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SRI VERSUS ESG INVESTING:
THE PERFORMANCE OF MSCIACWI
SUSTAINABLE IMPACT INDEX

MATTIA CALOSCI*
MARCO SPALLONE**

Abstract

In the last decade, an idea of sustainability has developed that has led to
the adoption of environmental, social, and governance (ESG) metrics as a
guide for financial decisions. Within this framework, sustainable and respon-
sible investing (SRI) is the most rigorous approach to sustainability to achieve
economic and financial goals, including ESG assessments. In the article, the
interaction between SRI and ESG metrics will be analyzed: specifically, the
performance in terms of returns and volatility of the MSCI ACWT Sustain-
able Impact index (which includes listed companies whose predominant busi-
ness meets at least one of the environmental and social goals defined by the
SDGs) with that of companies listed in the main MSCI ACWI index (which
includes a large sample of ESG-rated companies). We find that the MSCI
ACWT Sustainable Impact index performs better than the MSCI ACWI in-
dex, mainly due to a selection bias induced by the EU Sustainable Finance
Regulation (SFDR).

*  Dipartimento di Scienze filosofiche, pedagogiche ed economico-quantitative, Universita “G. d’Annunzio”
Chieti-Pescara. mattia.calosci@unich.it

*  Dipartimento di Scienze filosofiche, pedagogiche ed economico-quantitative, Universita “G. d’Annunzio”
Chieti-Pescara. marco.spallone@unich.it
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Investimenti SRI contro ESG: la performance dell’indice di impatto
sostenibile MSCI ACWI — Sintesi

Nell'ultimo decennio il concetto di sostenibilita si é evoluto fino all' adozione di
metriche ambientali, sociali e di governance (ESG) da utilizzare come linee guida
per le decisioni finanziarie. In questo quadro, l'investimento sostenibile e respon-
sabile (SRI) rappresenta lapproccio pins rigoroso alla sostenibilita per raggiungere
gli obiettivi economici e finanziari, includendo anche e non solo le valutazioni
ESG. Nellarticolo viene analizzata linterazione tra ['SRI e le metriche ESG: in
particolare, la performance in termini di rendimenti e volatilita dell’indice MSCI
ACWI Sustainable Impact (che include le societa quotate la cui attivita prevalente
soddisfa almeno uno degli obiettivi ambientali e sociali definiti dagli SDG) con
quella delle societa quotate nell’indice principale MSCI ACWI (che include un
ampio campione di societit con rating ESG). Scopriamo che l'indice MSCI ACWT
Sustainable Impact ha una performance migliore rispetto allindice MSCI ACWI,
soprattutto a causa di un selection bias indotto dal regolamento UE sulla finanza
sostenibile (SFDR).

Parole chiave: SRI; ESG; Investimenti Sostenibili; MSCI ACWT Sustainable Impact Index;

Performance finanziarie.
Codici JEL: G10; G15; G28.

Keywords: SRI; ESG; Sustainable Investments; MSCI ACWI Sustainable Impact Index;

Financial performance.
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SRI VERSUS ESG INVESTING:
THE PERFORMANCE OF MSCI ACWI SUSTAINABLE IMPACT INDEX

1. Introduction

Although not newly created, the topic of financial sustainability has be-
come increasingly important in the globalized society in which we live. It is
a widespread opinion that a paradigm shift, in which financial flows should
be directed toward sustainable investments able to generate both economic
performance and positive impact on present and future society, is urgent.

Since the 1950s, scholars claimed that economic actors must consider not
only monetary interests, but also issues related to communities at large (Bow-
en, 1953). In fact, theories have been developed to combine social and envi-
ronmental dimensions with economic ones. The main idea was that business-
es that were strategically and operationally oriented to meet economic, social,
and environmental expectations should adopt production and distribution
processes suitable for limiting environmental impact on territories, direct and
indirect stakeholders, and promoting sustainable consumption habits and so-
cially active behavior.

