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About Beyond Alpha

Beyond Alpha is a specialized research and consulting firm that fo-
cuses on helping mainstream investors adopt investment models 
that target social and environmental outcomes, in addition to tra-
ditional market outperformance. We believe such an approach will 
better position these investors for long-term success. 

Beyond Alpha’s research is designed to fuel capital markets innova-
tion based on independent, action-oriented, and practitioner-led 
research around topics of sustainable investment and transforma-
tional change.
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I. Executive Summary

The multiple crises of 2020 contributed to a growing 
awareness of the scope and scale of the sustainability 
challenges that we face, from the climate emergency and 
the loss of biodiversity to systemic racism and income 
inequality. Alongside this growing awareness, there has 
been a parallel increase in sustainable investing as part of 
rising interest from institutional and individual asset own-
ers to use their capital to help address the world’s most 
pressing challenges.

However, despite record inflows into sustainable invest-
ments, these investment vehicles appear unable to sup-
port the kind of progress that is needed. The past year has 
revealed the deep vulnerabilities of our economic, social, 
and environmental systems and how interrelated and in-
terconnected these systems are today. 

A better path forward is needed to take all systemic risks 
into account, thereby turning expectations for progress 
into tangible results.

The UN Sustainable Development Goals (SDGs) can offer 
such a path. Introduced in 2015 and agreed to by all the 
193 members of the UN General Assembly, the SDGs pro-
vide a robust and comprehensive framework for strength-
ening our shared social and environmental systems by 
2030. Although the SDGs were primarily designed with 
governments in mind, they also provide a shared blueprint 
for people and planet outcomes that all investors can rally 
behind, thereby offering a common set of environmental 
and social performance goals for companies to follow. 

Protecting our shared social and environmental systems, 
is fundamental for institutional investors that have expo-
sure to global financial markets, as described by the Uni-
versal Owners theory. This idea has been gaining a lot of 
attention of late, particularly given the increasing influence 
of long-term institutional investors in the capital markets, 
with assets under management estimated at USD 70 tril-
lion globally. 

Furthermore, the SDGs provide a framework to analyze the 
externalities that companies should internalize to be more 
resilient vis a vis the expectation of future crises, more 
stringent regulations, growing societal pressures, and the 
move towards stakeholder capitalism. From an investor’s 
perspective, the UN PRI notes that the SDGs can help in-
vestors understand “the sustainability trends relevant to 
investment activity and their fiduciary duties,” thereby 
resulting in better risk management and opportunities at 
the micro and macro level.

These reasons explain why the SDGs are increasingly be-
coming adopted in the corporate and financial world as 
a way for businesses and investors to show how they are 
attempting to address different sustainability challenges. 
But to turn the increased interest in sustainability from a 
trend to a transformation will require investors taking a 
more holistic approach that aligns all investment activities 
with the SDGs.

Towards SDG-Aligned Investing

Existing sustainable investment approaches by asset own-
ers and asset managers have largely fallen short in deliver-
ing on expectations for progress. For example, ESG integra-
tion is one of the most prevalent sustainable investment 
strategies. Still, it is used mostly as a risk management 
tool, and it is not intended to achieve positive impacts or 
reduce negative externalities. Impact investing, with its fo-
cus on positive social and environmental outcomes, con-
tributes to the achievement of the SDGs, but its reach and 
scope thus far remain limited. Neither of these strategies 
- ESG integration nor impact investing - as defined today, 
are enough to meet our shared social and environmental 
goals as outlined by the SDGs.

We propose the widespread adoption of a niche but 
emerging approach we call: SDG-Aligned Investing. SDG-
Aligned Investing considers the risk and return character-
istics of an investment, including ESG aspects, as well as 
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positive and negative externalities. This holistic approach 
to investing solves for many of the shortcomings of current 
approaches to sustainable investing.

Conviction, Clarity, and Consensus: The 3C’s of SDG-
Aligned Investing

To be successful, SDG-Aligned Investing requires Con-
viction, Clarity, and Consensus from investors (the ‘3Cs’). 
These qualities are the basis for building a comprehensive 
investment approach that truly supports the SDGs. 

Consensus

Co
nv

ict
io

n Clarity
Conviction that the SDGs are interconnected and indivisi-
ble and that their achievement will strengthen the shared 
social and environmental systems and create long term 
value and resilient markets for generations to come. 

Clarity includes both clarity of definition and clarity  
of impact.  

Clarity of definition is having a clear and honest under-
standing of what current sustainable investment strate-
gies do and do not do concerning the SDGs’ achievement. 

Clarity of impact is understanding that all investments 
have an impact. Therefore, it is necessary to analyze both 
the positive and negative effects of portfolios’ underlying 
holdings towards the achievement of the SDGs. 

Consensus among investors on what’s expected from 
companies regarding SDG alignment. This type of agree-
ment is paramount to amplify the impact that investors 
can have on companies’ actions and, consequently, our 
shared systems.

These recommendations build on important work done 
by others in this space, including the Impact Management 

Project (IMP), The Investment Integration Project (TIIP), 
the Global Impact Investing Network (GIIN), the Interna-
tional Finance Corporation (IFC), and United Nations De-
velopment Programme (UNDP). While each organization 
is working on the larger goal of catalyzing more private 
capital to achieve better social and environmental out-
comes, we believe an SDG-centric approach to invest-
ment management is the best way to make progress in a  
systematic way.

SDG-Aligned Investing Tools

After building the foundation for SDG-Aligned investing 
with the 3Cs, investors should mobilize specific invest-
ment strategies to achieve the SDGs. The tools noted in 
this matrix are the ones that we found in our research 
to be the most effective in contributing to the SDGs. Ide-
ally, an institutional investor embracing SDG-Aligned 
Investing would use each box in this matrix as part of a  
holistic approach. 

Conclusion

Adoption of SDG-Aligned investing won’t happen over-
night. Still, there are important steps that institutional 
investors can take to better account for the total impact-
-both positive and negative-of their portfolios. We intend 
to explore specific, actionable steps and implementation 
roadmaps as part of subsequent research. In the mean-
time, we welcome any feedback on the contents of this 
report that may help inform our future work.
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II. Methodology

Our research sought to understand why, after five years 
since the UN’s SDGs were announced, institutional inves-
tors are not actively participating in achieving this shared, 
global agenda. 

Specifically, our study looked to answer the question:

What can investors do to contribute to the achievement of 
the SDGs and, by doing so, support the shared social and 
environmental systems that will fuel long-term investment 
opportunities? 

This 12-month practitioner-led, independent research 
gathered input from:

1. Over 40 interviews, conducted over Zoom be-
tween March 2020 and July 2020 with market par-
ticipants across Asset Owners, Asset Managers,
and Academia. Interviews were approximately 60
minutes in length. The interviewee’s breakdown
is as follows: Asset Owners: 9 interviews (6 North
America, 1 EMEA, 1 Latin America, 1 Asia-Pac);
Asset Managers: 14 interviews (5 Global, 4 North
America, 3 EMEA, 2 Latin America).

2. Literature review of over 70 secondary research
papers, sourced from the authors, participants,
news outlets, and internet searches.

3. Insights from an advisory board of leading indus-
try organizations and academics.
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III. Addressing Sustainability Challenges: Expectations Versus Reality

Sustainable investment had a breakout year in 2020. Con-
trary to what many expected, the economic contraction 
resulting from the COVID-19 pandemic and the market 
volatility that followed did not induce investors to flee 
from sustainable investment funds. On the contrary, flows 
into Environmental, Social, and Governance (ESG) strat-
egies have soared,1 and ESG funds have outperformed  
the market.2 

Wider acceptance of sustainable investment3 comes with 
higher levels of scrutiny. Even though achieving better 
risk-adjusted returns remains the primary motivation for 
institutional investors4 when pursuing ESG strategies, 
there are also expectations that these types of strategies 
create better people and planet outcomes. 

A 2020 survey of institutional asset owners by the Morgan 
Stanley Institute for Sustainable Investing5 found that as-
set owners’ perspectives are changing, as “almost half now 
believe that generating social and environmental returns 
is as important as generating financial returns.” The 2020 
Trust Report by CFA Institute noted similar trends, with the 
majority of institutional asset owners and retail investors 
saying they are interested in ESG investing because they 
want to positively impact society and the environment, 
with or without better financial returns.6 

However, despite growing flows into sustainable invest-
ments, there is no evidence that shows that these invest-
ments are helping halt the deterioration of our shared so-
cial and environmental systems. Recent studies from both 
scientists and financial institutions show that social and 
environmental conditions are getting worse, not better, 
in many parts of the world. This fact raises an important 
question — what happens when investors realize that sus-
tainable investment, as currently 

practiced, is not creating better social and environmental 
outcomes? 

The well-known political science theory of Revolution of 
Rising Expectation,7 first introduced by the American so-
ciologist Jamie Davies in 1962, provides a warning. Rising 
expectations that are not consequently satisfied precede 
a revolution. 

Sustainable investment, both as an opportunity to reduce 
risk and improve performance in a portfolio as well as a 
way to help address society’s most pressing social and 
environmental challenges, has created new expectations 
among end-investors and beneficiaries. These new expec-
tations are not being met as social and environmental con-
ditions continue to deteriorate.8 This, along with increased 
access to information and transparency, puts pressure 
on sustainability-oriented institutional asset owners and 
managers to deliver on their implicit promise of producing 
better people and planet outcomes. 

We believe that institutional investors’ commitment to 
aligning their practices with an internationally agreed 
upon agenda for sustainable and inclusive growth, such as 
the Sustainable Development Goals (SDGs), can help them 
meet these new expectations.

Through an SDG-Aligned investment approach, institu-
tional investors can ensure that their sustainable invest-
ment strategies are indeed contributing to “set the world 
on a path of peace, prosperity, and opportunity for all on 
a healthy planet.”9 
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The UN Sustainable Development Goals (SDGs)

The United Nations (UN) launched the Sustainable 
Development Goals (SDGs) in 2015 as a plan for the 
world to achieve a more sustainable, equitable so-
ciety by 2030. The UN estimated that to meet these 
ambitious objectives, it will require investments 
of about USD 3.5 trillion a year, both from public 
and private capital. It’s been five years since this 
announcement, and estimates show an annual 
funding gap of about USD 2.5 trillion, in large part 
due to the disappointing participation of private  
sector investors.

Research Motivation: A Missed Opportunity 

Sustainable investment has been attracting increased 
attention from institutional and individual investors for 
more than two decades. This enthusiasm is reflected in 
the more than 3,000 signatories to the UN Principles for 
Responsible Investment (PRI) from 60 countries and rep-
resenting USD 103.4 trillion in assets under management 
as of 2020.10 

This growing interest is also reflected in the number of ini-
tiatives aimed at spurring the investment management in-
dustry to take on sustainability. In December 2020, a group 
of 30 asset managers with USD 9 trillion in combined as-
sets under management introduced the Net Zero Asset 
Managers initiative to “galvanize the asset management 
industry to commit to a goal of net-zero emissions” by 
2050 or sooner. This announcement follows a similar effort 
by the Net Zero Asset Owner Alliance, a group of institu-
tional asset owners with more than USD 5 trillion in assets 
launched in September 2019 with a shared commitment 
to aligning their portfolios with a 1.5C° scenario.

However, although current sustainable investment efforts 
may have created a positive impact on investors’ portfo-
lios with higher risk-adjusted returns,11 they have fallen 
short in achieving positive people and planet outcomes,12 
as articulated by the SDGs. 

In addition to this contradiction, the COVID-19 pandemic 
has made the achievement of the SDGs even more chal-
lenging. Some estimates show that the SDGs are now 
on track to be achieved not in 2030, the original target 
date, but in 2092, 62 years behind schedule.13 We sim-

ply don’t have an additional 62 years to wait to ensure a  
sustainable future.

This lack of progress should be very concerning for all insti-
tutional investors, particularly those that have expressed 
a commitment to sustainability. The fact that investors’ 
actions are not translating into clear positive people and 
planet outcomes and reducing negative impacts and ex-
ternalities, undermines the credibility of the investment 
community’s sustainability efforts. What is more, by not fo-
cusing on supporting our shared social and environmental 
systems, investors weaken their ability to guarantee last-
ing returns for their clients and beneficiaries.14

What can investors do to contribute to the achievement 
of the SDGs and, by doing so, support the shared so-
cial and environmental systems that will fuel long-term  
investment opportunities? 

To answer this question, Beyond Alpha interviewed more 
than 40 investment managers, asset owners, and thought 
leaders globally over a 12-month period. This original 
research was complemented by extensive secondary re-
search, including a review of recent articles and studies on 
the subject of sustainable investing.

We concluded that institutional investors’ inability to 
meaningfully contribute to the SDGs has to do with the 
fact that current sustainable investment practices are ei-
ther not designed to produce better people and planet 
outcomes, as is the case of ESG integration strategies, or 
are limited in their reach and scope, as in the case of most 
impact investing strategies. 

As a solution, institutional investors interested in pro-
ducing better people and planet outcomes, in addition 
to achieving positive market returns, should embrace an 
SDG-Aligned Investing approach. This approach needs to 
be centered not only on investing to deliver positive im-
pacts, such as impact investing, but also on ensuring that 
all investment decisions do their best not to undermine 
the health of our shared social and environmental sys-
tems. Moreover, we believe all institutional investors, giv-
en their size and influence, have a unique opportunity and 
responsibility to drive this change and provide lasting in-
vestment opportunities to their clients and beneficiaries.
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IV. Why Investors’ Actions are Falling Short

Advancements in the sustainable investment space, ei-
ther through ESG integration, the most commonly used 
sustainable strategy among US money managers,15 or im-
pact investment, a sustainable investing strategy growing 
steadily,16 are encouraging steps for bringing increased 
awareness to some dimensions of the SDGs. Although 
there are many strategies used within the sustainable in-
vestment space, we have chosen to focus on ESG integra-
tion because of its broad level of adoption, and impact 
investing because of its focus and growth. However, our 
research reveals that these two sustainable investment 
strategies, as they are defined and implemented today, 
are not enough to achieve the SDGs, as we explain below.

ESG integration is far from a panacea

ESG integration - an investment strategy in which investors 
systematically consider Environmental, Social, and Gover-
nance issues in their investment process17,18 - is becoming 
increasingly accepted by mainstream investors, given the 
mounting evidence that these strategies can help improve 
risk-adjusted returns of a portfolio.19 This is happening 
even in markets that have been traditionally behind the 
curve in this space, such as the United States. 

However, while there is plenty of evidence that sustainable 
investment strategies can help improve risk-adjusted re-
turns of a portfolio, there is no conclusive data that shows 
these strategies are changing companies’ behaviors con-
cerning their environmental and social performance. This 
was flagged in the recent paper, “Can Sustainable Invest-
ing Save the World? Reviewing the Mechanisms of Investor 
Impact,” by Kölbel, Heeb, Paetzold, and Busch. This study 
concludes that there is no empirical evidence showing 
that current ESG investment strategies drive more sustain-
able corporate practices. The authors define investors’ im-
pact as “investors’ ability to change companies’ activities 
around social and environmental parameters.” 

One of the key reasons why ESG integration is not produc-
ing meaningful people and planet outcomes is because 
ESG integration was designed mainly as a risk manage-
ment tool, not to measure or manage social or environ-
mental impact. ESG integration is not intended to actively 
promote positive social and environmental outcomes. 
Therefore, any positive effect or reduction of negative ex-
ternalities these strategies may have are mere side effects. 
Because of this, it is not surprising that ESG integration 
lacks impact or outcome tracking, as “very few investors 
analyze how their activities cause companies to change.”20

Impact investment is not a magic bullet
 
Impact investments, defined by the International Finance 
Corporation (IFC) as “investments made in companies or 
organizations with the intent to contribute measurable 
positive social or environmental impact, alongside a finan-
cial return,”21 are also not sufficient to achieve the SDGs by 
2030. Investments that are made without the intention to 
generate a positive social and environmental impact fall 
out of the impact investment universe, as currently de-
fined. SDG-Aligned Investing intends to capture all invest-
ments, whether they are  “impact” or not.

