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WHERE TO START

Set out on your SI journey, add SI assets to an existing portfolio, or commit to a full switch

Dip Your Toe in SI

More investors are expressing interest in
sustainable investing but they aren’t sure where
to start. How to sort through all the data about
environmental, social and governance (ESG)
criteria? Which sources to trust? What kinds of
assets? How to truly make a difference?

While it may seem overwhelming, the good
news is that sustainable investing is, in many
ways, just investing. We believe you can build a
personalized portfolio that reflects your values
and doesn’t sacrifice on returns. That’s because
sustainable assets are highly diversified and
tend to be high in quality .

A growing number of consumers are voting with
their pocketbooks in favor of sustainability, choosing products and services that
respect the environment, society and good corporate governance as witnessed by
the fact that sustainability-marketed products accounted for half the growth in
sales of consumer packaged goods over the five years to 2018 . Young people with
robust incomes—including Millennials, HENRYs (High-Earning, Not Rich Yet) and
Gen Z—might also want to invest their money in sustainable assets. But where to
start?

Think about the environmental, social and governance (ESG) issues that companies
might face before you decide on your investments. You can also choose assets that
might help solve some of the most pressing challenges in the world, especially in
the realms of climate change, water scarcity, pollution and waste, people, products
and services and governance. It’s called sustainable investing.

“I think it’s common sense,” says Michaela Seimen Howat, Sustainable Investing
Strategist, Chief Investment Office at UBS. “Sustainable investing aims for the same
thing as traditional investing: returns. You want to look at every possible factor that
can impact returns. Today, it is estimated that 80% of companies’ value is in
intangibles ,” like brand and reputation—the very things that are negatively affected
by scandals around environmental practices, workplace and supply chain or bad
accounting. “Sustainable investing provides additional ways to capture and assess
this information to improve investment analysis.”

Know your objectives

Investors don’t need to know everything about sustainability or about investing.
What they do need to know are their sustainability objectives, how much risk they
want to take and which asset classes they want to invest in, Ms. Seimen-Howat says.
The universe of sustainable asset classes continues to expand, currently dominated
by equities, followed by fixed income, like green bonds, and with alternatives like
private equity, hedge funds and structured products becoming increasingly
important. You can construct a portfolio of individual stocks or bonds or buy
sustainable mutual funds or exchange-traded funds. Engagement strategies are
particularly interesting, because fund managers directly engage the management of
companies by joining their boards and/or using proxy voting to steer them toward
more sustainable practices and open a dialogue for further progress. Choosing any
of these options would enable you to dip a toe into sustainable investing, without
significantly altering your existing portfolio.

Sustainable investing uses different strategies to achieve investors’ goals. Exclusion
is the oldest strategy—withholding investment from companies whose businesses
an investor is strongly opposed to. Integration uses ownership as leverage to signal
to companies that they are doing well or need to continue to improve. Impact
investing is the most hands-on approach, giving investors “the possibility to
measure and verify the impact achieved with every invested dollar,” Ms. Seimen-
Howat says.

No sacrifice on returns

Based on our research and looking at ESG returns across the board, there are now
enough asset classes and strategies to create diversified sustainable investment
portfolios that produce comparable returns to conventional investing. “There’s
absolutely no sacrifice on returns with sustainable investing,” Ms. Seimen-Howat
says. Much of the reason comes down to risk management—companies that score
well on ESG tend to be better run and pay attention to the other details of their
businesses, lowering their tail-risk. “They’re quality companies,” she says.

We believe high asset quality and reduced volatility explain why sustainable
strategies have reached over $30 trillion. “In the long run, it can help protect a
portfolio,” she says.

The wealth of ESG data, however, can lead individual investors astray if they try to
go alone. “There are more things that feed into the evaluation,” Ms. Seimen-Howat
says. “It’s a mix of financials plus ESG plus business expertise. Which asset is better
than another is not always a binary black and white.” Investors in the near future
won’t even talk about sustainable investing, Ms. Seimen-Howat predicts. “There
won’t be a difference between sustainable and traditional investing. Everything will
be sustainable.”

