceiving of the endowment not as an economic resource, but as a tool to inject the University into the political process or as a lever to exert economic pressure for social purposes, can entail serious risks to the independence of the academic enterprise.  The endowment is a resource, not an instrument to impel social or political change.

We should also be clear-sighted about the risks that divestment could pose to the endowment’s capacity to propel our important research and teaching mission.  Significantly constraining investment options risks significantly constraining investment returns.  The endowment provides more than one-third of the funds we expend on University activities each year.  Its strength and growth are crucial to our institutional ambitions — to the support we can offer students and faculty, to the intellectual opportunities we can provide, to the research we can advance.  Despite some assertions to the contrary, logic and experience indicate that barring investments in a major, integral sector of the global economy would — especially for a large endowment reliant on sophisticated investment techniques, pooled funds, and broad diversification — come at a substantial economic cost.

Because I am deeply concerned about climate change, I also feel compelled to ask whether a focus on divestment does not in fact distract us from more effective measures, better aligned with our institutional capacities.  Universities own a very small fraction of the market capitalization of fossil fuel companies.  If we and others were to sell our shares, those shares would no doubt find other willing buyers.  Divestment is likely to have negligible financial impact on the affected companies.  And such a strategy would diminish the influence or voice we might have with this industry.  Divestment pits concerned citizens and institutions against companies that have enormous capacity and responsibility to promote progress toward a more sustainable future. 

I also find a troubling inconsistency in the notion that, as an investor, we should boycott a whole class of companies at the same time that, as individuals and as a community, we are extensively relying on those companies’ products and services for so much of what we do every day.  Given our pervasive dependence on these companies for the energy to heat and light our buildings, to fuel our transportation, and to run our computers and appliances, it is hard for me to reconcile that reliance with a refusal to countenance any relationship with these companies through our investments.

I believe there are a number of more effective ways for Harvard both to address climate change and to enhance our commitment to sustainable investment. 

Our teaching and research on environmental and climate issues is significant and growing, and it is a priority in The Harvard Campaign.

We offer some 250 courses in the broad domain encompassing environmental studies and energy.  We support some 225 faculty who work in the area, as well as a graduate consortium that involves more than 100 students and seven Schools.

We have a thriving University Center for the Environment.  Outstanding faculty in chemistry, biology, earth and planetary sciences, engineering, and beyond are making profoundly important contributions to envisioning the future of energy and shaping the relevant science and technology.  The Kennedy School’s Belfer Center has won international acclaim for its influential work on climate change economics and policy.  Harvard scholars in design are on the frontier of thinking about sustainable cities; scholars in law, business, economics, and public policy are leaders in addressing regulatory, commercial, and economic aspects of energy and the environment; scholars in public health do vital research on environmental health and its relation to energy use.  Indeed, the foundation of our current national clean air regulations was a study undertaken more than two decades ago by faculty at the Harvard School of Public Health.

We also have a strong institutional commitment to sustainability in how we live and work.  Our Office for Sustainability is doing outstanding work.  We are making substantial progress in reducing our greenhouse gas emissions.  We have become much more conscious of sustainable design principles in all of our physical planning and construction.  We have created awards to recognize “heroes” who are helping to make Harvard green.  And Harvard has earned an array of honors to recognize various sustainability efforts.  I am very proud of all that our students and faculty and staff are doing on this front, and those efforts will continue and grow. 

As a long-term investor, we need to strengthen and further develop our approach to sustainable investment.  This is no small undertaking, and it will present challenges along the way.  Especially given our long-term investment horizon, we are naturally concerned about environmental, social, and governance factors that may affect the performance of our investments now and in the future.  Such risks are complex, often global in nature, and addressing them effectively often entails collaborative approaches.  Generally, as shareholders, I believe we should favor engagement over withdrawal.  In the case of fossil fuel companies, we should think about how we might use our voice not to ostracize such companies but to encourage them to be a positive force both in meeting society’s long-term energy needs while addressing pressing environmental imperatives.  And, like other investors, we should consider how to obtain further, better information on how companies not only in the energy industry but across all sectors take account of sustainability risks and opportunities as part of their business strategies and practices. 

To help us pursue this path, Harvard Management Company has recently brought on its first-ever vice president for sustainable investing.  She will help us think in more nuanced, forward-looking ways about sustainable investment, including the consideration of environmental, social, and governance factors.  And, in concert with colleagues, she will play a central role in considering how Harvard can achieve superior investment returns as it fulfills a university’s distinctive responsibilities to society.  

Harvard has a strong interest in marshaling its academic resources to help meet society’s most important and vexing challenges, and there is no question that climate change must be prominent among them.  We will continue to do so, through the energy and ideas of our faculty, students, and staff, in ways that are true to the purposes of our endowment and that best take advantage of the University’s distinctive capacities as an academic institution.

Sincerely,
Drew Faust
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By Clayton Spencer. Published on January 21, 2014

President Clayton Spencer’s statement on climate change and divestment

Dear Members of the Bates Community,

I write to outline important aspects of our institutional response to the urgent problem of climate change and to address the question of whether the college should divest its endowment from the fossil fuel industry.

Climate change poses a momentous threat to the overall quality of life on Earth. Bates takes this threat seriously and has responded over the years in a variety of ways. The college has been a leader in environmentally sustainable practices and has committed significant resources that have reduced energy consumption and altered our ways of doing business. Along with other institutions, Bates has committed to reducing our carbon footprint with the ultimate goal of carbon neutrality.

Members of the Bates Energy Action Movement (BEAM), a student organization, have conducted a thoughtful campaign since the fall of 2012 urging the college to divest from the 200 companies that hold the largest fossil fuel reserves. We have considered this request seriously, met with student advocates to understand their arguments, studied the literature on the subject, and analyzed the impact of divestment on our endowment and institutional mission. I personally have met with students from BEAM a number of times, and, within the past year, other members of the college administration and the Board of Trustees have also discussed the pros and cons of divestment with the students. These meetings have included conversations with the Board’s Investment Committee and with the chair of the Socially Responsible Investing Subcommittee.

Based on these interactions over a period of time and a careful review of the full range of implications, the Board of Trustees has chosen not to alter its current framework for endowment investment to divest from the fossil fuel industry.

The Board of Trustees has a fiduciary responsibility to protect our ability from generation to generation to offer the high quality liberal arts education envisioned by our founders in 1855. The college’s endowment provides core support for this mission, and the Board is charged with protecting its purchasing power over time through sound investment policies. In addition, the Board has an explicit responsibility to honor the wishes of donors past and present whose gifts have built the endowment, trusting that it would be prudently managed to provide enduring resources to support the mission of the college.

Bates is committed to socially responsible investing as an important dimension of its investment strategy. So, too, is its external endowment manager, Hall Capital Partners, who recently completed the process of becoming a signatory of the United Nations Principles for Responsible Investing (UN PRI). The Board of Trustees and Hall Capital Partners continually monitor the college’s investment practices to ensure that they achieve the appropriate balance among a number of considerations, as outlined in the following policy statement:

“The Endowment’s strategic asset allocation is constructed to properly balance the need for liquidity, growth and/or preservation of purchasing power, and tolerance for risk. The primary criterion for the selection of the Endowment investment is to maximize return within defined risk parameters, which in turn, maximizes the financial support for the college. In addition, Bates is committed to balancing the financial objectives of the Endowment with the social and environmental priorities of the broader Bates community. The Investment Committee and Chief Investment Officer (CIO) will consider social, environmental and governance impacts when selecting Investment Managers across all asset classes. The Investment Committee and CIO welcome input from student or faculty groups in assessing the priorities of the Bates community with regard to socially responsible investments.”

For a variety of reasons, the Board of Trustees has concluded that it is not prudent to move beyond this strong framework of socially responsible investing to a divestment strategy targeting a specific industry.

An analysis performed by our vice president for finance and administration in the spring of 2013 estimated that a maximum of slightly over 3 percent of the Bates endowment is invested in the top 200 fossil-fuel companies targeted for divestment. Virtually all of this investment is owned by the college through commingled funds, including mutual funds and limited partnerships investing in public and private securities. Employing such funds is critical for diversification of investments and professional money management across asset classes. To guarantee divestment from these 200 public companies, our investment advisers estimate that between a third and a half of the entire endowment would need to be liquidated and replaced with separately managed accounts.  Were we to guarantee a fossil fuel free endowment more broadly than the 200 companies, greater than half of the endowment would need to be liquidated. In either scenario, the transition would result in significant transaction costs, a long-term decrease in the endowment’s performance, an increase in the endowment’s risk profile, and thus a loss in annual operating income for the college. Such a reduction in resources would affect critical college priorities, including financial aid, faculty and staff salaries, and support for academic programs. In short, divestment would potentially threaten core aspects of the college’s mission. Furthermore, as Harvard President Drew Faust has powerfully argued, instrumentalizing an endowment for political ends distorts its function as a core resource for our academic mission, and potentially puts at risk our independence as an academic institution.

Putting our human and fiscal resources toward effective programs on our campus and within our community, on the other hand, allows us to address the problem of climate change directly and through our own actions. This includes scholarship and teaching related to climate change, as well as the systematic measures we take to reduce our carbon footprint.

Bates will continue to take a leadership position in environmental sustainability, building on and enhancing policies and practices aimed at reducing our reliance on fossil fuels. Currently, two full-time positions at the college are charged with leading strategic efforts in support of environmental sustainability: the Manager of Sustainability Initiatives and the Energy Manager. The Committee on Environmental Responsibility, composed of faculty, staff, and students, is an active group that develops new opportunities for sustainability initiatives, and the Energy Task Force, created in 2009, designs and implements projects and policies to improve energy efficiency and conservation on campus. Prior to 2009, our energy budget grew at an annual rate of 5 percent. Over the past five years, the work of the Energy Task Force has enabled the college to reduce that growth each year, resulting in a 2014 budget that is 18 percent lower than the 2009 budget. All capital renovations and new construction have been designed to achttp://www.american.edu/trustees/Announcement-November-21-2014.cfmhieve a minimum equivalency of Leadership in Energy and Environmental Design (LEED) Silver, as will the new residential life facilities to be built on Campus Avenue. The Bates Dining Service in particular demonstrates national leadership in environmental practices, as one of only six U.S. colleges or universities to earn a three-star rating for sustainability from the Green Restaurant Association. That rating includes recognition of Bates’ purchase of renewable energy credits, its broad adoption of Energy Star appliances, its use of occupancy sensors, and many other measures that help reduce the college’s energy demand and climate-altering impact.

The actions outlined above represent a serious institutional and financial commitment to environmental sustainability, and I will continue to collaborate with the Board of Trustees and the entire Bates community to strengthen our efforts and maximize their impact. As with all matters of urgent community interest, I welcome the engagement of our students and their constructive ideas for action.

With all best wishes,

Clayton Spencer
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MEMORANDUM
November 21, 2014


		TO:

		American University Community



		FROM:

		Jeffrey A. Sine, Chair, Board of Trustees



		SUBJECT:

		Fall 2014 Board of Trustees Meeting --
Sustainability & Fossil Free Discussion and Decision





______________________________________________________________________________________


 

The American University Board of Trustees met on campus for its fall meeting November 20–21. Committee meetings were held on Thursday and the full board met on Friday.

Among the issues the full board discussed was that of socially responsible investment and in particular, “fossil free” divestment, based on the report from the Finance and Investment Committee.

I commend everyone—students, faculty, staff, alumni and trustees—who has been part of the important discussion we have had for more than a year. From the creation of the Advisory Committee on Socially Responsible Investing (ACSRI) and the fine work that group did; the guidance by the Office of General Counsel on fiduciary obligations that govern endowment investing; the research by our Cambridge Associates investment advisors; the considered deliberations of trustees; and the passionate dialogue, petitions, and letters from our dedicated students—all perspectives were important parts of this campus review.

Let me strongly affirm that we all agree on the same goal—that American University must deal effectively, prudently, and promptly to address the serious issue of climate change. There is no greater challenge facing our current and future generations, and the creative ideas from our AU community have provided pro-active suggestions for moving forward.

Our strategic plan, American University and the Next Decade: Leadership for a Changing World, has been an important guidepost in the board’s deliberations and conclusions. The plan identified as a transformational goal—to “act on our values through social responsibility and service” by strengthening AU’s culture of service and social responsibility— including “an active pursuit of sustainability.”

As the board considered new areas for additional action related to climate change, the university’s mission, values, and strategic plan were paramount to our final disposition and conclusions.


Progress Toward Carbon Neutrality and Elimination of Greenhouse Emissions
The board supports all that AU is doing to reduce its carbon footprint, curtail emissions of greenhouse gases, and encourage the development of alternative energy sources. Addressing climate change has been a strategic priority since President Kerwin signed the American College and University Presidents’ Climate Commitment in 2008, which set an ambitious goal to achieve carbon neutrality by 2020 and eliminate campus greenhouse gas emissions.

The university has developed several distinctive academic degree programs focused on sustainability, environment, and social enterprise that are producing graduates prepared to address this global challenge far beyond the campus boundaries.

AU achieved a major milestone in its business practices this summer, by entering into a long-term agreement to source half of AU’s electricity from renewable power, working in a partnership with George Washington University and its hospital. This is the largest non-utility solar photovoltaic (PV) power purchase agreement in the United States and the largest PV project east of the Mississippi River. AU will receive direct, grid-delivered solar power for half of its electricity, and by directly sourcing solar power for half of the campus electricity needs, will eliminate 15,000 metric tons of carbon dioxide from the atmosphere each year (equal to taking 3,000 cars off the road).

AU has become a leader in creating a campus culture of sustainability, as indicated by a variety of external assessments: 

· Princeton Review’s “Green Honor Roll” recognized AU for four consecutive years and bestowed the highest possible score of 99.

· AU has the highest Sustainability Tracking, Assessment and Rating System (STAR) score of any school ever to report to The Association for the Advancement of Sustainability in Higher Education. 

· AU ranked #2 in the nation for its work on climate change, according to the Sierra Club’s Top Ten Cool Schools.

Going forward, we will consider additional actions that complement and enhance the substantial progress AU has already made.


ACSRI and the Finance and Investment Committee
In May 2013, the board established the Advisory Committee on Socially Responsible Investing (ACSRI) to provide guidance and input by AU community members to the board’s Finance and Investment Committee on the climate change issue. ACSRI’s charge was to explore options the board might consider through the management of its endowment and to address a series of critical questions the board identified (see american.edu/trustees/upload/051713.pdf.)

For the May 2014 board meeting, ACSRI presented an interim report and recommended that the board consider three options for new, meaningful actions, including:

· Partial Divestment—from AU’s endowment (focused on the Carbon 200 fossil fuel companies). 

· Investment—in alternative energy funds. 

· Engagement—with energy companies through shareholder actions.

The Finance and Investment Committee met several times to review the report and these recommendations. It received guidance from AU’s General Counsel and from our Cambridge investment advisors, and it made a recommendation to the full board.


Evaluating Options for Divestment, Investment and Engagement
The issue of social responsibility in our investments introduced a new dimension to the discussion of meaningful actions on climate change beyond the university’s substantial efforts to reduce its carbon footprint. It required the board to consider the impact in relation to its fiduciary responsibilities for endowment management.

AU’s endowment includes funds from a number of sources and from thousands of donors over a period of more than 100 years. These donors have relied on the board’s fiduciary stewardship to generate the maximum, risk adjusted return to support the scholarships, fellowships, professorships, construction, and other purposes for which the funds were given, regardless of the personal views of board members on climate change or other issues. The board’s primary responsibility is to fulfill its fiduciary duty to the university.

The Finance and Investment Committee sought clarification from AU’s General Counsel regarding its fiduciary duties and responsibilities in overseeing, managing, and investing university endowment funds. General Counsel cited the District of Columbia’s Uniform Prudent Management of Institutional Assets (UPMIFA) Act, and its proscriptive requirements for due care in managing endowment assets. General Counsel’s opinion stated that a board decision to divest would be consistent with its fiduciary duty—if the university’s investment advisors could validate the premise that divestment would have an insignificant effect on investment returns.

The committee asked the university's investment advisors, Cambridge Associates, to review how divestment from the Carbon 200 would impact risk adjusted investment returns. The Cambridge advisors could not provide assurance that divestment was unlikely to have an adverse effect.

Moreover, divesting from these companies would require that AU investments be withdrawn from index funds and commingled funds in favor of more actively managed funds. Cambridge has estimated this withdrawal would cause manager fees to double, increasing from $1.1 million to $2.2 million per year.

In weighing the critical elements to partially divest, it was clear that the DC law surpassed the relevance of other considerations, including compelling arguments both for and against divestment. Since the conditions for board’s primary fiduciary responsibilities cannot be satisfied, the Finance and Investment Committee concluded that divestment is not an option the board can take to express a position on climate change.

The board then considered other meaningful investment action (including affirmative investment and engagement), to support AU’s broad commitment to sustainability, provided these actions are consistent with the board’s primary duty.


Moving Forward: Additional Investment and Engagement Strategies
The committee recommends that efforts continue to seek positive investments in sustainable initiatives.

· Green Investment Fund—The committee recommended and the board approved creating a green investment fund, which is consistent with another of ACSRI’s recommendations. AU’s investment advisors will help review and evaluate managers with input from ACSRI, an appropriate fund will be chosen, and the University will make it available for donors who specifically choose a green fund.

· Active Management and Ongoing Review—The Committee directed Cambridge Associates to add a new criterion in its evaluation of new active managers and ongoing review of existing managers. This will require Cambridge to consider whether the managers evaluate the environmental practices and policies of a prospective investment and whether they evaluate the impact of environmental compliance, remediation, and actual or contingent environmental liabilities in determining the investment merits of a security.

· Shareholder Engagement and Proxy Votes—The ACSRI charter includes duties of shareholder engagement, such as recommending proxy votes on shareholder resolutions and engaging in other forms of shareholder advocacy, including corporate letter writing and filing shareholder resolutions. The Finance and Investment Committee encourages this input from the ACSRI.

We know that some AU community members are disappointed that the board has chosen not to divest.

However, ACSRI’s work and recommendations from the campus community have inspired vigorous discussions and prompted the board to look at meaningful ways to remain true to AU’s values and support of green initiatives without jeopardizing the board’s fiduciary responsibilities.

The divestment movement has highlighted the challenges of global warming as an issue requiring serious thought and ongoing action at AU. The board expects continued constructive dialogue about ways the university can pursue investment and engagement to address global warming.
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Why Divestment Fails

By IVO WELCHMAY 9, 2014

Continue reading the main storyShare This Page

· Share

· Tweet

· Email

· More

· Save

156

LOS ANGELES — TONIGHT, the 20,000 students at Stanford will sleep more soundly. Earlier this week, a group called “Fossil Free Stanford” persuaded the university’s endowment to divest its stock holdings from coal-mining companies. The world will be a better place.

Except that it won’t be. Individual divestments, either as economic or symbolic pressure, have never succeeded in getting companies or countries to change.

Global public equity markets constitute about $60 trillion of market capitalization. With about $19 billion, Stanford’s endowment represents only about five-hundredths of 1 percent of the world’s capitalization. Even if Stanford divested itself fully of all its stocks, both fossil and nonfossil, it would probably take the market less than an hour to absorb the shares. It would not lead the executives of the affected companies to engage in soul-searching, much less in changes in operations.

Proponents of divestment argue that it sends an important signal, and that other university endowments will follow. Yet all of them together command only about $500 billion of market capitalization.

Moreover, if divestment really drove down fossil-fuel stock prices, then there would be plenty of other investors ready, able and willing to step in to buy their shares, now trading for just a little cheaper than they otherwise would.

But didn’t a similar boycott force South Africa in the 1980s to abandon apartheid?

Unfortunately not. In an academic study, my co-authors and I found that the announcement of divestment from South Africa, not only by universities but also by state pension funds, had no discernible effect on the valuation of companies that were being divested, either short-term or long-term.

And there was no real effect on the composition of their shareholders between institutional and noninstitutional investors. We looked hard for evidence linking boycotts and sanctions to the value of the South Africa’s currency, stock market and economy. Nothing.

In retrospect, our evidence should not be surprising. For each investor and business that withdrew, there were others standing by ready to step in.

True, stating that the impact of economic sanctions was low is not the same as stating that the isolation of the apartheid regime had no effect. The wide ostracism may well have weighed on President F. W. de Klerk’s mind. But it was not the economic effect of the boycott that forced him to the table.

Opinion Today

Every weekday, get thought-provoking commentary from Op-Ed columnists, The Times editorial board and contributing writers from around the world.

Top of Form

Sign Up



Receive occasional updates and special offers for The New York Times's products and services.

Bottom of Form

· SEE SAMPLE

 

· PRIVACY POLICY

Of course, not everything is economics. Morals matter. Would I have divested from South Africa? Yes, but I would have had no illusion that doing so would have made a difference. And I would have told others that, in light of its ineffectiveness, I would have understood that reasonable and moral individuals could have come to a different conclusion.

In the case of fossil fuels, the situation is even murkier.

The moral choice is much less clear than it was with apartheid. Energy is an area with no obvious solutions. Apartheid had no place in a civilized world. Fossil-fuel companies are supplying a market demand, one that for the time being cannot be met by other fuel sources. Divestment won’t change that calculus.

And there is no guarantee that the strategy will lead to the outcome that divestment proponents want. Suppose divestment worked — and coal companies poured their resources into, say, hydroelectric power, or nuclear. Neither outcome would be a clear-cut win for society or the environment.

If Stanford really wants to reduce fossil fuel use, it has two better options.

For one, Stanford could pay polluters to pollute less and press institutions that want access to Stanford’s intellectual resources. One way to do this would be to take a 180-degree turn from its current course and buy up lots of energy stocks, concentrating its holdings and then using that position to press corporate boards to make changes.

This would be expensive. The values of these companies would most likely drop, imposing a cost on the Stanford endowment. But unlike the “run” strategy, the “influence” strategy could actually make boards and executives of these companies take notice.

The second option is to help make both clean and nuclear energy cheaper than fossil fuels. Stanford has enormous intellectual and financial resources that have helped revolutionize the technology sector. Why can’t it do the same with energy? This includes not only the research and development of clean-energy technology, but also its commercialization.

Neither option is cheap. And neither is necessarily the mission nor in the self-interest of Stanford. But either would be more effective than divestment.



Ivo Welch is a professor of finance and economics at the Anderson Graduate School of Management at the University of California, Los Angeles.
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Cost of Divestment

		Cost of Divestment to the UNFF Endowment



				Endowment Spending (4.15%)								Expense Ratio (1.75%)								Cumulative Draw (5.9%)

		Year		Current UNFF		UNFF Under Divestment		Variance				Current UNFF		UNFF Under Divestment		Variance				Current UNFF		UNFF Under Divestment		Variance

		1		$   4,443,837.73		$   4,414,757.74		$   (29,079.99)				$   1,873,907.48		$   1,861,644.83		$   (12,262.65)				$   6,317,745.21		$   6,276,402.57		$   (41,342.63)

		2		$   4,473,112.40		$   4,414,760.83		$   (58,351.57)				$   1,886,252.22		$   1,861,646.13		$   (24,606.08)				$   6,359,364.62		$   6,276,406.97		$   (82,957.65)

		3		$   4,502,579.92		$   4,414,763.92		$   (87,816.00)				$   1,898,678.28		$   1,861,647.44		$   (37,030.84)				$   6,401,258.21		$   6,276,411.36		$   (124,846.84)

		4		$   4,532,241.57		$   4,414,767.01		$   (117,474.56)				$   1,911,186.20		$   1,861,648.74		$   (49,537.46)				$   6,443,427.77		$   6,276,415.75		$   (167,012.02)

		5		$   4,562,098.62		$   4,414,770.10		$   (147,328.51)				$   1,923,776.53		$   1,861,650.04		$   (62,126.48)				$   6,485,875.14		$   6,276,420.15		$   (209,455.00)

		6		$   4,592,152.35		$   4,414,773.19		$   (177,379.16)				$   1,936,449.79		$   1,861,651.35		$   (74,798.44)				$   6,528,602.14		$   6,276,424.54		$   (252,177.60)

		7		$   4,622,404.08		$   4,414,776.28		$   (207,627.79)				$   1,949,206.54		$   1,861,652.65		$   (87,553.89)				$   6,571,610.62		$   6,276,428.94		$   (295,181.68)

		8		$   4,652,855.09		$   4,414,779.38		$   (238,075.71)				$   1,962,047.33		$   1,861,653.95		$   (100,393.37)				$   6,614,902.41		$   6,276,433.33		$   (338,469.09)

		9		$   4,683,506.70		$   4,414,782.47		$   (268,724.24)				$   1,974,972.71		$   1,861,655.26		$   (113,317.45)				$   6,658,479.41		$   6,276,437.72		$   (382,041.69)

		10		$   4,714,360.24		$   4,414,785.56		$   (299,574.68)				$   1,987,983.23		$   1,861,656.56		$   (126,326.67)				$   6,702,343.47		$   6,276,442.12		$   (425,901.36)

		TOTAL		$   45,779,148.70		$   44,147,716.49		$   (1,631,432.21)				$   19,304,460.30		$   18,616,506.96		$   (687,953.34)				$   65,083,609.00		$   62,764,223.45		$   (2,319,385.55)

		Note: Assuming 0.7% reduction in annual rate of return





Endowment Calulations

		Current Endowment Value (1/31/2017)				$   100,103,232.00

		Current Cumulative Draw				$   5,906,090.69



		Current UNFF



						UNFF Rate of Return Annualized		Endowment Spending		Expense Ratio		Cumulative Draw

						6.97%		4.15%		1.75%		5.90%



		Year		Value at Beginning of Year		Value at End of Year		Endowment Spending		Expense Ratio		Cumulative Draw

		1		$   100,103,232.00		$   107,080,427.27		$   4,443,837.73		$   1,873,907.48		$   6,317,745.21

		2		$   100,762,682.06		$   107,785,841.00		$   4,473,112.40		$   1,886,252.22		$   6,359,364.62

		3		$   101,426,476.38		$   108,495,901.79		$   4,502,579.92		$   1,898,678.28		$   6,401,258.21

		4		$   102,094,643.58		$   109,210,640.24		$   4,532,241.57		$   1,911,186.20		$   6,443,427.77

		5		$   102,767,212.46		$   109,930,087.17		$   4,562,098.62		$   1,923,776.53		$   6,485,875.14

		6		$   103,444,212.03		$   110,654,273.61		$   4,592,152.35		$   1,936,449.79		$   6,528,602.14

		7		$   104,125,671.47		$   111,383,230.77		$   4,622,404.08		$   1,949,206.54		$   6,571,610.62

		8		$   104,811,620.15		$   112,116,990.08		$   4,652,855.09		$   1,962,047.33		$   6,614,902.41

		9		$   105,502,087.66		$   112,855,583.17		$   4,683,506.70		$   1,974,972.71		$   6,658,479.41

		10		$   106,197,103.76		$   113,599,041.90		$   4,714,360.24		$   1,987,983.23		$   6,702,343.47



		UNFF Under Divestment



						Rate of Return under Divestment (Annualized) 		Endowment Spending		Expense Ratio		Cumulative Draw

						6.27%		4.15%		1.75%		5.90%



		Year		Value at Beginning of Year		Value at End of Year		Endowment Spending		Expense Ratio		Cumulative Draw

		1		$   100,103,232.00		$   106,379,704.65		$   4,414,757.74		$   1,861,644.83		$   6,276,402.57

		2		$   100,103,302.07		$   106,379,779.11		$   4,414,760.83		$   1,861,646.13		$   6,276,406.97

		3		$   100,103,372.14		$   106,379,853.58		$   4,414,763.92		$   1,861,647.44		$   6,276,411.36

		4		$   100,103,442.22		$   106,379,928.04		$   4,414,767.01		$   1,861,648.74		$   6,276,415.75

		5		$   100,103,512.29		$   106,380,002.51		$   4,414,770.10		$   1,861,650.04		$   6,276,420.15

		6		$   100,103,582.36		$   106,380,076.98		$   4,414,773.19		$   1,861,651.35		$   6,276,424.54

		7		$   100,103,652.43		$   106,380,151.44		$   4,414,776.28		$   1,861,652.65		$   6,276,428.94

		8		$   100,103,722.51		$   106,380,225.91		$   4,414,779.38		$   1,861,653.95		$   6,276,433.33

		9		$   100,103,792.58		$   106,380,300.37		$   4,414,782.47		$   1,861,655.26		$   6,276,437.72

		10		$   100,103,862.65		$   106,380,374.84		$   4,414,785.56		$   1,861,656.56		$   6,276,442.12

		Note: Assuming 0.7% reduction in annual rate of return
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MATT RIDLEY: WHY FOSSIL FUEL DIVESTMENT WON’T 
WORK 

 Date: 18/05/15 

  

 Matt Ridley, The Times 

Divestment won’t work, is unethical, hypocritical, aimed at the wrong target 
and based on flawed premises. 
Institutions and pension funds are under pressure to dump their investments in fossil-fuel companies. The 
divestment movement began in America, jumped the Atlantic and has become the cause célèbre of the 
retiring editor of The Guardian, Alan Rusbridger. The idea is that if we do not “leave it in the ground”, the 
burning of all that carbon will fry the climate. 
Some are resisting: the Wellcome Trust has politely declined to divest, saying it thinks it is better to keep 
the shares so it can lean on company executives to decarbonise; the University of Edinburgh 
unexpectedly voted last week not to divest, using a similar argument; and Boris Johnson has just rejected 
a motion by the London Assembly to divest its pension funds of fossil-fuel shares. The Church of England 
has cunningly confined its divestment to “thermal coal” and Canadian oil sands companies, getting good 
publicity but not having to sell many shares. 

Of course, divestment represents an admission that fossil fuels are not going to run out, as was 
commonly believed until the shale bonanza began. The governor of the Bank of England, Mark Carney, 
seems sympathetic to the argument that climate change policies will soon make fossil fuels unburnable 
and that oil reserves may become “stranded assets”. So sell your BP shares before the company’s raison 
d’etre vanishes in a puff of non-smoke. 

It’s all mad. Divestment won’t work, is unethical, hypocritical, aimed at the wrong target and based on 
flawed premises. 

First, there is a buyer for every seller. Those pressing for fossil-fuel divestment see themselves as the 
successors to those who fought apartheid and tobacco by the same means. But all the tobacco 
divestment movement achieved in the 1990s was to lower share prices temporarily, enabling tobacco 
companies to buy back their shares. Anybody who bought tobacco shares when others sold beat the 
market handsomely over the next decade. Smoking is going to be killed by innovation (vaping), not 
divestment. 

Tobacco (like apartheid) has no health benefits, only harms. That’s not true of fossil fuels. They make 
fertiliser, which banishes famine and lowers food prices. They replace wood as a fuel, saving forests. 
They transport goods and people, raising living standards. They make affordable electricity, providing 
light, heat and freedom from fatal indoor smoke. The divestment fanatics who think only of the bad effects 
of fossil fuels ignore all this. 

So, second, if the world went cold turkey on fossil fuels the people who would suffer most would be the 
poor. Divestment is not an ethical thing to do; it’s a harsh, cold-hearted decision. It says: sorry, poor 
people (and rainforests), we have to make you suffer today so that our great grandchildren can be safe 
from a 
risk of rising sea levels in the event that no other energy technology comes along. 
Third, it is hypocritical because the divesters continue to use electric light and gas heating, and to travel 
by car and plane. That’s because there is no alternative to fossil fuels on the scale we use them. Nuclear 
power could eventually fill the gap but not cheaply and not quickly: it currently provides 4 per cent of world 
energy consumption. Wind and solar provide only 1 per cent between them, after two decades of frantic 
expansion, and need far too much land. We would need to build 100,000 wind turbines on 30,000 square 

http://www.thegwpf.com/matt-ridley-why-fossil-fuel-divestment-wont-work/


miles of land each year just to keep up with the annual increase in world electricity consumption, let alone 
gain market share. That’s a whole Scotland each year. 

Fourth, the campaign will have little effect on the oil industry. Exxon is the 11th biggest oil company in the 
world in terms of reserves; Shell 19th and BP 20th. All but one (Lukoil) of the rest of the top 20 belong to 
governments: Iran, Saudi Arabia, Venezuela, Iraq, Nigeria, Russia, and so on. These regimes will pay no 
attention to students occupying senior common rooms in London. Indeed, if they see quoted firms hurt by 
divestment and pulling out of oil, they will shed a crocodile tear, jack up the price and move in. 

It’s not just state-owned firms that will benefit. So will those owned by private equity or families. I regularly 
declare a commercial relationship with a coal company, but it’s not quoted, so divestment will not hurt it. 

Finally, the whole argument is based on a flawed premise. The divesters argue that if we are to have a 
decent chance of limiting any temperature rise to 2C from pre-industrial levels, then we must burn less 
carbon in the future than we have burnt in the past two centuries. 

Specifically, the Intergovernmental Panel on Climate Change (IPCC) says that we can burn only 820 
gigatonnes of carbon (gtc) in total to have a 50 per cent chance of staying within 2C. We burn about 
10gtc a year and have burnt 515gtc so far. Since we have raised the world average temperature by about 
0.8C (some of which may have been natural), then they are suggesting that another 300gtc has an evens 
chance of bringing us to the point where the temperatures will have risen by another 1.2C. 

Note that they are therefore assuming a rapid acceleration of the rate of warming, whereas in fact it has 
slowed down in the past two decades. That’s one flaw. 

A bigger one is this. The IPCC models assume high sensitivity of the climate to carbon dioxide. With a 
more realistic estimate of climate sensitivity taken from a raft of recent high-quality, observation based 
studies, and still assuming fossil fuel burning at 10gtc a year, we would probably not hit the 2C threshold 
for more than 100 years (which is bang in line with the rate of warming over the past 60 years). 
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Is Fossil Fuel Divestment a Wise Move? 

Making the case for and against stripping endowments of fossil fuel investments 

Kristen Domonell 

May 24, 2013 

University Business, June 2013 
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Stop Feeding the Monster. End the Coal Age. Divest the West. Sandy Says: Divest Climate 

Destruction. Bound by Fossil Fuels, Freed by Action. 

Messages like these have emblazoned banners on campuses across the country since 350.org’s 

Fossil Free divestment campaign began last November. 

The organization, dedicated to building grassroots movements to solve the climate crisis, urges 

colleges and universities to divest their endowments of 200 publicly-traded companies its leaders 

identified as posing the greatest threat to  the climate. There are now student-led divestment 

campaigns on more than 300 campuses. 

Divestment—when organizations sell stock in companies to further a political or social cause—

was first used aggressively in the 1970s and 1980s to protest apartheid in South Africa. In an 

effort to weaken the oppressive apartheid regime, colleges and universities spearheaded a major 

campaign, which peaked in the mid-80s, to divest from companies that did business in South 

Africa. 

Momentum for the fossil fuel divestment campaign grew slowly all spring. In late April, students 

at Rhode Island School of Design staged a sit-in to draw attention to the cause. 
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And during a nationwide Day of Action on May 2, student groups at more than 60 colleges and 

universities hosted events pushing for fossil fuel divestment. At Western Washington University, 

students covered a Bellingham city plaza with orange squares—the universal symbol selected for 

the campaign. The following day, hundreds of students, faculty, and alumni at Brown University 

cast symbolic ballots for divestment. 

“We have no illusion that colleges are going to rush into this decision, but students are making 

the case that they have enough information to make a firm commitment and move forward with 

full divestment,” says Jamie Henn, co-founder of 350.org. 

The buzz has been building, but is divesting a good idea? Here are arguments for and against 

divesting endowments of fossil fuel investments. 

The Argument For 

As of mid-May, only five U.S. schools had committed themselves to divestment. All small 

liberal arts colleges in New England, they are: College of the Atlantic (Maine), Sterling College 

(Vt.), Unity College (Maine), Hampshire College (Mass.), and Green Mountain College (Vt.). 

Officials at these institutions have cited three big reasons for making the move. 

Set a positive example. For Unity, which emphasizes the environment and natural resources, 

divesting was a no-brainer. “We’re very eager to start moving forward with it because it speaks 

to who we are,” says President Stephen Mulkey. “We embrace what we think are good ethics, 

and it’s time to have that translated into our good business practices.” 

In November, Unity became the first school to announce its commitment to full divestment, a 

process that began in 2008. It has so far reduced the extent of its endowment’s investments in 

fossil fuel companies from 10 percent to 3 percent. Mulkey says most institutions tend to be 

somewhere between 10 percent and 2 percent exposure, passively and by default. The process of 

getting closer to zero percent is one that requires consistent, deliberate action, he says. 

Officials at Sterling, another environmentally focused college, have decided to practice what 

they preach, too. President Matthew Derr says the college has a mission of environmental 

stewardship. “Our investment strategies and our investment commitments needed to run parallel 

to what we’re teaching in the classroom.” 

Make a statement. Unity’s Mulkey believes divestment, over time, could have a large impact on 

companies’ bottom lines, but what matters now is bringing attention to the issue. 

“This is making a strong statement to these companies about their social license to continue 

business as usual,” says Mulkey. 

Derr says the push to divest from fossil fuels is consistent with the higher education tradition of 

investing responsibly. 



“Fossil fuel divestment is an ethical consideration and one that’s also strategic because it’s 

bringing broader understanding,” he says. “However small Sterling may be, we should have a 

voice in that. It’s the issue of the 21st century. We say that without any reservations.” 

It won’t hurt endowments. In terms of generating competitive investment returns, Unity’s 

endowment portfolio has met or exceeded market benchmarks over the past five years despite the 

shift away from fossil fuel holdings, says Deborah Cronin, vice president of finance and 

administration.  

While it’s possible that in any given year the move could reduce Unity’s investment earnings, 

“over time investment performance should not be negatively impacted by this strategy,” Cronin 

said in a release. 

“The thing that determines whether or not your portfolio gains or loses is not the social 

screening. It’s the decisions you make after that,” says Mulkey. Unity’s strategy has been to shift 

investments in developed countries to non-energy sectors. Investments in emerging countries 

cannot be as easily moved out of fossil fuels. 

The Argument Against 

Christine Wood, a Vassar College (N.Y.) trustee with 30 years experience in the investment 

management field, has dealt with one divestment after another—including those related to South 

Africa, tobacco, companies that do business with Sudan and Iran, manufacturers of birth control, 

and those that create weapons of mass destruction. 

Her conclusion? “The problem I have found in every instance, without exception, is that trying to 

use an investment portfolio to accomplish social or political causes comes up short in every way 

you can imagine,” she says. 