SDG-Aligned Investing helps advance impact investing. 
While the impact investing industry continues to grow and 
mature,22 what is still missing from the market is a shared 
consensus around what impact needs to be achieved and 
a mechanism for measuring the role of each investor in 
achieving that impact. The SDGs provide this consensus, 
and SDG-Aligned Investing provides a roadmap for how 
investors can play their part. Notably, the Global Impact 
Investment Network (GIIN) highlights that coalescence 
around the SDGs, in particular, has contributed to the stan-
dardization of impact measurement and management.23 

A sustainable investment strategy that can work for all in-
vestments is needed because, despite growth in the im-
pact investing market, most of the estimated $269 trillion 
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in investable capital is not currently invested in “impact 
investments.”24 One of the reasons why impact investing 
has not been widely adopted is the perception that, due 
to its intentionality and resulting customization geared 
towards impact, it could imply sacrificing returns, limit-
ing the adoption by many mainstream investors that may 
have a mandate to maximize returns.25  

There are also significant differences in how impact in-
vesting can be practiced in the public markets versus the 
private markets. In the public markets, where most capital 
is invested, impact investing appears to be at earlier stag-
es of development. While investors in public markets can 
contribute to measurable impact through engagement 
and shareholder action, the issue is that  “we do not have 
a basis to identify how much investment in these assets 
is motivated by the intent to contribute to measurable 
impact.”26 In the case of private markets, where impact in-
vestors have been more active, and there is more clarity in 
scope and measurement, deals tend to be small and com-
paratively more expensive when compared to traditional 
private investments. According to a World Economic Fo-
rum report,27 “the costs of due diligence may be higher for 
[smaller size] impact investments and the deal economics 
may look fundamentally different... [partly because] sourc-
ing the right deals in the pipeline can be costly.” Once im-
pact investing becomes more established and efficient, 
mainstream investors may adopt it more widely and its 
contribution to the achievement of the SDGs may become 
more meaningful. 

“Because of the stage of development 
of impact investing, the ticket size for 

[impact private markets] deals tend to be 
small, which is an additional obstacle...to 
meaningfully contribute in this way to the 

achievement of the SDGs.” 

- Head of ESG and Stewardship, Large Asset Owner, Asia-Pac. 

Impact investment can provide solutions to address the 
systemic risks identified by some of the SDGs. We hope 
that, as this industry develops, it will be able to attract 
more capital, including institutional capital. However, im-
pact investing, as currently understood and practiced, is 
not enough to meet the SDGs. To achieve the SDGs, we 
need a solution that can work for as many investors and 
investments as possible.  

10  |  Beyond Alpha
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“ESG integration is a step in the right 
direction, but it can also be a dead-
end. The issue is that it is currently 
used as a risk tool, not as a driver of 
change or to accomplish  
impact goals.”  

- Head of Thought Leadership, 
Multinational Bank



We Need to Talk Why It’s Time for Institutional Investors to Embrace SDG-Aligned Investing

12  |  Beyond Alpha

V. Barriers to Embracing the SDGs

Given the limitations of the sustainable investment prac-
tices highlighted in this report, institutional investors that 
have expressed their commitment to sustainability need 
a new investment approach that, by design, ensures that 
any investment contributes to and does not undermine 
the achievement of the SDGs.

Our research identified three main challenges that pre-
vent institutional investors from aligning their investment 
activities with the SDGs: First, many institutional inves-
tors are not convinced that achieving the SDGs is their re-
sponsibility. Second, some investors require evidence of 
financial materiality before incorporating the SDGs into 
their investment decision-making process. Lastly, mea-
suring the impact on the SDGs requires a combination of 
quantitative data, qualitative information, and multi-dis-
ciplinary skills that most investment professionals simply  
don’t have.  

1. “It’s not our job”
 

One of the obstacles that prevent institutional investors 
from considering the SDGs is that there is a widespread 
perception that the achievement of these goals falls large-
ly under the responsibility of governments rather than in-
vestors. Most asset owners and some asset managers we 
interviewed did not see themselves as having a clear role 
to play in the achievement of the SDGs. Others noted that 
the SDGs, as a framework, was not designed for investors. 

“SDGs were not explicitly designed for 
investors…we are now trying to retrofit them 

in our process.”  

- Head of ESG and Compliance, Large US Endowment

2. “SDGs are not tied to materiality”

There is a recognition that the SDGs are not always tied 
to financial materiality. This prevents portfolio managers 
and analysts from considering the SDGs as part of their de-
cision-making process. Even though the SDGs identify sys-
tem-level issues, such as water scarcity, income inequality, 
and biodiversity, that affect the risk and return character-
istics of a long-term portfolio, we found that institution-
al investors struggle to articulate the business case for  
these issues.

“The systems ‘element of the SDGs is often 
ignored or missing.” 

- Executive Director, Sustainable Investment Non-
Governmental Organization. 

3. “Measuring impact is hard”
 

This brings us to the third and most complex obstacle: ac-
curately measuring environmental and social outcomes is 
difficult and requires a new set of data and skills.

In public markets, rating agencies and index providers are 
developing new SDG data products to help investors un-
derstand companies’ contributions to the SDGs. There are 
two key limitations to the current efforts, however. First, 
there is limited data because companies do not typically 
report on SDG performance, at least not yet. Consequent-
ly, data providers have to rely on broad company sustain-
ability reporting and third-party sources. MSCI noted that 
“fragmented data on how companies are aligned with a 
respective SDG further exacerbates the challenges facing 
investors.”28 Organizations like the UN Global Compact 
and the International Business Council29 are working on 
addressing the lack of relevant SDG metrics for companies. 
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The second limitation is that data offerings are mostly fo-
cused on SDG revenue and activity alignment or mapping 
(i.e., how a companies’ products and services support or 
contribute to achieving one or more SDGs, but not all of 
them). This enables the practice of SDG cherry-picking 
(also sometimes referred to as SDG-washing) instead of a 
commitment to understanding how investments impact 
the achievement of all the SDGs, both positively and neg-
atively (i.e., externalities). For example, a water services 
investment can be deemed as contributing to the SDGs 
due to the activity involved and its contribution to SDG 
6 (clean water and sanitation). Still, the investment proj-
ect’s environmental policies, employment policies, pricing 
strategies, maintenance standards, and other operational 
dimensions may, in fact, undermine other SDGs. 

Some data providers are starting to look at this. For exam-
ple, S&P’s Trucost has developed data on SDG risk expo-
sure defined as “the risk that a company may be directly 
or indirectly causing a negative impact on the SDGs…or 
the risk that a company may be dependent on practices 
and activities that conflict with the SDGs.”30 However, this 
analysis remains limited to “their direct application to the 
private sector,” in line with the company’s supply chain or 
reputational risk, and not on its impact on the social and 
environmental systems. More research needs to be done 
in this space.

In the private markets, where impact investment strat-
egies are more prevalent than in public markets, impact 
measurement is much more advanced on the back of the 
leadership of organizations such as IFC,31 the IMP,32 and 
the GIIN.33  However, impact measurement still presents 
challenges.  The tools developed for the management and 
measurement of positive outcomes and negative external-
ities are still being improved and are not widely adopted.

Lastly, during our interviews, we found that some inves-
tors struggle with limited bandwidth. Many institutional 
investors remain focused on building and developing their 
ESG integration strategies to create value and protect their 
portfolios from ESG risks. This is already a monumental 
task for many investors, particularly those smaller asset 
owners with limited resources. 

So how can investors overcome these barriers? And 
how can we begin to change the narrative to align in-
vestment decisions with the SDGs and, by doing so, cre-
ate positive people and planet outcomes and reduce  
negative externalities?
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VI. Changing the Investment Narrative Around the SDGs  

There are three key rationales that institutional asset own-
ers and asset managers can use to build a new narrative 
where the SDGs are central to their sustainable investment 
approaches: The SDGs serve as a) a system-level frame-
work, b) a proxy for resilience, and c) a blueprint for people 
and planet outcomes. 

a. The SDGs as a Systems Framework

The SDGs serve as a robust and comprehensive frame-
work to strengthen the shared environmental and social 
systems that global investors’ portfolios rely on. Protecting 
these systems is fundamental for institutional investors, as 
described by leading sustainable investment organiza-
tions such as The Investment Integration Project (TIIP)34.

Similarly, the Universal Owners theory, as most recent-
ly discussed in the paper Universal Ownership in the 
Anthropocene by Ellen Quigly, notes that “large diversified 
institutional investors with long-term investment hori-
zons”35 have an interest “in the health of the economy and 
society as a whole due to the nature of their portfolios; the 
Universal Owner owns a more or less representative slice 
of the economy.”36  

This concept has gained a lot of attention as of late, par-
ticularly given the increasing influence of long-term insti-
tutional investors in the capital markets, with assets under 
management estimated at USD 70 trillion globally.37 To a 
large extent, this growth has happened as the global re-
tirement system moves from defined benefit plans38 (fully 
funded by the employer) to defined contribution plans39 
(funded by both the employer and the employee and man-
aged by an institutional investor, such as an asset man-
ager).40 To give some context, according to a CFA Institute 
report, using OECD data,41 “as a group, institutional money 
managers control more than 40% of public equity market 
capitalization worldwide as of year-end 2017.” According 
to the report, in the US, this number was 72%, up from 6% 
in 1950.

Furthermore, the explosion of passive investing42 creates 
the opportunity for the Universal Owner Theory to take 
greater hold given the nature of the returns of this type 
of strategy, which are largely dependent on the mar-
ket as a whole. Supporters of this theory, such as The  
Shareholders Common Initiative (TSC),43 point out that 
these “modern investing techniques lead investors to di-
versify their holdings across companies, asset classes, 
and geographies. And as a consequence, these inves-
tors... are affected by the performance of equity as a class 
much more than by the relative performance of individual 
companies.”44 This theory also suggests that long-term in-
dividual investors that participate in index-based invest-
ing are also considered “small-scale voluntary Universal 
Owners,”45 particularly younger investors with a relatively 
longer-term investment time horizon.

Some influential asset owners, such as the Government 
Pension Fund of Norway (GPFG) and the Japanese 
Government Pension Fund (GPIF), are already embracing 
this concept of universal ownership.46
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b. The SDGs as a Proxy for Resilience

Alignment with the SDGs is also helpful when analyz-
ing companies’ resilience. For decades, as a default 
best practice designed to maximize returns, many com-
panies transferred the costs of negative externalities 
to society. This narrative of shareholder primacy has 
since flipped in favor of a more stakeholder-centric ap-
proach. Many companies are now starting to consider 
the SDGs as part of their overall decision-making, with 
a growing recognition that continuing the practice of 
externalizing costs would expose them to policy and  
reputational risks. 

A recent analysis by Schroders highlights that the USD 4.1 
trillion in earnings of listed companies would fall by 55% 
to USD 1.9 trillion if all of the social and environmental im-
pacts identified by this analysis would materialize as finan-
cial costs, while as much as one-third of companies would 
become loss-making.47 Most recently, George Serafeim 
and State Street Associates48 found that companies that 
had internalized the social cost of a strong labor policy 
during the pandemic (e.g., offering paid sick leave, flexible 
work arrangements, and either putting a moratorium on 
layoffs or increasing hiring) saw stronger investor inflows 
and better market performance during the beginning of 
the COVID crisis in the US in the spring of 2020. 

The power of the SDGs is that they provide a framework 
for analyzing the externalities that companies should in-
ternalize to be more resilient vis a vis future crises, more 
stringent regulations, growing societal pressures, and the 
move towards stakeholder capitalism. From an investor’s 
perspective, the UN PRI notes that the SDGs can help in-
vestors understand “the sustainability trends relevant to 
investment activity and their fiduciary duties,” resulting 
in better risk management and opportunities at the micro 
and macro level.49 

c. A Blueprint for People and Planet Outcomes

Lastly, as noted earlier, an increasing number of asset own-
ers, both institutional and individual, appear to be count-
ing on sustainable investment strategies to create better 
people and planet outcomes. According to the 2020 Trust 
Study by CFA Institute,50 53% of institutional investors (in-
cluding public and private pension funds, endowments 
and foundations, insurance companies, and sovereign 
wealth funds) and 71% of retail investors say they invest 
in ESG strategies expecting better social and environmen-
tal outcomes, with or without better risk-adjusted returns. 
Even more interesting was the fact that one-third of the 
921 institutional investors surveyed globally said that “in-
vest[ing] in companies that have a positive impact on so-
ciety or the environment” was their main reason behind 
investing in ESG strategies, not achieving better risk-ad-
justed returns.
  
Despite this, sustainable investment strategies are falling 
short in generating the type of positive impact expected 
from this type of strategies. This creates a gap of unmet 
expectations that jeopardizes the industry’s credibility in 
their sustainable investment efforts. The reputational risk 
that this shortcoming creates puts pressure on the indus-
try to find a new approach that can effectively meet cli-
ents’ demands. The SDGs provide a shared blueprint for 
people and planet outcomes that all investors can ral-
ly behind and provide a common set of environmental 
and social performance aspirational goals for companies  
to follow. 

So, where do we go from here? How can investors truly 
embrace the SDGs as a central component of their invest-
ment processes?
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We Need to Talk 

“There is a lack of imagination… 
SDGs are interconnected and 

indivisible…not many investors or 
corporates understand this.”  

- Head of Responsible Investment & 
ESG, EMEA Asset Manager
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VII.  SDG-Aligned Investing: A Better Way Forward

The journey to SDG-Aligned Investing beings with accept-
ing that all investments always have an impact on society 
and the environment.

If investors want to take on an active role in creating pos-
itive people and planet outcomes and strengthening our 
shared environmental and social systems, then investors 
need to move beyond focusing exclusively on portfolio 
financial performance and find ways to incorporate the 
positive and negative impacts, or externalities, into their 
decision-making processes. The SDGs provide a frame-
work for investors to do just that.

SDG-Aligned Investing: Definition 

We define SDG-Aligned Investing as a system-lev-
el investment approach that takes into consider-
ation both the risk and return characteristics of 
an investment, including environmental, social, 
and governance (ESG) aspects, as well as the posi-
tive and negative impact of that investment in the 
achievement of the SDGs. This approach consid-
ers not only investing in solutions, but also mak-
ing sure that investments do not undermine the 
achievement of the SDGs. 

Conviction, Clarity, and Consensus: The Basis for SDG-
Aligned Investing 

SDG-Aligned Investing requires a new level of Conviction, 
Clarity, and Consensus from investors. Without one of 
these aspects, investors will not be successful in support-
ing the SDGs in a meaningful way.  

Consensus

Co
nv

ict
io

n Clarity

Conviction

Forward-looking investors and fiduciaries are starting to 
recognize the interconnectedness of our social and envi-
ronmental systems and the importance of these shared 
systems for long-term financial performance.51 These in-
vestors also recognize that what was not material years 
ago can become material in the future, and vice versa. In 
other words, as investors have new information on events, 
facts, consumer preferences, legal and policy shifts, and 
discoveries that impact a portfolio, they have to reassess 
what is material and what is not. Materiality is a dynamic 
concept.52  

In SDG-Aligned Investing, there is an additional sense of 
urgency, particularly around issues of climate change and 
inequality, especially given the current environment. The 
COVID-19 pandemic added further pressure to act because 
it has demonstrated the devastating consequences of ig-
noring systemic issues at an economic and human level. 
Thus, waiting for evidence of financial materiality over a 
long period, as in traditional investment analysis, doesn’t 
allow for the swift response required to address the sys-
temic issues identified by the SDGs. At the end of the day, 
investors need to have the conviction that SDG investing 
creates long-term value. 
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“You don’t need a materiality map for the 
SDGs – you need a strong hypothesis for long 

term value creation to consider the SDGs.” 

