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IMPLEMENTING A SUSTAINABLE AND IMPAGT
INVESTING STRATEGY - A FAMILY PERSPECTIVE

In the second of our two-part series on philanthropy and sustainable investing, we take
a closer look at portfolio implementation best practices for families. In doing so, we
outline how families may wish to identify opportunities within sustainable and impact
investing (SII) themes. We discuss the broad opportunity set, how to construct and
then actively manage an investment portfolio of these strategies, and why families are
well positioned to deploy capital in this space.

Implementing an SII strategy is complex because it does not occur in a vacuum; rather,
it is one important element in a larger portfolio construction process'. For the purpose
of this piece, however, we focus on the nuances involved in implementing an effective
SII portfolio strategy. We put forward four guiding principles and conclude that a ‘'one
size fits all' approach doesn’t work — individual choices should be made based on family
values, goals, and circumstances, including available time and resources.

OPPORTUNITY SET

The Global Sustainable Investment Alliance currently estimates that total SII assets
stand at USD 35.3 trillion globally* (35.9% of total global AUM), an amount that has
grown substantially in recent years. This is seemingly good news, as there are now
numerous opportunities for families to consider. However, on a more practical level,
this can be slightly overwhelming for families trying to identify relevant, aligned, and
compelling investments within such a large universe. A useful tip is to focus on how to
invest — in other words, what to exclude as well as what to include. This can help avoid
technical debate over terminology and better enable the portfolio construction to align
with the family’s vision (Figure 1).

Screening for what not to invest in is an easy way to reduce the investment universe
and is best practically done by agreeing to a list of sectors that the family does not want
to have exposure to. Once in place, a debate can then be had about what to include.
Here again, a framework is useful to guide conversations. Figure 2 presents an example
of sectoral lenses that families can consider.

1 Forfurther discussion of portfolio construction, see Heather Jablow and Scott Palmer, 'Portfolio Construction: A Blueprint for
Private Families,' Cambridge Associates LLC, January 2021.

2 Global Sustainable Investment Alliance, 'Global Sustainable Investment Review 2020,' Global Sustainable Investment Alliance,
July 2021. This combines environmental, social, and governance (ESG) and all impact-related investment opportunities.



FIGURE1 THE EVOLUTION OF SUSTAINABLE AND IMPACT INVESTING
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FIGURE 2 Sl THEMES SPAN ACROSS A RANGE OF SOCIAL AND ENVIRONMENTAL SECTORS
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Equally, opportunities can also be subdivided by liquidity profile (Figure 3) so as to
create a thematic/liquidity matrix that reflects a family’s values, as well as the
opportunity set.

FIGURE 3 COMPELLING Sl OPPORTUNITIES CAN BE FOUND ACROSS ASSET CLASSES
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THE ROLE OF SII — RE-WIRING RISK AND RETURN

With a large proportion of global assets influenced by SII themes, it is rational to argue
that SIT is financially material to all investors, either directly or indirectly. What is
perhaps less apparent is that SII can be both a risk mitigator as well as a return driver
within a portfolio, as shown in Figure 4.

Intuitively, it makes sense that over the long run, well-governed — as well as socially
and environmentally progressive — companies are likely to be more stable and effi-
cient businesses, all other things being equal. However, the traditional approach of
evaluating investments by looking to identify short-term drivers of risk and return can
result in an excessive focus on quarterly earnings, with less attention paid to strategy,
fundamentals, and long-term value creation. Many companies respond to short-term
pressures by reducing expenditures on research and development and foregoing invest-
ment opportunities with a positive long-term potential. As a result, these companies
can be discouraged from developing sustainable products, investing in measures

that deliver operational efficiencies, developing their human capital, or effectively



FIGURE 4 SIl CAN ENABLE PORFOLIOS TO GROW AND PROTECT THEM FROM RISK
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managing the social and environmental risks to their business. If families are able to
view SII initiatives through a longer-term, risk mitigation lens — which is often possible
when thinking about multigenerational wealth — they put themselves at a structural
advantage over other investors. In so doing they also direct capital to businesses that
are operating more sustainably, thereby incentivising management to continue to think
progressively and with an eye to the long term.

A common misconception is that SII, and impact investing in particular, comes with a
trade-off between impact (social and environmental return) and risk-adjusted financial
return. Whilst recognising that in all asset classes there will be a dispersion of returns,
the financial competitiveness of SII strategies is now backed by clear evidence. Clean
technology is a case in point. As can be seen in Figure 5, from 2005 to 2012 — a period
referred to as ‘Cleantech 1.0’ - returns from clean technology were not compelling,

as the commercial viability of many of the technologies were contingent on govern-
mental subsidies. That changed after 2012 (‘Cleantech 2.0’), when second-generation

FIGURE 5 CLEANTECH 2.0 OFFERS COMPETITIVE RETURNS
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Notes: Performance includes 1,517 and 45,960 investments in clean tech and broad PE/VC, respectively, and reflects gross deal
level returns from 2005 to 2019. These investments comprise all company-level investments made by private equity and venture
capital partnerships assessed as eligible for the CA Clean Tech Company Performance Statistics.



breakthroughs enabled technology to be viable and therefore scalable on a stand-alone
basis. The clean technology sector outperformed almost all others in the subsequent
decade and its returns competed with private equity and venture, which have histori-
cally been some of the best-performing asset classes of all.

SII investments, then, have a dual function in a portfolio — to generate returns and
reduce risk3.

