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Investors are increasingly seeking to understand
and measure the wider consequences of where they
allocate their capital. In this article, we look at how
the UN Sustainable Development Goals (SDGSs) can
help to inform investor choices.

Gareth Davies
Head of Responsible

Investment Solutions Appetite for responsible investment is on the rise. Whether it is

private banks who are increasingly asked by their investors for
more sustainable products, or corporate pension funds
reporting trustee and employee interest in responsible
investment of their pensions, many investors are seeking ways
to meet this new demand.

This highlights the extent to which decision makers are facing
increasing calls to consider environmental, social and
governance-based (ESG) aspects within their investment
policies. Momentum is gathering; a result of growing political
Rose Beale pressure to incorporate ESG. In some countries, governments
Thematic Analyst have been the institutions taking the lead. European, Asian
Responsible Investment and African governments have now all issued sovereign green
bonds. The French government, for example, implemented the
first ever mandatory environmental impact disclosure rules for
asset owners in 2016.

The UN SDGs have emerged as a potential guide for investing
towards a more sustainable world for investors and
governments alike, by signposting global development
priorities. Indeed, given recent estimates about the financing
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that is needed to achieve the SDGs, it may well be impossible to achieve the goals without buy-
in from asset management.

According to the United Nations Conference on Trade and Development (UNCTAD) the overall
additional investment needed is between US$5 trillion and US$7 trillion. In developing countries
specifically, there is an investment gap of about $2.5 trillion.t

What's more, with global assets under management now at $84.9 trillion and growing, the
industry offers policymakers a significant pool of capital to help progress towards the goals. The
gap for many investors, however, is in finding the right strategies to help achieve tangible
results that will draw us closer to achieving the SDGs.?

The SDG journey

The UN launched the SDGs (see below) in 2015 as a framework of sustainable development
priorities to replace the expiring Millennium Development Goals. They were designed to
galvanise sustainability efforts by explicitly calling on businesses across developed and
emerging markets to apply creativity and innovation to solve a wide range of development
challenges. Companies are encouraged to use the SDGs to shape, steer and report on their
sustainability strategies. Asset managers can do the same.

For asset owners, investing responsibly offers more than just helping to meet supranational
targets. Evidence is mounting of the potential for higher returns from investing in sustainable
businesses, as well as investments which capitalise on associated themes such as renewable
energy.
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1 http://www.undp.org/content/undp/en/home/blog/2017/7/13/What-kind-of-blender-do-we-need-to-finance-the-
SDGs-.html

2 https://ww.pwc.com/gx/en/industries/financial-services/asset-management/publications/asset-wealth-management-
revolution.html
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Navigating challenges

SDG-themed investing, while fast growing, faces challenges. One of the most obvious is the
sheer number of goals, which we address by consolidating them into umbrella categories. For
example, focussing on climate could incorporate goal seven, “Affordable and Clean Energy”,
and goal 13, “Climate Action”. Alternatively, some investors adopt a laser-like focus only on
those which are most relevant to them. Both approaches are feasible, but consolidating or
selecting from the 17 goals is recommended to increase the likelihood of results.

There are several approaches that asset managers can take to align their investment strategies
to the SDGs, being mindful of the different degrees of alignment with, or achievement of, the
SDGs through different asset classes.

Alternative asset classes are a case in point, as they can be vital contributors to specific SDGs
when capital is allocated to new businesses and projects instrumental to their delivery.
Infrastructure, for instance, is at the heart of goal nine, “Industry, innovation and infrastructure”,
which emphasises the need for “quality, reliable, sustainable and resilient infrastructure to
support economic development and human well-being, with a focus on affordable and equitable
access for all”.

However, while such activity may be high impact and tangible, these opportunities are often
inaccessible to the majority of investors. The IFC’s asset management arm, for example, offers
targeted exposure in the private equity space to projects at the sharp end of the SDGs,
including investing in women-owned enterprises in emerging markets (with direct relevance to
goals five and 10, respectively: “Gender Equality” and “Reduced Inequalities”) and resource
efficiency and clean technology in Asia (aligned with goal seven, “Affordable and Clean
Energy”), all with exceptional financial returns. The drawback is that this is only available to a
tiny proportion of the largest global investors.

