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SUSTAINABLE INVESTING
The purpose of this section is to introduce sustainable investing and, importantly, 
explain our approach to sustainable investing.

In 1987 sustainable development was defined by the United Nations as 
“development that meets the needs of the present without compromising the 
ability of future generations to meet their own needs.” This definition is widely 
recognisable because it is still taught in classrooms today, and is the theoretical 
foundation upon which sustainable investing builds. Our definition of sustainable 
investing is: a holistic approach to investing which widens the focus of investors by 
integrating sustainability considerations alongside the traditional focus of 
investors, risk-adjusted return. It comes in many shapes and sizes, but can be 
distilled into three primary pillars: environmental, social, governance (ESG), impact 
and ethics.

ESG is the integration of material non-financial data into the risk management 
process; the reason being, integrating more material data can improve the process 
and so can improve risk-adjusted returns. Examples of non-financial data include: 
greenhouse gas emissions, employee diversity, financial reporting quality. The 
outcome of this integration might be to prioritise or reduce exposure to certain 
geographies or sectors or companies. ESG leaders (those prioritised) and laggards 
(those reduced) can be identified in several ways. First, by using non-financial data, 
perhaps a third party ESG score, to identify geographies, sectors or companies that 
appreciate the necessity of the transition to a more sustainability-minded planet 
and are adapting their strategies accordingly. We call this basket of leaders 
adjusters (for example, Microsoft). Second, we can use traditional analysis 
techniques to identify sectors or companies that are either innovating at the cutting 
edge of this transition or are enabling those that are doing the innovating. There are 
two baskets here: the innovators (for example, Tesla) and the enablers (for 
example, SSE).
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Impact is an explicit statement of sustainability targets separate to risk-adjusted 
return. Examples of these targets include: reducing greenhouse gas emissions 
in-line with the Paris Agreement, or improving gender and racial diversity at the 
board or company level. Consequently, investors structure their portfolios to 
achieve this dual mandate.

Ethics, or ethical investing, is the integration of an investor’s moral or religious 
beliefs into the portfolio construction process. It is the oldest of the three pillars of 
sustainable investing, and can trace its roots back hundreds of years to Shariah, the 
religious law of Islam, and to religious groups that prohibited members from 
participating in the slave trade. A more modern interpretation might be to exclude 
tobacco or firearms from an investable universe.

Our approach to sustainable investing is a combination of ESG and ethics. 
Influenced by MSCI and the thought-leading Norges Bank Council on Ethics, we 
designed an investment policy to separate ESG leaders from laggards, and to 
exclude certain controversial sectors from our investable universe. There are three 
sections to the policy: a minimum ESG score, a minimum coverage ratio, and a 
maximum revenue threshold in any of eight controversial sectors (see Appendix for 
more details). There are substantial procedures in place to ensure daily compliance 
with the policy and protocols to follow if a breach to the policy is detected. These 
procedures and protocols have been put in place to mitigate the industry-wide 
problem of greenwashing. The combination of non-financial data-driven risk 
management with a set of ethics-based negative screens is powerful in its 
simplicity and, importantly, will continue to evolve to match best practice in the 
sustainable investing ecosystem.
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To add clarity to our approach to sustainable investing, we decided to label our 
proposition as ESG rather than simply sustainable. The label accurately reflects the 
purpose of our investment policy which, as we explained, is designed primarily to 
separate ESG leaders from laggards. There are six risk progressive models (3-8) in 
the Titan ESG MPS, which sits alongside the ACUMEN ESG Protection Portfolio (PP).

Page 3

PROPOSITION

Features and Benefits
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Asset Class Breakdown

Equity Bond Cash

Feature Benefit PP MPS

ESG Investment 
Policy

The Separation of ESG leaders from laggards, and the exclusion of 
certain controversial sectors from the investable universe. x x

Active Management The Investment Team, comprised of six highly talented professionals, 
constantly monitors the proposition for risks and opportunities.

x x

x x

x

x

x

x

x

Diversification Cross-asset investment with a global mandate; the only free lunch 
in investing! 