SI1 PORTFOLIO CONSTRUCTION DECISION MAKING FOR FAMILIES

A number of factors should be considered in constructing a robust SII investment
portfolio. Some of these are qualitative, such as articulating individual values and
priorities, while others are more quantitative and include, for example, risk, return,
and liquidity expectations. Ensuring that each element is considered is an important
top-down starting point as this will shape the look and feel of the portfolio, as well as
how it performs over time. However, this is easier said than done when constructing
one family portfolio with multiple beneficiaries, as complexities can arise due to
differing family member priorities. Income requirements are a case in point as future
generations who have no current-day income requirements would make an argument
for higher returning, lower income-generating investments. Conversely, members
who are current beneficiaries are likely to favour lower risk, more liquid, and higher
income-generating investments as they age (Figure 6).

3 FormoreonSllinvestment themes, see Sarah Edwards and Dan Baran, 'Implementing Sustainable and Impact Investing in
Investment Portfolios,' Cambridge Associates LLC, May 2021.
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One way around these competing interests is for family members to agree on and
document their investment philosophy in an 'investment charter' prior to drafting a
formal Investment Policy Statement. This concept is similar to charters designed to
mitigate behaviourial risks within families; however an investment charter focuses on
the compromises each family member is willing to accept to stay true to the family’s
guiding (SII) principles. If this is not possible, and the pool of wealth is sufficient, it
may make sense to create individual portfolios for members, each of which can be
completely tailored to specific interests. Ultimately, the best solution will be what the
family is most comfortable with.

With this in mind, below we outline four guiding principles that can help the SII port-
folio construction exercise:

1. PICK YOUR PILLAR

As we have discussed, the opportunity set within SII is broad but a good starting point
is to pick a pillar, or pillars, that the family or individual really cares about, and focus
the investment strategy in these areas (across asset classes). This can serve to improve
focus and achieve more impact as a result*.

2. BEST IN CLASS IS NOT ALWAYS BEST

When pursuing SII many families tend to assume that, to have the biggest impact, they
should direct their attention to the most highly rated, well-managed businesses. This
makes intuitive sense, but actually may not be the best strategy, for several reasons.
Firstly, purely from a financial perspective, if the market recognizes the same as you,
then these businesses are likely to be in demand and therefore expensive. Expensive
companies can still be profitable investments but, all other things being equal, buying
good companies cheaply is likely to be a more attractive proposition.

Secondly, if families wish to be truly impactful, there is a strong argument for
directing capital to well-run, second-tier businesses, or to businesses transforming their
strategy. Examples could include high-carbon industries such as cement/steel/auto
manufacturing moving to greener materials (e.g., green steel), as well as oil exploration
companies transitioning to producing energy from renewable resources. We caveat this
by recognising that family entities operating on a stand-alone basis are unlikely to have
the power to influence decision making in large, listed businesses. However, by collab-
orating with like-minded investors, or via advisors who can engage on behalf of all of
their clients, family capital can be catalytic.

Thirdly, by definition, in simply focusing on the very best companies, families are
significantly reducing their investable universe, which increases tracking error versus
a benchmark and also likely increases the volatility of returns (due to a higher position
concentration). Whilst not a problem in itself, investors should be aware of, and willing
to accept, these risks.

4  For more information see Ligian Ma, 'Pathways to Sustainable Investing: Insights from Families and Peers,' Cambridge Associates
LLC, August 2019.



3. ALIGNMENT AND MEASUREMENT

A third tip is to assess whether company management is actually aligned to the
investor’s values and whether the company has established specific criteria by which

to measure SII success or failure. Measurement is particularly important as, with

the growth of SII, many businesses have sought to attract capital by marketing their
green credentials without tangibly evidencing progress made (commonly referred to as
'greenwashing'). To avoid this, careful due diligence and ongoing inspection is essential
to ensuring that chosen companies or funds produce specific, measurable, short and
long-term targets, which can be reported on at least annually. In so doing, management
should be renumerated not just on the financial performance of the company, but also
specifically (and separately) on SII criteria.

4. CONSIDER ILLIQUID INVESTMENTS

Families also should recognize that being truly impactful takes time. Consequently,
ensuring that investment funds or individual companies have time to fulfill their
potential often requires accepting some illiquidity. This is not to say that investors can’t
find socially or environmentally impactful businesses that are listed on exchanges, and
so may be sold at the click of a button, but to solve the world’s hardest problems — at a
micro or macro level — often requires patience. As a result many impact funds tend to
be structured as private vehicles, which typically have ten-year lock ups. Recognising
that great returns and long-term positive impacts don’t materialise instantly is an
important starting point for families and is a good reminder that conducting thorough
due diligence on SII investments prior to committing to them is extremely important.

CONCLUSION

Much has been written on SII in recent years, but in this paper we have tried to keep
family investors front and center. In so doing, our core message is that each family
portfolio will have unique goals, but also often specific constraints. A generic approach
to implementing sustainability is therefore not recommended. Instead, we suggest
focusing on family values and priorities whilst remembering that investors don’t need
all the answers on day one — SII is a journey. The most important thing to do is to start
the iterative process of learning by doing. A clear focus, combined with an open mind,
can help drive continued success. m

The other paper in this two-part series, Unblurring the Boundary Between Philanthropy and
Impact Investing for Families, addresses some of the motivations behind philanthropy and
how philanthropy relates to impact investing.



INDEX DESCRIPTION

CA Clean Tech Company Performance Statistics

Performance includes 1,517 investments and reflects gross deal level returns from 2005 to 2019. These investments comprise all
company-level investments made by private equity and venture capital partnerships assessed as eligible for the CA Clean Tech Company
Performance Statistics. As of June 30, 2021, Cambridge Associates (CA) screened over 107,000 investments held by over 8,500 funds
to identify cleantech investments. CA includes companies and projects in the cleantech sector if they (1) develop non-fossil fuel energy
sources, (2) promote industrial efficiency by conserving resources and replacing existing processes with less-polluting alternatives, (3)
recycle waste efficiently, or (4) provide a product or service that creates an environmental improvement.
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