While broader progress towards the goals as an investment strategy may be more accessible, it
can be tough to measure. But processes and standards are evolving to give investors better
insight into the links between their investments and achieving the SDGs.

The fixed income advantage

The use of fixed income tools perfectly illustrates how this can function effectively.
Establishment of new standards and product innovation have opened up SDG-themed
investment to a much broader range of investors. Green, social and sustainability bonds present
an opportunity to invest in a range of projects advancing the SDGs, underpinned by rigorous
standards and clear impact reporting.

The green bond market, eight years old at the time of the SDGs’ launch, has continued to
evolve in tandem with a wider sustainability bond market. Last November’s Social Bond from
the African Development Bank, for instance, mapped to seven different SDGs across a range of
themes (from goal one, “No Poverty”, to goal six, “Clean Water and Sanitation”). On the
developed market side, the Community of Madrid has issued numerous sustainability bonds
which map to seven SDGs, with projects spanning medication through to subsidised public
transport for low income groups, linked to goal 11, “Sustainable Cities and Communities”.

There is more clarity expected on how SDGs can be mapped to these vehicles. Columbia
Threadneedle Investments is a member of the ICMA Social Bonds Working Group and,
specifically, a newly launched work stream which will look at alignment between social bonds
and the SDGs.

Bonds are an effective tool for impact precisely because there is the capacity and transparency
to measure their outcomes directly. This is not so simple in equities. While thematic funds have
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long been available to investors, they often lack clarity in defining their impact and breadth
across the SDGs. Typically, the majority take environmental issues, or more recently gender, as
a core theme. In the past few months we have seen a humber of pooled funds come to market
purportedly targeting a wide range of SDGs, but they are notably absent of criteria and
standards on what qualifies as “impact’. It is positive to see the market broadening, but
investors looking at these funds should be aware of their actual holdings, and realistic about
their potential for SDG delivery.

Bright future

There are signs the market is growing more standardised. We are part of a UN Principles for
Responsible Investment working group developing an “Impact Market Map” to help identify
companies delivering sustainable impact aligned with the SDGs. We are also finding new ways
to assess the contribution of investee companies through an SDG lens, alongside more
traditional ESG measures.

We should all get behind efforts to create one common framework that businesses,
governments and individuals can collectively use for investing in sustainable development.
Growing interest of asset owners in the implications of their investments is a huge opportunity to
progress the SDGs. While not without its complexities, this sends a clear signal to the market
that investment capital, free markets and finance can be a solution to some of the world’s most
pressing challenges.
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Important information: For use by Professional and/or Qualified Investors only (not to be used with or passed on to retail clients).

Past performance is not a guide to future performance. The value of investments and any income is not guaranteed
and can go down as well as up and may be affected by exchange rate fluctuations. This means that an investor may
not get back the amount invested. This document is not investment, legal, tax, or accounting advice. Investors
should consult with their own professional advisors for advice on any investment, legal, tax, or accounting issues
relating to an investment with Columbia Threadneedle Investments. The analysis included in this document has
been produced by Columbia Threadneedle Investments for its own investment management activities, may have
been acted upon prior to publication and is made available here incidentally. Any opinions expressed are made as at
the date of publication but are subject to change without notice and should not be seen as investment advice. This
document includes forward looking statements, including projections of future economic and financial conditions.
None of Columbia Threadneedle Investments, its directors, officers or employees make any representation,
warranty, guaranty, or other assurance that any of these forward looking statements will prove to be accurate.
Information obtained from external sources is believed to be reliable but its accuracy or completeness cannot be
guaranteed. Issued by Threadneedle Asset Management Limited. Registered in England and Wales, Registered No.
573204, Cannon Place, 78 Cannon Street, London EC4N 6AG, United Kingdom. Authorised and regulated in the UK
by the Financial Conduct Authority. Issued in Singapore by Threadneedle Investments Singapore (Pte.) Limited, 3
Killiney Road, #07-07 Winsland House 1, Singapore 239519. License Number: CMS100182-1. This document is being
issued in Singapore to and is directed only at persons who are either institutional investors or accredited investors
(as defined in the Securities and Futures Act, Chapter 289 of Singapore) in Singapore. This document must not be
relied or acted upon by any persons in Singapore other than an institutional or accredited investor.Columbia

Threadneedle Investments is the global brand name of the Columbia and Threadneedle group of companies.
columbiathreadneedle.com