Divestment doesn’t actually hurt companies. Many who promote divestment wrongfully 

believe that selling off their investments somehow hurts a company financially, according to 

Wood, who has overseen the global equity portfolio of the California Public Employee’s 

Retirement System and served on the boards of the International Corporate Governance 

Network, International Integrated Reporting Council, and the Global Reporting Initiative. “By 

petulantly selling your shares, you have not hurt the company at all. You’ve just transferred 

ownership of shares to some other party who cares much less about the issue than you do,” she 

says. 

A 1999 study by economists Ivo Welch and C. Paul Wazzan argued that even South African 

divestment had little financial impact. “Despite the prominence and publicity of the boycott and 

the multitude of divesting companies, the financial markets’ valuations of targeted companies or 

even the South African financial markets themselves were not easily visibly affected,” they 

wrote. 

http://bit.ly/10PQXiY


Wood says colleges and universities that choose to divest could be the ones hurt financially. For 

any individual or organization, she believes divestment leaves the investor with a more volatile 

portfolio in the end, due to inferior risk-adjusted returns. 

“A lot of these theoretical things don’t work in real time,” she says. 

It leaves institutions voiceless. Stockholders are the only ones who can truly engage the 

company, she says. “If you don’t own shares you’re not eligible to vote with a proxy, you can’t 

elect boards of directors, you can’t vote on share proposals. You are completely without a 

voice.” 

It’s the easy way out. Wood says there is no comparable model in society that indicates 

divestment is the best way to solve a problem. “Would the best solution be to put up a ‘for sale’ 

sign in front of your house if there are problems in the neighborhood? No, you engage and you 

try to rectify the situation. Divestment is the easiest thing to do.” 

Instead, she suggests that institutions channel their passions into supporting organizations doing 

positive work on the environmental front, such as the Investor Network on Climate Risk, the 

International Corporate Governance Network, the Global Reporting Initiative, the International 

Integrated Reporting Council, the Carbon Disclosure Project, and the UN Global Compact, 

among others. 

Resources 

 350.org Fossil Free Campaign 
 Investor Network on Climate Risk 
 Sterling College Divestment 
 The Effect of Socially Activist Investment Policies on Financial Markets” study 

While the fossil fuel divestment campaign is a cause rooted in legitimate concerns and founded 

with good intentions, Wood doesn’t believe divestment is the right instrument to convey these 

concerns. 

“We have institutions in our society responsible for public policy, such as legislators, regulators, 

and standard setters, who ultimately have to set standards for corporate sustainability,” she says. 

“These institutions need to be engaged and held accountable. Working from within, as an 

investor with proxy votes that influence corporate decision-making, is more powerful in 

advancing corporate sustainability than stepping outside the sphere of influence by divesting.” 
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Fossil Fuel Divestment Statement 
October 3, 2013 

CAMBRIDGE, MASS. 

Dear Members of the Harvard Community, 

Climate change represents one of the world’s most consequential challenges.  I very much 

respect the concern and commitment shown by the many members of our community who are 

working to confront this problem.  I, as well as members of our Corporation Committee on 

Shareholder Responsibility, have benefited from a number of conversations in recent months 

with students who advocate divestment from fossil fuel companies.  While I share their belief in 

the importance of addressing climate change, I do not believe, nor do my colleagues on the 

Corporation, that university divestment from the fossil fuel industry is warranted or wise. 

Harvard is an academic institution.  It exists to serve an academic mission — to carry out the 

best possible programs of education and research.  We hold our endowment funds in trust to 

advance that mission, which is the University’s distinctive way of serving society.  The funds in 

the endowment have been given to us by generous benefactors over many years to advance 

academic aims, not to serve other purposes, however worthy.  As such, we maintain a strong 

presumption against divesting investment assets for reasons unrelated to the endowment’s 

financial strength and its ability to advance our academic goals.  

We should, moreover, be very wary of steps intended to instrumentalize our endowment in ways 

that would appear to position the University as a political actor rather than an academic 

institution.  Conceiving of the endowment not as an economic resource, but as a tool to inject the 

University into the political process or as a lever to exert economic pressure for social purposes, 

can entail serious risks to the independence of the academic enterprise.  The endowment is a 

resource, not an instrument to impel social or political change. 

We should also be clear-sighted about the risks that divestment could pose to the endowment’s 

capacity to propel our important research and teaching mission.  Significantly constraining 
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investment options risks significantly constraining investment returns.  The endowment provides 

more than one-third of the funds we expend on University activities each year.  Its strength and 

growth are crucial to our institutional ambitions — to the support we can offer students and 

faculty, to the intellectual opportunities we can provide, to the research we can advance.  Despite 

some assertions to the contrary, logic and experience indicate that barring investments in a 

major, integral sector of the global economy would — especially for a large endowment reliant 

on sophisticated investment techniques, pooled funds, and broad diversification — come at a 

substantial economic cost. 

Because I am deeply concerned about climate change, I also feel compelled to ask whether a 

focus on divestment does not in fact distract us from more effective measures, better aligned with 

our institutional capacities.  Universities own a very small fraction of the market capitalization of 

fossil fuel companies.  If we and others were to sell our shares, those shares would no doubt find 

other willing buyers.  Divestment is likely to have negligible financial impact on the affected 

companies.  And such a strategy would diminish the influence or voice we might have with this 

industry.  Divestment pits concerned citizens and institutions against companies that have 

enormous capacity and responsibility to promote progress toward a more sustainable future.  

I also find a troubling inconsistency in the notion that, as an investor, we should boycott a whole 

class of companies at the same time that, as individuals and as a community, we are extensively 

relying on those companies’ products and services for so much of what we do every day.  Given 

our pervasive dependence on these companies for the energy to heat and light our buildings, to 

fuel our transportation, and to run our computers and appliances, it is hard for me to reconcile 

that reliance with a refusal to countenance any relationship with these companies through our 

investments. 

I believe there are a number of more effective ways for Harvard both to address climate change 

and to enhance our commitment to sustainable investment.  

Our teaching and research on environmental and climate issues is significant and growing, and it 

is a priority in The Harvard Campaign. 

We offer some 250 courses in the broad domain encompassing environmental studies and 

energy.  We support some 225 faculty who work in the area, as well as a graduate consortium 

that involves more than 100 students and seven Schools. 



We have a thriving University Center for the Environment.  Outstanding faculty in chemistry, 

biology, earth and planetary sciences, engineering, and beyond are making profoundly important 

contributions to envisioning the future of energy and shaping the relevant science and 

technology.  The Kennedy School’s Belfer Center has won international acclaim for its 

influential work on climate change economics and policy.  Harvard scholars in design are on the 

frontier of thinking about sustainable cities; scholars in law, business, economics, and public 

policy are leaders in addressing regulatory, commercial, and economic aspects of energy and the 

environment; scholars in public health do vital research on environmental health and its relation 

to energy use.  Indeed, the foundation of our current national clean air regulations was a study 

undertaken more than two decades ago by faculty at the Harvard School of Public Health. 

We also have a strong institutional commitment to sustainability in how we live and work.  Our 

Office for Sustainability is doing outstanding work.  We are making substantial progress in 

reducing our greenhouse gas emissions.  We have become much more conscious of sustainable 

design principles in all of our physical planning and construction.  We have created awards to 

recognize “heroes” who are helping to make Harvard green.  And Harvard has earned an array of 

honors to recognize various sustainability efforts.  I am very proud of all that our students and 

faculty and staff are doing on this front, and those efforts will continue and grow.  

As a long-term investor, we need to strengthen and further develop our approach to sustainable 

investment.  This is no small undertaking, and it will present challenges along the 

way.  Especially given our long-term investment horizon, we are naturally concerned about 

environmental, social, and governance factors that may affect the performance of our 

investments now and in the future.  Such risks are complex, often global in nature, and 

addressing them effectively often entails collaborative approaches.  Generally, as shareholders, I 

believe we should favor engagement over withdrawal.  In the case of fossil fuel companies, we 

should think about how we might use our voice not to ostracize such companies but to encourage 

them to be a positive force both in meeting society’s long-term energy needs while addressing 

pressing environmental imperatives.  And, like other investors, we should consider how to obtain 

further, better information on how companies not only in the energy industry but across all 

sectors take account of sustainability risks and opportunities as part of their business strategies 

and practices.  



To help us pursue this path, Harvard Management Company has recently brought on its first-ever 

vice president for sustainable investing.  She will help us think in more nuanced, forward-

looking ways about sustainable investment, including the consideration of environmental, social, 

and governance factors.  And, in concert with colleagues, she will play a central role in 

considering how Harvard can achieve superior investment returns as it fulfills a university’s 

distinctive responsibilities to society.   

Harvard has a strong interest in marshaling its academic resources to help meet society’s most 

important and vexing challenges, and there is no question that climate change must be prominent 

among them.  We will continue to do so, through the energy and ideas of our faculty, students, 

and staff, in ways that are true to the purposes of our endowment and that best take advantage of 

the University’s distinctive capacities as an academic institution. 

Sincerely, 

Drew Faust 
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By Clayton Spencer. Published on January 21, 2014 

President Clayton Spencer’s statement 

on climate change and divestment 
Dear Members of the Bates Community, 

I write to outline important aspects of our institutional response to the urgent problem 

of climate change and to address the question of whether the college should divest its 

endowment from the fossil fuel industry. 

Climate change poses a momentous threat to the overall quality of life on Earth. Bates 

takes this threat seriously and has responded over the years in a variety of ways. The 

college has been a leader in environmentally sustainable practices and has committed 

significant resources that have reduced energy consumption and altered our ways of 

doing business. Along with other institutions, Bates has committed to reducing our 

carbon footprint with the ultimate goal of carbon neutrality. 

Members of the Bates Energy Action Movement (BEAM), a student organization, 

have conducted a thoughtful campaign since the fall of 2012 urging the college to 

divest from the 200 companies that hold the largest fossil fuel reserves. We have 

considered this request seriously, met with student advocates to understand their 

arguments, studied the literature on the subject, and analyzed the impact of divestment 

on our endowment and institutional mission. I personally have met with students from 

BEAM a number of times, and, within the past year, other members of the college 

administration and the Board of Trustees have also discussed the pros and cons of 

divestment with the students. These meetings have included conversations with the 

Board’s Investment Committee and with the chair of the Socially Responsible 

Investing Subcommittee. 
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Based on these interactions over a period of time and a careful review of the full range 

of implications, the Board of Trustees has chosen not to alter its current framework 

for endowment investment to divest from the fossil fuel industry. 

The Board of Trustees has a fiduciary responsibility to protect our ability from 

generation to generation to offer the high quality liberal arts education envisioned by 

our founders in 1855. The college’s endowment provides core support for this 

mission, and the Board is charged with protecting its purchasing power over time 

through sound investment policies. In addition, the Board has an explicit 

responsibility to honor the wishes of donors past and present whose gifts have built 

the endowment, trusting that it would be prudently managed to provide enduring 

resources to support the mission of the college. 

Bates is committed to socially responsible investing as an important dimension of its 

investment strategy. So, too, is its external endowment manager, Hall Capital 

Partners, who recently completed the process of becoming a signatory of the United 

Nations Principles for Responsible Investing (UN PRI). The Board of Trustees and 

Hall Capital Partners continually monitor the college’s investment practices to ensure 

that they achieve the appropriate balance among a number of considerations, as 

outlined in the following policy statement: 

“The Endowment’s strategic asset allocation is constructed to properly balance the 

need for liquidity, growth and/or preservation of purchasing power, and tolerance for 

risk. The primary criterion for the selection of the Endowment investment is to 

maximize return within defined risk parameters, which in turn, maximizes the 

financial support for the college. In addition, Bates is committed to balancing the 

financial objectives of the Endowment with the social and environmental priorities of 

the broader Bates community. The Investment Committee and Chief Investment 

Officer (CIO) will consider social, environmental and governance impacts when 

selecting Investment Managers across all asset classes. The Investment Committee 

and CIO welcome input from student or faculty groups in assessing the priorities of 

the Bates community with regard to socially responsible investments.” 

For a variety of reasons, the Board of Trustees has concluded that it is not prudent to 

move beyond this strong framework of socially responsible investing to a divestment 

strategy targeting a specific industry. 

An analysis performed by our vice president for finance and administration in the 

spring of 2013 estimated that a maximum of slightly over 3 percent of the Bates 



endowment is invested in the top 200 fossil-fuel companies targeted for divestment. 

Virtually all of this investment is owned by the college through commingled funds, 

including mutual funds and limited partnerships investing in public and private 

securities. Employing such funds is critical for diversification of investments and 

professional money management across asset classes. To guarantee divestment from 

these 200 public companies, our investment advisers estimate that between a third and 

a half of the entire endowment would need to be liquidated and replaced with 

separately managed accounts.  Were we to guarantee a fossil fuel free endowment 

more broadly than the 200 companies, greater than half of the endowment would need 

to be liquidated. In either scenario, the transition would result in significant 

transaction costs, a long-term decrease in the endowment’s performance, an increase 

in the endowment’s risk profile, and thus a loss in annual operating income for the 

college. Such a reduction in resources would affect critical college priorities, 

including financial aid, faculty and staff salaries, and support for academic programs. 

In short, divestment would potentially threaten core aspects of the college’s mission. 

Furthermore, as Harvard President Drew Faust has powerfully argued, 

instrumentalizing an endowment for political ends distorts its function as a core 

resource for our academic mission, and potentially puts at risk our independence as an 

academic institution. 

Putting our human and fiscal resources toward effective programs on our campus and 

within our community, on the other hand, allows us to address the problem of climate 

change directly and through our own actions. This includes scholarship and teaching 

related to climate change, as well as the systematic measures we take to reduce our 

carbon footprint. 

Bates will continue to take a leadership position in environmental sustainability, 

building on and enhancing policies and practices aimed at reducing our reliance on 

fossil fuels. Currently, two full-time positions at the college are charged with leading 

strategic efforts in support of environmental sustainability: the Manager of 

Sustainability Initiatives and the Energy Manager. The Committee on Environmental 

Responsibility, composed of faculty, staff, and students, is an active group that 

develops new opportunities for sustainability initiatives, and the Energy Task Force, 

created in 2009, designs and implements projects and policies to improve energy 

efficiency and conservation on campus. Prior to 2009, our energy budget grew at an 

annual rate of 5 percent. Over the past five years, the work of the Energy Task Force 

has enabled the college to reduce that growth each year, resulting in a 2014 budget 

that is 18 percent lower than the 2009 budget. All capital renovations and new 

construction have been designed to 
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minimum equivalency of Leadership in Energy and Environmental Design (LEED) 

Silver, as will the new residential life facilities to be built on Campus Avenue. The 

Bates Dining Service in particular demonstrates national leadership in environmental 

practices, as one of only six U.S. colleges or universities to earn a three-star rating for 

sustainability from the Green Restaurant Association. That rating includes recognition 

of Bates’ purchase of renewable energy credits, its broad adoption of Energy Star 

appliances, its use of occupancy sensors, and many other measures that help reduce 

the college’s energy demand and climate-altering impact. 

The actions outlined above represent a serious institutional and financial commitment 

to environmental sustainability, and I will continue to collaborate with the Board of 

Trustees and the entire Bates community to strengthen our efforts and maximize their 

impact. As with all matters of urgent community interest, I welcome the engagement 

of our students and their constructive ideas for action. 

With all best wishes, 

Clayton Spencer 
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MEMORANDUM 
November 21, 2014 

 

TO: American University Community 

FROM: Jeffrey A. Sine, Chair, Board of Trustees 

SUBJECT: 
Fall 2014 Board of Trustees Meeting -- 

Sustainability & Fossil Free Discussion and Decision 

______________________________________________________________________________________ 

 

  

The American University Board of Trustees met on campus for its fall meeting November 20–21. Committee 
meetings were held on Thursday and the full board met on Friday. 

Among the issues the full board discussed was that of socially responsible investment and in particular, “fossil 
free” divestment, based on the report from the Finance and Investment Committee. 

I commend everyone—students, faculty, staff, alumni and trustees—who has been part of the important discussion 
we have had for more than a year. From the creation of the Advisory Committee on Socially Responsible Investing 
(ACSRI) and the fine work that group did; the guidance by the Office of General Counsel on fiduciary obligations 
that govern endowment investing; the research by our Cambridge Associates investment advisors; the considered 
deliberations of trustees; and the passionate dialogue, petitions, and letters from our dedicated students—all 
perspectives were important parts of this campus review. 

Let me strongly affirm that we all agree on the same goal—that American University must deal effectively, 
prudently, and promptly to address the serious issue of climate change. There is no greater challenge facing our 
current and future generations, and the creative ideas from our AU community have provided pro-active 
suggestions for moving forward. 

Our strategic plan, American University and the Next Decade: Leadership for a Changing World, has been an 
important guidepost in the board’s deliberations and conclusions. The plan identified as a transformational goal—
to “act on our values through social responsibility and service” by strengthening AU’s culture of service and social 
responsibility— including “an active pursuit of sustainability.” 

As the board considered new areas for additional action related to climate change, the university’s mission, 
values, and strategic plan were paramount to our final disposition and conclusions. 

 
Progress Toward Carbon Neutrality and Elimination of Greenhouse Emissions 
The board supports all that AU is doing to reduce its carbon footprint, curtail emissions of greenhouse gases, and 
encourage the development of alternative energy sources. Addressing climate change has been a strategic priority 
since President Kerwin signed the American College and University Presidents’ Climate Commitment in 2008, which 
set an ambitious goal to achieve carbon neutrality by 2020 and eliminate campus greenhouse gas emissions. 

The university has developed several distinctive academic degree programs focused on sustainability, 
environment, and social enterprise that are producing graduates prepared to address this global challenge far 
beyond the campus boundaries. 

AU achieved a major milestone in its business practices this summer, by entering into a long-term agreement to 
source half of AU’s electricity from renewable power, working in a partnership with George Washington University 
and its hospital. This is the largest non-utility solar photovoltaic (PV) power purchase agreement in the United 
States and the largest PV project east of the Mississippi River. AU will receive direct, grid-delivered solar power 
for half of its electricity, and by directly sourcing solar power for half of the campus electricity needs, will 
eliminate 15,000 metric tons of carbon dioxide from the atmosphere each year (equal to taking 3,000 cars off the 
road). 
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AU has become a leader in creating a campus culture of sustainability, as indicated by a variety of external 
assessments:  

 Princeton Review’s “Green Honor Roll” recognized AU for four consecutive years and bestowed the highest 
possible score of 99. 

 AU has the highest Sustainability Tracking, Assessment and Rating System (STAR) score of any school ever to 
report to The Association for the Advancement of Sustainability in Higher Education.  

 AU ranked #2 in the nation for its work on climate change, according to the Sierra Club’s Top Ten Cool Schools. 

Going forward, we will consider additional actions that complement and enhance the substantial progress AU has 
already made. 

 
ACSRI and the Finance and Investment Committee 
In May 2013, the board established the Advisory Committee on Socially Responsible Investing (ACSRI) to provide 
guidance and input by AU community members to the board’s Finance and Investment Committee on the climate 
change issue. ACSRI’s charge was to explore options the board might consider through the management of its 
endowment and to address a series of critical questions the board identified 
(see american.edu/trustees/upload/051713.pdf.) 

For the May 2014 board meeting, ACSRI presented an interim report and recommended that the board consider 
three options for new, meaningful actions, including: 

 Partial Divestment—from AU’s endowment (focused on the Carbon 200 fossil fuel companies).  

 Investment—in alternative energy funds.  

 Engagement—with energy companies through shareholder actions. 

The Finance and Investment Committee met several times to review the report and these recommendations. It 
received guidance from AU’s General Counsel and from our Cambridge investment advisors, and it made a 
recommendation to the full board. 

 
Evaluating Options for Divestment, Investment and Engagement 
The issue of social responsibility in our investments introduced a new dimension to the discussion of meaningful 
actions on climate change beyond the university’s substantial efforts to reduce its carbon footprint. It required the 
board to consider the impact in relation to its fiduciary responsibilities for endowment management. 

AU’s endowment includes funds from a number of sources and from thousands of donors over a period of more 
than 100 years. These donors have relied on the board’s fiduciary stewardship to generate the maximum, risk 
adjusted return to support the scholarships, fellowships, professorships, construction, and other purposes for 
which the funds were given, regardless of the personal views of board members on climate change or other issues. 
The board’s primary responsibility is to fulfill its fiduciary duty to the university. 

The Finance and Investment Committee sought clarification from AU’s General Counsel regarding its fiduciary 
duties and responsibilities in overseeing, managing, and investing university endowment funds. General Counsel 
cited the District of Columbia’s Uniform Prudent Management of Institutional Assets (UPMIFA) Act, and its 
proscriptive requirements for due care in managing endowment assets. General Counsel’s opinion stated that a 
board decision to divest would be consistent with its fiduciary duty—if the university’s investment advisors could 
validate the premise that divestment would have an insignificant effect on investment returns. 

The committee asked the university's investment advisors, Cambridge Associates, to review how divestment from 
the Carbon 200 would impact risk adjusted investment returns. The Cambridge advisors could not provide 
assurance that divestment was unlikely to have an adverse effect. 

Moreover, divesting from these companies would require that AU investments be withdrawn from index funds and 
commingled funds in favor of more actively managed funds. Cambridge has estimated this withdrawal would cause 
manager fees to double, increasing from $1.1 million to $2.2 million per year. 

In weighing the critical elements to partially divest, it was clear that the DC law surpassed the relevance of other 
considerations, including compelling arguments both for and against divestment. Since the conditions for board’s 
primary fiduciary responsibilities cannot be satisfied, the Finance and Investment Committee concluded that 
divestment is not an option the board can take to express a position on climate change. 
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The board then considered other meaningful investment action (including affirmative investment and 
engagement), to support AU’s broad commitment to sustainability, provided these actions are consistent with the 
board’s primary duty. 

 
Moving Forward: Additional Investment and Engagement Strategies 
The committee recommends that efforts continue to seek positive investments in sustainable initiatives. 

 Green Investment Fund—The committee recommended and the board approved creating a green investment 
fund, which is consistent with another of ACSRI’s recommendations. AU’s investment advisors will help review 
and evaluate managers with input from ACSRI, an appropriate fund will be chosen, and the University will make 
it available for donors who specifically choose a green fund. 

 Active Management and Ongoing Review—The Committee directed Cambridge Associates to add a new 
criterion in its evaluation of new active managers and ongoing review of existing managers. This will require 
Cambridge to consider whether the managers evaluate the environmental practices and policies of a 
prospective investment and whether they evaluate the impact of environmental compliance, remediation, and 
actual or contingent environmental liabilities in determining the investment merits of a security. 

 Shareholder Engagement and Proxy Votes—The ACSRI charter includes duties of shareholder engagement, such 
as recommending proxy votes on shareholder resolutions and engaging in other forms of shareholder advocacy, 
including corporate letter writing and filing shareholder resolutions. The Finance and Investment Committee 
encourages this input from the ACSRI. 

We know that some AU community members are disappointed that the board has chosen not to divest. 

However, ACSRI’s work and recommendations from the campus community have inspired vigorous discussions and 
prompted the board to look at meaningful ways to remain true to AU’s values and support of green initiatives 
without jeopardizing the board’s fiduciary responsibilities. 

The divestment movement has highlighted the challenges of global warming as an issue requiring serious thought 
and ongoing action at AU. The board expects continued constructive dialogue about ways the university can pursue 
investment and engagement to address global warming. 
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LOS ANGELES — TONIGHT, the 20,000 students at Stanford will sleep 
more soundly. Earlier this week, a group called “Fossil Free Stanford” 
persuaded the university’s endowment to divest its stock holdings from coal-
mining companies. The world will be a better place. 

Except that it won’t be. Individual divestments, either as economic or 
symbolic pressure, have never succeeded in getting companies or countries to 
change. 

Global public equity markets constitute about $60 trillion of market 
capitalization. With about $19 billion, Stanford’s endowment represents only 
about five-hundredths of 1 percent of the world’s capitalization. Even if 
Stanford divested itself fully of all its stocks, both fossil and nonfossil, it 
would probably take the market less than an hour to absorb the shares. It 
would not lead the executives of the affected companies to engage in soul-
searching, much less in changes in operations. 

Proponents of divestment argue that it sends an important signal, and that 
other university endowments will follow. Yet all of them together command 
only about $500 billion of market capitalization. 

Moreover, if divestment really drove down fossil-fuel stock prices, then there 
would be plenty of other investors ready, able and willing to step in to buy 
their shares, now trading for just a little cheaper than they otherwise would. 

But didn’t a similar boycott force South Africa in the 1980s to abandon 
apartheid? 

https://www.nytimes.com/2014/05/10/opinion/why-divestment-fails.html
https://www.nytimes.com/2014/05/10/opinion/why-divestment-fails.html
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Unfortunately not. In an academic study, my co-authors and I found that the 
announcement of divestment from South Africa, not only by universities but 
also by state pension funds, had no discernible effect on the valuation of 
companies that were being divested, either short-term or long-term. 

And there was no real effect on the composition of their shareholders 
between institutional and noninstitutional investors. We looked hard for 
evidence linking boycotts and sanctions to the value of the South Africa’s 
currency, stock market and economy. Nothing. 

In retrospect, our evidence should not be surprising. For each investor and 
business that withdrew, there were others standing by ready to step in. 

True, stating that the impact of economic sanctions was low is not the same 
as stating that the isolation of the apartheid regime had no effect. The wide 
ostracism may well have weighed on President F. W. de Klerk’s mind. But it 
was not the economic effect of the boycott that forced him to the table. 

Opinion Today 
Every weekday, get thought-provoking commentary from Op-Ed columnists, The Times 
editorial board and contributing writers from around the world. 

Sign Up 

 

Receive occasional updates and special offers for The New York Times's products and services. 
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 PRIVACY POLICY 

Of course, not everything is economics. Morals matter. Would I have divested 
from South Africa? Yes, but I would have had no illusion that doing so would 
have made a difference. And I would have told others that, in light of its 
ineffectiveness, I would have understood that reasonable and moral 
individuals could have come to a different conclusion. 

In the case of fossil fuels, the situation is even murkier. 

The moral choice is much less clear than it was with apartheid. Energy is an 
area with no obvious solutions. Apartheid had no place in a civilized world. 
Fossil-fuel companies are supplying a market demand, one that for the time 
being cannot be met by other fuel sources. Divestment won’t change that 
calculus. 

http://www.nytimes.com/newsletters/sample/opinion-today?pgtype=subscriptionspage&version=new&contentId=TY&eventName=sample&module=newsletter-sign-up
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And there is no guarantee that the strategy will lead to the outcome that 
divestment proponents want. Suppose divestment worked — and coal 
companies poured their resources into, say, hydroelectric power, or nuclear. 
Neither outcome would be a clear-cut win for society or the environment. 

If Stanford really wants to reduce fossil fuel use, it has two better options. 

For one, Stanford could pay polluters to pollute less and press institutions 
that want access to Stanford’s intellectual resources. One way to do this 
would be to take a 180-degree turn from its current course and buy up lots of 
energy stocks, concentrating its holdings and then using that position to press 
corporate boards to make changes. 

This would be expensive. The values of these companies would most likely 
drop, imposing a cost on the Stanford endowment. But unlike the “run” 
strategy, the “influence” strategy could actually make boards and executives 
of these companies take notice. 

The second option is to help make both clean and nuclear energy cheaper 
than fossil fuels. Stanford has enormous intellectual and financial resources 
that have helped revolutionize the technology sector. Why can’t it do the same 
with energy? This includes not only the research and development of clean-
energy technology, but also its commercialization. 

Neither option is cheap. And neither is necessarily the mission nor in the self-
interest of Stanford. But either would be more effective than divestment. 

 

Ivo Welch is a professor of finance and economics at the Anderson Graduate School of 

Management at the University of California, Los Angeles. 

http://www.ivo-welch.info/
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Fossil Fuel Divestment: A Costly and Ineffective Investment Strategy  
 

Prof. Daniel R. Fischel1 
 

President and Chairman,  
Compass Lexecon 

I. Introduction 

1. In recent years, certain groups concerned with the potential effects of global 

climate change have urged institutions and other investors to divest from securities associated 

with companies that explore for, produce, market and/or exploit fossil fuels.  Advocacy for fossil 

fuel divestment began in 2011 on college campuses like Swarthmore College in Pennsylvania 

and Hampshire College in Massachusetts, and in 2012, Seattle became the first municipal entity 

to commit to fossil fuel divestiture goals.2   

2. Since then, varying degrees of divestment have been adopted by some other 

institutions, while being rejected by others.  For instance, in May 2014, Stanford University’s 

Board of Trustees announced that it would undertake a limited divestment, focused exclusively 

on coal mining companies, and in September 2014, the Rockefeller Brothers Fund announced 

that it planned to substantially reduce its investments in fossil fuel companies.3  Fossil Free, a 

project of the environmental group 350.org and a leading advocate of divestment, claims that, 

during 2014, 181 institutions and local governments, along with 656 individuals, divested a total 

                                                           
1. My qualifications are described in Appendix A.  I have been assisted in preparing this report by members 

of Compass Lexecon’s professional staff. This study has been commissioned and financed by the 
Independent Petroleum Association of America (IPAA).     

2. Michelle Y. Raji (2014) “Timeline: Fossil Fuels Divestment,” Harvard Crimson, October 2, 2014. 
3. Michael Wines (2014) “Stanford to Purge $18 Billion Endowment of Coal Stock,” New York Times, May 7, 

2014; Michael Calia (2014) “Rockefeller Fund Seeks to Shed Fossil-Fuel Investments; Family, Whose 
Fortune is from Oil, Aims to Limit Bets on Coal, Tar Sands in its Fund,” Wall Street Journal, September 
22, 2014. 
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of $50 billion worth of assets.4  Divestments by government entities, educational institutions, and 

philanthropic foundations constitute approximately 95 percent of these assets.5 

3. By contrast, other institutions have resisted activists’ calls for divestment.  

Trustees at American University voted in November 2014 to keep fossil fuel-related investments 

held in their endowment fund, indicating that divestment would double its annual management 

fees.6  Harvard University, which holds the largest university endowment valued at more than 

$32 billion, has also opposed divestment.  Harvard’s President, Drew Faust, commented:  

“Divestment is likely to have negligible financial impact on the affected 
companies.  And such a strategy would diminish the influence or voice we might 
have with this industry.  Divestment pits concerned citizens and institutions 
against companies that have enormous capacity and responsibility to promote 
progress toward a more sustainable future.”7 

4. Public commentary about divestment has also increased substantially.  A recent 

opinion piece in the New York Times advocated greater debate about divestment on college 

campuses.  It suggested that the costs of divestment to investors would be “not much,” and the 

potential benefits large, pointing to a divestiture campaign in the 1980s focused on Apartheid-era 

South African companies.8  

5. Certainly, before divesting, investors and institutional fund managers should 

consider the costs of divestiture and the likelihood that divestiture will contribute meaningfully 

                                                           
4. Fossil Free (2014) “Fossil Fuel Divestment: 2014 Accomplishments and Next Steps,” 

http://gofossilfree.org/usa/wp-content/uploads/sites/6/2014/12/Divestment-Accomplishments-October-
2014-Public.pdf.  

5. Arabella Advisors (2014) “Measuring the Global Fossil Fuel Divestment Movement,” September 2014, 
http://www.arabellaadvisors.com/research/measuring-the-global-fossil-fuel-divestment-movement/.  

6. Jeffrey A. Sine, Chair, Board of Trustees (2014) “Memorandum  to American University Community,” 
November 21, 2014, http://www.american.edu/trustees/Announcement-November-21-2014.cfm.  

7. Drew Faust, Harvard University Office of the President (2013) “Fossil Fuel Divestment Statement,” 
October 3, 2013, http://www.harvard.edu/president/fossil-fuels.  

8. Evan J. Mandery (2014) “The Missing Campus Climate Debate,” New York Times, November 2, 2014. 

http://gofossilfree.org/usa/wp-content/uploads/sites/6/2014/12/Divestment-Accomplishments-October-2014-Public.pdf
http://gofossilfree.org/usa/wp-content/uploads/sites/6/2014/12/Divestment-Accomplishments-October-2014-Public.pdf
http://www.arabellaadvisors.com/research/measuring-the-global-fossil-fuel-divestment-movement/
http://www.american.edu/trustees/Announcement-November-21-2014.cfm
http://www.harvard.edu/president/fossil-fuels
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to desirable environmental goals.  In this report, I address these issues from the perspective of 

financial economics, relying on widely-accepted principles of the field, as well as the large 

literature on prior divestiture campaigns, including the South African case.  I conclude that the 

costs to investors of fossil fuel divestiture are highly likely and substantial, while the potential 

benefits – to the extent there are any – are ill-defined and uncertain at best.  Fossil fuel 

divestiture is therefore unlikely to pass a cost-benefit test, particularly compared with alternative 

ways investors who so desire can promote environmental goals. 

 
II. Divestiture involves substantial costs for investors and others. 

6.  Investors seeking to comply with the goals of fossil fuel divestiture potentially 

incur three key types of costs, described here and discussed more fully below: 

 
• Trading costs.  Divestiture involves selling certain securities and presumably buying 

others, both of which involve payment of broker commissions and bid-ask spreads.   
 
• Diversification costs.  By restricting the securities that can be included in a portfolio, 

it is widely recognized that an investor loses the benefits of diversification, suffering 
lower investment returns for a given level of portfolio risk.  

 
• Compliance costs.  Investors must identify the specific securities to be divested from 

an existing portfolio.  Moreover, because firms evolve over time and new investment 
opportunities arise, there will be ongoing compliance costs to ensure that the portfolio 
continues to meet the desired standards.   

 7. These costs reduce the returns of an institution’s investments and thereby reduce 

the institution’s ability to achieve its goals.  As one article on university endowment spending by 

the Association of American Universities noted, “[b]y far the most common categories of 

endowment expenditures are scholarships and financial aid, faculty chairs and salaries and 
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academic support programs.”9  The article also states that “[m]any institutions with significant 

endowments are making college free for thousands of low- and moderate-income students.”10  

According to one study, higher education operating budgets receive 8.8 percent of their funding 

annually from endowments.11  A recent economic study of 24 years of university endowment 

data found that negative endowment returns lead to substantially lower payouts to fund 

university operations: “a 10 percent negative endowment return is associated with an 8.2 percent 

reduction in payouts.”12  The same study further found that “[a] negative endowment shock 

equivalent to 10 percent of a university’s budget leads to a 4.9 percent reduction in the number of 

tenure-system faculty during the following year … In addition to reducing tenure-system faculty, 

universities react to negative shocks by also cutting support employees (e.g., secretaries) and to 

some extent maintenance employees.”13  The costs imposed by divestment therefore have real 

impacts on institutions and those who rely upon them.  I discuss each of these costs in detail 

below.  

 
A. Trading Costs 

8. Divestment generates trading costs for investors, including processing and 

execution costs.  Trade processing costs include payments to investment professionals to manage 

and facilitate trades, as well as exchange fees and taxes involved in trading securities.  These 

costs vary across traders, depending on the types of securities they hold and whether they have 
                                                           
9.  “Myths About College and University Endowments,” Association of American Universities, January 2009 

(https://www.aau.edu/WorkArea/DownloadAsset.aspx?id=7792). 
10. Id.  
11. NACUBO (2013) “Educational Endowments’ Investment Returns Averaged 11.7% in FY2013; Strong 

Improvement Over FY2012’s -0.3%,” Press Release, January 28, 2014, 
http://www.nacubo.org/Documents/EndowmentFiles/2013NCSEPressReleaseFinal.pdf.  

12. Jeffrey R. Brown, Stephen G. Dimmock, Jun-Koo Kang, & Scott J. Weisbenner (2014) “How University 
Endowments Respond to Financial Market Shocks: Evidence and Implications,” American Economic 
Review 104(3):931-62, at 949. 

13. Id., at 933-34. 

http://www.nacubo.org/Documents/EndowmentFiles/2013NCSEPressReleaseFinal.pdf
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investment professionals in-house, but they are often substantial, with a recent study finding that 

institutional separate account fees for a large-cap domestic equity portfolio average 0.53 percent 

of assets.14   

9. Execution costs include the payment of an effective bid-ask spread and any price 

impacts from a trade.  The bid-ask spread is the difference between the price to sell a security 

and the price to buy the same security, with the latter typically being higher.15  Financial 

economists typically recognize the bid-ask spread as the fee security dealers earn for supplying 

liquidity to traders.16  An investor incurs costs relating to the bid-ask spread both on the sale of 

securities targeted for divestment (which would be sold at the relatively low bid price) and on the 

purchase of replacement securities (which would be bought at the relatively high ask price). 

10. The price impact component of execution is “the price concession an investor 

may be forced to make for trading in in quantities greater than those associated with the posted 

bid or ask price.”17  In other words, to sell a large quantity of securities, an investor must offer a 

lower price, and to buy a large quantity of securities, an investor must pay a higher price.  An 

academic study of large investment management firms indicates that the average price impact of 

trading for institutional investors is -0.35 percent of the price for sells and 1.0 percent for buys.18  

11.   A recent estimate from a widely-used source indicates that average processing 

and execution costs for an institutional equity investor are approximately $0.18 per $100 of 

                                                           
14. Investment Company Institute (2006) “Mutual Funds and Institutional Accounts: A Comparison,” at p. 2. 
15. Zvi Bodie, Alex Kane, and Alan J. Marcus (2014) Investments, Tenth Edition, McGraw-Hill Irwin, at p. 64. 
16. John Y. Campbell, Andrew W. Lo, and A. Craig MacKinlay (1997) The Econometrics of Financial 

Markets, Princeton University Press, at p. 100. 
17. Zvi Bodie, Alex Kane, and Alan J. Marcus (2014) Investments, Tenth Edition, McGraw-Hill Irwin, at p. 76. 
18. Louis K.C. Chan & Josef Lakonishok (1995) “The Behavior of Stock Prices Around Institutional Trades,” 

Journal of Finance, (4):1147-1174, at p. 1148.  
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trading activity.19  The National Association of College and University Business Officers reports 

that university endowments hold approximately $23 billion in energy-related assets.20  If all of 

these assets were divested, the benchmark described above would indicate a total cost for 

processing and execution alone of $40.2 million. If as described above, divestiture generated a 

0.35 percent price impact for stock sales and a 1.0 percent impact for stock purchases, this 

additional price impact would add $308 million in trading costs. 

