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Performance
The belief that sustainably screened investments are doomed to underperform the broader 
market is partly a result of short-termism, which is arguably all too common throughout today’s 
investment marketxxxiv. Perhaps a more understandable source of scepticism about performance 
is that historically, ethically-guided investing was dominated by two types of approaches: 
exclusionary screening and targeted impact investing. However, exclusionary screening and 
impact investing no longer represent the breadth of the modern sustainable investment market. 
As a result, historical studies focusing on financial performance don’t always provide an accurate 
reflection of the relative financial performance of sustainably managed assets. 

The reality is that whilst there are some approaches to sustainable investing which are more 
likely to produce below market returns (such as impact and community investing), there is 
now mounting evidence to suggest that sustainable investing in general (and ESG investing 
in particular) does not negatively impact financial performance, over a long-term investment 
window and that it may in fact enhance it. 

A number of studies suggest that investments which use ESG factors to inform valuation deliver 
outperformance compared to traditional approaches. The impact of each of the ESG factors on 
company valuation is not equal. High scores for Governance are associated with the biggest 
positive impact on corporate financial performance. On the other hand, the positive link between 
high scores for Social factors and stakeholder returns has been weakestxxxv. 

Studies have shown that companies scoring highly on corporate governance factorsxxxvi, 
treatment of employeesxxxvii environmental sustainabilityxxxviii, employee relationsxxxix, innovation 
management and supply chain managementxl outperform their peers and deliver better results 
to shareholders. The positive association between ESG integration and corporate performancexli  
has been found repeatedly in multiple studies, particularly over the long-termxlii.  

There has also been a crop of smaller scale studies examining particular areas of sustainable 
investing in more detail. For instance, in studies focusing on exclusionary screening, correlation 
between adopting exclusionary screening and positive financial returns is less pronounced. 
Evidence suggests that the effects are likely to be neutral, i.e. applying exclusionary screening 
does not tend to result in portfolio overperformance or underperformance. Conversely, studies 
focusing on the Best in Class approach suggest that investments following this methodology 
outperform the benchmarkxliii. Other smaller scale studies have also produced interesting 
insights. Investigations into emerging markets concluded that the positive impact of adopting 
ESG factors (particularly governance) on corporate financial performance is even more 
significant in these locations than in the global marketxliv. Other studies have found direct link 
between ESG disclosure and higher share pricesxlv and reported a 2.7% increase in stock returns 
for companies who engaged with their stakeholders with the aim of improving ESG scoresxlvi.  

Information Advantage
As important as the increased diversity of sustainable investment solutions is availability 
of better information to evaluate them. Historically, investing sustainably was, to some 
extent, a leap of faith. Critical infrastructure now exists to allow investors to accurately 
track, measure and report on non-financial risks and opportunities of a growing number 
of listed companies. ESG data and analytics are widespread and becoming more 
prevalent year on year. Disclosure standards are being refined. New market indices 
focusing on sustainability are being created. New investment frameworks designed to 
evaluate non-financial risks and opportunities are being introduced. At human level, 
more investment professionals understand the area of sustainable investment and have 
access to knowledgeable peer networks and quality data, which enables them to offer 
sustainable investment solutions to clients.
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Avoid the Losers
Intelligent use of ESG to inform investment analysis can give investors an edgexlvii. Why might 
that be? In the broadest sense, many factors which are evaluated as part of the ESG analysis 
are simply sensible corporate behaviours and practices that distinguish well run companies 
from their badly run peers. In this sense, paying attention to non-financial factors of a company 
is simply a way to enhance the standard due diligence process undertaken as part of the 
traditional investment analysis. 

