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The Financial Times recently published a series of 

articles raising questions around the financial 

materiality of sustainability. The conclusion from a 

study by Bruno et al (2021) is that sustainability is not a 

separate financially material issue, but an element of 

the quality factor that many investors already 

incorporate into their investment strategy. And, based 

on a study by Lioui and Tarelli (2021), they state that 

any higher returns from sustainable investment are 

declining and are set to disappear – see figure 1. Is this 

the beginning of the end of sustainable investing? 

 

In our opinion, these studies in no way undermine the 

importance of sustainable investing, but show that the 

concept of financial materiality and sustainable investing in 

general are still developing. In fact, in our view, these studies 

show that it is becoming increasingly important for investors 

to have a clear insight into the financial materiality of 

sustainability. Or rather, it is increasingly important for 

investors to be able to assess which sustainability issues are 

material at present and which will become material in the 

future.  

Figure 1: Outperformance associated with ESG factors 

 

Source: Catholic University of Milan 
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FINANCIAL MATERIALITY OF SUSTAINABILITY 

Sustainability issues are financially material if they affect a 

company’s value, for example because they affect a 

company’s revenue, margins, capital costs, cash flows or risks. 

A classic example of this is the impact of the Deepwater 

Horizon disaster on BP. The extra depreciations and drop in 

the share price of Constellation Brands after it had to abandon 

plans for a new brewery in Mexico in 2020 due to a 

referendum on water use also shows that (potential) 

environmental impacts can have financial repercussions.  

Based on the idea that non-sustainable behaviour of 

companies can affect their financial situation and therefore 

their share price, it is important that investors factor 

sustainability into their considerations.  

A growing number of studies point to the financial materiality 

of sustainability. Research by Khan et al.1 reveals that 

companies with good ratings on financially material 

sustainability issues outperform companies with poor ratings 

on these issues. They also reveal that companies with good 

ratings on non-material sustainability issues do not outperform 

companies with poor ratings on these issues. A meta-analysis 

by Whelan et al. (2021) underscores this and concludes that 

the majority of studies on the financial materiality of 

sustainability reveal outperformance by sustainable 

investment portfolios.2 The abovementioned study by Bruno et 

al. (2021), which suggests that this outperformance is 

explained by the quality factor and that sustainability and the 

quality factor are correlated, does not contradict these 

results. Indeed, Chen and Deleon (2020) have already shown 

that investment portfolios that combine quality and 

sustainability show a greater outperformance than portfolios 

composed on the basis of either of these factors alone.3 Thus, 

insight into the financial materiality of sustainability helps to 

find high-quality companies. 

The financial materiality of sustainability is confirmed by in-

house research by ACTIAM.4 Three results stand out. 

◼ Portfolios containing companies classified by ACTIAM as 

sustainable, generally lead to a significantly higher alpha 

than portfolios containing companies that ACTIAM 

describes as exhibiting unacceptable behaviour or as being 

non-adaptive or at-risk.5 This shows that adaptive 

companies and companies with a positive impact create 

less risk for the funds than other categories of companies 

and that those sustainability issues that ACTIAM classifies 

as the most material per sector impact share prices – see 

also figure 2. 

 

4 This analysis was carried out based on the MSCI Europe universe for the 
period 2012-2020 based on the Fama-French 5-factor model 
5 See: Sustainability Framework | Support the transition to a sustainable 
world – ACTIAM. The ACTIAM Sustainable Investment Framework describes 
how ACTIAM divides companies into the categories of ‘unacceptable 
behaviour’, ‘non-adaptive’, ‘at-risk’, ‘adaptive’ and ‘impact’, taking into 
account their adaptive capacity in relation to ongoing sustainability 
transitions.  

https://www.actiam.com/en/sustainable-investments/sustainability-framework/
https://www.actiam.com/en/sustainable-investments/sustainability-framework/
https://www.actiam.com/en/sustainable-investments/sustainability-framework/
https://www.actiam.com/en/sustainable-investments/sustainability-framework/
https://www.actiam.com/en/sustainable-investments/sustainability-framework/
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Figure 2: Cumulative portfolio returns for different 

categories of company6 

 

Source: ACTIAM 
 

◼ The financial materiality of sustainability issues varies 

from sector to sector. A portfolio strategy based on an ESG 

rating that takes account of the environmental and social 

impact of sectors leads to a higher alpha than a strategy in 

which ESG ratings are based solely on comparison with 

companies in the same sector (best in class). This shows 

that sustainability is more material for some sectors - 

particularly those with a significant negative 

environmental impact such as oil and gas or materials - 

than for others. This is in line with the previously 

mentioned results of Khan et al. (2016) and also argues in 

favour of an ESG rating methodology that allows for 

differences in materiality of sustainability issues between 

sectors.  

