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Introduction
The term ‘ESG’ has arguably been seen, used and mentioned within 
the investment industry more this year than ever before in response 
to the Covid-19 coronavirus pandemic. And while it has become an 
increasingly familiar phrase to investors, environmental, social and 
governance issues are now seen as a key focus when analysing or 
investing in a company.

From a social standpoint alone, a recent poll of 200 UK IFAs 
(independent financial advisors) found that 78% believe their clients 
would opt to divest from companies they deem to have failed to 
support their employees and wider society through the crisis. Some 
82% also reported an increase in enquiries from investors about 
how their capital can be committed to combat the effects of climate 
change, raise governance standards and improve human rights.1 

These are just some of the many reasons why we felt the need 
to create this ESG guide. Although interest in ESG continues to 
grow, many investors are still confused as to what each aspect 
of it encompasses and how these can best be applied to their 
investment strategies.

In this guide, we explore the importance of each category and analyse 
a range of different issues that ESG investing attempts to tackle, such 
as greenwashing, climate change and the gender wage gap. We also 
include some insights from fund managers within our investment 
firms and answer some of the most common questions asked within 
this area. 

Our aim is to bridge the gap between the growing popularity of ESG 
investing and our client’s understanding of it. Amid ongoing global 
uncertainty, it is easy to get lost in the fog of confusing terminology. 
We hope this guide will give investors a better understanding of many 
different aspects of ESG and help in considering future investment 
decisions in this area.
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1  Wealthadvisor.co: ‘UK IFAs report major rise in ESG allocations since start of Covid-19 
outbreak’, 5 July 2020.



The buzz around ESG1 has got louder amid 
the Covid-19 coronavirus pandemic. Certain 
academics argue there’s value in each component 
of environmental, social and governance (ESG) 
issues when it comes to assessing a company’s 
value and its future prospects. Yet still some 
people argue the E component makes more of 
a financial impact than the others while others 
argue the same can be said of the S and the G. 

Environmental Social Governance
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Which part of ESG 
provides the most long-
term additional value?



1  Environmental, Social and Governance – A set of standards for a company’s operations that socially conscious investors 
use to screen potential investments.

2 Corporate governance is the system of rules, practices, and processes by which a firm is directed and controlled.
3  A business term which implies that the ultimate measure of a company’s success is the extent to which it enriches those 

that invest in its shares – the shareholders.
4 A person, company, or institution that owns at least one share of a company’s stock, which is known as equity.

Newton’s head of sustainable investment 
Andrew Parry believes such arguments are 
moot. ESG, he says, is a set of factors that 
input into company research and financial 
analysis. They cannot be separated. A good 
ESG score, therefore, is not a sufficient 
condition for purchase but a bad one can 
serve to flag increased risks.

For example, Parry notes poor governance2 
is the one many point to as having the 
greatest financial impact. Logically it makes 
sense. A company with poor management 
or which pays little attention to things like 
shareholder value3 could be expected to 
underperform. This is not necessarily so. 
In fact in the case of many US technology 
companies, the opposite is true, according 
to Parry. Such companies achieve strong 
growth and consequently, returns. But many 
do so at the expense of transparency, have 
inexperienced management or even feature 
restrictive or limited voting rights for minority 
shareholders4. 

However, Parry argues the problem of weak 
governance is that it is often just been 
temporarily disguised – and its impact, 
delayed. The moment growth in such a 
company slows, its weak governance will 
hinder management’s ability to recognise 
and react to the problem. This means such a 
company can be negatively impacted twice, 
compounding to hurt its appeal to investors, 
he explains. 

For environmental and social issues, evidence 
of their individual materiality on a company’s 
returns is mixed, across time, regions and 

sectors. However, in recent years evidence 
of the strength of their separate impact 
has started to emerge. Even ahead of the 
Covid-19 crisis, social issues were starting to 
show some impact on financial returns, says 
Parry. However, the lack of standard social 
definitions and a more general lack of data, 
plus variation by regions means evidence of 
its impact alone remains statistically difficult 
to prove, he adds. Similarly, E has been 
standing out but this is largely on climate-
related factors and, again, varies significantly 
across regions. 

Studies have shown the influence of E, S and 
G varies, reflecting changing norms in society. 
In other words, as investors become better at 
calculating the costs of negative social and 
environmental externalities, companies are 
forced to internalise them and they become 
reflected in stock prices. 

Parry claims this is why ESG should be looked 
at with respect to a company’s resilience and 
the relevance of products or services in an 
ever-changing world. 

Did you know?

50% of large funds in 
the US (>US$20bn) have 
incorporated ESG issues 
into investment decisions. 

Source: Callan Institute, 2019 ESG Survey
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Clearly, very few companies have benefited 
from this global crisis. But the way in which 
companies react to it and their outlook for 
the future could enhance or detract from 
previously positive reputations.

Although ESG has been a hot topic in 
investing for some time, we are now seeing 
that how companies deal with ESG factors 
through a pandemic can help us to gauge 
which ones might sink or swim in the future. 

Transparency is a crucial part of this. During 
uncertain times like these, how openly 
companies deal with their projections for 
the future, the treatment of their employees 
and the actions they take to sustain their 
businesses could have an important  
bearing on how consumers view their ethics 
and brands. 

