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Superannuation funds are obliged to act in the best financial interests of their members. The
‘best financial interests duty’ requires that trustees’ duties and powers must always be exercised

long-term value of the savings entrusted to them to manage.

Financially material sustainability risks and opportunities affect the retirement savings of

issues that impact a firm'’s valuation”.

ACSI considers financially material issues to be those that could be reasonably expected to
affect the company’s financial performance, whether over the short, medium or long term.

This report summarises existing research on the financial benefits of managing material
sustainability issues. It includes academic studies, specific research studies and meta studies,
research from investment or governance advisors and insights intfo the systemic risks sustainability

issues can cause.

Sustainability issues are linked to long-term value

Financially material sustainability issues may impact investment outcomes in many ways,
including through governance failures, poor risk management or questionable capital allocation

decisions.

Many global studies demonstrate the financial relevance of sustainability issues both collectively
and in relation to individual issues. Some assess a particular scenario or sustainability factor, while
others are meta studies, which consider the results of multiple individual studies to reach overall

conclusions about the financial impact of sustainability issues.

Overall, the evidence supports sustainability issues being financially material and their
incorporation info investment practice. While some studies do not support the same conclusions,
there are fewer of them. Evidence also points to investor engagement with companies on
sustainability issues being financially beneficial, reinforcing this as a key approach to protecting

and enhancing value for superannuation members.

/\ACSI 2 Research / Engage / Influence


file:///C:/Users/harmitage/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/GHPSQA9I/Superannuation%20Industry%20(Supervision)%20Act%201993%20(Cth),%20section%2052%20(2)(c)
https://hbr.org/2019/05/the-investor-revolution
https://hbr.org/2019/05/the-investor-revolution

Overview of research

Research on all sustainability factors

positive or neutral correlation between ESG factors and financial performance in 71% of the
studies analysing corporate performance measures such as return on assets or stock
performance. Of studies assessing risk-adjusted measures such as he Sharpe ratio,
researchers identified that 59% found a positive relationship, with only 14% demonstrating
negative results. This research also found performance improvement is more pronounced

over the longer term and that ESG integration performs better than other strategies.

relationship between ESG integration and financial performance in 90% of them. Very few
studies were found to display a negative relationship between sustainability criteria and
company financial performance (between 4% and 9%).

the research shows that solid ESG practices result in better operational performance of
firms.”

companies. It also identified that ESG can be a strong measure for signalling future
earnings risk.

negative ESG incident rates (such as environmental pollution or poor employment
conditions) underperformed by 3.5% and 2.5% per year, respectively.

Investing according to this ESG factor generated positive alpha, with an accumulated alpha
above 1% per year for the E and S pillars.

by achieving certification), the value created from resource ufilisation surpasses investment
costs of these changes.

Sharpe Ratio than that experienced by investors otherwise seeking only to maximise mean-

variance ufility.
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https://www.stern.nyu.edu/experience-stern/about/departments-centers-initiatives/centers-of-research/center-sustainable-business/research/research-initiatives/esg-and-financial-performance
https://www.tandfonline.com/doi/full/10.1080/20430795.2015.1118917
https://sustainable-finance.nl/upload/researches/Clark-et-al_From-The-Stockholder-To-The-Stakeholder.pdf
https://www.wlrk.com/docs/ESG_A_to_Z.pdf
https://www.unpri.org/pri-blog/esg-incidents-and-shareholder-value/7937.article
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3878314
https://www.sciencedirect.com/science/article/abs/pii/S1544612319312735
https://www.sciencedirect.com/science/article/pii/S0304405X20302853

e Ina 2020 assessment, an investment strategy incorporating protective characteristics (known as

a ‘moat’), with low sustainability risk delivered a cumulative return of 50% over the three-year

investment period, outperforming the S&P 500 (34.3%) and a “Wide Moat Only” strategy (39.7%).

Research on governance factors

Good governance requires boards to consider and oversee material sustainability risks at the
company, sector and market-wide level. It can concern issues such as risk management and

capital allocation, or relate to board composition, skills and experience.

incentives due to shareholder proposals. Such changes, not put forward by the company,
were found to lead to an increase in firm value and operating performance.

performance and found that applying the UK Corporate Governance Code drives value.

Companies with stronger governance generated and retained more value and corporate
governance improvements franslated to positive changes in operational and financial

performance.

or more female board directors outperform those with none on a sector-adjusted basis. It
found an even stronger correlation between performance and higher proportions of women
90% male directors have underperformed compared to boards with at least one woman
since 2011.

governance rating, which incorporates financial statements information alongside other
governance afttributes. The study found that a “portfolio going long shares of better
governed firms with high AGR scores and shorting shares of poorly governed firms with low
AGR scores generates a risk-adjusted return of approximately 5% per year”.

effect of diversity on performance. It found gender-diverse boards result in better
performance on both risk-adjusted return and corporate performance measures such as

return on assefts.