A more recent example of this view is the “Iriple Bottom Line” model
(Elkington, 2007): companies should aim at achieving profits, respecting the
rights of workers and the surrounding community, and protecting the envi-
ronment. They should implement the so-called “profit, people and planet”
approach.

In the last decade, a broader idea of sustainability was developed that
meets social, environmental, and economic expectations by improving the
management of natural, financial, and human resources to reduce waste and,
consequently, costs. This evolution led to the adoption of environmental, so-
cial and governance (ESG) metrics as a guide for financial decisions.

The main idea is that in an economic system characterized by the massive
use of finite resources, the change of approach toward a resilient model that
makes more efficient use of natural, social, and financial resources should

drive the development of sustainable strategies for companies, funds, and

indexes (Mulgan et al., 2011). Shore and Writht (2015) believe that ESG
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metrics embody this mission, as they show “corporate exposure, risk manage-
ment, and non-financial opportunities, creating a trend in which the princi-
ples and techniques of accounting and financial management are applied to
the governance of people and organizations”.

In this new framework, sustainable and responsible investing (SRI) repre-
sent the most rigorous approach to sustainability, that leverage the ethical and
moral component of investment decisions to achieve economic and financial
goals, also encompassing ESG evaluations: in fact, green finance represents
the key component of sustainable finance aimed at achieving the Sustainable
Development Goals (SDGs) (Migliorelli & Dessertine, 2019)".

To examine whether financial choices allocate money in a socially respon-
sible manner, at the same time being able to generate higher returns and re-
silience to supply and demand shocks (such as, for example, those caused by
the Covid-19 pandemic), in this article the interaction between SRI and ESG
metrics will be analyzed. In particular, the performance in terms of returns
and volatility of the MSCI ACWI Sustainable Impact Index (which includes
listed companies whose predominant activity meets at least one of the envi-
ronmental and social goals defined by the SDGs) will be compared with that
of companies listed in the MSCI ACWT Index. In our view, the first index is
representative of SRI, the second one of ESG investing.

We find out that the MSCI ACWI Sustainable Impact Index performs
better than the parent MSCI ACWI Index.

We argue that this result is mainly due to selection bias induced by reg-
ulation, in particular by EU Sustainable Finance Regulation (SFDR), aimed

at promoting environmental and social criteria in the investment choices of

1 The key events driving the trend on the sustainability and green finance front are COP 21 and the subsequent
Paris Agreement. They placed emphasis not only on environmental issues aimed at global climate adaptation to
reduce the global average temperature below 2°C compared to pre-industrial levels and continue efforts to limit
its increase to 1.5°C; but especially on promoting the environmental transition through financial investments
consistent with ambitious targets. In September 2015, the United Nations General Assembly, with its 193
representative countries, prepared a set of goals for the period 2015-2030 by adopting the 2030 Agenda for
Sustainable Development (UN, 2015b), which consists of 169 goals and 17 targets for sustainable development
called the Sustainable Development Goals (SDGs).
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companies belonging to the Sustainable Index, hence fostering SRI, and en-
compassing ESG metrics in financial strategies. In particular, strategies in-
duced by SFDR in terms of incentives related to EU taxonomy and disclosure
requirements for asset managers on how to integrate ESG factors into risk
management processes can be seen as the main link between performance and
sustainability.

The article is organized as follows. Section 2 summarizes the literature on
sustainability, with a special focus on financial issues; section 3 outlines the
link between sustainable and responsible investing (SRI) and ESG metrics;
section 4 illustrates the comparison between the performance of the MSCI
ACWT Sustainable Impact Index and the MSCI ACWI Index. The last sec-

tion is devoted to concluding remarks.

2. Brief literature review on sustainability

The debate on sustainability has its roots in Malthus’ theory and was fu-
eled in the 1950s and 1960s by the contributions of many scholars (among
all, see Bowen, 1953).

