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EXECUTIVE SUMMARY
 
Shareholder advocates (henceforth “advocates”) are individuals or professional representatives of shareholding organizations who use their rights as shareholders of U.S. publicly-traded companies to put non-binding resolutions on corporate proxy statements.  These resolutions may deal with any of a variety of issues (as determined by the Securities and Exchange Commission) and are voted on by all the shareholders of a company.  They often ask for companies to create reports on an issue.  Advocates use the leverage of resolution votes to engage in dialogue with managements and Boards of Directors.  In these dialogues, advocates try to convince companies to change their policies or behavior.  If advocates are satisfied with changes on the corporate end they will generally withdraw their resolutions.

The focus of this research is on advocates who work on climate change, trying to convince companies – especially in the oil and gas, auto, and electric power sectors – that in order to preserve long-term shareholder value they must consider climate change as a business risk and opportunity.  I conducted 24 in-depth, semi-structured interviews with a participant pool predominantly composed of climate change advocates and people who directly support their efforts.  In this paper, I report on my participants’ perceptions around the following questions: 

1. How do advocates conceive of their role?

2. What constraining and facilitating factors arise from their current operating context?

3.  What are advocates’ perceptions of how shareholder advocacy creates change?
Climate change advocates are highly coordinated, and I hope this research can benefit their community by elucidating both unified and divergent perspectives, as well as by showing advocates how their peers may agree or disagree with them as to how advocacy causes change. 

Background
Climate change advocates refer to the collection of arguments used in resolution language and in dialogue as the “business case.”  Essentially, they argue that with rising pressures for greenhouse gas (GHG) regulation both at the state and international levels, businesses need to take steps to address their risk from operational and end-product GHG emissions.

Climate change advocacy efforts are mostly coordinated through the global warming shareholder campaign, which is essentially housed in the Interfaith Center for Corporate Responsibility (ICCR), a storied shareholder advocacy organization, and the Coalition for Environmentally Responsible Economies (CERES).  Campaign participants are often religious or SRI funds, and in the last several years the campaign has been bolstered by new allies, especially several public pension funds.  Recent successes for the campaign have come especially in the electric power sector, including two groundbreaking shareholder reports from American Electric Power and Cinergy Corporation.

Methodology


My participant pool for this study comprised 18 climate change advocates or people who directly support climate change advocates, four climate change advocates who serve on the steering committee of Campaign ExxonMobil (a shareholder-based coalition that targets ExxonMobil), and two social issues advocates who do not work on climate change.  Interviews were based on a 20 question protocol, and the interviews, which were all by telephone, lasted about 55 minutes on average.  I fully transcribed all of the interviews, coded them, and did two major rounds of analysis.


I believe that the limitations of this research stem from my initial unfamiliarity with the field.  (I asked several participants if similar research on social issues advocacy had been done before, and they said it had not.)  My protocol was designed to answer three broad questions, and of course I would design follow-up research to be more targeted.  Further, the semi-structured nature of the interviews meant that advocates did not always touch on the same issues across interviews, which made analysis challenging.
Findings
I found that overall my participants do not believe it is appropriate for advocates, as shareholders and “insiders,” to engage in activities that could be damaging to the company (such as boycotts).  Instead, they frame their role as collaborative; the goal is to work with management to discuss how the long-term business outlook for the company could be improved by considering climate risk and opportunity.  This approach is clearly a norm for the campaign, and I believe it relates strategically to my participants’ credibility.  If advocates can gain the trust of corporate decision-makers and build relationships there, it enables them to move more quickly into robust dialogue.  Though my participants appreciate the support work some non-ICCR and non-CERES NGOs have done for their advocacy, overall they are cautious about involving them directly in dialogues, for fear of alienating their corporate counterparts.  On the other hand, participants talk about the recent joining of public pension funds as a boon to their work with companies and with their efforts to mainstream the campaign – attracting both new allies and votes from institutional investors.  Despite the seeming importance of building credibility and the campaign’s recent success with using the business case, participants asserted that they do not hide their essential perspectives, whether financial, social, or moral.  Conservative groups have attacked advocates, saying they opportunistically advance a non-business agenda.  One participant spoke about shareholder advocacy generally: “There is a creative tension between those who are arguing a clear, concise, and convincing business case and those who believe that the real issue is protecting the environment or advancing human rights in a given country – whether the business case can be made easily or not.”  For the most part, my participants seem focused on making cogent business arguments to companies and not using a combative approach.

My participants also presented a largely unified view when discussing their operating context.  As constraints on climate change advocacy, they discussed:

· Resources: Advocacy is resource-intensive, requiring heavy company research and dialogue preparation, as well as travel and time spent for the annual meetings, corporate dialogues, and soliciting votes for resolutions.

· Information/Research: Participants said that advocacy could use more information about corporate operations, as well as more academic research to build up the business case (especially the short-term business case).

