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What is ESG?

ESG stands for ‘environmental, social and governance’ - 
the three broad headings used to assess and measure a 
company’s ethical credentials for investment purposes. 

• Environmental: considers how ‘green’ a business is, how   
 a company performs as a steward of nature and    
 incorporates sustainability into its operations. 

• Social: examines how a company manages relationships  
 with employees, suppliers, customers and the    
 communities in which it operates. 

• Governance: deals with a company’s leadership, executive  
 pay, audits, internal controls and shareholder rights.

The UN has had principles of responsible investment for some 
time now, and governments worldwide are placing increasing 
focus on sustainable and environmental issues. Across the 
globe, new sustainability legislation is passed daily - for 
example, the UK government’s ‘net zero’ commitment. 

Alongside this, significant – and growing – numbers of 
private investors and workplace pension members are keen 
for their money to ‘do good’ while invested (or, at least, not 
to ‘do bad’).

With increased demand comes increased supply, and 
in recent years we’ve seen an explosion in the range of 
ESG options available to retail investors. Most investment 
managers will now give some consideration to ESG when 
constructing their portfolios. Many have gone further and 
made ESG a core principle of their investment strategy. 

The range and quality of ESG funds now available, meant 
we were able to create our fully ESG portfolios, and expand 
our buy list so that all key asset classes and sectors have an 
appropriate ESG option.
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Why consider ESG investments?

More and more people are waking up to our collective 
need to be more conscious of our behaviour and the 
impact we have on the world around us. Climate change, 
circular economy, carbon offset, net zero – these are all now 
mainstream, everyday terms. Research from the sustainable 
investment movement, Make My Money Matter, showed 
that 68% of UK savers want their investments to consider 
people and planet alongside profit. And responsible investing 
covers far more than environmental issues; the social and 
governance elements are equally important.

Choosing more sustainable or ethical investment options 
can be a very effective way to have a positive impact on  
the world.

Although some funds will have a specific ‘green mandate’ 
and environmental objectives, other ESG funds focus on 
companies who strive to make a positive impact in other 
areas. For example, the research, development and creation 
of products, services or technology that lead to significant 
improvements in human lives. Or companies who are leading 
the way in terms of equality, diversity and workers’ rights/
treatment. All, of course, while looking for companies that 
they believe will deliver a good return on investment. And in 
recent years, sustainable and ESG funds have often delivered 
superior returns to their non-ESG alternatives.

In order for a fund to be 
considered for clarity’s ESG buy 
list, it must first meet the quality 
standards we would require from 
any collective investment. 

We created our ESG portfolios 
to mirror our existing nine risk-
rated model portfolios in terms 
of asset allocation, sectors 
and regions. You can therefore 
benefit from the same robust, 
risk-managed approach to 
investment management, with 
an ESG overlay. 
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Does ESG screening lead to lower returns?

In short; not over the long term. But it can often lead to 
increased volatility, due to the narrower range of potential 
investee companies. 

Historically, ethical investing was a very niche area, so 
options were limited. Early ethical funds were expensive to 
manage and often suffered from underperformance. With 
sustainability and human wellbeing now front and centre 
on the world stage, responsible investing has also become 
mainstream. This means far more choice, better quality 
options, increased transparency and lower costs. And in 
many cases, ESG screening can lead to outperformance, as 
it helps managers identify well-managed companies with 
sustainable practices.

One drawback to ESG investing in the past was the lack of 
choice; this is no longer an issue. As the huge surge in ESG 
funds has only taken place over the last few years, some 
funds naturally have shorter track records and therefore more 
limited performance data. However, a number of experienced 
managers with successful track records are now running  
ESG funds; so even for the newer funds, we can  
often see a good indicator of previous performance.

Many ESG approaches will, however, mean a fund is prohibited 
from investing in certain industries and sectors – including 
those that could offer significant growth opportunities. For 
example, our ESG portfolios have very little, if any, exposure to 
the tobacco industry, which is very profitable.  

On the other hand, as mentioned above, ESG screening can 
also benefit performance by helping fund managers avoid 
poorly run, inefficient or scandalous companies. 
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Is ESG the same as green investing?

No. Although some ESG funds will have specific ‘green’ 
objectives, ESG is a much broader umbrella term. 

Alongside the environmental funds, are those that focus on 
companies who strive to make a positive impact in other 
areas. For example, the research, development and creation 
of products, services or technology that lead to significant 
improvements in human lives. Or companies who are 
leading the way in terms of equality, diversity and workers’ 
rights/treatment.

Depending on each fund’s specific mandate, the social and 
governance factors can be equally, if not more, important. 