 «Sustainable investing after Covid-19» UBS, May 2020
 https://hbr.org/sponsored/2019/11/is-sustainable-investing-moving-into-the-mainstream
 https://www2.deloitte.com/us/en/insights/topics/social-impact/going-from-good-to-great.html
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Run an SI Portfolio Alongside Your Existing
Investments

Companies that are meticulous about best
practices in environmental, social and
governance (ESG) areas tend to be meticulous
about their businesses in general. Investors can
invest with a sustainable lens alongside their
existing portfolios to compare and contrast
financial returns and hedge against potential
governance and reputational risks.

Investors can experience the potential portfolio
benefits of sustainability by choosing to run a
diversified portfolio, which incorporates
sustainability considerations alongside their
existing investments. If you are on the fence
about completely switching to a sustainable
portfolio, this approach may help increase your
confidence while aligning your financial goals with sustainability objectives.

Sustainable investing drives capital to companies who manage their environmental,
social and governance (ESG) risks and opportunities better than peers, who aim to
improve their sustainability performance, or whose products and services improve
the environment and society. From what we’ve seen, choosing the best companies
for sustainability is good for portfolio results as well.

In fact, during the seesaw of the first half of the year, sustainable investing
strategies held up both through downturn and recovery . Sustainable investment
provided a defense amid uncertainty and volatility around the Covid-19 pandemic
in the first quarter of 2020. And during the sharp recovery of the second quarter,
sustainable investment funds outperformed their peers .

“Companies that are doing right by the environment, society and corporate
governance usually are doing right on other fundamentals,” says Michael Baldinger,
Global Head of Sustainable and Impact Investing at UBS Asset Management. “It isn’t
just sustainable equities. Fixed income and thematic indexes also performed
strongly in the first half of 2020.”

SI performance

ESG indexes have largely outperformed their conventional equivalents in the first
half of this year . At the height of the market dislocation and widened risk
premiums, green and multilateral development bank bonds provided a defensive
strategy in a diversified portfolio .

Sustainable investing has come a long way from its origins of saying no—excluding
from a portfolio those companies engaged in controversial activities such as
tobacco or arms. Today, sustainable investing covers a whole universe of asset
classes, not just equities but also fixed income and alternatives such as private
equity, private credit and real estate. Investors also can find opportunities in
longer-term themes, such as population growth and urbanization. They can
personalize their portfolios according to their values and even get involved with
companies’ management to encourage progress.

Engagement is proving to be more influential than exclusion: it puts investors and
companies in a two-way dialogue, with the goal of improving transparency and
business performance, in terms of ESG issues, strategy, risk management and
capital allocation. Engagement can take different forms, from choosing to invest in
best-in-class leaders on ESG criteria, to fund managers using proxy votes or taking
seats on boards, to individual investors getting involved with the management of
the companies they’ve invested in.

“The way to be heard is to have a seat at the table,” Mr. Baldinger says.

Target the issues

“Private capital is huge. In the next 20 years, 460 billionaires will hand down $2.1
trillion to their heirs ,” Mr. Baldinger says. “The United Nations’ Sustainable
Development Goals and private-wealth investors generally share the same long-
term investment horizon. Sustainable investing is making a real difference. It’s
getting capital to important innovations and projects that improve the
environment and society.”

The explosion in sustainable investing—to $30.7 trillion at the start of 2018, a 34%
increase in two years —is feeding a virtuous cycle of both companies and investors
recognizing the importance of ESG issues and creating even more opportunities for
sustainable investment. In fact, the added transparency of responding to ESG
criteria can be an extra benefit. Sustainability-related scandals tend to have a
financial impact on companies, which sustainable investing aims to filter out.

