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The past year has been a 
rollercoaster for sustainable 
investors, not because anything 
has changed in the types of 
businesses in which we invest, but 
because investment markets have 
been attempting to understand 
the implications of pandemics, 
lockdowns, supply chain disruptions, 
inflation, interest rate rises, and now 
a war in Eastern Europe. In fact, 
we cannot remember a time when 
there have been so many huge and 
uncertain forces all impacting the 
global economy simultaneously. 

Portfolio construction
Thankfully our investment process is not 
one where we have to make predictions 
on these macroeconomic factors and 
instead our portfolios are constructed on 
a bottom-up, company by company basis. 
Our company analysis always starts by 
looking at a company from a sustainable 
perspective and here we not only look at 
how a company’s products & services 
are helping to contribute to a cleaner, 
healthier, safer, and more-inclusive 
society but also how a company conducts 
its operations. When we look at how a 
company operates, we assess whether 
that company considers and treats its 
stakeholders (which includes employees 
and suppliers, as well as shareholders) 

in a responsible way, and we favour 
companies which are the leaders within 
their industries. 

Sustainable investments 
Over the past year we have seen 
a narrowing of the definition of 
sustainability and often the media 
portrays sustainability as solely focused 
on the environment, and in particular 
addressing climate change. While we 
certainly consider the decarbonisation 
of the economy to be hugely important, 
our funds have always considered both 
social and environmental sustainability 
alongside each other. As such, we 
would consider an innovative healthcare 
company helping address unmet medical 
needs to have just as much of a place 
in our funds as a company helping to 
facilitate the transition to a low-carbon 
economy. Additionally, many of the new 
funds launched into the sustainable space 
follow a simple thematic construct which 
solely focuses on what a company does 
(its products and services) and largely 
ignores how it is done (its operations). 
Our investment frameworks considers 
both in equal measure as we consider 
these to be equally important in 
supporting the development of a more 
sustainable world. 

Another important part of what we 
do is our clarity around where we will 

not invest. While our process is one 
based on positive inclusion, we combine 
this with clear exclusion of companies 
which generate sales from fossil fuel 
extraction, armaments, tobacco or 
from nuclear power generation. We 
also actively avoid companies with 
unacceptable corporate governance and 
ones which are unable to mitigate the 
negative social and environmental impact 
of their operations. We actively avoid 
companies causing harm and instead 
seek to build portfolios of companies 
which are improving the world we live in. 

Market trends 
Although the macro picture remains 
complex and unpredictable, we have 
rarely had so much clarity and visibility 
into the long-term sustainability 
aligned drivers of the companies in 
which we invest. We are still very early 
in huge structural shifts such as the 
digitalisation of the global economy, the 
decarbonisation of all industries, and 
the shift towards more personalised 
and effective medicine. History and 
experience have shown that periods 
of uncertainty and crisis present an 
opportunity for sustainably managed 
companies providing solutions to come to 
the fore and we couldn’t be more excited 
about the future opportunities for the 
companies in which we are invested. 

State of the nation – how has sustainable 
investing evolved over the last year and 
what will it look like in the future?
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Q  What is your role?

A  I am an equity analyst in the 
sustainable investment team. I work 
across all sectors and industries. 
My role is to identify new sustainable 
investment ideas across sectors and 
regions and challenge ourselves on 
existing investment included within 
our sustainable fund range. 

Q  What makes a company 
‘sustainable’?

A  There are many different definitions 
out there. But to us, sustainable 
companies are those that make 
the world cleaner, healthier, safer 
and more inclusive. Companies 
could achieve that through their 
products & services but also 
through Environmental, Social 
and Governance (ESG) aligned 
operations. To us, sustainable 
investing is about doing good, rather 
than avoiding bad. Hence, rather 
than ‘screening out’, we ‘screen 
in’ for companies that either offer 
net societal benefits through their 
products & services or demonstrate 
strong ESG leadership in their 
industry.

Q  How do we think about researching 
sustainability?