· Politics: Many participants cited the political climate around climate change as a barrier to their work.  The Bush administration and Congress have given no signals to business that there will be climate regulation in the near future, and further several participants reported electric power company CEOs having gotten threatening calls from the White House after they had made mildly approving statements about climate regulation.

· Opacity: Advocacy is an opaque process, largely because of imperfect information about companies’ operations and their thinking.  It seems that advocates sometimes cannot be sure whether they are making progress in a given dialogue.

· Wall Street’s Short-Sightedness: My participants try to convince companies that climate change is an important long-term shareholder value issue.  Simultaneously, various incentives push business leaders to make short-term decisions.  These incentives include management stock options and earnings projections from Wall Street analysts that must be met to avoid a dip in stock price.  Nearly all my participants mentioned Wall Street’s short-term outlook as a barrier to progress.

Regarding facilitating factors, my participants agreed upon two:

· Company Responsiveness: Participants noted a long-term trend of companies becoming more responsive to them and less initially hostile.  They were unsure whether this trend is due to better PR work towards investors or a genuine shift in management attitudes.

· Campaign’s Growing Network: Nearly every participant mentioned the importance of new allies voting for their resolutions and joining the campaign – especially the public pension funds.  The majority said that the next big set of votes will probably come from mutual funds, which are newly exposed to public pressure around their proxy voting due to a recent SEC rule-making which dictates that they disclose their voting records.
Participants had split opinions on the effects of two factors:

· Scandals/Sarbanes-Oxley: Some participants highlighted how the early decade corporate governance scandals and the resulting Sarbanes-Oxley legislation (SOX) have put the spotlight on irresponsible companies and have presented the campaign with an opportunity to cast climate change as a corporate governance issue.  Others were more skeptical of these effects, saying that the effects of the scandals have worn off and that SOX can present a distraction to companies, making it more difficult to get climate change on the agenda.

· SEC: Many participants said that the SEC’s interpretations of what resolutions are permitted have been inconsistent.  Some also cited a Catch-22 where the SEC disallows some resolutions because the “ask” ought to be disclosed in standard corporate disclosure, while it does not enforce these disclosure rules.  Some participants said the SEC has been distracted by a bigger workload since the early-decade scandals.

My participants had more divergence of opinion when they discussed the mechanism of change.  They agreed that resolutions pose a threat to companies, citing 2004 strong votes (e.g. Apache, Anadarko, Marathon) that led to shareholder agreements.  According to my participants, each engagement is a unique affair.  Pre-existing relationships can speed the process along, and the culture of the target company can impede or further dialogue.  Also, the situation of a company can play a major role, with most participants saying that a poor financial outlook can either distract the company from long-term issues or focus it on recasting its image (potentially as a forward-thinking company engaged with environmental issues) and also many participants implying that a strong financial outlook can lend a company immunity from advocacy.  Participants also discussed elements of engagement that can shift the balance of power.  Overwhelmingly, they cited high votes as an element that gives leverage to advocates (10% or more, and especially votes above 20%) – though many participants stressed that high votes are not necessary for success.  They also discussed the challenge of preventing obfuscation by companies, with some participants stressing the importance of a slow, incremental approach to ensuring a bona fide effort from the corporate side.

In identifying the proximate drivers of change, advocates generally expressed uncertainty.  Many said there was a confluence of factors affecting most engagements.  Participants discussed the following five drivers of change:

· Convincing the Company: Advocacy cuts through the noise and daily crises of running a major corporation and forces climate change onto management’s agenda.  Most advocates said they usually are not bringing management “new information” (with a few exceptions of companies that had not thought at all about climate change), but that they get the chance to reframe the issue for the company and apply it to the company’s specific situation in a hopefully robust dialogue.  And even if companies are not fully convinced of the business case after reaching a shareholder agreement, many participants reported that creating a solid report can “be a real learning experience” for companies – with the AEP and Cinergy reports as the best examples.

· Peer Pressure: Advocates strongly agreed that what a company’s peers are doing is a major driver.  Several participants reported that this is the first thing companies ask about in dialogue.  Several more asserted that companies are hesitant to “stick their neck out.”

· Company Reputation: Participants reported that in general companies are concerned about their reputations with the public (several said they are not sure why because the public does not punish them).  At this point, however, climate change does not have much traction as a reputational issue.  Considering reputation with investors, participants said that Wall Street cares about company responsiveness to investors but that a company’s position on climate change presently has little to do with its status as an investment.

