
If you could get fitter with less diet and exercise, would you?

If you could drive faster, but with increased safety, would you?  

If you could save more, while spending more, would you?

These are fanciful musings, trade-offs are a fact of life. Our brains are wired to consider an array of choices
as zero-sum: to spend more here, you must spend less there; to run faster, you must expend more energy;
to gain experience, you must lose the naïve exuberance of youth.

Similarly, investing in socially responsible companies–defined as those with superior Environmental, Social
and Governance (ESG) ratings, and excluding those whose products have negative social or environmental
impacts (e.g. adult entertainment, gambling, tobacco, fire arms1) – comes with less return. Like trade-offs
everywhere else, there is one between conscience and profit. Right? WRONG.

Since the inception of indices tracking such esoteric concepts as “social responsibility”, the evidence
suggests there is no trade-off, and perhaps even some outperformance. For example, since the genesis of
MSCI's World Socially Responsible Index in 2007 – one of many that attempt to measure “responsible
companies” – investors experienced returns of about 114% versus 91% for an unfiltered basket of global
equities.

1 The MSCI SRI Indexes use MSCI ESG Business Involvement Screening Research to identify companies which meet stringent best-of-class criteria for
managing their environmental, social and governance (ESG) risks and opportunities. Examples of values driven investing include the avoidance of
companies that sell products that have high negative social impact (e.g. gambling, tobacco), a commitment to high human rights standards in a company’s
supply chain, and general adherence to established international normative standards of corporate behavior as represented by organizations such as the UN
Global Compact.
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Academic research suggests several reasons why such an outperformance has occurred2. One, it is likely companies

which have higher standards of governance reflect the joint interests of all stakeholders (i.e. not just shareholders,

but employees, suppliers, communities, etc). Two, they will tend to have more robust risk management and greater

transparency. Three, executive compensation will be specifically linked to environmental and social objectives,

which tend to be long term – there will be less incentive to compromise on principles in order to meet “quarterly

targets”. Four, there will be myriad soft benefits to the brands of companies seen as ESG leaders, which boosts not

just market share, but also employee morale and productivity. Going forward, a fifth factor may also play an

increasingly important role: “responsible companies” will likely benefit from favourable tax legislation as

governments incentivize corporate action linked with public policy goals.

The proof is in the pudding

At a recent client event, we canvassed opinion on the topic of socially responsible and ESG investing, and whether this

should be an area of greater focus for us. Some clients said they would want us to take this into account even if there

were to be a trade-off. For them, the environmental, social or governance considerations trump all other factors, no

matter the return on offer. For others, ESG-factors play a subordinate part in decision making – having enough income

and/or growth for expenses and/or retirement takes precedence. For this set of clients, the investment universe should

simply be made up of all possible securities that can be invested in legally.

While there appears to be no trade-off between the two for now – socially responsible companies have produced

similar (or better) returns since such factors have been tracked – there may well be one in future. At that stage,

convictions will be tested. Nonetheless, returns cannot be measured solely in pounds and pence. We have been

stewards of capital – and caretakers of multi-generational legacies – for over 200 years. We expect to continue to be

doing so for the next 200. When looked at through this lens, it makes sense to evaluate client outcomes much more

broadly. It would be myopic in the extreme to consider just the bottom line on a valuation statement but not also

the air that our children – and our children’s children – breathe. It would be short-sighted to only uphold the law

and norms of today, and not strive to channel capital to companies which are setting the standards of tomorrow. At

some point in history, brave companies first opened the door to women executives, to the LGBT+ community, to

minorities – they set the standards which are now considered normal. In doing so, they also gained access to

exceptional and untapped pools of talent by daring to be forward-thinking, yet another basis for competitive

advantage.

After careful consideration of clients’ views, and the investment case, we believe it is not only prudent to tilt towards

companies with higher socially responsible and ESG credentials, but also right. Our equity process – which screens

thousands of companies on quality and value factors – has a natural lean to such companies already. For example,

within discretionary mandates, our direct equity exposure to businesses that derive more than 10% of their

turnover from sales of alcohol, fossil fuels, tobacco products or weapons is below that of the MSCI All Countries

World index of global equites. We continue to monitor our approach and are committed to constant improvement.

Here’s to the next 200 years!