- Global CIO of Large Asset Manager

As a start, investors can embrace a broader definition of 
materiality, such as ‘double materiality,’ where you con-
sider the information about how a company’s activities 
impact financial performance, as well as how it affects a 
broader set of stakeholders. The European Commission in 
the Non-Financial Reporting Directive (NFRD)53 introduced 
the concept of double materiality, requiring large listed 
companies to report on their performance and “impact of 
[their] activity, relating to, as a minimum, environmental, 
social and employee matters, respect for human rights, 
anti-corruption and bribery matters.” The EU received ini-
tial support on this approach from various investment or-
ganizations, including The Global Investment Sustainable 
Development Alliance (GISD)54 and the Sustainability 
Accounting Standards Board (SASB), which focuses exclu-
sively on issues of financial materiality for investors.55 

SASB has explained:

“The double materiality perspective appropriate-
ly acknowledges that non-financial information is 
important to multiple constituencies. It effective-
ly captures the important interactions between 
businesses, the markets they serve, and the world 
in which they operate, and it enables meaningful 
accountability to a broad range of stakeholders. 
... [T]he double materiality concept [also] usefully 
recognizes the dynamic nature of materiality in the 
context of sustainable business practices—that is, 
the idea that an issue that is material solely from 
a social or environmental impact perspective can 
also become financially material over time.”56

Double materiality implies the “treat[ment] of all stake-
holders with equal respect”57 as well as constant balancing 
between profit and purpose ensuring “sustainable wealth 
creation.”58
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Call to action:
 

For Asset Owners: 

• Revise investment mandates to incorporate the 
concept of ‘double materiality’ aligned with SDG 
outcomes. Carefully review and discuss invest-
ment policies and strategies to ensure they align 
with the interests of a broader set of stakeholders. 

• Incorporate an SDG-Aligned investment screen 
in your manager selection due-diligence process 
and incentive structures.

For Asset Managers: 

• Engage with clients in a discussion of the value 
proposition of considering the SDGs in their in-
vestment mandate.

• Abstain from trying to shape regulations against 
the public interest (by supporting directly or indi-
rectly lobbying efforts), screen the companies do-
ing so, and cooperate with other Asset Managers 
to vote against company management engaged in 
this practice. 

For both Asset Managers and Asset Owners: 

• Consider SDG- advancing investments in emerg-
ing and frontier markets to fill the financing 
gaps necessary to achieve the SDGs in these re-
gions. Collaborate with Development Finance 
Institutions (DFIs) to expand investment in these 
underserved markets and sponsor financial inno-
vations in this area.

• Create a culture where investment analysts deep-
ly understand and internalize the value proposi-
tion of the SDGs. Consider expanding your talent 
pool to include professionals with knowledge and 
experience in the diverse areas of development or 
seek partnerships and research to inform invest-
ment decisions. 

• Consider indexing paychecks and bonuses to the 
realization of Key Performance Indicators (KPIs) 
linked to the SDG targets at the portfolio level. 
Publicly disclose this incentive system.
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“SDGs aren’t material unless a 
market force makes them so.” 

- Head of ESG Product Strategy, 
Global Data Provider
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Clarity 

The need for clarity is twofold: clarity on the definition of 
SDG-Aligned Investing and clarity on environmental and 
social performance or impact.

a. Clarity of definition:

Institutional investors who want to take an active role in 
supporting the SDGs need to have a clear understanding 
of what sustainable investment strategies do, and do not 
do, concerning the achievement of these goals.

As mentioned earlier, an SDG-Aligned investment ap-
proach seeks to have a positive impact and reduce or 
avoid negative externalities through the strategic invest-
ment and management of assets. This approach is dis-
tinct from current sustainable investment strategies such 
as ESG integration and impact investing.

While ESG integration provides information on how 
Environmental, Social, and Governance issues impact the 
risk and returns characteristics of a portfolio, SDG-Aligned 
Investing looks at how portfolios impact people and planet 
issues. 

On the other hand, we consider impact investments a sub-
set of SDG-Aligned investments, as long as the impact of 
the investment on all the SDGs, either positive or negative, 
is internalized throughout the life of the investment. 

b. Clarity of impact:

SDG-Aligned investing needs to incorporate impact anal-
ysis of the underlying holdings of portfolios and their ef-
fects, both positive and negative, on the SDGs. This analy-
sis needs to be comprehensive.  As noted by the UN Global 
Compact,59 analysis should extend beyond companies’ 
direct operations to also cover their activities across the 
“business ecosystems of suppliers, customers, and peers.”  

In September 2020, a group of five international frame-
work and standard-setting institutions, including CDP, the 
Climate Disclosure Standards Board (CDSB), the Global 
Reporting Initiative (GRI), the International Integrated 
Reporting Council (IIRC), and the Sustainability Accounting 
Standards Board (SASB), released a “Statement of Intent”60 
to work together towards building a corporate reporting 
system, based not only on materiality relevant for “enter-
prise value creation,” but also “on matters that reflect the 
organization’s significant impacts on the economy, envi-
ronment, and people.” This effort could be an important 
step towards having the clarity of impact needed to build 
an SDG-Aligned investment approach.

Call to action:

For Asset Owners

• Work with your asset manager to design an SDG-
Aligned investment strategy, emphasizing clarity 
of definition and clarity of impact. 

For Asset Managers:

• Develop investment strategies and products that 
comprehensively considers companies’ impact 
based on high SDG alignment. 

For both Asset Managers and Asset Owners:

• Undertake an SDG ‘impact assessment’ of your 
portfolio across asset classes. Leverage industry 
efforts to measure and classify impact or exter-
nalities, such as the Impact Management Project’s 
(IMP) ABC framework.61

 

• Communicate clearly what type of sustainable in-
vestment approach you are using in your portfolio 
and the motivation behind your decision to do so. 
If you are talking about SDG-Aligned investment, 
make sure it incorporates analysis of the posi-
tive outcomes and negative externalities of your 
investments.
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Consensus

The achievement of the SDGs will require strong con-
sensus and coordination between the investment com-
munity, corporate sector, and governments and more 
decisive collective action based on shared standards for 
SDG-alignment, reporting frameworks, and comparable 
metrics.
 
Research shows62 that one of the reasons that ESG inte-
gration does not translate to better companies’ people 
and planet outcomes is that there is a lack of agreement 
on which issues matter, what the reporting standards for 
companies should be concerning each of those issues, 
and how performance with each factor should be mea-
sured. The proliferation and divergence of ESG ratings 
have contributed to this challenge.63 The SDG goals and 
targets, even with imperfections, do provide the opportu-
nity to create a common language for investors to signal to 
companies what is expected from them regarding ESG and 
system-level performance.

Call to action:

For Asset Owners:

• Create a culture of collaboration with asset man-
agers, beneficiaries, peers, government, and civil 
society organizations to mainstream the use of 
the SDGs, and the accompanying targets, as the 
optimal framework to measure environmental 
and social performance.

For Asset Managers: 

• Use the SDGs, and their accompanying targets, for 
investment decision-making, active engagement 
strategies, and portfolio construction across asset 
classes. The SDGs are not a menu of options but a 
framework to consider systemic issues holistically. 

 
• Foster strong relationships with companies’ man-

agement teams to create long-term value through 
alignment with the SDGs.

For both Asset Managers and Asset Owners: 

• Support efforts for mandatory company measure-
ment and disclosure of SDG outcomes. 

• When possible, encourage companies to re-incor-
porate as Delaware Public Benefit Corporations 
and/or pursue certification as a B-Corp. If not ap-
plicable in a specific market or jurisdiction, then 
hold companies accountable to similar standards 
or corporate behavior.
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VIII. Strategies for SDG-Aligned Investing

Conviction, Clarity, and Consensus provide the foundation 
for institutional investors to build an SDG-Aligned invest-
ment approach. 

To provide investors with a head start, we have identified 
specific investment strategies best suited for contributing 
to the SDGs. Real-world examples of how these strategies 
could work in practice are available in the Case Studies 
section starting on page 25.

As noted in the paper, “Can Sustainable Investing Save the 
World? Reviewing the Mechanisms of Investor Impact,” by 
Kölbel, Heeb, Paetzold, and Busch64, when investors make 
portfolio decisions, they have an opportunity to 1) influ-
ence companies’ behaviors in public markets, mainly by 
signaling and engagement, and 2) provide the capital to 
finance solutions.
 
We note that investors who want to adopt an SDG-Aligned 
investment approach need to consider not only the solu-
tions that a particular investment may provide but also 
the other positive or negative impacts (i.e., externalities) 
an investment may have on the SDGs.
 
There are many different ways that investors can practice 
SDG-Aligned Investing. In the matrix titled: Current Tools 
for SDG-Aligned Investing, we look at the two different 
approaches that we identified as necessary to contribute 
to the SDGs (y-axis) and the two main channels where an 
investor can impact environmental or social outcomes 
(x-axis). The tools noted in this matrix are the ones that 
we found in our research to be the most effective in con-
tributing to the SDGs. An SDG-Aligned Investing strategy 
would utilize a combination of approaches and actions. 
Ideally, an institutional investor embracing SDG-Aligned 
Investing would use each box in the matrix as part of a ho-
listic approach. 

Current Tools for SDG-Aligned Investing
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Minimum safeguards: 

A ‘do not harm’ approach is addressed by having mini-
mum safeguards, or ‘deal-breakers,’ around social and 
environmental parameters. Minimum safeguards were in-
troduced by the European Commission Green Taxonomy 
under article 3 and article 18, and refers to a corporate 
practice that is in “alignment with the OECD Guidelines for 
Multinational Enterprises and the UN Guiding Principles 
on Business and Human Rights, including the principles 
and rights set out in the eight fundamental conventions 
identified in the Declaration of the International Labour 
Organisation on Fundamental Principles and Rights at 
Work and the International Bill of Human Rights.”65

To make sure that investments are not significantly under-
mining the SDGs, institutional investors have the power to, 
collectively and proactively, adopt minimum standards for 
their investments, as measured by SDG-aligned KPIs and 
ideally tailored to different business practices. 

A way for investors to implement minimum safeguards 
is through “guardrails.” Guardrails are being proposed by 
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The Shareholders Common initiative (TSC) to encourage 
investors to request companies to meet “baseline sustain-
ability standards...and reject practices that exploit social 
or environmental costs for company gain.” These guard-
rails are meant to be pre-competitive (assessed before 
measuring companies’ financial performance), collective 
(to ensure standardization among investors), and systemic 
(as it relates to system-level issues).66 
 
Engagement: 

Engagement is defined as “shareholder activities that are 
intended to change companies’ ESG practices... these in-
clude the right to vote on shareholder proposals during 
annual general meetings, discussions during informal 
meetings with management, and criticizing corporate 
practices in news outlets, as well as threats of selling the 
companies’ assets.”67

Research suggests68 that one of the most effective ways 
for investors to influence corporate practice in the public 
markets is through engagement, particularly when the 
investor or group of investors “holds a large share of the 
targeted company.” The size and reputation of that inves-
tor or group of investors is also a factor. Given institutional 
investors’ increasing size in the markets, as noted earlier, 
they are in a unique position to influence the corporate be-
havior of public companies in a significant way.69  

If engagement is not successful in changing companies’ 
practices, particularly around the minimum safeguards 
mentioned above, divestment should be an option. 

Exclusionary screening:

Exclusionary screening is defined as “avoiding securities of 
companies or countries on the basis of traditional moral 
values... and standards and norms.”70 Like divestment, this 
type of strategy can be a useful tool for reducing or elim-
inating the exposure to companies responsible for signifi-
cant negative externalities.

Impact Investment: 

This is an effective tool to focus on environmental and 
social solutions, as long as externalities are internalized 
throughout the life of the investment. Institutional inves-
tors should expand their participation in impact investing, 
leveraging the work of the impact investment community. 
There are different innovations in the impact investment 
space, including blended finance,71 catalytic capital,72 and 
others to help de-risk investments and encourage broader 
participation of mainstream investors.

Public-Private Partnerships:

The IFC defines Public-Private Partnerships, or PPP, as “a 
tool that helps governments leverage the expertise and 
efficiency of the private sector, raise capital, and spur de-
velopment. They also help allocate risk across the public 
and private sectors to where it can best be managed and 
ensure that resources are widely distributed in addressing 
the most urgent development needs.”73 

Public-Private Partnerships can be particularly helpful for 
investment in emerging and frontier markets with a high 
risk profile.
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IX. Towards a Common Goal

Although the SDGs are not perfect and were not designed 
for investors, they represent an important framework for 
understanding how our social and environmental systems 
are interrelated and interconnected.
 

“Investors cannot do it alone.” 

- Head of ESG and Compliance, Large US Endowment 
 
We believe that the SDGs provide the opportunity to cre-
ate a common set of goals, shared across different stake-
holders, from investors and corporations to civil society 
and governments, at a global level. The SDGs can become 
the framework for investors to collectively address shared, 
complex, system-level challenges, such as climate change 
and inequality. They can provide the much-needed map 
for investors to focus on outcomes, reduce externalities, 
and take on an active role in engaging companies to ad-
dress pressing social and environmental issues.
 
The COVID crisis has shown the importance and intercon-
nectedness of systemic risks. COVID spread rapidly among 
the poor, chronically ill, or those working in poor condi-
tions, resulting in a serious global economic crisis. This cri-
sis shows that poverty (SDG 1), health (SDG 3), and decent 
working conditions (SDG 8), just to name a few SDGs im-
pacted by COVID-19, are systemic issues that affect every-
one globally and cannot be ignored by asset owners and 
fiduciaries with a long-term mandate. 

Embracing A New Role
 
We recognize that the journey for SDG-Aligned Investing 
will not be easy. Still, we believe that this change from  
ESG to impact to SDG alignment is already happening 
and will only accelerate in the years ahead. From climate 
change to income inequality to social injustice, the prob-
lems faced by this generation are too significant and too 
consequential for investors to remain on the sidelines. It 
is no longer enough for an institution to hide their head in 
the sand by saying that “as long as I beat a market bench-
mark, my work is done.” Instead, institutional investors’ 
influence in the markets comes with great responsibility. 
Calls for increased accountability of investors’ impact on 
people and the planet will only increase.    

To accomplish this, investors need strong conviction, a 
greater sense of clarity, and widespread consensus, as well 
as an expanded toolbox to influence companies’ activities. 
 
If institutional investors assume their critical role in sup-
porting the globally agreed sustainability agenda embod-
ied in the SDGs, they will meet the rising expectations of 
the moment and genuinely provide resilient investment 
opportunities for their clients and beneficiaries for gener-
ations to come.
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X. Appendix: Case Studies

Below are two illustrative case studies, one from an as-
set owner and another from an asset manager, that show 
practitioners’ approaches to impact and SDG-Aligned in-
vestment. The inclusion of these case studies in this report 
should not be considered an endorsement of these orga-
nizations and their offerings.

Case Study 1: An Asset Owner’s Journey to Impact
 
Fonds de solidarité FTQ74 (the Fonds) is a development 
capital investment fund which was constituted in 1983 by 
the Fédération des travailleurs et travailleuses du Québec 
(“FTQ”), one of Québec’s largest trade unions. Created in 
response to a severe recession that was affecting Québec 
and causing significant job losses and business failures, 
the Fonds was conceived as a socioeconomic tool aiming 
at benefiting Québec’s workers, companies, and the econ-
omy as a whole.
 
The Fonds’ main activity is to collect the savings of 
Québec workers and use these savings to make develop-
ment capital investments (both growth capital and ven-
ture capital) in accordance with its mission75, which is to: 

• Create, maintain, or protect jobs: Invest in com-
panies impacting Québec’s economy and offer them 
services to further their development, with the aim of 
creating, maintaining, and protecting jobs.

• Train workers: Promote economic training for work-
ers so they can increase their influence on the eco-
nomic development of Québec.

• Develop Québec’s economy: Stimulate Québec’s 
economy through strategic investments that benefit 
both Québec workers and companies alike.

• Prepare for retirement: Make workers aware of the 
need to save for retirement and encourage them to 
do so, as well as encourage them to participate in the 
development of the economy by purchasing Fonds 
shares.76

The federal government of Canada and the government 
of Québec provide the Fonds’ shareholders-savers with a 
tax incentive, as a demonstration of their support to the 
Fonds’ economic mission. Combined with the Fonds’ size 
and evergreen structure, this allows it to invest across 
asset classes and sectors with a long-term horizon, and 
in some instances, to take on more risk. Another key dis-
tinction is the Fonds’ compensation structure, as its in-
vestment professionals are not remunerated according 
to their individual performance. The Fonds believes that a 
variable compensation structure is not consistent with the 
values of a workers’ fund.  

