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Get Active in ESG   
 
 

What is ESG investing? ESG (Environmental, Social and Governance) investing is, first and foremost, investing. While a common 
misconception is that investing with ESG principles comes at the expense of investment returns, we disagree with this view and believe the 
integration of ESG considerations instead makes us smarter investors. By combining ESG data and analysis with traditional financial metrics, 
we can develop a more nuanced assessment of a company’s long-term risks and growth opportunities. The growing body of academic studies 
support this: 90% of findings from more than 2200 studies show a neutral or positive relationship between ESG and financial performance
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. 

With the ever-rising popularity of ESG and a surge in both active and passive options, we believe investors should take the following into 
consideration when pursuing ESG investments:  

Passive Alignment does not Equal Active Integration  

The increasing availability of ESG data and ratings in recent years has driven a proliferation of passive products. However, many of these 
passive products simply focus on ESG alignment through either screening out “sin stocks”
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or by optimizing for ESG ratings, rather than 

focusing on the integration of material ESG factors into fundamental, bottom-up investment analysis. We acknowledge and appreciate the 
desire to align investments with ESG principles, but believe that ESG investing should go one step further by focusing on how ESG analysis 
can potentially drive better risk adjusted returns. We at GSAM Fundamental Equity have long considered ESG factors in our investment 
process, as we philosophically believe stronger ESG companies will drive more sustainable returns over time. Active managers seek to drive 
value in part by finding material insights that are not priced in by markets yet. In a rapidly changing world, we believe that investors that use a 
broader set of data and insights – including ESG data – as part of this holistic analysis may have a competitive edge.  

Be Mindful of ESG Data  

The quantity of ESG data has increased over the last 5 years, but we believe major quality issues remain, particularly in emerging markets. 
Fundamental equity managers seek to exploit flaws in data and classification to drive alpha while mitigating risk, by filling data gaps using 
fundamental bottom-up analysis and active engagement. We believe a deep understanding of a company’s operations and financial statements 
is necessary to analyze ESG data in a thoughtful way, and that simply relying on high-level ESG scores (which we believe focus too heavily on 
having and disclosing ESG policies, as opposed to actual performance on material ESG issues) can lead investors astray. In fact, companies 
that focused on material ESG factors were estimated to outperform those that focused on immaterial ESG factors by 5.41% annually.
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 Having 

more ESG policies and disclosure does not necessarily indicate better ESG practices. For example, we believe that an energy company’s 
positioning and trajectory with respect to the transition to a lower-carbon economy as compared to its peers offers much more meaningful 
investment information than a high-level ESG score based on immaterial factors and whether or not a Company has produced certain policies. 

Action is Stronger than Words  

One of the potential benefits of an active approach to ESG investing is the ability to promote corporate improvement on ESG over time. Active 
and fundamental managers may be better positioned to achieve this goal through a combination of engagement and “acting with one’s feet” – 
that is, the ability to actively buy or sell shares based on views of the company’s ESG performance and trajectory. Passive ESG managers may 
also engage with companies to drive change, but the equity ownership decision is ultimately made by the index provider which may limit the 
potential to engender change.  

 

 

 

 

 

 
 
 
 
 
 
 
 
 

 
1 Source: Friede, Busch, Bassen, ESG and Financial Performance: Aggregated Evidence from more than 2,000 Empirical Studies, Dec-2015. 2 “Sin stocks” include companies in controversial industries such as tobacco, alcohol 
and gambling. 3 Source: Harvard Business School, Corporate Sustainability: First Evidence on Materiality, 2015. 4 Source: Goldman Sachs Global Investment Research – GS Sustain, The PM’s Guide to the ESG Revolution, Apr-
2017. 5 Source: Morgan Stanley – Institute for Sustainable Investing, Sustainable Signals: New Data from the Individual Investor, 2017. There is no guarantee that these objectives will be met. Past performance does not 
guarantee future results, which may vary. 
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or positive relationship 

between ESG and 

financial performance
1
 

 

One widely used ESG 

database has expanded 

its number of available 

data points by nearly 5X 

since 2010 to over 

6,000,000
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86% of Millennials are 

interested in sustainable 

investing that reflect 

their personal interests 

and goals
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84% of Female 

investors are interested 

in sustainable investing, 

showing greater 

receptivity than men  

 

We conduct 10,000+ 

company meetings a 

year; a discussion of 

ESG practices is a core 

part of this process  

 

GSAM Fundamental Equity is a leader in ESG integrated investing, launching our first dedicated ESG strategy over 10 years ago, long 
before ESG became a focal point in the investment management industry. Our long experience has taught us that ESG analysis requires an 
integrated, bottom-up approach driven by a focus on engagement in order to be properly executed. Our locally-based team across 6 
regional hubs speaks over 10 languages and conducts over 10,000 company meetings a year, uniquely positioning us to achieve a high 
level of engagement and promote improvement. This active engagement informs our research, allowing us to overcome challenges in 
disclosure and “raise the bar” for corporate standards while finding attractive investment opportunities.  

For more information on our engagement efforts, please see GSAM’s latest Global Stewardship Report. 

 

https://www.gsam.com/content/dam/gsam/pdfs/common/en/public/miscellaneous/GSAM_Stewardship_Report.pdf?sa=n&rd=n
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Appendix:  

 

ESG Integration in Practice 
 
 

Case Study: Using qualitative ESG analysis and ongoing engagement to understand data integrity issues  
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General Disclosures 
 

Please note that this material may constitute research or an inducement. If you are in any doubt whether you can continue to receive or access this material please consult your 
professional adviser. If you determine that you cannot continue to receive or access this material please speak with your usual GSAM contact. 