“The crisis has highlighted that ESG is not a 
convenient label to sell financial products, but 
a set of real issues that must be considered 
when assessing the merits of an investment 
decision. How a company responds in a 
crisis tells you a lot about its motivation and 
whether it has a moral compass that guides 
its purpose,” says Andrew Parry, head of 
sustainable investment at Newton Investment 
Management. 

“What the Covid-19 crisis has done is place 
attention firmly on the social dimension of 
ESG, as, first and foremost, this is a human 
crisis. Thus far, the majority of companies 
have behaved well and responded with a high 
level of empathy and compassion. Those that 
haven’t have been quickly on the receiving 
end of public opprobrium through the press 
and social media, potentially permanently 
impairing their reputations.”

Some companies will have no choice but to 
cut costs and therefore lay off employees 
during this time, but those who have a 
benefits or payout programme for their 
employees are not likely to face such harsh 
criticism as those who look at their former 
employees as a burden or liability. 

Beyond this, Covid-19 has also made 
hundreds of thousands of global companies 
change their normal working regimes, 
encouraging staff to work from home for the 
foreseeable future. Like any new experiment 
made without extensive preparation, 
alternative working arrangements bring 
pros and cons. On the positive side, remote 
technology and teleconference applications 
can be a godsend for companies that are 
heavily involved in group communication 
efforts and collaborations. 

The world has arguably changed more in the past year than 
it has throughout the last half-century – from economies 
around the world hitting new lows to some of the world’s 
biggest companies losing serious amounts of money and 
having to make mass redundancies.

Investing in sustainability: 

The power of ESG 
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The downside is that companies must 
find a way to work with any unexpected 
technological issues. Also, for many 
companies, work can be done more efficiently 
when dealing directly with individuals in the 
office instead of waiting to hear back from 
them via technology. 

“Businesses are social enterprises, and we 
thrive on social interaction,” says Parry.  
“What this ongoing experiment has shown 
is that flexible working arrangements can 
work for many businesses and can play an 
important part in providing a good work-life 
balance for many. 

“Yet it has also illustrated that permanent, 
physical absence from the workplace has its 
limitations and leaves an important social 
gap in life. Reflecting on the lessons learned, 
companies will recognise that more flexible 
working patterns that are considerate of the 
home life needs of many of their staff will be a 
great way to retain and motivate people.” 

For many global investors, the integration 
of ESG factors has often been looked at 
as a ‘nice to have but not a ‘need to have’. 
But although ESG has generated a lot of 
interest in recent years, this crisis has shown 
how responsible investing should now be 
considered an essential approach to serving 

clients in the 21st century. Change was  
and still is a challenge for companies – 
through technology, demographics, global 
trade and the climate – and Covid-19 
is a dramatic new manifestation of the 
uncertainties of today’s world. 

“If you don’t integrate ESG into your analysis of 
a company, you’ll have an incomplete picture of 
the opportunities and risks for the enterprise. 
That is why ESG is not a flag of convenience:  
it is finance 101,” concludes Parry.
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Did you know?

The Covid-19 crisis has brought 
some positive news for our 
environment. Satellite images 
from the European Space Agency 
(ESA) and NASA show a substantial 
drop in polluting nitrogen dioxide 
concentrations in many countries. 
In Europe, ESA data shows levels 
were down 50% from mid-March 
to mid-April, vs. the same period 
a year ago, in cities such as Paris, 
Rome, Milan and Madrid.

Source: JP Morgan: ‘Covid-19 shows ESG matters 
more than ever’, 5 August 2020.



 1 BBC. Climate change: Current warning “unparalleled” in 2,000 years. 24 July 2019.

From an investment point of view there are 
a number of companies, sectors and even 
markets that are springing up offering ways 
to “play” this rising movement. One industry 
growing rapidly is renewable energy – finding 
alternative sources for the world’s reliance on 
fossil fuels.

Brock Campbell, portfolio manager at Mellon, 
says: “We believe we are at a turning point 
for renewables. Various types of sustainable 
generation are becoming increasingly 
economical. That bodes well for the next 15 
years. We are going to see more and more 
renewable energy come on stream – not 
just because governments are mandating it 
and consumers want it, but because it’s now 
cheaper than fossil fuels.”

Jim Lydotes, senior portfolio manager of 
Mellon’s global infrastructure portfolios, 
notes the US has even created a new type 
of company to appeal to investors seeking 
exposure to renewable projects. Lydotes 
notes US utilities are huge conglomerates 
with many arms, some of which focus on 

the construction of wind and solar farms. 
Separating these businesses from the 
main utility (creating what are called “yield 
cos”) means they can operate as a separate 
business, yet are still backed by a fully 
regulated utility. Some of these renewable-
farm contracts can be as long as 20 years, 
enabling strong income payments for 
investors, he adds.

Hurdles
The renewables industry is not without its 
challenges though. Wind and sunshine are 
needed to generate electricity, so back-up 
systems are required for renewable grids. In 
the short term, these will still depend on fossil 
fuels. But Campbell believes improved storage 
technology may allow entirely carbon-free 
power generation in the longer term.

Campbell also believes the growth of “green” 
transport areas such as the development 
of electric vehicles (EVs) could also provide 
innovative solutions to wider electricity 
storage and distribution needs.

Scientists have warned the speed 
and extent of current global 
warming is greater than in any 
similar recorded period in the 
past 2,000 years.1 Despite this, 
global efforts to tackle climate 
change are at varying levels of 
success and commitment. 

Did you know?