◼ Portfolios containing companies that are taking steps to 

improve sustainability lead to greater outperformance 

than portfolios containing companies with the highest ESG 

ratings. Although these results are less clear-cut and 

require further research, this is in line with previous 

observations that the lower risks and better results of 

best-in-class companies are already (partially) factored in, 

but that this is less the case for companies that are merely 

taking steps to improve sustainability. 

 

IDENTIFYING MATERIALITY 

Whereas there is growing consensus that sustainability is 

financially material, there is hardly any consensus as to which 

sustainability issues are most material. Whelan et al (2021) 

also remark that a meta-analysis of materiality is made more 

difficult by differences of opinion as to what is sustainable. 

The SASB framework and ESG analyses by data providers and 

brokers help investors determine what factors are material or 

not, while tending to disagree as to the degree of materiality. 

In view of this, it is important for investors to continue to 

reflect carefully on this themselves. Based on experience of 

financial materiality, supported by the results of the above 

analysis and many other recent studies, it is possible to draw 

three lessons from the financial materiality of sustainability. 

 

 

6 J. van Walsum. 2021. A comparison between publicly accessible and 
private ESG-ratings on European Stocks. University of Amsterdam, 
Amsterdam Business School. MSc thesis. 

Lesson 1: distinguishing short-term market 

fluctuations from long-term trends. 

The first lesson is that short-term market fluctuations 

sometimes obscure the view of long-term financial 

materiality. At the beginning of 2021, oil and gas stocks and 

many raw materials rose sharply in value. This calls into 

question whether the energy transition will be completed on 

time if oil and gas remain so popular, but also whether a 

shortage of raw materials and the chip shortage will make the 

energy transition too expensive. It is important in this regard 

not to confuse short-term market fluctuations with long-term 

trends in financial materiality.  

The majority of future scenarios still indicate that demand for 

oil will shortly peak – see figure 3.  

Furthermore, the shortage of raw materials and chips is 

largely attributable to Covid-19, which has led to shocks in 

supply and demand and deferred investments. Under growing 

pressure from politicians, business leaders and financial 

institutions, and given the increasingly clear impact of climate 

change, the energy transition will rise higher on the agenda 

and impact more sectors in the coming years. However, 

factors that will continue to be uncertain for some time are 

the speed of the energy transition, which technologies will be 

first to break through and what this will mean for the demand 

for raw materials and semi-finished products. Energy and raw 

material-related stocks are therefore expected to remain 

volatile for some time and companies and investors run the 

risk of committing to innovations that will not break through 

in the end.  

Figure 3: Net-zero transition pathways for oil 

demand7 

 

Source: IEA, OPEC, S&P Global Platts Analytics 

7 Fuel for Thought: IEA’s path to net-zero keeps Big Oil guessing over pace 
of green pivot | S&P Global Platts (spglobal.com) 

https://www.spglobal.com/platts/en/market-insights/blogs/oil/061521-fuel-for-thought-ieas-path-to-net-zero-keeps-big-oil-guessing-over-pace-of-green-pivot
https://www.spglobal.com/platts/en/market-insights/blogs/oil/061521-fuel-for-thought-ieas-path-to-net-zero-keeps-big-oil-guessing-over-pace-of-green-pivot
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Lesson 2: what is not material now could become 

material in future. 

Materiality is dynamic and can vary from place to place and 

from time to time. In recent years, the energy transition has 

received greater focus in Europe than in the United States. At 

the same time, diversity and inequality have received greater 

focus in the US than in Europe. Due to the coronavirus 

pandemic, social issues such as working conditions and a living 

wage have rapidly become material, particularly in sectors 

that rely on manufacturing. During the pandemic, automotive, 

food-processing and clothing businesses ran the risk of having 

to shut down production if they did not protect their staff 

properly, and now that the European and American population 

is largely vaccinated and economies are opening up again, 

several sectors are unable to find sufficient staff because they 

have found better paid work elsewhere. In addition, the EU 

Green Deal is expected to rapidly make several issues more 

material. The EU Green Deal introduced the concept of 

‘double materiality’, which includes not only financial 

materiality but also the impact of non-financial material 

factors on society. Investors looking for a European 

sustainability stamp also have to factor these non-financially 

material issues into their decisions. For example, they have to 

report on the adverse effects of their investments on 

greenhouse gas emissions, water use or (gender) diversity, 

even if this is not found to be financially material. This 

appears to contradict the findings of Khan et al.  