The views expressed herein are as of February 14, 2019 and subject to change in the future. Individual portfolio management teams for GSAM may have views and opinions and/or make 
investment decisions that, in certain instances, may not always be consistent with the views and opinions expressed herein.. 

Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or hold any security, they should not be construed as 
investment advice.  

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO W HOM IT WOULD BE UNAUTHORIZED OR 
UNLAWFUL TO DO SO. 

United Kingdom and European Economic Area (EEA): In the United Kingdom, this material is a financial promotion and has been approved by Goldman Sachs Asset Management 
International, which is authorized and regulated in the United Kingdom by the Financial Conduct Authority. Switzerland: For Qualified Investor use only – Not for distribution to general 
public. This document is provided to you by Goldman Sachs Bank AG, Zürich. Any future contractual relationships will be entered into with affiliates of Goldman Sachs Bank AG, which 
are domiciled outside of Switzerland. We would like to remind you that foreign (Non-Swiss) legal and regulatory systems may not provide the same level of protection in relation to client 
confidentiality and data protection as offered to you by Swiss law. 

Asia Pacific: Please note that neither Goldman Sachs Asset Management International nor any other entities involved in the Goldman Sachs Asset Management (GSAM) business 
maintain any licenses, authorizations or registrations in Asia (other than Japan), except that it conducts businesses (subject to applicable local regulations) in and from the following 
jurisdictions: Hong Kong, Singapore and Malaysia. This material has been issued for use in or from Hong Kong by Goldman Sachs Asset Management (Hong Kong) Limited, in or from 
Singapore by Goldman Sachs Asset Management (Singapore) Pte. Ltd. (Company Number: 201329851H) and in or from Malaysia by Goldman Sachs (Malaysia) Sdn Berhad 
(880767W). 

Australia: This material is distributed in Australia and New Zealand by Goldman Sachs Asset Management Australia Pty Ltd ABN 41 006 099 681, AFSL 228948 (’GSAMA’) and is 
intended for viewing only by wholesale clients in Australia for the purposes of section 761G of the Corporations Act 2001 (Cth) and to clients who either fall within any or all of the 
categories of investors set out in section 3(2) or sub-section 5(2CC) of the Securities Act 1978, fall within the definition of a wholesale client for the purposes of the Financial Service 
Providers (Registration and Dispute Resolution) Act 2008 (FSPA) and the Financial Advisers Act 2008 (FAA),and fall within the definition of a wholesale investor under one of clause 37, 
clause 39 or clause 40 of Schedule 1 of the Financial Markets Conduct Act 2013 (FMCA) of New Zealand (collectively, a “NZ Wholesale Investor”). GSAMA is not a registered financial 
service provider under the FSPA. GSAMA does not have a place of business in New Zealand. In New Zealand, this document, and any access to it, is intended only for a person who has 
first satisfied GSAMA that the person is a NZ Wholesale Investor. This document is intended for viewing only by the intended recipient. This document may not be reproduced or 
distributed to any person in whole or in part without the prior written consent of GSAMA. This information discusses general market activity, industry or sector trends, or other broad based 
economic, market or political conditions and should not be construed as research or investment advice. The material provided herein is for informational purposes only. This presentation 
does not constitute an offer or solicitation to any person in any jurisdiction in which such offer or solicitation is not authorized or to any person to whom it would be unlawful to make such 
offer or solicitation. 

Canada: This material has been communicated in Canada by Goldman Sachs Asset Management, L.P. (GSAM LP). GSAM LP is registered as a portfolio manager under securities 
legislation in certain provinces of Canada, as a non-resident commodity trading manager under the commodity futures legislation of Ontario and as a portfolio manager under the 
derivatives legislation of Quebec. In other provinces, GSAM LP conducts its activities under exemptions from the adviser registration requirements. In certain provinces, GSAM LP is not 
registered to provide investment advisory or portfolio management services in respect of exchange-traded futures or options contracts and is not offering to provide such investment 
advisory or portfolio management services in such provinces by delivery of this material. 

Japan: This material has been issued or approved in Japan for the use of professional investors defined in Article 2 paragraph (31) of the Financial Instruments and Exchange Law by 
Goldman Sachs Asset Management Co., Ltd. 

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as research or 
investment advice. This material has been prepared by GSAM and is not financial research nor a product of Goldman Sachs Global Investment Research (GIR). It was not prepared in 
compliance with applicable provisions of law designed to promote the independence of financial analysis and is not subject to a prohibition on trading following the distribution of financial 
research. The views and opinions expressed may differ from those of Goldman Sachs Global Investment Research or other departments or divisions of Goldman Sachs and its affiliates. 
Investors are urged to consult with their financial advisors before buying or selling any securities. This information may not be current and GSAM has no obligation to provide any updates 
or changes. 

Economic and market forecasts presented herein reflect a series of assumptions and judgments as of the date of this presentation and are subject to change without notice. These 
forecasts are subject to high levels of uncertainty that may affect actual outcomes. 

Environmental, Social, and Governance (“ESG”) strategies may take risks or eliminate exposures found in other strategies or broad market benchmarks that may cause performance to 
diverge from the performance of these other strategies or market benchmarks. ESG strategies will be subject to the risks associated with their underlying investments’ asset classes. 
Further, the demand within certain markets or sectors that an ESG strategy targets may not develop as forecasted or may develop more slowly than anticipated. 

Past performance does not guarantee future results, which may vary. The value of investments and the income derived from investments will fluctuate and can go down as 
well as up. A loss of principal may occur. 

 

Confidentiality 

No part of this material may, without GSAM’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed to any person that is not an 
employee, officer, director, or authorized agent of the recipient. 

© 2019 Goldman Sachs. All rights reserved. Compliance Code: 158296-OTU-925757 
 