In the spring and summer of 
2020, renewables helped the 
UK by setting a new record of 
67 days without coal power – the 
longest period of coal-free energy 
production since the Industrial 
Revolution in 1882. 

Source: Business Green. 17 June 2020
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Coming clean
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as at end of 2018 (in % terms).

Source: Irena.org: International Renewable Energy Agency 
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A term formed in the 1980s, greenwashing 
was created when companies professed –  
via media and advertising – to be kind to the 
environment. This is as they actually engaged 
in environmentally unsustainable practices. 
Oil & gas companies were seen as examples 
of this.

Today greenwashing has become more 
sophisticated, aided by the lack of a universal 
definition over what constitutes good 
corporate behaviour and consequently, what 
are eligible investments for funds that use the 
label sustainable or ESG. 

This ambiguity plays into the hands of 
companies purporting to exhibit ESG-friendly 
practices. Companies are aware of the 
premiums they can extract from the market if 
their products or services are deemed green 
or sustainable. However, knowing whether 
or not a company – or fund – really ‘walks 
the walk’ requires in-depth knowledge of 
management quality, supply chain practices, 
corporate culture, labour relations and 
environmental impacts. 

These days that is a complicated analysis. 
There are no common standards across ESG 
investing making it difficult to assess if such 
funds are actually invested in sustainable 
companies or not. 

Newton head of sustainable investment 
Andrew Parry acknowledges the 
greenwashing problem but hopes the 
growing enthusiasm for sustainable and 
ESG investment will ultimately help. This, he 
believes is because more investors will seek 
clearer data and information.

“The growing demand for sustainable 
products provides an opportunity for 
companies to demonstrate ESG is not a handy 
marketing acronym for asset managers but 
an integral part of how a company takes its 
corporate purpose seriously to generate value 
for all stakeholders,” he says.

Are they ethical?
Nevertheless, whether it is mining companies 
making claims about their ethical stance 
or fashionable clothing companies touting 
their position against climate change while 
relying on cheap labour or worse to produce 
their clothes, Parry says there are issues 
with establishing the commitment of some 
corporates against their apparent ESG 
credentials. Language and definitions in this 
area, he adds, remain both confusing and 
problematic.

“People have different interpretations of what 
ESG means. Greenwashing is an accusation 
directed at companies but ESG should never 

With every new trend comes the counterfeiters. Those 
that want to reap the benefits of the increase interest 
in sustainability but not do the actual work. In the ESG 
world this is known as…  greenwashing. 

Keeping it real
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be just about what a company is disclosing 
but what it is actually doing.”

Parry adds that, wittingly or unwittingly, 
those monitoring responsible investments 
are also contributing to the confusion around 
standards. This is because companies such as 
ratings agencies designate ratings based on 
their interpretation of a company’s actions. 

Such agencies produce conflicting metrics 
of analysis which can allow less scrupulous 
corporates to ‘game’ the system in their favour 
to garner high scores for their ESG awareness 
and adoption. And as companies publish 
more and more data in order to get a good 
score, there is a danger such ratings become 
little more than a label or, worse, a box ticking 
exercise, he adds.

 “We are all trying to find better, more 
transparent ways to report activity. It is 
not just about everyone trying to claim 
their virtue– but it is finding a better way 
to be transparent in what companies and 
investment managers can report. This 
would give clients a better understanding of 
exposures in their portfolios so they can then 
make better, more informed choices.” 

More useful, Parry believes, is a deep, warts 
and all analysis of business practices, 
honestly engaging and assessing the 
underlying impacts across the ESG spectrum, 
rather than just relying on potentially spurious 
or misleading ratings, can be helpful in 
establishing a businesses’ true ESG impacts 
and commitments.

Parry says: “One of the easiest ways to spot 
greenwashing is when you find companies 
won’t talk about the negatives involved in 
aspects of their business, only the positives. 
The reality is that measures such as the UN’s 
Social Development Goals only exist because 
there are a whole series of environmental and 
social deficits they were designed to tackle. 

“If you are open and honest about 
commitment to responsible investment 
you have to be prepared to talk about the 
negatives of your business. It is only by being 
honest and open about these downsides 
that you can tackle them and transition to 
a more sustainable way of doing things,” 
he concludes.

“One of the easiest ways to spot 
greenwashing is when you find 
companies won’t talk about the 
negatives involved in aspects of their 
business, only the positives.  Andrew Parry

greenwashing. Did you know?

A 2019 class-action lawsuit against 
a European food giant alleges 
its packaging label claiming 
“sustainably sourced cocoa beans” 
is far from that. The lawsuit claims 
the production of cocoa is helping 
drive massive deforestation in 
West Africa. 

Source: Truthinadverstising.org: ‘Earth Day 2020: 
Companies accused of greenwashing’, 17 April 2020.
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How does a company use natural resources? 
What is the effect of its operations on the environment?

   •  Energy use
   •  Waste
   •  Pollution
   •  Natural resource conservation
   •  Treatment of animals.

‘Social’ represents a company’s 
strengths and weaknesses in 
dealing with social trends, 
labour and politics. A company 
paying attention to long-term 
societal trends may benefit 
from shifts in customer 
preferences. 

•  Labour practices
•  Product quality issues such
    as safety concerns
•  Data security 
•  Supply-chain issues 
•  Geopolitics

Wall Street's biggest underwriter13 of initial public offerings in the US will 
no longer take a company public in the US and Europe if it lacks a director 
who is either female or diverse. 