Currency Hedging Control of the impact that currency fluctuations can have on the funds 
within the proposition.

Risk Progression You can match your risk appetite to a find within the proposition.

Daily Dealing

UCITS Compliant

You can instruct to sell your investment in the proposition on any 
business day.

Adherence to the highest standard of European fund regulation.



Page 4

The purpose of this section is to build a narrative around our approach to 
sustainable investing. Included in this section is our outlook for Q222.

Q222

In our Q1 Quarterly Perspectives publication we proposed two ways to play the 
decarbonisation trade: backing the innovators building the technologies and systems 
necessary to move away from fossil fuels, or via exposure to the price of carbon in 
cap-and-trade schemes like the EU Emissions Trading System. Since the Russian 
invasion of Ukraine began, a proxy for the first strategy is up about 20%, and a proxy 
for the second strategy, is down about -10%. For colour, the MSCI All Country World 
equity index was up about 5% over the same period. The negative correlation 
between these strategies, albeit measured over a short period, is exactly the sort of 
opportunity we discussed at the beginning of 2022. The first strategy rerated, in part, 
because policymakers in the West, and especially in Europe, have accelerated plans to 
decarbonise their economies in response to the invasion, the jarring immediacy of 
which has injected urgency into the transition away from fossil fuels to a far greater 
extent that the dense Intergovernmental Panel on Climate Change reports and COP 
gatherings have been able to in recent years. Perhaps surprisingly (considering the 
dramatic headlines about rising fuel costs since the invasion began), this strategy also 
outperformed an equity proxy for fossil fuels (those companies operating in oil & gas 
exploration & production) over the same period. The second strategy derated 
primarily because the invasion has added a headwind to economic growth in Europe. 
Lower growth usually implies lower greenhouse gas emissions, and lower emissions 
implies less demand for emissions allowances. We decided to keep both strategies on 
our watchlist, mindful that the ongoing invasion has caused an increase in volatility 
across financial markets generally and these strategies specifically. For example, the 
90-day annualised volatility for the aforementioned strategies are 40% and 70% 
respectively whilst the equivalent number for the MSCI All Country World equity 
index is just 20%. 

Another theme covered previously was the evolution of the ESG ecosystem; 
specifically, that the ecosystem continues to grow larger and smarter. A fine example 
of this growth, and a possible third way to play the decarbonisation trade, is the 
Engine No. 1 Transform Climate ETF, which was launched in March (in the USA and 
therefore out of scope). Rather than focus on the smaller, newer companies usually 
found under the bonnet of decarbonisation-relevant ETFs, the purpose of the Engine 
No. 1 ETF, unique among passive product providers, is to allocate capital to larger 
incumbents in emissions-heavy industries and encourage executives, through 
engagement, to shift business models and balance sheets away from fossil fuels. 
Engagement with companies like Ford and Occidental is certainly part of the 
decarbonisation story, and companies like BP show that the transition is possible, but 
investors should avoid leaning too heavily into the broad-based dead cat bounce in 
emissions-heavy industries of late. Some industries, like thermal coal, are already in 
structural decline, and not all companies will be as willing as BP to drastically change 
their business model.

COMMENTARY



Page 5

Date Range: 24/02/2022 to 31/03/2022Source: Bloomberg, Titan Asset Management

70

120

The Decarbonisation Trade

N
orm

alised Perform
ance

Mar 23Mar 15Mar 8Feb 28

Date Range

100

-0.10

2022

110

SparkChange Physical Carbon EUA ETC

MSCI ACWI Index

Mar 31

90

80

-0.20

-0.30

iShares Global Clean Energy UCITS ETF

Correlation 

C
orrelation



The purpose of this section is to explain the sustainability argument behind our 
investment decisions. 

