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Ongoing media coverage of greenwashing
has generated a great deal of skepticism
regarding sustainable, or impact investing.
In its June special, the Economist
proclaimed the acronym “ESG”, stood for
'Exaggerated Superficial Guff’ and warned
that three letters 'won’t save the planet'.

It went even further to say sustainable
investing and ‘woke capitalism’ are duping
investors into substandard returns. With
the controversy running hot, it is perhaps a
good moment to revisit the question, ‘Are
risk-adjusted returns with a positive impact
desirable and achievable?’

A CHANGING CONTEXT

Over the last three decades, the context

for capitalism has been shaped by a deep
recognition of the interconnectivity between
the biophysical, social & market systems.
This systems view is built on global scientific
consensus, social necessity, and economic
reality. Notably, after the global financial
crisis the Financial Stability Board (FSB) was
established to assess both endogenous
market risk (i.e. the risks that emanated from
within the markets such as the sub-prime
crisis) and exogenous market risk (i.e. risk
that stems from outside the market system,
such as climate change). The scale of climate
risk resulted in the FSB overseeing the
publication of the Task Force on Climate-
Related' Financial Disclosures and called

for climate stress-testing by central and
large, systemically important banks?. As the
concept of exogenous risk has become more
widely understood, market regulators have
moved to encourage the market system

to proactively address long-term risks to
sustainable development. For example,

the EU Green Economy Taxonomy? sets

out which economic activities are aligned
with low carbon, resource-efficient and
socially inclusive outcomes. To increase

alignment, the EU has adopted corporate
sustainability reporting® standards

(CSRD), disclosure standards for financial
products’ sustainability attributes®(SFRD)
and is ensuring through Mifid Il that client
sustainability preferences and risk are used
as a basis for ensuring product suitability®.

For business leaders this shifting context
means that remaining competitive will
require effective human capital management,
sound pollution controls, resource efficiency,
and products and services that address

social / ecological issues. For publicly listed
companies the requirements for sustainability
style disclosures have increased on all major
stock exchanges as investors recognise that
poor environmental, social and governance
practices can, and do, detract from returns.

The rapid growth in the

scale & availability of ESG/
impact & sustainability data is
propelling the market towards
a deeper understanding

of the trade-offs across

risk, return and impact.

Viewed rationally the current context for
capitalism requires investors to consider
how well their portfolio is positioned

with respect to long run risks associated
with social and ecological system

stability. Viewing a portfolio through

a ‘sustainability lens’ is simply good
investment practice and aligns with capital
preservation and growth objectives.

As the transition to a ‘green economy’
gathers momentum, there will be winners
and losers across regions, sectors and asset
classes, and it would be a mistake to think
that all ‘green’ or impactful investments
will generate appropriate risk adjusted
returns. As such, while it may be desirable
to focus on impact outcomes, achieving
success in this changing context will require
a nuanced approach.

A TACTICAL RESPONSE

The rapid growth in the scale & availability of
ESG/impact & sustainability data is propelling
the market towards a deeper understanding
of the trade-offs across risk, return and

impact. Impact can be understood as both
harm reduction (i.e. reducing pollution), as
well as net positive contributions from goods
and services (i,e, access generic medicines in
emerging markets).

On a pragmatic level, it makes sense for
investors to consider the transition of

their portfolios in a manner that achieves

a like-for-like risk/return outcome with a
measurably enhanced impact outcome. This
will require trade-offs across asset classes,
sectors and geographic exposures over time.
Consider for example that public markets
offer liquidity and scale but less direct
impact, while private markets offer real
world impact, but are constrained in terms
of capital deployment and liquidity. From a
geographic perspective, emerging market
exposure is seen to offer greater levels of
impact per unit of return than a similar
sector allocation in developed markets.

This is an evolving space, driven by scientific
necessity, changing policy, shifting consumer
sentiment and economic competitiveness.

It would be a mistake to view it as a
fashionable trend whose time has passed.
Greenwashing risk does exist. However, the
long-term “green” transition is underway
and pragmatically aligning investor portfolios
with risk, return and impact outcomes is both
desirable and achievable.

! Task Force on Climate-Related Financial Disclosures | TCFD) (fsb-tcfd.org)
? Testing for climate goal alignment (admin.ch)

* EU taxonomy for sustainable activities | European Commission
(europa.eu)

4 Corporate sustainability reporting | European Commission (europa.eu)

5 Sustainability-related disclosure in the financial services sector |
European Commission (europa.eu)

5 Sustainable finance — obligation on investment funds to advise clients
on social & environmental aspects (europa.eu)



IMPORTANT INFORMATION - This content is being provided
by REYL & Cie Ltd or/and its affiliates (hereinafter referred to as

"REYL") solely for information purposes and is not intended to
be a solicitation or offer, recommendation or advice to buy or
sell interests inany financial instrument mentioned in it, to effect
any transaction, or to conclude any transaction of any kind
whatsoever, in particular to any recipient who is not a qualified,
accredited, eligible professional or institutional investor. It is
intended for the sole use of the recipient and may not be
forwarded, printed, downloaded, used or reproduced for any
other purpose. It is not intended for distribution/offering to, or
use by, natural or legal persons that are nationals of a country or
subject to a jurisdiction of which the laws or regulations would
prohibit such distribution/offering or use. Whilst REYL shall use
reasonable efforts to obtain information from sources which it
believes to be reliable, REYL, its directors, officers, employees,
agents or shareholders assumes no liability regarding this
content and give no warranty as to the accuracy, completeness
or reliability of any mentioned data and thus assumes no liability
for losses arising from the use of this content. The information,
opinions and assessments contained in the present document
shall apply at the time of publication and may be revoked or
changed without prior notice. This content is intended only for
recipients who understand and are capable of assuming all risks
involved. Before entering into any transaction, recipients should
determine if the relevant financial instrument mentioned in the
content suits particular circumstances and should ensure that
they independently assess (together with their professional
advisers) the specific risks, the legal, tax, accounting conse-
quences and eligibility requirements of any purchase, holding
or sale of financial instruments mentioned in the content.
REYL, its directors, officers, employees, agents or shareholders
may from time to time have interests and/or underwriting
commitments in the financial instruments described herein.
REYL makes no representation as to the suitability of the
mentioned information, opinions or securities and financial
instruments. Historical data on the performance of the financial
instruments or on the underlying assets are no indication for
future performance. The present content has been compiled
by a department of REYL which is not an organisational unit
responsible for financial research.REYL is subject to distinct
regulatory requirements and certain services and/or financial
instruments may not be available in all jurisdictions or to all
recipient types. Recipients are therefore responsible to comply
with all applicable laws and regulations. There is no intention
to offer services and/or financial instruments in countries or
jurisdictions where such offer would be unlawful under the
relevant laws and regulations.
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