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Governance factors remain highly relevant from a risk and return perspective, but the delta for growth in
environmental, social, and governance (ESG) factor integration (or sustainable investment adoption) will continue
to be more a function of the environmental and social trends that are reshaping industries and business models.
Changing consumer preferences, disruptive technologies, and the shifting regulatory environment have presented
companies with a mix of risk and return opportunities across a number of industries.
For example, based on its analysis of global sector exposures to sustainability issues, UBS, in its April 2015 Global
ESG Analyzer, highlighted the energy- and transportation-related sectors as being most exposed to ESG risks.
These risks are primarily related to CO2 regulations, new forms of mobility, and innovative technologies.
Certainly many companies in these industries are adapting to these risks to neutralize the effects on revenues, but
profitability and return on capital are under threat. At the other end of the spectrum, consumer-related industries
are considered to be more favorably exposed to ESG issues, as sustainability trends such as organic products and
health awareness are net positives.
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While risk mitigation remains a key objective of sustainable investing, longer-term thematic-oriented return
opportunities are emerging across a wide range of industries. These themes are broadly tied to shifting
demographics, climate change, resource scarcity, and improvements in quality of life—particularly in developing
economies.
The financials, technology, and telecom sectors are not traditional areas of focus for investors pursuing ESG
objectives, but the growth of digital finance (where these sectors intersect) is proving to be a compelling
sustainable investment theme.
The proliferation of mobile devices and rising demand for banking services among lower-income populations have
facilitated the creation of innovative payment platforms with high levels of adoption among the “underbanked”
demographic. This is particularly important in emerging markets, where most people and small businesses
transact exclusively in cash and do not participate in the formal financial system.
According to a recent study by the McKinsey Global Institute, nearly 80% of adults in emerging markets own a
mobile phone, but only 55% have a financial account. McKinsey estimates that 1.6 billion people out of 2 billion
without bank accounts—more than half of whom are women— could be assimilated into the system via digital
finance. The graphic below shows how digital finance is affecting emerging markets.
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The ability to accept wages, subsidy payments, and remittances or initiate tuition, medical, and rent payments
from the palm of the hand is both convenient and empowering. From a macroeconomic perspective, rising loan
demand and deposit growth are favorable outcomes of the migration to digital. Economic gains can potentially be
achieved through productivity gains and lower costs from reducing cash transactions and brick-and-mortar
branches.
Among developing economies, McKinsey sees the most potential for low-income countries in Africa and in India,
where digital finance could increase gross domestic product (GDP) growth by 10% to 12%. Although less
significant, the estimated 4% to 5% estimated growth benefits for middle-income countries, such as China and
Brazil, are also compelling.
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Disclosure:
This content is for informational and educational purposes only and not intended as investment advice or a
recommendation to buy or sell any security. Investment advice and recommendations can be provided only after
careful consideration of an investor’s objectives, guidelines, and restrictions.
Information and opinions expressed are those of the authors and may not reflect the opinions of other investment
teams within William Blair Investment Management, LLC, or affiliates. Factual information has been taken from
sources we believe to be reliable, but its accuracy, completeness or interpretation cannot be guaranteed.
Information is current as of the date appearing in this material only and subject to change without notice.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. This
material may include estimates, outlooks, projections, and other forward-looking statements. Due to a variety of
factors, actual events may differ significantly from those presented.
Investing involves risks, including the possible loss of principal. Equity securities may decline in value due to both
real and perceived general market, economic, and industry conditions. The securities of smaller companies may
be more volatile and less liquid than securities of larger companies. Investing in foreign denominated and/or
domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks.
These risks may be enhanced in emerging markets. Different investment styles may shift in and out of favor
depending on market conditions. Individual securities may not perform as expected or a strategy used by the
Adviser may fail to produce its intended result.
Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit, and inflation
risk. Rising interest rates generally cause bond prices to fall. High-yield, lower-rated, securities involve greater risk
than higher-rated securities. Sovereign debt securities are subject to the risk that an entity may delay or refuse to
pay interest or principal on its sovereign debt because of cash flow problems, insufficient foreign reserves, or
political or other considerations. Derivatives may involve certain risks such as counterparty, liquidity, interest rate,
market, credit, management, and the risk that a position could not be closed when most advantageous. Currency
transactions are affected by fluctuations in exchange rates; currency exchange rates may fluctuate significantly
over short periods of time. Diversification does not ensure against loss.
There can be no assurance that investment objectives will be met. Any investment or strategy mentioned herein
may not be appropriate for every investor. References to specific companies are for illustrative purposes only and
should not be construed as investment advice or a recommendation to buy or sell any security. Past performance
is not indicative of future returns.
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