A company which employs a diverse 
range of employees of different 
ethnicities and age groups will likely 
win over more consumers than a 
company that does not.  

Social 

Why this matters… 

Environmental 

1. Deloitte and Response Global Media Ltd: ‘ESG: Do you or don’t you?’ 11 June 2019
2. Sustainability-times.com: 'Going green will be well worth it for businesses in Europe', 11 April 2019
3. The Guardian. Investors worth$47tn demand worlds biggest polluters back plan for net zero emissions. 14 September 2020
4. European Commission May 2018
5. World Economic Forum. ‘Sustainability and profitability can co-exist. Here’s how.’ 7 January 2020
6. Definition from Investopedia.com, 26 Aug 2020
7. Peoplesafe.co.uk: ‘Health & Safety Statistics for Great Britain 2018/19’, 24 Aug 2020 

8. CNBC.com: ‘The numbers suggest the green investing ‘mega trend’ is here to stay’, 14 Feb 2020
9. HM Government: 'Investing in a better world: Understanding the UK public’s demand for opportunities to invest in the Sustainable 

Development Goals’, September 2019
10. Morningstar: 'Record-Shattering Year for Sustainable Investments', 4 Feb 2020    
11. MSCI All countries World Index against the Universal and SRI versions 
12. FT: ‘Congo, child labour and your electric car’, July 2019; The Guardian: ‘Exploitation in focus’, 16 December 2019
13. A bank or other financial institution that pledges to buy all the unsold shares in an issue of new shares
14. Catalyst: ‘Workplaces that work for women’, 13 March 2020
15. BCG Henderson Institute: ‘How diverse leadership teams boost innovation’, 23 Jan 2018

ESG 97%

94 %

Environmental, Social and Governance. 
These three factors measure the 
sustainability and societal impact of a 
company. Investment professionals use 
such criteria to help analyse a company 
and its future financial performance. So 
why these factors?

of institutional investors 
in Europe are interested 
in ESG investments1 74 %

71 %

120bn€

of global investors plan to 
increase their ESG ETF 
allocation over the next year

56% of those in the UK say they are 
interested in making a sustainable 
investment now or in the future - but that 
figure rises to

EU Investors poured a record 

into sustainable investment options in 2019.10 

Stocks of sustainable companies tend to significantly 
outperform their less sustainable counterparts11

Investment growth October 2015-September 2020

Financial Impact from forest-related risks

Physical
US$3.8 bn

Regulatory
US$478 m

Reputational and markets
US$11.5 bn

Governance 

Why this matters… Why this matters… 

Examples Examples Examples 

Investors must think ‘Why should I trust this company?’ 
and ‘What decisions are they making behind closed 
doors?’  Governance factors indicate the rules and 
procedures for countries and corporations. 

•  A company’s leaders/management strength 
•  Executive pay
•  Internal controls
•  Shareholder rights
•  Diversity 

21-50%

In five years, almost one in 
five global investors said they 
would allocate between 21% 
and 50% of their portfolio to 
ESG funds8 

$

In 2019, a famous Danish toymaker started 
producing pieces made from plant-based 
polyethylene, and are aiming to make all of their 
toy pieces sustainable by 2030.
Source: Forbes: ‘The World’s Most Reputable 
Companies For Corporate Responsibility 2019’, 
17 Sept 2019

In 2011, a global sports and leisure group 
became the world’s first company to publish 
the cost of the carbon emitted and water used 
throughout its supply chain. It helped identify 
ways for the company to reduce water, energy 
and fuel consumption by 60% resulting in 
potential savings of millions of dollars. 
Source: BBC News, 16 May 2011

A UK based food and drink chain offered 
50% off to NHS workers and their 
families for the first couple months of 
the pandemic while also donating food 
to hospitals for doctors and nurses. 
This helped consumers view 
them in a more positive way.
Source: Metro.co.uk, 18 March 2020

A data breach in early 2018 involved the 
private and personal data of more than 50 
million people taken from a social media site.  
This resulted in the social media giant's value 
falling US$120bn in 24 hours – the largest 
single day fall in the history of the US market.
Source: Theverge.com, 4 April 2018

Bank executive bonuses around the time of the financial crisis 
eroding consumer trust.

The diesel scandal. A popular automaker admitting to cheating on 
emissions tests by installing software to detect when the cars 
were being tested. The scandal cost the company billions of euros, 
and most importantly impacted the trust they had with their 
customers and shareholders. 
Source: BBC News, 10 Dec 2015

-60 %
NHS

think environmental 
protection is important.2

70 % 19 %

3  

$100,000  ne  

– annual costs of workplace 
injury in the UK for the 
2018/19 year.7 

of the world’s cobalt - used to power 
smartphones, laptops and electric cars - 
is mined in Democratic Republic of Congo. 
Congolese families are reportedly suing some 
of the world’s largest tech companies, over the 
use of child labour in mining.12

Public companies with all-male 
boards based in California now face a 

under a new state law. 