 
B. Diversification Costs 

12. Investors typically want returns that are both high and steady from period to 

period.  However, there is a tradeoff between investment risk and return, with higher returns 

usually available only by taking on more risk.  However, when an investor diversifies their 

portfolio by spreading their investment across more assets, it is widely recognized that the 

investor can avoid this tradeoff and achieve a higher average return without an increase in risk.21  

For the same reasons, restricting certain assets from a portfolio, as is required by a divestment 

policy, reduces the average expected return from the portfolio at a given level of risk. 

                                                           
19. Elkins/McSherry Bundled VWAP Global Universe 4Q12 Estimates. This analysis is based on a survey of 

major institutional traders, and is commonly used in the financial economics literature. It includes a price 
impact of 0.04 percent.  See, e.g., Thomas, C.P., Warnock, F.E., & Wongswan, J. (2004) “The Performance 
of International Equity Portfolios,” Board of Governors of the Federal Reserve System International 
Finance Discussion Papers, Number 817; Domowitz, I., Glen, J., & Madhavan, A., (2001) “Liquidity, 
Volatility, and Equity Trading Costs across Countries and Over Time,” International Finance, 4(2):221-
255.  

20. According to 2013 NACUBO reports, the value of college endowments totaled more than 
$456,000,000,000 and endowments held approximately 5% of their assets in energy.  Therefore, the value 
of energy assets was approximately $22,800,000,000.  See, NACUBO, (2014) “U.S. and Canadian 
Institutions Listed by Fiscal Year 2013 Endowment Market Value and Change in Endowment Market 
Value from FY 2012 to FY 2013,” Revised February 2014 and the 2013 NACUBO – Commonfund Study 
of Endowments. 

21. Burton G. Malkiel (2011) A Random Walk Down Wall Street: The Time-Tested Strategy for Successful 
Investing, W.W. Norton & Co., at pp. 202-214.  This result requires that the assets not be perfectly 
positively correlated with each other, as I describe below. 
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13. A standard way to evaluate the potential diversification benefits of any security or 

set of securities is to calculate the correlation of that security with the rest of the portfolio.  The 

more uncorrelated a security is with the rest of the portfolio, the greater the diversification 

benefit it generates (and, by the same principle, the greater the cost associated with divesting that 

security).  We analyzed the correlations between stocks in the energy sector – i.e., those stocks 

most likely to be targets for divestment – and stocks in other sectors over the 50-year time frame 

1965-2014.  Claims that the performance costs of divestment are low typically focus on shorter 

time frames which can generate misleading results.22 

14. Our data source on historical equity returns is the CRSP US Stock database, 

which is widely used in the academic community to study stock returns.  In particular, this 

database contains all securities whose primary listings are on the NYSE, NYSE MKT (formerly 

known as Amex), NASDAQ, and ARCA exchanges.  We included in our analysis all such 

securities that are assigned an SIC industry code by CRSP, using the most recent SIC code 

assigned to the security.  

15. We identified each SIC code with one of 10 industry sectors, including the energy 

sector, based on the classification used in Fama and French (1997), updated to the current stock 

listings.23  For each of the 10 sectors, we constructed a value-weighted index of all the stocks in 

our data and tracked those indices each day during the 50-year period 1965-2014. 

                                                           
22. For example, in the aforementioned New York Times editorial, the author claims that “[s]ome research 

suggests that endowments would have performed better over the past decade had they excluded fossil-fuel 
companies.”  Evan J. Mandery (2014) “The Missing Campus Climate Debate,” New York Times, November 
2, 2014. 

23. Eugene F. Fama and Kenneth R. French (1997) “Industry Costs of Equity,” Journal of Financial 
Economics, 43(2):153-93.  An update of this classification is provided at 
http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html. 
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16. The standard measure of correlation is the correlation coefficient, which ranges 

between -1.0 and +1.0.24  A correlation coefficient of -1.0 indicates a security that is perfectly 

negatively correlated with the portfolio, such that whenever the portfolio’s value increases, the 

security in question declines proportionally in value (and vice-versa).  A correlation coefficient 

of +1.0 indicates a security that is perfectly positively correlated with the portfolio, such that 

whenever the portfolio’s value increases, the security in question also increases proportionally in 

value (and vice-versa).  A correlation coefficient of 0.0 means there is no statistical relationship 

between the portfolio’s return and the return of the security in question. 

17. For each of the ten sectors, we created a value-weighted stock price index for 

stocks in that sector and another value-weighted index of all stocks in the other nine sectors, and 

calculated the correlation between the returns of these two indices over the 1965-2014 period. 

Exhibit A shows the correlations between each sector and the rest of the market.  Of the ten 

sectors, the energy sector has the lowest correlation with all other sectors, and therefore 

the largest potential diversification benefits relative to the other nine sectors.  Moreover, the 

sector with the second lowest correlation with other sectors is the utility sector, another sector 

that includes many likely fossil fuel divestment targets.  These results indicate the potential for 

substantial diversification costs associated with fossil fuel divestment. 

18. To further quantify these costs, we also undertook an analysis of the reduction in 

the average return an investor who divested from the energy sector would have received over the 

1965-2014 period, relative to the average return received by an investor who did not divest.  

Obviously, investors hold many different portfolios, and as discussed in the following section, 

                                                           
24. Burton G. Malkiel (2011) A Random Walk Down Wall Street: The Time-Tested Strategy for Successful 

Investing, W.W. Norton & Co., at p. 206. 
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there are numerous ways an investor could implement fossil fuel divestment.  It would be 

impossible to precisely quantify the value of diversification for every possible investor and every 

possible divestment strategy.  However, as a rough gauge of the overall magnitude of 

diversification costs, we estimated the reduction in returns to an investor who held the “market 

portfolio” – i.e., the average equity investor in the market.   

19. We also considered what is likely among the simplest and lowest compliance-cost 

strategies for divestment, namely excluding from the portfolio any stock of a company in the 

energy sector, as defined above.  It is possible (although far from certain) that a more fine-tuned 

divestment strategy that distinguished between different companies within this sector, or which 

also identified select companies from other sectors like the auto industry, could have lower 

diversification losses, but, as discussed in the following section, compliance costs for such a 

strategy would also be higher. 

20. Because returns on equities vary substantially over short periods of time, we 

analyzed the effect of divestiture over a very long historical period – as noted above, the fifty 

years from 1965 to 2014.  It is possible that the future benefits of diversification will be larger or 

smaller than past effects, and moreover, the impact of divestiture can vary substantially 

depending on whether an investor happens to make trades during a downswing or upswing in the 

market or energy sector.  Recent changes in global energy markets have exerted significant 

downward pressure on fossil fuel prices.  For example, the Brent Crude Oil Index declined by 

nearly 50 percent from June 2014 to December 2014.  As would be expected, these declines in 

underlying commodity prices have also been associated with declines in the share prices for 

many public companies engaged in the exploration and production of fossil fuels (the S&P 500 

Energy Index declined by approximately 15% from June 2014 to December 2014).  The fifty 
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year historical time period we examine as part of this analysis also captures other declines in 

crude oil markets including two where the price declined by 60 percent or more in a calendar 

year (1986 and 2008).  Regardless of recent events, there is no way to reliably predict future 

returns in advance, and therefore, the best guide to the potential effects of diversification – and 

the standard approach of financial scholars and analysts to such questions – is to examine long-

term averages. 

21. Appendix B describes our methodology, which is summarized briefly here.  We 

first constructed a value-weighted index of energy stock prices using the energy sector SIC 

codes, as discussed above.  Separately, we also constructed a single value-weighted index of all 

non-energy stock prices across the other nine sectors.  We then identified, based on the fifty year 

history for all of these stocks, the optimal portfolio ratio for the energy and non-energy indices 

that maximizes the overall average return, relative to the standard deviation – a standard measure 

of portfolio risk. 

22. This optimal portfolio experienced an average annualized excess return over the 

1965-2014 period of 6.5 percent, while the similarly-calculated return for the non-energy stock 

index was only 5.8 percent.  This indicates a gross reduction in return of 0.7 percent per year due 

to divestment.  However, this calculation is incomplete because it does not account for 

differences in risk between the two portfolios.  Indeed, the optimal portfolio’s standard deviation 

is higher, 16.2 percent, indicating greater volatility relative to the non-energy stock index’s 

standard deviation of 15.7 percent.   

23. Therefore, an investor who chose to divest would experience a lower return, but 

would also see the relative volatility of his portfolio decline.  However, there is no reason why 
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divestiture alone would change an investor’s attitude towards risk.  As such, to appropriately 

compare divested and non-divested portfolios, we risk-adjusted the optimal equity portfolio to 

make it comparable to the divested non-energy stock index portfolio.  Specifically, we allocated 

a share of the funds in the optimal portfolio including energy stocks to an essentially risk-free 

asset (a one-month U.S. Treasury bill), and adjusted this share to make the volatility of the 

optimal portfolio, measured by the standard deviation, equal to that of the non-energy stock 

index, which has a standard deviation of 15.7 percent. 

24. After this adjustment, the optimal portfolio that includes energy stocks earned an 

average annualized excess return of 6.3 percent.  While lower than the gross return calculated 

above, this is still substantially higher than the average return for the divested non-energy index 

portfolio, which is only 5.8 percent.  This indicates a diversification cost from divesting energy 

stocks of approximately 0.5 percent per year, holding constant the volatility of the portfolio.  

Exhibit B shows the value over time of $100 invested on January 1, 1965 in each of these two 

portfolios.  As of December 31, 2014, the $100 invested in the optimal risk-adjusted portfolio 

would have grown to about$14,600, whereas the $100 invested in the divested portfolio would 

have grown to only about$11,200, indicating a loss of 23 percent due to divestment.   

 
C. Compliance Costs 

25. Our discussion above assumed divestment of all energy stocks, and this would 

certainly be a simple divestiture strategy.  However, actual divestiture strategies are typically far 

more sophisticated, consistent with the complexity of identifying the environmental impact of 

individual companies.  For instance, the recent New York Times opinion article described above 

proposed that divestiture distinguish between fossil fuel companies: “[i]nvestment could be 
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contingent on a company’s agreeing to curtail its political spending, report on climate change or 

include environmental experts on its board.”25  The Rockefeller Brothers Fund stated that its 

process of divestment would involve developing a “detailed plan” over a multi-year period.26   

26. Investors seeking to pursue climate change sensitive investing would therefore 

most likely undertake a careful review to identify securities for divestiture, at a consequently 

substantial cost.  These costs would likely be ongoing as individual companies’ climate impacts 

evolve over time.  For example, American University said “divesting from these companies 

would require that AU investments be withdrawn from index funds and commingled funds in 

favor of more actively managed funds [and] estimated this withdrawal would cause manager fees 

to double.”27 

27. It is easy to point at large energy companies as simple targets for divestment, but 

many of these companies are also leaders in the production of non-fossil-fuel energy and the 

development of green energy technology, so even in these apparently simple cases, investors 

would presumably want to exercise nuanced judgment.  For instance, from 2000 – 2012, U.S. oil 

and natural gas companies invested approximately $11.4 billion in renewable sources of energy.  

This $11.4 billion contribution accounted for roughly 17 percent of the comparable total industry 

and federal government investment during this time period.28    

                                                           
25. Evan J. Mandery (2014) “The Missing Campus Climate Debate,” New York Times, November 2, 2014. 
26. Michael Calia (2014) “Rockefeller Fund Seeks to Shed Fossil-Fuel Investments; Family, Whose Fortune is 

from Oil Aims to Limit Bets on Coal, Tar Sands in its Fund,” Wall Street Journal, Sept. 22, 2014. 
27.  Jeffrey A. Sine, Chair, Board of Trustees (2014) “Memorandum  to American University Community,” 

November 21, 2014, http://www.american.edu/trustees/Announcement-November-21-2014.cfm. 
28.  Thomas Tanton.(2011) “Key Investments in Greenhouse Gas Mitigation Technologies from 2000 Through 

2012 by Energy Firms, Other Industry and the Federal Government,” T2 & Associates, at p. 9. 

http://www.american.edu/trustees/Announcement-November-21-2014.cfm
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28. Moreover, investors attempting to achieve environmental goals in their portfolio 

would also likely want to consider the appropriateness of other companies that produce products 

that are complements for fossil fuels, like automakers or construction companies, and companies 

that provide support and services for fossil fuel production, like banks that provide cash 

management and lines of credit.  Effectively identifying divestiture targets in these cases requires 

a fuller understanding of the activities of these firms and how those activities may affect 

environmental outcomes.   

29. Compliance costs associated with divestiture could, in principle, be reduced if 

recognized environmental experts could agree upon a unified set of target securities.  The cost of 

obtaining and maintaining this expert analysis could then be allocated across many investors.  

However, at least for now, the lists of companies proposed as targets by major divestment 

campaigns diverge widely.   

30. For instance, one of the most prominent divestment campaigns, Fossil Free, 

proposes investors divest from securities issued by companies on a list it calls the “Carbon 

Underground 200,” which “identifies the top 100 public coal companies globally and the top 

public oil and gas companies globally, ranked by the potential carbon emissions content of their 

reported reserves.”29  Another group with similar views, the Political Economic Research 

Institute, has developed its own list of major polluters, the “Greenhouse 100 Polluters Index,” 

which “identifies the top companies responsible for greenhouse gas emissions.”30  Exhibit C 

reports the top 10 U.S. companies on each of these two lists.  Despite the apparently sympathetic 

goals of these two lists of companies, there is no overlap among even the top 10 firms. 

                                                           
29. See: http://fossilfreeindexes.com/the-carbon-underground-2014/. 
30. See: http://www.peri.umass.edu/greenhouse100/.   

http://fossilfreeindexes.com/the-carbon-underground-2014/
http://www.peri.umass.edu/greenhouse100/
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31. Overall, among the 192 unique companies on the Carbon Underground 200, and 

the 88 unique companies on the Greenhouse 100 Polluters Index, only 11 companies appear on 

both lists.31  This comparison illustrates the complexities that investors will likely need to 

consider when choosing to divest, and the consequently higher costs they will incur in doing so.  

Principled compliance with a climate change sensitive divestment strategy requires investors to 

make thoughtful judgments regarding the securities in their portfolio, and these judgments are 

not straightforward or automatic.32   

32. Moreover, in addition to compliance costs associated with divestment, an investor 

would also presumably want to identify other acceptable securities for reinvestment. For 

instance, the fossil fuel divestment advocacy group Fossil Free proposes that, after divesting, 

investors should “focus a reinvestment strategy on renewable energy, energy efficiency, and 

climate mitigation and adaptation infrastructure.”33 However, there is again no simple expert 

consensus approach to doing so, and therefore, considerable efforts would be necessary to 

identify and support a given investment strategy.  In particular, existing mutual funds that do 

indicate environmental concerns as a key objective vary widely in their holdings. Exhibit D 

illustrates the 10 largest security holdings of the five largest such funds by market capitalization.  

Thirty-one of the forty unique securities listed in Exhibit D appear in the top 10 security holdings 
                                                           
31.  To determine unique companies and the overlap between the two lists, Capital IQ was used to determine 

the parent company associated with the entities on each list. 
32. For example, Trillium Asset Management, a supporter of the 350.org divestment campaign, offers clients 

several investment vehicles that hold equities in fossil fuel companies.  In particular, its Large Cap Core 
fund lists EOG Resources, which is also listed on the Carbon Underground 200, as one of its top 10 
holdings.  See: http://www.trilliuminvest.com/wp-content/uploads/2014/10/Trillium-Large-Cap-Core-Fact-
Sheet-Q3-2014.pdf.  Trillium states that “[a]n important piece of Trillium’s climate change strategy is to 
engage companies on climate change risks.”  See: http://www.trilliuminvest.com/wp-
content/uploads/2013/01/Trillium-Fossil-Fuel-Free-Investing.pdf.  However, they invest only in funds that 
meet certain “ESG” (environmental, social and governance) criteria.  In other words, even an organization 
that supports divestment acknowledges that some fossil fuel firms meet its standard for companies that are 
“protecting the environment” and “exhibiting best practices.” See http://www.trilliuminvest.com/approach-
to-sri/esg-integration/. 

33. See: http://gofossilfree.org/usa/your-roadmap-to-personal-divestment/.  

http://www.trilliuminvest.com/wp-content/uploads/2014/10/Trillium-Large-Cap-Core-Fact-Sheet-Q3-2014.pdf
http://www.trilliuminvest.com/wp-content/uploads/2014/10/Trillium-Large-Cap-Core-Fact-Sheet-Q3-2014.pdf
http://www.trilliuminvest.com/wp-content/uploads/2013/01/Trillium-Fossil-Fuel-Free-Investing.pdf
http://www.trilliuminvest.com/wp-content/uploads/2013/01/Trillium-Fossil-Fuel-Free-Investing.pdf
http://gofossilfree.org/usa/your-roadmap-to-personal-divestment/
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of only one of these funds.  This illustrates that additional costs will be incurred by investors in 

researching reinvestment opportunities. 

33. Even if a reliable definition of target divestment securities and appropriate 

replacement investments could be identified today, compliance costs are still likely to be 

substantial and ongoing for investors.  Over time, it is likely that the composition of portfolio 

companies’ investments will evolve and their holdings and activity related to fossil fuels will 

change.  Companies will drift between unacceptable and acceptable status according to various 

metrics, many of which are not reliably quantified and/or subjective in nature.  Moreover, new 

potential investments will arise, which must be continually analyzed relative to the desired 

environmental objectives.  

34. There are two ways for an investor to maintain ongoing portfolio compliance with 

divestment objectives.  One is for the investor to manage the portfolio, continuously monitoring 

the activities of the companies within the portfolio to identify divergence from environmental 

objectives and adjusting the portfolio correspondingly.  A second approach is to outsource this 

monitoring by holding a larger share of the portfolio in a mutual fund with “green” objectives; 

this essentially entrusts the mutual fund manager with the role of active management.  Either 

approach involves costs that are likely to be substantial for most investors.  

35. Financial literature has long associated active portfolio management, either 

individually or through a mutual fund manager, with a higher overall fee structure relative to 

passive strategies.  In his 2008 Presidential Address to the American Financial Association, 

Kenneth R. French summarized a range of evidence indicating that the cost of active portfolio 
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management is a reduction in the average annual return on a portfolio of 0.67 percent per year.34  

Over a 10-year horizon, an initial portfolio of $1,000,000 would experience an average of over 

$67,000 in losses due to the cost of active management.  

36. Dr. French’s estimate reflects the overall average costs to investors who actively 

manage their portfolios for a wide range of reasons besides environmental concerns, and I am not 

aware of any estimates in the literature that focus on the costs of active management exclusively 

for the purposes of achieving environmental goals.  Nevertheless, it is a broadly accepted 

principle of financial economics that active investing is costly and involves lower returns for 

most investors.35 

37. Even so, management fees for mutual funds with an environmental focus appear 

to be, on average, greater than those funds without such a focus.  Exhibit E-1 compares the 10 

largest “green” mutual funds proposed by The Forum for Sustainable and Responsible 

Investment (“US SIF”), a group that seeks to advance investment practices that consider 

environmental criteria, with a set of the largest overall mutual funds in the market by assets 

under management (as reported by Bloomberg, L.P.).36  On average, the US SIF green mutual 

funds reported an expense ratio of 0.95 percent of assets, approximately three times higher than 

                                                           
34. This estimate includes certain transaction costs, which I discussed earlier in this report. 

http://www.afajof.org/details/video/2870801/2008-Presidential-Address.html. 
35. For example, one prominent textbook states, “[p]roponents of the efficient market hypothesis often 

advocate passive as opposed to active investment strategies. The policy of passive investors is to buy and 
hold a broad-based market index. They expend resources neither on market research nor on frequent 
purchase and sale of stocks. Passive Strategies may be tailored to meet individual investor requirements.” 
Zvi Bodie, Alex Kane, and Alan Marcus (2014)  Investments, Tenth Edition, McGraw Hill/Irwin, at p. 380. 

36. US SIF is one of the resources that divestment advocacy group Fossil Free proposes that investors use to 
identify appropriate re-investment assets.  See: http://gofossilfree.org/usa/your-roadmap-to-personal-
divestment/.   

http://gofossilfree.org/usa/your-roadmap-to-personal-divestment/
http://gofossilfree.org/usa/your-roadmap-to-personal-divestment/
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the average expense ratio of the 10 largest mutual funds, which was reported at only 0.32 percent 

over the same period (see Exhibit E-2).37   

 
D. The overall cost of divestment is substantial. 

38. While each of the individual costs discussed above is meaningful in isolation, 

taken together these costs have the potential to substantially impair the future value of 

endowments and other investor funds.  For example, a 0.5 percent decrease in portfolio 

performance impact on the estimated $456 billion in university endowment assets would 

decrease annual growth by over $2 billion annually.38  An increase in compliance costs of 1 

percent on the estimated $23 billion of those endowments invested in energy stocks would 

further decrease annual growth by an additional $230 million.39  A reduction in wealth of this 

magnitude could have a substantial impact on the ability of universities to achieve their goals, 

such as the research, scholarships and services that universities are able to offer.  As noted by 

Harvard President Drew Faust,  

“Significantly constraining investment options risks significantly constraining 
investment returns. The endowment provides more than one-third of the funds we 
expend on University activities each year. Its strength and growth are crucial to 
our institutional ambitions — to the support we can offer students and faculty, to 
the intellectual opportunities we can provide, to the research we can advance.”40 

 

                                                           
37. These calculations are based on the most recent data provided by Morningstar. 
38.  See, “U.S. and Canadian Institutions Listed by Fiscal Year 2013 Endowment Market Value and Change in 

Endowment Market Value from FY 2012 to FY 2013,” Revised February 2014 
(http://www.nacubo.org/Documents/EndowmentFiles/2013NCSEEndowmentMarket%20ValuesRevisedFe
b142014.pdf). 

39. Id.,.and The 2013 Commonwealth Study of College Endowments. 
40. Drew Faust, Harvard University Office of the President (2013) “Fossil Fuel Divestment Statement,” 

October 3, 2013, http://www.harvard.edu/president/fossil-fuels.  

http://www.nacubo.org/Documents/EndowmentFiles/
http://www.harvard.edu/president/fossil-fuels
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III. Divestiture is unlikely to impact equity values of divested companies or achieve 
other goals. 

A. Divestiture is unlikely to impact equity values of divested companies. 

39. The ostensible purpose of divestment would be to place capital market pressure 

on certain companies to reduce or change business operations that activists believe may harm the 

environment or impact climate change.  However, basic and widely-accepted financial principles 

indicate that divestment is in fact highly unlikely to have any substantial effect on these 

companies. 

40. Financial analysts typically represent the price of a stock as the present value of 

the expected returns to the company’s investments.41  In highly liquid markets, a company’s 

stock price cannot diverge in any persistent, substantial way from this fundamental value, 

because otherwise, investors would have the opportunity to earn greater returns by buying or 

selling the stock, a process known as arbitrage.  As one textbook puts it, “[t]he idea that market 

prices will move to rule out arbitrage opportunities is perhaps the most fundamental concept in 

capital market theory.”42   

41. This relationship between a company’s stock price and its fundamental value in 

liquid markets means that divestment campaigns cannot materially affect stock prices and 

therefore cannot materially change a company’s incentives to undertake certain activities or other 

investors’ incentives to hold these companies in their portfolios.  As an example, suppose a 

particular company’s stock price is currently $100.  While individual investors can and do differ 

                                                           
41. Richard A. Brealey, Stewart C. Myers, and Franklin Allen (2014) Principles of Corporate Finance (11th 

ed.), McGraw-Hill Irwin, pp. 80-84. 
42. Zvi Bodie, Alex Kane, and Alan J. Marcus (2014) Investments, Tenth Edition, McGraw-Hill Irwin, at p. 

328.  See also Hal R. Varian (2014) Intermediate Microeconomics (9th ed.), W.W. Norton & Co., at p. 205 
(stating, “[a]s long as there are people around looking for ‘sure things’ we would expect that well-
functioning markets should quickly eliminate any opportunities for arbitrage.”) 
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in their beliefs about a company’s future profitability, the $100 price can be thought of as a 

market consensus view about the value of future profits and dividends for the company. 

42. An investor who wishes to divest his portfolio of this stock would offer it for sale 

and (putting aside the bid-ask spread) be able to sell the stock for approximately $100 per share, 

with no reduction in the stock price, because if the stock price did decline, say to $95, other 

investors would be able to earn $5 per share in arbitrage profits.  This would lead other investors 

to bid up the price back to $100.  This is the simple logic of arbitrage that implies that divestiture 

cannot materially reduce equity values.43 

43. As described above, institutions currently engaged in fossil fuel divestment are 

focused among the educational, philanthropic, and government sectors, and these institutions 

hold a very small share of stock in the targeted companies.  Even a substantially more 

widespread adoption of divestment policies by these types of institutions would therefore have 

little or no effect on share prices.  As noted above, for instance, available estimates indicate that 

college and university endowments have roughly $23 billion invested in energy and natural 

resources.  This is less than 1 percent of the more than $3.8 trillion in total current market 

capitalization of the 200 companies on the Carbon Underground 200.44 

 
B. Prior divestment campaigns have not impacted stock valuations.  

44. The conclusion that divestiture campaigns are unlikely to affect targeted 

companies is confirmed by the experience of prior campaigns.  During the 1980s, a major 

                                                           
43.  In theory, it could be possible for divestment to affect the price of a security that was highly illiquid,  
 because of the lack of arbitrageurs.  However, the stocks of most major companies targeted by divestment    
 campaigns are traded on exchanges and have liquid markets for their equity.   
44.  Total current market capitalization is calculated as of year-end (12/31/2014), sourced from available data 

on Bloomberg, L.P. 
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coordinated divestiture campaign targeted securities issued by companies with interests in South 

Africa, with the goal of supporting an end to Apartheid.  By 1986, over 100 colleges and 

universities had adopted some form of South African divestment, as had the pension funds of 

several states, including New Jersey and California, and major companies, including Lotus 

Development and Levi-Strauss.45  In addition to being widely adopted by many institutional 

investors, South African divestment is a far more narrowly-defined investment strategy with far 

less controversial goals than fossil fuel divestment.  Therefore, South African divestment would 

be more likely to succeed in affecting change at the targeted companies.  

45. Nevertheless, available evidence indicates that South African divestment had little 

or no impact on the stock prices of targeted companies.  A 1996 article used an event study 

methodology to investigate whether South Africa divestiture announcements by major 

institutional investors, including municipalities, states, and universities, impacted stock returns of 

firms that chose to maintain their presence in South Africa during the 1983-1989 period.46  The 

authors concluded that “[i]t appears that portfolio divestment announcements by major pension 

funds and endowment associations had no important impact on stock prices of firms doing 

business in South Africa.”47 

46. Another study examined the stock price reactions of firms with high levels of 

exposure in South Africa on 21 dates when pension funds announced policies of divestment.48  

                                                           
45. William H. Kaempfer, James A. Lehman, and Anton D. Lowenberg (1987) “Divestment, Investment 

Sanctions, and Disinvestment: An Evaluation of Anti-Apartheid Policy Instruments,” International 
Organization 41(3):457-73, at 460-461. 

46. Laurian Casson Lyttle and O. Maurice Joy (1996) “The Stock Market Impact of Social Pressure: The South 
African Divestment Case,” Quarterly Review of Economics and Finance, 36(4):507-527. 

47. Id., at 519. 
48. Siew Hong Teoh, Ivo Welch, and C. Paul Wazzan (1999) “The Effect of Socially Activist Investment 

Policies on the Financial Markets: Evidence from the South African Boycott,” Journal of Business 
72(1):35-89. 
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The authors found that these firms suffered no statistically significant effect on their stock prices 

on 16 of these 21 dates, experienced statistically significant and negative effects on three dates, 

and experienced statistically significant and positive effects on two dates.49  On the basis of this 

evidence, they concluded that the evidence “does not indicate that the pension fund divestment 

announcement significantly hurt firms with major South African operations.”  In summary, they 

stated, “the announcement of legislative or shareholder pressure had no discernible effect on the 

valuation of banks and corporations with South African operations or on the South African 

financial markets.”50 

47. Another study that included a broader range of divestment campaigns, including 

those related to South Africa as well as others, concluded that “[d]ivestitures do not seem to 

motivate change” at targeted companies and “divestiture announcements resulted in no 

significant market responses.”51 

48. Even if, contrary to financial economic theory and all the available evidence, a 

divestiture campaign could effect change in the activities of target companies by lowering their 

stock prices, divestment proponents should consider the harm this reduction in stock prices 

would cause.  For instance, ExxonMobil’s common stock is among the most widely-held equity 

issues in the world.  Its largest current shareholders are top investment managers and institutional 

                                                           
49. These results are based on the “Equal Weighted” model.  Other models presented by the author, including 

“Sales Weighted,” “Asset Weighted,” and “Employee Weighted” indicate even fewer dates with 
statistically significant and negative effects.  Id., at 64-67. 

50. Id., at 68, 79 and 83. 
51. Wallace N. Davison, III, Dan L. Worrell, & Abuzar El-Jelly (1995) “Influencing Managers to Change 

Unpopular Corporate Behavior Through Boycotts and Divestitures: A Stock Market Test,” Business & 
Society 34(2):171-196, at pp. 171 & 190. 
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investors, including CalPERS, the New York State Common Retirement System, and both the 

New York and California Teachers’ Retirement Systems.52  

49. In fact, according to a study published in October 2014, pension funds are the 

largest category of owners of U.S. oil and natural gas companies, holding approximately 28.9 

percent of all oil and natural gas company shares.53  With individual investors holding an 

additional 36.6 percent of all shares (including shares held in IRAs), the study’s analyses “show 

that middle-class households dominate the ownership of U.S. publicly-held oil and natural gas 

companies…[and] benefit from the industry’s strong returns.”54  This same study estimates that 

pension plans and IRAs hold approximately $909 billion in oil and natural gas company stock.  

If divestment proponents were successful in reducing the returns on these investments by 1 

percent each year, relative to what they would have been otherwise, retirees and other individual 

investors would lose more than $90 billion in value over the next 10 years.   

 
C. Divestiture is unlikely to change social views regarding environmental goals.  

50. The inability of divestment campaigns to directly affect company activity is 

understood, even by divestiture proponents.  For instance, the divestiture proponent organization 

Fossil Free readily admits that divestment “[is not] primarily an economic strategy, but a moral 

and political one.”  Fossil Free acknowledges that divestment is a tactic primarily intended to 

“spark[] a big discussion,” and “might not have an immediate impact on a fossil fuel 

company.”55  Similarly, leaders of Divest Harvard have stated that “[w]e do not expect 

                                                           
52.  As of 9/30/2014. Data from Thomson Financial. 
53.  Robert J. Shapiro & Nam D. Pham (2014) “Who Owns America’s Oil and Natural Gas Companies: A 2014 

Update,” Sonecon, at pp. 1-2. 
54.  Id,. at 2. 
55. See: http://gofossilfree.org/usa/frequently-asked-questions/.  

http://gofossilfree.org/usa/frequently-asked-questions/
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divestment to have a financial impact on fossil fuel companies … Divestment calls on citizens to 

build a powerful climate movement and pressure elected representatives to enact meaningful 

legislation.”56  

51. Obviously, climate change is one of the most controversial issues in public 

discourse today, and the range of opinions about it is very wide.  Even ignoring the broader 

range of opinions and focusing solely on the economic debate, a recent survey of the economic 

literature concluded there was “considerable uncertainty about the economic impact of climate 

change,” and “large estimated uncertainty about the social cost of carbon.”57  Of course, even if 

these debates could be resolved, there would still be vociferious debate about the appropriate role 

of governments and private actors in policymaking.  No matter where one stands on the science, 

economics, and policy of the climate change debate, there is no basis to believe that divestment 

will help resolve these issues or push the debate materially in any productive direction.  

52. Even for those strong believers in the need to address climate change, the 

divestiture proposition serves as more of a distraction than a contributor to public discourse 

designed to further real, meaningful solutions to the problem.  As one such strong proponent, the 

President of Harvard University, has recognized:   

“While I share their belief in the importance of addressing climate change, I do 
not believe, nor do my colleagues on the Corporation, that university divestment 
from the fossil fuel industry is warranted or wise…Because I am deeply 
concerned about climate change, I also feel compelled to ask whether a focus on 

                                                           
56. Chloe Maxmin, Hannah Borowsky and StudentNation (2014) “The Time to Divest: A Response to Harvard 

President Drew Faust,” The Nation, October 15, 2013. 
57. Richard S. J. Toll (2009) “The Economic Effects of Climate Change,” Journal of Economic Perspectives 

23(2):29-51, at pp37, & 42. 
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divestment does not in fact distract us from more effective measures, better 
aligned with our institutional capacities.”58 

53.  Indeed, fossil fuel divestment is not needed to “spark[] a big discussion” about 

climate change, or generate increased public interest in climate change policymaking.  The 

climate change debate is already a major part of the news and policy discussion in the United 

States and other countries.  During 2013, climate change was the most commonly covered 

environmental story on the major networks’ evening newscasts.59   

54. The debate regarding climate change is also highly prominent in major 

newspapers.  During 2014, 2,118 news articles in the five largest circulation newspapers in the 

United States referenced “climate change” or “global warming.”60  This is almost the same as the 

number of news articles in these papers that referenced “Ebola” (2,167 articles) and not much 

fewer than the number of news articles in these papers that referenced “Obamacare” or 

“Affordable Care Act” (2,727).  The climate change debate has been prominent in public 

discourse for more than two decades, while the Ebola outbreak and health insurance legislation 

stories are far more temporary news events.  Therefore, one would expect climate change stories 

to be less frequent; nevertheless, as these statistics show, climate change controversies are 

clearly not suffering from a lack of prominent news coverage, relative to other major news-

generating stories.   

 
 
D. Divestiture is unlikely to accomplish investment goals. 

                                                           
58. Drew Faust, Harvard University Office of the President (2013) “Fossil Fuel Divestment Statement,” 

October 3, 2013, http://www.harvard.edu/president/fossil-fuels. 
59. Tyndall Report Year in Review, 2013, http://tyndallreport.com/yearinreview2013/environment/.   
60. This study was performed using the Dow Jones / Factiva service, and covered the period December 31, 

2013 through December 22, 2014.  The newspapers included were: Wall Street Journal, New York Times, 
USA Today, Los Angeles Times, and New York Daily News. 

http://www.harvard.edu/president/fossil-fuels
http://tyndallreport.com/yearinreview2013/environment/
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55. Some proponents of divestment hold that fossil fuel company stocks are likely to 

suffer reductions in price over time, and therefore, that divestment is a successful investment 

strategy, regardless of its impact on environmental goals.  For instance, Fossil Free claims that 

“investing in clean energy, efficiency, and other sustainable technologies can be even more 

profitable than fossil fuels.”61 

56. As discussed above, this claim is demonstrably false over the past 50 years.  As 

we showed, over the 1965-2014 period, a portfolio including both an energy sector stock index 

and non-energy stocks experienced a 0.7 percent higher gross return, and a 0.5 percent higher 

risk-adjusted return, relative to a divested portfolio of only the non-energy stock index.   

57. Of course, everyone is entitled to their own opinion about the future course of 

security prices, and it is certainly possible that, over some period, stocks of fossil fuel companies 

will underperform other stocks.  But unless an investor has private information about these 

companies which is unavailable to other market participants (and I am not aware that any 

divestment proponents claim they do have such private information), there is no reason to 

assume that their current stock prices are “too high” or that they will inevitably decline.62 

58. While there is a long-running and wide-ranging debate among academics about 

whether securities markets are “efficient” in one form or another, there is nevertheless 

widespread agreement that simple rules like “sell fossil fuel stocks” are not recipes for making 

                                                           
61. http://gofossilfree.org/usa/frequently-asked-questions/.  
62.  This applies to the discussion among some divestment advocates of “stranded assets,” i.e., company assets 

that could become uneconomical to exploit at some point in the future due to changes in market prices or 
future regulations related to climate change.  Divestment advocates do not claim to have private 
information about these changes in prices or regulations that are not available to the investing public at 
large; therefore, current security prices already incorporate the market consensus view about stranded 
assets. 

http://gofossilfree.org/usa/frequently-asked-questions/
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money.  As one textbook puts it, “[t]he bulk of the evidence, however, suggests that any 

supposedly superior investment strategy should be taken with many grains of salt.  The market is 

competitive enough that only differentially superior information or insight will earn money; the 

easy pickings have been picked.”63 

 
IV. Conclusion 

59. The economic evidence demonstrates that fossil fuel divestment is a bad idea.  

The costs of divestment are clearly substantial.  Trading costs like commissions are incurred in 

virtually every securities transaction.  Costs associated with reductions in diversification are a 

bedrock principle of financial economics.  Ongoing compliance costs mean that every future 

securities transaction will need to be analyzed for its environmental impact.  These costs have 

real financial impacts on the returns generated by an investment portfolio, and therefore, real 

impacts on the ability of an educational institution to achieve its goals. 

60. By contrast, any benefits from fossil fuel divestment are likely to be non-existent.  

There is no basis to believe that divestment can affect the stock prices or business decisions of 

targeted firms.  Moreover, there is broad agreement among financial professionals and academics 

that simple investment rules like divestment from fossil fuel companies cannot generate superior 

returns.  Finally, divestment seems unlikely to affect the public debate or provide an effective 

tool even for those who strongly feel the need to address climate change.   

 

                                                           
63. Zvi Bodie, Alex Kane, and Alan J. Marcus (2014) Investments, Tenth Edition, McGraw-Hill Irwin, at p. 

380. 



Exhibit A: Correlation of Each Sector With Other Nine Sectors

Sector Correlation
1. Energy 0.6770
2. Utilities 0.7046
3. Healthcare 0.7744
4. Telecommunications 0.8138
5. Durables 0.8248
6. High-Technology 0.8259
7. Shops 0.8607
8. Non-Durables 0.8642
9. Other 0.9077

10. Manufacturing 0.9183

Source: CRSP.

Notes: For each sector, a value-weighted index of all stocks in that sector and a value 
weighted index of all stocks in the other nine sectors were created. The correlation between 
the excess returns of those two indices are shown in the Exhibit.
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Exhibit B: Optimal Risk-Adjusted Portfolio vs. Divested Portfolio 
1965-2014 

Optimal Risk-Adjusted Portfolio Divested PortfolioNotes:  
[1] The indices are value-weighted by market capitalization. 
[2] The Optimal Risk-Adjusted Portfolio is comprised of the energy index and 1-month Treasury bill, optimized by matching the standard deviation of the Divested 
Portfolio. 
[3] The Divested Portfolio is comprised of only the non-energy index. 
Sources: CRSP; Kenneth R. French.  