Part of the criteria used in our investment research 
methodology helps to demonstrate this. Our ESG 
screening process draws on research from Morningstar 
and Sustainalytics, who carry out comprehensive analysis 
of the fund universe for ESG purposes. Their ESG scoring 
method includes ‘globe’ ratings for sustainability (which 
covers all three aspects of ESG, rather than only looking at 
environmental factors) and a ‘low carbon designation’. Funds 
can score the maximum of five globes for sustainability, 
without achieving the low carbon designation. Likewise, a 
fund could be designated low carbon, while only achieving a 
relatively low sustainability score. 

A number of the ESG funds on clarity’s buy list are ‘pure’ 
environmental funds, with strict green criteria. 

You can access our full buy list, along with key 
investor information documents (KIIDs), buy notes 

and commentaries for each fund, at:

clarityglobal.com/buylist

https://www.clarityglobal.com/buylist
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How do fund managers assess a company’s ESG credentials?

Just as ESG funds vary greatly in their objectives, fund 
managers use numerous different approaches to ESG 
screening. The method used can make a huge difference to 
the type of companies that make a fund’s portfolio. We’ve 
summarised the most common approaches below.

Positive screening: Actively seeking out companies with 
high ESG credentials relative to their peers, also known as 
‘best-in-class screening’.

Negative screening: Excluding companies or sectors  
based on specific ESG criteria, such as fossil fuels, tobacco 
or weapons.

Active ownership: Using shareholder powers/influence  
to improve the ESG credentials of companies the fund 
invests in.   

Thematic investing: Focusing on a specific area of 
responsible investing, such as renewable energy, gender 
equality or water services.

Community investing: Allocating capital directly to low-
income and underserved communities, typically through the 
banking and lending institutions that serve them. 
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How is a fund chosen for clarity’s ESG buy list and portfolios? 

In order for a fund to be considered for our ESG buy list, it 
must first meet the rigorous criteria required for inclusion on 
our standard buy list. Our ESG screening then comprises two 
further stages: quantitative analysis and qualitative research.

1. Quantitative analysis
Our quantitative analysis draws on information from 
Morningstar, a leading investment research company, and 
their subsidiary Sustainalytics, an independent ESG research 
and ratings firm. This provides us with breakdowns of where 
funds are invested at a stock level, and whether these qualify 
for a sustainability rating or a low carbon designation. 

As a typical guideline, for inclusion on our ESG buy list, we 
are looking for funds with at least a four-globe sustainability 
rating and, ideally, a low carbon designation. These 
benchmarks do, of course, necessarily change between 
sectors and regions. 

There are then further metrics involved, including 
measurement of specific ESG factors and whether funds are 
focused on any particular sustainable aspects and/or any 
controversial investments.

2. Qualitative research
In addition to the desk-based research described above, we 
conduct thorough interviews with fund managers, to ensure 
our selections are justified. Many fund managers will make 
some reference to ESG in their literature, but it is often a 
relatively small part of their stock selection process. It is 
therefore essential for us to ‘kick the tyres’ and ensure ESG 
criteria are a main focus of their investment process, rather 
than an afterthought.

Our full investment methodology guide is available on 
request. Please speak with your usual clarity adviser if you 
would like a copy.
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Will my asset allocation be the same?

Yes. Whether you choose to use our ESG or standard IMS, 
the broad asset allocation we recommend for you would be 
the same. I.e. your exposure to bonds, equities and property, 
and the subdivisions within these asset classes, will be the 
same. However, it is important to note that an ESG portfolio 
will effectively exclude certain industries. Tobacco for 
instance, which is a very profitable industry, is almost entirely 
absent from our ESG portfolios and buy list funds. 

Will my charges be the same as for a non-ESG portfolio?

clarity’s IMS fees are the same across both our ESG and 
standard portfolios. As with our traditional IMS, each of the 
underlying funds used also carries their own specific charges.

Historically, ethical investing has been far more expensive 
than ordinary investing; excluding certain types of company 
was always a time-consuming process. Modern tools 
have changed this, however, and now most ESG funds are 
comparable in charges to their non-ESG counterparts. There 
will be an occasional specialist fund that charges a little 
more; but the same is true of non-ESG fund managers, so 
broadly speaking, the costs are much the same.

You can see the charges for all funds on our buy list at: 
clarityglobal.com/buylist

https://www.clarityglobal.com/buylist
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Want to know more?

Visit: clarityglobal.com/ESG

If you’d like to speak with someone about our ESG portfolios, 
please contact your usual clarity adviser. Or get in touch on: 

Tel: 0800 368 7511 

Email: enquiries@clarityglobal.com

clarityglobal.com/ESG

Risk warning & important information: The past is not necessarily a guide to future performance. The value of your investment and the income from it can fall as well as rise and is not 
guaranteed. You may not get back the full amount invested. This document is provided for information only and does not constitute advice. You should not act on any of the information without 
seeking professional advice. clarity Ltd is authorised and regulated by the Financial Conduct Authority (FCA). 

© clarity Ltd 2021
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