Companies with more diverse 
management teams have

 higher revenues 
due to innovation.15 

the number of seats women must hold 
on a company’s board to create a 
“critical mass,” which can lead to 
better financial performance.14 £5.2 bn 

Of Europeans:

‘Greenwashing’

Companies with a better ESG track record:
•  produced higher three-year returns, 
•  were more likely to become high-quality stocks, 
•  were less likely to have large price declines, 
•  and were less likely to go bankrupt. 5

– when a company conveys a false impression or provides 
misleading information about how their products are 
environmentally friendly. 6  Eco-Friendly, Gentle, Cruelty 
Free, All-Natural, Organic are buzzwords such companies 
may use. 

for millennials.9

518 global institutional 
investor organisations 
are pressuring 161 
companies to set 

which they will be 
publically analysed by.3  

30 climate measures 
and targets

90%

EU States must collect

and producers need to help 
cover the costs of clean-up for:
• food containers, packets and 

wrappers (such as for crisps 
and sweets)

• drinks containers and cups
• tobacco products with filters 

(such as cigarette butts)
• wet wipes, balloons, and 

lightweight plastic bags.4

of single-use 
plastic drinks 
bottles by 2025

“It takes 20 years to 
build a reputation 
and �ve minutes 
to ruin it.”
Warren Buffett 

Source: Morningstar Direct September 2020.
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•  Labour practices
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    as safety concerns
•  Data security 
•  Supply-chain issues 
•  Geopolitics

Wall Street's biggest underwriter13 of initial public offerings in the US will 
no longer take a company public in the US and Europe if it lacks a director 
who is either female or diverse. 

A company which employs a diverse 
range of employees of different 
ethnicities and age groups will likely 
win over more consumers than a 
company that does not.  
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and its future financial performance. So 
why these factors?

of institutional investors 
in Europe are interested 
in ESG investments1 74 %

71 %

120bn€

of global investors plan to 
increase their ESG ETF 
allocation over the next year

56% of those in the UK say they are 
interested in making a sustainable 
investment now or in the future - but that 
figure rises to

EU Investors poured a record 

into sustainable investment options in 2019.10 

Stocks of sustainable companies tend to significantly 
outperform their less sustainable counterparts11

Investment growth October 2015-September 2020

Financial Impact from forest-related risks

Physical
US$3.8 bn

Regulatory
US$478 m

Reputational and markets
US$11.5 bn

Governance 

Why this matters… Why this matters… 

Examples Examples Examples 

Investors must think ‘Why should I trust this company?’ 
and ‘What decisions are they making behind closed 
doors?’  Governance factors indicate the rules and 
procedures for countries and corporations. 

•  A company’s leaders/management strength 
•  Executive pay
•  Internal controls
•  Shareholder rights
•  Diversity 

21-50%

In five years, almost one in 
five global investors said they 
would allocate between 21% 
and 50% of their portfolio to 
ESG funds8 

$

In 2019, a famous Danish toymaker started 
producing pieces made from plant-based 
polyethylene, and are aiming to make all of their 
toy pieces sustainable by 2030.
Source: Forbes: ‘The World’s Most Reputable 
Companies For Corporate Responsibility 2019’, 
17 Sept 2019

In 2011, a global sports and leisure group 
became the world’s first company to publish 
the cost of the carbon emitted and water used 
throughout its supply chain. It helped identify 
ways for the company to reduce water, energy 
and fuel consumption by 60% resulting in 
potential savings of millions of dollars. 
Source: BBC News, 16 May 2011

A UK based food and drink chain offered 
50% off to NHS workers and their 
families for the first couple months of 
the pandemic while also donating food 
to hospitals for doctors and nurses. 
This helped consumers view 
them in a more positive way.
Source: Metro.co.uk, 18 March 2020

A data breach in early 2018 involved the 
private and personal data of more than 50 
million people taken from a social media site.  
This resulted in the social media giant's value 
falling US$120bn in 24 hours – the largest 
single day fall in the history of the US market.
Source: Theverge.com, 4 April 2018

Bank executive bonuses around the time of the financial crisis 
eroding consumer trust.

The diesel scandal. A popular automaker admitting to cheating on 
emissions tests by installing software to detect when the cars 
were being tested. The scandal cost the company billions of euros, 
and most importantly impacted the trust they had with their 
customers and shareholders. 
Source: BBC News, 10 Dec 2015

-60 %
NHS

think environmental 
protection is important.2

70 % 19 %

3  

$100,000  ne  

– annual costs of workplace 
injury in the UK for the 
2018/19 year.7 

of the world’s cobalt - used to power 
smartphones, laptops and electric cars - 
is mined in Democratic Republic of Congo. 
Congolese families are reportedly suing some 
of the world’s largest tech companies, over the 
use of child labour in mining.12

Public companies with all-male 
boards based in California now face a 

under a new state law. 

Companies with more diverse 
management teams have

 higher revenues 
due to innovation.15 

the number of seats women must hold 
on a company’s board to create a 
“critical mass,” which can lead to 
better financial performance.14 £5.2 bn 

Of Europeans:

‘Greenwashing’

Companies with a better ESG track record:
•  produced higher three-year returns, 
•  were more likely to become high-quality stocks, 
•  were less likely to have large price declines, 
•  and were less likely to go bankrupt. 5

– when a company conveys a false impression or provides 
misleading information about how their products are 
environmentally friendly. 6  Eco-Friendly, Gentle, Cruelty 
Free, All-Natural, Organic are buzzwords such companies 
may use. 

for millennials.9

518 global institutional 
investor organisations 
are pressuring 161 
companies to set 

which they will be 
publically analysed by.3  

30 climate measures 
and targets

90%

EU States must collect

and producers need to help 
cover the costs of clean-up for:
• food containers, packets and 

wrappers (such as for crisps 
and sweets)

• drinks containers and cups
• tobacco products with filters 

(such as cigarette butts)
• wet wipes, balloons, and 

lightweight plastic bags.4

of single-use 
plastic drinks 
bottles by 2025

“It takes 20 years to 
build a reputation 
and �ve minutes 
to ruin it.”
Warren Buffett 

Source: Morningstar Direct September 2020.
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1  The Guardian. Only six countries in the world give women and men equal legal work rights. March 2019.
2  Institute for Fiscal Studies: ‘Sector shutdowns during the coronavirus crisis: which workers are most exposed?’, 5 August 2020.
3  The Guardian. Covid-19 crisis could set women back decades, experts fear. 29 May 2020.
4  McKinsey & Company. Covid-19 and gender equality: countering the regressive effects. 15 July 2020.