However, if a growing group of investors wants to rate highly 

on the EU SFDR, they will automatically make these issues 

more material. They will include them in their financial 

considerations, which will then affect the share prices and 

capital costs of companies that are highly rated on these 

issues. So, even if an issue is not financially material now, it 

could soon become so.  

The Financial Times article mentioned earlier, pointing to a 

decline in the financial advantage for companies with a higher 

ESG rating, appears to ignore this dynamic aspect of 

materiality. In fact, the first-mover advantage is expected to 

disappear, with share prices factoring in an issue once more 

investors view climate change or data privacy, for example, as 

material. But it also remains the case for materiality that past 

performance is no guarantee of future results and that the 

emergence of new sustainability issues in society will affect 

share prices. Especially now that passive investing is seriously 

taking off, you might ask yourself whether markets are picking 

up and factoring in issues quickly. This emphasises how 

important it is for investors to keep track of which 

sustainability issues are becoming more material over time. 

Particularly now that social and technological developments 

are following each other in quick succession, it is becoming 

increasingly important for investors to have insight into future 

material sustainability issues. 

 

 

 

 

 

8 Kölbel, J.F., Heeb, F., Paetzold, F. and T. Busch. 2020. Can sustainable 
investing save the world? Reviewing the mechanisms of investor impact. 
Organization & Environment 33(4), pp.554-574. 

Lesson 3: companies and investors do not always 

have the same opinion about financial materiality. 

One of the results of ACTIAM’s study mentioned above is that 

companies that lag behind when it comes to transition – such 

as companies that ACTIAM has ruled out because they are still 

committed to coal on a large scale – have a negative impact 

on returns. There are also indications that companies that are 

taking steps towards their transition – such as car 

manufacturers that embrace electrification or companies that 

retain staff by good human capital management – have a 

positive impact on returns. It is therefore important for 

investors to learn to identify which companies have the 

adaptive capacity to keep pace with social transitions.  

However, companies do not always agree with investors about 

the pace at which issues are becoming financially material. 

Earlier this year, shareholders at the AGMs of companies such 

as Chevron, Exxon and DuPont disagreed with boards about 

the speed of the energy transition. Shareholders increasingly 

see it as risky when companies’ sustainability policies lag 

behind.  

Research also shows that voting and engagement are effective 

ways of making an impact in the real economy and 

encouraging companies to go the extra mile.8 For example, 

companies with climate targets have already reduced their 

emissions more than companies without targets,9which 

underlines the importance of engagement to encourage 

companies to set sustainability targets and prepare transition 

plans. Detailed transition pathways that estimate the speed of 

transition have already been mapped out for climate 

transition and investors can draw on them.  

Although no such transition pathways exist as yet for issues 

such as a living wage, biodiversity and plastic pollution, 

ACTIAM’s engagement projects around these issues show that, 

with some extra information, companies are realising that 

change is inevitable and there is now a momentum to embed 

these issues in their policy. The philosophy here is that 

improving sustainability leads to fewer fluctuations or higher 

share price rises and that lagging behind leads to higher costs 

further down the line. 

 

9 330+ target-setting firms reduce emissions by a quarter in five years since 
Paris Agreement - Science Based Targets 

https://sciencebasedtargets.org/news/330-target-setting-firms-reduce-emissions-by-a-quarter-in-five-years-since-paris-agreement
https://sciencebasedtargets.org/news/330-target-setting-firms-reduce-emissions-by-a-quarter-in-five-years-since-paris-agreement
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CONCLUSIE 

This article illustrates how insights into the financial 

materiality of sustainability have permanently altered the 

work of investors. The criticism referred to at the beginning of 

the article is not so much a sign that sustainability is not 

financially material, but rather primarily an indication that 

the financial materiality of sustainability is a dynamic concept 

that changes with developments in society. Some still deny 

that knowledge about sustainability is necessary for 

investors.10 But research is increasingly showing that it is 

important for investors to have insight into those sustainability 

factors that are material and to incorporate them into their 

financial analyses. Only with this knowledge can investors 

distinguish long-term trends from short-term market 

fluctuations. And only then will investors be able to identify 

the future material sustainability factors. Given that the 

sustainability transition is gaining momentum and new issues 

are rapidly becoming financially material, this knowledge is 

essential. 

