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Q2 Observations
Investment managers focused on sustainability 
and impact often incorporate environmental 
social and governance (ESG) criteria into their 
process, but are the “E” and the “S” truly discrete?  
Environmental and social issues are often not 
distinct categories but, like concentric circles, 
they frequently overlap.  Many sustainable fund 
managers have long recognized the inextricable 
links between climate change and social inequities. 
Now policymakers are starting to embrace 
these connections as well.  As investors begin to 
understand the true social costs of environmental 
risks, they will further appreciate the scope 
of their impact from integrating sustainable 
objectives into their portfolios.  We use air pollution 
and deforestation to illustrate the relationship 
between environmental and social issues.

Air Pollution

While the US has made great progress since the passage of the Clean Air Act in 1970, the American Lung 
Association’s recent 2022 “State of the Air” report concluded that 4 out of 10 Americans live in areas with 
unhealthy levels of particle pollution or ozone.  In addition, the study found that during the three-year period 
of the report, Americans experienced more days of “very unhealthy” or “hazardous” air quality – the highest 
incidence in the two-decade history of the publication.

However, the effects of air pollution are distributed unevenly which may exacerbate inequities related to health, 
jobs, investment, and education.  Many studies have shown that communities of color are disproportionately 
impacted by air pollution.  A recent study concluded that average PM2.5 exposure from all anthropogenic sources 
is approximately 14% higher for people of color and 21% for blacks.1   Furthermore, the study found that disparities 
result from nearly all major emission sources and exist at all income levels, suggesting the impacts are systemic.

Furthermore, evidence points towards the psychological impacts from air pollution.  Recent studies have 
demonstrated a link between air pollution and reduced cognitive ability and workplace productivity and increased 
incidence of mental disorders and criminal behavior.  The uneven burden of air pollution combined with its broad 
range of effects suggest its social costs may be underappreciated.  

These challenges were not lost on the Biden administration during the design of the recently passed Inflation 
Reduction Act.  The package includes $60 billion for environmental justice priorities aimed at helping economically 
disadvantaged communities struggling with pollution and health disparities.  Specific initiatives include efforts 
aimed at reducing pollution in port communities, improving transportation and air quality more broadly, and 
investing in clean energy and sustainability projects that focus on disadvantaged communities.
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Deforestation

Forests are vital components of our carbon and water cycles.  When they are lost or degraded, ecosystems are 
changed, sometimes permanently.  The World Wildlife Federation estimates that the Amazon Rainforest has been 
reduced by 17% over the last 50 years.  Other parts of the world, such as the Congo Basin, Eastern Australia, and 
several spots within Southeast Asia, are also experiencing rapid loss of forests.  Much of this is due to agriculture, 
illegal logging, cattle ranching, and palm oil plantations.

and non-native workers, or even within communities.  Forced labor, child labor, and trafficking have been 
identified in areas of Southeast Asia.

Additionally, the loss of biodiversity may be increasing  
the frequency of zoonotic diseases and pandemics.   
A recent study that analyzed 6,800 ecological communities 
across 6 continents suggests there is a direct link between 
biodiversity loss and disease outbreaks.2 As human activity 
encroaches more on wildlife habitats, the proximity of 
humans to animals carrying pathogens only decreases.   
In addition, the species that are more resilient to  
extinction are often those carrying the most pathogens.  

Sustainable fund managers understand the links between 
environmental and social risks and have engaged 
successfully with companies to address these risks in their 
supply chains.  Through their active ownership, Green 
Century Funds has convinced major palm oil buyers like 
Kellogg, Starbucks, JM Smucker, and Target to make zero-
deforestation commitments.  Due to the efforts of Green 

The environmental effects are 
well-documented.  Forests act 
as a carbon sponge, soaking 
up carbon dioxide that would 
otherwise be released into the 
atmosphere.  The social and 
human health effects are also 
significant.  Approximately 1.25 
billion people rely on forests for 
shelter, fuel, and food security. 
Moreover, 750 million people, 
including 60 million indigenous 
people, live in forests.  For 
many, deforestation or forest 
degradation has resulted in the 
loss of livelihood, food insecurity, 
reduced migration, and conflict.  
Conflict may occur between 
communities and companies over 
land rights, between communities 
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Century and other sustainable fund managers, the percentage of palm oil refineries in Southeast Asia covered  
by deforestation agreements increased from 5% in 2012 to 83% in 2020.  Pax World Funds’ ESG research process 
measures environmental and social risks as one pillar.  In their 2022 Engagement and Policy advocacy report, 
Impax Asset Management (adviser to the Pax World Funds) stated “progress on addressing climate change must 
accelerate if we are to mitigate the rising threats to environmental and social stability.”

1 Science Advances, “PM2.5 polluters disproportionately and systemically affect people of color in the United States,” April 28, 2021 
2 Nature.com, “Why deforestation and extinctions make pandemic more likely,” August 7, 2020

Investors should note that while a portfolio of early-stage, developmental life science companies may provide 
attractive long-term returns, the fund should exhibit substantial volatility.  The fund is suitable for long-term 
investors who value impact and innovation and have a high tolerance for risk.