The Fonds seeks to provide reasonable returns77 to its 
shareholders-savers so that they can prepare for retire-
ment while achieving its mission. While the Fonds’ share-
holders-savers receive tax incentives to invest in the fund, 
they invest in the fund on a voluntary basis and are active 
participants in its annual shareholder meetings. During 
the last five years, the Fonds has received an average an-
nual contribution of around CAD 870 million from its exist-
ing and new shareholders to invest.

As of May 31, 2020, the Fonds had:

• Net assets worth CAD 13,794 million
• Invested in 3,329 partner companies across all 

regions of Québec
• Supported 221,267 jobs78

• 707,935 shareholders-savers
• Provided its shareholders-savers an annual 

compounded return of 6.4% for the last ten years

Because the Fonds’ mission drives its investment de-
cisions, it has adopted a Sustainable Development 
Framework Policy, which overarches both its Investment 
Policy (applicable to its development capital investments) 
and its Other Investments Portfolio Policy.79 The Fonds’ re-
sponsible investment approach is tailored to the nature 
of those two portfolios. As an example of its innovative 
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approach, the Fonds has since its foundation considered 
and integrated social aspects into every investment de-
cision made in Québec (e.g., workers rights, health, and 
safety, diversity, and inclusion).  

As societal issues have evolved since its inception in 1983, 
from unemployment and business failure to the climate 
crisis, workplace disruptions, and rising health issues, it 
was crucial for the Fonds to remain relevant and funda-
mentally engaged in tackling them. Following a strate-
gic review led in 2017 by the Executive Vice-President, 
Investments, the Fonds took on the ambitious challenge 
of furthering its positive contribution to Québec’s society: 
it decided it would aspire to become an impact investor.

The Fonds’ impact strategy presently relies, as of now, on 
three fundamental – and related – pillars, which are 1) re-
orienting its investments towards solutions (products, ser-
vices, and technologies) that are aligned with the Fonds’ 
impact themes, 2) supporting its partner companies in 
their environmental and digital transitions, and 3) devel-
oping projects that will have structural effects on compa-
nies, communities, and local economies.

Even though the deployment of the Fonds’ impact strate-
gy is still ongoing, several milestones have been reached 
over the last two years. The Fonds has hired new human 
resources devoted to its impact strategy while reallocat-
ing some of its existing resources to support its shift to 
impact investing. It has created an internal working group 
of over 20 employees to ensure the success of its impact 
strategy’s deployment. The Fonds also joined the Global 
Impact Investing Network (GIIN) in early 2020, connecting 
its teams to the world’s most organized and advanced net-
work in impact investing. The Fonds is currently working 
on establishing measures and indicators to track its prog-
ress on impact and is in the process of developing capi-
tal allocation targets. Technical training is being offered, 
awareness among investment teams is progressively 
growing, and many internal tools are under development.

For most asset owners, impact investing is a journey that 
requires taking incremental steps. Even for a mission-driv-
en entity like the Fonds, impact investing demands a 
progressive culture shift because it requires a different 
approach to analyzing investment opportunities. As it is 
strongly aligned with its core values, the Fonds believes its 
impact investing strategy will lead to significant, sustain-
able, and positive outcomes for Québec.

Case Study 2: The SDGs as an Engagement Framework

Federated Hermes (“Hermes”)80 is an active global asset 
manager with US$628.8B under management and $1.1T 
in assets under advisement as of June 30, 2020. As a re-
sponsible investor, its goal is to help individuals achieve 
better risk-adjusted returns and to contribute to positive 
outcomes in the wider world.81 Hermes has been commit-
ted to active corporate engagement since 1983 and has 
built a large team skilled in face-to-face engagement with 
corporate executives and directors.

The Hermes SDG Engagement Equity Fund launched in 
January 2018 in response to clients’ requests. The Fund 
has “the dual purpose of delivering attractive returns and 
measurable real-world impact by investing in publicly 
traded equities globally.”82 The Fund seeks to achieve its 
purpose by outperforming the global small- and mid-cap 
market “as well as aiming for positive social and environ-
mental change by engaging with companies to help deliv-
er the Sustainable Development Goals (SDGs).”83 Hermes 
core investment beliefs include:

• Public companies can contribute to and benefit from 
efforts to achieve the SDGs.

• Meeting the SDGs will be a primary driver of future 
economic growth, providing opportunities for firms to 
boost revenues and earnings.

• Companies are uniquely positioned to significantly 
impact lives due to their integral position within 
communities, direct relationships with employees, 
and connections with suppliers.

• The long-term commercial performance of companies 
relates to the success of the environments in which 
they operate and in which their employees and 
customers live.

• Firms that fulfill their responsibilities towards society 
will be rewarded with greater brand loyalty, employee 
motivation, and more innovative products and 
services.

• Investors can influence companies to improve their 
operations in support of the SDGs, creating a virtuous 
circle of change, benefiting employees, communities, 
supply chains, and other stakeholder groups.

• Engaging with companies on the SDGs provides 
investors with valuable insights into their current 
levels of sustainability and longer-term commercial 
risks and opportunities.84
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For Hermes, “the 17 SDGs – and the more detailed 169 un-
derlying targets – provide a common framework for gov-
ernments, investors and companies alike to understand 
the scale of the challenges being faced by the world and 
to work towards defined environmental and social objec-
tives.”85 Hermes identified which of the 169 SDG targets are 
‘investable’ and which are ‘engageable’ and concluded 
that less than 40% of the targets are either investable or 
engageable.86 Hermes increases the likelihood of achiev-
ing tangible, positive outcomes for investors, companies, 
and society by focusing on areas where firms can most ef-
fectively support the fulfillment of SDGs.87  The SDGs relate 
to the entire investment universe and are interconnected.  
As a result, by seeking to fulfill one SDG and avoiding a 
negative impact on the other ones, Hermes’ strategy helps 
achieve that SDG and other Global Goals. From Hermes’ 
perspective, all companies have impact potential, not just 
‘purposeful’ companies.

Clean Harbors, the largest hazardous waste management 
company in the US and the largest collector, recycler, and 
re-refiner of used motor oil, is an example of the impact of 
Hermes’ engagement. In 2018, Clean Harbors “committed 
to reinvesting in its workforce to address issues around 
attracting and retaining its logistics workers. Since then, 
it has invested significantly in its pay and benefits prop-
osition ($40m in 2018, and likely a not dissimilar figure in 
2019). The company has also expanded its recruitment of 
veterans who now comprise 6% of its workforce – com-
pared to 1% of the general population – and has set clear 
internal targets to reduce voluntary turnover. The business 
continues to benefit from demand across the industry for 
more sustainable and ‘green’ solutions to waste manage-
ment. To date, it has collected and re-refined more than 
3.1bn gallons of used oil – the equivalent of avoiding 27m 
tonnes of greenhouse-gas emissions – and recycled 45m 
pounds of paint over a year.”88

“Hermes’ strategy is to identify good-quality companies 
and, through engagement, bring about positive change 
to create better businesses that are well-positioned for 
sustainable and commercial success in the years ahead.”89 
Hermes’ strategy is not led by risk mitigation and, therefore, 
does not aim to invest in best-in-class ESG companies. The 
strategy is to focus on companies that can be improved 
through engagement and to go beyond the non-financial 
risk factors that an ESG strategy would. As a result, the 
portfolio is not expected to perform high on ESG metrics 
initially but may improve over time.90 Investment and en-
gagement pillars are both needed for an investment to be 

in the fund.  If the investment or engagement case deteri-
orates, the holding will be sold and better opportunities 
identified.

Hermes’ tracks the impact of its investments when it ap-
praises, monitors, and speaks with investee companies.91 
Hermes recognizes that “the real-world impact of our 
engagements may not be immediately quantifiable, or 
comparable across companies in the portfolio.”92 To over-
come the challenges of measuring impact, Hermes uses 
narratives to communicate how its corporate engagement 
has generated real changes within companies. “Unless im-
practical, it also reports widely accepted and standardized 
metrics, such as those from impact investment organiza-
tion IRIS, targeted to the individual company in question 
and around specific engagement objectives. To ensure the 
integrity and add credibility to its claims of effective en-
gagement and additionality, companies corroborate the 
narratives after meeting any of the SDG objectives.”93

“Altogether, the Fund returned 26.93% over 2019, outper-
forming the benchmark by 156bps. This was driven by 
stock selection in industrials, real estate, and healthcare, 
which outweighed detractions from consumer staples, fi-
nancials, communication services, and energy.”94 Hermes’ 
fees for this fund are higher than those charged for other 
funds that do not involve the same level of engagement.
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	The multiple crises of 2020 contributed to a growing 
	The multiple crises of 2020 contributed to a growing 
	The multiple crises of 2020 contributed to a growing 
	awareness of the scope and scale of the sustainability 
	challenges that we face, from the climate emergency and 
	the loss of biodiversity to systemic racism and income 
	inequality. Alongside this growing awareness, there has 
	been a parallel increase in sustainable investing as part of 
	rising interest from institutional and individual asset own
	-
	ers to use their capital to help address the world’s most 
	pressing challenges.

	However, despite record inflows into sustainable invest
	However, despite record inflows into sustainable invest
	-
	ments, these investment vehicles appear unable to sup
	-
	port the kind of progress that is needed. The past year has 
	revealed the deep vulnerabilities of our economic, social, 
	and environmental systems and how interrelated and in
	-
	terconnected these systems are today. 

	A better path forward is needed to take all systemic risks 
	A better path forward is needed to take all systemic risks 
	into account, thereby turning expectations for progress 
	into tangible results.

	The UN Sustainable Development Goals (SDGs) can offer 
	The UN Sustainable Development Goals (SDGs) can offer 
	such a path. Introduced in 2015 and agreed to by all the 
	193 members of the UN General Assembly, the SDGs pro
	-
	vide a robust and comprehensive framework for strength
	-
	ening our shared social and environmental systems by 
	2030. Although the SDGs were primarily designed with 
	governments in mind, they also provide a shared blueprint 
	for people and planet outcomes that all investors can rally 
	behind, thereby offering a common set of environmental 
	and social performance goals for companies to follow. 

	Protecting our shared social and environmental systems, 
	Protecting our shared social and environmental systems, 
	is fundamental for institutional investors that have expo
	-
	sure to global financial markets, as described by the Uni
	-
	versal Owners theory. This idea has been gaining a lot of 
	attention of late, particularly given the increasing influence 
	of long-term institutional investors in the capital markets, 
	with assets under management estimated at USD 70 tril
	-
	lion globally. 

	Furthermore, the SDGs provide a framework to analyze the 
	Furthermore, the SDGs provide a framework to analyze the 
	externalities that companies should internalize to be more 
	resilient vis a vis the expectation of future crises, more 
	stringent regulations, growing societal pressures, and the 
	move towards stakeholder capitalism. From an investor’s 
	perspective, the UN PRI notes that the SDGs can help in
	-
	vestors understand “the sustainability trends relevant to 
	investment activity and their fiduciary duties,” thereby 
	resulting in better risk management and opportunities at 
	the micro and macro level.

	These reasons explain why the SDGs are increasingly be
	These reasons explain why the SDGs are increasingly be
	-
	coming adopted in the corporate and financial world as 
	a way for businesses and investors to show how they are 
	attempting to address different sustainability challenges. 
	But to turn the increased interest in sustainability from a 
	trend to a transformation will require investors taking a 
	more holistic approach that aligns all investment activities 
	with the SDGs.
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	Existing sustainable investment approaches by asset own
	Existing sustainable investment approaches by asset own
	-
	ers and asset managers have largely fallen short in deliver
	-
	ing on expectations for progress. For example, ESG integra
	-
	tion is one of the most prevalent sustainable investment 
	strategies. Still, it is used mostly as a risk management 
	tool, and it is not intended to achieve positive impacts or 
	reduce negative externalities. Impact investing, with its fo
	-
	cus on positive social and environmental outcomes, con
	-
	tributes to the achievement of the SDGs, but its reach and 
	scope thus far remain limited. Neither of these strategies 
	- ESG integration nor impact investing - as defined today, 
	are enough to meet our shared social and environmental 
	goals as outlined by the SDGs.

	We propose the widespread adoption of a niche but 
	We propose the widespread adoption of a niche but 
	emerging approach we call: 
	SDG-Aligned Investing
	. SDG-
	Aligned Investing considers the risk and return character
	-
	istics of an investment, including ESG aspects, as well as 
	positive and negative externalities. This holistic approach 
	to investing solves for many of the shortcomings of current 
	approaches to sustainable investing.

	Conviction, Clarity, and Consensus: The 3C’s of SDG-
	Conviction, Clarity, and Consensus: The 3C’s of SDG-
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	To be successful, SDG-Aligned Investing requires 
	To be successful, SDG-Aligned Investing requires 
	Con
	-
	viction, Clarity,
	 and 
	Consensus
	 from investors (the ‘3Cs’). 
	These qualities are the basis for building a comprehensive 
	investment approach that truly supports the SDGs. 
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	Conviction
	Conviction
	 that the SDGs are interconnected and indivisi
	-
	ble and that their achievement will strengthen the shared 
	social and environmental systems and create long term 
	value and resilient markets for generations to come. 

	Clarity
	Clarity
	 
	includes both 
	clarity of definition
	 and 
	clarity 
	 
	of impact
	.  

	Clarity of definition
	Clarity of definition
	 is having a clear and honest under
	-
	standing of what current sustainable investment strate
	-
	gies do and do not do concerning the SDGs’ achievement. 

	Clarity of impact
	Clarity of impact
	 is understanding that all investments 
	have an impact. Therefore, it is necessary to analyze both 
	the positive and negative effects of portfolios’ underlying 
	holdings towards the achievement of the SDGs. 

	Consensus
	Consensus
	 
	among investors on what’s expected from 
	companies regarding SDG alignment. This type of agree
	-
	ment is paramount to amplify the impact that investors 
	can have on companies’ actions and, consequently, our 
	shared systems.

	These recommendations build on important work done 
	These recommendations build on important work done 
	by others in this space, including the Impact Management 
	Project (IMP), The Investment Integration Project (TIIP), 
	the Global Impact Investing Network (GIIN), the Interna
	-
	tional Finance Corporation (IFC), and United Nations De
	-
	velopment Programme (UNDP). While each organization 
	is working on the larger goal of catalyzing more private 
	capital to achieve better social and environmental out
	-
	comes, we believe an SDG-centric approach to invest
	-
	ment management is the best way to make progress in a 
	 
	systematic way.
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	After building the foundation for SDG-Aligned investing 
	After building the foundation for SDG-Aligned investing 
	with the 3Cs, investors should mobilize specific invest
	-
	ment strategies to achieve the SDGs. The tools noted in 
	this matrix are the ones that we found in our research 
	to be the most effective in contributing to the SDGs. Ide
	-
	ally, an institutional investor embracing SDG-Aligned 
	Investing would use each box in this matrix as part of a 
	 
	holistic approach. 
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	Adoption of SDG-Aligned investing won’t happen over
	Adoption of SDG-Aligned investing won’t happen over
	-
	night. Still, there are important steps that institutional 
	investors can take to better account for the total impact-
	-both positive and negative-of their portfolios. We intend 
	to explore specific, actionable steps and implementation 
	roadmaps as part of subsequent research. In the mean
	-
	time, we welcome any feedback on the contents of this 
	report that may help inform our future work.
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	Our research sought to understand why, after five years 
	Our research sought to understand why, after five years 
	Our research sought to understand why, after five years 
	since the UN’s SDGs were announced, institutional inves
	-
	tors are not actively participating in achieving this shared, 
	global agenda. 

	Specifically, our study looked to answer the question:
	Specifically, our study looked to answer the question:

	What can investors do to contribute to the achievement of 
	What can investors do to contribute to the achievement of 
	the SDGs and, by doing so, support the shared social and 
	environmental systems that will fuel long-term investment 
	opportunities? 

	This 12-month practitioner-led, independent research 
	This 12-month practitioner-led, independent research 
	gathered input from:

	1. 
	1. 
	1. 
	1. 

	Over 40 interviews, conducted over Zoom be
	Over 40 interviews, conducted over Zoom be
	-
	tween March 2020 and July 2020 with market par
	-
	ticipants across Asset Owners, Asset Managers, 
	and Academia. Interviews were approximately 60 
	minutes in length. The interviewee’s breakdown 
	is as follows: Asset Owners: 9 interviews (6 North 
	America, 1 EMEA, 1 Latin America, 1 Asia-Pac); 
	Asset Managers: 14 interviews (5 Global, 4 North 
	America, 3 EMEA, 2 Latin America).