Equity: Impact

Although our proposition does not follow a dual mandate (risk / return plus impact), 
we do consider whether our investments achieve any positive impact across a 
range of categories, like climate change and empowerment. Similarly, our intention 
across the proposition is to allocate capital to best-in-class ESG strategies. It is 
therefore within our mandate to allocate to dedicated impact funds. A fine example 
of this is the Triodos Pioneer Impact fund, which is classified as Article 9 under the 
SFDR (meaning the fund sets an explicit sustainability objective). The objective of 
the fund is to maximise positive impact by investing in small and mid-sized 
companies that contribute to 1 or more of 7 sustainable transition themes. These 
themes are anchored in the UN SDGs (see Appendix for more details). In 2021 the 
fund had most exposure to the following themes: renewable resources, innovation 
for sustainability, and prosperous and healthy people. The fund achieves an MSCI 
ESG Quality Score of 8.1 (AA) and top holdings include Acciona Energías 
Renovables, Danone and Universal Display.

Fixed Income: Social Bonds

Social bonds are use of proceeds bonds designed to raise capital to fund new or 
existing projects with a positive social outcome. KPIs are established to gauge 
progress towards achieving these outcomes. Social bonds are an increasingly 
popular flavour of sustainable fixed income; other flavours include green bonds and 
sustainability-linked bonds. In 2017, social bonds accounted for less than 5% 
(USD9.2 billion) of sustainable fixed income issuance. Last year, social bonds 
accounted for almost 15% (USD214.7 billion). We have exposure to social bonds via 
the Columbia Threadneedle UK Social Bond fund, which was launched in 2013 by 
Simon Bond in partnership with The Big Issue Group. Simon and his team direct 
capital towards 8 social outcome categories according to the fund’s Social 
Assessment Methodology. A Social Advisory Committee regularly reviews the 
Methodology, and each year the Big Issue Group publishes an annual impact report 
to communicate the fund’s social impact performance. The fund achieves an MSCI 
ESG Quality Score of 9.0 (AAA) and top holdings include the IBRD, Motability and 
NatWest.

CASE STUDIES
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HIGH LEVEL STATISTICS

The purpose of this section is to measure how well we are managing exposure to 
material ESG risks and opportunities (see Appendix for more details). Looking at 
the charts in this section, we can see that we are managing exposure to material 
ESG risks and opportunities well, scoring better than the market comparison (see 
Appendix for more details) in each instance. 

ESG Score

The score is a simple measure of how well key medium- to long-term ESG risks and 
opportunities are being managed and is measured on a scale of 0 to 10 (worst to 
best). In each instance, we (green line) achieve a higher score than the market 
comparison (blue line).

ESG Rating

The rating corresponds to the score (above) and is measured on a scale of CCC to 
AAA (worst to best). The entire proposition achieves a best-in-class AAA rating.
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ESG Rating: Distribution

The majority of the underlying holdings across the proposition achieve an A rating 
or better.

ESG Rating: Distribution

Momentum is split into the following categories: negative, stable, positive (worst 
to best). The rating will have positive momentum if it has increased since the last 
rating assessment by MSCI, vice versa for negative momentum. A rating with 
positive momentum indicates that this underlying holding is improving its 
management of key medium- to long-term ESG risks and opportunities. Almost all 
of the underlying holdings across the proposition have either stable or positive 
momentum.
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IMPACT STATISTICS

The purpose of this section is to measure and explore the positive impact achieved 
by the proposition, excluding sovereign exposure. As we explained earlier in the 
report, impact can be measured across a range of sustainability solutions, like 
alternative energy or affordable real estate. Although our proposition does not 
follow a dual mandate (risk / return plus impact), it is still possible to determine 
whether or not our investments are achieving any positive impact. Looking at the 
charts in this section, we can see that the proposition achieves a considerable 
positive impact.