Thematic Spotlight: 
Healthcare Innovation
Investing in healthcare innovation may help clients 
realize both societal and financial objectives.  
Advancements made in biotechnology, medical 
equipment, and diagnostics have the potential 
to significantly impact patient lives and provide 
patient investors with long-term financial rewards.

The Eventide Healthcare and Life Sciences Fund 
invests in companies providing innovative therapies 
serving unmet needs, transforming the current 
standard of care, and providing positive long-
term impact on patient lives.  Areas of focus 
include rare, infectious, and autoimmune diseases, 
cardiovascular ailments, and neurology.  Eventide 
will only invest in companies it believes are ethical 
and sustainable.  The firm has developed a holistic 
framework to evaluate a company’s potential 
long-term competitive advantage, societal impact, 
and interaction with key stakeholder groups. 
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For more on Sustainable Investing Solutions,  
read our Sustainable Investing Primer or our  
recent article in Worth magazine.

https://www.thecolonygroup.com/wp-content/uploads/2020/06/19_TCG_SustainableInvesting-Final-1.pdf
https://www.thecolonygroup.com/wp-content/uploads/2020/04/Wor_LA_ColonyGroup_Q1_2020_eprint-2.pdf
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WRITTEN BY:

Sustainable Investing in Action

   FINANCIAL   

	ö Despite experiencing outflows, sustainable funds still 
sustained a higher organic growth rate than the overall US 
market.  Sustainable fixed income fund flows continued to 
show resilience.

   ENGAGEMENT   

	ö Kroger committed to set science-based targets to reduce 
greenhouse gas emissions from its full value chain, 
agreeing to the request of a Green Century shareholder 
proposal withdrawn in April in exchange for this 
commitment.  

	ö Pimco engaged with Chanel before the issuance of its 
first ever sustainability-linked bond.  Pimco advised the 
company on sustainability targets and expectations for 
reporting and progress related to broad sustainability 
themes.   

	ö During the 2022 proxy season, more than 70% of the 
shareholder resolutions filed by Boston Trust Walden were 
withdrawn based on negotiated corporate commitments.  
Engagement areas included climate action and lobbying, 
equality, and corporate governance. 

   CORPORATE RESPONSIBILITY   

	ö In 2021, Pepsi reduced Scope 1 and Scope 2 GHG 
emissions by 25% versus a 2015 baseline.  In addition, 
women and men continue to earn within 1% of each 
other, and women hold 43% of all managerial positions 
worldwide.  

	ö Lowe’s has already achieved their 2025 goal of 
reducing Scope 1 and Scope 2 GHG emissions by 40%.  
The company invested $10 million and completed 
100 community impact projects through the 100 
Hometowns initiative, which helped communities rebuild 
from natural disasters, repair critical housing, restore 
community centers, revive green spaces and more.

	ö Linde is teaming with BP on a major Carbon Capture 
and Storage (CCS) and low carbon hydrogen production 
project to advance decarbonization efforts across Texas 
Gulf Coast. With potential start-up by 2026, project aims 
to store up to 15 million metric tons of CO2 per year in 
multiple sites – the equivalent of removing approximately 
3 million cars from the road.

Sources: Morningstar, Bloomberg, and engagement reports & publicly 
available information from funds

Colony Investing 
Solutions
Some statistics of interest from The Colony Group’s 
Sustainable Investing Solutions global equity portfolio:

0%*

Tobacco Exposure

69% Less*

Deforestation 
Producers Exposure

87% Less*

Industrial GHG Emissions

77% Less*

Toxic Air Pollution in 
Minority Communities

*Relative to MSCI All Country World Index 
Source: YourStake

For more information about Colony’s Sustainable 
Investing Solutions, please reach out to your wealth 
advisor or contact us at info@thecolonygroup.com.
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DISCLOSURES: 

The Colony Group, LLC (“Colony”) is an SEC Registered Investment Advisor with offices in Massachusetts, New York, Maryland, Virginia, Florida, Colorado, 
California, Connecticut, New Jersey and New Hampshire. Registration does not imply that the SEC has endorsed or approved the qualifications of Colony or its 
respective representatives to provide the advisory services described herein. In Florida, Colony is registered to do business as The Colony Group of Florida, LLC. 
Colony provides individuals and institutions with personalized financial advisory services.

This newsletter is general and educational in nature and is not to be construed as investment, tax, or legal advice. Examples included herein are not 
recommendations to invest in any particular security; they are presented simply to show the effects that stakeholders may have in addressing environmental, 
social, and governance issues with company management. Individuals should seek advice from their wealth advisor or other advisors before undertaking actions  
in response to the matters discussed.

This letter is prepared using third party sources. Colony considers these sources to be reliable; however, it cannot guarantee the accuracy or completeness of  
the information received.

Colony’s investment advisory services are provided only pursuant to an advisory agreement with the client. Colony’s Form ADV Part 2A, 2B, Form CRS, and Privacy 
Statement will be provided on request and as required by law. For a description of fees payable for investment advisory services, please see Colony’s Form ADV 
Part 2A.