Return to gender

Equal pay is enshrined in law in many 
countries, such as the UK, France and 
Canada. However, the difference between 
average hourly earnings for men and women – 
known as the gender pay gap – is prevalent in 
most economies. And in 2020, Covid-19 made 
the situation worse. 

The pandemic has created unimagined 
redundancies, furloughing schemes and pay 
cuts for thousands of companies around the 
world. Against this backdrop, women may 
have been disproportionately affected.

According to global consultant group 
McKinsey & Company, women’s jobs have 
been 1.8 times more vulnerable to this 
crisis than men’s jobs. A study by the UK-
based Institute for Fiscal Studies (IFS), 
shows the same effect. It attributes this 
to the disproportionate percentage of 
women working in the hospitality and 
retail industries, areas hardest hit by 
the pandemic2. In addition, women have 
reportedly borne the brunt of extra childcare 
and housework during lockdowns, creating a 
situation that when lock downs ceased, men 
returned to work while women stayed home.3 

McKinsey’s report notes 
women make up 39% of 
global employment but have 
accounted for 54% of overall 
job losses.4 It states: “in a 
gender-regressive scenario, 
in which no action is taken 
to counter these effects, we 
estimate that global GDP 
growth could be US$1 trillion 
lower in 2030 than it would be if 
women’s unemployment simply 
tracked that of men in each 
sector.”

Although the fortunes of the retail and 
hospitality sectors are starting to improve 
as businesses open again, Newton’s head 
of responsible investment Ian Burger 
believes there isn’t a short-term fix to the 
disparity between the job losses of men  
versus women. 

Covid-19 has brought to the fore the 
importance of managing the S – or 
social side – of environmental, social 
and governance (ESG) aspects, and in 
particular, how human capital is managed. 
Burger says companies need to ensure 

The global economy could be enriched by about 
US$160 trillion if women earned as much as men, 
according to research by the World Bank. And yet 
in 2019, only six countries in the world gave women 
and men equal legal work rights (Belgium, Denmark, 
France, Latvia, Luxembourg and Sweden).1 
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cultural gender biases do not exist 
and that they promote equal 
opportunity employment policies 

and practices moving forward. 

Burger believes the Covid-19 
gender divide increases the 
urgency with which diversity 
in the workplace should 

be addressed. Investors, 
he adds, can help play a 
valuable role in fixing this 

by actively voting on shares 
they hold to influence corporate 

behaviours. 

Aside from the wage gap, the 
issue of diversity runs through 

a range of different sectors and industries, 
with financial services just one sector of 
employment that has historically employed 
considerably more men than women in 
senior management positions. 

In this instance, Burger believes first and 
foremost more can be done with respect 
to promoting jobs across genders – in 
financial services as well as in other sectors. 
“Promotion within formal educational 
systems is the obvious starting point and 

one that appears neglected; it is arguably 
where gender bias begins,” he says.

“Industry-specific action plans are required 
to understand and address the causes and 
solutions that can tackle gender inequality. 
There will be and should be shared learnings 
that cut across industries so a degree of 
coordination is also required.”

The McKinsey report goes on to suggest that 
taking action now to advance gender equality 
could be valuable, adding US$13 trillion to 
global GDP in 2030. Taking action only after 
the crisis has subsided rather than now—
would reduce the potential opportunity by 
more than US$5 trillion, the report states. 
“The cost of that delay amounts to three-
fourths of the total global GDP we could 
potentially lose to Covid-19 this year.”

Commenting on the need to address a 
changing business climate Burger says: 
“Companies both new and old need to be 
acutely aware of the viability of their business 
approach and ask themselves, truthfully, if 
their strategy, and also business model, is 
relevant and resilient – the value of good 
governance – including gender diversity 
– is even more apparent as we see those 
companies that have managed their risks  
well and identified opportunities in this 
changing environment.”

SHARE OF EMPLOYEES IN SHUT-DOWN SECTORS, BY GENDER AND AGE

Source: Institute for Fiscal Studies, as at August 2020 

Under 25
0

10

20

30

40

25-34 35-44 45-54 55-64 65 & over All

S
ha

re
 in

 s
hu

t-
do

w
n 

se
ct

or
s 

(%
)

15Explaining the ES&G of responsible investment

Men Women



Breaking 
the myths



With responsible investing and environmental, social and 
governance (ESG) factors getting more attention now than 
ever before, it’s important to demystify some of language 
involved and explore some of the questions that arise when 
looking at this area of investing.