Companies with solid governance standards, transparent ESG disclosure and good/improving 
ESG scores are less likely to be involved in major negative incidents, which reduces the inherent 
investment risk. In this sense, using data obtained from ESG analysis can be a helpful tool to 
structure a portfolio to avoid “losers”. There is evidence that this strategy works, with research 
indicating that sustainable equity funds achieve equal or median returns compared to traditional 
funds, but with reduced volatilityxlviii. Companies with high ESG scores benefit from lower cost of 
debt and higher credit ratingsxlix. Lower cost of capitall reduces the cost of doing business, which 
increases competitive advantage and results in higher profit margins. 

But it’s not just about reducing risks. Proponents of the sustainable investment approach 
argue that companies scoring highly on ESG characteristics are the ones who are aware of 
the opportunities resulting from increased environmental regulation and changing consumer 
preferences. Increased awareness of these issues allows them to adjust their strategies in order 
to take advantage of them. It has also been argued that the need to tackle the various social and 
environmental challenges that the world is facing today is a driver for innovation and creativity. 
Investors who subscribe to this belief can use the best in class approach to sustainable 
investment to select the most resilient and adaptable companies, those prepared to commit the 
necessary resources to “future-proof” themselves, with the expectation that they will outperform 
their competitors.

As with most areas of research, individual studies can from time to time produce data 
that does not support the overall trend. However, the overwhelming evidence is that 
sustainable corporate practices have a material, and positive influence on financial 
performance . A research paper commissioned by Mercer found a positive relationship 
between ESG factors and financial performance in 20 out of 36 studies, with only three 
studies showing a negative correlation . Research undertaken by Oxford University 
and Arabesque Partners concluded that 80% of the reviewed studies found positive 
correlation between prudent sustainability practices and investment returns . Perhaps 
the most comprehensive research project undertaken so far, encompassing 2,250 
separate studies spanning a period of over 40 years concluded that ESG incorporation 
resulted in outperformance in 62.6% in cases and underperformance in only 10% of the 
cases, with neutral effect in the remaining cases.xlvii
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Challenges
Investing sustainably allows investors to use the forces of the financial markets to help solve the 
world’s biggest problems, while achieving attractive returns. That doesn’t mean that the area of 
sustainable investment is free of any issues. There are a number of challenges that still need to 
be addressed, mainly around consistent terminology, quality of data, availability of products and 
human factors. 

Comparing Apples to Oranges
Many approaches to sustainable investment rely on allocating accurate ESG scores to 
companies, in order to judge whether, and to what extent, they should be included in a fund 
or an investment portfolio. However, identifying which ESG factors are relevant and should be 
taken into consideration can be challenging, given that the relative importance of each ESG 
characteristic varies from sector to sector. For instance, environmental regulation will have 
a significant effect on the energy and transport industries, and less so on banking, where 
governance factors will matter more. Even once the set of relevant material ESG characteristics 
has been identified, the assessment should be regularly repeated, so that it can adequately 
represent the changing dynamics of the investment landscape. This can require substantial time 
and resources, especially given the long-term investment window that sustainable investment is 
particularly suited to, though costs should reduce if it becomes the global norm.

Labels
Sustainable investing is many things to many people. For instance, not all investments classified 
as sustainable would meet the needs of an impact-focused investor. This can be viewed as a 
strength, because it allows investors with different values and different agendas to participate. 
The downside is that with no universally accepted taxonomy of products and services, it can 
be difficult to obtain the level of clarity that investors want. It is not unusual for both investors 
and investment professionals to use such terms as sustainable investing, impact investing or 
ethical investing interchangeably, where in fact they describe quite different things. To avoid 
misunderstandings, the process that the investor will have to go through to create a coherent 
investment strategy is bound to involve more soul-searching and more effort. Only when the 
investor has identified where on the spectrum of impact versus financial returns they sit (see 
Spectrum of Capital graph on page 15) and which issues they want to contribute to addressing 
(be it climate change, social diversity, local issues or something else entirely) can they have a 
meaningful conversation with their investment adviser about specific products or opportunities.