 

 

10 See for example the comments on the two articles from the Financial 
Times mentioned above.  
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ACTIAM manages assets of over €21 billion 

(ultimo June 2021). Our solid (impact) strategies and 

sound performance track record will help you to achieve 

your goals. We offer sustainable solutions to insurance 

companies, pension funds, banks and distribution partners. This is 

achieved through actively and passively managed investment funds and 

mandates. 

Read more about ACTIAM on our website. 

CONTACT 

Marketing & Communications 

  +31-20-543 6777 

  marcom@actiam.nl 

  www.actiam.com 

 

Disclaimer 

ACTIAM N.V. (ACTIAM) strives to provide accurate and actual information from reliable sources. However, ACTIAM cannot guarantee 

the accuracy and completeness of the information that is given in this presentation (hereinafter called: the Information). The 

Information can contain technical or editorial inaccuracies or typographic errors. ACTIAM does not give guarantees, explicitly or 

implicitly, with regard to the question if the Information is accurate, complete or up-to-date. ACTIAM NV is not obliged to adjust 

the Information or to correct inaccuracies or errors. The Information is solely drafted for information purposes and is explicitly 

not an offer (or invite) to: 1) buy or sell or otherwise transact in financial instruments or other investment products; 2)participate 

in a trading strategy; and 3)provide an investment service (verlenen van een beleggingsdienst). The recipients of this Information 

cannot derive rights from this Information. The Information provided in this presentation is based on historical data and is no 

reliable source for predicting future values or rates. The Information is comparable with, but possibly not identical to the 

information that is used by ACTIAM for internal purposes. ACTIAM does not guarantee that the quantitative yields/profits or other 

results with regard to the provided Information will be the same as the potential profits and results according to the price models 

of ACTIAM. It is not permitted to duplicate, reproduce, distribute, distribute or make the Information available to third parties for a fee, or to use it for commercial 

purposes without the prior express written permission of ACTIAM. The discussion of risks with regard to any Information cannot be considered as a complete 

enumeration of all recurring risks. The here mentioned Information shall not be interpreted by the recipient as business, financial, investment, hedging, trade, 

legal, regulating, tax or accounting advice. The recipient of the Information himself is responsible for using the Information. The decisions based on the Information 

are for the recipient´s expense and risk. The Information is exclusively intended for professional and institutional investors within the meaning of Section 1: 1 of 

the Dutch Financial Supervision Act (Wft) and is not intended for US Persons as defined in the United States Securities Act of 1933 and may not be used for raising 

investments or subscribing for securities in countries where this is not permitted by local regulators or laws and regulations. 
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About ACTIAM 

ACTIAM stands for: active and passive management, sustainable investment strategies and impact investing. We aim for financial results, 

social returns and risk management. With our focus on sustainability, we structurally lower the risks and increase the opportunities in our 

investment portfolios. We serve clients through both funds and mandates; we supply a variety of tailor-made solutions. 

For equity investments, our objective is an optimal financial and sustainable return via passive and active solutions. Our equity team has 

a long-standing history in sustainable investments and realizes a solid performance, both financially and socially. All our equity funds 

receive no less than four stars in the Morningstar rating (source: Morningstar, June 2021). The ACTIAM Global Equity Impact product also 

receives four Morningstar globes in the field of sustainability! It is not without reason that we were awarded Winner Lipper Group Awards 

"Equity Large" in 2019. 

We also pursue an active and passive fixed-income policy for our bond investments with far-reaching ESG integration. We succeed in 

achieving stable long-term results for our clients, over multiple cycles. The ACTIAM Sustainable Euro Bond Fund receives four stars in the 

Morningstar rating (source: Morningstar, June 2021). 

Finally, we are a trendsetter in impact investing. In 2007 and 2008 we launched our first institutional microfinance funds, ACTIAM 

Institutional Microfinance Fund I and II. Our strength is making investment opportunities scalable in high-impact themes. In 2020, we 

were voted the best impact investing provider by the readers of Cash magazine and achieved a top score of 51 (out of 62) in a survey 

conducted by Phenix GEMS. 

Find out what our investment solutions can do for you or go directly to our funds. 

 

 

https://www.actiam.com/en/about-actiam/
https://www.actiam.com/en/actiam-news/actiam-pri-world-leader-climate-reporting/
https://www.actiam.com/en/investment-solutions/
https://www.actiam.com/nl/fondsoverzicht/?fund-type=0