However, until the 1970s, the so-called Shareholder Theory (Friedman,
1970) remained prevalent, establishing that the primary objective of the firm
was the creation of value for shareholders, pursuing exclusively the increase
and distribution of profits.

The paradigm shift occurred in 1979, with Carrol’s introduction of the
“Corporate Social

Performance” (CSP) model (Carrol, 1979). The author provided an ini-
tial definition by stating that “corporate social responsibility encompasses the
economic, legal, ethical, and discretionary expectations that society has of
organizations at all times”. In this context, the term “stakeholder” was intro-
duced; in fact, the author tackled the issue of business ethics and corporate

social responsibility (CSR) in terms of meeting the needs not only of share-
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holders, but also of other stakeholders.

The contribution that definitively broadened the horizon with respect
to shareholder theory is that of Freeman, who in 1984 published the book
“Strategic Management: A Stakeholder Approach”, in which he provided a
new approach to value creation. The theory recognized the relevance of actors
outside the firm and promoted a new way of doing business, moving from
the single goal of economic return to an “eco-system” type of business. Stake-
holder theory proved suitable for considering not only profitability, but also
ethics and morality.

In 1985, based on Carrol’s theories, Wartick and Cochran (Wartick &
Cochran, 1985) developed the landmark model of Corporate Social Perfor-
mance (CSP). This model started from a critique of Friedman’s theory, argu-
ing that the CSP model should integrate the concept of social responsibility?.

A further important impetus was due to Elkington (1994) through the
construction of the Triple Bottom Line (TBL) model, thanks to which the
relevance of implementing socially responsible behavior in the long run was
recognized, combining environmental objectives with social and economic
ones. The TBL (People, Planet and Profit) paradigm involved maximizing the
positive impact on employees, the community, and the environment, hence
strengthening the idea that the profits were not the only corporate goal.

The main outcome of this stream of research was that the goals of sustain-
ability started to be measured by three directives: economic, i.e., the ability
to generate wealth and ensure the survival and development of the enterprise;
social, defined as responsibility to the various stakeholders inside and outside
the organization; and environmental, interpreted as attention to ecological
balance and the proper use of resources. It is now a widespread opinion that
the balance between these three directives can foster the long-term develop-

ment of firms, by preserving them from international boycott initiatives by

2 'The first rigorous definition of “Corporate Social Performance” is introduced in 1991 by D.]. Woods as “the
configuration of the social responsibility principles, social response processes, policies, programs, and observable
outcomes of the corporate organization in relation to the company’s social relationships” (Woods, 1991).
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consumers or possible contrary reactions from public authorities.

In a properly incorporated CSR strategy, such factors can become ele-
ments of competitive enhancement and differentiation’.

The concept of socially responsible investing (SRI) fits in this view. It natu-
rally includes the components Planet, People, Profit, since through these three
targets sustainability is affirmed, and sustainable development is achieved.
Although the topic initially emerged from an ethical and philanthropic per-
spective, it was later realized that it was possible to produce financial returns
by combining them with social and environmental elements. To this end, new
forms of investment have emerged over time that not only consider sustain-
able aspects, but also integrate them through strategies designed to optimize
performance and shareholder value (Jensen, 2001; Battisti et al., 2019)%.

The sustained growth of sustainable and responsible investing has ben-
efited from three main developments that have increased its attractiveness
to investors (Ronnebog et al., 2008). The first development can be traced
back to environmental sciences, with the rise of pollution and warnings from
scientists about climate change; the second is the increased awareness that
poor corporate governance can be as damaging to the financial sector as it
is to the social and environmental sectors; the third involved the belief that
institutional investors should increase their purchase of sustainable financial
instruments.