As of December 31, 2014 
Divested Portfolio: ~$11,200 
Optimized Portfolio: ~$14,600 
With the same amount of risk as the divested 
portfolio, the optimized portfolio added an 
additional $3,400 in return over 50 years. 



Exhibit C. Top 10 Coal and Oil & Natural Gas Companies

Carbon Underground 200 Greenhouse 100 Polluters Index
1. Peabody Energy American Electric Power
2. ExxonMobil Duke Energy
3. Arch Coal Southern Company
4. Alpha Natural Resources Berkshire Hathaway
5. Chevron Ameren
6. Cloud Peak Energy Luminant
7. ConocoPhillips FirstEnergy
8. Consol Energy AES
9. Nacco Industries Xcel Energy

10. Alliance Resource Partners Dominion Resources

Notes:

[2] All non-corporate entities have been removed.

Source: Carbon Underground 200; Bloomberg, L.P.; Political Economy Research Institute.

[1] The Carbon Underground 200 and Greenhouse 100 Polluters Index have been restricted to include 
only U.S. companies.



Exhibit D. Top 10 Holdings for Five Largest “Green” Mutual Funds

Parnassus Core Equity 
Fund

Calvert Equity Portfolio
TIAA-CREF Social Choice 

Equity Fund
Neuberger Berman 

Socially Responsive Fund
Pax World Balanced Fund

1. Allergan Inc. CVS Health Corp. Johnson & Johnson Texas Instruments Apple Inc.

2. Applied Materials Apple Inc. Berkshire Hathaway Inc. Newell Rubbermaid BlackRock Inc.

3. Motorola Solutions Gilead Sciences Inc. Procter & Gamble Co. American Express Co. UnitedHealth Group Inc.

4. Pentair PLC The Coca Cola Co. Verizon Communications Inc. Danaher Corp. Becton Dickinson & Co.

5. Procter & Gamble Co. Costco Wholesale Corp. International Business 
Machines Corp.

Progressive Corp. Microsoft Corp.

6. Iron Mountain Inc. Visa Inc. Intel Corp. Intercontinental Exchange 
Inc.

Morgan Stanley

7. Qualcomm Inc. Qualcomm Inc. Merck & Co Inc. TJX Cos. Merck & Co Inc.

8. Apple Inc. Lowe’s Companies Inc. Gilead Sciences Inc. Robert Half International Hess Corp.

9. Mondelez International Inc. Intercontinental Exchange 
Inc.

Google Inc. (Class A) U.S. Bancorp American Express Co.

10. CVS Health Corp. Wells Fargo & Company Google Inc. eBay Inc. Intel Corp.

Note:
[1] Companies in bold appear in multiple mutual funds.
[2] Treasury holdings have been excluded.
[3] TIAA-CREF and Pax holdings data are as of 9/30/2014, the remaining holdings data are as of 11/30/2014.
Sources: The Forum for Sustainable and Responsible Investment (http://charts.ussif.org/mfpc/); GoFossilFree.org (http://gofossilfree.org/usa/your-roadmap-to-
personal-divestment/); Parnassus (http://www.parnassus.com/parnassus-mutual-funds/core-equity/investor-shares/portfolio); Calvert 
(http://www.calvert.com/fundprofile.html?fund=919); TIAA-CREF (https://www.tiaa-cref.org/public/tcfpi/Investment/Profile?symbol=4530792); Neuberger 
Berman (http://www.nb.com/Pages/public/en-us/products/socially-responsive-fund.aspx); Pax 
(http://www.paxworld.com/system/storage/14/a0/3/773/fact_sheet_balancedfund.pdf).



Exhibit E-1. Associated Costs for 10 Largest Mutual Funds

Fund Expense Ratio
1. Vanguard Total Stock Market Index Fund 0.17%
2. Vanguard Institutional Index Fund 0.04%
3. Vanguard 500 Index Fund 0.17%
4. PIMCO Total Return Fund 0.46%
5. The Growth Fund of America 0.66%
6. Vanguard Prime Money Market Fund 0.14%
7. Vanguard Total International Stock Index Fund 0.22%
8. EuroPacific Growth Fund 0.84%
9. J.P. Morgan Prime Money Market Fund 0.23%

10. Fidelity Cash Reserves 0.28%

Average 0.32%

Notes:

[1]  The Bahana Liquid USD Fund was dropped because primary documents could not be located.

[2] “Expense Ratio” uses the most recent annual data from Morningstar.

Sources: Bloomberg, L.P.; Morningstar.



Exhibit E-2. Associated Costs for “Green” Mutual Funds

Fund Expense Ratio
1. Parnassus Core Equity Fund 0.87%
2. Calvert Equity Portfolio 1.11%
3. TIAA-CREF Social Choice Equity 0.35%
4. Neuberger Berman Socially Responsive Fund 1.12%
5. Pax World Balanced Fund 0.91%
6. Ariel Appreciation Fund 1.12%
7. Ariel Fund 1.03%
8. CRA Qualified Investment Fund 0.75%
9. Domini Social Equity Fund 1.02%

10. Calvert Balanced Portfolio 1.25%

Average 0.95%

Notes:

[2] “Expense Ratio” uses the most recent annual data from Morningstar.

Sources: The Forum for Sustainable and Responsible Investment; Morningstar.

[1] Where the Forum for Sustainable and Responsible Investment presents multiple investor classes of the same fund as having the 
same Assets Under Management, “Expense Ratio” is the average expense ratio across investor classes.
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APPENDIX A: KEY QUALIFICATIONS OF DANIEL R. FISCHEL 

 

1. I am President of Compass Lexecon, a consulting firm that specializes in the 

application of economics to a variety of legal and regulatory issues.  I am also the Lee and Brena 

Freeman Professor of Law and Business Emeritus at The University of Chicago Law School.  I 

have served previously as Dean of The University of Chicago Law School, Director of the Law 

and Economics Program at The University of Chicago, and as Professor of Law and Business at 

The University of Chicago Graduate School of Business, the Kellogg School of Management at 

Northwestern University, and the Northwestern University Law School.  

 2. Both my research and my teaching have concerned the economics of corporate 

law and financial markets.  I have published approximately fifty articles in leading legal and 

economics journals and am coauthor, with Judge Frank Easterbrook of the Seventh Circuit Court 

of Appeals, of the book The Economic Structure of Corporate Law (Harvard University Press, 

1991).  Courts of all levels, including the Supreme Court of the United States, have cited my 

articles as authoritative.  My curriculum vitae, which contains a list of my publications, is 

available on the Compass Lexecon website at http://www.compasslexecon.com/. 

 3. I have served as a consultant or adviser on economic issues to, among others, the 

United States Department of Justice, the United States Securities and Exchange Commission, the 

National Association of Securities Dealers, the New York Stock Exchange, the Chicago Board of 

Trade, the Chicago Mercantile Exchange, the New York Mercantile Exchange, the United States 

Department of Labor, the Federal Deposit Insurance Corporation, the Resolution Trust 

Corporation, the Federal Housing Finance Agency, and the Federal Trade Commission. 

http://www.compasslexecon.com/
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4. I am a member of the American Economic Association and the American Finance 

Association.  I am also a member of the Board of Governors of the Becker Friedman Institute at 

the University of Chicago and an Advisor to the Corporate Governance Project at Harvard 

University.  I am also a former member of the Board of Directors of the Center for the Study of 

the Economy and the State at The University of Chicago, and former Chairman of the American 

Association of Law Schools’ Section on Law and Economics.  I have testified as an expert 

witness in multiple proceedings in federal and state courts across the country. 
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APPENDIX B: MEAN-VARIANCE ANALYSIS OF ENERGY STOCK DIVESTMENT 

 

1. We make use of a common analytical framework used by financial analysts 

known as Mean-Variance Analysis.1  We will show that by adding energy stocks to a market 

portfolio that is divested from the energy sector, one can achieve a substantially higher return 

over the 1965-2014 period without increasing the variance of the portfolio.   

2. Mean-Variance Analysis reflects a typical investor’s desire to build a portfolio 

that has high and stable returns, recognizing that there is a tradeoff between those two goals.  

Some investors are willing to accept a higher level of period-to-period volatility in returns, while 

others are not. The basic principle of Mean-Variance Analysis is that, for any given level of 

period-to-period volatility in portfolio return, an investor should choose the portfolio that 

maximizes average excess returns (relative to a “risk-free” asset, like U.S. Treasury bills).  For 

example, if an investor is willing to accept a level of volatility in his portfolio such that the 

standard deviation in excess returns over time is 2 percent, then a portfolio with that 2 percent 

volatility measure and an average excess return of 3 percent is suboptimal if another portfolio 

with the same standard deviation but an average excess return of 4 percent exists.   

3. Investors can achieve the maximum average return for a given volatility level by 

maximizing the “Sharpe Ratio” of the portfolio of risky assets, i.e., excluding any risk-free 

assets.2  The Sharpe Ratio is defined as: 

 

Sharpe Ratio = 𝑀𝑀𝑀𝑀(𝐸𝐸𝐸𝑀𝐸𝐸 𝑅𝑀𝑅𝑅𝑅𝑀𝐸)
𝑆𝑅𝑀𝑀𝑆𝑀𝑅𝑆 𝐷𝑀𝐷𝐷𝑀𝑅𝐷𝐷𝑀(𝐸𝐸𝐸𝑀𝐸𝐸 𝑅𝑀𝑅𝑅𝑅𝑀𝐸)

, 

                                                           
1. See: Zvi Bodie, Alex Kane, and Alan J. Marcus (2014) Investments, Tenth Edition, McGraw-Hill Irwin, at 

p. 208. 
2. Id., at pp. 134. 



 

2 
  

where excess returns is the calculated return of the portfolio relative to the return of the risk-free 

asset.   

4. After selecting stocks to maximize the Sharpe Ratio, the investor can then add 

risk-free assets like U.S. Treasury bills to the portfolio to reduce its volatility as desired without 

reducing the Sharpe Ratio of the portfolio.  In this way, the investor can achieve the highest 

expected return of the portfolio for a given level of volatility. 

5. To estimate the diversification cost associated with restricting energy stocks from 

the portfolio, we constructed a value-weighted energy stock index from the CRSP database, as 

discussed in the text.  Separately, we also constructed a single value-weighted index of all non-

energy stocks in the other nine sectors.  The means and standard deviations of the two indices 

over the 1965-2014 period are reported below in Table 1. 

 

 

 

 

 

 

 

 

 

 

Excess Returns Non-Energy Index Energy Index
Mean 5.77% 7.44%
Standard Deviation 15.71% 20.25%
Sharpe Ratio 0.3674 0.3674

Sources: CRSP; Kenneth R. French.

Notes: “Energy” refers to the value-weighted index of all 
stocks in the Energy Sector. “Non-Energy” refers to the 
value-weighted index of all stocks not included in the 
Energy Sector.

Table 1: Properties of Energy and Non-
Energy Indices
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6. As can be seen in the Table, the Energy Index has higher average returns, but also 

a higher standard deviation, indicating greater volatility.  Regardless of whether an investor is 

willing to take on greater volatility or not, including the Energy Index in the portfolio in at least 

some quantity generates diversification benefits because the Energy and Non-Energy indices are 

not perfectly correlated.  In particular, the correlation coefficient between the two indices is 

0.6770.To demonstrate this, we calculated the Sharpe Ratio for portfolios which combined the 

Energy Index and the Non-Energy Index with different weightings on each index.  The portfolio 

including both energy and non-energy stocks that maximizes the Sharpe Ratio contains an 

allocation of 56.3 percent to the Non-Energy Index and 43.7 percent to the Energy Index.  Table 

2 below compares the Non-Energy index (i.e., the divested portfolio) to the optimal portfolio 

including both indices.  

 

 

 

7. Consistent with our findings above regarding the Energy Index, the optimal 

portfolio including both indices has a higher average return, but also a higher standard deviation.  

We can now add a risk-free asset to the optimal portfolio including both indices until its 

volatility matches that of the divested portfolio.  The risk-free asset for this analysis is the one-

Excess Returns Optimal Risky Portfolio Divested Portfolio
Mean 6.50% 5.77%
Standard Deviation 16.20% 15.71%
Sharpe Ratio 0.4012 0.3674

Sources: CRSP; Kenneth R. French.

Table 2: Properties of the Optimal Risky Portfolio

Notes: Two value weighted indices were created: the first contains all 
energy stocks, and the second contains all non-energy stocks in CRSP.  
“Optimal Risky  Portfolio” refers to the combination of the value 
weighted indices that maximizes Sharpe Ratio, and “Divested 
Portfolio” refers to the portfolio that contains only non-energy stocks.
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month U.S. Treasury bill.  As discussed above, the Sharpe Ratio of the portfolio is not affected 

by the addition of a risk-free asset.  Specifically, by moving 3.04 percent of the combined energy 

and non-energy portfolio to the risk-free asset, the volatility of the portfolio can be made to 

match the volatility of the divested portfolio, with a standard deviation of 15.71 percent.   

8. As shown in Table 3, despite having the same volatility as the divested portfolio, 

the portfolio that includes energy stocks earned an average return of 6.30 percent, whereas the 

divested portfolio earned an average return of only 5.77 percent.  The difference between these 

two mean returns, 0.53 percent, is a measure of the portfolio diversification cost of divesting 

from energy stocks, holding portfolio volatility constant.   

 

 

 

 

 

 

 

 

 

 

 

9. While the above optimization shows that there is an allocation to energy stocks 

that improves portfolio performance, it should also be noted that the value weighted index 

created from all stocks in CRSP with an SIC code, i.e. the “market index,” has a higher Sharpe 

Excess Returns Optimal Risk-Adjusted Portfolio Divested Portfolio
Mean 6.30% 5.77%
Standard Deviation 15.71% 15.71%
Sharpe Ratio 0.4012 0.3674

Sources: CRSP; Kenneth R. French.

Notes: Two value weighted indices were created: the first contains all energy 
stocks, and the second contains all non-energy stocks in CRSP. “Optimal Risk-
Adjusted Portfolio” refers to the combination of the value weighted indices 
and the risk free asset that maximizes Sharpe Ratio and matches the standard 
deviation of the Divested Portfolio, and “Divested Portfolio” refers to the 
portfolio that contains only non-energy stocks. The risk free return is the daily 
return of the treasury bills.

Table 3: Properties of the Optimal Risk-Adjusted Portfolio
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Ratio than the divested index considered above.  Therefore, the market index will also provide a 

larger risk-adjusted return than the divested index.  These results are reported in Table 4. 

 

 

 Excess Returns Non-Energy Index Market Index
Mean 5.77% 5.86%
Standard Deviation 15.71% 15.70%
Sharpe Ratio 0.3674 0.3732

Sources: CRSP; Kenneth R. French.

Notes: “Non-Energy” refers to the value-weighted index of all 
stocks not included in the Energy Sector.  “Market” refers to 
the value-weighted index  of all stocks in the CRSP database 
that were assigned an SIC code.

Table 4: Properties of Energy and Non-Energy 
Indices
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returns, I investigate the “frictional” costs that college and 

university endowments incur in implementing fossil fuel 
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well-defined and agreed-upon list of assets that are fossil-fuel-

related, investment managers must undertake a degree of active 

management in order to maintain compliance with divestment 

goals.  Overall, I estimate a total cost to endowments over 20 years 

due to the frictional costs of divestment that range between 
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I. INTRODUCTION 

 

A. Background 

 

Fossil fuel divestment refers to the sale of assets, such as stocks and bonds, associated 

with companies whose activities related to fossil-fuel extraction and/or distribution are claimed 

to contribute to climate change.  Advocacy in support of fossil fuel divestment came to public 

prominence with environmental activist Bill McKibben’s 2012 article in Rolling Stone,
1
 and has 

grown modestly since then.  McKibben’s campaign recently announced that more than 500 

institutions, representing $3.4 trillion in total assets under management, have committed to some 

form of divestment.
2
  The amount of assets actually divested to date appears to be relatively 

small, though, in part because many institutions that have announced adherence to divestment 

goals apparently owned few fossil fuel-related assets to begin with.
3
  Advocates argue that, by 

divesting, investors can “take the fossil fuel industry to task for its culpability in the climate 

crisis” and “help break the hold that the fossil fuel industry has on our economy and our 

governments.”
4
 

 

Colleges and universities, religious institutions, and public pension funds are frequently 

the focus of divestment activists’ efforts, and appear to constitute a sizeable share of the 

institutions that have divested to date.  However, a number of prominent institutions have 

considered, but rejected, divestment as well.  In particular a number of prominent universities, 

including the University of Michigan,
5
 Columbia University,

6
 Cornell University,

7
 Vassar 

                                                            
1. Bill McKibben (2012) “Global Warming’s Terrifying New Math,” Rolling Stone, July 19.  

2. Melanie Mattauch (2015) “In the space of just 10 weeks …”, gofossilfree.org blog post, December 2, 

http://gofossilfree.org/in-the-space-of-just-10-weeks/ [accessed March 8, 2016]. 

3. Michael McDonald (2015) “College Divestment Pledges Are Mostly Empty Gestures,” BloombergBusiness, 

June 23, http://www.bloomberg.com/news/articles/2015-06-23/for-all-their-talk-colleges-divest-little-after-

climate-protest [accessed March 21, 2016] (“Oxford University, calling itself ‘a world leader in the battle 

against climate change,’ said in May it would avoid direct investments in coal and oil-sands companies in its 

$2.6 billion endowment.  The British university, in fact, held none, it said.  Syracuse University similarly 

announced it would divest from fossil fuels only to say it had no direct holdings.”).  See also Michael 

McDonald (2015) “Georgetown Joins Stanford in Divesting Its Endowment from Coal,” BloombergBusiness, 

June 4, http://www.bloomberg.com/news/articles/2015-06-04/georgetown-joins-stanford-in-divesting-its-

endowment-from-coal [accessed March 21, 2016] (“Georgetown University will no longer make direct 

investments in coal companies, joining Stanford and other schools that have targeted the industry because of its 

contribution to climate change…Georgetown is still evaluating its portfolio, according to spokeswoman Rachel 

Pugh. She said ‘an insubstantial amount’ of the endowment is invested in companies whose principal business 

is coal mining.”). 

4. http://gofossilfree.org/what-is-fossil-fuel-divestment/ [accessed March 8, 2016]. 

5. University of Michigan Office of the President (2015), “Addressing Climate Change as a Powerful 

Community,” http://president.umich.edu/news-communications/on-the-agenda/addressing-climate-change-as-a-

powerful-community/ [accessed March 8, 2016]. 

6. Columbia University, “Response of the ACSRI to the CDCJ Proposal of October 2015,” November 17, 2015, 

http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-

%20Final%2011.19.15.pdf [accessed March 8, 2016]. 

7. Susan Kelley (2016) “Trustees approve new standard and process for divestment consideration,” Cornell 

Chronicle, February 2, http://news.cornell.edu/stories/2016/02/trustees-approve-new-standard-consider-

divestment [accessed March 8, 2016]. 

http://gofossilfree.org/in-the-space-of-just-10-weeks/
http://www.bloomberg.com/news/articles/2015-06-23/for-all-their-talk-colleges-divest-little-after-climate-protest
http://www.bloomberg.com/news/articles/2015-06-23/for-all-their-talk-colleges-divest-little-after-climate-protest
http://www.bloomberg.com/news/articles/2015-06-04/georgetown-joins-stanford-in-divesting-its-endowment-from-coal
http://www.bloomberg.com/news/articles/2015-06-04/georgetown-joins-stanford-in-divesting-its-endowment-from-coal
http://gofossilfree.org/what-is-fossil-fuel-divestment/
http://president.umich.edu/news-communications/on-the-agenda/addressing-climate-change-as-a-powerful-community/
http://president.umich.edu/news-communications/on-the-agenda/addressing-climate-change-as-a-powerful-community/
http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-%20Final%2011.19.15.pdf
http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-%20Final%2011.19.15.pdf
http://news.cornell.edu/stories/2016/02/trustees-approve-new-standard-consider-divestment
http://news.cornell.edu/stories/2016/02/trustees-approve-new-standard-consider-divestment
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College,
8
 and the University of British Columbia,

9
 have recently rejected broad-based fossil fuel 

divestment for their endowment funds.  Other major universities, including Harvard University,
10

 

Brown University,
11

 and Yale University
12

 had previously rejected calls for divestment, while 

Stanford University
13

 and Georgetown University
14

 have indicated a desire to divest from coal-

related assets, but explicitly not those in the oil and gas sector.  In some cases universities that 

chose to divest assets on the basis of other concerns, such as human rights in Sudan, have 

nevertheless elected to not divest in the case of fossil fuels.
15

 

 

A small but growing body of literature on fossil fuel divestment, which I summarize in 

Appendix A, has focused primarily on the question of whether a divested portfolio could 

potentially produce lower risk-adjusted returns to investors over time.  By contrast, in this paper, 

I focus entirely on the “frictional” costs associated with fossil fuel divestment, including 

transaction costs associated with trading securities and ongoing portfolio monitoring costs.  

While some divestment advocates have argued that divested portfolios may suffer only minimal 

or no losses in future returns, the existence and impact of frictional costs of the type I describe in 

this paper cannot be meaningfully disputed.  That is, costs of this type will be incurred in 

virtually every case where an investor divests a material amount of fossil fuel assets, irrespective 

of the market performance of the underlying assets in question.   

 

My goal in this paper is not to provide commentary or analysis related to the potential 

environmental benefits of a broad societal shift from fossil fuels, as this important issue has been 

extensively discussed elsewhere.  Rather, my goal is to shed light on the existence of lesser-

known frictional costs of divestment – many of which are often excluded from broader 

                                                            
8. President Catherine Hill (2016) “Shareholder role crucial in climate reform,” The Miscellany News 

[Poughkeepsie, NY], February 17, http://miscellanynews.org/2016/02/17/opinions/shareholder-role-crucial-in-

climate-reform/ [accessed March 8, 2016]. 

9. “UBC board of governors votes against divestment from fossil fuel industry,” The Vancouver Sun, February 15, 

2016, 

http://www.vancouversun.com/technology/board+governors+votes+against+divestment+from+fossil+fuel+indu

stry/11720467/story.html?__lsa=75e2-7b45 [accessed March 8, 2016]. 

10. Harvard University Office of the President (2013) “Fossil Fuel Divestment Statement,” October 3, 

http://www.harvard.edu/president/news/2013/fossil-fuel-divestment-statement [accessed March 8, 2016]. 

11. Brown University Office of the President (2013) “10-27-2013: Coal Divestment Update,” 

https://www.brown.edu/about/administration/president/2013-10-27-coal-divestment-update [accessed March 8, 

2016]. 

12. Yale University (2014) “Statement of the Yale Corporation Committee on Investor Responsibility,” 

http://acir.yale.edu/pdf%20and%20hyperlinks/CCIR%20Statement%20(2014).pdf [accessed March 8, 2016]. 

13. Michael Wines (2014) “Stanford to Purge $18 Billion Endowment of Coal Stock,” New York Times, May 6, 

http://www.nytimes.com/2014/05/07/education/stanford-to-purge-18-billion-endowment-of-coal-stock.html 

[accessed March 21, 2016]. 

14. Michael McDonald (2015) “Georgetown Joins Stanford in Divesting Its Endowment from Coal,” 

BloombergBusiness, June 4, http://www.bloomberg.com/news/articles/2015-06-04/georgetown-joins-stanford-

in-divesting-its-endowment-from-coal [accessed March 21, 2016]. 

15. Susan Kelley (2016) “Trustees approve new standard and process for divestment consideration,” Cornell 

Chronicle, February 2, http://news.cornell.edu/stories/2016/02/trustees-approve-new-standard-consider-

divestment [accessed March 8, 2016]; Columbia University, “Response of the ACSRI to the CDCJ Proposal of 

October 2015,” November 17, 2015, 

http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-

%20Final%2011.19.15.pdf [accessed March 8, 2016]. 

http://miscellanynews.org/2016/02/17/opinions/shareholder-role-crucial-in-climate-reform/
http://miscellanynews.org/2016/02/17/opinions/shareholder-role-crucial-in-climate-reform/
http://www.vancouversun.com/technology/board+governors+votes+against+divestment+from+fossil+fuel+industry/11720467/story.html?__lsa=75e2-7b45
http://www.vancouversun.com/technology/board+governors+votes+against+divestment+from+fossil+fuel+industry/11720467/story.html?__lsa=75e2-7b45
http://www.harvard.edu/president/news/2013/fossil-fuel-divestment-statement
https://www.brown.edu/about/administration/president/2013-10-27-coal-divestment-update
http://acir.yale.edu/pdf%20and%20hyperlinks/CCIR%20Statement%20(2014).pdf
http://www.nytimes.com/2014/05/07/education/stanford-to-purge-18-billion-endowment-of-coal-stock.html
http://www.bloomberg.com/news/articles/2015-06-04/georgetown-joins-stanford-in-divesting-its-endowment-from-coal
http://www.bloomberg.com/news/articles/2015-06-04/georgetown-joins-stanford-in-divesting-its-endowment-from-coal
http://news.cornell.edu/stories/2016/02/trustees-approve-new-standard-consider-divestment
http://news.cornell.edu/stories/2016/02/trustees-approve-new-standard-consider-divestment
http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-%20Final%2011.19.15.pdf
http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-%20Final%2011.19.15.pdf
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discussions about the merits of divestment policy – and to provide reasonable estimates of their 

magnitude, so that divestment decisions can be evaluated by trustees, administrators, students 

and interested stakeholders with the most complete information possible.  

 

 

B. Summary of Conclusions 

 

A brief summary of the key points made in the remainder of this report is as follows: 

 

 Many investors, including university endowments, hold assets in structures such as 

mutual funds, commingled funds, and private equity funds that themselves house a 

variety of investments.  Divestment by a fund investor of the fossil fuel assets owned 

by a fund generally requires sale of the entirety of the fund.  For this reason, the 

magnitude of assets that would need to be sold and replaced to achieve fossil fuel 

divestment is generally larger than the fossil fuel assets themselves. 

 

 Because university endowments are perpetual institutions that make long-term 

investments, they tend to have disproportionately large holdings in relatively illiquid 

assets. 

 

 As a consequence of these facts, transaction costs associated with divesting and 

replacing existing fossil fuel assets in university endowments are likely to be 

substantial.  Focusing on a sample of 30 universities, including large, medium-sized, 

and small endowments, conservative estimates of these transaction costs range 

between 60 basis points and 269 basis points for large endowments, between 25 basis 

points and 180 basis points for medium endowments, and between nine basis points 

and 124 basis points for small endowments.   

 

 Fossil fuel divestment advocates are not unanimous with respect to identifying which 

assets should be divested, and there is no objective scorecard of which I am aware to 

determine this question.  Further, as company policies and technologies evolve, the 

individual investments that comprise an appropriately divested portfolio will likely 

change.  As a consequence, investment managers would need to undertake ongoing 

research and management costs to maintain compliance with divestment goals.  This 

introduces a costly element of active management into endowment portfolios. 

 

 While some universities may take on this element of active management internally, 

others will elect to outsource this function to specialized environmental fund 

managers with appropriate expertise in these issues.  A conservative estimate, derived 

from the difference between expenses charged by mutual funds with an explicit 

environmental focus and those without such a focus, indicates ongoing annual 

frictional costs of between approximately eight basis points and 52 basis points for 

large endowments, and similar or larger annual costs for medium and smaller 

endowments.   

 

 Combining estimates of transaction costs and ongoing compliance costs, I estimate 

that endowments would lose between approximately two and 12 percent of value due 
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to these frictional costs of divestment over a 20-year period.  For a typical large 

endowment growing at a historically reasonable rate, this would translate into a loss 

in value of between $1.4 billion and $7.4 billion by the end of the 20-year period.  

The equivalent range for medium endowments is between $52 million and $298 

million, and the equivalent range for small endowments is between $17 million and 

$89 million.  These frictional costs are in addition to any reduction in investment 

returns that divestment may impose due to foregone diversification benefits, as 

discussed in prior literature.  

 

 While the actual frictional costs of divestment will vary depending on the precise 

holdings of the investor and the particular divestment strategy undertaken, it cannot 

be meaningfully disputed that frictional costs of the nature discussed in this paper will 

occur.  These frictional costs of divestment are large enough to impose substantial 

costs on institutions that decide to divest.    

 

 

C. The finance literature recognizes the importance of frictional costs, and 

some universities have rejected divestment at least in part on this basis. 

 

The finance literature recognizes the importance of frictional costs when evaluating total 

returns as well as the choice of investment strategies.  Some strategies that appear attractive may 

be suboptimal once frictional costs are taken into account.  For instance, Damadoran (2012) 

states, “Some investment schemes are more expensive than others because of transaction costs – 

execution fees, bid-ask spreads, and price impact.  A complete test will take these into account 

before it passes judgment on the strategy.”
16

  Pederson (2015) states, “Whereas a high-turnover 

trading rule (i.e., a rule that implies frequent and/or large trades) may be the best on paper, 

without taking transaction costs into account, it may be a poor trading strategy in practice.  Said 

differently, even if returns are large gross of transaction costs, net returns may be poor.”
17

  Harris 

(2003) states, “On average, active managers cannot outperform the market.  Transaction costs 

and high management fees ensure that they underperform the market on average.”
18

  Indeed, 

even if (as some argue) the reduction in average rates of return from divestment is small, the 

frictional costs of divestment may nevertheless make a divestment strategy undesirable. 

 

A number of universities have already elected not to divest at least in part because they 

have concluded that these frictional costs would be high.  For instance: 

 

 Williams College: “The initial cost of divestment would be in liquidating the portfolio 

which, even done in an orderly fashion over the course of a year, would cost $75 

million or more … [T]he expected cost to Williams of divestment has nothing to do 

with projecting whether the particular class of targeted companies are themselves 

                                                            
16. Aswath Damodaran (2012) Investment Philosophies: Successful Strategies and the Investors Who Made Them 

Work, Second Edition, John Wiley & Sons, Inc., at p. 122. 

17. Lasse Heje Pedersen (2015) Efficiently Inefficient: How Smart Money Invests & Market Prices are Determined, 

Princeton University Press, at p. 64. 

18. Larry Harris (2003) Trading and Exchanges: Market Microstructure for Practitioners, Oxford University Press, 

at p. 492. 
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good or bad investments, and is entirely a result of the expected cost of fundamentally 

changing the college’s strategy for managing the endowment.”
19

 

 

 American University: “[D]ivesting from these companies would require that AU 

investments be withdrawn from index funds and commingled funds in favor of more 

actively managed funds,” and cited the results of an internal study indicating that 

“this withdrawal would cause manager fees to double.”
20

   

 

 Middlebury College: “At this time, too many of these questions either raise serious 

concerns or remain unanswered for the board to support divestment.  Given its 

fiduciary responsibilities, the board cannot look past the lack of proven alternative 

investment models, the difficulty and material cost of withdrawing from a complex 

portfolio of investments, and the uncertainties and risks that divestment would 

create.”
21

 

 

 Bates College: “To guarantee divestment from these 200 public companies, our 

investment advisers estimate that between a third and a half of the entire endowment 

would need to be liquidated and replaced with separately managed accounts.  Were 

we to guarantee a fossil fuel free endowment more broadly than the 200 companies, 

greater than half of the endowment would need to be liquidated.  In either scenario, 

the transition would result in significant transaction costs, a long-term decrease in the 

endowment’s performance, an increase in the endowment’s risk profile, and thus a 

loss in annual operating income for the college.  Such a reduction in resources would 

affect critical college priorities, including financial aid, faculty and staff salaries, and 

support for academic programs.  In short, divestment would potentially threaten core 

aspects of the college’s mission.”
22

 

 

 Swarthmore College: “If Swarthmore decided to divest, we would have to find 

replacements for all the commingled funds because an institution has no power to 

impose a constraint on a commingled fund.  Swarthmore’s commingled funds totaled 

$660 million at the end of the last fiscal year.  Divestment would incur a very large 

cost.  With divestment, an option would be to hire a firm (such as Aperio Group) to 

design customized index funds for the endowment.  This group could put together 

portfolios of stocks designed to match desired indexes but without using the divested 

companies.  The firm customizes this approach for an endowment’s specific 

                                                            
19. Williams College Office of the President (n.d.) “Statement by the Board of Trustees and President Adam F. 

Falk on the College’s Role in Addressing Climate Change,” http://president.williams.edu/trustees/statement-by-

the-board-of-trustees-and-president-adam-f-falk-on-the-colleges-role-in-addressing-climate-change/ [accessed 

March 21, 2016]. 

20. Jeffrey A. Sine (2014) “Memorandum: Fall 2014 Board of Trustees Meeting – Sustainability & Fossil Free 

Discussion and Decision,” November 21, http://www.american.edu/trustees/Announcement-November-21-

2014.cfm [accessed March 16, 2016]. 

21. Middlebury College (2013) “Middlebury College Statement on Divestment,” 

http://www.middlebury.edu/newsroom/archive/524638/node/459563 [accessed March 21, 2016]. 

22. Bates College Office of the President (2014) “President Clayton Spencer’s Statement on Climate Change and 

Divestment,” January 21, http://www.bates.edu/president/2014/01/21/statement-on-climate-change-and-

divestment/ [accessed March 21, 2016]. 

http://president.williams.edu/trustees/statement-by-the-board-of-trustees-and-president-adam-f-falk-on-the-colleges-role-in-addressing-climate-change/
http://president.williams.edu/trustees/statement-by-the-board-of-trustees-and-president-adam-f-falk-on-the-colleges-role-in-addressing-climate-change/
http://www.american.edu/trustees/Announcement-November-21-2014.cfm
http://www.american.edu/trustees/Announcement-November-21-2014.cfm
http://www.middlebury.edu/newsroom/archive/524638/node/459563
http://www.bates.edu/president/2014/01/21/statement-on-climate-change-and-divestment/
http://www.bates.edu/president/2014/01/21/statement-on-climate-change-and-divestment/
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constraints.  If Swarthmore were to follow this approach, it would forego the 1.7% to 

1.8% added return per year.  This would amount to lost earnings each and every year 

… [T]he loss the first year would be $11.2 million, but by five years it would be a 

cumulative $73.1 million, and by ten years it would be $203.8 million.  It would be 

even greater if all the affected portfolios of the endowment were invested in this 

way.”
23

 

 

 

D. The Asserted Benefits of Fossil Fuel Divestment Are Speculative. 

 

In this paper, I focus on certain costs associated with fossil fuel divestment.  Before 

introducing my analysis, it is worth briefly considering the potential benefits claimed for 

divestment.  It is beyond the scope of this paper to address the potential costs and benefits to 

society as a whole of a broad shift from the usage of fossil fuels to reliance on alternative sources 

of energy, as this crucial issue has been discussed extensively elsewhere.  Divestment activists 

appear to rely on the reasoning that divestment will spur such a shift away from reliance on fossil 

fuels.  However, there is little economic support for the claim that divestment of fossil fuel assets 

will have a material impact on the targeted companies in a way that would produce such a shift.  

Therefore, the claimed benefits of divestment appear to be, at best, speculative.   

 

Claims of benefits to investors from divestment fall into roughly three categories.  First, 

some activists claim that companies that allegedly contribute to climate change can be 

“punished” by reducing their stock price, thereby reducing their access to sources of capital or 

increasing their costs of raising capital.  However, as some divestment activists appear to 

appreciate, economic theory indicates that divestment is unlikely to accomplish this goal.
24

  

Further, to the extent that the goal is achieved, the cost may be borne primarily by those who 

divest, for the following reason.  Any securities sold by divesting endowments will be purchased 

by other investors.  In general, sales of large asset blocks occur at a discount to prevailing market 

prices.
25

  Some or all of the price discount is typically temporary, being reversed after the sale.  

Such temporary price impacts from divestment sales would provide transfers of wealth from 

divesting endowments to market liquidity providers who take the opposite side of the divestment 

sales.  These liquidity providers are often large banks, hedge funds, or specialized firms that 

engage in frequent trading.  There is little objective basis to conclude that divestment sales would 

have any permanent effect on the prices of the divested assets, since divestment per se contains 

                                                            
23. Andrew Karas (2013) “Swarthmore Pegs Cost of Divestment at $200 Million Over 10 Years,” Swarthmore 

College Daily Gazette, May 9, http://daily.swarthmore.edu/2013/05/09/college-pegs-cost-of-divestment-at-200-

million-over-10-years/ [accessed March 21, 2016]. 

24. See, e.g., Aram Ghoogasian (2015) “For College Students, Divestment Is a Means of Dissent,” New York Times, 

August 11 (“Though divestment may not always exert significant financial pressure, it can, at the very least, 

exert a good deal of social pressure on corporations and contribute to large-scale change.”).  See also the 

website of the Fossil Free organization (“While sale of stock might not have an immediate impact on a fossil 

fuel company, especially one as gigantic as Exxon, what it does do is start to sow uncertainty about the viability 

of the fossil fuel industry’s business model.”) http://gofossilfree.org/frequently-asked-questions/ [accessed 

March 21, 2016]. 

25.  The existence of price discounts for large block sales has been extensively documented.   For the original 

evidence, see Alan Krauss and Hans Stoll (1972) “Price Impacts of Block Trading on the New York Stock 

Exchange,” Journal of Finance, Vol. 27, p. 569-588.    

http://daily.swarthmore.edu/2013/05/09/college-pegs-cost-of-divestment-at-200-million-over-10-years/
http://daily.swarthmore.edu/2013/05/09/college-pegs-cost-of-divestment-at-200-million-over-10-years/
http://gofossilfree.org/frequently-asked-questions/
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no new information about the underlying fundamentals (e.g., firm profitability) that affect asset 

values.  Further, even if divestment sales did have a permanent effect on asset prices, divestment 

would have accumulative effects that would impose costs on divesting institutions.  The first 

institution to divest would suffer little loss from such permanent price impacts, but subsequent 

divesting parties would sell at lower and lower prices.   

