
 What makes sustainability an attractive investment 
theme today? 

EB. High profile company failures have shown that 
governance, management quality and financial 
performance are intricately linked, and that investors 
ignore the non-financial aspects at their cost. Systemic 
failures in oil major BP’s operational safety led to the 2010 
oil spill in the Gulf of Mexico while at Tesco's, accounting 
irregularities resulted in an overstatement of 2014 profits 
and a criminal investigation. Most crucially for investors, 
these companies saw their share prices plunge after the 
revelations.

More fundamentally, expectations of how companies 
conduct themselves and manage their corporate 
responsibilities have never been higher, as governments 
take an increasingly proactive role in tackling global 
challenges – from measures to manage the strain on 
natural resources and mitigate pollution, to international 
cooperation to ensure companies pay their fair share 
of taxes. At the same time, consumers are also placing 
higher pressure on companies to deliver products that are 
healthier, safer and better for the environment, such as 
organic food and cleaner cars.

Against this backdrop, we have found that companies 
with higher standards of business ethics, robust financials 
and more sustainable products are in a better position to 
seize new business opportunities, mitigate operational, 
reputational and financial risks, motivate employees and, 
ultimately, create long-term shareholder value. 

This is not just based on deep convictions on our part. 
The notion that investing through a sustainable approach 
is financially rewarding is supported by a large number 
of research studies2. 

 How do you identify sustainable companies?

EB. Just like the performance of hybrid cars rests on both 
a conventional engine and an electric motor, we evaluate 
companies by combining two complementary viewpoints 
which, taken together, provide a more complete view of 
investment risks and opportunities: 

On the one hand, we assess financial robustness in order 

1  Environmental, Social and Governance
2 Bonini, Sheila, Swartz, Steven. “Profits with purpose: How organizing for sustainability can benefit the 

bottom line”. 2014. Robert Eccles, Ioannis Ioannou, George Serafeim. “Impact of Corporate Sustainability on 
Organizational Processes and Performance.” 2011.

May 2015

Sustainable equity strategies 
are like hybrid cars, they draw 
on two powerful sources 
of company performance: 
financial strength and 
superior ESG1 credentials. 
Eric Borremans explains why 
factors such as corporate 
governance are just as 
important as profit and loss 
accounts in determining a 
stock's investment potential. 

Q&A

Sustainable equities: powered  
by two sources of performance 
Pictet Asset Management I For professional investors only

Eric Borremans, Sustainability expert,  
Active Quantitative Investments & SRI team



to detect companies with high and stable profitability, 
healthy balance sheets, attractive valuations and an 
ability to generate attractive shareholder returns without 
taking undue risks. We do this through our proprietary 
Quality framework based on the 4P’s – Profitability, 
Prudence, Protection and Price. Contrary to conventional 
wisdom which holds that investors must take on more 
risk to gain greater reward, our research shows that 
companies which bear the hallmarks of quality deliver 
better returns than riskier stocks over the course of a 
market cycle3. 

On the other hand, we evaluate the degree of corporate 
responsibility through a set of extra-financial variables 
covering governance (e.g. executive remuneration), 
operations (e.g. employee fatality rates or greenhouse 
gas emissions), products (e.g .organic food v. 
carbonated soft drinks) and controversies (e.g. market 
abuse, violation of human rights or major pollution). 

 How do you combine these two viewpoints to build  
a portfolio of sustainable companies?

EB. In order to be eligible for investment, companies 
must excel both from a financial and extra-financial 
point of view. Conversely, we seek to avoid companies 
that are profitable at the expense of shareholders, 
employees, consumers or the environment, as well as 
companies that are “green” but financially unattractive 
(see Fig. 1).

FIG. 1 – COMBINING FINANCIAL AND EXTRA-FINANCIAL VIEWPOINTS
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In both cases we apply fundamental checks in order to 
detect false positives or false negatives. For example, 
some companies end up with poor governance ratings 
because of limited board independence. We look at these 
more closely and are prepared to invest provided we get 
assurance of adequate succession planning and respect of 
minority shareholders’ rights.  

In the final step of the process, we build a diversified 
portfolio from the companies that have passed both 
aspects of the screening process with the aim of 
delivering risk-adjusted returns that are superior to those 
of the cap-weighted eligible universe. Our portfolios have 
a high active share4 and a defensive stance.
3 Revisiting Strategic Asset Allocation, Rolf Banz, Pictet Asset Management, September 2014.
4  A measure of how much of the portfolio is different from the benchmark, expressed as the sum of all absolute 

active weights divided by two.

 Many investors have been caught by corporate 
governance failures. How do you anticipate such 
risks?

EB. Governance is an important factor due to the role 
of board members in shaping a company’s long-term 
strategy and managing potential conflicts of interests 
between shareholders and senior management. 
Numerous examples have shown that companies 
with deficient or worsening governance structures 
underperform their peers or may go bankrupt. 
By incorporating a comprehensive assessment 
of governance structures, we aim to proactively 
detect such failures. Our assessment includes 
conventional aspects of corporate governance (e.g. 
board composition, executive remuneration, auditing 
and shareholders rights) as well as unconventional 
aspects such as accounting creativity, which aims to 
detect potential overstatements of revenues/assets 
and understatements of expenses/liabilities, and 
tax avoidance which measures the extent to which 
companies pay abnormally low corporate tax. Our 
evaluation also takes into account regional differences 
(e.g. Northern vs. Southern Europe) and ownership 
structures (e.g. family businesses).

 
 Do you have sector biases?

