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Examining the sustainable investing spectrum can help clarify the interplay between investors’ specific
financial objectives—measured by risk and return—and their sustainability-driven objectives.

As some investors, particularly in Europe and APAC, increase their focus on the sustainability
characteristics of their portfolios, there are both links and implications when it comes to the order of
priority between their sustainability-related and financial objectives.

Many are now seeking to understand—and in some cases, actively target—a specific impact that they
want their investments to have on the world.

As investors introduce sustainability objectives into portfolio construction, we believe it becomes
essential to understand and articulate the interplay between their financial and sustainability-related
goals.

Identifying investor objectives: A conscious prioritization exercise

Financial and sustainability-related goals can, at times, appear to be made independently. However, it is
important for investors to understand the interaction between the two. Some investors maintain a
primary focus on their financial objective—managing risk and return effectively. If these investors have
sustainability-related objectives, they are likely secondary to meeting their primary objective. On the
other hand, some investors explicitly aim to prioritise sustainability considerations—though the way in
which they incorporate these considerations may differ. Some investors may seek to understand how
companies operate, looking to invest in companies that manage sustainability risks effectively to improve
their operational resilience. Others may be focused on the impact that their investment could have on
people and/or the planet. These investors may consider what products and services a company creates
and how they contribute to a sustainability goal.

The spectrum of capital

Figure 1 represents State Street Investment Management’s view of the sustainable investing spectrum
of capital. Looking at Figure 1, sustainability-related goals become more pronounced and explicit as we
move from left to right, and the methods to achieve those goals change accordingly. For example, as an
investor increasingly focuses on the impact their investments have on the world, their selection criteria
for these assets will naturally change. This can have an effect on their financial objectives, too.

Figure 1: A view of the sustainable capital spectrum

Source: State Street Investment Management'’s interpretation of Impact Investing Institute’s Spectrum of
Capital, modified to meet State Street Investment Management's guidelines. Utilises Impact Frontiers
ABC Framework and Bridges Spectrum of Capital.



Traditional approach

Investors who don’t explicitly incorporate sustainability elements are in the ‘traditional’ investments
column. While they may or may not be aware of the sustainability-related characteristics of their
investments, they do not target any sustainability-related improvements as a defined objective. In other
words, their investment objective is purely financially driven.

Sustainable approach

These investors incorporate sustainable factors into their investment decision making, though the
rationale for why and how can vary. Some may seek to avoid harm by excluding certain business
activities and apply norms-based screens. Others may go further to focus on benefiting stakeholders,
meaning they consider the wider sustainability factors of an investment, how a company manages its
sustainability risk, and if it operates in a sustainable manner. Here, investors may seek to align with their
own values or manage towards sustainability frameworks such as a net-zero pathway. But financial
returns are typically still a primary objective for these investors.

Sustainable outcome investing (SOI) approach

For SOI investors, sustainable objectives go hand-in-hand with financial objectives. They seek to invest
in assets that contribute to solutions and generate positive sustainability-related outcomes through their
products and services. In short, these investors consider dual objectives—both financial and
sustainability-related objectives— maintaining a primary focus on achieving competitive risk-adjusted
returns.

Impact approach

Impact investors are, first and foremost, focused on having a direct positive effect on the world via a pre-
defined sustainability-related objective. While these investors also consider both financial and
sustainability-related objectives, for impact investors, achieving their sustainability-related objectives
retains primacy.

A key distinction between the sustainable approach and an SOI or impact approach is their focus on
how their investments contribute to solutions. SOI and impact approaches seek to target assets that are
actively generating solutions through products and services—not just reducing their own negative
impact.

Implications for portfolio construction

As investors consider these approaches, a key consideration is the effect that each will have on portfolio
construction. As an investment approach incorporates specific sustainability or impact criteria—for
example, aiming to hold companies that are deemed to be positively contributing to an environmental or
social outcome—the composition of the portfolio will naturally diverge from a broad market cap
benchmark.

Take a conscious approach

We believe defining objectives consciously is a foundational step when positioning and implementing a
sustainable investment approach. Different points along the spectrum correspond with different investor
goals, methodologies, and potential impacts on portfolio diversification and, as a result, risk and return

profiles.
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Investing involves risk including the risk of loss of principal.

The information provided does not constitute investment advice and it should not be relied on as such. It
should not be considered a solicitation to buy or an offer to sell a security. It does not take into account
any investor’s particular investment objectives, strategies, tax status or investment horizon. You should
consult your tax and financial advisor.

All information is from State Street Investment Management unless otherwise noted and has been
obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no
representation or warranty as to the current accuracy, reliability or completeness of, nor liability for,
decisions based on such information and it should not be relied on as such.

The information contained in this communication is not a research recommendation or ‘investment
research’ and is classified as a ‘Marketing Communication’ in accordance with the applicable regional
regulation. This means that this marketing communication (a) has not been prepared in accordance with
legal requirements designed to promote the independence of investment research (b) is not subject to
any prohibition on dealing ahead of the dissemination of investment research.

This communication is directed at professional clients (this includes eligible counterparties as defined by
the appropriate EU regulator) who are deemed both knowledgeable and experienced in matters relating
to investments. The products and services to which this communication relates are only available to
such persons and persons of any other description (including retail clients) should not rely on this
communication.

This document contains certain statements that may be deemed forward-looking statements. Please
note that any such statements are not guarantees of any future performance, and actual results or
developments may differ materially from those projected.

The returns on a portfolio of securities which exclude companies that do not meet the portfolio’s
sustainable strategy criteria may trail the returns on a portfolio of securities which include such
companies. A portfolio’s sustainable strategy criteria may result in the portfolio investing in industry
sectors or securities which underperform the market as a whole.

The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents
disclosed to third parties without State Street Investment Management’s express written consent.

The above targets are estimates based on certain assumptions and analysis made by State Street
Investment Management. There is no guarantee that the estimates will be achieved.

The trademarks and service marks referenced herein are the property of their respective owners. Third
party data providers make no warranties or representations of any kind relating to the accuracy,
completeness or timeliness of the data and have no liability for damages of any kind relating to the use
of such data.
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