 

A second argument some activists provide for divestment alleges that fossil fuel stocks 

are currently overpriced and are likely to underperform as investments in the future due to 

increased regulation or the likelihood that consumers will switch to alternative fuels.  Such 

claims are particularly prevalent at times when these stocks have recently performed poorly – 

even though price declines over the past several months actually appear to be associated with 

increased production of fossil fuels.
26

  In contrast, at times when these stocks have recently 

performed well, some activists have asserted that fossil fuel stocks are in a “bubble” that is 

bound to pop.
27

  Stock prices for the companies at issue may rise or fall in the future, and 

individual forecasts may or may not turn out to be correct.  However, at any point in time, stock 

prices reflect the interaction of buy orders and sell orders submitted by the full set of market 

participants, including both those optimistic and those pessimistic about the companies’ future 

prospects.  There is no objective basis to conclude that market participants as a whole have 

systematically over- or under-estimated the value of fossil fuel companies.  Neither is there a 

basis to assume that divestment campaigners have access to information related to the future 

performance of these companies that is otherwise unavailable to the market at large.  

 

Finally, some advocates also claim that divestment can “stigmatize” companies and raise 

awareness of their allegedly harmful activities, perhaps leading to the imposition of a more 

restrictive regulatory regime governing individual company activities, or on climate change 

issues writ large.  Exactly how this will occur is unclear, and divestment could generate political 

opposition rather than lead to desired regulatory action.  Moreover, studies of past divestment 

efforts, such as those directed at companies invested in Apartheid-era South Africa, consistently 

find that these divestment efforts had little or no effect.
28

  Because the alleged benefits of 

divestment in terms of the ability to spur shifts away from the reliance on fossil fuels are 

speculative, while the costs associated with divestment are tangible and significant in magnitude, 

many endowment managers may conclude that the costs of divestment exceed any likely gain.   

 

It may be the case that divestment is primarily a “bumper sticker” political statement, as 

opposed to a realistic attempt to affect meaningful change in patterns of energy production.   In 

                                                            
26. Recent declines in the prices of oil and gas would be expected to lead to declines in securities prices for 

companies that own or exploit oil and gas resources.  However, these recent declines do not appear to reflect the 

popping of a “bubble” or investors’ sudden appreciation of the future regulatory risks these companies face.  

Extant analyses tend to focus primarily on supply explanations, including the recent dramatic increase in U.S. 

production and the potential for increased production from Iran after the loosening of sanctions.  See, e.g., 

Clifford Kraus (2016) “Oil Prices: What’s Behind the Drop? Simple Economics,” New York Times, March 8, 

http://www.nytimes.com/interactive/2016/business/energy-environment/oil-prices.html [accessed March 21, 

2016]. 

27. Joshua Humphreys (2013) “Institutional Pathways to Fossil-Free Investing,” Tellus Institute, at p. 13. 

28. Fischel (2015), op. cit., at ¶¶ 44-49, summarizes the literature.  See also Ivo Welch (2014) “Why Divestment 

Fails,” New York Times, May 9, http://www.nytimes.com/2014/05/10/opinion/why-divestment-fails.html 

[accessed March 21, 2016]. 

http://www.nytimes.com/interactive/2016/business/energy-environment/oil-prices.html
http://www.nytimes.com/2014/05/10/opinion/why-divestment-fails.html
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support of this possibility, note that divestment advocates typically propose the sale of 

institutions’ current holdings of fossil fuel stocks.  They generally do not, as far as I have seen, 

advocate going further and short-selling these stocks.
29

  That is, they do not advocate borrowing 

the holdings of other institutions that have not yet adopted divestment goals, and selling those 

holdings for them.  To the extent that one believes that fossil fuel stocks are substantially 

overpriced, or that selling can generate capital market pressure or effective social stigma, it is 

unclear that it is optimal to stop once one has sold all one’s holdings.  That is, one could keep 

selling and gain additional perceived benefits.  By doing so, there would be no need to wait for 

other institutions to adopt divestment goals, as those currently committed to those goals could 

essentially sell their holdings for them.  The absence of proposals that institutions short sell the 

securities issued by fossil fuel companies is consistent with the reasoning that the main purpose 

of divestment is to make a political statement, albeit at a potentially high cost (as discussed here), 

rather than to effect meaningful changes.    

 

 

II. Transaction Costs of Divestment 

 

In this section, I focus on estimating the transaction costs of divestment that will be paid 

if fossil fuel assets are sold and other assets are purchased to replace them.  I first discuss the 

endowment holdings of a sample of 30 colleges and universities.  I then estimate how much of 

each class of assets held by these 30 institutions would need to be divested, and I review 

estimates from industry and academic literature as to the transaction costs typically associated 

with trading these classes of assets.  Combining this information, I estimate the total transaction 

costs that would be associated with fossil fuel divestment. 

 

Selling and buying assets, as fossil fuel divestment requires, involves transaction costs, 

which depend on the type of asset, the size of requisite trades, and the market institutions that 

facilitate trading.  Buying and selling stocks, for instance, typically requires payment of 

commissions and fees to brokers and exchanges.
30

  In addition, there are implicit transaction 

costs associated with buying and selling stocks and other assets, including the bid-ask spread and 

the price impact of trades.  The bid-ask spread refers to the difference between the lowest ask (or 

offer) price and the highest bid price in the market for a given security.  The bid-ask spread is an 

implicit payment to the market-maker or other liquidity supplier for providing liquidity and 

measures the implicit cost to an investor of executing a small trade.
31

  “Conventionally, half of 

the spread is taken to be the execution cost of either a purchase or a sale (a one-way trip).”
32

   

 

The term “price impact” refers to “the additional cost (over and above the spread) that a 

trader may incur to have a larger order executed quickly.  It is the higher price that must be paid 

                                                            
29.  In practice, some institutions might face restrictions on their abilities to enter short positions.    

30. In this paper, I focus primarily on college and universities, which are, in most cases, nonprofit entities.  For-

profit investors may also incur tax liability on the sale of assets that have appreciated, constituting another 

category of transaction costs. 

31.  The bid and ask quotes are each good for a specified quantity.  Larger quantities will typically be executed at 

prices inferior to the bid and ask quotes.   

32. Robert A. Schwartz and Reto Francioni (2004) Equity Markets in Action, John Wiley & Sons, Inc., at p. 66. 
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for a large purchase or the reduction in price that must be accepted for a large sale.”
33

  

Transaction costs for other types of investments, which are traded in markets that are typically 

less liquid than stocks markets, will generally be larger, as I discuss below. 

 

 

A. Endowment Holdings of a Sample of 30 Colleges and Universities 

 

For the purpose of illustrating the potential transaction costs of divestment, I selected a 

sample of 30 colleges and universities with varying endowment sizes, as reported in Exhibits A-

1, A-2, and A-3.  In particular, using the Chronicle of Higher Education’s most recent (fiscal 

year 2015) list of U.S. college and university endowments, I selected 10 “large” endowments, 10 

“medium” endowments, and 10 (relatively) “small” endowments.
34

  These are reported in 

Exhibits A-1, A-2, and A-3, and repeated below.   

 

Thirty U.S. Endowments 

Fiscal Year 2015 Endowment Size in $MM 

        Large Endowments   Medium Endowments   Small Endowments 

Harvard $36,449 

 

Univ. of Miami $887 

 

UC-Santa Barbara $266 

Yale $25,572 

 

Hamilton Coll. $856 

 

Bates Coll. $262 

Univ. of Texas $24,083 

 

Virginia Tech $818 

 

The Citadel $254 

Princeton $22,723 

 

Univ. of Houston $795 

 

Univ. of Idaho $240 

Stanford $22,223 

 

Lafayette Coll. $778 

 

Univ. of N. Dakota $231 

MIT $13,475 

 

Rochester Inst. Tech. $759 

 

Kalamazoo Coll. $220 

Texas A&M $10,477 

 

Colorado Coll. $720 

 

San Diego State $209 

Northwestern $10,193 

 

Drexel $668 

 

Florida Atlantic $205 

Univ. of Pennsylvania $10,134 

 

Fordham $666 

 

Univ. of Akron $198 

Univ. of Michigan $9,952   Auburn $642   Cal. Poly - SLO $195 

Source: The Chronicle of Higher Education. 

 

The large endowment sample contains the 10 largest in the country, ranging between 

$36.4 billion (Harvard University) and $10.0 billion (University of Michigan, Ann Arbor).   The 

medium endowments are all ranked between 100
th

 and 150
th

 largest in the country, ranging 

between $887 million (University of Miami) and $642 million (Auburn University).
35

  The small 

endowments are all ranked between 250
th

 and 302
nd

 in the country, ranging between $266 

                                                            
33. Ibid. 

34. “Sortable Table: College and University Endowments, 2014-15,” Chronicle of Higher Education, January 27, 

2016, http://chronicle.com/article/Sortable-Table-College-and/235074 [accessed March 24, 2016]. 

35. I generally attempted to collect holdings data on every fifth university in this range, i.e., the 100th, 105th, 110th, 

…, 145th from the Chronicle’s ranking.  In cases where public information on holdings was not available for a 

specified university, I selected the next largest university endowment.  For instance, if the university ranked 

120th by the Chronicle did not provide public data on its holdings, I replaced it with the university ranked 121st.   

http://chronicle.com/article/Sortable-Table-College-and/235074
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million (University of California, Santa Barbara) and $195 million (California Polytechnic State 

University, San Luis Obispo).
36

 

 

Endowments generally do not provide detailed holdings information publicly, but they 

often provide a breakdown of their investments by sector, i.e., the share of the endowment held 

in equities, fixed income, and so on.  Exhibits A-1, A-2, and A-3 summarize the endowment 

allocations by sector for the 30 universities in the sample.
37

  The exhibits also report the 

weighted average allocation by asset sector (weighted by the size of the endowments) for each 

size group of 10 universities.   

 

As demonstrated in Exhibits A-1, A-2, and A-3, across all three size categories, a 

relatively large share of sample university endowments is invested in non-traditional assets, 

which tend to be illiquid.   The “Alternative Equities” category includes limited partnerships in 

private equity, venture capital, or hedge funds.  The “Natural Resources” and “Other Real 

Assets” categories include ownership of natural resources, commodities, and real estate assets.  

For large endowments, these non-traditional categories constitute 61 percent of the total 

weighted average portfolio.  For small endowments, these categories constitute a smaller, but 

still substantial, 25 percent of the total weighted average portfolio.
38

   

 

The fact that university endowments invest in non-traditional and illiquid assets is 

unsurprising when one recognizes that university endowments operate essentially in perpetuity.  

Even compared with other institutional investors, universities tend to be very long-lived.  Indeed, 

some U.S. universities were founded more than two (or even three) centuries ago.  It is sensible 

for such long-run investors to take positions in assets that involve relatively long holding periods 

and relatively illiquid markets, since they recognize it is unlikely they will want to engage in 

short-run trading.   

 

As one academic study stated, “The central idea behind the endowment model is that 

liquidity should not be a primary concern for endowments.  Unlike individuals, institutional 

investors like universities have very long time horizons, and so liquidity, which comes at a high 

                                                            
36. Again, I attempted to collect holdings data on every fifth university in this range, i.e., the 250th, 255th, …, 295th 

from the Chronicle’s ranking, but used different universities when public holdings data were not available. 

37. In a few cases, imputations were made in order to report allocations on a consistent basis across universities.  

For instance, a few universities report only a total allocation to “Fixed Income and Cash.”  For these 

universities, I used the proportional allocation between the Fixed Income and Cash categories reported by other 

universities in the same size group to impute an allocation of “Fixed Income and Cash” into the two individual 

components.  Details on how investments were categorized and in which cases imputations were made can be 

found in Appendix B. 

38. These findings are consistent with those of the most recent NACUBO Commonfund Study of Endowments, 

which finds that endowments greater than $1 billion held, on average, 57 percent of their portfolios in 

“Alternative Strategies,” which combines what I refer to as “Alternative Equities” with “Natural Resources” 

and “Other Real Assets.”  (NACUBO does not provide a break-out among these categories.)  The NACUBO 

study also finds that investment in these Alternative Strategies declines, but remains significant, for smaller 

endowment funds.  NACUBO (2015) “Asset Allocations for U.S. College and University Endowments and 

Affiliated Foundations, Fiscal Year 2015,” 

http://www.nacubo.org/Documents/EndowmentFiles/2015_NCSE_Public_Tables_Asset_Allocations.pdf 

[accessed March 24, 2016]. 

http://www.nacubo.org/Documents/EndowmentFiles/2015_NCSE_Public_Tables_Asset_Allocations.pdf
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price in the form of lower returns, is not essential.”
39

  Yale University, which is widely 

considered one of the leaders in endowment management, has stated, “The Endowment’s long 

time horizon is well suited to exploit illiquid, less efficient markets such as venture capital, 

leveraged buyouts, oil and gas, timber, and real estate … Since market participants routinely 

overpay for liquidity and since less liquid markets exhibit more inefficiencies than their liquid 

counterparts, illiquid markets create opportunities for astute investors to identify mispricings and 

generate outsized returns.  Furthermore, operational, strategic, and company-building skills of 

control-oriented, illiquid asset managers can add tremendous value to portfolio holdings.  

Investors willing to accept less liquid alternatives enhance the opportunity to outperform the 

market. Intelligent pursuit of illiquidity is well suited to endowments, which operate with 

extremely long time horizons.”
40

  While it was sensible for University endowments to undertake 

these investments, their illiquidity increases the costs of divestment.    

 

 

B. Fossil Fuel Divestment Will Typically Require Sale of Non-Fossil Fuel 

Assets 

 

The fraction of a portfolio that an investor would need to sell in order to fulfill a 

divestment mandate depends upon both the amount of fossil fuel assets held and the nature of 

other investments in the portfolio.  As I will discuss in section III below, the act of simply 

identifying the relevant fossil fuel investments is itself a complicated task in many cases, and 

divestment advocates do not agree on which companies are acceptable and which are 

unacceptable in a “fossil free” portfolio.  However, regardless of how one chooses to identify 

assets that are unacceptably linked to fossil fuels, the actual share of the portfolio that must be 

sold will often encompass much more than these assets alone.   

 

The need to sell additional assets under a conventional divestment scenario arises because 

many investors hold substantial portions of their portfolio in funds of various types, including 

mutual funds, commingled funds, limited partnerships in private equity funds, and so on.  If a 

fund includes fossil fuel assets that must be divested, it is generally not possible for an investor 

to sell only selected parts of the fund.  The entire fund investment must be sold, creating 

“collateral damage” as those portions of the portfolio allocated to assets that have nothing to do 

with fossil fuels must also be sold.  For this reason, it may be the case that a large share of an 

investor’s assets must be sold in order to implement divestment of a small number of fossil fuel 

assets. 

 

For instance, as noted previously, Bates College, which has an endowment of $262 

million (among the small universities in my sample), has stated that it would need to liquidate 

“between a third and a half of the entire endowment” in order to divest.
41

  Swarthmore College, 

                                                            
39. Harvey S. Rosen and Alexander J.W. Sappington (2015) “What Do University Endowment Managers Worry 

About? An Analysis of Alternative Asset Investments and Background Income,” Griswold Center for Economic 

Policy Studies Working Paper No. 244, at p. 6. 

40. “The Yale Endowment: 2013,” at pp. 6-7. 

41. Bates College Office of the President (2014) “President Clayton Spencer’s Statement on Climate Change and 

Divestment,” January 21, http://www.bates.edu/president/2014/01/21/statement-on-climate-change-and-

divestment/ [accessed March 21, 2016]. 

http://www.bates.edu/president/2014/01/21/statement-on-climate-change-and-divestment/
http://www.bates.edu/president/2014/01/21/statement-on-climate-change-and-divestment/
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which has an endowment worth $1.8 billion (between the large and medium endowments in my 

sample) has stated that divestment would require it to sell $660 million in commingled funds, or 

36 percent of its total portfolio value.
42

  Even Harvard University, which has the largest 

endowment of any U.S. university, appears to holds substantial amounts of funds.  In its most 

recent 13-F filing with the Securities and Exchange Commission, Harvard disclosed more than 

$183 million in exchange-traded fund (“ETF”) holdings.
43

 

 

 

C. Estimating Shares of University Portfolios for Divestment 

 

Exhibits A-1, A-2, and A-3, described above, report the weighted average holdings of 

large, medium, and small university endowments across six major asset categories (plus “Other” 

assets).  For two of the categories, “Other Real Assets” and “Cash” (which includes cash 

equivalents), I assumed no assets would need to be divested.
44

  For each of the other four 

categories, I describe below three scenarios regarding the share of holdings that would need to be 

sold and replaced to comply with fossil fuel divestment goals.  These scenarios reflect estimates 

for a typical endowment; an individual endowment’s actual share of assets related to fossil fuels 

will depend on its specific holdings. 

 

 

1. Traditional Equities 

 

The energy industry’s share of the total market value of the S&P 500 was 6.4 percent as 

of March 2016.
45

  Therefore, if an investor had only individual stocks in his Traditional Equities 

holdings and held securities similar to those of the equity market as a whole, I expect that 

approximately 6.4 percent of these holdings would need to be sold and replaced in order to 

implement fossil fuel divestment.  I used this assumption as “Scenario 1” for divestment.   

 

As discussed above, endowments frequently hold Traditional Equities in mutual funds, 

commingled funds, and other funds, which creates “collateral damage” on other stocks that must 

be sold in order to rid the portfolio of fossil fuel stocks.  The actual holdings of such funds of 

course vary across universities.  I have already noted above the statements by Bates College and 

Swarthmore College indicating that between 36 percent and 50 percent of their total portfolios 

are held in funds.  Syracuse University, which is larger than all of the medium-size endowments 

                                                            
42. Andrew Karas (2013) “Swarthmore Pegs Cost of Divestment at $200 Million Over 10 Years,” Swarthmore 

College Daily Gazette, May 9, http://daily.swarthmore.edu/2013/05/09/college-pegs-cost-of-divestment-at-200-

million-over-10-years/ [accessed March 21, 2016]. 

43. Institutions are not required to report mutual fund holdings on form 13-F, so Harvard’s holdings of equity 

funds may be much larger than reported there.  Harvard’s ETF holdings included $69.4 million in Powershares ETF 

Trust II, $60.1 million in SPDR S&P 500 ETF, $25.3 million in iShares Core S&P500 ETF, $15.7 million in Market 

Vectors Indonesia ETF, $6.5 million in iShares iBoxx High Yield ETF, and $5.6 million in SPDR Russell 2000 

ETF, among a number of other smaller ETF investments.  Harvard Management Company Inc., “Form 13-F,” 

February 12, 2016. 

44. I also assume no divestment of assets in the “Other” category. 

45. The S&P 500 component energy companies focus on oil and gas, but of course, many of them also invest in 

alternative energy.  I have not attempted to distinguish S&P 500 energy companies by their relative investment 

in alternative energy. 

http://daily.swarthmore.edu/2013/05/09/college-pegs-cost-of-divestment-at-200-million-over-10-years/
http://daily.swarthmore.edu/2013/05/09/college-pegs-cost-of-divestment-at-200-million-over-10-years/
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in my sample, also appears to hold a large share of its equity holdings in funds.
46

  Among smaller 

endowments, the share may be even larger.  For instance, Kalamazoo College (endowment size 

$220 million) reports that mutual funds and pooled funds constitute 81 percent of its equity 

holdings and 98 percent of its fixed income holdings.
47

   

 

Unless they were specifically selected otherwise, most equity mutual funds include oil 

and gas company stocks, since these funds generally attempt to include a broad range of 

industries for diversification purposes.  (Of course, the weights applied to various industries by a 

given fund will vary depending on the objective of the fund.)
48

  Given this fact, along with the 

evidence above regarding Bates, Swarthmore, and Kalamazoo, I considered in my analysis two 

additional scenarios for divestment, in which the endowment would need to sell and replace 25 

percent (“Scenario 2”) or 50 percent (“Scenario 3”) of its Traditional Equities holdings in order 

to fully eliminate its fossil fuel holdings.  It may be that these scenarios are particularly relevant 

for smaller endowments, which would be expected to hold a larger share of their Traditional 

Equities assets in funds, but as the example of Swarthmore shows, even relatively large 

endowments can invest a substantial share of their portfolios in funds. 

 

 

2. Alternative Equities 

 

Private equity, venture capital, and hedge funds have traditionally been heavily invested 

in oil and gas concerns.  As a recent Wall Street Journal report indicated, “Private equity bet big 

on the oil patch over the past decade … Including the borrowed money they typically use to fund 

deals, private-equity firms’ energy-buying power stands at more than $300 billion.”
49

  Private 

equity industry analyst firm Preqin reports that 31 percent of funds reported current investment-

seeking activity in the energy industry, and, of the largest 50 private equity funds, 28 (i.e., 56 

percent) have oil and gas investments.
50

   

 

The Alternative Equities sector is almost entirely dominated by funds rather than direct, 

individual, investments.  Therefore, there will almost certainly be “collateral damage” from any 

divestment effort, as entire funds must be sold and replaced, not just individual fossil fuel assets.  

                                                            
46. When Syracuse University announced it was divesting from fossil fuel securities, divestment activists indicated, 

“Syracuse University did not have direct investments in fossil fuels.  On Tuesday, SU administration made this 

a formal prohibition.  However, they do have substantial investments in fossil fuels through external fund 

managers.”  “Divest SU responds to university limiting fossil fuel investments,” The Daily Orange, April 1, 

2015, http://dailyorange.com/2015/04/divest-su-responds-to-university-limiting-fossil-fuel-investments/ 

[accessed April 28, 2016].  Consistent with this conclusion, Syracuse University did not file a 13F form with the 

SEC, which would normally be required for an institution with at least $100 million in holdings of exchange-

traded securities. 

47. “Kalamazoo College Financial Report with Additional Information,” June 30, 2015, at p. 16. 

48. I examined the ten largest equity mutual funds as of March 2016 from Bloomberg and found that all ten had 

material energy industry weights, ranging between 1.49 percent and 9.73 percent.  The number of distinct 

energy stock holdings ranged between 11 and 279 for these ten funds. 

49. Ryan Dezember (2015) “Private-Equity Firms Plunge Back Into the Oil Patch,” Wall Street Journal, September 

3. 

50. Preqin Blog (2015) “Industrial Sector the Most Targeted by Private Equity Buyout Funds,” November, 

https://www.preqin.com/blog/0/12984/buyout-industry-preferences [accessed March 21, 2016].  Note that the 

31 percent figure for the energy sector in these data excludes “Cleantech” / green energy. 

http://dailyorange.com/2015/04/divest-su-responds-to-university-limiting-fossil-fuel-investments/
https://www.preqin.com/blog/0/12984/buyout-industry-preferences
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Of course, an investor may choose not to divest a position in Alternative Equities for this reason, 

in which case there would be no transaction costs from divestment (for this sector).  In so doing, 

however, the investor would blunt the claimed benefits of divestment.  Particularly for colleges 

and universities, which as noted above have large holdings in Alternative Equities, a decision to 

exclude these assets from divestment efforts would seem to seriously undermine the purpose and 

meaning of divestment.  Nevertheless, as a highly conservative estimate, I assumed in “Scenario 

1” that no Alternative Equities holdings are divested.  In Scenarios 2 and 3, I assumed that either 

30 percent or 50 percent of Alternative Equities holdings would be divested, in line with the 

range of energy industry investments reported by Preqin mentioned above.   

 

 

3. Real Assets 

 

As reported in Exhibit A-1, large university endowments on average hold approximately 

nine percent of their assets in “Natural Resources” and another 11 percent in “Other Real 

Assets.”  That is, nearly half of all Real Assets holdings are in Natural Resources, a category that 

is likely to include a substantial share of assets associated with fossil fuels.  Medium and small 

universities generally did not provide sufficiently detailed information for me to derive the same 

categorization of Natural Resources and Other Real Assets.  While these smaller endowments 

typically hold less overall in either the Natural Resources or Other Real Assets categories, there 

is no particular reason to believe that they hold a smaller or larger share of their real asset 

investments in Natural Resources as compared to Other Real Assets.  I assume for purposes of 

the calculations here that these medium and small universities held the same proportion (i.e., 

nearly half) of their real asset investments in Natural Resources versus other Real Assets.   

 

To identify the likely quantity of Natural Resources assets divested, I examined the five 

largest mutual funds as measured by “assets under management” and listed in Bloomberg’s 

Natural Resources asset class.
51

  Using detailed holdings data for each fund, I identified 

securities associated with coal, oil, and natural gas.
52

  The funds’ share of holdings in these 

industries range between 49.7 percent and 95.5 percent, with an average of 68.0 percent.  

Accordingly, I assumed that a typical university endowment would need to divest and replace 

approximately 68.0 percent of its Natural Resources holdings to implement true fossil fuel 

divestment.  I applied this same assumption to all three scenarios.     

 

 

4. Fixed Income  

 

Fixed Income includes a wide range of different assets, including corporate bonds, 

government bonds, and mortgage-backed securities.  In general, fossil fuel securities would 

likely be concentrated among corporate bonds.  I examined the five largest mutual funds 

                                                            
51. These are Van Eck Global Hard Assets Fund (GHAAX), Prudential Jennison Natural Resources Fund 

(PRGNX), RS Global Natural Resources Fund (RSNRX), Fidelity Advisor Energy Fund (FAGNX), and Ivy 

Global Natural Resources Fund (IGNAX). 

52. Each security is associated with a unique CUSIP code, which identifies the security issuer.  Using standard 

industry databases, I identified each issuer with a Global Industry Classification (GIC) code.  The relevant GIC 

code in this case is 1010, which includes “Energy Equipment & Services” and “Oil, Gas & Consumable Fuels.” 
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according to assets under management in Bloomberg’s Corporate Bond asset class, and 

identified for each fund the share of holdings in the oil, gas, and coal industries.
53

  These shares 

range between 2.6 percent and 7.1 percent of assets, with an average across the five funds of 4.6 

percent.   

 

However, because university endowment reports generally do not distinguish with 

specificity between different types of fixed income securities, it is difficult to determine exactly 

what share of fixed income holdings are corporate bonds.  Therefore, reflecting an overly 

conservative approach, I assumed for Scenario 1 that a university endowment would not need to 

divest any of its Fixed Income holdings.  This would only be true if a university’s fixed income 

holdings included no corporate bonds from fossil fuel companies.   

 

Especially to the extent that universities hold fixed income securities in funds, there will 

be “collateral damage.”  As noted above in the case of Kalamazoo College, this collateral 

damage may be very large – 98 percent of their Fixed Income holdings were in mutual funds or 

pooled funds.  Conservatively, for Scenarios 2 and 3 in my analysis, I assumed 15 percent or 30 

percent divestment of Fixed Income holdings. 

 

 

D. Estimated Transaction Costs of Divestment for University Endowments 

 

For each of the four categories discussed above for which assets may be divested, I 

obtained from the academic and industry literature estimates of the total transaction costs that 

would be associated with the sale of assets in that category.  The actual transaction costs an 

individual investor would incur would depend on the particular securities sold, and the 

magnitude and timing of the sales, but the following calculations reflect reasonable estimates for 

generic divestment efforts in the near future. 

 

Most Traditional Equities securities trade in what are typically liquid and competitive 

markets, where transaction costs are relatively low.  The 10 largest components of the S&P 500 

(by market capitalization) had a mean bid-ask spread of 2.1 basis points as of March 2016.  For 

large cap U.S. stocks, market research firm ITG measured a typical price impact for institutional-

sized trades of 31.4 basis points in their most recent data (Q3 2015).
54

  Therefore, a reasonable 

estimate of total transaction costs from institutional selling of Traditional Equities would be 32.4 

basis points (the price impact plus half of the spread).  For Fixed Income assets, I estimated in 

previous research an average transaction cost figure of 7.9 basis points.
55

  I used this as an 

estimate of the expected transaction cost a university endowment would incur in selling Fixed 

Income assets. 

                                                            
53. These are Vanguard Intermediate-Term Investment-Grade Fund (VFICX), Blackrock High Yield Bond 

Portfolio Institutional (BHYIX), Vanguard High-Yield Corporate Fund Investor (VWEHX), American Funds 

American High-Income Trust (AHITX), and JPMorgan Strategic Income Opportunities Fund (JSOAX). 

54. Investment Technology Group (2015) “Global Cost Review Q3/2015, Final Results as of 1/26/2016,” 

http://analyticsincubator.itginc.com/tasks/render/file/?fileID=1BC7A1F1-5026-466B-B1BABCA90D2719C3 

[accessed April 28, 2016]. 

55. Hendrik Bessembinder, William Maxwell, and Kumar Venkataraman (2006) “Market transparency, liquidity 

externalities, and institutional trading costs in corporate bonds,” Journal of Financial Economics 82:251-288, at 

270.   This figure is conservative, as it considers only the effective bid-ask spread for corporate bond trades. 

http://analyticsincubator.itginc.com/tasks/render/file/?fileID=1BC7A1F1-5026-466B-B1BABCA90D2719C3
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Alternative Equities are most typically held either until expiry or until a liquidity event, 

but that may take many years.  There is a growing secondary market for private equity and hedge 

fund investments.  Studies of these secondary markets provide some indications of the 

transaction costs that are associated with selling these illiquid assets.  Prices in secondary 

markets fluctuate over time, and the cost of selling varies.  Available secondary market data 

indicates typical secondary prices of around 90 percent of Net Asset Value (“NAV”) in recent 

years, with prices substantially lower than 90 percent of NAV during many time periods.
56

  

Based on these data, for purposes of the calculations here, I estimated transaction costs of 10 

percent for a university endowment selling Alternative Equities assets.  

 

For Natural Resources, the available evidence indicates that, due to illiquidity, sales 

prices also fall well below NAV.  For instance, a recent study of timberland sales found that “it is 

not uncommon for TIMOs and REITs to apply a 10 to 20 percent discount to the component 

value of a forest property.”
57

  I also used 10 percent as an estimate of the expected transaction 

cost a university endowment would incur in selling Natural Resources assets.     

 

I applied these estimates from the literature to the three scenarios for fossil fuel 

divestment described above to derive expected transaction costs from divestment.  Exhibits B-1, 

B-2, and B-3 summarize the results of these calculations.  Scenario 1 reflects the most 

conservative assumptions about divestment, including that divestment in Traditional Equities 

could be implemented on an individual security basis, and that no divestment of Alternative 

Equities or Fixed Income holdings would be required.  In other words, this scenario assumes no 

“collateral damage.”  This scenario is too conservative if a university endowment holds a 

substantial portion of its holdings in funds of any type, which would need to be sold in order to 

eliminate fossil fuel holdings.  Under Scenario 1, large university endowments would incur 

transactions costs ranging between 12 and 94 basis points due to divestment, with a weighted 

average across large endowments of 60 basis points.  These percentage costs translate to dollar 

costs at the time of divestment of between $15.7 million and $269.5 million for the large 

endowments, with a weighted average cost of $110.5 million.  For medium and small 

endowments, the transaction costs associated with scenario 1 are smaller but still significant, 

equaling 25 basis points on a weighted average basis for medium endowments and nine basis 

points on a weighted average basis for small endowments.  This smaller cost estimate for smaller 

endowments mainly reflects their more modest positions in the Natural Resources asset category 

and their relatively larger positions in Traditional Equities and Fixed Income, which have lower 

transaction costs.   

                                                            
56. See Abbot Capital Management, LLC (2014) “Private Equity Market Overview: 2014 Review and 2015 

Outlook,” at p. 10 (indicating mean secondary price between 2007 and 2014 of less than 85 percent, and 2H-

2014 secondary price of 91 percent, of NAV).  See also Preqin, Ltd. (2015) “Preqin Special Report: Private 

Equity Secondary Market: Challenging the Illiquidity Myth,” March, at p. 4 (“Survey respondents indicated that 

the average price paid for buyout funds purchased on the secondary market was 90% of NAV, although this can 

be as low as 70% of NAV for mature assets.”). 

57. Chong-Hong Fu (2014) “Timberland Investments: A Primer,” Timberland Investment Resources, April, at p. 

22.  See also Secondaries Investor (2015), “Finding Inefficiencies in the World of Timber Funds,” June 9 

(“With only few active buyers, the secondary market for timberland fund stakes remains quite illiquid compared 

to other asset classes, creating inefficiencies and offering attractive discounts to net asset value, says Thomas 

Goodrich, a partner with Stafford Capital Partners.”).   
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Scenarios 2 and 3 provide a more realistic view of expected transaction costs in most 

cases, particularly for smaller endowments, which may be more likely to hold assets in funds.  

Under these scenarios, a large endowment would incur costs of 185 basis points (Scenario 2) or 

269 basis points (Scenario 3) on a weighted average basis due to divestment.  The estimated 

transaction cost for the weighted average large endowment is $342.4 million for Scenario 2 and 

$499.1 million for Scenario 3.  Smaller endowments would also experience substantial 

transaction costs under these scenarios.  For the medium endowments, Scenarios 2 and 3 involve 

costs of 117 basis points and 180 basis points, respectively, on a weighted average basis.   For 

small endowments, Scenarios 2 and 3 involve costs of 77 basis points and 124 basis points, 

respectively, on a weighted average basis.         
 

 

An important point of perspective is that these calculations reflect only the costs of 

selling the assets selected for divestment.  Presumably, endowments will wish to replace these 

assets by buying other, different, assets.  Purchases also incur various transaction costs including 

commissions, fees, spreads, and price impacts.  Without knowing the assets an endowment 

would choose to purchase to replace divested fossil fuel assets, one cannot quantify the 

additional transaction costs associated with replacement.  In some cases, such as for Alternative 

Equities, transaction costs for buying could be lower than for selling.  Therefore, the total 

transaction costs could well be less than double what is reported in Exhibit B.  However, in other 

cases, such as Traditional Equities, transaction costs could be higher to the extent that an 

endowment chooses to purchase “clean energy” company stocks and “green” mutual funds, 

which tend to be smaller in market capitalization and less frequently traded than major oil and 

gas company stocks and broad market funds.  In any case, because they do not include the 

transaction costs associated with buying, the results reported in Exhibits B-1, B-2, and B-3 

reflect conservative estimates of total transaction costs, and may substantially understate total 

transaction costs. 

 

 

III. Ongoing Monitoring and Management Costs of Divestment 

 

In addition to the largely immediate transaction costs of divestment discussed above, 

there are additional ongoing costs involved in managing a portfolio in order to maintain 

compliance with divestment goals over time.  These costs involve initial and continuing research 

regarding which securities are acceptable and which are unacceptable in a divested portfolio.  In 

this section, I discuss and estimate these ongoing costs that university endowments would incur. 

 

 

A. Identifying Fossil Fuel Securities for Divestment Raises Complicated 

Questions that Investment Managers May Not Be Equipped to Answer 

 

In a fossil fuel divestment, the choice of which securities to sell (and which to buy as 

replacements) requires careful thought and substantial research.  To date, divestment advocates 

are not unanimous on the question of which companies are the most appropriate targets for 

divestment.  If the purpose of divestment is to stigmatize or reduce the value of targeted 

companies, a diffuse divestment movement, in which different investors divest from different 

companies, is less likely to be impactful.  In any case, different advocates are likely to propose 
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different targeted companies to investment managers, and managers will need to expend time 

and resources in order to evaluate these conflicting proposals, consider how other institutions are 

implementing divestment, and deal with criticisms that will likely arise regardless of the 

decisions they make. 

 

For example, Bill McKibben – the author of the Rolling Stone article that brought fossil 

fuel divestment activism to public light – proposes that investors divest from the “Carbon 

Underground 200,” which is a listing of “the top 100 public coal companies globally and the top 

100 public oil and gas companies globally, ranked by the potential carbon emissions content of 

their reported reserves.”
58

  However, it is unclear that a focus on companies that hold reserves, as 

opposed to companies that actually burn fossil fuels, would have the greatest impact.   

 

An alternative approach to divestment would focus on companies that are currently 

extracting and/or burning the largest amounts of fossil fuels, and companies deemed to not 

effectively mitigate their environmental impact.  This approach is embodied in certain fossil fuel 

divestment proposals that are commonly cited by advocates, such as the so-called “Filthy 

Fifteen” coal companies
59

 or the “Greenhouse 100 Polluters Index.”
60

  Notably, however, there is 

rather little overlap between these lists of extractors and burners of fossil fuels and the list of 

companies holding fossil fuel reserves.
61

 

 

Yet another alternative would be to target firms that are large consumers of fossil fuels, 

such as utilities or airlines, as opposed to producers of fossil fuels.  Targeting such firms has the 

potential to stigmatize demand for fossil fuels rather than stigmatizing those who supply fossil 

fuels.  But a similar effort by activists aimed at addressing and reducing the demand for fossil 

fuels has not materialized as far as I have seen.  

 

There are other complications involved in identifying divestment target firms.  For 

instance, as Columbia University stated recently in rejecting divestment of a particular list of 

companies, “Divestment on the basis of identification on this list would not distinguish among 

firms on the basis of their current conduct (e.g., the rate to which they are adding to reserves or 

the extent of research and development investment in renewables or in carbon-reducing 

technologies).  The list includes natural gas companies as well as coal-mining companies, yet the 

substitution of natural gas for coal is one immediate way of reducing the carbon footprint of 

                                                            
58. http://gofossilfree.org/top-200/ [accessed March 21, 2016]. 

59. Wearepowershift.org (2012) “Coal Divestment Toolkit: Moving Endowments Beyond Coal,” at p. 14.  

http://www.wearepowershift.org/sites/wearepowershift.org/files/Coal_Divestment_Toolkit_2012.pdf [accessed 

March 21, 2016]. 

60. Political Economy Research Institute (2016) “The Greenhouse 100,” http://www.peri.umass.edu/greenhouse/ 

[accessed March 21, 2016]. 

61. Fischel (2015), op. cit., at ¶¶ 30-31.  McKibben’s group appears to recognize the limitations of the Carbon 

Underground 200, noting that “[t]here are many more companies that contribute indirectly to climate change – 

the multinationals that build drilling equipment, lay oil pipelines, transport coal, and utilities that buy and trade 

electricity.  But right now, we’re focused on these 200 companies.”  http://gofossilfree.org/frequently-asked-

questions/ [accessed March 25, 2016]. 

http://gofossilfree.org/top-200/
http://www.wearepowershift.org/sites/wearepowershift.org/files/Coal_Divestment_Toolkit_2012.pdf
http://www.peri.umass.edu/greenhouse/
http://gofossilfree.org/frequently-asked-questions/
http://gofossilfree.org/frequently-asked-questions/
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energy production.  The list also omits electric utilities that generate a disproportionately high 

share of electricity from coal despite the opportunity to shift to natural gas.”
62

 

 

As a striking example, divestment advocates are not unanimous as to whether 

ExxonMobil, the largest U.S. oil and gas company, should be a target for divestment.  