A  Our proprietary research process 
puts sustainability first. When 
researching the sustainability of a 
company, the two questions we ask 
ourselves are what the company 
does and how it does it, which goes 
back to the previous question about 
what makes a company ‘sustainable’. 
In terms of what the company does, 
we assess each company on the 
net benefits of its products and 
services, scrutinising the specific 
positive and adverse impacts they 
offer. On the operations side, we 
assess each company on certain 
common ESG topics, including 
corporate governance practices, 
carbon footprint, its approach to 
climate change and diversity, as 
well as any environmental and social 
factors specific to the company. If 
the company does significant harm 
to the society or has an unacceptable 
governance, we just won’t invest in it.

Q  What role do third party ESG 
research providers play in our 
process?

A  We use third party provider 
information as part of our analysis, 
but more as a way to raise questions 
than to find answers. Ultimately, 
it is down to our due diligence and 
in house analysis when it comes 
to sustainability. We believe our 
proprietary research creates more 
value-add to our investment process 
than third party data.

Q  Are sustainable companies more 
attractive financially, and if so why?

A  Yes, sustainable companies should 
lead to higher and more durable 
growth, which are the financial 
characteristics of the businesses 

we want to invest in. A company’s 
ability to generate high and 
growing sustainable returns usually 
determines the direction of the share 
price. The enabler of this is innovation 
combined with high ESG standards, 
which should translate into pricing 
power and hence the ability to deliver 
long-term shareholder value.

Q  How do economic events influence 
our thinking?

A  When economic events happen, 
we assess what the transitory and 
structural impact would be to the 
companies in our portfolios. It is 
important to differentiate the two. 
Companies with high and sustainable 
growth are typically more resilient 
in down markets while still benefiting 
in a rising market and as a result 
delivering a superior compound 
rate of return. So as a long-term 
investor, we have a high degree of 
tolerance towards transitory impact. 
The type of economic events that 
concern us most are those that cause 
unfavourable structural shifts to 
the industries that companies in our 
portfolio operate in, which will re-
assess the investment case for those 
impacted companies and we factor 
that into our position sizing.

Q  What are the skills of a good 
sustainable investment analyst?

A  I would say authenticity, open-
mindedness and due diligence are 
three of the most important skills of a 
good sustainable investment analyst. 
Authenticity is crucial, and by that I 
mean genuinely ‘care’ about what we 
do and stay ‘true’ to what we do in our 
research process, which underpins 
the quality of our research. Open-
mindedness is a broad term but 
is vital for us to identifying a good 
investment opportunity. 

Interview with Daphne Tsang
Sustainable Investment Analyst
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Continuous technological advancement 
and innovation allow more and better 
solutions to environment and social 
problems to evolve. As an investor 
looking for long-term opportunities, 
we need to look into the future with 
imagination, keeping an open mind 
to identify companies from different 
sectors which could potentially play a 
crucial role in transitioning the world 

into a cleaner, healthier, safer and 
more inclusive place. Being open-
minded also means accepting different 
voices. That is why we have an external 
Advisory Committee to provide us with 
an independent view and challenge on 
difficult topics. Finally, a strong research 
process alone is not enough: we need to 
do our due diligence. Our proprietary 
research process not only requires 

the hard skills and analytical rigour to 
thoroughly assess a company on both 
the sustainability and financial side, but 
it also requires soft skills to go beyond 
their disclosures by engaging with the 
company and in some cases driving their 
sustainable initiatives. 
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Social housing: a key component of our 
sustainable credit funds 
In recent years, social housing has become an increasingly important 
component of our sustainable funds. Yet, with very few comparators in equity 
markets, it isn’t widely appreciated. And it is crucial to find the right way to 
invest in this sector of the sterling credit market, in a manner which respects 
the strong social benefits that it provides. 

Laying the groundwork
Social housing is often used as a catch-all 
term for housing offered at a discount 
to market rent, including council-owned 
properties. This includes general-
purpose properties that are let at a 
discount to provide more affordable 
homes and secure tenancy to individuals 
and families, as well as more specialist 
accommodation for senior citizens or 
those with particular care requirements. 
As housing charity Shelter England puts 
it, “gives social renters better rights, 
more control over their homes, and the 
chance to put down roots”. 