Impact Solutions Involvement

The aggregated figure represents the full market value exposure to a range of impact 
solutions, which we can map from Theme (e.g. alternative energy) to Category (e.g. 
climate change) to UN SDG (e.g. climate action) (see Appendix for more details). If 
we compare the green line, our proposition, to the blue line, the market comparison, 
we see that our proposition achieves more from an impact POV.

Impact Solutions Involvement
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Looking at the stacked bar chart, we can see that the proposition has the most 
exposure to companies providing climate change solutions.
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The purpose of this section is to measure and explore the material ESG risk of the 
proposition, excluding sovereign exposure. Looking at the charts in this section, 
we can see that the proposition is far less exposed to material ESG risk than the 
market comparison.

Carbon Risk

Companies which emit lots of carbon dioxide (CO2) are more exposed to 
carbon-related market and regulatory risks that arise due to climate change. We 
approximate carbon risk by measuring the carbon intensity of each fund in the 
proposition, which is the direct plus indirect CO2 emissions of the underlying 
holdings, divided by sales. Comparing the green line with the blue line, we can see 
that the carbon risk of the proposition is significantly less than that of the market 
comparison (the lower the intensity, the better).

RISK STATISTICS

Reputational Risk

Reputational risk measures exposure to companies that have caused or been 
involved in significant ESG controversies. There are 28 types of controversy; 
examples include operational waste, human rights abuse, and bribery (see 
Appendix for more details). The proposition has almost no exposure to companies 
involved in ESG controversies, unlike the market comparison, which on average has 
about 1.5% exposure (the lower the risk, the better).
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Corporate Governance Risk

Corporate governance risk is split into the following categories: laggards, average, 
leaders (worst to best). Almost all of the underlying holdings across the proposition 
are classified as average or leaders.
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Controversial Business Activity Involvement 

The aggregated figure represents the full market value exposure to a range of 
controversial business activities: adult entertainment, alcohol, civilian firearms, 
weapons, gambling, genetic engineering, thermal coal, tobacco. If we compare the 
green line, our proposition, to the blue line, the market comparison, we see that the 
proposition is less exposed to a range of controversial business activities than the 
market comparison (the lower the figure, the better).

Looking at the stacked bar chart, we can see that the proposition has the most 
exposure to companies with a tie to the production and distribution of alcohol; 
exposure to alcohol per fund is, on average, 7%.
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APPENDIX
The investment policy for the proposition is as follows:

For securities with exposure to several sub-asset classes, compliance with the 
policy is measured against the dominant sub-asset class

Cash exposure is excluded from the policy

If a breach to the policy is detected, a 125-day monitoring period is started to allow 
for a resolution. The security must be removed once the monitoring period ends if 
there is no resolution. During the monitoring period, the allocation to the security 
cannot be increased

The market comparisons used are as follows:

The market comparisons used throughout this report reflect the asset class 
allocation of each fund based on the underlying investment exposure of the asset 
portfolio to fixed income (investment grade and sub-investment grade securities) 
and equity (developed and emerging market) securities at the date of data. This 
information is for illustrative purposes only to provide an indicative comparison 
between a fund and a non-ESG market equivalent. 

ESG Score (minimum)
Portfolio
Equity/IG Corporate Bond
DM Sovereign Bond
EM Sovereign Bond / HY Corporate Bond

Coverage Ratio (minimum)
ETF
Non-ETF

Negative Screen (maximum)
Adult Enertainment 
Alcohol
Civilian Firearms/Controversial Weapons
Gambling
Genetic Engineering
Thermal Coal
Tobacco

Universe

A
A
BBB
BB

ThresholdCategory

90%
70%

15% Revenue
15% Revenue
15% Revenue
15% Revenue
15% Revenue
15% Revenue
15% Revenue

Unconstrained
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Category

ESG Score = MSCI ESG Quality Score

ESG Rating = MSCI ESG Rating

ESG Rating: Distribution = MSCI ESG Rating Distribution

ESG Rating: Momentum Distribution = MSCI ESG Rating Momentum Distribution 

Impact Solutions Involvement = MSCI ESG Sustainable Impact Solutions 
Involvement 