ExxonMobil is the largest domestic company targeted for divestment in the Carbon Underground 

200.
63

  By contrast, ExxonMobil is the third-largest holding in the “MSCI ACWI Low Carbon 

Leaders Index,” a market index intended to “address[] two dimensions of carbon exposure – 

carbon emissions and fossil fuel reserves – providing clients with an effective tool for limiting 

the exposure of their portfolios to carbon risk.  By excluding companies with the highest carbon 

emissions intensity and the largest owners of carbon reserves per dollar of market capitalization, 

the index aims to achieve at least 50% reduction in its carbon footprint.”
64

  If divestment 

advocates do not agree on whether ExxonMobil is worthy of divestment, it is unclear whether 

they can objectively make such a determination for any company, thereby leaving the question 

up to individual investment managers. 

 

Divestment advocates commonly propose that, after selling fossil fuel assets, institutions 

should replace those assets with investments in renewable energy companies or other “green” 

assets.
65

  Determining which assets to buy raises additional complicated questions for investment 

managers, since available market options in this class of assets vary widely in their focus and 

quality.  For instance, in a guide for investors, well-known investment ratings firm Morningstar 

notes that “[i]nvestors need to look under the hood and decide for themselves which green 

strategy they’d prefer.  Socially conscious investors may be surprised that not all green funds fit 

the bill (because they may invest in nuclear power companies, for example).”
66

 

 

Indeed, some self-identified socially conscious funds – even those with an explicit 

environmental focus – are rated poorly by independent evaluators of sustainability goals.  For 

instance, a number of green funds, including the Etho Climate Leadership US ETF, First Trust 

NASDAQ Clean Edge Green Energy ETF, DFA US Sustainability Core 1 fund, Market Vectors 

Environmental Services ETF, Market Vectors Solar Energy ETF, and Pax World Global 

Environmental Markets A fund, all received “Low” or “Below Average” environmental scores 

from Morningstar, based on independent ratings firm Sustainalyics. 

 

                                                            
62. Columbia University, “Response of the ACSRI to the CDCJ Proposal of October 2015,” November 17, 2015, 

http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-

%20Final%2011.19.15.pdf [accessed March 8, 2016]. 

63. http://fossilfreeindexes.com/research/the-carbon-underground/ [accessed March 21, 2016].  ExxonMobil is 

ranked fourth overall, behind the Russian companies Gazprom and Rosneft, and the Chinese firm PetroChina. 

64. https://www.msci.com/documents/10199/e82d0059-d504-4f82-84e0-20a25194f3bf [accessed March 21, 2016].  

Divestment advocates have pointed to fossil-free indexes produced by MSCI in their studies of the costs of 

divestment.  See Appendix A.   

65. See, e.g., http://gofossilfree.org/usa/your-roadmap-to-personal-divestment/  [accessed March 25, 2016] (“How 

can I reinvest in climate solutions?  There are several funds that focus a reinvestment strategy on renewable 

energy, energy efficiency, and climate mitigation and adaptation infrastructure.”). 

66. Michael Herbst (2007) “Going Beyond the Hype of Green Investing,” p. 5 in The Morningstar Guide to 

“Green” and Socially Responsible Investing. 

http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-%20Final%2011.19.15.pdf
http://finance.columbia.edu/files/gateway/content/ACSRI%20Response%20to%20CDCJ%20Petition%20-%20Final%2011.19.15.pdf
http://fossilfreeindexes.com/research/the-carbon-underground/
https://www.msci.com/documents/10199/e82d0059-d504-4f82-84e0-20a25194f3bf
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As a consequence of having to sort through these complex issues, investment managers 

will likely incur substantial and ongoing costs of research and management in order to attain and 

maintain compliance with divestment goals.  

 

 

B. Divestment Introduces an Element of Active Management, Which 

Increases Ongoing Portfolio Management Costs 

 

Whatever standards an institution selects to identify unacceptable fossil fuel assets and 

acceptable replacement assets, the institution must manage the portfolio on an ongoing basis in 

order to maintain compliance with those standards.  Over time, both the list of unacceptable 

companies and the list of desirable replacements are likely to change with companies’ activities 

and the continual availability of new securities in the market.  Compliance with divestment goals 

effectively introduces an additional element of active management into a university endowment.  

Instead of merely tracking broad sets of securities, divestment requires an investment manager to 

also monitor the environmental impact of the companies involved, and to buy and sell as 

necessary to maintain the goals of the divestment movement.   

 

One way to achieve ongoing compliance would be to outsource the research and 

management efforts to a fund that specializes in fossil-free or other environmental investing 

goals.  There are a number of such fund managers; for instance, Bill McKibben’s divestment 

advocacy group recommends the list of fund managers at GreenAmerica.org.
67

  

 

Alternatively, an institution could attempt to replicate the work of these fund managers 

internally, although there is no reason to believe that a university endowment would realize any 

particular cost advantage in such research and management efforts as compared to specialized 

external fund managers who focus exclusively on environmental issues.  Replicating the work 

internally would also expose the investment manager to ongoing debates regarding the suitability 

of specific assets, particularly given the disagreement among environmental advocates on which 

assets should be divested, as discussed above.  Relying on an external fund manager would 

presumably redirect at least some of the debate toward the fund manager and away from the 

university investment office. 

 

Regardless of the approach an institution takes, the economics literature has concluded 

that active management of the sort that divestment introduces into a portfolio leads to increased 

                                                            
67. http://gofossilfree.org/usa/your-roadmap-to-personal-divestment/ [accessed March 21, 2016].  The 

GreenAmerica list is available at http://app.greenamerica.org/fossil-free/2015/09/29/Firms.html [accessed 

March 21, 2016], and includes Arjuna Capital, Boston Common Asset Management, Calvert Asset 

Management, Clean Yield Asset Management, First Affirmative Financial Network, Green Alpha Advisors, 

Horizon Investment Services, LLC, Jantz Management LLC, JPS Global Investments, Krull & Company, Legg 

Mason Investment Counsel, Newground Social Investment, North Sky Capital, Northstar Asset Management, 

Inc., Pax World Funds, The Sustainability Group, Trillium Asset Management, Veris Wealth Partners, Vision 

Capital Investment Management, Walden Asset Management, Washington Square Capital Management, and 

Zevin Asset Management. 

http://gofossilfree.org/usa/your-roadmap-to-personal-divestment/
http://app.greenamerica.org/fossil-free/2015/09/29/Firms.html
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fees, which in turn limit the investment success of the portfolio.
68

  In the case of divestment, the 

goal of active management is not (necessarily) to attain higher returns relative to risks, but also 

to achieve political ends.  Active management associated with divestment will lead to increased 

costs or management fees, which must be borne by the investment portfolio. 

 

The additional fees incurred by an institution that attempts to undertake this active 

management work internally depend on the nature of the divestment and the number and type of 

staff available to the institution.  The cost of such an approach may be higher or lower than 

simply outsourcing the work to an external fund manager.  If an institution does rely on an 

external fund manager, the evidence indicates that the ongoing costs are likely to be high.  For 

instance, the Morningstar guide to socially conscious investment noted above indicates that 

“green funds are generally not cheap.  Most of the green ETF expense ratios fall in the 0.50% to 

0.75% range, which does not include the brokerage costs that come with buying and selling 

them.  Similarly, the mutual fund options’ levies range from 1.25% to a hefty 1.98%.”
69

   

 

 

C. Estimated Ongoing Frictional Costs of Divestment for University 

Endowments 

 

I estimate the ongoing costs of divestment for institutions that choose to outsource these 

active management tasks based on the difference in fees charged by major environmentally-

focused mutual funds and exchange-traded funds (“ETFs”) compared to large mutual funds and 

ETFs without such a focus.  As noted above, the costs for institutions that attempt to perform 

these tasks internally may be higher or lower.   

 

Active management, as the term is typically used in finance, refers to fund management 

that performs security research or analysis of some kind in an attempt to identify investments 

that are likely to rise in value or otherwise meet the objectives of the fund.  As discussed above, 

an investor who undertakes fossil fuel divestment requires a distinct type of active management – 

research and analysis that attempts to identify investments in companies that have minimal 

impact on the environment.  An institution choosing to divest may remain an active or passive 

investor with respect to other fund objectives, even though they now require active management 

with respect to investments’ environmental impact.   

 

Hence, I performed three specific comparisons for Traditional Equities, based on a 

hypothetical institution’s preferences for active or passive investments with respect to non-

environmental objectives.
70

  First, in Exhibit C-1, I examined the 10 largest actively-managed 

institutional equity funds in the U.S. market today and compared them with the ten largest 

actively-managed socially conscious institutional equity funds that have an explicit 

                                                            
68. See, e.g., Larry Harris (2003) Trading and Exchanges: Market Microstructure for Practitioners, Oxford 

University Press, at p. 492 (“On average, active managers cannot outperform the market.  Transaction costs and 

high management fees ensure that they underperform the market on average.”). 

69. Michael Herbst (2007) “Going Beyond the Hype of Green Investing,” p. 6 in The Morningstar Guide to 

“Green” and Socially Responsible Investing. 

70. The data were retrieved from Morningstar as of April 15, 2016.  If Morningstar identified the fund as an index 

fund (including ETFs), I classified the fund as passive.  Otherwise, I classified it as active. 
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environmental focus.
71

  Because we focused on institutional funds that require a relatively large 

minimum investment, the expense ratios in Exhibit C-1 are lower than the 1.25 percent to 1.98 

percent figures indicated by Morningstar in its general guide for all investors.  Even so, these 

funds have relatively high net expense ratios, with an average of nearly 80 basis points.  The ten 

largest funds, which are reported in Exhibit C-1, are replicated below: 

 

Ten Largest Active Socially-Conscious Environmental Funds 

 

  

Net 

Expense 

Ratio 

Fund 

Size 

($MM) 

Parnassus Core Equity Institutional 0.67 $12,580.3 

Neuberger Berman Socially Rspns Inst 0.68 $2,265.1 

Calvert Equity I 0.66 $2,133.7 

Ariel Fund Institutional 0.72 $2,009.2 

Ariel Appreciation Institutional 0.79 $1,754.6 

Eventide Gilead I 1.18 $1,583.6 

Parnassus Endeavor Institutional 0.83 $1,437.7 

Domini Social Equity Instl 0.80 $931.2 

Parnassus Institutional 0.77 $738.3 

Parnassus Mid Cap Institutional 0.85 $648.4 

Source: Morningstar. 

  See Exhibit C-1 for detailed notes. 

   

By comparison, Exhibit C-1 shows that the non-environmental actively-managed funds 

have an average net expense ratio of just above 69 basis points, i.e., more than 10 basis points 

lower.  This is consistent with the fact that the environmental funds require an additional element 

of active management, even among funds that are already engaging in active management with 

respect to other fund objectives.  These higher expense ratios presumably cover the additional 

ongoing compliance costs described above, including researching securities to determine their 

suitability with a given position on climate change issues.  They may also be higher if 

competition among environmental funds is weaker or if investors who seek to pursue 

environmental objectives are less likely to select among funds based on lower expenses. 

 

By focusing on the largest funds, I have excluded funds from some of the companies that 

have been most vocal in advocating for divestment, and which divestment advocates often point 

to as providing replacements for divested funds.  I examined the funds provided by two such 

vocal advocates, Green Century Funds and Trillium Mutual Funds.  Each company offers two 

funds to investors seeking to avoid exposure to fossil fuel-related assets. 

                                                            
71. The “environmental” funds may also have other objectives in addition to environmental concerns.  Indeed, there 

are very few active socially conscious institutional funds that exclusively focus on environmental concerns, 

which raises an additional concern about divestment, namely, that investors will be forced to incorporate into 

their investment strategies other socially conscious objectives besides climate change sensitivity, when they 

may not wish to do so. 
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Other Prominent Active Socially-Conscious Environmental Funds 

 

  

Net 

Expense 

Ratio 

Fund 

Size 

($MM) 

Trillium Portfolio 21 Global Equity Institutional 1.08 $434.6 

Green Century Balanced  1.48 $181.2 

Green Century Equity  1.25 $162.9 

Trillium Small / Mid Cap Institutional 0.98 $3.0 

Source: Morningstar. 

   

As indicated above, these funds have expense ratios between 0.98 percent and 1.48 

percent.  These expense ratios are not only much higher than those of the non-environmental 

funds, but they are also generally higher than the expense ratios charged by the ten largest active 

environmental funds discussed above.  Therefore, my focus on the largest funds may lead me to 

understate the increased annual expenses that divesting investors would actually incur, if they 

selected environmentally-focused funds based on the recommendations of the most prominent 

and vocal advocates of divestment. 

 

In Exhibit C-2, I performed a similar calculation as in Exhibit C-1, but focusing on the 

largest passive funds.  The ten largest passive socially conscious institutional equity funds with 

an environmental focus are reported in Exhibit C-2, and are also replicated below:
72

   

 

Ten Largest Passive Socially-Conscious Environmental Funds 

 

  

Net 

Expense 

Ratio 

Fund 

Size 

($MM) 

Vanguard FTSE Social Index I 0.15 $2,057.3 

Calvert US Large Cap Core Rspnb Idx I 0.19 $689.5 

PowerShares Water Resources ETF 0.61 $662.2 

iShares MSCI KLD 400 Social 0.50 $504.3 

Pax MSCI International ESG Idx Instl 0.56 $441.2 

Guggenheim S&P Global Water ETF 0.64 $367.8 

iShares MSCI USA ESG Select 0.50 $362.1 

Northern Global Sustainability Index 0.31 $247.3 

Guggenheim Solar ETF 0.70 $238.1 

iShares MSCI ACWI Low Carbon Target 0.02 $224.3 

Source: Morningstar. 

  See Exhibit C-2 for detailed notes. 

                                                              
72. Because there are many non-environmental passive funds, I excluded any funds that did not have an 

institutional share class.   
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As in Exhibit C-1, I compared these funds with the ten largest passive equity funds 

without an environmental focus.  Exhibit C-2 shows that the average net expense ratio for the 

passive environmental funds is nearly 44 basis points, while the average net expense ratio for the 

passive non-environmental funds is only 6 basis points, for a difference in average net expense 

ratios of nearly 38 basis points.  This is an estimate of the cost a passive investor in Traditional 

Equities would pay if he attempted to remain a passive investor, only undertaking the active 

management required to divest.   

 

Finally, in Exhibit C-3, I compared the active environmental funds from Exhibit C-1 with 

the passive non-environmental funds from Exhibit C-2.  This comparison is relevant because 

there may not be an adequate supply of passive environmental equity funds.  The 10 largest 

passive environmental funds have average assets of $579 million (Exhibit C-2), whereas the 10 

largest actively-managed environmental funds have average assets of $2.6 billion (Exhibit C-1), 

more than four times larger.  Exhibit C-3 documents an average difference in the net expense 

ratio for active environmental versus passive non-environmental funds of 73 basis points. 

 

For Alternative Equities, the same issues of ongoing research and management as in 

Traditional Equities arise.  Endowments that wish to remain divested must carefully monitor the 

investments made by private equity or hedge funds in which they invest, and sell off any fund 

that begins in the future to invest in fossil fuel companies.  Because most or all major private 

equity and hedge funds have not made a divestment pledge, and because (as noted above) selling 

a position in these funds on the secondary market is costly, an ongoing divestment policy may 

require endowments to dramatically reduce or eliminate their portfolio allocation to Alternative 

Equities.  I consider the same set of three scenarios described in Exhibits C-1, C-2, and C-3 as 

estimates of the ongoing costs of divestment for Alternative Equities.  These estimates are likely 

to substantially understate the actual ongoing costs of divestment in the Alternative Equities 

category, and for that reason, the calculations below of the ongoing frictional costs of divestment 

are likely conservative. 

 

Holdings in the Natural Resources category likely would also require additional ongoing 

research and management efforts, but the costs of such efforts may be different from those 

necessary for equity securities, and may be lower in some cases.  For the purposes of my 

analysis, I assumed no ongoing costs of divestment for Natural Resources.  This assumption also 

implies that my cost estimates are likely to be conservative.    

 

For Fixed Income, I attempted to perform a similar set of analyses as in the case of 

Traditional Equities, comparing net expense ratios for Fixed Income mutual funds without an 

environmental focus to expense ratios for Fixed Income socially-conscious funds with an 

environmental focus.  However, I found that there are very few socially conscious fixed income 

funds with an environmental focus.
73

  Therefore, the ongoing cost of compliance for an investor 

may be very high, as they are forced to either fully eliminate their Fixed Income assets or else 

                                                            
73. I searched all “Socially Conscious” fixed income mutual funds and ETFs listed by Morningstar, focusing on 

those that were either listed as “Environmental, Social, and Corporate Governance” funds or “Environmental 

Focus” funds.  I also focused on funds where at least 50 percent of holdings are corporate bonds.  I was able to 

identify only three such funds among this set with an explicit environmental focus.  
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perform the active management function internally.  The active management involved in 

identifying the environmental impact of fixed income securities is conceptually similar to that 

involved in identifying the environmental impact of equity securities.  However, because I 

cannot measure the cost directly for Fixed Income investments, I conservatively assumed 20 

basis points.  This is close to the lower estimates of the difference in equity mutual fund 

expenses reported in Exhibits C-1, C-2, and C-3. 

 

Exhibits D-1, D-2, and D-3 summarize the resulting estimates of ongoing compliance 

costs of divestment for large, medium, and small university endowments based on this 

methodology.  In each exhibit, I report three scenarios for the estimated ongoing cost of 

divestment, reflecting the three calculations of this cost for equities in Exhibits C-1, C-2, and C-

3.
74

  For the weighted average large endowment, I estimate annual compliance costs of 

divestment averaging between approximately eight basis points (Scenario 1) and 52 basis points 

(Scenario 3) per year, with slightly higher or lower figures for certain specific endowments.  This 

translates to between $16 million and $97 million per year for the weighted average large 

endowment.  The annual compliance costs of divestment are similar in terms of basis points for 

medium and small endowments, but obviously, the dollar amounts are lower because the 

endowment sizes are smaller: between $0.7 million and $4.2 million per year for the weighted 

average medium endowment, and between $0.3 million and $1.3 million per year for the 

weighted average small endowment.  

 

 

IV. Total Frictional Costs of Divestment Over a 20-Year Horizon 

 

Combining estimates of the transaction costs associated with an initial choice to divest 

with estimates of the ongoing annual costs of divestment, I obtain total cost estimates that 

indicate that divestment would substantially reduce the value of an endowment over time.  These 

costs would accrue even assuming that a divested portfolio could attain the same level of risk-

adjusted returns (prior to costs) as a pre-divestment portfolio.   

 

For these calculations, I assume that, absent divestment, endowments will grow from 

their current values at a rate of 6.3 percent per year, which reflects their historical annual growth 

rate over the last 10 years.
75

  With divestment, the endowment’s current value is reduced by 

transaction costs, as summarized in Exhibits B-1, B-2, and B-3, and the rate of growth thereafter 

is also reduced (below 6.3 percent) by the increase in ongoing compliance costs, as summarized 

in Exhibits D-1, D-2, and D-3. 

 

Exhibits E-1, E-2, and E-3 summarize the outcomes of these calculations, indicating that, 

over a 20-year period, the total reduction in the value would in most cases be between 

approximately two percent and 12 percent of the endowment value, with slightly higher or lower 

                                                            
74. As noted above, the ongoing cost of divestment for Fixed Income is assumed to be 20 basis points in all three 

scenarios. 

75. NACUBO (2015) “Average Annual One-, Three-, Five- and Ten-Year Returns for U.S. Higher Education 

Endowments and Affiliated Foundations for Periods Ending June 30, 2015,” 

http://www.nacubo.org/Documents/EndowmentFiles/2015_NCSE_Public_Tables_Avg_One_Three_Five_and_

Ten_Year_Returns.pdf [accessed April 19, 2016]. 

http://www.nacubo.org/Documents/EndowmentFiles/2015_NCSE_Public_Tables_Avg_One_Three_Five_and_Ten_Year_Returns.pdf
http://www.nacubo.org/Documents/EndowmentFiles/2015_NCSE_Public_Tables_Avg_One_Three_Five_and_Ten_Year_Returns.pdf
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numbers for some endowments.  This translates to a reduction in the value of the weighted 

average large endowment after 20 years of between $1.4 billion and $7.4 billion.  The equivalent 

reduction in value for the weighted average medium endowment is between $52 million and 

$298 million, and the equivalent reduction in value for the weighted average small endowment is 

between $17 million and $89 million.   

 

Endowments serve a vital purpose in achieving the goals of colleges and universities to 

promote research and educate students.  Reductions in the value of these endowments of the size 

indicated in Exhibits E-1, E-2, and E-3 therefore risk real harm to these laudable and socially 

beneficial activities.  This paper does not address the question (focused on by other research) of 

whether fossil fuel divestment leads to lower pre-cost returns, but rather focuses on the more 

concrete frictional costs of divestment.  There can be no question that divestment would by 

definition require selling and buying assets, and that doing so creates transaction costs.  

Divestment would also require additional ongoing costs of compliance for endowment managers 

who could otherwise focus solely on achieving high returns relative to risk.  The magnitude of 

these costs will vary across different investors, depending on their holdings, but the existence of 

these costs in some form is not subject to debate.   

 

These frictional costs directly reduce the value of an endowment’s portfolio in return for, 

at best, speculative benefits from divestment.  For this and other reasons, a number of 

universities have made the decision to not undertake divestment at the cost of substantial 

reductions in endowment value and the consequent harm to universities’ educational and 

research goals.  I am hopeful that this paper will be useful to investment managers in their 

assessment of divestment proposals.   
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Appendix A: Prior Literature on Returns from Fossil Fuel Divestment 

 

Several studies, including those by my Compass Lexecon colleagues Daniel R. Fischel 

(2015) and Bradford Cornell (2015), conclude that the diversification losses associated with 

divesting fossil fuel stocks are large.
1
  Fischel (2015) showed that the energy sector has the 

lowest historical correlation with the rest of the market, indicating the greatest potential benefit 

from diversification.
2
  He then constructed an optimized portfolio of stocks, including energy 

and non-energy stocks, and compared the 50-year history of returns for this optimized portfolio 

with the returns on a similarly optimized portfolio containing only non-energy stocks.  On a risk-

adjusted basis, the portfolio including energy stocks outperformed the divested portfolio by 

approximately 50 basis points per year.
3
   

 

Complementing Fischel (2015), who considered a hypothetical optimized equity 

portfolio, Cornell (2015) considered the actual holdings (including non-equities) of five large 

university endowments.  Using mutual fund proxies for each of the major asset classes held by 

these universities, he estimated more than 2,000 scenarios for each of the five university 

endowments, and found that 91 percent of these scenarios involved a reduction in value due to 

divestment.
4
  The average expected risk-adjusted loss ranged between 12 and 30 basis points per 

year, which amounts to many millions of dollars annually for these large university 

endowments.
5
   

 

In contrast, other studies have argued that divestment involves little or no loss in returns 

for investors.  Most studies of this nature involve comparing returns for a specified stock market 

index with returns to a similar index, stripped of fossil fuel stocks.  For instance, a study 

described in Kevin Bagos and Joann Loviglio (2013) involves a comparison of returns over the 

past ten years for the S&P 500 and a version of the S&P 500, absent fossil fuel stocks.
6
  

Similarly, Zahra Hirji (2015) describes a study comparing returns for the MCSI ACWI index 

with a fossil-free version of the same index.
7
  These studies do not appear to adjust for 

differences in risk between the index at issue and the divested version of the index.   

 

                                                            
1. Daniel R. Fischel (2015) “Fossil Fuel Divestment: A Costly and Ineffective Investment Strategy”; Bradford 

Cornell (2015) “The Divestment Penalty: Estimating the Costs of Fossil Fuel Divestment to Select University 

Endowments”.   

2. Fischel (2015), op. cit., at ¶17. 

3. Id., at ¶24.  On a gross (non-risk-adjusted) basis, the portfolio including fossil fuel stocks outperformed the 

divested portfolio by 70 basis points.  Id., at ¶22. 

4. Cornell (2015), op. cit., at ¶7. 

5. Id., at ¶8.  On a gross (non-risk-adjusted) basis, the losses range between 17 and 37 basis points.  Id., at ¶10.  A 

separate study by Robert J. Shapiro and Nam D. Phan, argues that oil and gas securities have earned superior 

returns relative to other assets held by university endowments.  Robert J. Shapiro and Nam D. Phan (2012) “The 

Financial Returns from Oil and Natural Gas Company Stocks Held by American College and University 

Endowments,” Sonecon Working Paper. 

6. Kevin Bagos and Joann Loviglio (2013) “College fossil-fuel divestment movement builds,” Associated Press, 

May 22.  I have not been able to identify any public version of the study itself, but only this news report 

describing the study. 

7. Zahra Hirji (2015) “Fossil Fuel Divestment Has Grown to $2.6 Trillion in Assets,” InsideClimate News, 

September 23. 
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Slightly more sophisticated analyses are provided by Impax Asset Management (2013), 

Geddes (2013), and Geddes, et al. (2015), who demonstrate that it is possible for an investor who 

holds a particular index (such as the Russell 3000 or the MCSI World Index) to divest from 

certain fossil fuel stocks, and then reallocate the divested funds in such a way that they can track 

the index reasonably closely.
8
  This demonstrates that divestment costs may be low for investors 

who are attempting to track one of the indexes these papers consider.   However, these studies do 

not explicitly consider divestment costs for an investor who optimizes his portfolio to maximize 

expected returns for a given level of risk.    

                                                            
8. Impax Asset Management (2013) “Beyond Fossil Fuels: The Investment Case for Fossil Fuel Divestment”, 

Patrick Geddes (2013) “Do the Investment Math: Building a Carbon-Free Portfolio”, and Patrick Gedees, Lisa 

Goldberg, Robert Tymoczko, and Michael Branch (2016) “Building a Carbon-Free Equity Portfolio”. 



PRELIMINARY AND CONFIDENTIAL - PREPARED FOR USE OF COUNSEL

Appendix B: Asset Allocations for Sample of 30 College and University Endowments

Name Source Date Traditional Equities Alternative Equities Natural Resources Other Real Assets Fixed Income Cash Other Imputations, Other Adjustments, and Comments

U.S. Equity Private Equity Natural Resources and 
Commodities Real Estate Domestic Bonds Domestic Bonds

Foreign Equity Absolute Return Foreign Bonds Foreign Bonds

Emerging Market Equity High Yield Inflation-Linked Bonds Inflation-Linked Bonds

Domestic Equity Absolute Return Natural Resources  Real Estate Fixed Income Cash
Foreign Equity Private Equity

Equity - Developed Country
(Long Only)

Equity - Developed 
Country (Hedge Funds) Natural Resources Real Estate Fixed Income - 

Investment Grade
Fixed Income - 

Investment Grade

Equity - Emerging Markets 
(Long Only)

Equity - Emerging 
Markets (Hedge Funds)

Fixed Income - Credit 
Related

Fixed Income - Credit 
Related

Equity - Developed 
Country (Private 

Investments)
Equity - Emerging 
Markets (Private 

Investments)

Domestic Equity Independent Return Real Assets Real Assets Fixed Income and Cash Fixed Income and Cash

International Equity - 
Developed Private Equity

International Equity - 
Emerging

Domestic Equity Absolute Return Natural Resources Real Estate Fixed Income Fixed Income

International Equity Private Equity
Common Equity- Long 

Domestic Equity- Absolute Return Real Assets Real Estate U.S. Treasury Cash and Cash 
Equivalents Split Interest Agreements

Common Equity- Long 
Foreign Equity- Private Real Assets U.S. Government Agency Other

Common Equity- Short 
Foreign Domestic Bonds Derivatives

Equity- Domestic Foreign Bonds
Equity- Foreign

International Equities Private Equities Private Real Estate and 
Hard Assets

Private Real Estate and 
Hard Assets Domestic Fixed Income Cash and Cash 

Equivalents

Domestic Equities Alternative Marketable 
Equities

Public Real Estate and 
Commodities

Public Real Estate and 
Commodities

International Fixed 
Income

U.S. Equity Absolute Return Real Assets Real Assets Fixed Income Cash

International Equity Private Investments High Yield Credit

U.S. Equities Absolute Return Natural Resources Real Estate Fixed Income/Cash Fixed Income/Cash
International Equities Private Equity

Emerging Markets
Stocks Absolute Return Natural Resources Real Estate Bonds Cash

Venture Capital
Private Equity

Northwestern University August 31, 2015 “Real Assets” category imputed 47% to Natural Resources, and 53% to Other Real
Assets, based on average across large endowments that reported both categories.

June 30, 2015

June 30, 2015

September 2015

June 2014

August 31, 2015

June 30, 2015

October 1, 2015

June 30, 2015

June 30, 2015

“Real Assets” category imputed 47% to Natural Resources, and 53% to Other Real
Assets, based on average across large endowments that reported both categories.  
“Fixed Income and Cash” category imputed 65% to Fixed Income, and 35% to 
Cash, based on average across large endowments that reported both categories.

Princeton University

“Fixed Income/Cash” category imputed 65% to Fixed Income, and 35% to Cash, 
based on average across large endowments that reported both categories.University of Pennsylvania

University of Michigan

 Figures taken from Long Term Investment Pool Asset Allocations. “Private Real 
Estate and Hard Assets” and “Public Real Estate and Commodities” categories 
imputed 47% to Natural Resources, and 53% to Other Real Assets, based on 

average across large endowments that reported both categories.

Texas A&M University

Allocations taken from listing of university investments. 

“Real Assets” category imputed 47% to Natural Resources, and 53% to Other Real
Assets, based on average across large endowments that reported both categories. 

Massachusetts Institute
of Technology

Harvard University

Harvard reports a range of allocation for each asset class.  The mean of the high 
and low bounds of the range is used, normalized to keep the total equal to 100%. 
“Domestic Bonds,” “Foreign Bonds,” and “Inflation-Linked Bonds” categories 
imputed 65% to Fixed Income, and 35% to Cash, based on average across large 

endowments that reported both categories.

Yale University

University of Texas

Stanford University

“Fixed Income- Investment Grade” and “Fixed Income-Credit Related” categories 
imputed 65% to Fixed Income, and 35% to Cash, based on average across large 

endowments that reported both categories.

“Fixed Income” category imputed 65% to Fixed Income, and 35% to Cash, based 
on average across large endowments that reported both categories.

1



PRELIMINARY AND CONFIDENTIAL - PREPARED FOR USE OF COUNSEL

Appendix B: Asset Allocations for Sample of 30 College and University Endowments

Name Source Date Traditional Equities Alternative Equities Natural Resources Other Real Assets Fixed Income Cash Other Imputations, Other Adjustments, and Comments

U.S. Large/Mid Cap Equity Hedge Funds Hard Assets Hard Assets Aggregate Fixed Income Aggregate Fixed Income

U.S. Small Cap Equity Private Equity Global Fixed Income Global Fixed Income

International Equity

Emerging Markets Equity

Investments- U.S. Equity 
Securities

Investments- Hedge 
Funds- Multistrategy Investments- Energy Investments- Real Estate Investments- Fixed 

Income Securities
Investments-Cash and 

Cash Equivalents Investments- Insurance

Investments- International 
Equity Securities

Investments- Hedge 
Funds- Other

Medium-term 
Investments- Real Estate

Medium-term 
Investments- Fixed 
Income Securities

Medium-term Investments
Cash and Cash 

Equivalents

Medium-term 
Investments- Insurance

Investments- Private 
Equity- Buy-Out

Short-term Investments- 
Fixed Income Securities Investments- Other

Investments- Private 
Equity- Venture Capital

Medium-term 
Investments- Other

Global Equities Global Equities Real Assets Real Assets Credit Cash and Cash 
Equivalents

Government Bonds

Developed Markets Hedge Fund Program Marketable Inflation 
Hedge

Marketable Inflation 
Hedge Bonds Cash and Equivalents

Developing Markets Private Investments

Equity- Stocks Alternative Investments- 
Event Driven/Distressed Real Estate Fixed Income- 

Investments
Fixed Income- 

Investments

Equity- Mutual Funds Alternative Investments- 
Long/Short Equity

Fixed Income- Mutual 
Funds

Fixed Income- Mutual 
Funds

Equity- Institutional Mutual 
Funds

Alternative Investments- 
Multi Strategy / Absolute 

Return 

Fixed Income- 
Institutional Mutual 

Funds

Fixed Income- 
Institutional Mutual 

Funds

Private Equity
Alternative Investments- 

Opportunistic Fixed 
Income

Alternative Investments- 
Opportunistic Fixed 

Income

U.S. Equities Private Equity Real Assets Real Assets Fixed Income Cash

International Equities Hedge/ Absolute Return 
Strategies

Domestic Equity Absolute Returns Real Assets Real Assets Cash and Fixed Income Cash and Fixed Income

International Equity Hedged Equity

Private Equity

Equity Securities Alternative Investments Real Estate and Real 
Assets

Real Estate and Real 
Assets

Fixed Income Securities 
and Bond Funds Money Market Funds

Directly Held Real Estate

Domestic Equities Non-Public Equity Funds U.S. Government 
Obligations

Cash and Cash 
Equivalents Other

Equity Mutual Funds Hedge Funds- 
Long/Short

Domestic Corporate 
Bonds

Hedge Funds- Absolute 
Return Bond Mutual Funds

Private Equity Funds

Equity- Global Equity Equity- Global Private 
Capital

Inflation Hedging/ Real 
Assets-Natural 

Resources, Real Estate, 
Commodities

Inflation Hedging/ Real 
Assets- Natural 

Resources, Real Estate, 
Commodities

Inflation Hedging/ Real 
Assets- U.S. TIPS Liquidity- Cash

Uncorrelated (Dollar 
Hedge)- Non U.S. 

Government

Flexible Capital- 
Absolute Return Credit- Core Bonds

Flexible Capital- Global 
Long/ Short

Deflation Hedge- U.S. 
Treasuries

December 2014

June 30, 2015

June 30, 2015

December 31, 2015

June 30, 2015

June 30, 2015

Fordham University

“Inflation Hedging/ Real Assets- Natural Resources, Real Estate, Commodities” 
category imputed 47% to Natural Resources, and 53% to Other Real Assets, based 

on average across large endowments that reported both categories. The “Credit- 
Core Bonds,” “U.S. TIPS,” and “Liquidity-Cash” categories all have allocations of 

0%. 

Auburn University

Allocations taken from listing of university investments. June 30, 2012

April 17, 2015

“Hard Assets” category imputed 47% to Natural Resources, and 53% to Other 
Real Assets, based on average across large endowments that reported both 

categories.

“Aggregate Fixed Income” and “Global Fixed Income” categories imputed 62% to 
Fixed Income, and 38% to Cash, based on average across medium endowments tha

reported both categories.

University of Miami

Hamilton College

“Real Assets” category imputed 47% to Natural Resources, and 53% to Other Real
Assets, based on average across large endowments that reported both categories. 
“Cash and Fixed Income” category imputed 62% to Fixed Income, and 38% to 

Cash, based on average across medium endowments that reported both categories.

Virginia Tech

“Global Equities” category imputed 58% to Traditional Equities, and 42% to 
Alternative Equities, based on average across medium endowments that reported 
both categories. “Real Assets” category imputed 47% to Natural Resources, and 

53% to Other Real Assets, based on average across large endowments that reported
both categories.

Allocations taken from listing of university long-term investments. 

Allocations taken from listing of university investments. 

“Fixed Income- Investments,” “Fixed Income- Mutual Funds,” “Fixed Income- 
Institutional Mutual Funds,” and “Alternative Investments- Opportunistic Fixed 
Income” categories imputed 62% to Fixed Income, and 38% to Cash, based on 

average across medium endowments that reported both categories.

June 30, 2015

Drexel University

“Marketable Inflation Hedge” category imputed 47% to Natural Resources, and 
53% to Other Real Assets, based on average across large endowments that reported

both categories.
University of Houston

Lafayette College

“Real Assets” category imputed 47% to Natural Resources, and 53% to Other Real
Assets, based on average across large endowments that reported both categories.

Rochester Institute
of Technology

Information taken from Drexel University and Subsidiaries Financial Statements 
and Schedule of Expenditures of Federal Awards and Reports in Accordance with 
OMB Circular A-133 Thereon for the year ended June 30, 2014. “Real Estate and 
Real Assets” category imputed 47% to Natural Resources, and 53% to Other Real 
Assets, based on average across large endowments that reported both categories. 

June 30, 2014

Colorado College
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PRELIMINARY AND CONFIDENTIAL - PREPARED FOR USE OF COUNSEL

Appendix B: Asset Allocations for Sample of 30 College and University Endowments

Name Source Date Traditional Equities Alternative Equities Natural Resources Other Real Assets Fixed Income Cash Other Imputations, Other Adjustments, and Comments

U.S. Equity Private Equity Commodities/Natural 
Res./Energy Real Estate Core Fixed Income Liquidity Accounts

Non U.S. Developed Equity Abs. Ret./Mktable 
Alts./Hedge Fds. TIPS

Global Equity Cross Asset Class High Yield Debt

Emerging Market Equity Non-US/Global Fixed - 
Dev. Mkt.

Emerging Market Debt

Equity Securities and Funds Venture Capital 
Partnerships

Commodity and Other 
Funds

Real Estate and Real 
Estate Funds

Fixed Income Securities 
and Funds

Cash and Cash 
Equivalents

Private Equity 
Partnerships
Hedge Funds

Equity- Domestic Opportunistic (PE, 
Venture) Real Assets Real Assets Credit Cash

Equity- International Multi-Strategy Real Estate
Equity- Global

Common Stock Private Equities U.S. Government Agency
Obligations

U.S. Government Agency 
Obligations

International Equity Funds Corporate Debt Corporate Debt

Mutual Funds Preferred Stock Preferred Stock

Municipal Securities Municipal Securities
U.S. Treasuries U.S. Treasuries

International Equities Alternative Investments Fixed Income Fixed Income Others

Domestic Equities Balanced

Balanced

Equity Securities- U.S. Private Equity Funds Pooled Funds- 
Commodities

Pooled Funds- 
Commodities

Corporate Debt 
Securities

Cash and cash equivalent-
Money Market Mutual 

Funds

Equity Securities- Foreign Hedge Funds Real Property Mutual Funds- Fixed 
Income

Mutual Funds- U.S. Pooled Funds- Fixed 
Income

Mutual Funds- Foreign

Pooled Funds- U.S. Equities

Pooled Funds- Foreign

Domestic Equity Alternative Investment Commodities Commodities Domestic Fixed Income Domestic Fixed Income

International Equity Real Estate

U.S. Stocks Hedge Funds Real Asset Funds Real Asset Funds Fixed Income Fixed Income

International Stocks Private Equity Funds

Equities- Large Cap Growth Alternatives Fixed Income & Cash Fixed Income & Cash

Equities- Large Cap Value

Equities- Small/Mid Cap 
Growth

Equities- Small/Mid Cap 
Value

Equities- International 
Growth

Equities- International 
Value

Domestic Equity Alternatives Equity International Fixed 
Income

International Fixed 
Income

International Equity Tactical Strategies Domestic Fixed Income Domestic Fixed Income

Inflation Hedges Equity

June 30, 2015

June 30, 2015

December 31, 2015

“Real Assets” category imputed 47% to Natural Resources, and 53% to Other Real
Assets, based on average across large endowments that reported both categories.