The provision of affordable homes is 
a clear social benefit, and one which 
makes the sector attractive for our 
funds. The sector’s approach to 
its own environmental, social and 
governance (ESG) obligations has also 
been maturing. Royal London Asset 
Management fed into the consultation 
for, and became an early adopter of, 
the first set of industry-wide standards 
on sustainability reporting and we are 

encouraged by the numbers of social 
housing associations that are taking them 
up. 

More than window dressing
The availability of standard data should 
help investors to better compare the 
relative ESG performance of different 
social housing borrowers. Increasingly, 
however, our analysis is driven by more 
than an assessment of operational 
policies and practices (such as how they 
treat tenant complaints, appropriate and 
fair management of any rental arrears, 
and building safety), preferring to make 
a more holistic assessment of what each 
association offers. 

For example, we aim to scrutinise the 
future development pipelines that our 
bonds are funding to assess how much is 
being put towards badly needed general 
purpose social housing, as opposed 
to homes for market rent or shared 
ownership. In time, we would expect 
leading associations to be providing 
investors with more information on how 
their developments are helping to meet 
genuine local needs in their areas.

Building blocks
There are two major ways in which 
investors can get exposure to the 
social housing sector. The first, 
and our preferred method for the 
sustainable funds, is to buy bonds issued 

by registered not-for-profit housing 
associations. This is one of the most 
‘impactful’ elements of our portfolio 
as, while many businesses we invest in 
have a positive impact, here much of the 
lending we provide is going directly into 
the construction of new social housing 
properties. Elizabeth Froude, CEO of 
Platform Housing Group, suggested in 
a 2020 essay that 80-90% of the costs 
of building new social housing needs to 
be raised from investors. When we buy 
newly issued bonds, both those issued 
directly by associations and through 
‘aggregators’ such as The Housing 
Finance Corporation (THFC) who lend 
on to smaller associations with less 
access to external funding, that lending 
helps associations to build the homes that 
their regions need. Second, although 
less directly impactful (as the funds 
have already been raised), we will also 
purchase bonds in the secondary market 
from these associations.

Lending in this way also fits neatly into 
our longstanding credit philosophy, 
which targets inefficiencies in markets, 
including the undervaluation of secured 
debt. Our exposure to the sector is 
largely secured on pools of social 
housing, with most deals offering 
security over housing collateral that is 
at least 1.05 times the amount lent at 
debt issue, but there are also some older 
deals that offer as much as 3 to 5 times 
the collateral. This gives us significant 
protection in the highly unlikely event 
the housing association fails. We believe 
returns should remain attractive for a 
sector that has a zero historical default 
and provides good downside protection.

Shalin Shah 
Senior Fund Manager
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Multi asset sustainable – how mixed 
asset funds are set up to deal with a post 
pandemic, geopolitical era
Our sustainable mixed asset funds (Sustainable World Trust, Sustainable 
Diversified Trust and Sustainable Managed Growth Trust) have delivered 
significant value for investors over the last decade. We believe they are 
an attractive proposition combining the higher return potential of a 
concentrated portfolio of stocks with the safety net of a diversified set of 
bonds. As the world transitions to a post pandemic environment, where 
geopolitics are making a comeback, it is worth recapping how the funds are 
positioned. 

Simplicity and consistency are two key 
principles in how we manage money on 
behalf of our clients. The key tenet behind 
the construction of these funds is it is 
very difficult to know which asset class is 
going to perform better over the short 
term but over the long-term stocks offer 
better returns than bonds, benefitting 
from growth in company profits. Bonds 
provide a useful role in generating more 
income, and also reducing volatility. 
Based on this view, the asset allocation 
split of investments between stocks and 
bonds is fixed and the exposure to stocks 
is kept at the higher end of the permitted 
range. Our investors can then choose 
to move up or down the risk spectrum 
through the portfolio range, based on 
their risk appetite. 

