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A Moral Movement: What You Need to Know in 5 Minutes
ESG or sustainable investment strategies have attracted considerable interest from investors recently,
with total assets under management growing at an extraordinary rate (see Exhibit 1). We discussed this
movement with the investment professionals at Morningstar Investment Management, to learn more
about investing in a way that incorporates environmental, social, and governance elements.
Exhibit 1 Sustainable Investing: A Decade of Growth

Source: Morningstar DirectTM. Data as of 31 March 2019.

What is sustainable investing?
Sustainable investing marries the traditional economic approach (aiming for the best risk-adjusted
returns) with a desire to improve corporate practices and benefit society and the environment. It’s come
in many forms and by many names over the years, but today the focus is squarely on investment return
while still striving to do good.
“ESG” is the hallmark acronym, which refers to environmental, social, and governance factors that
investors use to evaluate a company. Performing well in these areas can benefit society, but it can also
help reduce the risks a company passes on to its equity and bond investors. Environmental factors might
include how well a company reduces the pollution it creates, the water it uses, or the carbon it emits.
Social factors may include supply chain management, wage standards, or diversity policies. And
governance includes corporate board structure, executive pay, prevention of bribery and corruption.
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Exhibit 2 Sustainable Investing Considers Environmental, Social, and Governance Factors
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Source: Morningstar Research Services.

Risks to investors are easy to recall—think about BP’s Deepwater Horizon oil spill in the Gulf of Mexico
in 2010, Nike’s sweatshop scandal in the 1990s, or, more recently, Facebook’s data privacy scandal. ESG
investors seek to avoid these risks by divesting from or engaging with companies with poor practices.
What are some of the benefits of sustainable investing for an investor?
Many investors care about ESG issues and want to invest in a way that reflects their views. Sustainable
investing seeks benefits for society, supporting things like environmental responsibility, employment
equality and transparency regarding corporate affairs. But it aims to accomplish these benefits while
delivering returns similar to those of traditional strategies. Bad corporate behaviour on ESG issues can
hurt shareholder value, but sustainable investing seeks to reduce ESG risks and deliver strong
performance.
What are some benefits of sustainable investing?
We believe it can be a differentiator—you may reach different clients than you otherwise would have
without considering sustainable portfolios. Given the huge influx of investor cash into sustainable
investments, it seems like a warranted addition to an investors’ opportunity set.
Also, it may help behaviourally, incentivising an investor to remain invested through good times and
bad—ultimately helping to achieve financial goals. That is, sustainable investing holds a dual goal of
doing good and investing well, so an investor may be more dedicated to their portfolio and stand by
their investments so as to not affect funding projects or companies they believe in.
How does someone invest sustainably? What are some pitfalls?
Sustainable investing requires an additional layer of data and analysis than traditional strategies use.
ESG analysts evaluate a company on a range of factors, typically rolling up those scores into simple
metrics that investors may use when making investment decisions.
This data is available mostly for public companies, although the quality of data is better in developed
markets than emerging ones. The limited availability of good ESG data has been somewhat of a stumble
for ESG investors in the past, but things have improved greatly.
Today, practically all major asset classes are available to ESG investors via mandated funds. Also,
investment managers have grown significant in-house expertise, adding ESG-focused analysts and
specialists to do for proprietary research (in addition to ESG data from providers like MSCI or
Sustainalytics), and help with board/executive engagement and proxy voting.
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Why are Morningstar launching ESG managed portfolios in the U.K. and U.S.? And why might an
investor choose to invest in an ESG managed portfolio?
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The managed portfolio structure allows for a number of benefits for ESG investors. First, it can provide
diversified investment exposure to ESG-friendly assets. That means not just investing in a U.K. or U.S.
equity fund but having broad diversification within equities and bonds. This allows an investor to make
the entire portfolio ESG-friendly while being able to help improve risk and return with a larger
investment universe.
Also, managed portfolio providers can do deep dives into both actively managed funds and passive or
so-called smart-beta ETFs that weight companies based on ESG credentials rather than company size.
There’s considerable knowledge and insight among some very capable ESG portfolio managers out
there, but you have to be able to find them. Doing so can bring a diversification of ESG philosophies to
bear on an investment process, which we believe can be very helpful. With the Facebook example, some
fund managers might exclude this company from their portfolio due to governance issues, while others
might relish the chance to invest and push for changes at the firm. We believe this diversity creates a
more robust ESG approach and better portfolio outcomes.