The “Global Equity,” “TIPS,” “Non-US/Global Fixed - Dev. Mkt.,” and 
“Commodities/Natural Res./Energy” categories all have allocations of 0%. 

December 31, 2012

The allocations are taken from a listing of university investments located in the 
University's Audited Financial Statements. The financial statement lists a “Real 

Assets” allocation with a value of zero for the year 2015. “U.S. Government 
Agency Obligations,” “Corporate Debt,” “Preferred Stock,” “Municipal 

Securities,” and “U.S. Treasuries” categories imputed 85% to Fixed Income, and 
15% to Cash, based on average across small endowments that reported both 

categories.

“Fixed Income & Cash” category imputed 85% to Fixed Income, and 15% to Cash
based on average across small endowments that reported both categories.University of Akron

California Polytechnic State 
University, 

San Luis Obispo

“Commodities” category imputed 47% to Natural Resources, and 53% to Other 
Real Assets, based on average across large endowments that reported both 

categories. “Domestic Fixed Income” category imputed 85% to Fixed Income, and 
15% to Cash, based on average across small endowments that reported both 

categories.

San Diego State University

Allocations taken from listing of Kalamazoo College's investments located in 
“Financial Statements June 30, 2015.”

“Pooled Funds- Commodities” category imputed 47% to Natural Resources, and 
53% to Other Real Assets, based on average across large endowments that reported

both categories.

Kalamazoo College

University of North Dakota

Florida Atlantic University

Allocations taken from listing of university investments listed in Florida Atlantic 
University's Financial Statements. “Real Asset Funds” category imputed 47% to 
Natural Resources, and 53% to Other Real Assets, based on average across large 
endowments that reported both categories. “Fixed Income” category imputed 85% 

to Fixed Income, and 15% to Cash, based on average across small endowments tha
reported both categories.

“International Fixed Income” and “Domestic Fixed Income” categories imputed 
85% to Fixed Income, and 15% to Cash, based on average across small 

endowments that reported both categories.

June 30, 2015

December 10, 2008

December 31, 2014

June 30, 2015

Bates College

University of California,
Santa Barbara

Allocations taken from listing of university investments. 

June 30, 2015

June 30, 2015

The Citadel

University of Idaho

“Balanced” category imputed 77% to Traditional Equities, and 23% to Fixed 
Income, based on average across small endowments that reported both categories. 
“Fixed Income” category imputed 85% to Fixed Income, and 15% to Cash, based 

on average across small endowments that reported both categories.
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PRELIMINARY AND CONFIDENTIAL - PREPARED FOR USE OF COUNSEL

Source Documents:

Harvard University http://www.hmc.harvard.edu/docs/Final_Annual_Report_2015.pdf
Yale University http://investments.yale.edu/images/documents/Yale_Endowment_14.pdf
University of Texas http://www.utimco.org/funds/allfunds/2015annual/pdfs/2015_UTIMCO_Annual_Report%20-%20Printable%20-%20High-Res.pdf
Princeton University https://finance.princeton.edu/princeton-financial-overv/report-of-the-treasurer/2014-2015.pdf
Stanford University http://bondholder-information.stanford.edu/pdf/Annual_Report_SMC.pdf
Massachusetts Institute of Technology http://vpf.mit.edu/site/content/download/183604/410800/file/Trs_Rprt_2015_web_version_2.pdf
Texas A&M University http://www.txamfoundation.com/s/1436/gid3give/2014/index.aspx?sid=1436&gid=3&pgid=2294
Northwestern University http://www.northwestern.edu/investment/asset-allocation-and-objective.html
University of Pennsylvania http://www.evp.upenn.edu/investments/annual-report.html
University of Michigan https://publicaffairs.vpcomm.umich.edu/wp-content/uploads/sites/19/2015/11/2015-06-30-Endowment-Profile-1.pdf
University of Miami https://umshare.miami.edu/web/wda/bondholder/GrowthPoolStatementofInvestmentPolicy.pdf
Hamilton College https://hamilton.edu/documents/2015_HamiltonCollege.PDF
Virginia Tech http://www.vtf.vt.edu/media/annual_reports/VTF_2015_Annual_Report.pdf
University of Houston http://www.uh.edu/treasury/reports/Endow%20Allocation_2015_12.pdf
Lafayette College http://finadmin.lafayette.edu/files/2015/10/Financial-Audit-FY-2014-15.pdf
Rochester Institute of Technology https://www.rit.edu/fa/controller/sites/rit.edu.fa.controller/files/files/docs/Pool%20I%20Asset%20Allocation%20%28as%20of%206.30.2015%29.pdf
Colorado College https://www.coloradocollege.edu/offices/finance/endowment.html

Drexel University

Fordham University http://emma.msrb.org/ER631110-ER488560-.pdf
Auburn University http://www.auburn.edu/administration/endow_invest/pdf/AU_Investment_Policy.pdf
University of California Santa Barbara http://ucop.edu/investment-office/_files/report/UC_Annual_Endowment_Report_FY2014-2015.pdf
Bates College http://www.bates.edu/accounting/files/2011/06/Financial-Statements-Bates-College-FY15.pdf
The Citadel http://foundation.citadel.edu/page.aspx?pid=343
University of Idaho https://www.uidaho.edu/uidahofoundation/financial-highlights
University of North Dakota http://www.undalumni.org/s/1652/images/gid2/editor_documents/financial_documents/2015/f_endowment_report.pdf
Kalamazoo College https://reason.kzoo.edu/business/finstmts/
San Diego State University http://tcf.sdsu.edu/tcf/files/05702-Investment_Summary_December_2015.pdf
Florida Atlantic University http://www.fau.edu/controller/general-accounting/pdfs/AuditedFS-2015FloridaAtlanticUniversityFoundation.pdf
University of Akron https://www.uakron.edu/dotAsset/02d6a181-19e4-4dd9-96de-f2b4e98c94cf.pdf
California Polytechnic State University, San Luis Obispo http://www.giving.calpoly.edu/forms/Cal_Poly_Foundation_Endowment.pdf

https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=3&cad=rja&uact=8&ved=0ahUKEwih8eGQ4u3LAhXIqR4KHcTiBiYQFggqMAI&url=https%3A%2F%2Fwww.drexel.edu%2F~%2Fmedia%2FFiles%2Fresearch%2Fadmin
istration%2Ffinancial%2520compliance%2F2014%2520A-133%2520Audit.ashx&usg=AFQjCNGKcA4YsvHaKm1DEveG4vEpr_MmOg&sig2=01i_ShM2BLE31w5-0fx9hA&bvm=bv.118443451,d.dmo
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Exhibit A-1
University Endowment Information

Large Endowment Universities

Rank School Name Endowment Size
(MM)

Traditional 
Equities

Alternative 
Equities

Natural 
Resources

Other
Real Assets Fixed Income Cash Other

1 Harvard University $36,449 29% 35% 11% 13% 8% 4% 0%
2 Yale University $25,572 15% 50% 8% 18% 5% 4% 0%
3 University of Texas system $24,083 23% 40% 14% 7% 10% 6% 0%
4 Princeton University $22,723 23% 53% 8% 9% 4% 2% 0%
5 Stanford University $22,223 29% 48% 10% 8% 3% 2% 0%
6 Massachusetts Institute of Technology $13,475 35% 27% 2% 17% 6% 11% 1%
7 Texas A&M University System $10,477 49% 18% 7% 8% 14% 3% 0%
8 Northwestern University $10,193 28% 39% 7% 8% 14% 4% 0%
9 University of Pennsylvania $10,134 41% 43% 5% 5% 4% 2% 0%
10 University of Michigan, Ann Arbor $9,952 28% 42% 6% 9% 10% 4% 0%

Weighted Average 28% 41% 9% 11% 7% 4% 0%

Notes:

[2] The endowment sizes are as of the end of Fiscal Year 2015. 

Sources: The Chronicle of Higher Education; University Endowment Filings. 

[1] In cases in which an endowment did not list a breakdown between categories, the average breakdown of all large endowments was used. 



Exhibit A-2
University Endowment Information

Medium Endowment Universities

Rank School Name Endowment Size
(MM)

Traditional 
Equities

Alternative 
Equities

Natural 
Resources1

Other
Real Assets1 Fixed Income Cash Other

100 University of Miami $887 55% 25% 5% 5% 6% 4% 0%
105 Hamilton College $856 55% 13% 4% 4% 13% 7% 4%
110 Virginia Tech $818 30% 21% 7% 8% 18% 17% 0%
115 University of Houston System $795 45% 40% 2% 2% 7% 4% 0%
121 Lafayette College $778 48% 31% 0% 3% 11% 7% 0%
125 Rochester Institute of Technology $759 41% 37% 4% 5% 11% 2% 0%
131 Colorado College $720 40% 39% 3% 4% 9% 5% 0%
139 Drexel University $668 47% 14% 4% 24% 10% 1% 0%
141 Fordham University $666 23% 45% 0% 0% 15% 17% 1%
145 Auburn University $642 40% 38% 6% 6% 6% 0% 5%

Weighted Average 43% 30% 3% 6% 11% 6% 1%

Notes:

[3] The endowment sizes are as of the end of Fiscal Year 2015. 

Sources: The Chronicle of Higher Education; University Endowment Filings. 

[1] In cases where the Medium and Small size endowments listed “Real Assets,” they were divided between “Natural Resources” and “Other Real Assets” according to the same sectoral breakdown as the Large Endowments. Generally only the large 
endowments split the two categories, and thus the breakdown was used for the Medium and Small size endowments. In all other cases of a Medium or Small size endowment not listing a breakdown between categories, the average breakdown for the 
respective endowment size was used. 
[2] Generally, in cases where public information on holdings was not available for a specified university, the next largest university endowment was selected. For instance, if the university ranked 120th did not provide public data on its holdings, it was 
replaced with the university ranked 121st. 



Exhibit A-3
University Endowment Information

Small Endowment Universities

Rank School Name Endowment Size
(MM)

Traditional 
Equities

Alternative 
Equities

Natural 
Resources1

Other
Real Assets1 Fixed Income Cash Other

250 University of California, Santa Barbara $266 55% 24% 0% 2% 13% 6% 0%
255 Bates College $262 38% 44% 2% 1% 14% 2% 0%
261 The Citadel $254 48% 28% 3% 7% 12% 2% 0%
266 University of Idaho $240 68% 6% 0% 0% 22% 4% 0%
270 University of North Dakota $231 48% 18% 0% 0% 25% 4% 5%
275 Kalamazoo College $220 51% 28% 1% 2% 19% 0% 0%
285 San Diego State University $209 56% 10% 1% 9% 20% 4% 0%
289 Florida Atlantic University $205 49% 20% 6% 6% 16% 3% 0%
297 University of Akron $198 60% 15% 0% 0% 21% 4% 0%
302 California Polytechnic State University, San Luis Obispo $195 59% 16% 0% 0% 21% 4% 0%

Weighted Average 53% 21% 1% 3% 18% 3% 1%

Notes:

[3] The endowment sizes are as of the end of Fiscal Year 2015. 

Sources: The Chronicle of Higher Education; University Endowment Filings. 

[1] In cases where the Medium and Small size endowments listed “Real Assets,” they were divided between “Natural Resources” and “Other Real Assets” according to the same sectoral breakdown as the Large Endowments. Generally only the large 
endowments split the two categories, and thus the breakdown was used for the Medium and Small size endowments. In all other cases of a Medium or Small size endowment not listing a breakdown between categories, the average breakdown for the 
respective endowment size was used. 
[2] Generally, in cases where public information on holdings was not available for a specified university, the next largest university endowment was selected. For instance, if the university ranked 120th did not provide public data on its holdings, it was 
replaced with the university ranked 121st. 



Exhibit B-1
Estimated Transaction Costs of Divestment

Large Endowment Universities
Transaction Cost Amount ($MM)

Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3

1 Harvard University $36,449 $269.51 $656.87 $919.60 0.74% 1.80% 2.52%
2 Yale University $25,572 $143.41 $532.58 $793.68 0.56% 2.08% 3.10%
3 University of Texas system $24,083 $227.15 $520.51 $718.46 0.94% 2.16% 2.98%
4 Princeton University $22,723 $122.85 $488.83 $735.01 0.54% 2.15% 3.23%
5 Stanford University $22,223 $152.45 $476.43 $695.08 0.69% 2.14% 3.13%
6 Massachusetts Institute of Technology $13,475 $15.68 $129.46 $207.29 0.12% 0.96% 1.54%
7 Texas A&M University System $10,477 $52.52 $113.30 $155.96 0.50% 1.08% 1.49%
8 Northwestern University $10,193 $48.06 $170.46 $253.29 0.47% 1.67% 2.48%
9 University of Pennsylvania $10,134 $32.57 $165.56 $255.95 0.32% 1.63% 2.53%
10 University of Michigan, Ann Arbor $9,952 $41.19 $169.59 $256.39 0.41% 1.70% 2.58%

Weighted Average $18,528 $110.54 $342.36 $499.07 0.60% 1.85% 2.69%

Notes:

[2] Transaction costs are assumed to be 0.32% for Traditional Equity, 10% for Alternative Equity, 10% for Natural Resources, and 0.079% for Fixed Income. 

Sources: The Chronicle of Higher Education ; University Endowment Filings and Reports. 

[1] Scenario 1 involves divesting from 6.4% of Traditional Equity, 0% of Alternative Equity, 68% of Natural Resources, and 0% of Fixed Income. Scenario 2 involves divesting from 25% of Traditional 
Equity, 30% of Alternative Equity, 68% of Natural Resources, and 15% of Fixed Income. Scenario 3 involves divesting from 50% of Traditional Equity, 50% of Alternative Equity, 68% of Natural 
Resources, and 30% of Fixed Income. 

Transaction Cost (% of Total Endowment)



Exhibit B-2
Estimated Transaction Costs of Divestment

Medium Endowment Universities
Transaction Cost Amount ($MM)

Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3

100 University of Miami $887 $2.93 $9.89 $14.73 0.33% 1.11% 1.66%
105 Hamilton College $856 $2.33 $6.00 $8.64 0.27% 0.70% 1.01%
110 Virginia Tech $818 $3.78 $9.21 $12.94 0.46% 1.13% 1.58%
115 University of Houston System $795 $1.09 $10.82 $17.46 0.14% 1.36% 2.20%
121 Lafayette College $778 $0.08 $7.58 $12.73 0.01% 0.97% 1.64%
125 Rochester Institute of Technology $759 $2.17 $10.81 $16.70 0.29% 1.43% 2.20%
131 Colorado College $720 $1.67 $10.27 $16.13 0.23% 1.43% 2.24%
139 Drexel University $668 $2.06 $5.03 $7.15 0.31% 0.75% 1.07%
141 Fordham University $666 $0.03 $9.22 $15.40 0.00% 1.38% 2.31%
145 Auburn University $642 $2.51 $9.89 $14.91 0.39% 1.54% 2.32%

Weighted Average $759 $1.86 $8.87 $13.68 0.25% 1.17% 1.80%

Notes:

[2] Transaction costs are assumed to be 0.32% for Traditional Equity, 10% for Alternative Equity, 10% for Natural Resources, and 0.079% for Fixed Income. 

Sources: The Chronicle of Higher Education ; University Endowment Filings and Reports. 

[1] Scenario 1 involves divesting from 6.4% of Traditional Equity, 0% of Alternative Equity, 68% of Natural Resources, and 0% of Fixed Income. Scenario 2 involves divesting from 25% of Traditional 
Equity, 30% of Alternative Equity, 68% of Natural Resources, and 15% of Fixed Income. Scenario 3 involves divesting from 50% of Traditional Equity, 50% of Alternative Equity, 68% of Natural 
Resources, and 30% of Fixed Income. 

Transaction Cost (% of Total Endowment)



Exhibit B-3
Estimated Transaction Costs of Divestment

Small Endowment Universities
Transaction Cost Amount ($MM)

Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3

250 University of California, Santa Barbara $266 $0.03 $2.04 $3.44 0.01% 0.77% 1.29%
255 Bates College $262 $0.31 $3.79 $6.16 0.12% 1.45% 2.36%
261 The Citadel $254 $0.55 $2.79 $4.33 0.22% 1.10% 1.70%
266 University of Idaho $240 $0.03 $0.54 $0.95 0.01% 0.23% 0.40%
270 University of North Dakota $231 $0.02 $1.34 $2.27 0.01% 0.58% 0.98%
275 Kalamazoo College $220 $0.11 $2.01 $3.33 0.05% 0.92% 1.51%
285 San Diego State University $209 $0.22 $0.93 $1.45 0.11% 0.44% 0.69%
289 Florida Atlantic University $205 $0.80 $2.08 $2.98 0.39% 1.02% 1.45%
297 University of Akron $198 $0.02 $0.99 $1.69 0.01% 0.50% 0.85%
302 California Polytechnic State University, San Luis Obispo $195 $0.02 $1.03 $1.75 0.01% 0.53% 0.90%

Weighted Average $228 $0.21 $1.76 $2.83 0.09% 0.77% 1.24%

Notes:

[2] Transaction costs are assumed to be 0.32% for Traditional Equity, 10% for Alternative Equity, 10% for Natural Resources, and 0.079% for Fixed Income. 

Sources: The Chronicle of Higher Education ; University Endowment Filings and Reports. 

[1] Scenario 1 involves divesting from 6.4% of Traditional Equity, 0% of Alternative Equity, 68% of Natural Resources, and 0% of Fixed Income. Scenario 2 involves divesting from 25% of Traditional 
Equity, 30% of Alternative Equity, 68% of Natural Resources, and 15% of Fixed Income. Scenario 3 involves divesting from 50% of Traditional Equity, 50% of Alternative Equity, 68% of Natural 
Resources, and 30% of Fixed Income. 

Transaction Cost (% of Total Endowment)



Exhibit C-1: Expense Ratio Comparison
Active Funds: Socially Conscious vs. Non-Social

Socially Conscious Funds Non-Social Funds

Largest Socially Conscious Funds
Prospectus Net
Expense Ratios Fund Size Largest Non-Social Funds

Prospectus Net
Expense Ratios Fund Size

1 Parnassus Core Equity Institutional 0.67 $12,580,328,948 1 T. Rowe Price Growth Stock I 0.53 $43,664,639,985
2 Neuberger Berman Socially Rspns Inst 0.68 $2,265,114,026 2 Harbor International Institutional 0.76 $39,840,900,709
3 Calvert Equity I 0.66 $2,133,672,688 3 MFS® Value I 0.62 $36,564,411,537
4 Ariel Fund Institutional 0.72 $2,009,194,903 4 T. Rowe Price Blue Chip Growth I 0.58 $30,710,896,780
5 Ariel Appreciation Institutional 0.79 $1,754,647,501 5 Oppenheimer Developing Markets I 0.86 $28,846,193,993
6 Eventide Gilead I 1.18 $1,583,552,370 6 MFS® International Value I 0.78 $25,928,678,858
7 Parnassus Endeavor Institutional 0.83 $1,437,680,361 7 Harbor Capital Appreciation Instl 0.65 $25,609,611,272
8 Domini Social Equity Instl 0.8 $931,174,116 8 Fidelity Advisor® New Insights Z 0.53 $25,536,713,431
9 Parnassus Institutional 0.77 $738,299,648 9 T. Rowe Price Mid-Cap Growth I 0.63 $24,240,170,655

10 Parnassus Mid Cap Institutional 0.85 $648,407,968 10 Franklin Mutual Global Discovery Z 0.99 $23,123,084,687
Average 0.795 $2,608,207,253 Average 0.693 $30,406,530,191

Comparison

Type of Fund Average Prospectus Net Expense Ratio
Socially Conscious Funds 0.795

Non-Social Funds 0.693
Difference 0.102

Notes:
[1] Open-Ended U.S. Equity Mutual Funds with Institutional Share Classes were used. Funds with minimum investment of $100,000,000 and below were selected.
[2] Fund Size is as of April 15, 2016 (date Morningstar was accessed).
[3] For Open-Ended U.S. Equity Mutual Funds Prospectus Net Expense Ratio for Institutional Share Class is reported. For funds with multiple institutional share classes, the lowest expense ratio is reported.
[4] Funds were classified as active if not classified as index funds by Morningstar. 
[5] The TIAA-CREF Social Choice Eq Instl Fund was eliminated from the analysis since it has a special expense fee arrangement. 

Source: Morningstar. 

[6] Funds were determined to be socially conscious if classified as such by Morningstar. Social funds which did not filter investments according to environmental considerations were deleted from the analysis. 



Exhibit C-2: Expense Ratio Comparison
Passive Funds: Socially Conscious vs. Non-Social

Socially Conscious Funds Non-Social Funds

Largest Socially Conscious Funds
Prospectus Net
Expense Ratios Fund Size Largest Non-Social Funds

Prospectus Net
Expense Ratios Fund Size

1 Vanguard FTSE Social Index I 0.15 $2,057,300,030 1 Vanguard Institutional Index I 0.04 $199,079,278,324
2 Calvert US Large Cap Core Rspnb Idx I 0.19 $689,478,796 2 SPDR® S&P 500 ETF 0.09 $188,396,063,382
3 PowerShares Water Resources ETF 0.61 $662,194,532 3 Fidelity Spartan® 500 Index Instl 0.04 $93,556,793,952
4 iShares MSCI KLD 400 Social 0.50 $504,328,680 4 iShares Core S&P 500 0.07 $71,824,662,531
5 Pax MSCI International ESG Idx Instl 0.56 $441,152,714 5 Vanguard Mid-Cap ETF 0.09 $67,297,382,618
6 Guggenheim S&P Global Water ETF 0.64 $367,767,219 6 Vanguard Mid Cap Index InstlPlus 0.06 $67,297,382,618
7 iShares MSCI USA ESG Select 0.50 $362,149,793 7 Vanguard Total Stock Market ETF 0.05 $59,576,974,731
8 Northern Global Sustainability Index 0.31 $247,332,862 8 Vanguard Total Stock Mkt Idx Instl Pls 0.02 $59,576,974,731
9 Guggenheim Solar ETF 0.70 $238,099,611 9 Vanguard FTSE Developed Markets ETF 0.09 $56,244,260,579

10 iShares MSCI ACWI Low Carbon Target 0.20 $224,261,776 10 Vanguard Developed Markets Idx InstlPls 0.06 $56,244,260,579
Average 0.436 $579,406,601 Average 0.061 $91,909,403,405

Comparison

Type of Fund Average Prospectus Net Expense Ratio
Socially Conscious Funds 0.436

Non-Social Funds 0.061
Difference 0.375

Notes:
[1] Open-Ended U.S. Equity Mutual Funds with Institutional Share Classes and Exchange-Traded Funds were used. Funds with minimum investment of $100,000,000 and below were selected.
[2] Fund Size is as of April 15, 2016 (date Morningstar was accessed).

[4] For Socially Conscious Funds, Calvert Water I was excluded (expense ratio of 0.93% as outlier).
[5] For Non-Social Funds, REITs and iShares MSCI EAFE (expense ratio of 0.33% as outlier) were excluded.

Source: Morningstar. 

[6] Funds were determined to be socially conscious if classified as such by Morningstar. Social funds which did not filter investments according to environmental considerations were deleted from 
the analysis. 

[3] For Open-Ended U.S. Equity Mutual Funds Prospectus Net Expense Ratio for Institutional Share Class is reported. For funds with multiple institutional share classes, the lowest expense ratio is 
reported.



Exhibit C-3: Expense Ratio Comparison
Active Socially Conscious Funds vs. Passive Non-Social Funds

Socially Conscious Funds Non-Social Funds

Largest Socially Conscious Funds
Prospectus Net
Expense Ratios Fund Size Largest Non-Social Funds

Prospectus Net
Expense Ratios Fund Size

1 Parnassus Core Equity Institutional 0.67 $12,580,328,948 1 Vanguard Institutional Index I 0.04 $199,079,278,324
2 Neuberger Berman Socially Rspns Inst 0.68 $2,265,114,026 2 SPDR® S&P 500 ETF 0.09 $188,396,063,382
3 Calvert Equity I 0.66 $2,133,672,688 3 Fidelity Spartan® 500 Index Instl 0.04 $93,556,793,952
4 Ariel Fund Institutional 0.72 $2,009,194,903 4 iShares Core S&P 500 0.07 $71,824,662,531
5 Ariel Appreciation Institutional 0.79 $1,754,647,501 5 Vanguard Mid-Cap ETF 0.09 $67,297,382,618
6 Eventide Gilead I 1.18 $1,583,552,370 6 Vanguard Mid Cap Index InstlPlus 0.06 $67,297,382,618
7 Parnassus Endeavor Institutional 0.83 $1,437,680,361 7 Vanguard Total Stock Market ETF 0.05 $59,576,974,731
8 Domini Social Equity Instl 0.80 $931,174,116 8 Vanguard Total Stock Mkt Idx Instl Pls 0.02 $59,576,974,731
9 Parnassus Institutional 0.77 $738,299,648 9 Vanguard FTSE Developed Markets ETF 0.09 $56,244,260,579

10 Parnassus Mid Cap Institutional 0.85 $648,407,968 10 Vanguard Developed Markets Idx InstlPls 0.06 $56,244,260,579
Average 0.795 $2,608,207,253 Average 0.061 $91,909,403,405

Comparison

Type of Fund Average Prospectus Net Expense Ratio
Socially Conscious Funds 0.795

Non-Social Funds 0.061
Difference 0.734

Notes:
[1] Open-Ended U.S. Equity Mutual Funds with Institutional Share Classes were used. Funds with minimum investment of $100,000,000 and below were selected.
[2] Fund Size is as of April 15, 2016 (date Morningstar was accessed).
[3] For Open-Ended U.S. Equity Mutual Funds Prospectus Net Expense Ratio for Institutional Share Class is reported. For funds with multiple institutional share classes, the lowest expense ratio is reported.
[4] Funds were classified as active if not classified as index funds by Morningstar. 
[5] The TIAA-CREF Social Choice Eq Instl Fund was eliminated from the analysis since it has a special expense fee arrangement. 
[6] For Non-Social Funds, REITs and iShares MSCI EAFE (expense ratio of 0.33% as outlier) were excluded.

Source: Morningstar. 

[7] Funds were determined to be socially conscious if classified as such by Morningstar. Social funds which did not filter investments according to environmental considerations were deleted from the analysis. 



Exhibit D-1
Estimated Ongoing Compliance Costs of Divestment

Large Endowment Universities

Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3

1 Harvard University $36,449 $29.42 $93.32 $177.34 0.08% 0.26% 0.49%
2 Yale University $25,572 $19.67 $65.61 $126.01 0.08% 0.26% 0.49%
3 University of Texas system $24,083 $20.45 $62.00 $116.64 0.08% 0.26% 0.48%
4 Princeton University $22,723 $19.70 $67.16 $129.56 0.09% 0.30% 0.57%
5 Stanford University $22,223 $18.89 $65.61 $127.04 0.09% 0.30% 0.57%
6 Massachusetts Institute of Technology $13,475 $10.27 $33.34 $63.68 0.08% 0.25% 0.47%
7 Texas A&M University System $10,477 $10.13 $29.32 $54.56 0.10% 0.28% 0.52%
8 Northwestern University $10,193 $9.84 $28.71 $53.52 0.10% 0.28% 0.53%
9 University of Pennsylvania $10,134 $9.46 $32.78 $63.45 0.09% 0.32% 0.63%
10 University of Michigan, Ann Arbor $9,952 $9.15 $28.36 $53.62 0.09% 0.28% 0.54%

Weighted Average $18,528 $15.70 $50.62 $96.54 0.08% 0.27% 0.52%

Note:

Sources: The Chronicle of Higher Education; University Endowment Filings and Reports; Morningstar.  

Annual Compliance Cost ($MM) Annual Compliance Cost (% of Endowment)

[1] Compliance costs for both traditional equities and alternative equities are assumed to be 0.10%, 0.38%, and 0.73% in the three scenarios, respectively. Compliance costs for fixed income are assumed to be 
0.20%. See Exhibits C-1, C-2, and C-3 for determination of these cost factors. 



Exhibit D-2
Estimated Ongoing Compliance Costs of Divestment

Medium Endowment Universities

Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3

100 University of Miami $887 $0.83 $2.77 $5.32 0.09% 0.31% 0.60%
105 Hamilton College $856 $0.82 $2.41 $4.50 0.10% 0.28% 0.53%
110 Virginia Tech $818 $0.72 $1.86 $3.37 0.09% 0.23% 0.41%
115 University of Houston System $795 $0.80 $2.64 $5.07 0.10% 0.33% 0.64%
121 Lafayette College $778 $0.81 $2.49 $4.70 0.10% 0.32% 0.60%
125 Rochester Institute of Technology $759 $0.77 $2.39 $4.52 0.10% 0.32% 0.60%
131 Colorado College $720 $0.71 $2.26 $4.30 0.10% 0.31% 0.60%
139 Drexel University $668 $0.55 $1.66 $3.12 0.08% 0.25% 0.47%
141 Fordham University $666 $0.66 $1.90 $3.53 0.10% 0.29% 0.53%
146 Auburn University $642 $0.58 $1.93 $3.71 0.09% 0.30% 0.58%

Weighted Average $759 $0.72 $2.23 $4.21 0.10% 0.29% 0.56%

Note:

Sources: The Chronicle of Higher Education; University Endowment Filings and Reports; Morningstar.  

Annual Compliance Cost ($MM)

[1] Compliance costs for both traditional equities and alternative equities are assumed to be 0.10%, 0.38%, and 0.73% in the three scenarios, respectively. Compliance costs for fixed income are assumed to be 
0.20%. See Exhibits C-1, C-2, and C-3 for determination of these cost factors. 

Annual Compliance Cost (% of Endowment)



Exhibit D-3
Estimated Ongoing Compliance Costs of Divestment

Small Endowment Universities
Annual Compliance Cost (% of Endowment)

Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3

250 University of California, Santa Barbara $266 $0.28 $0.86 $1.61 0.11% 0.32% 0.61%
255 Bates College $262 $0.29 $0.87 $1.63 0.11% 0.33% 0.62%
261 The Citadel $254 $0.26 $0.78 $1.48 0.10% 0.31% 0.58%
266 University of Idaho $240 $0.29 $0.77 $1.40 0.12% 0.32% 0.59%
270 University of North Dakota $231 $0.27 $0.68 $1.23 0.12% 0.30% 0.53%
275 Kalamazoo College $220 $0.26 $0.73 $1.35 0.12% 0.33% 0.61%
285 San Diego State University $209 $0.23 $0.60 $1.10 0.11% 0.29% 0.53%
289 Florida Atlantic University $205 $0.21 $0.60 $1.10 0.10% 0.29% 0.54%
297 University of Akron $198 $0.24 $0.64 $1.18 0.12% 0.32% 0.59%
302 California Polytechnic State University, San Luis Obispo $195 $0.23 $0.63 $1.15 0.12% 0.32% 0.59%

Weighted Average $228 $0.26 $0.72 $1.32 0.11% 0.31% 0.58%

Note:

Sources: The Chronicle of Higher Education; University Endowment Filings and Reports; Morningstar.  

Annual Compliance Cost ($MM)

[1] Compliance costs for both traditional equities and alternative equities are assumed to be 0.10%, 0.38%, and 0.73% in the three scenarios, respectively. Compliance costs for fixed income are assumed to be 0.20%. See Exhibits C-
1, C-2, and C-3 for determination of these cost factors. 



Exhibit E-1
Total Endowment Loss in Value over 20 Years

Large Endowment Universities

Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3

1 Harvard University $36,449 $2,765.82 $7,948.21 $13,691.55 2.24% 6.43% 11.07%
2 Yale University $25,572 $1,726.95 $5,816.35 $10,155.68 1.99% 6.70% 11.70%
3 University of Texas system $24,083 $2,054.28 $5,551.66 $9,359.15 2.51% 6.79% 11.45%
4 Princeton University $22,723 $1,658.33 $5,745.66 $10,104.36 2.15% 7.45% 13.10%
5 Stanford University $22,223 $1,706.23 $5,609.61 $9,827.69 2.26% 7.44% 13.03%
6 Massachusetts Institute of Technology $13,475 $703.83 $2,501.79 $4,542.23 1.54% 5.47% 9.93%
7 Texas A&M University System $10,477 $815.97 $2,190.59 $3,805.71 2.29% 6.16% 10.70%
8 Northwestern University $10,193 $783.19 $2,336.21 $4,040.01 2.26% 6.75% 11.68%
9 University of Pennsylvania $10,134 $707.64 $2,562.32 $4,604.19 2.06% 7.45% 13.39%

10 University of Michigan, Ann Arbor $9,952 $716.67 $2,310.63 $4,049.47 2.12% 6.84% 11.99%
Weighted Average $18,528 $1,363.92 $4,257.88 $7,420.56 2.17% 6.77% 11.80%

Notes: 
[1] Transaction costs are given in Exhibit B, and compliance costs are given in Exhibit D.  

Sources: The Chronicle of Higher Education; University Endowment Filings and Reports; Morningstar.

Estimated Total Loss in Investment 
Returns due to Divestment ($MM)

Estimated Investment Losses
due to Divestment (%)

[2] In the case without divestment the endowment is assumed to earn a return of 6.3% per year. In the divestment case the initial endowment is reduced by the transaction cost for that endowment, and 
the 6.3% return each year is reduced by that endowment's annual compliance cost. 



Exhibit E-2
Total Endowment Loss in Value over 20 Years

Medium Endowment Universities

Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3

100 University of Miami $887 $62.63 $203.82 $366.78 2.08% 6.77% 12.18%
105 Hamilton College $856 $59.73 $169.26 $300.53 2.06% 5.83% 10.34%
110 Virginia Tech $818 $58.02 $146.57 $248.23 2.09% 5.28% 8.94%
115 University of Houston System $795 $54.25 $198.38 $358.35 2.01% 7.36% 13.29%
121 Lafayette College $778 $51.22 $178.64 $323.07 1.94% 6.77% 12.24%
125 Rochester Institute of Technology $759 $56.16 $183.13 $324.55 2.18% 7.11% 12.61%
131 Colorado College $720 $50.25 $173.14 $309.37 2.06% 7.08% 12.66%
139 Drexel University $668 $41.57 $119.94 $213.44 1.83% 5.29% 9.41%
141 Fordham University $666 $41.68 $147.74 $262.23 1.85% 6.54% 11.61%
146 Auburn University $642 $45.19 $151.74 $270.17 2.07% 6.96% 12.40%

Weighted Average $759 $52.07 $167.29 $297.92 2.02% 6.50% 11.57%

Notes: 
[1] Transaction costs are given in Exhibit B, and compliance costs are given in Exhibit D.  

Sources: The Chronicle of Higher Education; University Endowment Filings and Reports; Morningstar.

Estimated Total Loss in Investment 
Returns due to Divestment ($MM)

Estimated Investment Losses
due to Divestment (%)

[2] In the case without divestment the endowment is assumed to earn a return of 6.3% per year. In the divestment case the initial endowment is reduced by the transaction cost for that 
endowment, and the 6.3% return each year is reduced by that endowment's annual compliance cost. 



Exhibit E-3
Total Endowment Loss in Value over 20 Years

Small Endowment Universities

Rank School Name Endowment Size
(MM) Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3

250 University of California, Santa Barbara $266 $18.03 $59.68 $107.89 2.00% 6.61% 11.96%
255 Bates College $262 $19.34 $65.99 $117.17 2.18% 7.44% 13.20%
261 The Citadel $254 $18.03 $57.65 $102.86 2.09% 6.68% 11.92%
266 University of Idaho $240 $18.26 $49.50 $88.00 2.25% 6.09% 10.82%
270 University of North Dakota $231 $17.14 $46.87 $81.84 2.19% 5.99% 10.46%
275 Kalamazoo College $220 $16.85 $51.78 $91.75 2.26% 6.94% 12.30%
285 San Diego State University $209 $15.07 $40.55 $71.47 2.12% 5.71% 10.06%
289 Florida Atlantic University $205 $15.98 $43.82 $76.38 2.30% 6.30% 10.99%
297 University of Akron $198 $15.00 $43.01 $76.38 2.23% 6.39% 11.35%
302 California Polytechnic State University, San Luis Obispo $195 $14.72 $42.41 $75.27 2.23% 6.42% 11.39%

Weighted Average $228 $16.84 $50.13 $88.93 2.18% 6.48% 11.50%

Notes: 
[1] Transaction costs are given in Exhibit B, and compliance costs are given in Exhibit D.  

Sources: The Chronicle of Higher Education; University Endowment Filings and Reports; Morningstar.