The mixed asset funds follow RLAM’s 
sustainable strategy which means 
they will only hold stocks or bonds that 
are deemed to provide a positive net 
benefit to society via their products and 
services, and in the way they operate. 
There have always been debates about 
which companies should be classified as 
sustainable, but this debate has become 
even more pronounced with either too 
narrow or too broad a definition. We 
will maintain our identity and as such 
the funds will continue to not invest in oil 
& gas and/or defence companies. We 
could in theory own a mining company, 
but we haven’t found one so far that 
meets our operation standards. There 
will be times when this positioning will 
work in favour of the funds and some 
where it will be detrimental to the 
performance, often when geopolitical 
tensions are highest. Another implication 
is the funds are likely to maintain a 
significant exposure towards European 
and UK companies due to the generally 
higher standards of corporate 
governance and stronger sustainability 
focus. 

While the sustainable principles are the 
same across equities and credit, the 
financial principles differ but are highly 

complementary. The equity portion is 
built around a concentrated number 
of high-quality innovative companies. 
Generally, we find these attractive 
businesses mostly among engineering, 
technology, healthcare, or materials 
companies. We expect these companies 
to generate significant value for 

investors over the long term although 
we recognise there will be periods 
where the markets might favour lower 
quality businesses. The credit side on 
the other end is very diversified and 
aims to provide both a steady return and 
buffer to the equities exposure, as well as 
giving access to sectors that are hard to 
reach for equity investors such as social 
housing or infrastructure. 

Overall, in a post pandemic, geopolitical  
world we believe sustainability 
remains more necessary than ever 
and companies that do good, provide 
solutions to our times’ challenges will do 
better over time. With a consistent and 
clearly defined investment process we 
believe RLAM’s sustainable mixed asset 
funds are an attractive proposition for 
long-term investors.  

Sebastien Beguelin

Fund Manager
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Building the future – a thematic  
deep dive 
A lot of discussions on the 
sustainability of infrastructure have 
tended to focus on the assets being 
used to generate the energy that 
powers the global economy (be 
that wind farms or oil rigs) and the 
technology being used to move that 
energy to its destination (be that 
pipelines, road, shipping or rail). 
Far less regularly discussed is what 
happens when that energy arrives at 
its destination, the buildings in which 
we live, work and shop.

The building sector in the UK and across 
the world is already undergoing a quiet 
revolution, just below (and sometimes on) 
the surface. Peel back the layers of future 
properties and you’re likely to find a 
design, layout and set of materials which 
should be cleaner, healthier and kinder to 
the planet. 

Part of this is down to improving building 
regulation.  A second part of this is down 
to the tenants and future owners of these 
buildings demanding sustainability as 
standard for their new buildings. But 
the third, and arguably most important 
element, comes from the businesses 
which supply materials, develop 
properties and fit-them out delivering 
new innovations as standard.

Within our funds, we wanted to highlight 
some of these hidden environmental 
champions who are helping to deliver the 
buildings of tomorrow with the products 
and services they offer today.

Laying the foundations – Autodesk – 
Before the first crane arrives on site at a 
new office block, or before the first brick 
is laid on a new home, many customers 
will have had a chance to walk virtually 
through their new buildings, analysing 
all parts of the design in detail. The 
company’s software helps architects 
to improve the impact of their design, 
from a carbon footprint calculator that 

updates as tweaks are made to the 
blueprints to its tool for larger buildings, 
PlanGrid, which helps to reduce 
construction errors. As the construction 
industry consumes more than half of all 
extracted raw materials and generates 
over a third of the waste streams in most 
developed markets, better planning 
is an essential first step for tackling a 
building’s footprint.

Rethinking the developments – Segro 
– As a sector sometimes  described as 
‘sheds’ and ‘big boxes’, the warehouse 
and logistics sector might not sound 
like a traditional place to seek out 
sustainability leaders. 

However, our engagements and visits 
to assets owned by the UK’s largest 
logistics provider, Segro demonstrate 
the range of opportunities on offer in 
this space. Like many leading property 
companies, Segro has announced 
ambitious carbon footprint goals, with 
an ambition to be a net zero carbon 
business across its own operations, 
tenant emissions and new developments 
by 2030. Helped by green releases and 
installed solar farms on the roofs of its 
sites, it is rapidly greening the electricity 
which the properties use.