Big Data Small Data
Another major issue is the quality of data. With a little perseverance, anyone can now take 
advantage of the deluge of information covering corporate ESG performance, consult various 
standards and tools for assessing ESG factors7 and check market indices which focus specifically 
on sustainable investing8. The issue, however, is that ESG data, levels of disclosure and methods 
for evaluating performance lack consistency. As a result, it is currently impossible to accurately 
compare all investment products globally in terms of their sustainable credentials. Availability 
of ESG information varies widely and can be limited for certain sectors, asset classes9, themes10 

and geographical locations11. Furthermore, because a large proportion of ESG data is provided 
on a voluntary basis, corporate disclosure, especially for unlisted companies, is often only partial 
and inconsistent. This may act as an advantage to those companies who have cottoned on to 
the benefits of providing comprehensive ESG disclosure, as they are more likely to be selected 
into sustainability funds than smaller companies. The latter may be just as well governed and 
as environmentally friendly but may not have the desire or the resources to regularly compile 
ESG disclosures. Overall, there is a significant amount of ESG data available, but it’s not globally 
available or consistent, so it’s not easy to interpret.
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Improving the Data
Sustainability related data is becoming more systematic, objective, quantitative and financially 
relevantli. In June 2019, the EU has published Guidelines on Reporting Climate-Related 
Informationlii; The TEG Report on EU Taxonomyliii; The TEG Report on EU Green Bond Standardliv 
and The TEG Interim Report on EU Climate Benchmarks and Benchmarks’ ESG Disclosureslv. 
Together, these guidelines are expected to lead to a more consistent use of terminology, 
improved reporting standards and improved methodologies for assessing the credentials of 
investment products. Similar moves have been reported in the US, where a number of projects 
aimed at improving the quality of sustainability-related information12 are under waylvi. 

DIY?
Individuals who want to invest sustainably without obtaining advice from a qualified financial 
professional should be vigilant and carefully investigate the credentials of the particular 
investment and fund manager that they are interested in. That’s because it may be challenging 
to evaluate a fund manager’s abilities and some unscrupulous managers have been known to 
inflate the green credentials of their fund (greenwashing), to take advantage of the public’s 
growing interest in the area.

Being Human
Finally, while the data available to investors is continually improving, the human factors remain a 
challenge. On the advisor side, risk-averse service providers may have little desire to change 
the status quo, which means that investors who may benefit from taking up sustainable products 
are not being educated about them. Additionally, experts working with sustainable products 
bring their own assumptions and biases, which can distort the presentation of the data. Where 
no clear guidelines are available, analysts have to make their own subjective judgments, on 
issues such as which ESG factors are most relevant for a given company and how broad the 
analysis should be (for instance, should you look at the company itself, or investigate its supply 
chain as well). Traditional practices within the finance industry make the work of analysts 
dealing with sustainable investment even more challenging. Backwards looking, risk-oriented 
analysis, which lends itself well to traditional financial analysis, is not particularly well suited 
to sustainable investments, which can lack the data on past performance. On the investor 
side, faced with the confusing new universe of sustainable finance, many potential investors are 
overwhelmed and end up taking no action.

7 – These include, among others: Securities and Exchange Commission; Global Reporting Initiative; Sustainability 
Accounting Standards Board; UN Global Compact. Corporate Human Rights Benchmark; CDP; Climate Disclosure Standards 
Board; Greenhouse Gas Protocol; Financial Stability Board- Tas Force on Climate-related Financial Disclosures; Climate 
Bonds Initiative; Green Bonds Assessment; B-Corp and benefit corporations; Industry specific standards; Montreal Pledge.

8 – Most notably: Bloomberg Professional Service; Sustainalytics; Trucost; Thomson Reuters; RobecoSAM; IW Financial; 
VIgeo Eiris; South Pole Carbon; Morningstar’s Sustainability Ranking; Dow Jones Sustainability Investing World Index. MSCI 
Global Sustainability and ESG Indexes and FTSE4Good Index series. 