· Personal Values: If we define personal values as the guiding internal perspectives of managers outside of their professional role (here understood as maximizing profits for company shareholders within the confines of the law), then participants mostly downplayed the importance of personal values in engagement.  With a few exceptions, participants said that professional responsibilities trump any personal values motivations – though I heard many times that managers are “not bad people” and that they have personal values.  Despite participants highlighting the business case and downplaying personal values, there are reasons to think that this driver sometimes plays a role in advocacy’s successes.  Several participants said personal values were sometimes the primary driver in dialogue.  Several others described personal values as something that could provide a point of connection in dialogue – especially in light of the values perspective from which some of these advocates start.  Four participants noted that management finds the raising of environmental questions such as climate change uncomfortable, and this may be partially due to some dissonance between personal values and their professional role.  Participants also talked about the importance of finding someone in the company who “cares about the issue.”  Finally, four participants said that advocacy can provide cover for managers who care personally about climate change to act on it; advocacy allows management to point to a resolution vote and a strong business case and say it is simply doing the will of the shareholders.  Personal values emerged as the salient question mark of this findings section.

· Personal Reputation: As a driver for the campaign, personal reputation of management and the Board seems not to relate to questions of whether they are doing the “responsible” thing regarding climate change, but instead whether they are being appropriately responsive to shareholders – this includes whether they respond to high votes on climate change resolutions.  Some participants asserted that management never wants to any resolutions on the ballot at all “because it’s a referendum on your success as a manager.”

In considering what the broader mechanism of change is – outside of the one-on-one engagement relationships with companies – participants said that Wall Street has the power to alter rapidly the way companies interact with the issue of climate change.  If money managers and sell-side analysts were to start incorporating climate change into their work and asking questions to companies about the issue, participants said companies would take it as a strong message.  Generally, however, they said that in the mainstream of Wall Street this is not presently a significant driver of change.  One way participants proposed that this could change is if major institutional investors – especially public pension funds – began asking questions of their money managers and providing guidance around proxy voting and climate risk to them as well.  Some participants suggested that change would come quickly the moment either companies or Wall Street had their bottom lines affected by climate change.  A few participants stressed that Wall Street does not consider risk rationally, implying or saying that climate change would gain traction unpredictably.  However, most participants asserted that climate change would definitely become a mainstream corporate and investment issue when the U.S. federal government enacted a meaningful regulatory regime.  Participants were split on whether regulation would mean the end of climate change advocacy, with some saying that the increasingly technical nature of the problem and the fact that soon all companies would be reporting on climate change would reduce the campaign’s effectiveness and others saying that with such a complex issue there would always be new angles for shareholders to push on.

Conclusions


The findings on mechanism of change are probably the most relevant to designing campaign strategy, and I believe the personal values finding is the most significant one.  Reframing and peer pressure are recognized as essential drivers, company reputation is not considered very important, and it would probably be inappropriate according to advocacy’s norms to rely on attacking personal reputation.  On the other hand, the personal values driver has an unclear potential power for the campaign.  Of course, participants channel their efforts into the business case (an appeal to managers’ professional values), and it is conceivable that trying to use personal values in engagements would undermine the business case.  Still, I think it is worth exploring what role personal values could play in the campaign.

I sent a two question follow-up survey to my participants by email, asking about how personal values could be worked into dialogue (with the hypothetical that they knew it to be a valuable motivator for management) and how the campaign internally shares participants’ experiences and intuitions about effective tactics and why they work.  Neither question resonated much with respondents.
  Regarding the first, most respondents refocused on the business case.  A few reiterated the benefits of “a sympathetic ear” and the potential to enable “change agents” within a company, but they did not provide specifics on how the campaign could change its strategies around values.  One respondent did give the example of how an advocate who is peripheral to a dialogue could provide a values perspective while keeping distance from the dialogue.  Regarding the second question, much of what respondents reported I was already aware of.  Notably, one participant mentioned “a formal evaluation” process at the end of each proxy season.


Because of the natural decentralization in shareholder advocacy, I believe it is important that the campaign have a formal research and evaluation tool.  An ideal tool would investigate the mechanism of change.  It would acknowledge the unique character of each dialogue, the opaque nature of the corporate end of advocacy, and the campaign’s resource constraints.  Because dialogues are governed by confidentiality agreements, the tool could collect non-company specific data, such as generic scripts for how an engagement proceeded.  This kind of collection would have an advantage over my research, which asked each participant to do the analysis of what drivers of change were most important.  It would probably be better to aggregate advocates’ basic experiences before analyzing the drivers, as each participant has only a sliver of the campaign’s total experience.


Perhaps it would be possible to get academic researchers on board, attracting them with the campaign’s rich storehouse of experience with corporations.  Research that would complement and expand on this research might look at theories of why firms change (as this research focuses on advocates’ perceptions of what causes change and only touches on the why question).  Also, the campaign would probably benefit from studies of their communication strategies, as the advocates’ role is, at its heart, to communicate effectively.
� Also, there was only a 40% response rate on this survey.


� My impression is that the campaign’s current evaluation tool has this same limitation.