These ambitions also extend into the 
design of the sites on which these 
warehouses sit. At Segro’s latest 
logistics parks, rail links are being used 
to bring in construction materials using 
far less carbon, while all earth removed 
during the laying of foundations is being 
reused elsewhere on the sites. The 
company is also working on enhancing 
the biodiversity of the 15%-20% of 
green space on its sites, particularly on 
developed brownfield sites where they 
can significantly enhance the biodiversity 
in those areas.

Greening the materials - Sika – 
Founded in 1910, Sika is the global 
leader in construction chemicals, 

producing compounds which help 
to bond, seal, reinforce, protect and 
increasingly to decarbonise buildings. Its 
products are a small part of the materials 
used in a construction project but tend 
to have an outsized impact, with 70% of 
the products which it sells having a direct 
impact on the sustainability of the building 
they are used in.

Its most tangible impact comes from 
ViscoCrete, an additive to concrete 
which reduces cement requirements 
by 25% and water usage by 40%. 
As cement is nearly 3% of global 
greenhouse emissions, if every new 
construction project in the world used 
these products, it could cut GHG 
emissions by over 700 million tonnes. 
However, Sika is far from a one-trick 
concrete pony, it also offers roofing 
systems that both preserve energy in 
the building and help to remove harmful 
pollutants from the outside atmosphere, 
along with water-based sealants which 
no longer contain solvents, making them 
far less hazardous. 

Improving the efficiency – Trane 
Technologies – It’s not just how 
buildings are made, set out and powered 
which will matter, but also what can 
be done to make those buildings more 
efficient once constructed. Today, 
15% of global carbon emissions come 
from heating and cooling buildings, and 
Trane Technologies is a global leader in 
helping provide more precise heating 
and cooling technology. The company is 
pledging to remove 1 gigaton (around 
2% of global emissions annually) from 
its customers buildings by 2030. Trane 
also offers more environmentally friendly 
refrigeration units, along with more 
water efficient cooling-systems which 
should help to lower the impact of new 
homes being built in water scarce areas. 
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For illustrative purposes – reflects approximate strategic asset allocation, weightings 
may vary. Source: RLAM, May 2022. Defaqto ratings as at  24 May 2022.

1 Experience
Over 25 years’ experience constructing 
and managing sustainable funds.

2 Track record
Our track record on longevity, reputation 
and prudent management of risk, makes 
us well placed to become the trusted 
partner of charities, institutional investors 
and intermediaries seeking strong 
superior and sustained returns over the 
longer term which reflect their goals.

3 Our approach
We understand the importance of 
integrating ESG factors and financial 
analysis into our process to take 
advantage of opportunities which other 
investors miss.

4 Flexibility
Our investment process is inherently 
flexible across equities and fixed income, 
capable of meeting client needs on both 
a segregated, pooled and global basis.

5 Award winning
Our sustainable funds and the managers 
that run them are regularly recognised 
by the industry for their performance 
and investment approach.

For illustrative purposes – reflects approximate strategic asset allocation, weightings may vary. 
Source: RLAM, May 2022. Defaqto ratings as at  24 May 2022.
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Why Sustainable at RLAM?

Our range
Our eight sustainable funds range from 100% equities to 100% fixed income, and 
offer a flexible mix of capital growth and income.
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Investment risks
The value of investments and the income 
from them may go down as well as up 
and is not guaranteed. Investors may not 
get back the amount invested. Portfolio 
holdings are subject to change, for 
information only and are not investment 
recommendations.

Counterparty Risk: The insolvency of 
any institutions providing services such 
as safekeeping of assets or acting as 
counterparty to derivatives or other 
instruments, may expose the Fund to 
financial loss.

Credit Risk: Should the issuer of a 
fixed income security become unable 
to make income or capital payments, or 
their rating is downgraded, the value of 
that investment will fall. Fixed income 
securities that have a lower credit rating 
can pay a higher level of income and have 
an increased risk of default.

Derivative Risk: Derivatives are highly 
sensitive to changes in the value of the 
underlying asset which can increase 
both Fund losses and gains. The impact 
to the Fund can be greater where they 
are used in an extensive or complex 
manner, where the Fund could lose 
significantly more than the amount 
invested in derivatives.