“Sustainable investing isn’t something where you take a financial hit in order to
hold up your values,” Mr. Baldinger says. Investors are increasingly considering
sustainability when allocating capital. SI strategies and investment products offer
choice across asset classes and geographies. “It’s very mainstream, very diversified,
and returns tend to be comparable to traditional portfolios . As people recognize
the importance of ESG factors to the bottom line, sustainable investing is proving
to be a smart choice.”

 https://www.morningstar.com/articles/991091/sustainability-matters-sustainable-stock-funds-held-their-own-in-second-quarter-rally
 https://www.bloomberg.com/news/articles/2020-09-04/sustainable-debt-fund-growth-beats-equities-after-virus-boost
 https://seekingalpha.com/article/4372585-esg-in-fixed-income-from-niche-to-mainstream
 UBS “Sustainable investing after COVID-19”, May 2020
 UBS White Paper: Mobilizing private wealth for public good
 http://www.gsi-alliance.org/wp-content/uploads/2019/06/GSIR_Review2018F.pdf
 UBS “Sustainable investing after COVID-19”, May 2020
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Completely Switch Your Investments to SI

There are more sustainable investment choices
than ever to align with your priorities, allowing
you to create a diversified portfolio across asset
classes. The universe of sustainable investments
spans bonds, equities and alternative
investments including private equity, private
credit, real estate and infrastructure. This
diversification enables risk and return for
investing sustainably that is comparable to that
for traditional investment portfolios. We believe
that incorporating environmental, social and
governance considerations into your
investments is consistent with generating
financial returns.

Two things are key to investing successfully for
the long term: relevant information and diversification. Sustainable investing makes
the most of both. In fact, investors can construct fully diversified portfolios entirely
from sustainable investing exposures.

In equities, for example, investors can use data-driven approaches to identify best-
in-class environmental, social and governance (ESG) leaders across sectors and
geographies, or they can choose companies that actively address ESG-related
improvements within their business models and operations. Green bonds have
emerged as a frontier strategy in fixed income, where investors fund environmental
projects within mainstream companies. Debt from multilateral financial institutions
like the World Bank provides government bond-like risk/return while financing
impactful projects in emerging markets. Investing in SI-aligned structured products
takes advantage of short-term market opportunities, while investing in private
companies with impact focus (for example, via private equity funds) aims at
creating long-term impact and financial returns.

Sustainability matters

Prudent investors consider all the factors that could affect the future prospects of
their overall portfolio as well as each of the underlying investments. For too long,
ESG issues were considered non-financial in nature. Many investors now
acknowledge that these factors can be material and highly relevant to investment
analysis.

“Forward-looking investors recognize that risks like climate change can impact
portfolios, while issues like employee health and safety or workforce management
can affect corporate financial performance,” says Andrew Lee, Global Head of
Sustainable and Impact Investing, UBS Global Wealth Management. “Whether
you’re motivated by sustainable outcomes or not, all investors need to consider
environmental, social and governance issues which could have financial
implications.”

The broader trends

Part of the momentum is propelled by broader trends. Consumers increasingly
demand sustainable products and services. New regulations create potential
opportunities for companies in certain sectors, such as the European Green Deal,
which prioritizes directing pandemic recovery spending to rebuilding with the aim
that the European Union will be carbon neutral by 2050. Finally, corporate
performance on issues such as pollution or employee treatment can impact
profitability and financial performance; incorporating assessment of these ESG
factors is key to thorough risk/return analysis.

Sustainable investing has expanded beyond equities to fixed income, including
green bonds and bonds from multilateral development banks, and alternatives
such as private equity, private credit and real estate. Investors also can choose
thematic investing, which focuses on topics like health care access or waste
management. For example, a portfolio built around the waste theme can include
companies that directly address waste, bonds for waste management or recycling
projects, and/or companies that outperform on waste and pollution metrics.

“Investors are demanding and driving sustainable investing,” Mr. Lee says.

Awareness is growing

Meanwhile, the Covid-19 pandemic has accelerated awareness of the relevance of
ESG factors for investors. From potential root causes to the clear economic and
financial implications of the health crisis and the resulting lockdowns, the linkages
are increasingly clear to many observers. In particular, Covid-19 has brought to the
fore the increased importance of health care and many other social issues, such as
how companies approach topics like employee health and safety or workforce
reductions.