/ \ACSI 4 Research / Engage / Influence


https://connect.sustainalytics.com/hubfs/INV/Reports/Sustainalytics_Portfolio%20Research_Combining%20ESG%20Risk%20and%20Economic%20Moat_Dec%202020.pdf
https://sms.onlinelibrary.wiley.com/doi/10.1002/smj.2629
https://www.grantthornton.co.uk/globalassets/1.-member-firms/united-kingdom/pdf/documents/corporate-governance-and-company-performance.pdf
https://www.emerald.com/insight/content/doi/10.1108/cg-03-2010-0027/full/html
https://www.credit-suisse.com/about-us-news/en/articles/news-and-expertise/cs-gender-3000-report-2019-201910.html
https://www.ownershipmatters.com.au/research-news/2020/10/25/many-are-called-few-are-chosen/
https://download.ssrn.com/19/12/03/ssrn_id3497756_code623849.pdf?response-content-disposition=inline&X-Amz-Security-Token=IQoJb3JpZ2luX2VjENT%2F%2F%2F%2F%2F%2F%2F%2F%2F%2FwEaCXVzLWVhc3QtMSJHMEUCICibdQYPHs5kxLin9GLgMJhBXgKA4xpeuhGmt5g40h2nAiEAobQFwsoNzw2QHUCnhGA81TF6M81fnOasSWtIkMUaIIoqvQUIbRAEGgwzMDg0NzUzMDEyNTciDF450WPgVbNDhT2WeiqaBXsZSLOb1lKrmFvcp8A%2Bal9LopkgT1B5rHj8x2%2FjARo6kvl4W1R5JIAU7nJ7MzF8PFPrXTgGyyi1tIPK8jhVDlnlkLHPxJhzROi3N9jBvg2dNE3oSKmhxfSQbg78CTbsXm8CyOselwuZWzjHP%2Bva89s4ZmHDQIfBzAEuW3HucyZeAgtcPYqB0MULpUoDmi60JkbqtdxN9rKOqH%2FfcyN7GiIZLqhL3AaiE40ahazV8VS8%2Biy8wC%2Bu1HWAGWHP%2FX72ge5t%2BHTHV%2BKkeeULVtiud5Nw0BVK5xwwfJHhAi%2BVmUYti5FXs%2FiM8ixNojOMx%2FLUSwNCZ3w2hC%2Fvcouc1vv%2FdJxzYarYcgxx4jaJnJ2lpdg7WuboGXw%2FhnQh2MrFbYRUmkGNOkcSCbIQqeKoT9iwO9efUAjDGsB9%2BYQWixH%2BkQMOmmTa50AJkNxuvqh9EoUhg%2Fxm82NFNiW7EheezhdHBbu7CMtJQ6fg%2FEetBiHpmbzlaycYv6e%2FkHdAGNA6KqWj2Kye8xjqvgR1BQx701Lxn9yGiuFnZlX%2BMNpNaSeikzXWHlfqZo6wR7UYGN01q2lc0wN%2FIjs0b3N6toEiJHnoAnKVCmv0zKmTojU%2FxXq%2BQltxQ%2BudyyzgI5G8t7dgb%2Fmlb0JBuXbHQJlmP6B4IxGxMwjXLGQ3GLmmsuMVg5stTKSaRIMDH4expLCuRQ7GlXEvQxJOcnqy4UQxADRQEUaFzxt7sdnBdrtsGNPMXnkgPYgKeZOK3ykfP9mGxwsTifHp7REwm9qY%2BAi38avypK9o%2FildnizLPVgxcCfcAsmyZAwyXDgraz8L3Gwpwb%2FRmDwJYa%2Bd%2BBFlEmnuaZnSqkaM1T3i2LtkXKdm7u6OwhwoT0ksMOvNwXUFRy96ETD7%2BLvABjqxAaUOB80RL5qjaENqYtC4H6plEegfbIosbVvJkwgEllBeeYz6lqgR1Jri8lEUeeQS0CMdTKEYT%2BG6mQgZ4JKf9DMDfEJ8nTmUg8tJFFel1%2FpH6zb5PE43uugtZyPhWAMazB1gl84tkUgCtmNLifVJR3zux5Df7qk7J9ZjoWcweKXvX8tTIQPv%2FKI8U16KFBDu%2BdhJm0gev5XMJyWzyO0meUjqMn2IBhCuqiWsN5QxQc79Uw%3D%3D&X-Amz-Algorithm=AWS4-HMAC-SHA256&X-Amz-Date=20250428T044516Z&X-Amz-SignedHeaders=host&X-Amz-Expires=300&X-Amz-Credential=ASIAUPUUPRWEY6FRVWLT%2F20250428%2Fus-east-1%2Fs3%2Faws4_request&X-Amz-Signature=4c5711f33c41e2ddc6cd1e3f4dec35cb02894f867b13bde502698e8539f567a9&abstractId=2836370
https://link.springer.com/article/10.1007/s10997-014-9307-8

e 2024 research on CEO succession found that the costs associated with CEO turnover are

substantial and many companies do not have succession plans in place. However, it found

“mandating succession plans would increase shareholder value by 3%".