Efficient Portfolio Management (EPM) 
Techniques: The Fund may engage 
in EPM techniques including holdings 
of derivative instruments. Whilst 

intended to reduce risk, the use of these 
instruments may expose the Fund to 
increased price volatility.

Emerging Markets Risk: Investing 
in Emerging Markets may provide 
the potential for greater rewards 
but carries greater risk due to the 
possibility of high volatility, low liquidity, 
currency fluctuations, the adverse 
effect of social, political and economic 
instability, weak supervisory structures 
and accounting standards.

Exchange Rate Risk: Changes in 
currency exchange rates may affect the 
value of this investment.

Interest Rate Risk: Fixed interest 
securities are particularly affected by 
trends in interest rates and inflation. If 
interest rates go up, the value of capital 
may fall, and vice versa. Inflation will also 
decrease the real value of capital. 

Leveraged Risk: The Fund employs 
leverage with the aim of increasing the 
Fund’s returns or yield, however it also 
increases costs and its risk to capital. 
In adverse market conditions the Fund’s 
losses can be magnified significantly.

Liquidity Risk: In difficult market 
conditions the value of certain fund 
investments may be difficult to value 
and harder to sell, or sell at a fair price, 
resulting in unpredictable falls in the 
value of your holding. 
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For professional clients only, not suitable 
for retail clients. 

This is a financial promotion and is not 
investment advice. Telephone calls may be 
recorded. For further information please see 
the Privacy policy at www.rlam.co.uk 

The Royal London Global Sustainable Credit 
Fund is a sub-fund of Royal London Asset 
Management Bond Funds plc, an open-ended 
investment company with variable capital 
and segregated liability between sub-funds. 
Incorporated with limited liability under the 
laws of Ireland and authorised by the Central 
Bank of Ireland as a UCITS Fund. It is a 
recognised scheme under section 264 of the 
Financial Services and Markets Act 2000. 
The Investment Manager is Royal London 
Asset Management Limited. Most of the 
protections provided by the UK regulatory 
system, and the compensation under the 
Financial Services Compensation Scheme, 
will not be available.

Royal London Sustainable Managed Income 
Trust, Royal London Sustainable Managed 
Growth Trust, Royal London Sustainable 
Diversified Trust, Royal London Sustainable 
World Trust and Royal London Sustainable 
Leaders Trust are held within RLUM Limited 
Unit Trusts, which is an authorised unit trust 
scheme and is a UCITS scheme. The Manager 
is RLUM Limited, authorised and regulated 
by the Financial Conduct Authority, with firm 
reference number 144032. 

The Royal London Global Sustainable 
Equity Fund and Royal London Sustainable 
Growth Fund are sub-funds of Royal 
London Equity Funds ICVC, an open ended 
investment company with variable capital 
with segregated liability between sub-funds, 
incorporated in England and Wales under 
registered number IC000807. The Company 
is a UCITS umbrella fund. The Authorised 
Corporate Director (ACD) is Royal London 
Unit Trust Managers Limited, authorised and 
regulated by the Financial Conduct Authority, 
with firm reference number 144037. 

For more information on the funds or trusts 
or the risks of investing, please refer to the 
Prospectus or Key Investor Information 
Document (KIID), available via the relevant 
Fund Information page on www.rlam.co.uk. 

The views expressed are those of the authors 
at the date of publication unless otherwise 
indicated, which are subject to change, and is 
not investment advice.

Issued in May 2022 by Royal London Asset 
Management Limited, 55 Gracechurch 
Street, London, EC3V 0RL. Authorised and 
regulated by the Financial Conduct Authority, 
firm reference number 141665. A subsidiary 
of The Royal London Mutual Insurance 
Society Limited.

Ref: N RLAM PD 0022

Contact us 
For more information about our 
range of products and services, 
please contact us. 

Royal London Asset Management
55 Gracechurch Street,  
London EC3V 0RL

For advisers and wealth managers
bdsupport@rlam.co.uk 
020 3272 5950

For institutional client queries
institutional@rlam.co.uk 
020 7506 6500

www.rlam.co.uk

96139 05 2022
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