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Environmental, Social and Governance issues have been an area of 
focus for Australian and New Zealand institutional investors for 
many years now.
 
Investment approaches seeking to affect positive change have come a 
long way from relatively simple and logical beginnings relying upon 
Socially Responsible Investing screens. Increasingly sophisticated 
research into company behaviours has created a multitude of different 

screening possibilities, although some regional investors now question whether this in fact dilutes the potential 
impact.  
 
Engagement strategies (where firms use various means of suasion to influence management behaviours) are 
considered more encompassing – potentially tackling a broader range of issues across a greater number of
companies. However, given the scope of the exercise, the resilience of some company managers in the face 
of criticism, and in the absence of organised mass-voting behaviour, some investors have doubted the ability 
of engagement firms to exert meaningful pressure.  
 
More recently, the growing influence of ESG research houses (which have expanded their company coverage 
and the depth of their research) in this region is focusing the attention of investors on the possibility of using 
ESG as an alpha source. At this stage, the jury is still out – although some empirical evidence suggests that 
selective elements of ESG can add value over time. Certainly, in response to investor demand, a number of
fund managers have found ways to incorporate ESG into the building blocks of their investment processes. If 
indisputably better performance can be demonstrated then fund managers and their investors can be 
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expected to embrace the concept with vigour. 
 
ESG strategies have traditionally sought to address negative company behaviours in relation to listed equity 
securities, and to a lesser extent fixed income. However, investors globally are starting to broaden their 
definitions and expand the opportunity set by seeking to identify ESG in the alternatives space – specifically 
private markets and some non-traditional listed equity assets. Australian and New Zealand investors are also 
beginning to embrace this trend.  
 
Further, investors in the region are increasingly thinking about whether ESG can be more focused on 
strategies creating positive and explicit outcomes (regardless of motivation) as opposed to correcting negative 
behaviours. Below are examples of a few strategies that have been attracting attention in Australia and New 
Zealand: 
 
Double and triple bottom line private equity and property funds are becoming popular in the US. Typically 
these funds have invested in start-up businesses and real estate in low-income communities. The first bottom 
line is to generate acceptable risk adjusted return for investors, the second is to achieve positive social and 
economic outcomes for the communities directly involved and the third (where applicable) is to hopefully 
achieve these goals in an environmentally sustainable manner. Clearly, there’s some overlap with the 
redevelopment strategies mentioned below, although for those strategies the second and third bottom-lines 
are not their raison d’être. 
 
Clean(er) energy-themed strategies such as water, wind, solar and carbon (reduction) straddle public and 
private markets and both physical and trading strategies. The nature of the underlying businesses encompass 
production/sourcing, distribution/delivery, technological development, treatment/refining and no doubt a myriad 
other possibilities. Timber funds focus on sustainable forestry but also tick boxes on carbon reduction. Note 
also, the water theme is not limited to energy production but also the sourcing and transportation of 
uncontaminated water for irrigation and human consumption.  
 
Property redevelopment strategies have a distinct recycling aspect and can incorporate acquisition, 
repositioning (possibly involving remediation of contaminated sites and/or reducing carbon footprint) and 
redevelopment of otherwise under-utilised real estate. They may even help to transform communities 
negatively impacted by the demise of industries long relied upon. 
 
Beyond private equity, the growth of the catastrophe bond market post-Katrina is helping to develop a more 
efficient insurance industry, enabling insurance companies to better price policies - with the end result being 
more realistic and affordable premiums and greater coverage for the insured.  
 
It’s not essential to believe in the concept of ESG as an alpha source in order to believe such “alternative” 
ESG strategies can deliver high returns. Whilst the development of some of these strategies may have been 
driven by ESG concerns, fund managers have embraced them in order to satisfy investor demand and with 
their primary focus being risk adjusted returns rather than the greater good (though that may also be a key 
motivator).  
 
However, these strategies are not considered mainstream. Investors perceive them as expensive and illiquid, 
and recognise they can introduce valuation biases and heighten operational risks. On the other hand they 
potentially offer attractive risk adjusted returns and, in most environments, low correlations to traditional asset 
classes. 
 
Australian and New Zealand investors are very keen to affect positive change and much work has been 
undertaken in relation to traditional listed equity and fixed income asset sectors. In seeking to affect change, 
more and more regional investors are expanding their ESG horizons by embracing less traditional investment 
opportunities. 
 
Joseph Fekete is the joint managing director and principal of advisory and research firm, Clearway Capital 
Solutions. For information on the firm, go to www.clearwaycapital.com.au.  
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