However, focusing on financial issues, the most rapid development took
place in the early 2000s through the concept of environmental, social, and

governance (ESG) metrics’. This evolution led to the definition that “sus-

3 Among new developments, the European Commission has required large publicly traded companies to publish
socalled “Triple Bottom Line Reporting,” a form of financial statements that inform shareholders about the
3P balancing process. The disadvantage of TBL, as with all CSR initiatives, is the absence of common units of
measurement; thus, it is complex to add up the three elements, especially social and environmental impacts,
which are not subject to economic evaluation, like profits. If companies can address the challenge of how to
measure the 3Ps, the TBL framework is an innovative tool that enables companies to use a system to evaluate
their decisions from a long-term perspective.

4 Unlike traditional economic and financial theories that referred to investing according to the logic of risk/
return, responsible investing encapsulates an ethical and social ideal, in which individuals make choices by
relating monetary incentives to the social context in which they live (Akerlof, Kranton, 2000, 2005).

5  ESG ratings are essentially “assessments of companies based on comparative analyses of quality, standards, or
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tainable and responsible investing (SRI) is a long-term oriented investment
approach that integrates environmental, social, and governance (ESG) factors
into the research, analysis, and security selection process within an investment
portfolio. It combines financial analysis with an assessment of ESG factors
to achieve long-term returns for investors and benefit society by influencing
corporate behavior” (Eurosif, 2016)°.

Because of ESG metrics, the quality of traditional financial analysis in-
creased, as it is required to identify new risks and opportunities; moreover,
social and environmental aspects became relevant and fostered higher finan-
cial returns (Ricardo, 2018).

The link between SRI and ESG metrics is detailed in the following section.

3. The link between SRI and ESG metrics

As already said, SRI refers to investments that aim at increasing value for
both investors and companies through a strategic approach that considers
environmental, social, and governance (ESG) metrics. SRI is defined by a set
of strategies (see Table 1), based on two different metrics, one positive and the
other negative: funds that exhibit negative metrics (for example funds that
hold stakes of companies that do not comply with sustainable ethics) cannot
be targeted by responsible investors (Ricardo, 2018)”. One of the examples
of negative screening is “norms-based” screening, which involves excluding

certain investments from one’s portfolio, based on the principles established

performance related to environmental, social, and corporate governance issues” (Tao, et al. 2018). Such analyses
are conducted by rating companies through the study of mandatory non-financial information and integrated
sustainability reports (Jackson et al., 2019), providing a concrete score of ESG metrics (Fiore et al., 2020).

6 'The idea of SRI is related to that of corporate social responsibility (CSR), defined as the adoption of business
practices based on transparency, ethics, and respect for employees, society, and the environment (Rey-Marti et
al., 2016; Balyaeva et al., 2020).

7 According to Blowfield and Murray, the risk associated with the application of negative screening is the possi-
bility of having a geographic and sectoral uneven allocation (Blowfield & Murray, 2014).
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by the UN Global Compact. Positive screening, on the other hand, helps in-
vestors identify investments that perform best on social issues: corporate gov-
ernance, environmental protection, ethical criteria, and sustainability (“best-

in-class” strategies are typical examples of this type of screening)®.

Table 1 - SRI strategies

Through negative screening, excluding anything that does not meet
Exclusion sustainability and social responsibility criteria (weapons, tobacco,
pornography, animal testing).

Integration of ESG Metrl_cs for initial selection, due diligence, monitoring, and reporting are
examined.

Dialogue and confrontation with companies on everything related to

Engagment and Voting sustainability with the aim of influencing the behavior of companies

through voting rights in capital participation.

Investment choice based on international regulations and standards (OCSE,

Norm-based Screening ONU)

Best in Class Approach of selecting or \A(elghtlng issuers in a portfolio using ESG criteria
by selecting the best within a sector.

Sustainability Themed Selection of assets related to sustainable development.

Selection of investments in entities that are created with the objective of
Impact Investing generating an economic return and a positive and resilient impact on the
socio-economic sector (social bonds, green bonds).

Source: Author’s elaboration based on elements acquired from Eurosif, 2021.

