
As the demand for more environmentally friendly businesses continue
to grow, companies are forced to adopt corporate policies and think
about both the bottom line and its overall environmental impact.
Terms like green and sustainable are used but are loosely defined and
similarly do not communicate to shareholders and investors to what
extent a company is green or environmentally friendly. Findings
resulted in the realization that defining green and sustainable funds
can take a broad or more narrow approach. The findings showed that
sustainable investments funds do perform well but are not
outperforming the largest mutual funds and exchange-traded funds
(ETFs).

Short-term:
Examination of a short-term horizon, specially the one-year returns, 75% of the funds with
sustainable goals, experienced a return of 10% or more. The groups as a whole experienced
an average return of 10.9%. The top performer was Iman mutual fund with a one-year
return of 18.5%. The 25-sustainable mutual fund with sustainability goals outperformed the
market on a one-year basis. This could be a direct result of a capitalization of environmental
trends. Another explanation for the outperformance of market is that companies that score
high on these ESG scales are of high quality like Ecolab. Companies with sustainable
practices and competent governance are also signs that the company is of high quality.

Long-term:
Using the investor theory of investing and holding for the long-term, an examination of five-
year annualized returns is useful. In addition to holding stocks for the "long-run”, holding
stocks may be beneficial because it will reduce the amount of transaction costs, which
mutual funds are notorious for having. When looking at the group as a whole, the 25-
sustainability funds averaged a 13.1% return. CNBC reports that the S&P for the past 90
years has been returning on an annualized basis 9.8%. Upon a comparison examination,
Barron's 25 funds with sustainable goals, have met the S&P 500 benchmark and surpassed it
by at least 300 basis points. This is a very favorable trend for investors and why sustainable
funds become more enticing.

Data for green definitions were collected by conducting interviews
of co-workers who are experts in the field of investing. Phrases or
words commonly used such as green, sustainable, or socially
responsible were asked to be defined by the interviewee to
establish clear understanding and definition. The empirical data
were gathered by using Barron’s list of 200 sustainable mutual
funds. This was the most accessible data due to the infancy of the
subject. The list had returns, sustainability rating, screens used,
and fund size. Lastly, a case study of Ecolab was conducted to
understand companies motivations for sustainability.
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As the green movement continues to gain popularity so does the
demand for environmentally friendly funds. Investors have begun
to align their environmental concerns with companies that have
positive effects on the environment. Since investors have begun
to take notice of these environmentally friendly companies,
mutual funds and ETFs were created to capture this demand for
sustainable investments. This study defined sustainable/green
with a hybrid approach to incorporate companies like Ecolab who
have business segments in the oil industry. The definition
addressed both traditional and non-traditional green industries
like renewable energy and oil companies. This green definition, if
used to create a fund, will incorporate both the traditional
companies like solar and wind power, but also will incorporate a
company like Ecolab. Barron’s created a list of the top 200
sustainable mutual funds and within this list, there are 25 funds
that have clearly defined sustainability goals. These funds on a
performance basis outperformed the historical market return of
11.9% annually. When these 25 funds were compared to a more
traditional investment product like the Vanguard 500 Index fund
that has a one-, three-, and five-year return of 22.7%, 12.9%, and
14.8% respectively, the 25 sustainable funds underperformed
these returns. As more information is released on the stresses that
the population is putting on the world’s resources, companies that
are well positioned in these areas will thrive and draw the
attention of investors and funds

By the year 2030, the world is going to need 35% more food, 40%
more water, and 50% more energy. These demands will affect the
types of businesses and how firms conduct business going
forward. There are many companies that claim to be green. It is
important for investors to understand what types of companies are
getting added-into green funds and how the funds perform.
Investors must decipher the terms green, sustainable, or
environmentally friendly as funds don’t all use the same
definition. By defining green, acknowledging the risk with
investing in green or sustainable funds, and examining the
performance, investors can determine if these new investment
strategies will produce positive returns and result in favorable
profits compared to more conventional investment funds.
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DEFINING GREEN AND ECOLAB CASE STUDY

Defining green/sustainable investments – an investment which can be categorized as
green/sustainable must be focused on having defined environmental goals for the
avoidance or prevention of depleting earth’s natural resources. Example goals could be
pollution mitigation, energy reduction, or resource conservation. Likewise, in non-
traditional industries, companies who better the environment more effectively than those of
their competitors can be classified as green.

Ecolab is green and very environmentally conscious. The uniqueness of its diverse
business offerings shows why a broader definition of green works. If a mutual fund were
to use a narrow screen or definition, it would be ruled out due to oil/energy exposure. This
was a major reason for the consideration of a broader definition to included companies like
Ecolab in sustainable mutual funds.