	2. 
	2. 
	2. 

	Literature review of over 70 secondary research 
	Literature review of over 70 secondary research 
	papers, sourced from the authors, participants, 
	news outlets, and internet searches. 


	3. 
	3. 
	3. 

	Insights from an advisory board of leading indus
	Insights from an advisory board of leading indus
	-
	try organizations and academics. 
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	Sustainable investment had a breakout year in 2020. Con
	Sustainable investment had a breakout year in 2020. Con
	Sustainable investment had a breakout year in 2020. Con
	-
	trary to what many expected, the economic contraction 
	resulting from the COVID-19 pandemic and the market 
	volatility that followed did not induce investors to flee 
	from sustainable investment funds. On the contrary, flows 
	into Environmental, Social, and Governance (ESG) strat
	-
	egies have soared,
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	1
	1


	 
	and ESG funds have outperformed 
	 
	the market.
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	Wider acceptance of sustainable investment
	Wider acceptance of sustainable investment
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	 comes with 
	higher levels of scrutiny. Even though achieving better 
	risk-adjusted returns remains the primary motivation for 
	institutional investors
	4
	4
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	 when pursuing ESG strategies, 
	there are also expectations that these types of strategies 
	create better people and planet outcomes. 

	A 2020 survey of institutional asset owners by the Morgan 
	A 2020 survey of institutional asset owners by the Morgan 
	Stanley Institute for Sustainable Investing
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	 found that as
	-
	set owners’ perspectives are changing, as “almost half now 
	believe that generating social and environmental returns 
	is as important as generating financial returns.” The 2020 
	Trust Report by CFA Institute noted similar trends, with the 
	majority of institutional asset owners and retail investors 
	saying they are interested in ESG investing because they 
	want to positively impact society and the environment, 
	with or without better financial returns.
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	However, despite growing flows into sustainable invest
	However, despite growing flows into sustainable invest
	-
	ments, there is no evidence that shows that these invest
	-
	ments are helping halt the deterioration of our shared so
	-
	cial and environmental systems. Recent studies from both 
	scientists and financial institutions show that social and 
	environmental conditions are getting worse, not better, 
	in many parts of the world. This fact raises an important 
	question — what happens when investors realize that sus
	-
	tainable investment, as currently 

	practiced, is not creating better social and environmental 
	practiced, is not creating better social and environmental 
	outcomes? 

	The well-known political science theory of Revolution of 
	The well-known political science theory of Revolution of 
	Rising Expectation,
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	 first introduced by the American so
	-
	ciologist Jamie Davies in 1962, provides a warning. Rising 
	expectations that are not consequently satisfied precede 
	a revolution. 

	Sustainable investment, both as an opportunity to reduce 
	Sustainable investment, both as an opportunity to reduce 
	risk and improve performance in a portfolio as well as a 
	way to help address society’s most pressing social and 
	environmental challenges, has created new expectations 
	among end-investors and beneficiaries. These new expec
	-
	tations are not being met as social and environmental con
	-
	ditions continue to deteriorate.
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	 This, along with increased 
	access to information and transparency, puts pressure 
	on sustainability-oriented institutional asset owners and 
	managers to deliver on their implicit promise of producing 
	better people and planet outcomes. 

	We believe that institutional investors’ commitment to 
	We believe that institutional investors’ commitment to 
	aligning their practices with an internationally agreed 
	upon agenda for sustainable and inclusive growth, such as 
	the Sustainable Development Goals (SDGs), can help them 
	meet these new expectations.

	Through an SDG-Aligned investment approach, institu
	Through an SDG-Aligned investment approach, institu
	-
	tional investors can ensure that their sustainable invest
	-
	ment strategies are indeed contributing to “set the world 
	on a path of peace, prosperity, and opportunity for all on 
	a healthy planet.”
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	The UN Sustainable Development Goals (SDGs)
	The UN Sustainable Development Goals (SDGs)

	The United Nations (UN) launched the Sustainable 
	The United Nations (UN) launched the Sustainable 
	Development Goals (SDGs) in 2015 as a plan for the 
	world to achieve a more sustainable, equitable so
	-
	ciety by 2030. The UN estimated that to meet these 
	ambitious objectives, it will require investments 
	of about USD 3.5 trillion a year, both from public 
	and private capital. It’s been five years since this 
	announcement, and estimates show an annual 
	funding gap of about USD 2.5 trillion, in large part 
	due to the disappointing participation of private 
	 
	sector investors.
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	Sustainable investment
	Sustainable investment
	 
	has been attracting increased 
	attention from institutional and individual investors for 
	more than two decades. This enthusiasm is reflected in 
	the more than 3,000 signatories to the UN Principles for 
	Responsible Investment (PRI) from 60 countries and rep
	-
	resenting USD 103.4 trillion in assets under management 
	as of 2020.
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	This growing interest is also reflected in the number of ini
	This growing interest is also reflected in the number of ini
	-
	tiatives aimed at spurring the investment management in
	-
	dustry to take on sustainability. In December 2020, a group 
	of 30 asset managers with USD 9 trillion in combined as
	-
	sets under management introduced the Net Zero Asset 
	Managers initiative to “galvanize the asset management 
	industry to commit to a goal of net-zero emissions” by 
	2050 or sooner. This announcement follows a similar effort 
	by the Net Zero Asset Owner Alliance, a group of institu
	-
	tional asset owners with more than USD 5 trillion in assets 
	launched in September 2019 with a shared commitment 
	to aligning their portfolios with a 1.5C° scenario.

	However, although current sustainable investment efforts 
	However, although current sustainable investment efforts 
	may have created a positive impact on investors’ portfo
	-
	lios with higher risk-adjusted returns,
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	 they have fallen 
	short in achieving positive people and planet outcomes,
	12
	12
	12


	 
	as articulated by the SDGs. 

	In addition to this contradiction, the COVID-19 pandemic 
	In addition to this contradiction, the COVID-19 pandemic 
	has made the achievement of the SDGs even more chal
	-
	lenging. Some estimates show that the SDGs are now 
	on track to be achieved not in 2030, the original target 
	date, but in 2092, 62 years behind schedule.
	13
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	13


	 We sim
	-
	ply don’t have an additional 62 years to wait to ensure a 
	 
	sustainable future.

	This lack of progress should be very concerning for all insti
	This lack of progress should be very concerning for all insti
	-
	tutional investors, particularly those that have expressed 
	a commitment to sustainability. The fact that investors’ 
	actions are not translating into clear positive people and 
	planet outcomes and reducing negative impacts and ex
	-
	ternalities, undermines the credibility of the investment 
	community’s sustainability efforts. What is more, by not fo
	-
	cusing on supporting our shared social and environmental 
	systems, investors weaken their ability to guarantee last
	-
	ing returns for their clients and beneficiaries.
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	What can investors do to contribute to the achievement 
	What can investors do to contribute to the achievement 
	of the SDGs and, by doing so, support the shared so
	-
	cial and environmental systems that will fuel long-term 
	 
	investment opportunities? 

	To answer this question, Beyond Alpha interviewed more 
	To answer this question, Beyond Alpha interviewed more 
	than 40 investment managers, asset owners, and thought 
	leaders globally over a 12-month period. This original 
	research was complemented by extensive secondary re
	-
	search, including a review of recent articles and studies on 
	the subject of sustainable investing.

	We concluded that institutional investors’ inability to 
	We concluded that institutional investors’ inability to 
	meaningfully contribute to the SDGs has to do with the 
	fact that current sustainable investment practices are ei
	-
	ther not designed to produce better people and planet 
	outcomes, as is the case of ESG integration strategies, or 
	are limited in their reach and scope, as in the case of most 
	impact investing strategies. 

	As a solution, institutional investors interested in pro
	As a solution, institutional investors interested in pro
	-
	ducing better people and planet outcomes, in addition 
	to achieving positive market returns, should embrace an 
	SDG-Aligned Investing approach. This approach needs to 
	be centered not only on investing to deliver positive im
	-
	pacts, such as impact investing, but also on ensuring that 
	all investment decisions do their best not to undermine 
	the health of our shared social and environmental sys
	-
	tems. Moreover, we believe all institutional investors, giv
	-
	en their size and influence, have a unique opportunity and 
	responsibility to drive this change and provide lasting in
	-
	vestment opportunities to their clients and beneficiaries.

	Advancements in the sustainable investment space, ei
	Advancements in the sustainable investment space, ei
	-
	ther through ESG integration, the most commonly used 
	sustainable strategy among US money managers,
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	 or im
	-
	pact investment, a sustainable investing strategy growing 
	steadily,
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	 are encouraging steps for bringing increased 
	awareness to some dimensions of the SDGs. Although 
	there are many strategies used within the sustainable in
	-
	vestment space, we have chosen to focus on ESG integra
	-
	tion because of its broad level of adoption, and impact 
	investing because of its focus and growth. However, our 
	research reveals that these two sustainable investment 
	strategies, as they are defined and implemented today, 
	are not enough to achieve the SDGs, as we explain below.

	ESG integration is far from a panacea
	ESG integration is far from a panacea

	ESG integration - an investment strategy in which investors 
	ESG integration - an investment strategy in which investors 
	systematically consider Environmental, Social, and Gover
	-
	nance issues in their investment process
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	,
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	 - is becoming 
	increasingly accepted by mainstream investors, given the 
	mounting evidence that these strategies can help improve 
	risk-adjusted returns of a portfolio.
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	 This is happening 
	even in markets that have been traditionally behind the 
	curve in this space, such as the United States. 

	However, while there is plenty of evidence that sustainable 
	However, while there is plenty of evidence that sustainable 
	investment strategies can help improve risk-adjusted re
	-
	turns of a portfolio, there is no conclusive data that shows 
	these strategies are changing companies’ behaviors con
	-
	cerning their environmental and social performance. This 
	was flagged in the recent paper, “
	Can Sustainable Invest
	-
	ing Save the World? Reviewing the Mechanisms of Investor 
	Impact,”
	 by Kölbel, Heeb, Paetzold, and Busch. This study 
	concludes that there is no empirical evidence showing 
	that current ESG investment strategies drive more sustain
	-
	able corporate practices. The authors define investors’ im
	-
	pact as “investors’ ability to change companies’ activities 
	around social and environmental parameters.” 

	One of the key reasons why ESG integration is not produc
	One of the key reasons why ESG integration is not produc
	-
	ing meaningful people and planet outcomes is because 
	ESG integration was designed mainly as a risk manage
	-
	ment tool, not to measure or manage social or environ
	-
	mental impact. ESG integration is not intended to actively 
	promote positive social and environmental outcomes. 
	Therefore, any positive effect or reduction of negative ex
	-
	ternalities these strategies may have are mere side effects. 
	Because of this, it is not surprising that ESG integration 
	lacks impact or outcome tracking, as “very few investors 
	analyze how their activities cause companies to change.”
	20
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	Impact investment is not a magic bullet
	Impact investment is not a magic bullet

	 
	 

	Impact investments, defined by the International Finance 
	Impact investments, defined by the International Finance 
	Corporation (IFC) as “investments made in companies or 
	organizations with the intent to contribute measurable 
	positive social or environmental impact, alongside a finan
	-
	cial return,”
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	 are also not sufficient to achieve the SDGs by 
	2030. Investments that are made 
	without the intention
	 to 
	generate a positive social and environmental impact fall 
	out of the impact investment universe, as currently de
	-
	fined. SDG-Aligned Investing intends to capture all invest
	-
	ments, whether they are  “impact” or not.

	SDG-Aligned Investing helps advance impact investing. 
	SDG-Aligned Investing helps advance impact investing. 
	While the impact investing industry continues to grow and 
	mature,
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	 what is still missing from the market is a shared 
	consensus around what impact needs to be achieved and 
	a mechanism for measuring the role of each investor in 
	achieving that impact. The SDGs provide this consensus, 
	and SDG-Aligned Investing provides a roadmap for how 
	investors can play their part. Notably, the Global Impact 
	Investment Network (GIIN) highlights that coalescence 
	around the SDGs, in particular, has contributed to the stan
	-
	dardization of impact measurement and management.
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	A sustainable investment strategy that can work for all in
	A sustainable investment strategy that can work for all in
	-
	vestments is needed because, despite growth in the im
	-
	pact investing market, most of the estimated $269 trillion 
	in investable capital is not currently invested in “impact 
	investments.”
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	 One of the reasons why impact investing 
	has not been widely adopted is the perception that, due 
	to its intentionality and resulting customization geared 
	towards impact, it could imply sacrificing returns, limit
	-
	ing the adoption by many mainstream investors that may 
	have a mandate to maximize returns.
	25
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	There are also significant differences in how impact in
	There are also significant differences in how impact in
	-
	vesting can be practiced in the public markets versus the 
	private markets. In the public markets, where most capital 
	is invested, impact investing appears to be at earlier stag
	-
	es of development. While investors in public markets can 
	contribute to measurable impact through engagement 
	and shareholder action, the issue is that  “we do not have 
	a basis to identify how much investment in these assets 
	is motivated by the intent to contribute to measurable 
	impact.”
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	 In the case of private markets, where impact in
	-
	vestors have been more active, and there is more clarity in 
	scope and measurement, deals tend to be small and com
	-
	paratively more expensive when compared to traditional 
	private investments. According to a World Economic Fo
	-
	rum report,
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	 “the costs of due diligence may be higher for 
	[smaller size] impact investments and the deal economics 
	may look fundamentally different... [partly because] sourc
	-
	ing the right deals in the pipeline can be costly.” Once im
	-
	pact investing becomes more established and efficient, 
	mainstream investors may adopt it more widely and its 
	contribution to the achievement of the SDGs may become 
	more meaningful. 

	“Because of the stage of development 
	“Because of the stage of development 
	of impact investing, the ticket size for 
	[impact private markets] deals tend to be 
	small, which is an additional obstacle...to 
	meaningfully contribute in this way to the 
	achievement of the SDGs.”
	 

	- Head of ESG and Stewardship, Large Asset Owner, Asia-Pac. 
	Impact investment can provide solutions to address the 
	Impact investment can provide solutions to address the 
	systemic risks identified by some of the SDGs. We hope 
	that, as this industry develops, it will be able to attract 
	more capital, including institutional capital. However, im
	-
	pact investing, as currently understood and practiced, is 
	not enough to meet the SDGs. To achieve the SDGs, we 
	need a solution that can work for as many investors and 
	investments as possible.  

	Given the limitations of the sustainable investment prac
	Given the limitations of the sustainable investment prac
	-
	tices highlighted in this report, institutional investors that 
	have expressed their commitment to sustainability need 
	a new investment approach that, by design, ensures that 
	any investment contributes to and does not undermine 
	the achievement of the SDGs.

	Our research identified three main challenges that pre
	Our research identified three main challenges that pre
	-
	vent institutional investors from aligning their investment 
	activities with the SDGs: First, many institutional inves
	-
	tors are not convinced that achieving the SDGs is their re
	-
	sponsibility. Second, some investors require evidence of 
	financial materiality before incorporating the SDGs into 
	their investment decision-making process. Lastly, mea
	-
	suring the impact on the SDGs requires a combination of 
	quantitative data, qualitative information, and multi-dis
	-
	ciplinary skills that most investment professionals simply 
	 
	don’t have.  

	1. “It’s not our job”
	1. “It’s not our job”

	 
	 

	One of the obstacles that prevent institutional investors 
	One of the obstacles that prevent institutional investors 
	from considering the SDGs is that there is a widespread 
	perception that the achievement of these goals falls large
	-
	ly under the responsibility of governments rather than in
	-
	vestors. Most asset owners and some asset managers we 
	interviewed did not see themselves as having a clear role 
	to play in the achievement of the SDGs. Others noted that 
	the SDGs, as a framework, was not designed for investors. 

	“SDGs were not explicitly designed for 
	“SDGs were not explicitly designed for 
	investors…we are now trying to retrofit them 
	in our process.” 
	 