9 – Particularly outside of public equities

10 – ESG data for carbon and water tend to receive far more attention than other themes

11 – Data for developing countries is quite patchy

12 – Including an initiative supported by the Financial Stability Board to encourage standardisation of financial formation 
relating to the environment
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3. From “Why?” to “Why Not?” and “How”
LOOKING FORWARD

The past two decades have seen a true transformation in the area of sustainability. The efforts 
to bring forth meaningful change have shifted from mostly political activity (subsidies and 
regulation) to economics. Increased consumer awareness, new technologies and stricter 
regulation have had a major impact on the risk and opportunities assessments for many, if not 
all, industries. With an estimated $90 trillion required by 2030 to reduce global warming to 
manageable levels, the investment landscape will see some big winners and some big losers. 
Investors who want to capitalise on this trend can now benefit from the opportunity to align their 
portfolios, before sustainability-related risks and opportunities have been fully priced in by the 
global investment markets. Complete disregard for non-financial ESG risks of an investment 
could cost you the Earth in more ways than one. 

Growing awareness of social and environmental challenges, coupled with an increased sense 
of personal responsibility and consumer power, has meant that investors are questioning 
the impact of their investments and changing their investment approach. Personal beliefs 
and values, which were historically reflected in behaviours such as recycling or choosing 
free-range chickens, are now being expressed through the investment markets. This is a 
rational development, as financial markets are capable of greater impact than an individual, 
regardless of how many times he or she brings a canvas bag to the supermarket. 

While impact investors are still a minority, they are very vocal about the need to stop companies 
from externalising the true cost of their unsustainable practices onto their own staff, the wider 
community and the planet. As sustainable and impact investment becomes more widespread, 
companies are under increased pressure to improve their practices in order to be able to raise 
funds. In turn, as companies are becoming more transparent about their practices, consumer 
consciousness increases, more investors choose to buy from or invest in sustainably-run 
companies and sustainability-focused businesses outperform their peers. It’s a virtuous circle. 

Sustainably managed investments are growing at a significantly higher rate than total 
professionally managed assets and while it’s impossible to predict the future, further growth 
seems inevitable, with an acceleration likely. Even in Asia, where sustainably managed assets 
currently account for less than 1% of all professionally managed assetslvii, sustainable investment 
is gathering pace. In time, if the current trends continue, sustainable investment could become 
the norm, globally.

Philanthropy is Dead. Long Live Philanthropy
The rise of sustainable investment is having a noticeable impact on traditional philanthropy. 
Ideas are cross-pollinating. Financially successful individuals who want to leave a legacy can 
now take advantage of better data and tools that allow them to measure the impact of their 
contributions and facilitate the decision on where best to direct funds.

Perhaps even more significantly, a proportion of assets that would have traditionally be given 
away is now being directed towards outcome-oriented sustainable investment endeavours. 
The focus is increasingly shifting towards collaboration, impact and sustainable philanthropic 
initiatives that can self-fund in future. 

Traditional philanthropy can still be a good way to leave a legacy in a tax efficient way and there 
are some interesting developments in this space, such as Donor Advised Funds (DAFs), which 
allow donors to place money in a charitable trust or account and invest those monies while 
deciding which good causes will benefit. Increasing numbers of wealthy individuals are however 
starting to see philanthropy as only one part of their broader strategy, which also includes some 
form of sustainable initiatives.
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You
On an individual level, disinvestment is unlikely to have an impact on stock prices or save the 
world’s environmental and social problems. Having said that, the current trend of millions of 
investors wanting to fund businesses that have a positive impact is driving the direction of the 
market. Over time, the continual process of re-allocation of capital towards more sustainable 
businesses transforms business practices across industries. Civic action may have put social and 
environmental issues on the agenda, but without capitalism, it will not resolve them. 