During the first half of 2020 in which there was significant market volatility resulting
from the spread of Covid-19, sustainable investing funds experienced inflows,
compared with outflows for conventional funds .

“Our clients continue to increase their sustainable investment exposures, in many
cases doing so across their entire portfolios” in reaction to Covid-19, Mr. Lee says.
“This is a continuation of the strong momentum we have seen in recent years.”

 https://www.cnbc.com/2020/06/07/sustainable-investing-is-set-to-surge-in-the-wake-of-the-coronavirus-pandemic.html
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ASSET CLASSES

Learn how to move into SI through equities, fixed-income and private investment

Sustainable Fixed Income

ESG CRITERIA

From climate change, water and waste to people and products, invest to reflect SI values

Climate Change

INVESTMENT STYLES

Will actively managed or passively managed SI suit you best? Explore both paths

How to do actively managed SI

Active Managers Are Picky About Sustainable
Assets.
Picking stocks is a difficult science. Sustainable
investing takes into consideration not only
financial analysis but also environmental, social
and governance (ESG) factors. A UBS expert
explains how active managers deploy a large
toolkit to select and engage with sustainable
investing assets.

Q&A with David Hochuli, Senior Fund Research Analyst, UBS

What are the advantages and disadvantages of active management for
sustainable investing?

Q
There’s not much of a difference on how we approach investing with an ESG
focus versus traditional active funds.

But I think the active management can grab ground against passive because
passive investments follow an index. ESG ratings are not the “holy grail” and
are criticized by academia and others. The data isn’t highly correlated—a
company can score well on one index and poorly on another. It’s still a very
young field.

Active managers who have time, resources and options can dig deeper and
get better solutions for client outcomes. They can actively work with
companies they are invested in with regard to improvement.

I definitely think active shareholder engagement is a virtuous circle. No
corporation is perfect. There are always angles that could be improved, or
new innovation comes to the plate.

A

What kind of investor is active management best suited to?Q
If you are very short-term oriented, costs matter a lot to you and you link
returns to benchmark performance, then you are better suited to investing
passively. On the other hand, if you have a longer time horizon—years
instead of quarters—and you are willing to go through cycles with managers
because their approach is in sync with your principles, then active
management is better suited to you.

A

What about risk and return?Q
There are lots of academic studies of traditional fixed-income or equities
portfolios compared with ESG portfolios and we can expect the same
risk/return profile. Dependent on the type of ESG portfolio, that can vary.

Assume you have an ESG fund investing in companies that have products
and services to address problems like climate or health. Those companies
typically are smaller and pure plays. So you might have a portfolio that is
overrepresented with smaller companies. Typically, smaller companies give
higher returns but are also more volatile.

Some portfolios focus on ESG leaders—the best-rated stocks from each
sector. They tend to have a quality tilt rather than a value factor. Now with
the COVID-19 crisis, we see ESG leaders have higher quality and have held
up slightly better than traditional portfolios.

The point why investors are integrating ESG in their portfolios is they are
doing a more holistic assessment of the companies.

A

Are all asset classes suitable for active management?Q
There are of course equities and fixed income in developed and emerging
markets. Active managers make selections, and the amount of choices is
important. On the equity side, when you have very, very concentrated
markets dominated by just a few stocks, it is hard for active managers to
succeed.

With the private market, active management is the only way to go because
of the availability of data. High yield is typically supported for active
management because a lot of bonds are not traded. On the other hand,
when you only have a few issuers—so, in the ESG space, that’s multilateral
development banks like the World Bank—you can only buy a couple of
bonds and you can question whether active management is valuable.