A significant number of sustainable investors base their choice on the
assessment of ESG metrics. ESG indicators, largely excluded from traditional
financial analysis, show a strong link to corporate performance. The environ-
mental factor quantifies risks and opportunities arising from climate change,
assesses conversion operations to renewable resources to ensure long-term fi-

nancial stability; the social factor considers appropriate labor standards, gen-

8  According to Blowfield and Murray, positive evaluations (such as promoting optimal working conditions, inte-
grating with environmental criteria in the production chain, preventing corruption, eliminating child labor, and
promoting economic and social development) have over the years made companies more responsible in their
search for extrafinancial returns (Blowfield & Murray, 2014).
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der equality, human rights, health and safety; and corporate governance, on
the other hand, refers to the degree of board composition, gender neutrality,
understanding of environmental and social risks, potential financial impacts,
audit functions, internal controls, and shareholder rights (Townsend, 2017).

Although there are differences between the concept of SRI and ESG in-
vesting (see Table 2 for a summary of these differences), these seem to be
narrowing as the sustainable investment market develops. However, the main
difference between the two relates to the ethical and moral dimensions that
are embodied in the more fundamentalist view of SRI, in which, regardless of
socially responsible impact, strict constraints are placed that do not necessari-
ly respond to market logic. In SRI, investors select instruments through a top-
down approach, while with ESG metrics, investors implement a bottom-up
approach to assess risks and opportunities of individual assets by better cap-
turing their intrinsic qualities.

These differences between SRI and ESG investing are reflected in the risk/
return comparison between two different set of assets detailed in the follow-

ing section.

Table 2 - Differences SRI — ESG

SRI ESG

Includes long-term sustainability factors and directs
investments towards companies with high potential

Investments driven by ethical-moral values

Does not present investment prohibitions. Assigns values

Prohibits investing in unethical assets to ESG factors (if values are negative, it does not technically

(exclusion strategy) exclude a company from investment but is cause for further
consideration)

They are restrictive for investors Incorporate factors that guide the investor to select securities

SRl analysis is driven by moral factors and is

different for every investor ESG analysis is potentially applicable to all investment options

Source: Author’s elaboration based on evidence acquired from Commonfund Institute, 2018.
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4. Index performance in terms of total return and risk/return profile

The MSCI ACWI Sustainable Impact Index is an index structured by Mor-
gan Stanley International (MSCI) as a subset of the MSCI ACWT index. In
particular, it includes listed companies whose core business addresses at least
one of the seventeen goals defined by the United Nations. Sustainable impact
sectors include nutritious products, treatment of major diseases, health care
products, education, affordable housing, small and medium business lending,
alternative energy, energy efficiency, green building, sustainable water, and
pollution prevention. The criteria used to select the 154 companies that make
up the index are the result of company evaluations provided by MSCI ESG
Research Inc.

These criteria are based on MSCI ESG Ratings, which provides an as-
sessment of the company’s management of environmental, social, and gov-
ernance risks and opportunities; MSCI ESG Impact Monitor, which assesses
the environmental, social, and governance impacts on all company opera-
tions, products, and processes; MSCI ESG Business Involvement Screening
Reserch, which screens publicly traded companies that produce arms, tobac-
co, thermal coal mining, unconventional oil and gas extraction, conventional
oil and gas extraction, oil and gas-based power generation, thermal coal-based
power generation, and nuclear power generation; and MSCI ESG Sustainable
Impact Metrics, which identifies companies that offer products or services in
line with the Sustainable Development Goals (UN, SDGs) and have a pos-

itive impact on the Environment and Social macro-areas shown in Table 3.
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Table 3 - Macro Areas Impact

Macro Area

Topic

Categories

Environment

Social

Climate Change

Scarcity of resources

Basic necessities

Empowerment

« Alternative energy
« Energy efficiency
« Sustainable building

- Water sustainability
« Pollution prevention

« Nutrients

« Pharmaceuticals against major diseases

« Health products
- Affordable housing

« Loans to small and medium-sized enterprises

- Promotion of education

Source: Author’s elaboration based on evidence acquired from MSCI Inc, 2022.