Whether you, as an investor, decide to actively include sustainable funds into your portfolio, 
chances are that as time goes by, a growing proportion of your assets will meet the criteria of 
sustainable investment. If your assets are managed professionally, in house sustainability 
teams which are now commonplace, are undoubtfully already using some type of ESG 
methodology. Some asset managers go a step further, like Schroders who have just purchased 
a majority stake in BlueOrchard (a pioneer in microfinance and impact investing) in order 
to strengthen its sustainability offeringlviii. Many of the popular index-linked funds (including 
BlackRock and Vanguard) are also, to some extent, sustainably managed, through shareholder 
engagement. Clearly, sustainability considerations should not be the only element of stock 
selection, but it seems likely that eventually they will form part of due diligence of all professional 
investment firms.

No Good Deed…
It goes without saying that not all sustainable investments are created equal. For example, a 
broad-based index representative of SRI Investing outperformed the S&P 500 from 1990 to 
2014, on a gross of fee basislix. However, some of the socially responsible, sustainable and 
impact funds which are actively managed may in fact underperform the benchmark, once 
professional fees have been taken into consideration. This is true for many active managed 
investments, regardless of whether they boast sustainable credentials or not. 

It is possible for low-fee passive or enhanced passive investments to incorporate ESG 
analysis. One way to do that is to follow one of the socially responsible / sustainable investing 
indexes, such as the MSCI Emerging Markets Custom ESG index, which screens out tobacco, 
controversial weapons and companies with homogenous boards. Dimensional’s Sustainability 
Portfolios (which target lower C02 emissions) are another example of how ESG criteria can 
be incorporated into passive or near passive investment solutions. The rise of sustainable 
investment goes hand in hand with the shift away from fee-heavy active management 
towards passive solutions which track indices. As soon as institutional investors (such as 
huge pension funds) switch to passive investing, they ask for their portfolios to incorporate 
ESG analysislx. The market for low fee sustainable investment is continually expanding, so it is 
expected that in time, investors who favour the low fee passive approach, but are committed to 
aligning their investment decisions with their values, will be increasingly well catered for. 

Low fee passive investments with a focus on sustainability may be appealing to some investors, 
but they are unlikely to meet the needs of someone who is primarily motivated by the desire to 
use their finances in order to maximise impact. Other investors may feel that true peace of mind 
can only be achieved once they have satisfied themselves that they are not personally profiting 
from investments that go against their deeply held beliefs. In these circumstances, a bespoke 
portfolio, created following a detailed discussion with an investment professional, might be more 
appropriate, even if it incurs higher fees. This will give the investor a more active role in stock 
selection, to ensure that no compromises are made and that their investment choices are truly 
aligned with their values.
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FAQs
I’M INTERESTED. WHERE DO I START? 

With sustainable investment, even more so than for other areas of investment, there is no one 
approach that is suitable for everyone. It’s not only investors’ aims, net worth and appetite 
for risk that determine which investment solutions will be most suitable, but also deeply held 
personal values. In response to investor demand, an entire suite of sustainable and impact 
investment products has been developed, so it’s important to take time to assess which 
investment products meet individual needs. 

First, define your key investment beliefs. For many investors, the process of articulating their 
values and peeking behind the statistics of their portfolio is the beginning of the long process of 
reconciliation between investment choices and personal values. 

Whether you care about global warming, plastic pollution, women on the board, quality of 
public transport, employment conditions or affordable housing, there will be investment 
options available. Early on, you also need to decide where you sit on the spectrum of achieving 
impact versus investment returns. Once this process of self-reflection is completed, it will be 
significantly easier for you and your financial adviser(s) to identify appropriate investment 
solutions and work out how considerations of sustainability can be incorporated into your overall 
portfolio. 

The most important thing in getting started is… getting started. Make some decisions and 
then review/refine/repeat. 

The graph below is a high-level visual representation of a client’s sustainable 
investment philosophy. It shows where different types of investments within the client’s 
portfolio sit on a spectrum of financial returns (doing well) versus impact (doing good). 
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WHICH APPROACHES MIGHT SUIT INVESTORS JUST STARTING OUT?