A

How do active managers find opportunities?Q
It’s a question of how many people are involved in the process, the resource
capabilities and research budgets they have. Traditional idea generation has
in the past been focused on sales-side research—from brokers and
investment banks. Good ESG investors do a lot of research beyond Wall
Street and sales-side research. They do company visits; attend conferences.
For non-financial aspects, some are very well connected to think tanks,
academia, industry groups and nonprofit organizations to find out certain
aspects of the supply chain, for example. Media can play a role.

Typically I observe that investment managers have vendors’ ESG data sets
available but they don’t rely on them. They work with their own views on
what is material for an industry or sector, do their own work, speak to
managers, do field visits to factories.

A

How to do passively managed SI

Sustainable Investing Is Possible With Index
Funds.
Passive fund management, which has soared in
popularity , at least in the U.S., is also available
for sustainable investing. Assets are selected to
track a chosen index, and the variety of
sustainable indexes is multiplying. A UBS expert
explains how passive management works with
sustainable investing.

 https://www.thinkadvisor.com/2019/09/20/passive-overtakes-active-in-us-stock-fund-assets-morningstar/
 https://www.ubs.com/global/en/wealth-management/chief-investment-office/investment-opportunities/sustainable-investing/2020/sustainable-investing-

after-covid19.html
 https://www.investopedia.com/investing/importance-diversification/
 https://www.ubs.com/global/en/wealth-management/chief-investment-office/investment-opportunities/sustainable-investing/2020/sustainable-investing-

perspectives.html
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Q&A with Ian Ashment, Head of Systematic and Index Investing, UBS

What are the advantages and disadvantages of passive management for
sustainable investing?

Q
The advantages and disadvantages resemble those in the traditional market
cap space. Index funds are liquid—you can get in and out easily. They have
high capacities—they can absorb large investment inflows quickly. Fees tend
to be lower than for active funds. Investors are very comfortable with index
funds.

Regarding sustainable investing in particular, there’s a lot of ESG
(environmental, social and governance) data out there. The advantage with
index funds is volume. When you use data across a large universe of stocks,
on average you move the portfolio in the direction you want in terms of
your ESG requirements.

There’s a lot of choice, as well, among index providers, and the ability to
customize: you could say ESG indexes have different shades of green. For
example, light green will be close to market cap indexes. They will just tilt
away from stocks with lower ESG ratings and overweight those that have
sustainable practices. Dark green might screen out 75% of stocks. The
darkest green would have only the best-in-class stocks.

The biggest asset managers have their own ESG scores. They use multiple
sources of ESG data and supplement that with their own proprietary data.
We’re seeing a lot of demand for this.

A

How would investors make this passive ESG move?Q
Not all investors would want to make the move to ESG-focused funds, as all
investors have different objectives. But some investors want to move the
bulk of their assets, which tend to be in traditional index funds, into ESG
investments. Investors have often put part of their money in sustainable
actively managed funds, but some increasingly want to make their overall
portfolios aligned with ESG. To do that, they can move their traditional
index fund investments into sustainable index funds.

A

What about risk and return?Q
We are seeing evidence that ESG assets performed better and at lower risk
than the broader market—particularly over the past year, when they
outperformed traditional assets by 1%-2% in a very challenging landscape .

Going back to the idea of shades of green, the darkest green is the “purest,”
you could say, in terms of ESG. But the darker green you go, the more risk in
your portfolio, because fewer companies qualify and the universe of stocks
is less diversified. Most experts agree that diversification is key to
minimizing risk in a portfolio . If you go lighter green, you would have more
companies and you would get closer to market return. But under Covid-19,
darker green did better than lighter green. Quality mattered more than
diversification .
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A

Can passive sustainable investments be tailored to investor priorities?Q
Yes—asset managers are well placed to work with investors to construct
personalized portfolios.

In the wholesale and retail space, there are more ETFs offering choices.
Individuals are also building bespoke portfolios. On the institutional side,
we see far more granular choices. Some institutional investors go for basic
exclusion—fossil fuels, tobacco. Then they might have a particular factor
they want to emphasize, like water conservation or human capital. Within
that, they might have different risk/return objectives. The biggest, most
sophisticated asset owners—institutional investors—have moved toward an
individualized approach.