Estimated Total Loss in Investment 
Returns due to Divestment ($MM)

Estimated Investment Losses
due to Divestment (%)

[2] In the case without divestment the endowment is assumed to earn a return of 6.3% per year. In the divestment case the initial endowment is reduced by the transaction cost for that endowment, and the 6.3% return each 
year is reduced by that endowment's annual compliance cost. 
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THE DIVESTMENT PENALTY: 
ESTIMATING THE COSTS OF FOSSIL FUEL DIVESTMENT 

TO SELECT UNIVERSITY ENDOWMENTS 
 

PROF. BRADFORD CORNELL1 
AUGUST 27, 2015 

 

I. BACKGROUND AND SUMMARY 

1. In recent years, certain groups concerned with the potential effects of global 

climate change have urged colleges and universities to divest from securities associated with 

companies that explore for, produce, market and/or exploit fossil fuels.  While a few universities 

have divested (either in whole or in part), most others have chosen not to do so and many have 

noted that divestment is likely to have little impact (financial or otherwise) on fossil fuel 

companies, while creating the potential for endowment shortfalls due to a lack of investment 

diversification and other costs.2   

                                                            
1. My credentials are described in Appendix A.  I have been assisted in preparing this report by members of 
Compass Lexecon’s professional staff.  This study has been commissioned and financed by the Independent 
Petroleum Association of America (IPAA). 
2. See, e.g., Andrew Karas (2013) “Swarthmore Pegs Cost of Divestment at $200 Million Over 10 Years,” 
Swarthmore Daily Gazette May 9, 2013, http://daily.swarthmore.edu/?p=20404,  (“The estimate … hinges on the 
argument that fund managers will refuse to select investments based on a particular client’s company-by-company 
preferences. Dropping these fund managers, the College’s endowment would have to be invested in special fossil 
fuel-free index funds, which are predicted to perform $200 million worse over the next ten years than the College’s 
current investments.”)  See also Jenna Butz (2014) “UT Rejects Proposal for Fossil Fuel Divestment,” The Daily 
Beacon [University of Tennessee], January 23, 2014, http://dailybeacon.webfactional.com/news/2014/jan/23/ut-
rejects-proposal-fossil-fuel-divestment/, (quoting letter from Board of Trustees stating, “Last year, 90 percent of the 
endowment's payout went to supportive scholarships, instruction, and research. Eliminating a broad segment of the 
market from investment could hinder future funding of these endeavors.”)  See also Jeffrey A. Sine (2014) 
“Memorandum re: Fall 2014 Board of Trustees Meeting  -- Sustainability & Fossil Free Discussion and Decision,” 
American University, November 21, 2014, http://www.american.edu/trustees/Announcement-November-21-
2014.cfm, (“The committee asked the university's investment advisors, Cambridge Associates, to review how 
divestment from the Carbon 200 would impact risk adjusted investment returns. The Cambridge advisors could not 
provide assurance that divestment was unlikely to have an adverse effect.  Moreover, divesting from these 
companies would require that AU investments be withdrawn from index funds and commingled funds in favor of 
more actively managed funds. Cambridge has estimated this withdrawal would cause manager fees to double, 
increasing from $1.1 million to $2.2 million per year.”)  See also Cheryl R. Holland (2013), Letter from Bryn Mawr 
Board of Trustees, August 2013, http://news.brynmawr.edu/files/2013/08/August_27_2013BMCDivest-1.pdf, 
(“While divestment would hurt the College financially, we don’t believe it would have any impact on the companies 
targeted by your proposal.”) 
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2. A recent study by my colleages at Compass Lexecon examined, among other 

issues, the costs to investors from fossil fuel divestment.3  Based on a 50-year history of returns, 

that study concluded that the reduction in diversification associated with excluding energy 

securities from an average equity investor’s portfolio would generate shortfalls of 50 basis points 

per year on a risk-adjusted basis, or 70 basis points per year on a gross basis.4  Over a 50-year 

time frame, the value of a divested portfolio would be 23 percent lower than a non-divested 

portfolio.5  These costs of reduced diversification are in addition to other costs of divestment, 

such as transaction costs associated with selling and buying securities and the costs of 

compliance with fossil fuel divestiture goals, both of which are often material as well.   

3. Basic financial economics principles indicate that excluding classes of securities 

from an investment portfolio – particularly major classes like energy sector securities – will 

always reduce diversification and hence, generate at least some expected shortfall (on a risk-

adjusted basis) relative to a portfolio without these exclusions (in addition to the transaction and 

compliance costs of divestment).6  The Compass Lexecon study discussed above estimated the 

costs for an equity investor who held the “market portfolio,” i.e., the average equity investor in 

the market.7  But the magnitude of the shortfall experienced by a particular investor will depend 

on the particular types of securities held in the investor’s portfolio before divesting.   

4. In this study, I provide more tailored estimates of the costs of divestment for five 

prestigious American universities with large endowments: Columbia University, Harvard 

University, the Massachusetts Institute of Technology, New York University, and Yale 

                                                            
3. Daniel R. Fischel (2015) “Fossil Fuel Divestment: A Costly and Ineffective Investment Strategy,” Compass 
Lexecon, http://divestmentfacts.com/pdf/Fischel_Report.pdf. 
4. Id., at ¶¶22 & 24. 
5. Id., at ¶24. 
6. Zvi Bodie, Alex Kane, and Alan J. Marcus (2014) Investments, Tenth Edition, McGraw-Hill Irwin, at p. 
206. 
7. Fischel (2015), op. cit., at ¶18. 
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University.  All five rank among the top 30 U.S. schools in total endowment assets and I 

understand all have also been targeted recently by divestment advocates.8   

5. Universities do not generally provide the full details of all holdings in their 

endowments.  To account for this, I proxy for the holdings of these five universities based on 

available information in the published reports of their endowments.  These reports indicate that 

the endowments for these universities are currently allocated in up to seven broad asset classes, 

and cash.  I proxy for the seven asset classes using the three largest mutual funds (or market 

indexes) in the U.S. in each asset class.  I weight the asset classes according to available 

information from these universities regarding their actual or target allocations.  Based on the 

specific mutual fund selected in each class, I am able to construct 2,187 portfolios for each 

university, which can serve as reasonable proxies for their actual endowment funds. 

6. I calculate the average annual returns from each of these proxy portfolios over the 

past 20 years, and also calculate the average annual returns of a set of identical portfolios 

stripped of fossil fuel securities.  I then compare the average risk-adjusted annual returns of each 

proxy portfolio with its corresponding divested portfolio in order to estimate the impact of 

divestment on a university’s expected investment returns.   

7. Consistent with basic financial economic principles, divestment almost always 

generates long-term investment shortfalls due to reduced diversification, and the shortfalls are 

typically substantial, given the size and importance of the energy sector being divested.  Using a 

weighted average across the five universities, fully 91 percent of these proxy portfolios produce 

a risk-adjusted divestment penalty over the past 20 years that would generate a shortfall for the 
                                                            
8. National Association of College and University Business Officers (2015) “U.S. and Canadian Institutions 
Listed by Fiscal Year (FY) 2014 Endowment Market Value and Change in Endowment Market Value from FY2013 
to FY2014 (Revised February 2015),” 
http://www.nacubo.org/Documents/EndowmentFiles/2014_Endowment_Market_Values_Revised2.27.15.pdf 
[Accessed August 3, 2015]. 
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endowment fund.  This indicates that, regardless of how successful my attempt to proxy for these 

schools’ endowment holdings is, it is in any case very likely that the actual endowments would 

experience a shortfall due to divestment.  Focusing on the five universities individually, the share 

of constructed portfolios for each university with a risk-adjusted shortfall is never less than 88 

percent.   

8. The mean risk-adjusted shortfall due to divestment for a weighted average across 

the five universities is approximately 0.23 percent per year, each year.  This mean shortfall varies 

across the universities: 0.16 percent (Columbia), 0.30 percent (Harvard), 0.14 percent (MIT), 

0.12 percent (NYU), and 0.21 percent (Yale).  As applied to these schools’ current endowments, 

shortfalls of this magnitude would translate to annual reductions in endowment value of $14.43 

million (Columbia), $107.81 million (Harvard), $17.75 million (MIT), $4.16 million (NYU), and 

$51.09 million (Yale).  Therefore, these five schools alone stand to forfeit more than $195 

million in investment returns each year, without changing portfolio risk.   

9. Since universities are typically long-term investors, it is appropriate to consider 

how annual shortfalls of the magnitude I estimate would aggregate to reduce a school’s 

endowment value over time.  Over a 50-year time frame, the mean shortfalls I calculate would 

reduce the size of an endowment by 12.07 percent for a weighted average across the five 

universities, and for individual universities, by 8.13 percent (Columbia), 15.94 percent 

(Harvard), 7.40 percent (MIT), 6.12 percent (NYU), and 11.27 percent (Yale).   

10. On a gross (not risk-adjusted) basis, the mean annual shortfall due to divestment 

for a weighted average across universities is larger, 0.31 percent per year, and, for individual 

universities, the gross shortfalls are 0.24 percent (Columbia), 0.37 percent (Harvard), 0.19 

percent (MIT), 0.17 percent (NYU), and 0.33 percent (Yale).  Whether risk-adjusted or not, 
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reductions in investment returns of these magnitudes would likely have a meaningful impact on 

universities’ ability to satisfy their institutional goals of research and education. 

11. In Section II, I describe the methodology for selecting proxy portfolios and for 

estimating the cost of divestment.  In Section III, I present the results of this methodology 

applied to actual data from the five universities and describe the potential effects of divestment.  

In Section IV, I respond to common objections regarding such calculations made by divestment 

activists. 

 

II. METHODOLOGY 

12. I first reviewed the most recently published endowment reports for each of the 

five universities.9  These reports do not provide information on specific holdings; however, they 

do provide information on the general asset classes in which endowment funds are held.  I 

identified seven key asset classes (plus cash) that appear in these five universities’ endowment 

reports, and these are indicated in Exhibit A.  

13. For six of the seven asset classes, I identified the three largest (according to assets 

under management) existing mutual funds in the U.S. that focus on securities in that asset class.  

Because I am interested in observing the long-term returns from these funds, I restricted the set 

of proxy funds to those that have existed for at least 20 years (since March 1995).10  Each of the 

three funds in each of the six asset classes is reported in Exhibit A, along with summary statistics 

on the funds’ excess returns (relative to three-month Treasuries) over the 1995 – 2015 period.  I 

                                                            
9. The Trustees of Columbia University in the City of New York (2014) “Consolidated Financial Statements: 
June 30, 2014 and 2013”; Harvard Management Company, Inc. (2014) “September 2014 Annual Endowment 
Report: Message from the CEO”; Massachusetts Institute of Technology (2014) “Report of the Treasurer for the 
year ended June 30, 2014”; New York University (2014) “New York University Endowment Fund Summary”; Yale 
University, “The Yale Endowment: 2014”.  
10. Survivorship bias is unlikely to have a material effect on our results, since we focus on the difference 
between the returns of these proxy funds and the returns of otherwise-equivalent divested funds.   
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performed a similar search for proxies in the case of the “Absolute Return” asset class.  Because 

this asset class is typically benchmarked to hedge fund returns, I used three major hedge fund 

indexes to proxy for returns, also reported in Exhibit A.  Finally, for the “Cash and Cash 

Equivalents” category, I used a single proxy for returns, namely, 3-month U.S. Treasury Bills. 

14. Morningstar provides periodic historical information on the detailed holdings of 

each of the three funds considered in each asset class.  Because these funds are well-diversified, 

the number of different securities held over the 20-year period between 1995 and 2015 is very 

large.  For each fund and at each date over the 20-year period between 1995 and 2015, I 

identified the subset of securities held by the fund that are associated with the coal, oil, and 

natural gas industries.  These are the securities that I will remove to simulate the effect of 

divestment.   

15. Coal, oil, and natural gas securities are identified by CUSIP information provided 

by Morningstar, linked to industry codes using standard securities databases.11  Exhibit A reports 

the share of each fund that is identified with these industries.  For the hedge fund indexes used to 

proxy for the “Absolute Returns” asset class, I assume no divestment; to the extent a university 

did divest from holdings in the Absolute Returns class, the actual impact of divestment may be 

larger than I estimate here.   

16. Selecting one of three potential proxy funds for each of seven asset classes (plus 

one proxy for the “Cash and Cash Equivalents” class), there are 2,187 ( = 37) ways to construct a 

portfolio that includes assets in each class.  I constructed each of these portfolios and weighted 

                                                            
11. For each six-digit CUSIP (identifying a unique issuer for the security), I identified an SIC, GIC, or BIC 
code from the CRSP, Capital IQ, and Bloomberg databases.  Energy industry SIC codes are 1200-1399, and 2900-
2999.  Energy industry GIC codes are 10000000-10999999.  The Energy BIC code is 13, but not including subsector 
1311.  CUSIPs are available from Morningstar for 89 percent of holdings, and for such securities, I was able to 
identify industry information for 98 percent of equity securities and 97 percent of corporate bonds.  CRSP 1962 US 
Stock and Indexes Database © 2015 The University of Chicago on behalf of its Center for Research in Security 
Prices (CRSP) at Chicago Booth. 
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the asset classes according to actual information from the five universities about their 

endowment allocations across asset classes.  Harvard, MIT, and Yale provide detailed 

information about their asset allocation in each class.12  Columbia and NYU also provide 

information, but in some cases, it is only at the level of broader asset classes (e.g., the share of 

assets in “equities,” without any break-out between domestic and foreign equities).  In such 

cases, I imputed the allocations within these broader classes based on the simple average of 

actual allocations at Harvard, MIT, and Yale.  Exhibit B reports the asset allocation of each 

school across the eight asset classes.13 

17. Thus, for each of the five universities, I have 2,187 portfolios, constructed with 

one proxy per asset class, and weighted across asset classes according to the proportions given in 

Exhibit B.  I calculate average annual returns to each of these portfolios over March 1995 to 

March 2015, assuming a constant allocation across asset classes based on these weights (in other 

words, rebalancing the portfolio each year).  I then calculate the average annual return over the 

same period for each portfolio, with coal, oil, and natural gas securities excluded (and with the 

portfolio value that would have been allocated to those securities re-allocated proportionally 

across all other assets in holdings).14   

18. Given the annual returns for a portfolio and the returns of the corresponding 

divested portfolio, I calculate the gross difference in returns due to divestment.  However, this 
                                                            
12. In the case of Harvard, only information on the university’s “Policy Portfolio” (i.e., its target allocation) 
was provided. 
13. The footnotes to Exhibit B indicate cases in which allocations were imputed within broad asset classes. 
14. One could, of course, consider a wide range of alternative re-allocation approaches (including no re-
allocation at all) which are beyond the scope of this study.  Some divestment advocates may propose re-allocation to 
certain alternative energy securities.  Since the alternative energy sector is much smaller than the conventional 
energy sector, this will typically involve substantially overweighting alternative energy in a portfolio, and 
consequently limiting the diversification potential for the portfolio.  In any case, most or all of the major U.S. 
alternative energy securities have only existed for a few years, and so it is not possible to fully evaluate their risk-
return profile and their effects on diversification based on historical evidence.  Moreover, it is far from a simple task 
to clearly identify “green” securities, and attempts to do so may incur non-trivial compliance costs.  See Fischel 
(2015) op. cit., at ¶¶ 25-37.  



 

8 
 

gross calculation does not account for differences in risk between the two portfolios.  To the 

extent that a university divests, but then adjusts its portfolio to maintain the previous level of 

risk, it is a risk-adjusted difference in return that is more relevant.  To calculate a risk-adjusted 

measure, I first calculated the volatility of the excess returns of each portfolio and its 

corresponding divested portfolio (relative to a three-month Treasury Bill) over the 20-year 

period.  I then re-allocated a portion of the divested portfolio to three-month Treasury Bills so 

that its volatility matches that of the non-divested portfolio (if the non-divested portfolio was 

more volatile, then this involved leveraging the divested portfolio by borrowing at the three 

month Treasury Bill rate).  I then compared the returns of these two portfolios to estimate a risk-

adjusted difference in returns due to divestment. 

 

III. RESULTS  

19. I applied the methodology described above to each university separately, as well 

as to a hypothetical endowment fund that encompasses all five universities (in other words, a 

weighted average across the five universities).  For each university or the weighted average, I 

ranked the 2,187 constructed portfolios according to the calculated shortfall due to divestment, 

i.e., the difference in gross or risk-adjusted average annual returns over 20 years.  Exhibit C 

reports the mean and median shortfall across these 2,187 portfolios, as well as the 5th and 95th 

percentiles of shortfalls. 

20. Positive numbers in Exhibit C indicate that a portfolio has a higher return than the 

corresponding divested portfolio, i.e., there is a shortfall in returns due to divestment.  Exhibit C 

shows that the vast majority of portfolios do have a shortfall.  In the case of the weighted average 

across the five universities, 91 percent of the 2,187 portfolios have a risk-adjusted shortfall.  On 

this basis, one can conclude that divestment is very likely to generate a shortfall for these 
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universities, despite the fact that we cannot observe their precise holdings.  The share of the 

portfolios that have a risk-adjusted shortfall due to divestment varies from a low of 89 percent 

(Columbia, Yale) to a high of 96 percent (Harvard, MIT). 

21. As reported in Exhibit C, the mean divested portfolio for the weighted average 

across the five universities has a 0.23 percent lower risk-adjusted return than the otherwise-

equivalent non-divested portfolio.  This mean shortfall varies across the universities: 0.16 

percent (Columbia), 0.30 percent (Harvard), 0.14 percent (MIT), 0.12 percent (NYU), and 0.21 

percent (Yale).   

22. On a gross (not risk-adjusted) basis, Exhibit C indicates that the mean divestment 

penalty is even larger, 0.31 percent per year, for the weighted average across schools.  Moreover, 

every single one (100 percent) of the 2,187 divested portfolios underperforms the otherwise-

equivalent non-divested portfolio, both in the weighted average across universities and for each 

university individually.  The mean gross shortfall for each university is 0.24 percent (Columbia), 

0.37 percent (Harvard), 0.19 percent (MIT), 0.17 percent (NYU), and 0.33 percent (Yale). 

23. Exhibit C also translates the mean estimated differences in annual returns into 

aggregated 20-year and 50-year declines in endowment fund value.  Over a 50-year period, the 

mean annual risk-adjusted decline in returns of approximately 0.23 percent for a weighted 

average across the five universities would aggregate to reduce the value of an endowment by 

12.07 percent.  On a university-specific basis, the mean estimated shortfall would generate a 

reduction in the endowment value over 50 years of 8.13 percent (Columbia), 15.94 percent 

(Harvard), 7.40 percent (MIT), 6.12 percent (NYU), and 11.27 percent (Yale). 

24. In order to provide a sense of the potential for actual reductions in endowment 

returns, Exhibit C also applies the mean estimated shortfall to the current value of the 

university’s endowment.  For instance, if Columbia suffered its mean 0.16 percent risk-adjusted 
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shortfall due to divestment, that would translate to a $14.43 million reduction in the value of the 

endowment this year.  Of course, there would be, on average, additional losses expected in every 

year, which would be larger than $14.43 million if Columbia’s endowment grew, as Columbia 

undoubtedly expects.  Exhibit C indicates similar first-year expected shortfalls for other 

universities: $107.81 million (Harvard), $17.75 million (MIT), $4.16 million (NYU), and $51.09 

million (Yale). 

25. Sizeable declines in the endowment fund like those indicated in Exhibit C would 

likely have material impacts on a university’s ability to achieve its institutional goals.  

Specifically, endowments fund a material share of the operating budget for all five universities, 

and reductions in returns specifically harm key institutional objectives, such as funding research 

and student support, as illustrated in the following facts: 
 

 Columbia.  “The current endowment spending rule is based on two factors: first, the 
market value multiplied by a 5 percent target spending rate, which provides a 
response to market conditions; and second, the prior year’s spending plus inflation, 
which ties spending increases to operating needs and cushions spending against 
market volatility … In addition to the base spending rate described above, two 
additional payout components were approved as temporary measures by the Trustees 
in 2008.  The first is an increase in annual spending of up to 1.75 percent of the prior 
year beginning market value of endowments that are designated for undergraduate 
financial aid support … The second component is 0.70 percent of the prior year 
beginning market value for certain endowments in categories key to the University’s 
current development efforts, primarily unrestricted endowment and endowments for 
financial aid and faculty support.”15 
 

 Harvard.  “Over the last four decades, [Harvard Management Company] has 
delivered $23.2 billion in distributions to the University.  The proportion of the 
University’s annual operating budget that is funded through endowment distributions 
has grown considerably over the years, now accounting for approximately 35%.  This 
source of funding, which must be both reliable and growing, is increasingly important 
as the University faces decreasing federal research support and increasing economic 
pressures.”16 
 

                                                            
15. Columbia University, “Notes to the Consolidated Financial Statements,” op. cit., at 23-24. 
16. Harvard University, “Annual Endowment Report,” op. cit., at 3. 
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 MIT. “The positive operating performance has made it possible for the Institute to 
boldly pursue its mission and continue to invest in campus infrastructure to enable the 
work of MIT’s preeminent faculty, outstanding students, and future generations of 
learners on campus and beyond.”17  Support from investments generates 20 percent of 
operating revenues at MIT.18 
 

 NYU.  “NYU’s Endowment Fund provides a permanent source of capital and support 
to the University’s mission and programs … Total distributions from the endowment 
represent approximately 4% of the annual operating budget.” 19  
 

 Yale.  “Yale’s spending and investment policies provide substantial levels of cash 
flow to the operating budget for current scholars while preserving Endowment 
purchasing power for future generations.”20  In particular, the endowment provided 
33 percent of Yale’s operating income in 2014, including professorships, student 
scholarships, maintenance, and books.21   

26. Of course, an endowment fund faced with a shortfall due to divestment could 

allocate additional funds to the operating budget in order to keep critical accounts like research 

and student support funded at current levels, but this would require the endowment fund to 

reduce its allocation to other activities and/or require reductions in the principal of the fund, 

leading to lower long-term investment returns.   

27. A conclusion that a reduction in investment returns would have a harmful effect 

on the university is consistent with the general academic literature on university endowment 

funds, which finds that negative endowment returns lead to substantially lower payouts to fund 

university operations.  One recent study concluded that “a 10 percent negative endowment return 

is associated with an 8.2 percent reduction in payouts.”22  The same study further found that “[a] 

negative endowment shock equivalent to 10 percent of a university’s budget leads to a 4.9 

                                                            
17. MIT, “Report of the Treasurer,” op. cit., at 1. 
18. Id., at 4. 
19. New York University Investments Office, “Frequently Asked Questions,” 
http://www.nyu.edu/about/leadership-university-administration/office-of-the-president/office-of-the-
executivevicepresident/finance-and-budget/investment-office.html [accessed July 23, 2015]. 
20. Yale University, “The Yale Endowment: 2014,” op. cit., at p. 2. 
21. Id., at p. 3. 
22. Jeffrey R. Brown, Stephen G. Dimmock, Jun-Koo Kang, & Scott J. Weisbenner (2014) “How University 
Endowments Respond to Financial Market Shocks: Evidence and Implications,” American Economic Review 
104(3):931-62, at 949. 
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percent reduction in the number of tenure-system faculty during the following year … In 

addition to reducing tenure-system faculty, universities react to negative shocks by also cutting 

support employees (e.g., secretaries) and to some extent maintenance employees.”23   

28.   Therefore, based on either the actual historical patterns of funding by these 

universities or the academic literature, it seems clear that a reduction in endowment fund returns 

as a consequence of divestment would have material impacts on an endowment’s ability to fund 

a university’s key institutional goals. 

 

IV. RESPONSES TO COMMON OBJECTIONS 

29. My analysis of the impact of divestment is based on the historical evidence of the 

last 20 years.  Some divestment advocates argue that the future of the coal, oil, and gas sectors is 

not as bright as it has been in the past due to regulations or other market changes that will cause 

these firms to “strand” certain assets or otherwise experience lower profitability.  I have no 

specific view about the likelihood of such outcomes, but as a criticism of my study, such 

speculation misses the point.  My calculations of the declines in risk-adjusted returns depend on 

the historical ability of securities in the oil, gas, and coal sectors to hedge other securities.  They 

do not depend critically on any claim that absolute returns in these sectors will be as high as they 

have been in the past.   

30. In any case, it seems far from clear that, even as a speculative investment, oil, gas, 

and coal securities collectively are likely to be poor investments.  First of all, even if the 

divestment advocates are correct that regulatory or market pressure on these firms will increase, 

it is very often the case that new regulations make the incumbent firms in an industry more 

                                                            
23. Id., at 933-34. 
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profitable, not less so.  This is because, even though compliance with regulations is costly, it also 

can serve to restrict entry and limit competition.24  Moreover, firms can and do respond to 

regulations and changes in the market to maintain profitability, particularly when those 

regulations or changes are known well in advance, as divestment advocates claim they are.   

31. In any case, if reductions in profits are in fact as likely as divestment advocates 

claim, that fact should already be incorporated into lower current security prices, so that future 

investment performance would not be improved by selling these securities. 

32. Divestment advocates also claim that, whatever the costs of divestment, they are 

outweighed by the potential benefits of inducing changes at the companies in question that limit 

the effects of climate change.  In fact, whereas divestiture has clear costs to the university 

communities, as I have demonstrated, it is very unclear there are any such benefits.  Due to the 

plasticity of the capital markets and the diversity of investors worldwide, basic financial 

economic theory indicates that it is unlikely the divestiture movement, with or without any 

specific university’s participation, will have any material effect on the cost of capital of the 

divested companies or any other relevant outcome.  The history of prior divestment campaigns is 

consistent with this basic theory.25   

33. But what if divestment did somehow manage to put capital market pressure on the 

targeted companies?  When a company faces an increase in its cost of capital, the response is to 

forego investment in marginal projects.  At major energy companies, those marginal projects are 

unlikely to involve the bread-and-butter business of producing carbon-based fuels.  Instead, what 

                                                            
24. A classic citation in a large literature is George J. Stigler (1971) “The Theory of Economic Regulation,” 
Bell Journal of Economics and Management Science 3-21.  These conclusions have found their way into standard 
textbooks as well.  See, e.g., Dennis W. Carlton and Jeffrey M. Perloff (2005) Modern Industrial Organization (4th 
Ed.), Pearson Addison Wesley, at 687-91. 
25. See Fischel (2015), op. cit., at pp. 19 – 22 (summarizing the literature on South African and other 
divestment campaigns). 
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is more likely to be cut is research and development into more speculative investments, such as 

those involving alternative energy.  In this way, divestment advocates might actually accomplish 

exactly the opposite of what they hope to achieve. 

34. Some divestment advocates claim that, if prominent institutions like these 

universities divest, it will “send a message” to other market participants or governments that 

somehow spurs favorable action on climate change issues.  Exactly how this would occur is 

unclear, and divestment advocates have not shown that divestment would not instead serve to 

polarize public debate further, nor have they shown that the market has reacted to past 

divestment announcements in ways they consider favorable to their goals. 

35. Finally, from an economic perspective, the problem of climate change is 

ultimately based on a concern that the prices of carbon-based fuels are too low because they fail 

to reflect the full social costs of burning hydrocarbons, which includes the harms of extreme 

climate change.  It is clearly beyond the scope of this research to summarize the debate about the 

appropriate price of carbon-based fuels, but assume, hypothetically, that the appropriate price is, 

in fact, much higher than the current market price.  There is a broad consensus among 

economists that the appropriate response to such a problem is a tax on burning carbon (known as 

a “Pigouvian tax”).26  I understand that some large energy companies themselves support a 

carbon tax.27  Policy advocacy along such lines would be far more fruitful than divestment, 

which as I have demonstrated, has substantial costs and only vague, highly speculative benefits.   

 

 
                                                            
26. IGM Experts Panel (2011) “Carbon Tax,” University of Chicago Booth School of Business, 
http://www.igmchicago.org/igm-economic-experts-panel/poll-results?SurveyID=SV_9Rezb430SESUA4Y 
[accessed July 12, 2015]. 
27. “Even Big Oil Wants a Carbon Tax,” BloombergView, June 1, 2015. 
http://www.bloombergview.com/articles/2015-06-01/even-big-oil-wants-a-carbon-tax  [accessed Aug. 18, 2015]. 
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APPENDIX A: KEY QUALIFICATIONS OF BRADFORD CORNELL 

1. I am currently a Visiting Professor of Financial Economics at the California 

Institute of Technology (“Caltech”).  Previously, I was a Professor of Finance and Director of the 

Bank of America Research Center at the Anderson Graduate School of Management at the 

University of California, Los Angeles for 26 years. 

2. I earned a master’s degree in Statistics from Stanford University in 1974 and 

earned my doctorate in Financial Economics from Stanford in 1975.  I have served as an editor 

of numerous journals relating to business and finance and have written more than 100 articles 

and two books on finance and securities, including Corporate Valuation: Tools for Effective 

Appraisal and Decision Making (1993), published by McGraw-Hill, and The Equity Risk 

Premium and the Long-Run Future of the Stock Market (1999), published by John Wiley & 

Sons.  To complement my academic writing, I have also authored articles for The Wall Street 

Journal and the Los Angeles Times. 

3. My research has been widely recognized.  In 1988, I was cited by the Financial 

Management Association as one of the ten most prolific authors in the field of finance.  I have 

received prizes and grants for my research from the Chicago Board of Trade, the Chicago 

Mercantile Exchange, and the Institute for Quantitative Research in Finance.  My article, 

“Corporate Stakeholders and Corporate Finance,” received the 1987 Distinguished Applied 

Research Award from the Financial Management Association.  In 1999, I was awarded the 

I/B/E/S prize for empirical work in finance and accounting (with Wayne Landsman and Jennifer 

Conrad).  Richard Roll and I received a Graham and Dodd Scroll Award in 2006 from the 

Financial Analyst Society for our work on delegated agent asset pricing theory.  I won this award 

again in 2011 for my work on economic growth and equity investing.  My paper entitled “Luck, 

Skill, and Investment Performance” in The Journal of Portfolio Management won an 
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Outstanding Article prize from the 11th Annual Bernstein Fabozzi/Jacobs Levy Awards.  My 

work in valuation has also been cited and relied upon by the Delaware Court of Chancery.1 

4. I have also been active in my profession.  I have served as a Vice President of the 

Western Finance Association.  I am also a past Director of both the American Finance 

Association and the Western Finance Association.  I have served as an Associate Editor of 

numerous professional journals, including The Journal of Finance, The Journal of Futures 

Markets, The Journal of Financial Research and The Journal of International Business 

Studies.  I have served as a reviewer for nearly a dozen other professional journals. 

5. My teaching and writing have focused on a number of different financial and 

economic issues, many of which are relevant to the subject matter of this report.  I currently 

teach Applied Corporate Finance and Investment Banking at the California Institute of 

Technology.  Examples of other classes I have taught over the course of my academic career 

include Corporate Valuation, the Law and Finance of Corporate Acquisitions and Restructurings, 

Corporate Financial Theory, and Security Valuation and Investments. 

6. In addition to my teaching, writing, and research studies, I serve as a Senior 

Consultant to Compass Lexecon, an international consulting firm.  In my position as a Senior 

Consultant, I advise business and legal clients on financial economic issues.  Prior to joining 

Compass Lexecon in December 2011, I served as a Senior Consultant to Charles River 

Associates from March 1999 through December 2011.  Between 1990 and March 1999, I 

operated FinEcon, a financial economic consulting company, through which I also advised 

business and legal clients on financial economic issues. 

                                                            

1. See, e.g., Delaware Open MRI Radiology Associates, P.A. v. Kessler, 898 A.2d 290, 331 
n.102 (2006); Andaloro v. PFPC Worldwide, 2005 Del. Ch. LEXIS 125, at *71 n.75 (Del. Ch. 
Aug. 19, 2005). 
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7. I have served as a consultant and have given testimony for both plaintiffs and 

defendants in a variety of securities, regulatory and commercial lawsuits.  During my many years 

of experience as an expert witness and consultant, I have provided economic analyses and expert 

testimony (again, for both plaintiffs and defendants) related to valuation, corporate finance, 

portfolio management, and damages issues. 



Exhibit A
Endowment Asset Classes and Proxy Mutual Funds Considered

Asset Class Proxy Funds Considered1 Mean St. Dev.
1. Vanguard Total Stock Market Index Fund 7.8% 15.6% 7.3%
2. Vanguard Institutional Index Fund 7.6% 15.2% 8.5%
3. Vanguard 500 Index Fund 7.4% 15.2% 8.5%
1. American EuroPacific Growth Fund 7.1% 16.1% 3.6%
2. American Capital Income Builder 6.9% 9.7% 4.2%
3. American Capital World Growth and Income Fund 8.8% 14.4% 5.0%
1. Fidelity Low-Priced Stock Fund 11.2% 15.1% 3.7%
2. Columbia Acorn Fund 10.7% 17.2% 4.1%
3. Neuberger Berman Genesis Fund 11.1% 15.1% 9.2%
1. PIMCO Total Return Fund 4.4% 4.1% 0.2%
2. Templeton Global Bond Fund 5.5% 7.2% 0.1%
3. Vanguard Short-Term Investment Grade Fund 2.1% 2.2% 0.8%
1. DFA Real Estate Securities Portfolio 10.8% 20.4% 0.0%
2. Cohen & Steers Realty Shares 11.3% 20.3% 0.0%
3. Fidelity Real Estate Investment Portfolio 10.9% 21.0% 0.0%
1. Van Eck Global Hard Assets Fund 8.9% 21.9% 39.1%
2. Prudential Jennison Natural Resources Fund 10.3% 26.5% 40.5%
3. Fidelity Advisor Energy Fund 9.2% 23.7% 68.1%
1. HFRI Fund Weighted Composite Index 6.1% 6.9% 0.0%
2. Greenwich Global Hedge Fund Index 6.9% 6.9% 0.0%
3. Credit Suisse Hedge Fund Index 6.5% 7.0% 0.0%

Cash 1. Three-Month Treasury Bills 0.0% 0.0% 0.0%

2. Calculated using monthly data from CRSP, Bloomberg, and Hedge Fund Research database. Excess Return is relative to the Three-Month 
Treasury Bill rate.  Mean and Standard Deviation of excess returns are annualized.

Coal, Oil, and Gas 
Share of Holdings

1. Three largest existing mutual funds that focus on specified asset class, according to assets under management.  Fund asset class and assets 
under management from Bloomberg.  

Excess Return (1995 - 2015)2

Domestic Equity

Foreign Equity

Private Equity

Real Estate

Natural Resources

Absolute Returns

Fixed Income



Exhibit B
Estimated Current Asset Class Allocation

Estimated Allocation
Asset Class Columbia1 Harvard2 MIT3 NYU4 Yale5 Wtd. Avg.6

Domestic Equity 6.4% 11.0% 11.0% 17.4% 3.9% 8.8%
Foreign Equity 13.6% 22.0% 18.1% 36.6% 11.5% 18.2%
Private Equity 21.6% 18.0% 17.1% 13.4% 33.0% 22.3%
Fixed Income 4.0% 10.0% 1.4% 6.0% 4.9% 6.5%
Real Estate 12.0% 12.0% 16.2% 6.6% 17.6% 14.0%
Natural Resources 6.1% 11.0% 4.4% 3.4% 8.2% 8.4%
Absolute Returns 29.7% 16.0% 10.1% 10.6% 17.4% 16.8%
Cash 6.7% 0.0% 21.7% 6.0% 3.5% 5.1%

6. Weights based on total value of endowment at the end of most recent fiscal year.  Columbia ($9.2 billion), Harvard ($36.4 
billion), MIT ($12.4 billion), NYU ($3.5 billion), Yale ($23.9 billion).

1. “Notes to the Consolidated Financial Statements for the Years Ended June 30, 2014 and 2013,” at 14.  “Global Equities” 
category is allocated between domestic and foreign equity based on proportional share of total equities in those categories reported 
for Harvard, MIT, and Yale (simple average).  “Real Assets” category is allocated between real estate and natural resources based 
on proportional share of total in those categories reported for Harvard, MIT, and Yale (simple average).
2. “September 2014 Annual Endowment Report: Message from the CEO,” at 2.  Based on “Policy Portfolio,” which is “a long-term 
target portfolio composed of the mix of assets that HMC and our Board judge to be the optimal fit with the University's needs.”  
Foreign equity and emerging markets equity are both included in “Foreign Equity” category.
3. “Report of the Treasurer for the year ended June 30, 2014,” at 15.  Cash category includes U.S. Treasury and agency securities.  
“Real Assets” are assumed to be natural resources.  Split-interest agreements, “Other” and derivatives categories are excluded from 
total.
4. “Endowment Fund Summary,” at 1.  “Fixed Income” category is allocated between fixed income and cash based on proportional 
share of total assets in these categories for Columbia, Harvard, MIT, and Yale.  “Opportunities & Credit” category is allocated 
between private equity and absolute returns based on proportional share of total assets in these categories for Columbia, Harvard, 
MIT, and Yale.  “Equity” category is allocated between domestic and foreign equity based on proportional share of total assets in 
these categories for Harvard, MIT, and Yale.  “Real Assets” category is allocated between real estate and natural resources based 
on proportional share of total assets held in these categories by Harvard, MIT, and Yale.

5. "The Yale Endowment: 2014," at 4.



Estimated Endowment Shortfall Due to Divestment
Over 2,187 Proxy Portfolios

(Positive Numbers Indicate Shortfall Due to Divestment)

Mean P5 Median P95 20 Years 50 Years
Risk-Adjusted Shortfall Due to Divestment

Columbia 88.89% 0.16% -0.06% 0.18% 0.33% 3.18% 8.13% $14.43
Harvard 96.30% 0.30% 0.03% 0.31% 0.54% 6.09% 15.94% $107.81
MIT 96.30% 0.14% 0.02% 0.14% 0.26% 2.90% 7.40% $17.75
NYU 94.28% 0.12% 0.00% 0.12% 0.23% 2.40% 6.12% $4.16
Yale 88.89% 0.21% -0.09% 0.24% 0.44% 4.36% 11.27% $51.09
Wtd. Avg. 90.99% 0.23% -0.02% 0.25% 0.44% 4.67% 12.07%

Gross Shortfall Due to Divestment
Columbia 100.00% 0.24% 0.20% 0.24% 0.27% 4.93% 12.78% $22.21
Harvard 100.00% 0.37% 0.30% 0.37% 0.42% 7.63% 20.17% $134.01
MIT 100.00% 0.19% 0.15% 0.19% 0.22% 3.89% 10.01% $23.73
NYU 100.00% 0.17% 0.12% 0.18% 0.22% 3.55% 9.12% $6.12
Yale 100.00% 0.33% 0.27% 0.33% 0.37% 6.75% 17.75% $78.22
Wtd. Avg. 100.00% 0.31% 0.26% 0.31% 0.35% 6.37% 16.70%

3. Mean annual shortfall applied to the total value of endowment at the end of most recent fiscal year: Columbia ($9.2 billion), Harvard 
($36.4 billion), MIT ($12.4 billion), NYU ($3.5 billion), Yale ($23.9 billion).

Current Annual 
Shortfall, in Dollars 

($MM)3

Exhibit C

2. Calculated as mean annual shortfall, extrapolated over specified time period.

1. Reflects average annual reduction in returns for a divested portfolio, relative to otherwise-equivalent undivested portfolio.  
Calculations are over 2,187 proxy portfolios for each university, constructed as described in the text.  Gross shortfall is unadjusted 
difference in average annual returns.  Risk-adjusted shortfall is based on same calculation, performed on portfolios with equalized 
volatility of excess returns, as described in the text. 

Total Shortfall Based 
on Mean2

Share of Proxy 
Portfolios with 

Shortfall
Annual Shortfall per Year, 1995 - 20151
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