The most common approach to sustainable investing, i.e. exclusionary screening,  
is arguably the easiest to implement, but it may not be the “best” approach for many 
investors if it is implemented on its own, whether someone’s primary motivation is  
achieving impact or financial returns. 

For investors who want to maximise impact, excluding certain companies from a portfolio 
is unlikely to feel sufficient. Impact-driven investors tend to favour impact or community 
investments in areas that are personally important to them, rather than simply excluding 
“sin stocks”. An alternative to impact investments may be to look for broader sustainability-
themed investment opportunities which contribute to meeting one (or more) of the Sustainable 
Development Goals published by the United Nations. SDGs have been adopted by 193 
countries, are widely considered to produce a hugely positive impact if met and are relatively 
easy to use in portfolio selection (with data relating to SDGs available for many companies). 

Investors who decide to go down the exclusionary route out of moral considerations would also 
be well advised to examine what stocks are excluded and what the rationale for exclusion is, as 
there is great discrepancy between different sustainable funds in terms of what is and what is 
not excluded. For instance, some investors might be comfortable with investing in nuclear power, 
if their primary objective is to reduce CO2 emissions. Others might be perfectly happy to support 
breweries. If that’s the case, paying a premium for sustainability stocks which have excluded 
alcohol or nuclear, two of the most commonly excluded sectors, wouldn’t make much sense. 

For those who prioritise returns, focusing on best in class businesses and ESG factors, 
particularly Governance, is likely to be a more effective approach than excluding “sin stocks”. 
ESG analysis is the most common framework used to evaluate funds in terms of their 
sustainability credentials. Funds which incorporate ESG analysis into their stock selection 
processes are widespread and easily accessible. 

One interesting approach to incorporating an element of sustainability into a portfolio is portfolio 
tilting, in which the core of the portfolio is invested in a traditional way, with the rest allocated to 
investments with a green/ethical focus. This “light-green” approach may appeal to investors who 
are keen to invest more sustainably but are reluctant to make drastic changes and want to watch 
the area develop further before fully embracing it. 

Another strategy that may appeal to budding sustainable investors with a particular interest on 
environmental issues is the approach called “green alpha”. This consists of building a portfolio 
that is 20% more sustainable than the benchmark, with a 20% lower footprint for water use, CO2 
emissions, waste and energy use + exclude sin stockslxi. 

Finally, model portfolios might be a good starting point for an investor new to sustainability. 
These are pre-packaged asset allocation modelslxii, which help time-poor investors to invest in 
line with their values, whilst leaving the hard work linked to ESG analysis to institutions. 
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WHAT PERCENTAGE OF MY PORTFOLIO SHOULD BE INVESTED SUSTAINABLY?

In terms of the proportion of one’s assets that it is wise to invest sustainably, it depends on the 
aims, level of wealth, risk appetite and the sustainable investment approach chosen by the 
individual investor. It is now possible to go 100% sustainable, but for many investors, a hybrid 
approach may be more appealing. It’s also important to remember that many of the sustainable 
investment approaches are not mutually exclusive, so it’s possible to create a portfolio that 
combines two or more sustainable investment strategies, often alongside traditional investments 
in a global market. An example of a blended sustainable investment portfolio is shown below.

T ILT ING 
STRATEGIES

PHILANTHROPY
- No return expectations
- 'Give back' in areas the 

family cares about

CORE
- Normal or even enhanced 

return expectations
- Environmental, Social & 
Governance (ESG) factors

NEGATIVE SCREEN
- Normal or marginally 

reduced return expectations
- Certain activities exclude 

such as arms & tobacco
- Can be sector specific

POSITIVE IMPACT
- Reduced return 

expectations
- Social projects

EIS / VCT
- High return expectations
- Job creation, innovation, 

medi-tech etc.
- Tax reliefs but high risk, 

illiquid (max 10-15%)

INFRASTRUCTURE
- Normal return expectations

- Funding the 
'economic fabric'

- Renewable energy
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WHAT ARE THE BIGGEST BARRIERS STOPPING PEOPLE FROM INVESTING SUSTAINABLY? 