Why is ESG investing important?
For a range of reasons. For some it’s because 
investors want to play their part in building 
a fairer, more sustainable world – and they 
understand the importance of environmental, 
social and governance issues in creating that. 
But there’s also an increasing body of evidence 
that suggests a focus on ESG considerations 
can boost a fund’s performance. Certainly it 
may help avoid exposure to problems that can 
lead to falls in a company’s value. Just look at 
corporate scandals – from oil spills to data 
breaches – to see the damage caused to share 
price of their businesses. In some cases they 
can even go out of business. 

What is an ESG fund?
An ESG fund is an investment portfolio in which 
environmental, social and governance factors 
have been integrated into the process used to 
buy and sell companies (or in the case of  
bonds1, the debt of companies). This means  
the selections of stocks and companies in  
the fund have usually passed tests or have  
been analysed on how sustainable they are  
regarding ESG. 

However, fund management groups don’t all 
follow the same process so just because a fund 
has a label denoting it as sustainable or an 
ESG one, doesn’t mean it has used as vigilant a 
process as another. 

Does an ESG fund mean it’s environmentally 
friendly? Are they like ethical funds?
Not necessarily. ESG are factors in analysing 
companies. They are not moral judgements on 
what the company does as a business.  

One fund, for instance, might avoid any company 
engaged in the oil and gas sector; another might 
invest in those kinds of companies as long as 
they’re working towards sustainable solutions.

And the environment is just one aspect of ESG. 
Some companies you may not consider to be 
environmentally friendly but are well-rated 
when it comes to their social or governance 
actions. 

Is a fund that invests in say, renewable 
energy, using ESG?
Perhaps. It is difficult to say. Not all funds use 
ESG factors as a way to analyse companies. 
And just because a fund may look as if 
it is invested in so-called environmental 
companies, it doesn’t mean they score highly 
on an ESG basis. For instance, a coal company 
may be implementing strong social and 
governance policies whereas a renewable 
energy group may be employing practices not 
considered highly through an ESG lens.

What is responsible investment?
Responsible investment is an approach that 
recognises and takes into consideration the 
importance of ESG factors. The latter is a 
component of the former – if responsible 
investment was a house, ESG would be a 
room in it. 

Investors adopting this approach believe 
the generation of long-term sustainable 
returns depends on stable, well-functioning 
and well governed environmental, social 
and economic systems. They also show 
stewardship as they promote active 
ownership on behalf of the clients.

1    Bonds: A loan of money by an investor to a company or government for a stated period of time in exchange for a fixed 
interest rate payment and the repayment of the initial amount at its conclusion.
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What is sustainable investing and how does 
it differ from impact investing?
Back to the house – sustainable investing 
is often synonymous with responsible 
investments and just as ESG was a room, so 
too is impact investing. With impact, the focus 
is on companies with products and services 
intentionally designed to tackle an underserved 
societal need. The aim is to generate a financial 
return alongside a measurable, beneficial social 
or environmental impact. 

A fund labelled ESG or sustainable can 
hold those companies seen to fall under 
the definition of impact but the scope of 
permissible names is far wider. While impact 
investing is a growing and popular area, at the 
moment, measuring the “impact” of a company 
is often considered more of an art than a 
science.

What is active engagement?
This is when owners of a company’s shares or 
bonds – investors – talk with its management 
to try to persuade the adoption, or cessation 
of certain actions. In ESG terms, that might 
mean persuading them to take climate change 
seriously, or to have more diversity on their 
boards. It could also mean rejecting a CEO’s pay 

package or persuading a company to be more 
open about its working practices. 

In this way, owners of shares in a company – or 
owners of its debt – have significant powers to 
influence behaviours. Think of it as the power to 
nudge a company to act in a more responsible, 
sustainable way.

How can I compare one ESG fund  
with another?
Not easily. You can compare their performance, 
certainly. But even if they are invested in 
the exact same market, they may have two 
completely different approaches to ESG 
analysis. For instance, one may have an in-
house team that specialises in it; another may 
invest only in those constituents of an ESG 
index. This would give the two funds far different 
universe of companies from which to select.

However, governments and regulators 
worldwide are recognising this problem. Work 
on a common set of standards is underway in 
many places, which would help investors to get 
more information and greater transparency.
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Is ESG just applicable to developed markets? 
Not necessarily. Some managers try and review 
companies within the context of their market 
rather than compare them across countries. So 
a company in France might be more progressive 
in its ESG actions than one in say, Indonesia. 
But in comparing two similar companies in 
Indonesia, there is one that might score more 
highly than the other. 

Many emerging markets do have less developed 
institutional frameworks and their political 
environment may be more complex. They 
may also have different social norms (such 
as sharing personal data with governments) 
and disclosures may vary significantly across 
markets. This is why investors should look to 
see the approach being taken in any prospective 
ESG fund.

What are SDGs? Why do they matter?
Sustainable Development Goals (SDGs) 
are 17 specific measures of economic 
development designed to maintain a balance 
of environmental and social needs and address 
shortfalls in areas such as poverty and gender 
equality. These UN-backed aspirational goals 
are aimed at making the world a better place 
by 2030. They include: zero hunger, no poverty, 
affordable and clean energy and quality 
education.

Today some investment funds have been built 
around these goals, investing in companies  
that aim to make the aspirations in the SDGs  
a reality. Again, as ESG and impact are rooms  
in the house of responsible investment, so  
too is SDG.

