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Socially Responsible Investing taking off
Thursday, July 20" 2017

Socially responsible investing (SRI) - backing shares with
good environmental, social and corporate governance (ESG)
metrics — has proved to be the winning formula for investors
looking to do good through their investments

e ETFs on track for their largest inflow year on record

e Stocks with good ESG metrics have significantly outperformed over the last
five years

e Short sellers much less active across companies with good ESG

The landscape of green, socially responsible investing is replete with bright ideas
that failed to deliver the long term economic viability sought by investors. Taking
solar as an example, we see that the sector’s share have lost more than 90% of
their value since the Guggenheim Solar ETF, the first solar tracking ETF, launched
back in April 2008. Even green firms which have delivered positive returns for
investors (such as Tesla) still attract more than their fair share of skeptics - the
electric carmaker’s shares are among the most shorted assets globally.

Despite this reality, the desire to invest with a conscience is as strong as ever. A
Google trend analysis of ESG search terms shows searches on the topic doubled over
the last two years.

To reconcile these two potentially unprofitable forces, investors have looked beyond
the relatively narrow universe of pure play green and socially responsible companies,
and invested in firms which make conscious efforts through their ESG policies. ETFs
that track these companies have gone from strength to strength in recent years, and
the IHS Markit ETF analytics database saw investors plough a record $950m of
assets into them in 2016. 2017 is shaping up to be an even better year for SRI, with
investors shifting more than $800m to socially responsible funds YTD, propelling
their AUM above the $5.5bn mark.
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https://trends.google.co.uk/trends/explore?date=today%205-y&q=%2Fm%2F0by114h
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These large investments come from both sides of the Atlantic, but European
investors are more eager to invest with a conscience. Interestingly, at the start of
2016, socially responsible ETFs in Europe had less than half the AUM of their North
American counterparts, but Europeans have contributed roughly 60% of the new
inflows since then.

Returns Since 2012

According to the IHS Markit Research Signals Integrated ESG Rating — which ranks
compliance to the Principles for Responsible Investment framework — investors
haven't foregone returns by investing in socially responsible strategies over the last
five years. In fact, the top 10% of North American shares by ESG Rating represent
the best performing end of the market. The return difference is significant — these
shares returned 1.24% a month on average, which is nearly a third more than the
0.94% all of North American shares since 2012.
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Shares on the other side of the ESG Rating have performed worse, with a 0.6%
average monthly return.

Short interest

Short sellers are much less sceptical of stocks that score well with socially
responsible metrics. The current group of North American shares in the top 10% of
the ESG Rating have, on average, 1.8% of shares out on loan. This figure is less
than half of that seen worldwide.

Average Short Interest by ESG Groups-North America Average % of
Shares on Ln;a?n

I 5
3 4 5 b T 8 9 10

1 (Best 2
Ranked) (Worst
Ranked)

[=r]

=%

[#%)

[

—

Source: IHS Markit

Scoring well on ESG metrics isn’t a cure all against short sellers, as plenty of short
targets are still present among high scoring firms. This short selling is more likely
driven by company specific forces than the fundamental sector vulnerability that has
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made some pure play socially responsible firms the favorite short targets of the last
decade.

Hanes Brands is the top target, with more than 17% of its shares shorted, despite
scoring in the fourth percentile of the ESG Rating. Its current high short interest
reflects the headwinds in North American retail and revenues.
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Disclaimer

The intellectual property rights to this report provided herein is owned by Markit
Group limited. Any unauthorised use, including but not limited to copying,
distributing, transmitting or otherwise of any data appearing is not permitted without
Markit’s prior consent. Markit shall not have any liability, duty or obligation for or
relating to the content or information (“data”) contained herein, any errors,
inaccuracies, omission or delays in the data, or for any actions taken in reliance
thereon. In no event shall Markit be liable for any special, incidental, consequential
damages, arising out of the use of the data. Markit is a trademark owned by the
Markit group.

This report does not constitute nor shall it be construed as an offer by Markit to buy
or sell any particular security, financial instrument or financial service. The analysis
provided in this report is of a general and impersonal nature. This report shall not be
construed as providing investment advice that is adapted to or appropriate for any
particular investment strategy or portfolio. This report does not and shall not be
construed as providing any recommendations as to whether it is appropriate for any
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person or entity to “buy”, “sell” or “hold” a particular investment.
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