	- Head of ESG and Compliance, Large US Endowment
	2. “SDGs are not tied to materiality”
	2. “SDGs are not tied to materiality”

	There is a recognition that the SDGs are not always tied 
	There is a recognition that the SDGs are not always tied 
	to financial materiality. This prevents portfolio managers 
	and analysts from considering the SDGs as part of their de
	-
	cision-making process. Even though the SDGs identify sys
	-
	tem-level issues, such as water scarcity, income inequality, 
	and biodiversity, that affect the risk and return character
	-
	istics of a long-term portfolio, we found that institution
	-
	al investors struggle to articulate the business case for 
	 
	these issues.

	“The systems ‘element of the SDGs is often 
	“The systems ‘element of the SDGs is often 
	ignored or missing.” 

	- Executive Director, Sustainable Investment Non-Governmental Organization. 
	3. “Measuring impact is hard”
	3. “Measuring impact is hard”

	 
	 

	This brings us to the third and most complex obstacle: ac
	This brings us to the third and most complex obstacle: ac
	-
	curately measuring environmental and social outcomes is 
	difficult and requires a new set of data and skills.

	In public markets, rating agencies and index providers are 
	In public markets, rating agencies and index providers are 
	developing new SDG data products to help investors un
	-
	derstand companies’ contributions to the SDGs. There are 
	two key limitations to the current efforts, however. First, 
	there is limited data because companies do not typically 
	report on SDG performance, at least not yet. Consequent
	-
	ly, data providers have to rely on broad company sustain
	-
	ability reporting and third-party sources. MSCI noted that 
	“fragmented data on how companies are aligned with a 
	respective SDG further exacerbates the challenges facing 
	investors.”
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	 Organizations like the UN Global Compact 
	and the International Business Council
	29
	29
	29


	 are working on 
	addressing the lack of relevant SDG metrics for companies. 

	The second limitation is that data offerings are mostly fo
	The second limitation is that data offerings are mostly fo
	-
	cused on SDG 
	revenue and activity
	 
	alignment or mapping
	 
	(i.e., how a companies’ products and services support or 
	contribute to achieving one or more SDGs, but not all of 
	them). This enables the practice of SDG cherry-picking 
	(also sometimes referred to as SDG-washing) instead of a 
	commitment to understanding how investments impact 
	the achievement of all the SDGs, both positively and neg
	-
	atively (i.e., externalities). For example, a water services 
	investment can be deemed as contributing to the SDGs 
	due to the activity involved and its contribution to SDG 
	6 (clean water and sanitation). Still, the investment proj
	-
	ect’s environmental policies, employment policies, pricing 
	strategies, maintenance standards, and other operational 
	dimensions may, in fact, undermine other SDGs. 

	Some data providers are starting to look at this. For exam
	Some data providers are starting to look at this. For exam
	-
	ple, S&P’s Trucost has developed data on SDG risk expo
	-
	sure defined as “the risk that a company may be directly 
	or indirectly causing a negative impact on the SDGs…or 
	the risk that a company may be dependent on practices 
	and activities that conflict with the SDGs.”
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	 However, this 
	analysis remains limited to “their direct application to the 
	private sector,” in line with the company’s supply chain or 
	reputational risk, and not on its impact on the social and 
	environmental systems. More research needs to be done 
	in this space.

	In the private markets, where impact investment strat
	In the private markets, where impact investment strat
	-
	egies are more prevalent than in public markets, impact 
	measurement is much more advanced on the back of the 
	leadership of organizations such as IFC,
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	 the IMP,
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	 and 
	the GIIN.
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	  However, impact measurement still presents 
	challenges.  The tools developed for the management and 
	measurement of positive outcomes and negative external
	-
	ities are still being improved and are not widely adopted.

	Lastly, during our interviews, we found that some inves
	Lastly, during our interviews, we found that some inves
	-
	tors struggle with limited bandwidth. Many institutional 
	investors remain focused on building and developing their 
	ESG integration strategies to create value and protect their 
	portfolios from ESG risks. This is already a monumental 
	task for many investors, particularly those smaller asset 
	owners with limited resources. 

	So how can investors overcome these barriers? And 
	So how can investors overcome these barriers? And 
	how can we begin to change the narrative to align in
	-
	vestment decisions with the SDGs and, by doing so, cre
	-
	ate positive people and planet outcomes and reduce 
	 
	negative externalities?

	There are three key rationales that institutional asset own
	There are three key rationales that institutional asset own
	-
	ers and asset managers can use to build a new narrative 
	where the SDGs are central to their sustainable investment 
	approaches: The SDGs serve as a) a system-level frame
	-
	work, b) a proxy for resilience, and c) a blueprint for people 
	and planet outcomes. 

	a. The SDGs as a Systems Framework
	a. The SDGs as a Systems Framework

	The SDGs serve as a robust and comprehensive frame
	The SDGs serve as a robust and comprehensive frame
	-
	work to strengthen the shared environmental and social 
	systems that global investors’ portfolios rely on. Protecting 
	these systems is fundamental for institutional investors, as 
	described by leading sustainable investment organiza
	-
	tions such as The Investment Integration Project (TIIP)
	34
	34
	34


	.

	Similarly, the Universal Owners theory, as most recent
	Similarly, the Universal Owners theory, as most recent
	-
	ly discussed in the paper 
	Universal Ownership in the 
	Anthropocene 
	by Ellen Quigly, notes that “large diversified 
	institutional investors with long-term investment hori
	-
	zons”
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	 have an interest “in the health of the economy and 
	society as a whole due to the nature of their portfolios; the 
	Universal Owner owns a more or less representative slice 
	of the economy.”
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	This concept has gained a lot of attention as of late, par
	This concept has gained a lot of attention as of late, par
	-
	ticularly given the increasing influence of long-term insti
	-
	tutional investors in the capital markets, with assets under 
	management estimated at USD 70 trillion globally.
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	 To a 
	large extent, this growth has happened as the global re
	-
	tirement system moves from defined benefit plans
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	 (fully 
	funded by the employer) to defined contribution plans
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	(funded by both the employer and the employee and man
	-
	aged by an institutional investor, such as an asset man
	-
	ager).
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	 To give some context, according to a CFA Institute 
	report, using OECD data,
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	 “as a group, institutional money 
	managers control more than 40% of public equity market 
	capitalization worldwide as of year-end 2017.” According 
	to the report, in the US, this number was 72%, up from 6% 
	in 1950.

	Furthermore, the explosion of passive investing
	Furthermore, the explosion of passive investing
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	creates 
	the opportunity for the Universal Owner Theory to take 
	greater hold given the nature of the returns of this type 
	of strategy, which are largely dependent on the mar
	-
	ket as a whole. Supporters of this theory, such as The 
	 
	Shareholders Common Initiative (TSC),
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	 point out that 
	these “modern investing techniques lead investors to di
	-
	versify their holdings across companies, asset classes, 
	and geographies. And as a consequence, these inves
	-
	tors... are affected by the performance of equity as a class 
	much more than by the relative performance of individual 
	companies.”
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	This theory also suggests that long-term in
	-
	dividual investors that participate in index-based invest
	-
	ing are also considered “small-scale voluntary Universal 
	Owners,”
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	 particularly younger investors with a relatively 
	longer-term investment time horizon.

	Some influential asset owners, such as the Government 
	Some influential asset owners, such as the Government 
	Pension Fund of Norway (GPFG) and the Japanese 
	Government Pension Fund (GPIF), are already embracing 
	this concept of universal ownership.
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	b. The SDGs as a Proxy for Resilience
	b. The SDGs as a Proxy for Resilience

	Alignment with the SDGs is also helpful when analyz
	Alignment with the SDGs is also helpful when analyz
	-
	ing companies’ resilience. For decades, as a default 
	best practice designed to maximize returns, many com
	-
	panies transferred the costs of negative externalities 
	to society. This narrative of shareholder primacy has 
	since flipped in favor of a more stakeholder-centric ap
	-
	proach. Many companies are now starting to consider 
	the SDGs as part of their overall decision-making, with 
	a growing recognition that continuing the practice of 
	externalizing costs would expose them to policy and 
	 
	reputational risks. 

	A recent analysis by Schroders highlights that the USD 4.1 
	A recent analysis by Schroders highlights that the USD 4.1 
	trillion in earnings of listed companies would fall by 55% 
	to USD 1.9 trillion if all of the social and environmental im
	-
	pacts identified by this analysis would materialize as finan
	-
	cial costs, while as much as one-third of companies would 
	become loss-making.
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	 Most recently, George Serafeim 
	and State Street Associates
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	 found that companies that 
	had internalized the social cost of a strong labor policy 
	during the pandemic (e.g., offering paid sick leave, flexible 
	work arrangements, and either putting a moratorium on 
	layoffs or increasing hiring) saw stronger investor inflows 
	and better market performance during the beginning of 
	the COVID crisis in the US in the spring of 2020. 

	The power of the SDGs is that they provide a framework 
	The power of the SDGs is that they provide a framework 
	for analyzing the externalities that companies should in
	-
	ternalize to be more resilient vis a vis future crises, more 
	stringent regulations, growing societal pressures, and the 
	move towards stakeholder capitalism. From an investor’s 
	perspective, the UN PRI notes that the SDGs can help in
	-
	vestors understand “the sustainability trends relevant to 
	investment activity and their fiduciary duties,” resulting 
	in better risk management and opportunities at the micro 
	and macro level.
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	c. A Blueprint for People and Planet Outcomes
	c. A Blueprint for People and Planet Outcomes

	Lastly, as noted earlier, an increasing number of asset own
	Lastly, as noted earlier, an increasing number of asset own
	-
	ers, both institutional and individual, appear to be count
	-
	ing on sustainable investment strategies to create better 
	people and planet outcomes. According to the 2020 Trust 
	Study by CFA Institute,
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	 53% of institutional investors (in
	-
	cluding public and private pension funds, endowments 
	and foundations, insurance companies, and sovereign 
	wealth funds
	) 
	and 71% of retail investors say they invest 
	in ESG strategies expecting better social and environmen
	-
	tal outcomes, with or without better risk-adjusted returns. 
	Even more interesting was the fact that one-third of the 
	921 institutional investors surveyed globally said that “in
	-
	vest[ing] in companies that have a positive impact on so
	-
	ciety or the environment” was their main reason behind 
	investing in ESG strategies, 
	not
	 achieving better risk-ad
	-
	justed returns.

	  
	  

	Despite this, sustainable investment strategies are falling 
	Despite this, sustainable investment strategies are falling 
	short in generating the type of positive impact expected 
	from this type of strategies. This creates a gap of unmet 
	expectations that jeopardizes the industry’s credibility in 
	their sustainable investment efforts. The reputational risk 
	that this shortcoming creates puts pressure on the indus
	-
	try to find a new approach that can effectively meet cli
	-
	ents’ demands. The SDGs provide a shared blueprint for 
	people and planet outcomes that all investors can ral
	-
	ly behind and provide a common set of environmental 
	and social performance aspirational goals for companies 
	 
	to follow. 

	So, where do we go from here? How can investors truly 
	So, where do we go from here? How can investors truly 
	embrace the SDGs as a central component of their invest
	-
	ment processes?
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	“ESG integration is a step in the right 
	“ESG integration is a step in the right 
	“ESG integration is a step in the right 
	direction, but it can also be a dead-
	end. The issue is that it is currently 
	used as a risk tool, not as a driver of 
	change or to accomplish 
	 
	impact goals.” 
	 

	- Head of Thought Leadership, 
	- Head of Thought Leadership, 
	Multinational Bank
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	“There is a lack of imagination… 
	“There is a lack of imagination… 
	“There is a lack of imagination… 
	SDGs are interconnected and 
	indivisible…not many investors or 
	corporates understand this.” 
	 

	- Head of Responsible Investment & 
	- Head of Responsible Investment & 
	ESG, EMEA Asset Manager


	Figure
	VII.  SDG-Aligned Investing: A Better Way Forward
	VII.  SDG-Aligned Investing: A Better Way Forward
	VII.  SDG-Aligned Investing: A Better Way Forward


	The journey to SDG-Aligned Investing beings with accept
	The journey to SDG-Aligned Investing beings with accept
	The journey to SDG-Aligned Investing beings with accept
	-
	ing that all investments 
	always
	 have an impact on society 
	and the environment.

	If investors want to take on an active role in creating pos
	If investors want to take on an active role in creating pos
	-
	itive people and planet outcomes and strengthening our 
	shared environmental and social systems, then investors 
	need to move beyond focusing exclusively on portfolio 
	financial performance and find ways to incorporate the 
	positive and negative impacts, or externalities, into their 
	decision-making processes. The SDGs provide a frame
	-
	work for investors to do just that.

	SDG-Aligned Investing: Definition 
	SDG-Aligned Investing: Definition 

	We define SDG-Aligned Investing as a system-lev
	We define SDG-Aligned Investing as a system-lev
	-
	el investment approach that takes into consider
	-
	ation both the risk and return characteristics of 
	an investment, including environmental, social, 
	and governance (ESG) aspects, as well as the posi
	-
	tive and negative impact of that investment in the 
	achievement of the SDGs. This approach consid
	-
	ers not only investing in solutions, but also mak
	-
	ing sure that investments do not undermine the 
	achievement of the SDGs. 

	 
	Conviction, Clarity, and Consensus: The Basis for SDG-
	Aligned Investing

	SDG-Aligned Investing requires a new level of Conviction, 
	SDG-Aligned Investing requires a new level of Conviction, 
	Clarity, and Consensus from investors. Without one of 
	these aspects, investors will not be successful in support
	-
	ing the SDGs in a meaningful way.
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	Conviction
	Conviction
	Conviction


	Clarity
	Clarity
	Clarity


	Consensus
	Consensus
	Consensus



	Conviction
	Conviction

	Forward-looking investors and fiduciaries are starting to 
	Forward-looking investors and fiduciaries are starting to 
	recognize the interconnectedness of our social and envi
	-
	ronmental systems and the importance of these shared 
	systems for long-term financial performance.
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	 These in
	-
	vestors also recognize that what was not material years 
	ago can become material in the future, and vice versa. In 
	other words, as investors have new information on events, 
	facts, consumer preferences, legal and policy shifts, and 
	discoveries that impact a portfolio, they have to reassess 
	what is material and what is not. Materiality is a dynamic 
	concept.
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	In SDG-Aligned Investing, there is an additional sense of 
	In SDG-Aligned Investing, there is an additional sense of 
	urgency, particularly around issues of climate change and 
	inequality, especially given the current environment. The 
	COVID-19 pandemic added further pressure to act because 
	it has demonstrated the devastating consequences of ig
	-
	noring systemic issues at an economic and human level. 
	Thus, waiting for evidence of financial materiality over a 
	long period, as in traditional investment analysis, doesn’t 
	allow for the swift response required to address the sys
	-
	temic issues identified by the SDGs. At the end of the day, 
	investors need to have the conviction that SDG investing 
	creates long-term value. 

	“You don’t need a materiality map for the 
	“You don’t need a materiality map for the 
	SDGs – you need a strong hypothesis for long 
	term value creation to consider the SDGs.”
	 

	- Global CIO of Large Asset Manager
	As a start, investors can embrace a broader definition of 
	As a start, investors can embrace a broader definition of 
	materiality, such as ‘double materiality,’ where you con
	-
	sider the information about how a company’s activities 
	impact financial performance, as well as how it affects a 
	broader set of stakeholders. The European Commission in 
	the Non-Financial Reporting Directive (NFRD)
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	 introduced 
	the concept of double materiality, requiring large listed 
	companies to report on their performance and “impact of 
	[their] activity, relating to, as a minimum, environmental, 
	social and employee matters, respect for human rights, 
	anti-corruption and bribery matters.” The EU received ini
	-
	tial support on this approach from various investment or
	-
	ganizations, including The Global Investment Sustainable 
	Development Alliance (GISD)
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	and the Sustainability 
	Accounting Standards Board (SASB), which focuses exclu
	-
	sively on issues of financial materiality for investors.
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	SASB has explained:
	SASB has explained:

	“The double materiality perspective appropriate
	“The double materiality perspective appropriate
	-
	ly acknowledges that non-financial information is 
	important to multiple constituencies. It effective
	-
	ly captures the important interactions between 
	businesses, the markets they serve, and the world 
	in which they operate, and it enables meaningful 
	accountability to a broad range of stakeholders. 
	... [T]he double materiality concept [also] usefully 
	recognizes the dynamic nature of materiality in the 
	context of sustainable business practices—that is, 
	the idea that an issue that is material solely from 
	a social or environmental impact perspective can 
	also become financially material over time.”
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	Double materiality implies the “treat[ment] of all stake
	Double materiality implies the “treat[ment] of all stake
	-
	holders with equal respect”
	57
	57
	57


	 as well as constant balancing 
	between profit and purpose ensuring “sustainable wealth 
	creation.”
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	Call to action:
	Call to action:

	 
	 

	For Asset Owners: 
	For Asset Owners: 

	• 
	• 
	• 
	• 

	Revise investment mandates to incorporate the 
	Revise investment mandates to incorporate the 
	concept of ‘double materiality’ aligned with SDG 
	outcomes. Carefully review and discuss invest
	-
	ment policies and strategies to ensure they align 
	with the interests of a broader set of stakeholders. 