What is the importance of the Paris Accord 
(Agreement)?
It is an important international treaty designed 
to tackle climate change. The agreement came 
into effect in November 2016. Its central aim, 
driven by concerns over global warming, is to 
strengthen the international response to the 
threat of climate change by keeping a global 
temperature rise this century well below two 
degrees Celsius above pre-industrial levels 
and to pursue efforts to limit the temperature 
increase even further to 1.5 degrees Celsius. The 
agreement was signed by 197 countries parties 
and ratified by 187.*

*As of November 2019. Source Encyclopaedia Britannica. 2020
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There are new types of investments being created all the 
time. These days many are being targeted at the socially 
conscious investors. They aim to make you money while 

also supporting well-meaning initiatives, causes or projects 
in areas like climate change. 

20 Explaining the ES&G of responsible investment

In recent years there has been a growing 
number of so-called green bonds. In 
exchange for your investment, green bonds 

aim to repay your capital at a certain date and 
in the meantime, pay interest. The money they 
raise is earmarked for climate change related 
and environmental projects.

The latest trend in this space is social  
bonds. They operate in a similar fashion to 
green bonds but instead use their proceeds to 
fund new and existing projects with positive 
social outcomes. 

Proceeds from social bonds are channelled 
to projects that provide access to essential 

services like healthcare, education and 
financial services, affordable housing, and 
basic infrastructure such as sanitation, 
transport, and clean drinking water. 

A particularly attractive feature of social 
bonds is flexibility. Such instruments allow  
for a much broader range of projects than 
green bonds. Increased demand for social 
bonds may also be attributed to familiarity: 
some investors may be more used to the 
concepts of socially responsible issues than 
those of green bonds. 

In the year to 27 May 2020, global markets 
saw social bond issuance of US$30.4bn. 

Socially mobile



1   SPglobal.com: ‘A Pandemic-Driven Surge In Social Bond Issuance Shows The Sustainable Debt Market Is Evolving’, 22 June 
2020

2   Natixis Beyond Banking: ‘Unédic issued the two largest social bonds ever in the midst of the covid-19 crisis’, 12 June 2020
3   S&P Global Ratings. A Pandemic-Driven Surge In Social Bond Issuance Shows The Sustainable Debt Market Is Evolving. 

22 June 2020. 
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These were in areas such as housing, 
healthcare and employment and their recent 
growth spurt echoes a previous growth trend 
in so-called green bonds. 

According to Insight Investment, through 
2020, there has been an uptick in Covid-19 
related social bonds.1 In March 2020, the 
International Finance Corporate (IFC) issued 
its largest ever social bond to finance its 
response to the coronavirus. Insight notes 
Unédic, the French unemployment agency, 
issued two separate €4bn social bonds in May 
and June 20202 while the African Development 
Bank also launched a US$3bn “Fight 
Covid-19” social bond in 2020.3 

The International Capital Market Association 
(ICMA) has highlighted the relevance of 
social bonds in addressing the Covid-19 
pandemic and provided additional guidance 
for eligible social projects. These now include 
coronavirus-related health care and medical 
research, vaccine development, and medical 
equipment investments. 

The increased scope of eligible projects is 
likely to encourage issuers to become more 
active in the space, says Insight. 



1  www.Imf.org: ‘Prolonged Uncertainty Weighs on Asia’s Economy’, 17 June 2020
2  Unenvironment.org: ‘Our impact in Asia Pacific’, 3 June 2020

22 Explaining the ES&G of responsible investment

Eastern 
promise?

Asia pacific is the fastest growing region in 
the world1 and with that, rapid growth comes 
opportunity and challenge. Although the pre-
Covid-19 economic boom lifted many people 
and countries in the region out of poverty, 
it has also contributed to environmental 
degradation and rapid urbanisation, resulting 
in a rising demand for resources and growing 
health concerns. 

Despite the challenges many countries 
and companies in Asia face, it has been the 
home to many innovative practices. Bhutan’s 
Gross National Happiness (a holistic and 

sustainable approach to development,  
which balances material and non-material 
values Thailand’s sufficiency economy and 
China’s strong economic growth prior to 
Covid-192 are just a few examples of this.  
The growth potential in Asia is a major reason 
why western investors look to capitalise on 
this region.

The region is also known for its potential 
for renewables. Global consultancy EY’s 
Renewable Energy Country Attractiveness 
Index (RECAI) ranked seven Asian countries 
among the globe’s most attractive markets 

As time goes by, regions around the world are 
seeing the importance of integrating ESG into 
their investment practices. Europe still remains 
at the forefront, but the Asia pacific region is 
picking up the pace. 
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TOTAL CAPITAL EXPENDITURE IN ASIA PACIFIC (EX. CHINA)
Source: ‘Rystad: ‘E&P’ is exploration and production’, September 2020.
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for renewable energy sources including wind 
power, hydropower and solar energy. 

In addition the generation known to be 
the most environmentally conscious and 
interested in sustainable measures is the 
millennial cohort, and 86% of this grouping 
live in EM countries, an important aspect for 
investors to consider. 

According to Insight Investment portfolio 
manager Rodica Glavan, EM millennials are 
known to be more affluent, better educated 
and have different perspectives and priorities 
than their parents’ generation which tend 

to sacrifice present consumption for future. 
“They will also become the largest part of the 
workforce and will be a very important force 
in terms of shaping consumer spending and 
company policy,” she says.

Looking towards the future, the renewables 
sector in this continent could become a key 
market to watch and could offer significant 
new investment potential in the future.
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