CHANGE FINANCE

FROM DOLLARS
// 1Ol OGBS

WHAT DRIVES SUSTAINABLE

AND RESPONSIBLE

In 2020, we witnessed the consciousness of
capital markets shift and corporate behavior
begin to change. As more than $51.1 billion
flooded into mutual funds and ETFs with
environmental, social, and governance (ESG)
mandates, investors and asset managers alike
realized the positive impacts their portfolios
could have on society, the environment, and
the economy.! Increasingly, investors and their
advisors are advancing discussions beyond
familiar topics such as savings goals and risk
tolerance. Conversations are now more often
advancing to emotionally charged topics
ranging from racism to religion. While such
interactions fuel the exponential growth of
sustainable and responsible investing (SRI),
researchers are working to identify the key
psychological and behavioral drivers that lead
investors to abandon traditional portfolio
management in favor of portfolios that seek
return and impact. The team at Change
Finance has reviewed and summarized their
findings in an effort to facilitate optimal
investor-advisor interactions.

Total Assets (Trillions USD)

INVESTORS

Change Finance collected and analyzed data
from behavioral driver analyses conducted in
eight countries and across various market
indices that included institutional, high net
worth, and retail investors. The results of this
research indicate that investors pursue SRI
portfolios with ESG data integration for three
primary reasons: Altruism, Autonomy,

and Performance.

GROWTH OF SUSTAINABLE INVESTING IN THE US
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ALTRUISM

Many SRI investors view their investment portfolio as a means
to promote the public good. Research shows that those
individuals are more likely to invest larger sums in ESG-
oriented portfolios while expressing a willingness to forego a
degree of financial return to maximize positive impact on
people and the planet.2 Altruistic investors are likely to
embrace advisory firms and asset managers that engage in
shareholder advocacy, regardless of the higher fees that may
be associated with those services.

AUTONOMY

Just as individuals may leverage fashion or diet to signal their
values to society, investors can reinforce their social identity by
aligning their portfolios with their viewpoints. By integrating
personal values and investments, individuals can feel a sense of
autonomy that improves engagement and feelings of personal
accomplishment. Investors motivated by autonomy are likely to
express satisfaction with thematic portfolio holdings that
reinforce their social identification, such as funds dedicated to
gender equality, clean energy technology, or water conservation.
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Research indicates that a majority of individuals believe the
integration of ESG data will mitigate risk and enhance returns. For
example, a 2020 Morgan Stanley survey found that 80% of
investors view ESG performance as a precursor to higher
corporate profitability, while 78% of investors associate sustainable
investing with risk mitigation.4 A meta-analysis from over 1,000
individual studies validates these viewpoints and confirms that
most researchers find a positive or neutral correlation between
ESG portfolios and superior risk-adjusted returns.3
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Findings from Change Finance’s 2021
ESG Asset Allocation Trends Report
confirms that advisory firms across
the country are doing an excellent
job of addressing all three key
behavioral drivers. For example:
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Understanding the specific behavioral drivers
motivating ESG investors is critical for those in
the position to offer portfolio management and
advisory services. An investor who is primarily
interested in seeing their personal values
reflected in their portfolio is unlikely to be
satisfied by model portfolios offered by a third
party. An investor who exclusively considers ESG
data as a risk mitigation tool may be adverse to
pay an expense premium for shareholder
advocacy services, and an investor driven by
altruism may prefer to see impact-oriented
reporting over traditional financial statements.

For those investors and advisors seeking to
explore, enhance, and expand their
understanding of this topic, we recommend
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OF THE ESG MUTUAL FUNDS AND ETFs MOST
COMMONLY RECOMMENDED BY FINANCIAL ADVISORS
OUTPERFORMED THEIR RESPECTIVE BENCHMARKS
OVER A TRAILING THREE-YEAR PERIOD

OF THE SAMPLED ESG-ORIENTED PORTFOLIOS
INCLUDED A THEMATIC ELEMENT THAT REFLECTS THE
PERSONAL VALUES OF THE INVESTOR

OF THE SAMPLED ASSET MANAGERS ENGAGE IN
MEANINGFUL SHAREHOLDER ADVOCACY, AMPLIFYING
THE POSITIVE IMPACT SOUGHT BY MANY SOCIALLY
AND ENVIRONMENTALLY CONSCIOUS INVESTORS

exploring the services provided by Positivly (a
paid endorser of Change Finance). Positivly is a
financial technology platform enabling advisors
and investors to understand and quantify
behavioral drivers across multiple dimensions
including purpose, viewpoints, security and
touch (relationships). We believe the Positivly
framework aligns well with the behavioral drivers
identified by Change Finance. Positivly
incorporates years of research in positive
psychology, investment science, and proprietary
algorithms by Harvard and Wharton academics.
While sophisticated, it provides a simple tool for
investors to define financial outcomes that go far
beyond risk assessment and raw returns. Each
individual can thus define and achieve their own
unique version of financial happiness.

-Positivly

i1 FINANCIAL PERSONALITY ASSESSMENT
IZ1I GROUNDED IN POSITIVE PSYCHOLOGY
i1 ENHANCE CLIENT ENGAGEMENT
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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.

Change Finance pays Positivly $2,500.00 per month to appear as the recommended fund for the
"Reducing Carbon Emissions” theme. Positivly is a paid endorser of certain products of Change
Finance based upon the Client’s completion of the questionnaire provided by Positivly that may or
may not recommend the use of Change Finance. There may be a conflict of interest based upon the
fact that this is a paid endorsement of the Change Finance services. Positivly may have financial
arrangements with other asset managers and financial advisors. Change Finance has no reason to
believe that the services of Positivly are misleading or inaccurate.
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INVESTING IN SERVICE TO LIFE