Sustainable investment is conceptually complicated and riddled with jargon. It also needs 
a period of self-reflection, with the investor considering some difficult questions. What is 
my money for? Can I afford to allocate some funds to an investment that will achieve an 
important social or environmental goal but that might bring below market returns? Are there 
any industries and companies that I am currently unknowingly investing in that I would never 
consciously choose to support? Have I got the knowledge to distinguish genuinely sustainable 
investment opportunities from financial products carrying the sustainable label thanks to the 
overenthusiastic efforts of the marketing department? A trusted professional adviser can help 
you successfully navigate these challenges, but it is also possible to be self-directed in this area, 
if you have the time and financial knowledge. 

CAN I STILL INVEST SUSTAINABLY WHEN MARKET CONDITIONS ARE TOUGH? 

A large proportion of sustainable investment opportunities are best suited to a long-term 
investment horizon. In this context, temporary market fluctuations are not particularly relevant. 
In addition, some studies suggest that investors applying certain sustainability criteria to their 
portfolio are able to weather bad market conditions better than conventional investors, with 
the best in class approach in particular able to deliver some outperformance compared to the 
benchmarklxiii. 

AS ADVISERS, WHAT FUTURE CHANGES ARE YOU KEEPING AN EYE ON?

There is an ongoing consultationlxiv which is being conducted by the UK’s Prudential Regulation 
Authority, to determine whether all banks and insurance companies should appoint a senior 
executive responsible for managing risks relating to climate change. The FCA (Financial Conduit 
Authority) is also undertaking a consultationlxv to identify measures which would enhance 
“green” financial products and improve the way in which financial industry is dealing with 
environmentally-related financial risks. If these measures are successfully introduced, this will 
give a further boost to the area of sustainable investment in the UK. 
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JARGON BUSTING
Active investment – refers to a portfolio management strategy where the manager makes 
specific investments with the goal of outperforming an investment benchmark index or target 
return. 

AUM (Assets Under Management) – refers to the total market value of investments managed 
by a financial services company. 

Best in Class approach to investment – the composition of portfolios by the active selection of 
only those companies that meet a defined ranking hurdle established by environmental, social 
and governance criteria.

Bond – a certificate issued by a government or a public company promising to repay borrowed 
money at a fixed rate of interest at a specified time/ An insurance policy held by a company, 
which protects against losses resulting from circumstances such as bankruptcy.

Broad market indices – serve as a benchmark for measuring the performance of the stocks or 
portfolios, such as mutual fund investments. 

Commingled fund – portfolio consisting of assets from several accounts blended together. 

Concentration risk - the level of risk in a portfolio arising from concentration to a single 
counterparty, sector or country.

Corporate engagement – the practice of shareholders entering into discussions with company 
management in order to influence or change the way in which that company is run. 

Donor Advised Funds – a philanthropic fund held within a charitable organisation, which allows 
donor to donate and receive immediate tax relief, but defer the decision of which cause to 
support (and invest the monies in the meantime).

Enhanced passive investment – a fund that seeks to enhance the returns of an index by using 
active management to modify the weights of holdings for additional return.

Equities – Stock and shares that carry no fixed interest. 

ESG integration – analysis of all material factors in investment analysis and investment 
decisions, including environmental, social, and governance (ESG) factors.

Exclusionary screening – process of screening specific assets out of an investment universe  
or strategy.

Green alpha – the premium that quantifies what proportion of total ungeared differential returns 
from an individual asset investment can be attributed to sustainability and energy efficiency 
initiatives.

Green bond – bond specifically earmarked to be used for climate and environmental projects.