To be included in the MSCI ACWI Sustainable Impact Index, a company

must demonstrate that at least 50 percent of its total turnover comes from

the sustainable impact categories mentioned in the table above, in addition

to meeting minimum ESG standards analyzed and certified by MSCI ESG
Reserch Sustainable Impact Metrics (MSCI, 2022).

These minimum standards include total tobacco and alcohol production

turnover of no more than 10 percent; non-involvement in predatory lending

practices; an ESG rating greater than or equal to BB; and non-involvement in

the production of mines, white phosphorus, cluster bombs, depleted urani-

um, biological and chemical weapons, and nuclear weapons.
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The benchmark index is the MSCI ACWI, which includes 2,900 large-
and mid-cap companies from 23 developed countries (Developed Markets)
and 24 emerging countries (Emerging Markets),” operating in the Health-
care, Materials, Real Estate, Consumers Staples and IT technologies sectors.

Of the main index, 154 companies active in the Information Technology,
Consumer Discretionary,

Health Care, Financial, Indistrials, Consumer Staples, Materials, Commu-
nication Services, Real Estate, Energy, and Utilities sectors have been selected,
making up the MSCI ACWI Sustainable Impact Index.

So, we take the comparison between the two index as a proxy of the com-
parison between the most fundamentalist view of SRI and the more inclusive
approach of ESG investing.

Turning to the analysis of the performance of the MSCI ACWT Sustain-
able Impact Index, Chart 1 shows that during the time interval November
2015 - September 2022, MSCI ACWT Sustainable Impact Index performed

better than the parent index.

9 The Developed Market nations are Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany,
Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, Spain,
Sweden, Switzerland, the United Kingdom and the United States.

‘The Emerging Markets nations are Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary,
India, Indonesia, Korea, Kuwait, Malaysia, Mexico, Peru, Philippines, Poland, Qatar, Russia, Saudi Arabia,
South Africa, Taiwan, Thailand, Turkey and United Arab Emirates.
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Chart 1 - Cumulative net returns of index performance (USD).
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The following table contain indications of the cumulative net returns of

index performance based on risk/return profiles.

Table 4 - Index Risk and Return

Beta Tracking ROT%  ANNUALIZED STD SH ARPE RATI0>2 MAXIMUM

Error % DEV % DRAWDOWN
3Yr 5Yr 3Yr 5Yr
MSCI ACWI 0.88 7.32 40.15  18.91 16.59 047 0.37 28.95
sustainable
Index
MSCI ACWI 1.00 0.00 2.62 19.40 17.15  0.25 0.27 33.74
Benchmark

Source: MSCI Inc, 2022.

The performance shown in Chart 1 can presumably be attributed to the
application of the Sustainable Finance Regulation (SFDR) 2019/2088 (EU),
aimed at promoting environmental and social criteria in the investment
choices of companies belonging to the Sustainable Index.

In other words, the result seems to be due to selection bias.

In fact, the securities that make up the best performing fund, turn out to
be assimilated to the socalled dark greens (Art. 9 of EU SFDR), i.e., funds
whose objective is sustainable investment or reduction of carbon dioxide
emissions. In turn, these are the companies that possess MSCI ESG ratings
between AAA and BB, which provide them with better market positioning,
greater efficiency, and attractiveness for investors.

In particular, EU SFDR regulation distinguishes three types of funds based
on their level of ESG ambition.

The first type, referred to in Article 6, is “pale green” funds, which, while
legally aligned on the inclusion of risk considerations within their deci-
sion-making processes, are not focused on sustainability and may not use the
terms “ESG” or “sustainability” in their description.