Carbon Risk = MSCI ESG Carbon Risk

Reputational Risk = MSCI ESG Reputational Risk

Corporate Governance Risk = MSCI ESG Governance Risk Distribution

Controversial Business Activity Involvement = MSCI ESG Business Involvement 
Screening Research Involvement

The full names for all MSCI ESG metrics used are as follows:
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The MSCI ESG Key Issue Hierarchy is as follows:

3 Pillars 10 Themes 35 ESG Key Issues

Environment

Social

Governance

Carbon Emissions
Product Carbon Footprint

Financing Environmental 
Impact

Climate Change Vulnerability

Climate Change

Natural Capital Water Stress
Biodiversity & Land Use

Raw Material Sourcing

Pollution & Waste Toxic Emissions & Waste
Packaging Material & Waste

Electronic Waste

Environmental
Opportunities

Human Capital

Product Liability

Opportunities in Clean Tech
Opportunities in Green Building

Opportunities in 
Renewable Energy

Labor Management
Health & Safety

Human Capital Development
Supply Chain Labor Standards

Product Safety & Quality
Chemical Safety

Privacy & Data Security

Financial Product Safety
Responsible Investment
Health & Demographic Risk

Stakeholder
Opposition

Social
Opportunities

Controversial Sourcing
Community Relations

Access to Communications
Access to Finance

Access to Health Care
Opportunities in Nutrion & 
Health

Corporate
Governance

Corporate
Behaviour

Ownership & Control
Board

Business Ethics
Tax Transparency

Pay
Accounting
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3 Pillars

The MSCI Sustainable Impact Solutions Involvement framework was designed to 
identify companies that derive revenue from products or services with a positive 
impact on the society and the environment. The solutions can be mapped from 
theme (e.g. alternative energy) to category (e.g. climate change) to UN SDG (e.g. 
climate action).

For more information please visit ESG Investing - MSCI

The Sustainable Development Goals (SDGs) were adopted by the United Nations in 
2015 as a universal call to action to end poverty, protect the planet, and ensure that 
by 2030 all people enjoy peace and prosperity. The SDGs are integrated; they 
recognize that action in one area will affect outcomes in others, and that 
development must balance social, economic and environmenta sustainability.

Although the SDGs were not designed to be used by investors, we believe that 
mapping our proposition to the SDGs, using MSCI ESG data, is a useful way to 
determine whether or not our investments are achieving any positive impact.

Theme Category UN Sustainable Development Goals

Alternative Energy

Energy Efficiency

Green Building

Sustainable Water

Pollution Prevention

Sustainable Agriculture

SME Finance 

Education

Connectivity

Nutrition

Major Disease Treatment

Sanitation

Affordable Real Estate

Climate Change

Natural Capital

Basic Needs

Empowerment
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Environment Human rights &
community

Labor rights & 
supply chain

Customers

MSCI ESG Controversies Coverage - Stakeholder ‘Pillars’ and ‘Indicators’

Governance

Biodiversity & land 
use

Toxic emissions & 
waste

Energy & climate 
change

Water stress

Operational waste 
(Non- hazardous)

Supply chain 
management

Other

Impact on local 
communities

Human rights 
concerns

Civil liberties

Other

Labor management 
relations

Health & safety

Collective bargaining 
& unions

Discrimination & 
workforce diversity

Child labor

Supply chain labor 
standards

Other

Product safety & 
quality

Anticompetitive 
practices

Customer 
relations

Privacy & data 
security

Marketing & 
advertising

Other

Bribery & fraud

Governance 
structures

Controversial 
investments

Other

For more information please visit ESG Investing - MSCI

For more information please visit Home | Sustainable Development (un.org)

The MSCI ESG Controversy KPIs are as follows:
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