	• 
	• 
	• 

	Incorporate an SDG-Aligned investment screen 
	Incorporate an SDG-Aligned investment screen 
	in your manager selection due-diligence process 
	and incentive structures.



	For Asset Managers: 
	For Asset Managers: 

	• 
	• 
	• 
	• 

	Engage with clients in a discussion of the value 
	Engage with clients in a discussion of the value 
	proposition of considering the SDGs in their in
	-
	vestment mandate.


	• 
	• 
	• 

	Abstain from trying to shape regulations against 
	Abstain from trying to shape regulations against 
	the public interest (by supporting directly or indi
	-
	rectly lobbying efforts), screen the companies do
	-
	ing so, and cooperate with other Asset Managers 
	to vote against company management engaged in 
	this practice. 



	For both Asset Managers and Asset Owners: 
	For both Asset Managers and Asset Owners: 

	• 
	• 
	• 
	• 

	Consider SDG- advancing investments in emerg
	Consider SDG- advancing investments in emerg
	-
	ing and frontier markets to fill the financing 
	gaps necessary to achieve the SDGs in these re
	-
	gions. Collaborate with Development Finance 
	Institutions (DFIs) to expand investment in these 
	underserved markets and sponsor financial inno
	-
	vations in this area.


	• 
	• 
	• 

	Create a culture where investment analysts deep
	Create a culture where investment analysts deep
	-
	ly understand and internalize the value proposi
	-
	tion of the SDGs. Consider expanding your talent 
	pool to include professionals with knowledge and 
	experience in the diverse areas of development or 
	seek partnerships and research to inform invest
	-
	ment decisions. 


	• 
	• 
	• 

	Consider indexing paychecks and bonuses to the 
	Consider indexing paychecks and bonuses to the 
	realization of Key Performance Indicators (KPIs) 
	linked to the SDG targets at the portfolio level. 
	Publicly disclose this incentive system.



	Clarity
	Clarity
	 

	The need for clarity is twofold: 
	The need for clarity is twofold: 
	clarity
	 on the definition of 
	SDG-Aligned Investing and 
	clarity
	 on environmental and 
	social performance or impact.

	a. Clarity of definition:
	a. Clarity of definition:

	Institutional investors who want to take an active role in 
	Institutional investors who want to take an active role in 
	supporting the SDGs need to have a clear understanding 
	of what sustainable investment strategies do, and do not 
	do, concerning the achievement of these goals.

	As mentioned earlier, an SDG-Aligned investment ap
	As mentioned earlier, an SDG-Aligned investment ap
	-
	proach seeks to have a positive impact and reduce or 
	avoid negative externalities through the strategic invest
	-
	ment and management of assets. This approach is dis
	-
	tinct from current sustainable investment strategies such 
	as ESG integration and impact investing.

	While ESG integration provides information on how 
	While ESG integration provides information on how 
	Environmental, Social, and Governance issues impact the 
	risk and returns characteristics of a portfolio, SDG-Aligned 
	Investing looks at how
	 portfolios
	 impact people and planet 
	issues. 

	On the other hand, we consider impact investments a sub
	On the other hand, we consider impact investments a sub
	-
	set of SDG-Aligned investments, as long as the impact of 
	the investment on all the SDGs, either positive or negative, 
	is internalized throughout the life of the investment. 

	b. Clarity of impact:
	b. Clarity of impact:

	SDG-Aligned investing needs to incorporate impact anal
	SDG-Aligned investing needs to incorporate impact anal
	-
	ysis of the underlying holdings of portfolios and their ef
	-
	fects, both positive and negative, on the SDGs. This analy
	-
	sis needs to be comprehensive.  As noted by the UN Global 
	Compact,
	59
	59
	59


	 analysis should extend beyond companies’ 
	direct operations to also cover their activities across the 
	“business ecosystems of suppliers, customers, and peers.”  

	In September 2020, a group of five international frame
	In September 2020, a group of five international frame
	-
	work and standard-setting institutions, including CDP, the 
	Climate Disclosure Standards Board (CDSB), the Global 
	Reporting Initiative (GRI), the International Integrated 
	Reporting Council (IIRC), and the Sustainability Accounting 
	Standards Board (SASB), released a “Statement of Intent”
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	to work together towards building a corporate reporting 
	system, based not only on materiality relevant for “enter
	-
	prise value creation,” but also “on matters that reflect the 
	organization’s significant impacts on the economy, envi
	-
	ronment, and people.” This effort could be an important 
	step towards having the clarity of impact needed to build 
	an SDG-Aligned investment approach.

	Call to action:
	Call to action:

	For Asset Owners
	For Asset Owners

	• 
	• 
	• 
	• 

	Work with your asset manager to design an SDG-
	Work with your asset manager to design an SDG-
	Aligned investment strategy, emphasizing clarity 
	of definition and clarity of impact. 



	For Asset Managers:
	For Asset Managers:

	• 
	• 
	• 
	• 

	Develop investment strategies and products that 
	Develop investment strategies and products that 
	comprehensively considers companies’ impact 
	based on high SDG alignment. 



	For both Asset Managers and 
	For both Asset Managers and 
	Asset Owners
	:

	• 
	• 
	• 
	• 

	Undertake an SDG ‘impact assessment’ of your 
	Undertake an SDG ‘impact assessment’ of your 
	portfolio across asset classes. Leverage industry 
	efforts to measure and classify impact or exter
	-
	nalities, such as the Impact Management Project’s 
	(IMP) ABC framework.
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	• 
	• 
	• 
	• 

	Communicate clearly what type of sustainable in
	Communicate clearly what type of sustainable in
	-
	vestment approach you are using in your portfolio 
	and the motivation behind your decision to do so. 
	If you are talking about SDG-Aligned investment, 
	make sure it incorporates analysis of the posi
	-
	tive outcomes and negative externalities of your 
	investments.



	 
	 

	Consensus
	Consensus

	The achievement of the SDGs will require strong con
	The achievement of the SDGs will require strong con
	-
	sensus and coordination between the investment com
	-
	munity, corporate sector, and governments and more 
	decisive collective action based on shared standards for 
	SDG-alignment, reporting frameworks, and comparable 
	metrics.

	 
	 

	Research shows
	Research shows
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	 that one of the reasons that ESG inte
	-
	gration does not translate to better companies’ people 
	and planet outcomes is that there is a lack of agreement 
	on which issues matter, what the reporting standards for 
	companies should be concerning each of those issues, 
	and how performance with each factor should be mea
	-
	sured. The proliferation and divergence of ESG ratings 
	have contributed to this challenge.
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	 The SDG goals and 
	targets, even with imperfections, do provide the opportu
	-
	nity to create a common language for investors to signal to 
	companies what is expected from them regarding ESG and 
	system-level performance.

	Call to action:
	Call to action:

	For Asset Owners:
	For Asset Owners:

	• 
	• 
	• 
	• 

	Create a culture of collaboration with asset man
	Create a culture of collaboration with asset man
	-
	agers, beneficiaries, peers, government, and civil 
	society organizations to mainstream the use of 
	the SDGs, and the accompanying targets, as the 
	optimal framework to measure environmental 
	and social performance.



	For Asset Managers: 
	For Asset Managers: 

	• 
	• 
	• 
	• 

	Use the SDGs, and their accompanying targets, for 
	Use the SDGs, and their accompanying targets, for 
	investment decision-making, active engagement 
	strategies, and portfolio construction across asset 
	classes. The SDGs are not a menu of options but a 
	framework to consider systemic issues holistically. 



	 
	 

	• 
	• 
	• 
	• 

	Foster strong relationships with companies’ man
	Foster strong relationships with companies’ man
	-
	agement teams to create long-term value through 
	alignment with the SDGs.



	For both Asset Managers and Asset Owners: 
	For both Asset Managers and Asset Owners: 

	• 
	• 
	• 
	• 

	Support efforts for mandatory company measure
	Support efforts for mandatory company measure
	-
	ment and disclosure of SDG outcomes. 



	• 
	• 
	• 
	• 

	When possible, encourage companies to re-incor
	When possible, encourage companies to re-incor
	-
	porate as Delaware Public Benefit Corporations 
	and/or pursue certification as a B-Corp. If not ap
	-
	plicable in a specific market or jurisdiction, then 
	hold companies accountable to similar standards 
	or corporate behavior.



	Conviction, Clarity, 
	Conviction, Clarity, 
	and 
	Consensus
	 provide the foundation 
	for institutional investors to build an SDG-Aligned invest
	-
	ment approach. 

	To provide investors with a head start, we have identified 
	To provide investors with a head start, we have identified 
	specific investment strategies best suited for contributing 
	to the SDGs. Real-world examples of how these strategies 
	could work in practice are available in the Case Studies 
	section starting on page 25.

	As noted in the paper, “
	As noted in the paper, “
	Can Sustainable Investing Save the 
	World? Reviewing the Mechanisms of Investor Impact,”
	 by 
	Kölbel, Heeb, Paetzold, and Busch
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	, when investors make 
	portfolio decisions, they have an opportunity to 1) influ
	-
	ence companies’ behaviors in public markets, mainly by 
	signaling and engagement, and 2) provide the capital to 
	finance solutions.

	 
	 

	We note that investors who want to adopt an SDG-Aligned 
	We note that investors who want to adopt an SDG-Aligned 
	investment approach need to consider not only the solu
	-
	tions that a particular investment may provide but also 
	the other positive or negative impacts (i.e., externalities) 
	an investment may have on the SDGs.

	 
	 

	There are many different ways that investors can practice 
	There are many different ways that investors can practice 
	SDG-Aligned Investing. In the matrix 
	titled: Current Tools 
	for SDG-Aligned Investing
	, we look at the two different 
	approaches that we identified as necessary to contribute 
	to the SDGs (y-axis) and the two main channels where an 
	investor can impact environmental or social outcomes 
	(x-axis). The tools noted in this matrix are the ones that 
	we found in our research to be the most effective in con
	-
	tributing to the SDGs. An SDG-Aligned Investing strategy 
	would utilize a combination of approaches and actions. 
	Ideally, an institutional investor embracing SDG-Aligned 
	Investing would use each box in the matrix as part of a ho
	-
	listic approach. 

	Current Tools for SDG-Aligned Investing
	Current Tools for SDG-Aligned Investing

	Investors' Action
	Investors' Action
	Investors' Action
	Investors' Action


	Story
	Normal
	Table
	TR
	Allocate capital
	Allocate capital
	Allocate capital


	Change companies’ 
	Change companies’ 
	Change companies’ 
	practices



	Do not harm
	Do not harm
	Do not harm
	Do not harm


	Minimum safeguards or guardrails
	Minimum safeguards or guardrails
	Minimum safeguards or guardrails



	Divestment /
	Divestment /
	Divestment /
	Divestment /

	Exclusionary 
	Exclusionary 
	Screening


	Active engagement
	Active engagement
	Active engagement



	Solutions
	Solutions
	Solutions
	Solutions


	Impact Investment 
	Impact Investment 
	Impact Investment 
	(debt and equity, 
	public and private)

	Public Private 
	Public Private 
	Partnerships






	Investors' Approach
	Investors' Approach
	Investors' Approach



	Minimum safeguards:
	Minimum safeguards:
	 

	A ‘do not harm’ approach is addressed by having mini
	A ‘do not harm’ approach is addressed by having mini
	-
	mum safeguards, or ‘deal-breakers,’ around social and 
	environmental parameters. Minimum safeguards were in
	-
	troduced by the European Commission Green Taxonomy 
	under article 3 and article 18, and refers to a corporate 
	practice that is in “alignment with the OECD Guidelines for 
	Multinational Enterprises and the UN Guiding Principles 
	on Business and Human Rights, including the principles 
	and rights set out in the eight fundamental conventions 
	identified in the Declaration of the International Labour 
	Organisation on Fundamental Principles and Rights at 
	Work and the International Bill of Human Rights.”
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	To make sure that investments are not significantly under
	To make sure that investments are not significantly under
	-
	mining the SDGs, institutional investors have the power to, 
	collectively and proactively, adopt minimum standards for 
	their investments, as measured by SDG-aligned KPIs and 
	ideally tailored to different business practices. 

	A way for investors to implement minimum safeguards 
	A way for investors to implement minimum safeguards 
	is through “guardrails.” Guardrails are being proposed by 
	The Shareholders Common initiative (TSC) to encourage 
	investors to request companies to meet “baseline sustain
	-
	ability standards...and reject practices that exploit social 
	or environmental costs for company gain.” These guard
	-
	rails are meant to be pre-competitive (assessed before 
	measuring companies’ financial performance), collective 
	(to ensure standardization among investors), and systemic 
	(as it relates to system-level issues).
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	Engagement:
	Engagement:
	 

	Engagement is defined as “shareholder activities that are 
	Engagement is defined as “shareholder activities that are 
	intended to change companies’ ESG practices... these in
	-
	clude the right to vote on shareholder proposals during 
	annual general meetings, discussions during informal 
	meetings with management, and criticizing corporate 
	practices in news outlets, as well as threats of selling the 
	companies’ assets.”
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	Research suggests
	Research suggests
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	 that one of the most effective ways 
	for investors to influence corporate practice in the public 
	markets is through engagement, particularly when the 
	investor or group of investors “holds a large share of the 
	targeted company.” The size and reputation of that inves
	-
	tor or group of investors is also a factor. Given institutional 
	investors’ increasing size in the markets, as noted earlier, 
	they are in a unique position to influence the corporate be
	-
	havior of public companies in a significant way.
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	If engagement is not successful in changing companies’ 
	If engagement is not successful in changing companies’ 
	practices, particularly around the minimum safeguards 
	mentioned above, divestment should be an option. 

	Exclusionary screening:
	Exclusionary screening:

	Exclusionary screening is defined as “avoiding securities of 
	Exclusionary screening is defined as “avoiding securities of 
	companies or countries on the basis of traditional moral 
	values... and standards and norms.”
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	 Like divestment, this 
	type of strategy can be a useful tool for reducing or elim
	-
	inating the exposure to companies responsible for signifi
	-
	cant negative externalities.

	Impact Investment: 
	Impact Investment: 

	This is an effective tool to focus on environmental and 
	This is an effective tool to focus on environmental and 
	social solutions, as long as externalities are internalized 
	throughout the life of the investment. Institutional inves
	-
	tors should expand their participation in impact investing, 
	leveraging the work of the impact investment community. 
	There are different innovations in the impact investment 
	space, including blended finance,
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	 catalytic capital,
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	 and 
	others to help de-risk investments and encourage broader 
	participation of mainstream investors.

	Public-Private Partnerships:
	Public-Private Partnerships:

	The IFC defines Public-Private Partnerships, or PPP, as “a 
	The IFC defines Public-Private Partnerships, or PPP, as “a 
	tool that helps governments leverage the expertise and 
	efficiency of the private sector, raise capital, and spur de
	-
	velopment. They also help allocate risk across the public 
	and private sectors to where it can best be managed and 
	ensure that resources are widely distributed in addressing 
	the most urgent development needs.”
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	Public-Private Partnerships can be particularly helpful for 
	Public-Private Partnerships can be particularly helpful for 
	investment in emerging and frontier markets with a high 
	risk profile.