The second type, referred to in Article 8, is “light green” funds, which are
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“funds that promote, among other features, environmental or social elements,
or a combination of the two, provided that the companies in which invest-
ments are made follow good governance practices.” To enhance environmental
and social features, the fund must adopt the mandatory principle of adverse
sustainability indicators (ASI) and integrate sustainability risk indicators into
its investment decisions. In addition, light greens require FMPs to disclose in
pre-contract documentation how the characteristics are met and whether an
index has been chosen as a benchmark and whether it is consistent with the
characteristics. Additional disclosure requirements for light green funds, gov-
erned by Article 10 of the SFDR, stipulate that to qualify as such, they must
present certain information on websites where a description of environmental
or social characteristics and information on the methodologies used to assess,
measure, and monitor these characteristics are provided.

The third type of funds regulated by Article 9 concerns “dark green” funds,
defined as “funds that have sustainable investment or carbon reduction as an
objective.” The article stipulates that for products with a sustainable invest-
ment objective, FMPs must offer information in pre-contractual disclosures
on how to achieve this objective. Where an index is chosen as the bench-
mark, how it is aligned with the objective must be made explicit. According
to Article 9, the Fund’s portfolio must be evaluated based on the principle of
“no significant harm,” taking into account IAPs and incorporating consider-
ations of minimum social guarantees specified in the Taxonomy Regulation
(Regulation (EU) 2020/852 establishing a framework to facilitate sustainable
investments). Fundamentally, the criteria developed by the regulation pur-
sue the principle of dual materiality: companies will have to provide clear
information on both the risks they face and the impact of their activities on
sustainability factors (Forum for Sustainable Finance, 2021).

The risk/return evidence, illustrated in Table 4, shows that the MSCI
ACWT Sustainable Impact Index, at both three and five years, exhibits a lower

standard deviation (that is, lower volatility) and a higher return (see the col-

umn Sharpe Ratio) than the benchmark, MSCI ACWI. A reduced maximum
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drawdown compared to the benchmark is also observed.
Again, the idea that these funds are compliant with Art. 9 of EU SFDR

regulation may provide a plausible rationale for this evidence.

5. Concluding remarks

The article addresses the issue of financial sustainability, which takes the form
of so-called sustainable investments, suitable for developing strategies that combine
the ethical and moral component in investment decisions to achieve economic and
financial objectives.

In particular, the paper illustrates the differences between SRI and ESG investing,
both from a theoretical and an empirical standpoint.

In fact, considering the time interval analyzed (November 2015-September
2022), we compare the relative performance of the return and volatility of the MSCI
ACWI Sustainable Impact index (which includes listed companies whose predomi-
nant business meets at least one of the environmental and social goals defined by the
SDGs) versus that of companies listed in the parent

MSCI ACWT index. We take the first sample as a proxy of SRI and the second
one as a proxy of ESG investing. In our view, the first index is representative of SRI,
the second one of ESG investing.

The main result that emerges is that the sustainable index has lower standard de-
viation (i.e., lower volatility), higher return and lower maximum drawdown than the
benchmark, the MSCI ACWI, at both three and five year time horizon.

Interestingly, this result can be due to the selection bias induced by the appli-
cation of the Sustainable Finance Regulation (SFDR) 2019/2088 (EU), aimed at
promoting environmental and social criteria in the investment choices of companies
included in the Sustainable Index. The stocks that make up the best-performing
sustainable fund compared to the benchmark index turn out to be similar to the so-
called dark greens (Art. 9 of the EU SFDR), i.e., funds whose objective is sustainable

investment or reduction of carbon dioxide emissions that hold MSCI ESG rating
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between AAA and BB. So SRI induces high ESG ratings, which imply better market
positioning, greater efficiency, and attractiveness to investors.

This study is not intended to be conclusive. It is just the starting point of a
research project aimed at understanding whether the differences between SRI and
ESG investing are still relevant or are narrowing along time. In particular, the role of
regulation should be further investigated to understand whether ESG requirements
are able to direct investments toward socially responsible objectives, increasing at the

same time both attractiveness and performance in terms of risk/return opportunities.
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