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There is little that investors can do to 
anticipate unexpected macroeconomic risks 
such as the coronavirus that rattled markets 
in the first quarter of 2020. Such events are 
jarring, and while they often receive the most 
attention, they are far from the only hazards 
investors must negotiate on the road to 
financial success. Mounting evidence 
suggests that stock-specific risks related to 
company controversies are also quite 
damaging to portfolio returns. Thankfully, in 
this arena, investors do have a potent weapon 
to defend themselves from losses: 
Environmental, Social, and Governance (ESG) 
data. 
  
ESG and RISK 

Research conducted by Bank of America 
Merrill Lynch in 2019 suggests that ESG 
metrics are a leading indicator for earnings 
volatility and bankruptcies. Specifically, 
stocks that received bottom quartile ESG 
scores from Refinitiv experienced earnings 
per share volatility five times higher than 
those companies in the top quartile (Figure 
1).1 The results were so stark that the 
analysts designated ESG data as “the best 
signal of earnings risk we have found.”1  In 
addition to earnings, inferior ESG metrics also 
tend to be associated with companies that 
file for bankruptcy. Of the S&P 500 
companies that filed for bankruptcy between 

2005 and 2015, 88% exhibited weak ESG 
ratings for years leading up to the filing.1 

Bank of America also examined 24 major 
controversies that affected S&P 500 
companies since 2014. The controversies 
included a variety of ESG-related issues such 
as data breaches, accounting scandals, and 
sexual harassment. When examining stock 
price performance over the 360 day period 
following the controversy, analysts found that 
the companies collectively lost $534 billion of 
market capitalization (Figure 1).1 Societe 
Generale also examined historical ESG 
controversies. Research there found that two-
thirds of “high ESG controversy” companies 
underperformed a global index by an average 
of 12% over the two years following the 
controversy.2  

CHANGE FINANCE and RISK 

Change Finance was founded on the belief 
that investors should be able to invest in 
alignment with their values without sacrificing 
returns. To achieve this goal, we seek to help 
investors avoid company-specific risks 
associated with irresponsible and 
unsustainable corporate behavior. Change 
Finance’s Enhanced ESG Investment 
Methodology assesses companies on a wide 
variety of factors that could lead to earnings 
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volatility, bankruptcy, and controversies. For 
example, Change Finance evaluates 
hospitality companies on the strength of 
their policies to identify and disrupt sex 
trafficking within their facilities. While the 
disruption of sex trafficking is 
unquestionably a moral imperative, we know 
that it is also material to stock price 
performance. One can imagine a scenario 
where news headlines reveal that sex 
traffickers exploited a major hotel chain with 
lax policies. Such a controversy could weigh 
on stock price performance for years. 

In addition to factors that could impact 
future performance, Change Finance also 
examines a company’s past controversies. 
For each company, it’s suppliers, and it's 
financiers, we look for past controversies 
related to environmental practices, 
discrimination, child labor, corruption, and 
more (Figure 2). Companies embroiled in 
such controversies are likely to exhibit 
sustained underperformance, so we allow 
three years to pass before considering the 
company for investment again. 

Risk management is one of the most critical 
duties of any fiduciary, and ESG data 
remains an underutilized resource for 
helping investors avoid company and 
industry-specific risks. Years after the 
formulation of the Change Finance 
Enhanced ESG Investment Methodology, 
reams of data are emerging to validate its 
value as a risk mitigation tool. As the 
industry evolves, we are committed to 
working on the leading edge of sustainable 
investing. This means that we will tirelessly 
explore ESG data to ensure that our 
investors have a values-based strategy for 
avoiding risk and meeting their financial 
goals. 
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Disclaimer 

The opinions expressed herein are those of Change Finance, PBC (Change 

Finance) and are subject to change without notice. Information presented is 

for educational purposes only and does not intend to make an offer or 

solicitation for the sale or purchase of any specific securities product, service, 

or investment strategy. Change Finance reserves the right to modify its current 

investment strategies and techniques based on changing market dynamics or 

client needs. Investments involve risk, and unless otherwise stated, are not 

guaranteed. Past performance is not indicative of future results. Therefore, it 

should not be assumed that any specific investment or investment strategy 

made reference to directly or indirectly by Change Finance will be profitable. 

Be sure to first consult with a qualified financial adviser, tax professional, or 

attorney before implementing any strategy or recommendation discussed 

herein. 

Change Finance, P.B.C. (Change Finance) is an independent investment 

adviser registered under the Investment Advisers Act of 1940, as amended. 

Registration does not imply a certain level of skill or training. More information 

about Change Finance, including our investment strategies, fees and 

objectives, is available upon request.
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