Research on environmental factors

Environmental risks and opportunities differ by company, however climate change and the
associated fransition entail significant risks. Nature and biodiversity are emerging issues and likely

to impact investments into the future.

countries from 1995 to 2019. The study found increasing exposure to extremely high
temperatures reduces revenues and operating income.

on corporate performance measures such as stock performance reported 57% positive
outcomes and only 6% negative. Among studies focusing on investment-relevant measures
such as risk or return metrics, 65% demonstrated positive or neutral performance compared to
fraditional investments, with only 13% showing negative results.

fime horizon for investment strongly affects the importance of each of the elements, with

environmental factors more important over the longer term.

Beyond the influence of specific environmental factors on investment outcomes, environmental

risk 5% to 25% of EBITDA in 2050, in addition to the effects of other risks, such as the impact of

slowing GDP on consumption and growth.
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https://papers.ssrn.com/sol3/papers.cfm?abstract_id=5033904
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3443146
https://www.stern.nyu.edu/sites/default/files/assets/documents/NYU-RAM_ESG-Paper_2021.pdf
https://www.pm-research.com/content/iijpormgmt/47/3/94
https://www2.deloitte.com/au/en/pages/economics/articles/new-choice-climate-growth.html
https://wwf.org.au/news/2020/wwf-future-nature-loss-a-huge-blow-to-australia-s-economy/
https://www.bcg.com/press/11december2024-climate-risk-cost-of-inaction

Research on social factors

With significant overlap between ESG factors, there is no standard definition for what constitutes
the ‘social’ factor. This wide-ranging scope incorporates issues such as workforce issues,

corporate culture, safety and diversity.

benchmark generated 2.3-3.8% per year higher stock returns than peers. The study analysed the

period 1984 to 2011 and confrolled for risk, firm characteristics, industry performance, and outliers.

study the relatfionship between employee satisfaction and firm performance. The results show

that in some markets, such as the UK and USA, employee satisfaction is associated with

a hypothetical portfolio of companies from the UK's Best Workplaces Lists displayed a return of

more than four times the equivalent return of the FTSE All-Share Index from 2001 to 2023.

average ‘profit as a percentage of revenue’ more than double that of the companies with
the lowest scores.

‘LGBT friendliness’ is positively associated with firm performance, including higher profitability.

e The Impax Corporate Culture Indicator is composed of different workplace factors such as

return on assets and return on capital found that in most of the studies, human capital

management policies were associated with better financial performance.

Beyond direct studies of social factors’ influence on financial performance, these also pose

productivity.
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https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2054066
https://www.sristudies.org/edmansetal2015
https://www.greatplacetowork.co.uk/hubfs/The%20Culture%20Dividend%20-%20Great%20Place%20To%20Work%20UK.pdf
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https://impaxam.com/assets/pdfs/thought-leadership/impax-corporate-culture-indicator-na.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2605640
https://www.safeworkaustralia.gov.au/sites/default/files/2022-10/final_safer_healthier_wealthier_theeconomic_value_of_reducing_work-relatedinjuries_and_illnesses_-_summary_report%2002.pdf
https://www.pc.gov.au/inquiries/completed/mental-health/report
https://www.pc.gov.au/inquiries/completed/mental-health/report
https://www.deloitte.com/content/dam/assets-zone1/au/en/docs/services/economics/deloitte-au-economic-costs-sexual-harassment-workplace-240320.pdf

Active ownership on financially material issues

Strong stewardship supports a well-functioning financial system. It involves engaging on
financially material issues, and protecting or enhancing returns through encouraging better

management of risks and opportunities.

downside risk. It used proprietary data from a large UK investor and found a decrease in
downside risk at target engagement companies. Relative to control companies, the value-
at-risk of engagement targets decreased by 9% of the standard deviation after successful

engagements.

from 1999 to 2009 and found that successful engagements generated ‘cumulative size-
adjusted abnormal return’ of 7.1% in the year following the engagement. There was no
market reaction to unsuccessful engagements.

upside potential while reducing downside risk. Using an opfion pricing fest, the researchers
assessed the attributes which make it more likely an asset manager will achieve both aims.
Overall, it found firms with highly-rated responsible investment processes can enhance
upside potential and protect from downside risks.

many international initiatives improves annual abnormal stock performance (as measured
over a three-year period) and accounting performance such as return on assets. This is not
otherwise explained by factors such as mean reversion, and success rates are increased

when lead investors of the initiatives are credible.
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