	Although the SDGs are not perfect and were not designed 
	Although the SDGs are not perfect and were not designed 
	for investors, they represent an important framework for 
	understanding how our social and environmental systems 
	are interrelated and interconnected.

	 
	 

	“Investors cannot do it alone.” 
	“Investors cannot do it alone.” 

	- Head of ESG and Compliance, Large US Endowment 
	 
	 

	We believe that the SDGs provide the opportunity to cre
	We believe that the SDGs provide the opportunity to cre
	-
	ate a common set of goals, shared across different stake
	-
	holders, from investors and corporations to civil society 
	and governments, at a global level. The SDGs can become 
	the framework for investors to collectively address shared, 
	complex, system-level challenges, such as climate change 
	and inequality. They can provide the much-needed map 
	for investors to focus on outcomes, reduce externalities, 
	and take on an active role in engaging companies to ad
	-
	dress pressing social and environmental issues.

	 
	 

	The COVID crisis has shown the importance and intercon
	The COVID crisis has shown the importance and intercon
	-
	nectedness of systemic risks. COVID spread rapidly among 
	the poor, chronically ill, or those working in poor condi
	-
	tions, resulting in a serious global economic crisis. This cri
	-
	sis shows that poverty (SDG 1), health (SDG 3), and decent 
	working conditions (SDG 8), just to name a few SDGs im
	-
	pacted by COVID-19, are systemic issues that affect every
	-
	one globally and cannot be ignored by asset owners and 
	fiduciaries with a long-term mandate. 

	Embracing A New Role
	Embracing A New Role

	 
	 

	We recognize that the journey for SDG-Aligned Investing 
	We recognize that the journey for SDG-Aligned Investing 
	will not be easy. Still, we believe that this change from 
	 
	ESG to impact to SDG alignment is already happening 
	and will only accelerate in the years ahead. From climate 
	change to income inequality to social injustice, the prob
	-
	lems faced by this generation are too significant and too 
	consequential for investors to remain on the sidelines. It 
	is no longer enough for an institution to hide their head in 
	the sand by saying that “as long as I beat a market bench
	-
	mark, my work is done.” Instead, institutional investors’ 
	influence in the markets comes with great responsibility. 
	Calls for increased accountability of investors’ impact on 
	people and the planet will only increase.    

	To accomplish this, investors need strong conviction, a 
	To accomplish this, investors need strong conviction, a 
	greater sense of clarity, and widespread consensus, as well 
	as an expanded toolbox to influence companies’ activities. 

	 
	 

	If institutional investors assume their critical role in sup
	If institutional investors assume their critical role in sup
	-
	porting the globally agreed sustainability agenda embod
	-
	ied in the SDGs, they will meet the rising expectations of 
	the moment and genuinely provide resilient investment 
	opportunities for their clients and beneficiaries for gener
	-
	ations to come.

	Below are two illustrative case studies, one from an as
	Below are two illustrative case studies, one from an as
	-
	set owner and another from an asset manager, that show 
	practitioners’ approaches to impact and SDG-Aligned in
	-
	vestment. The inclusion of these case studies in this report 
	should not be considered an endorsement of these orga
	-
	nizations and their offerings.

	Case Study 1: An Asset Owner’s Journey to Impact
	Case Study 1: An Asset Owner’s Journey to Impact

	 
	 

	Fonds de solidarité FTQ
	Fonds de solidarité FTQ
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	 (the Fonds) is a development 
	capital investment fund which was constituted in 1983 by 
	the Fédération des travailleurs et travailleuses du Québec 
	(“FTQ”), one of Québec’s largest trade unions. Created in 
	response to a severe recession that was affecting Québec 
	and causing significant job losses and business failures, 
	the Fonds was conceived as a socioeconomic tool aiming 
	at benefiting Québec’s workers, companies, and the econ
	-
	omy as a whole.

	 
	 

	The Fonds’ main activity is to collect the savings of 
	The Fonds’ main activity is to collect the savings of 
	Québec workers and use these savings to make develop
	-
	ment capital investments (both growth capital and ven
	-
	ture capital) in accordance with its mission
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	, which is to:
	 

	• 
	• 
	• 
	• 

	Create, maintain, or protect jobs: 
	Create, maintain, or protect jobs: 
	Invest in com
	-
	panies impacting Québec’s economy and offer them 
	services to further their development, with the aim of 
	creating, maintaining, and protecting jobs.


	• 
	• 
	• 

	Train workers: 
	Train workers: 
	Promote economic training for work
	-
	ers so they can increase their influence on the eco
	-
	nomic development of Québec.


	• 
	• 
	• 

	Develop Québec’s economy: 
	Develop Québec’s economy: 
	Stimulate Québec’s 
	economy through strategic investments that benefit 
	both Québec workers and companies alike.


	• 
	• 
	• 

	Prepare for retirement: 
	Prepare for retirement: 
	Make workers aware of the 
	need to save for retirement and encourage them to 
	do so, as well as encourage them to participate in the 
	development of the economy by purchasing Fonds 
	shares.
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	The federal government of Canada and the government 
	The federal government of Canada and the government 
	of Québec provide the Fonds’ shareholders-savers with a 
	tax incentive, as a demonstration of their support to the 
	Fonds’ economic mission. Combined with the Fonds’ size 
	and evergreen structure, this allows it to invest across 
	asset classes and sectors with a long-term horizon, and 
	in some instances, to take on more risk. Another key dis
	-
	tinction is the Fonds’ compensation structure, as its in
	-
	vestment professionals are not remunerated according 
	to their individual performance. The Fonds believes that a 
	variable compensation structure is not consistent with the 
	values of a workers’ fund.  

	The Fonds seeks to provide 
	The Fonds seeks to provide 
	reasonable returns
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	to its 
	shareholders-savers so that they can prepare for retire
	-
	ment while achieving its mission. While the Fonds’ share
	-
	holders-savers receive tax incentives to invest in the fund, 
	they invest in the fund on a voluntary basis and are active 
	participants in its annual shareholder meetings. During 
	the last five years, the Fonds has received an average an
	-
	nual contribution of around CAD 870 million from its exist
	-
	ing and new shareholders to invest.

	As of May 31, 2020, the Fonds had:
	As of May 31, 2020, the Fonds had:

	• 
	• 
	• 
	• 

	Net assets worth CAD 13,794 million
	Net assets worth CAD 13,794 million


	• 
	• 
	• 

	Invested in 3,329 partner companies across all 
	Invested in 3,329 partner companies across all 
	regions of Québec


	• 
	• 
	• 

	Supported 221,267 jobs
	Supported 221,267 jobs
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	• 
	• 
	• 

	707,935 shareholders-savers
	707,935 shareholders-savers


	• 
	• 
	• 

	Provided its shareholders-savers an annual 
	Provided its shareholders-savers an annual 
	compounded return of 6.4% for the last ten years



	Because the Fonds’ mission drives its investment de
	Because the Fonds’ mission drives its investment de
	-
	cisions, it has adopted a 
	Sustainable Development 
	Framework Policy
	, which overarches both its 
	Investment 
	Policy
	 (applicable to its development capital investments) 
	and its 
	Other Investments Portfolio Policy.
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	 The Fonds’ re
	-
	sponsible investment approach is tailored to the nature 
	of those two portfolios. As an example of its innovative 
	approach, the Fonds has since its foundation considered 
	and integrated social aspects into every investment de
	-
	cision made in Québec (e.g., workers rights, health, and 
	safety, diversity, and inclusion).  

	As societal issues have evolved since its inception in 1983, 
	As societal issues have evolved since its inception in 1983, 
	from unemployment and business failure to the climate 
	crisis, workplace disruptions, and rising health issues, it 
	was crucial for the Fonds to remain relevant and funda
	-
	mentally engaged in tackling them. Following a strate
	-
	gic review led in 2017 by the Executive Vice-President, 
	Investments, the Fonds took on the ambitious challenge 
	of furthering its positive contribution to Québec’s society: 
	it decided it would aspire to become an impact investor.

	The Fonds’ impact strategy presently relies, as of now, on 
	The Fonds’ impact strategy presently relies, as of now, on 
	three fundamental – and related – pillars, which are 1) re
	-
	orienting its investments towards solutions (products, ser
	-
	vices, and technologies) that are aligned with the Fonds’ 
	impact themes, 2) supporting its partner companies in 
	their environmental and digital transitions, and 3) devel
	-
	oping projects that will have structural effects on compa
	-
	nies, communities, and local economies.

	Even though the deployment of the Fonds’ impact strate
	Even though the deployment of the Fonds’ impact strate
	-
	gy is still ongoing, several milestones have been reached 
	over the last two years. The Fonds has hired new human 
	resources devoted to its impact strategy while reallocat
	-
	ing some of its existing resources to support its shift to 
	impact investing. It has created an internal working group 
	of over 20 employees to ensure the success of its impact 
	strategy’s deployment. The Fonds also joined the Global 
	Impact Investing Network (GIIN) in early 2020, connecting 
	its teams to the world’s most organized and advanced net
	-
	work in impact investing. The Fonds is currently working 
	on establishing measures and indicators to track its prog
	-
	ress on impact and is in the process of developing capi
	-
	tal allocation targets. Technical training is being offered, 
	awareness among investment teams is progressively 
	growing, and many internal tools are under development.

	For most asset owners, impact investing is a journey that 
	For most asset owners, impact investing is a journey that 
	requires taking incremental steps. Even for a mission-driv
	-
	en entity like the Fonds, impact investing demands a 
	progressive culture shift because it requires a different 
	approach to analyzing investment opportunities. As it is 
	strongly aligned with its core values, the Fonds believes its 
	impact investing strategy will lead to significant, sustain
	-
	able, and positive outcomes for Québec.

	Case Study 2: The SDGs as an Engagement Framework
	Case Study 2: The SDGs as an Engagement Framework

	Federated Hermes (“Hermes”)
	Federated Hermes (“Hermes”)
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	 is an active global asset 
	manager with US$628.8B under management and $1.1T 
	in assets under advisement as of June 30, 2020. As a re
	-
	sponsible investor, its goal is to help individuals achieve 
	better risk-adjusted returns and to contribute to positive 
	outcomes in the wider world.
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	 Hermes has been commit
	-
	ted to active corporate engagement since 1983 and has 
	built a large team skilled in face-to-face engagement with 
	corporate executives and directors.

	The Hermes SDG Engagement Equity Fund launched in 
	The Hermes SDG Engagement Equity Fund launched in 
	January 2018 in response to clients’ requests. The Fund 
	has “the dual purpose of delivering attractive returns and 
	measurable real-world impact by investing in publicly 
	traded equities globally.”
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	 The Fund seeks to achieve its 
	purpose by outperforming the global small- and mid-cap 
	market “as well as aiming for positive social and environ
	-
	mental change by engaging with companies to help deliv
	-
	er the Sustainable Development Goals (SDGs).”
	83
	83
	83


	 Hermes 
	core investment beliefs include:

	• 
	• 
	• 
	• 

	Public companies can contribute to and benefit from 
	Public companies can contribute to and benefit from 
	efforts to achieve the SDGs.


	• 
	• 
	• 

	Meeting the SDGs will be a primary driver of future 
	Meeting the SDGs will be a primary driver of future 
	economic growth, providing opportunities for firms to 
	boost revenues and earnings.


	• 
	• 
	• 

	Companies are uniquely positioned to significantly 
	Companies are uniquely positioned to significantly 
	impact lives due to their integral position within 
	communities, direct relationships with employees, 
	and connections with suppliers.


	• 
	• 
	• 

	The long-term commercial performance of companies 
	The long-term commercial performance of companies 
	relates to the success of the environments in which 
	they operate and in which their employees and 
	customers live.


	• 
	• 
	• 

	Firms that fulfill their responsibilities towards society 
	Firms that fulfill their responsibilities towards society 
	will be rewarded with greater brand loyalty, employee 
	motivation, and more innovative products and 
	services.


	• 
	• 
	• 

	Investors can influence companies to improve their 
	Investors can influence companies to improve their 
	operations in support of the SDGs, creating a virtuous 
	circle of change, benefiting employees, communities, 
	supply chains, and other stakeholder groups.


	• 
	• 
	• 

	Engaging with companies on the SDGs provides 
	Engaging with companies on the SDGs provides 
	investors with valuable insights into their current 
	levels of sustainability and longer-term commercial 
	risks and opportunities.
	84
	84
	84





	For Hermes, “the 17 SDGs – and the more detailed 169 un
	For Hermes, “the 17 SDGs – and the more detailed 169 un
	-
	derlying targets – provide a common framework for gov
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	ernments, investors and companies alike to understand 
	the scale of the challenges being faced by the world and 
	to work towards defined environmental and social objec
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	tives.”
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	 Hermes identified which of the 169 SDG targets are 
	‘investable’ and which are ‘engageable’ and concluded 
	that less than 40% of the targets are either investable or 
	engageable.
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	 Hermes increases the likelihood of achiev
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	ing tangible, positive outcomes for investors, companies, 
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	fectively support the fulfillment of SDGs.
	87
	87
	87


	  The SDGs relate 
	to the entire investment universe and are interconnected.  
	As a result, by seeking to fulfill one SDG and avoiding a 
	negative impact on the other ones, Hermes’ strategy helps 
	achieve that SDG and other Global Goals. From Hermes’ 
	perspective, all companies have impact potential, not just 
	‘purposeful’ companies.

	Clean Harbors, the largest hazardous waste management 
	Clean Harbors, the largest hazardous waste management 
	company in the US and the largest collector, recycler, and 
	re-refiner of used motor oil, is an example of the impact of 
	Hermes’ engagement. In 2018, Clean Harbors “committed 
	to reinvesting in its workforce to address issues around 
	attracting and retaining its logistics workers. Since then, 
	it has invested significantly in its pay and benefits prop
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	osition ($40m in 2018, and likely a not dissimilar figure in 
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	veterans who now comprise 6% of its workforce – com
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	pared to 1% of the general population – and has set clear 
	internal targets to reduce voluntary turnover. The business 
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	more sustainable and ‘green’ solutions to waste manage
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	ment. To date, it has collected and re-refined more than 
	3.1bn gallons of used oil – the equivalent of avoiding 27m 
	tonnes of greenhouse-gas emissions – and recycled 45m 
	pounds of paint over a year.”
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	“Hermes’ strategy is to identify good-quality companies 
	“Hermes’ strategy is to identify good-quality companies 
	and, through engagement, bring about positive change 
	to create better businesses that are well-positioned for 
	sustainable and commercial success in the years ahead.”
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	Hermes’ strategy is not led by risk mitigation and, therefore, 
	does not aim to invest in best-in-class ESG companies. The 
	strategy is to focus on companies that can be improved 
	through engagement and to go beyond the non-financial 
	risk factors that an ESG strategy would. As a result, the 
	portfolio is not expected to perform high on ESG metrics 
	initially but may improve over time.
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	 Investment and en
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	gagement pillars are both needed for an investment to be 
	in the fund.  If the investment or engagement case deteri
	-
	orates, the holding will be sold and better opportunities 
	identified.

	Hermes’ tracks the impact of its investments when it ap
	Hermes’ tracks the impact of its investments when it ap
	-
	praises, monitors, and speaks with investee companies.
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	Hermes recognizes that “the real-world impact of our 
	engagements may not be immediately quantifiable, or 
	comparable across companies in the portfolio.”
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	 To over
	-
	come the challenges of measuring impact, Hermes uses 
	narratives to communicate how its corporate engagement 
	has generated real changes within companies. “Unless im
	-
	practical, it also reports widely accepted and standardized 
	metrics, such as those from impact investment organiza
	-
	tion IRIS, targeted to the individual company in question 
	and around specific engagement objectives. To ensure the 
	integrity and add credibility to its claims of effective en
	-
	gagement and additionality, companies corroborate the 
	narratives after meeting any of the SDG objectives.”
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	“Altogether, the Fund returned 26.93% over 2019, outper
	“Altogether, the Fund returned 26.93% over 2019, outper
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	forming the benchmark by 156bps. This was driven by 
	stock selection in industrials, real estate, and healthcare, 
	which outweighed detractions from consumer staples, fi
	-
	nancials, communication services, and energy.”
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	 Hermes’ 
	fees for this fund are higher than those charged for other 
	funds that do not involve the same level of engagement.
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