Greenwashing – practice of making an unsubstantiated or misleading claim about the 
environmental benefits of a product, service, technology or company practice.

ICB (Industry Classification Benchmark) – globally recognised standard, operated and 
managed by FTSE Russell, for categorising companies and securities across four levels  
of classification.

Multilateral Development Bank – international financial institution chartered by two or more 
countries for the purpose of encouraging economic development in poorer nations.

Norms-based screening – screening of investments according to their compliance with 
international standards and norms.
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Passive investment – investment strategy that seeks to avoid the fees and limited performance 
of frequent trading. Buying a security to own it long-term. 

Portfolio diversification – practice of spreading investment over a number of asset types to help 
reduce the risk of market volatility. 

Portfolio tilting – investment strategy that over-weights a particular investment style.  
An example would be tilting to small-cap stocks or value stocks.

Positive screening – rather than excluding companies, investors select companies that set 
positive examples of environmentally friendly products and socially responsible business 
practices.

Proxy advisory firms – provide services to shareholders (in most cases an institutional investor 
of some type) to vote at shareholder meetings of, usually, quoted companies.

R&O analysis – identification of what could go wrong and what might go right with a company or 
organization. 

Securities (in the investment portfolio) – tradable financial assets, such as equities or fixed 
income instruments that are purchased in order to be held for investment.

Shareholder activist – shareholder that uses an equity stake in a corporation to put pressure on 
its management.

Stock selection – active portfolio management technique that focuses on advantageous 
selection of particular stock rather than on broad asset allocation choices.

Sustainable investment – broad term for investment approaches that consider environmental, 
social and governance (ESG) factors and their impact.

Tracking error – difference between a portfolio’s returns and the benchmark or index it was 
meant to mimic or beat.

Valuation – estimation of the worth of something, especially one carried out by a professional valuer.

Volatility – liability to change rapidly and unpredictably, especially for the worse.

DISCLAIMER

This paper is designed for discussion purposes only and is intended simply to provide a general overview of the sustainable 
investment market on an information only basis. It is not intended as an offer or recommendation, either explicitly or 
implicitly, to buy or sell any product, financial security, financial instrument, strategy or other specific service. The data in 
this paper was obtained from sources believed to be reliable and any opinions presented were expressed in good faith, 
but Mulberry Bow LLP does not warrant its accuracy or completeness. Specific data on performance or popularity of certain 
investment strategies must be read with caution, as details vary from one source to another, due to the variations in sample 
sizes, differences in terminology used and other factors. The paper is written blind to the personal financial objectives or 
financial situation of the reader and therefore cannot result in any contractual or non-contractual obligation or liability of 
Mulberry Bow. This paper does not provide any recommendations for individual clients, which should always be based on 
personal investment objectives, risk tolerance, liquidity needs, financial situation and other relevant factors. If you invest 
in any sustainable investment products, your capital will be at risk and the price, value and any income derived from your 
investment may go down. All information and opinions are subject to change without notice due to market conditions. 
Mulberry Bow LLP does not provide legal or tax advice and we strongly recommend that anyone considering any significant 
financial decision obtains appropriate independent advice from a qualified professional. Investors should always consider 
whether any product or solution is suitable to their personal circumstances and seek professional advice from a suitable 
investment, legal or tax adviser. Incorporating ESG factors or other sustainable considerations may inhibit the portfolio 
manager’s ability to participate in certain investment opportunities. Investments discussed above have varying degrees of 
risk. Past performance does not guarantee future results. The returns on a portfolio consisting mainly of ESG or sustainable 
investment may vary from the market average or recognised benchmark. There is no guarantee that any company will meet 
expectations with regards to corporate responsibility, sustainability or impact performance. Investors should realise that any 
statements or opinions regarding future, including future prospects or potential investment returns, may not be realised. 
Mulberry Bow accepts no liability whatsoever for any redistribution of this document or its content to and by third parties. 
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