EB. Sector exposures are driven by stock selection 
and can deviate significantly from the benchmark. 
For example, our strategy has a positive bias towards 
products and services with social or environmental 
benefits, such as low-carbon energy sources, healthy 
food and healthcare equipment, while avoiding those 
with negative externalities, or hidden costs to society, 
such as junk food and tobacco (see Tab.1). We tend 
to be underweight Oil & Gas due to lingering carbon 
constraints and the controversies faced by many oil 
majors. We are also underweight Financials, where 
regulatory scrutiny is high and the financial robustness of 
many investment banks is a concern. 

TAB. 1 – SELECTING PRODUCTS & SERVICES  

What we favour What we avoid

Low carbon energy (e.g. renewables, 

natural gas) and efficiency solutions 
(e.g. insulation material, LEDs)

High carbon energy sources  
(e.g. coal, tar sands) and industrial 
processes (e.g. cement)

Life & health insurance,  
responsible investment

Investment banking and  
high frequency trading

Education, sports and healthcare 
equipment & services, organic food, 
public transportation

Junk food, palm oil, tobacco, 
alcohol, gambling, controversial 
weapons

Water treatment and  
infrastructure, pollution control, 
waste management

Pesticides and insecticides,  
GMOs

Source:  Pictet Asset Management

 
 



 PAM launched its first sustainability strategy in 
1999. How has the investment process evolved over 
the years?

EB. In the early days, companies’ eligibility was driven by 
extra-financial criteria with no regard for their financial 
characteristics. This focus eventually came at the expense 
of performance in the aftermath of the financial crisis. 
In 2009, we strengthened our investment process by 
developing new metrics designed to capture companies’ 
ability to generate attractive and resilient shareholder 
returns while avoiding boom-and-bust business models. 
The process was further enhanced in 2013 when we 
reshaped our extra-financial research around four 
dimensions – governance, operations, product & services, 
controversies – to sharpen our view of the most critical 
aspects of corporate responsibility. We also diversified our 
sources of information to reduce dependency on high-
level - and sometimes opaque - ESG ratings.

These improvements have strengthened our ability 
to connect the dots between unrelated sources of 
conventional and unconventional information, and 
enhanced risk-adjusted returns. Pictet-European 
Sustainable Equity outperformed its benchmark in 2014: 
about two thirds of the outperformance in 2014 came from 
financial factors, and one third was due to extra-financial 
factors, thus showing the benefit of combining these 
two approaches.  

 How do you measure the environmental or social 
impact of your investments?

EB. We provide concrete measures of our portfolios' 
environmental and social impacts through several metrics.  
For example, we calculate the portfolio’s carbon footprint 
which is typically 25-35% below the benchmark. We also 
provide evidence that portfolio companies have robust 
governance standards and are less exposed to potential 
controversies. Results are communicated to investors in 
dedicated extra-financial reports. We go the extra mile by 
adhering to Eurosif transparency guidelines and release 
portfolio composition on a quarterly basis. Both Pictet-
European Sustainable Equities and Pictet-Emerging 
Markets Sustainable Equities have received the SRI label 
awarded by Novethic.

 Are sustainable equity strategies suitable  
for mainstream investors?

EB. Most definitely. Imagine you walk into a showroom 
to buy a new car. The model you were looking for has 
just come out in hybrid version at a similar price. With 
a sharply reduced fuel consumption in heavy traffic 
and similar performances on highways, chances are you 
would go for the hybrid model.

Likewise, sustainable equity strategies aim to outperform 
the market in low return environments, while keeping 
pace with bull markets. As such, they are perfectly suited 
for mainstream investors looking for core and diversified 
equity portfolios, with the additional benefit of taking 
advantage of the drive to a more sustainable economy

Eric Borremans, Sustainability expert, Active Quantitative  
Investments & SRI team

Eric Borremans joined Pictet Asset Management in 2013 
as Sustainability Expert responsible for the development 
and implementation of sustainable investment strategies. 

Before joining Pictet, he spent eleven years with BNP 
Paribas Investment Partners in Paris where he was 
successively in charge of Environmental, Social and 
Governance research and proxy voting, SRI product 
development, and Corporate Social Responsibility.  
He was previously Head of Research Services with 
Sustainable Asset Management (Zurich) until 2002. He 
started his career in 1992 at Environmental Resources 
Management (ERM) as Consultant in Brussels and 
Technical Director in Oxford advising multinational 
companies and public sector entities on environmental, 
health and safety issues.  

Eric holds a degree in Finance from Solvay Business 
School (Brussels University) and an MBA in 
environmental management from Columbia Business 
School (New York).  He is also Vice-Chairman of the 
Institutional Investors Group on Climate Change 
(IIGCC), member of the FTSE Environmental Markets 
Advisory Committee, and sits on the Climate Bonds 
Initiative (CBI) Standards Board. 

"Sustainable investment is neither a platform for philanthropy 
nor a marketing gimmick. Quite simply, we seek to generate 
long-term returns by investing in financially robust companies 
that actively contribute to sustainable development."

Pictet-European Sustainable Equities, Pictet-Emerging Mar-
kets Sustainable Equities and Pictet-Ethos Swiss Sustainable 
Equities are diversified portfolios of companies that stand to 
benefit from the drive to sustainability. 

The funds aim to invest in financially robust companies with 
superior corporate responsibility while avoiding those that 
generate profits at the expense of society or the environment.

The investment process combines our assessment of com-
panies' financial solidity and ESG credentials. The resulting 
portfolio exhibits a high active share.
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