K

Further information
Please contact your Financial Adviser for further information.
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Since its original publication, this piece may have been edited to reflect the regulatory requirements of
regions outside of the country it was originally published in.
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About Morningstar, Inc.
Morningstar, Inc. is a leading provider of independent investment research in North America, Europe,
Australia, and Asia. The company offers an extensive line of products and services for individual
investors, financial advisors, asset managers, retirement plan providers and sponsors, and institutional
investors in the private capital markets. Morningstar provides data and research insights on a wide
range of investment offerings, including managed investment products, publicly listed companies,
private capital markets, and real-time global market data. The company has operations in 27 countries.
About the Morningstar Investment Management Group
Morningstar's Investment Management group, through its investment advisory units, creates investment
solutions that combine award-winning research and global resources with proprietary Morningstar data.
With more than USD$210bn in assets under advisement and management as of 31 March 2019,
Morningstar's Investment Management group provides comprehensive retirement, investment advisory,
and portfolio management services for financial institutions, plan sponsors, and advisers around the
world.
Morningstar's Investment Management group comprises Morningstar Inc.’s registered entities
worldwide including: Morningstar Investment Management LLC; Morningstar Investment Management
Europe Limited; Morningstar Investment Management South Africa (Pty) Ltd; Morningstar Investment
Consulting France; Ibbotson Associates Japan, Inc; Morningstar Investment Adviser India Private
Limited; Morningstar Investment Management Asia Ltd; Morningstar Investment Services LLC;
Morningstar Associates, Inc.; and Morningstar Investment Management Australia Ltd.
Important Information
The opinions, information, data, and analyses presented herein do not constitute investment advice; are
provided as of the date written; and are subject to change without notice. Every effort has been made to
ensure the accuracy of the information provided, but Morningstar makes no warranty, express or implied
regarding such information. The information presented herein will be deemed to be superseded by any
subsequent versions of this document. Except as otherwise required by law, Morningstar, Inc or its
subsidiaries shall not be responsible for any trading decisions, damages or losses resulting from, or
related to, the information, data, analyses or opinions or their use. Past performance is not a guide to
future returns. The value of investments may go down as well as up and an investor may not get back
the amount invested. Reference to any specific security is not a recommendation to buy or sell that
security. There is no guarantee that a diversified portfolio will enhance overall returns or will outperform
a non-diversified portfolio. Neither diversification nor asset allocation ensure a profit or guarantee
against loss. It is important to note that investments in securities involve risk, including as a result of
market and general economic conditions, and will not always be profitable. Indexes are unmanaged and
not available for direct investment.
This commentary may contain certain forward-looking statements. We use words such as “expects”,
“anticipates”, “believes”, “estimates”, “forecasts”, and similar expressions to identify forward-looking
statements. Such forward-looking statements involve known and unknown risks, uncertainties and other
factors which may cause the actual results to differ materially and/or substantially from any future
results, performance or achievements expressed or implied by those projected in the forward-looking
statements for any reason.
The Report and its contents are not directed to, or intended for distribution to or use by, any person or
entity who is not a citizen or resident of or located in any locality, state, country or other jurisdiction
listed below. This includes where such distribution, publication, availability or use would be contrary to
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law or regulation or which would subject Morningstar or its subsidiaries or affiliates to any registration
or licensing requirements in such jurisdiction.
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For Recipients in Dubai: The Report is distributed by Morningstar Investment Management Europe
Limited Dubai Representative Office which is regulated by the DFSA as a Representative Office.
For Recipients in Europe: The Report is distributed by Morningstar Investment Management Europe
Limited, which is authorised and regulated by the Financial Conduct Authority to provide services to
Professional clients. Registered Address: 1 Oliver’s Yard, 55-71 City Road, London, EC1Y 1HQ
For Recipients in South Africa: The Report is distributed by Morningstar Investment Management
South Africa (Pty) Limited, which is an authorized financial services provider (FSP 45679), regulated by
the Financial Sector Conduct Authority.
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