One size doesn’t fit all. Investors don’t want to compromise.

A
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The value of investments may fall as well as rise and you may not get back the amount originally invested. Past performance is not a reliable indicator of future results. For indicative purposes only. 

ESG/Sustainable Investing Considerations: Sustainable investing strategies aim to consider and in some instances integrate the analysis of environmental, social and governance (ESG) factors into the investment process and portfolio.
Strategies across geographies and styles approach ESG analysis and incorporate the findings in a variety of ways. Incorporating ESG factors or Sustainable Investing considerations may inhibit the portfolio manager’s ability to participate in

certain investment opportunities that otherwise would be consistent with its investment objective and other principal investment strategies. The returns on a portfolio consisting primarily of ESG or sustainable investments may be lower or
higher than a portfolio where such factors are not considered by the portfolio manager. Because sustainability criteria can exclude some investments, investors may not be able to take advantage of the same opportunities or market trends as

investors that do not use such criteria. Companies may not necessarily meet high performance standards on all aspects of ESG or sustainable investing issues; there is also no guarantee that any company will meet expectations in
connection with corporate responsibility, sustainability, and/or impact performance. 

This material is for informational and educational purposes only and should not be relied upon as investment advice or the basis for making any investment decisions. The views and opinions expressed may not be those of UBS Financial
Services Inc. UBS Financial Services Inc. does not verify and does not guarantee the accuracy or completeness of the information presented. 

The Trust, Wall Street Journal, Barron's Group and UBS Financial Services Inc. are not affiliated. 

As a firm providing wealth management services to clients, UBS Financial Services Inc. offers investment advisory services in its capacity as an SEC-registered investment adviser and brokerage services in its capacity as an SEC-registered
broker-dealer. Investment advisory services and brokerage services are separate and distinct, differ in material ways and are governed by different laws and separate arrangements. It is important that clients understand the ways in which we
conduct business, that they carefully read the agreements and disclosures that we provide to them about the products or services we offer. A small number of our financial advisors are not permitted to offer advisory services to you, and can

only work with you directly as UBS broker-dealer representatives. Your financial advisor will let you know if this is the case and, if you desire advisory services, will be happy to refer you to another financial advisor who can help you. Our
agreements and disclosures will inform you about whether we and our financial advisors are acting in our capacity as an investment adviser or broker-dealer. For more information, please review the PDF document at

ubs.com/relationshipsummary. 

UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC. The views and opinions expressed may not be those of UBS Financial Services Inc. UBS Financial Services Inc. does not verify and does not guarantee the
accuracy or completeness of the information presented.

Privacy Notice Cookie Notice Manage Cookies

http://pubads.g.doubleclick.net/gampad/clk?id=5493276470&iu=/2
http://pubads.g.doubleclick.net/gampad/clk?id=5492099727&iu=/2
https://nam02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.ubs.com%2Fglobal%2Fen%2Fubs-society%2Funfiltered-speaker-series.html%3FcampID%3DDS-WSJCONTENTPARTNERSHIP-GLOBAL-ENG-ANY-UBS-ANY-ANY-UNFILTERED-ANY-ANY-ANY&data=04%7C01%7Cjoel.platt%40sparkfoundryww.com%7C0e807e6a3caa453b3cf108d8c2b82e61%7Cd52c9ea17c2147b182a333a74b1f74b8%7C1%7C0%7C637473443599276462%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=1bgtYSvIrpTLDCeaDGWa%2BBRtyOircY85bzz%2FwsTDKzY%3D&reserved=0
https://www.dowjones.com/privacy-notice/?mod=thetrust
https://www.dowjones.com/cookie-notice/?mod=thetrust
https://partners.wsj.com/ubs/sustainable-investing/toolbox/?pid=16%2B35%2B40%2B49%2B47%2B44%2B73%2B71%2B69%2B67%2B64%2B62%2B60%2B58%2B56%2B54%2B52#