2 Ioannou, Ioannis. Why it pays to be socially responsible in business (July 2018). London Business School
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Important Information

This document is provided for information purposes only. It
does not constitute and under no circumstances should it be
considered in whole or in part as an offer, a solicitation, advice, a
recommendation or a contract. It is intended to be used by the
recipient only and may not be passed on or disclosed to any
other persons and/or in any jurisdiction that would render the
distribution illegal.

It istheresponsibilityofanypersoninpossessionofthisdocument
to inform himself or herself of and to observe all applicable laws
and regulations of the relevant jurisdictions. This document is in
no way intended to be distributed in or into the United States of
America nor directly or indirectly to any U.S. person.

Limitation

Information herein is believed to be reliable but the Kleinwort
Hambros Group does not warrant its completeness or accuracy
and it should not be relied on or acted upon without further
verification. The Kleinwort Hambros Group disclaims any
responsibility to update or make any revisions to this document.
Opinions, estimates and expressions of judgment are those of
the writer and are subject to change without notice. As such, the
Kleinwort Hambros Group, Societe Generale and its other
subsidiaries shall not be held liable for any consequences,
financial or otherwise, following any action taken or not taken in
relation to this document and itscontents.

Investment Performance

Past performance should not be seen as an indication of future
performance. Investments may be subject to market fluctuations
and the price and value of investments and the income derived
from them can go down as well as up. Your capital may be at risk
and you may not get back the amount you invest. Changes in
inflation, interest rates and the rate of exchange may have an
adverse effect on the value, price and income of investments.

Legal and Regulatory Information

Kleinwort Hambros is the brand name for the following legal
entities;

United Kingdom

SG Kleinwort Hambros Bank Limited, which is authorised by the
Prudential Regulation Authority and regulated by the Financial
Conduct Authority and the Prudential Regulation Authority. The
firm reference number is 119250. The company is incorporated
in England and Wales under number 964058 and its registered
address is 5th Floor, 8 StJames’sSquare, London SW1Y 4JU.

Channel Islands

SG Kleinwort Hambros Bank (CI) Limited, which is regulated by
the Jersey Financial Services Commission (“JFSC”) for banking,
investment, money services and fund services business. The
company is incorporated in Jersey under number 2693 and its
registered address is PO Box 78, SG Hambros House, 18
Esplanade, St Helier, Jersey JE4 8PR. SG Kleinwort Hambros
Bank (CI) Limited–Guernsey Branch is regulated by the Guernsey
Financial Services Commission (“GFSC”) for banking, investment
and money services business. Its address is PO Box 6, Hambro
House, St Julian’s Avenue, St Peter Port, Guernsey, GY1 3AE. The
company (including the branch) is also authorised and regulated
by the UK Financial Conduct Authority (“FCA”) in respect of UK
regulated mortgage business and its firm reference number is
310344. This document has not been authorised or reviewed by
the JFSC, GFSC orFCA

Gibraltar

SG Kleinwort Hambros Bank (Gibraltar) Limited, which is
authorised and regulated by the Gibraltar Financial Services
Commission for the conduct of banking, investment and
insurance mediation business. The company is incorporated in
Gibraltar under number 01294 and its registered address is 32 Line
Wall Road, Gibraltar.

General

Kleinwort Hambros is part of the wealth management arm of the
Societe Generale Group, Societe Generale Private Banking. Societe
Generale is a French Bank authorised in France by the Autorité de
Contrôle Prudentiel et de Resolution, located at 61, rue Taitbout,
75436 Paris Cedex 09 and under the prudential supervision of the
European Central Bank. It is also authorised by the Prudential
Regulation Authority and regulated by the Financial Conduct
Authority and the Prudential RegulationAuthority.

Further information on the Kleinwort Hambros Group including
additional legal and regulatory details can be found at:
www.kleinworthambros.com

Any unauthorised use, duplication, redistribution or disclosure
in whole or in part is prohibited without the prior consent of
Societe Generale. The key symbols, Societe Generale, Societe
Generale Private Banking and Kleinwort Hambros are registered
trademarks of Societe Generale.

© Copyright the Societe Generale Group 2019. All rights reserved.

Marketing

If you do not wish to receive this document in the future, please
let your private banker know or call us on +44 (0) 207 597 3000.
Telephone calls may berecorded.
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