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ESG investments have seen record 
inflows in recent years and we see good 
reasons why this fundamental shift  
may continue.

Mutual funds and exchange traded funds (ETFs) that 
invest based on a combination of environmental, social 
and governance (ESG) factors saw record inflows of 
$20.6 billion in 2019, according to Morningstar. That’s 
almost four times the inflows in 2018, itself a record 
year (Figure 1). Record inflows continued in the first 
quarter of 2020 despite a correction halfway through 
the quarter. This rapid growth in investor interest 
has raised questions as to whether this is part of a 
fundamental long-term shift or an unsustainable fad.

Figure 1: ESG Funds Capture Record Flows in 2019
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In light of the Covid-19 pandemic and its economic 
impact, we also expect investors to increasingly seek 
and analyze more ESG-related information in the 
companies in which they invest, a trend already well 
underway. In turn, we expect the companies to continue 
to provide more ESG disclosures. 

Even as investors and corporations have awakened to 
ESG’s potential on performance and risk mitigation, the 
ESG investment space is still evolving, and this presents 
certain challenges. One is that there is not a sole 
definition of the precise actions that define and prove 
ESG adoption or that isolate ESG’s impact. And there’s 
not a sole metric across all market caps and sectors or 
a mechanism to measure companies’ implementation 
processes relative to each other. Some of this will 
change as the investment world moves closer to ESG-
focused regulatory standards that incorporate a host of 
measurements and goals from other initiatives including 
the Global Reporting Initiative, The UN’s Sustainable 
Development Goals, the Paris Agreement and the 
Sustainability Accounting Standards Board. 

In gauging whether these inflows are a fundamental 
shift versus a fad, let us begin with the motivations 
behind these inflows.

Driving the take-up of ESG investments are the growing 
number of investors who want to see their assets 
perform competitively, while also having a positive 
influence upon societal issues such as climate change, 
gender equality, and workplace safety. As a result, 
asset managers are creating ever more ways for 
them to invest, which in turn attracts further inflows. 
However, we see little evidence of the sort of irrational 
exuberance and unrealistic expectations that typically 
accompany a fad or a bubble. Instead, we believe 
that investors are taking a long-term view of ESG 
investments. Rather than treating them as speculative 
holdings — as with internet stocks in the late 1990s 
— there is a growing recognition of ESG investments’ 
potential to enhance core portfolios. Evidence suggests 
that high ESG scores may be positively related to equity 
performance over time. Arabesque,1 a global asset 
management firm and ESG ratings provider, equities 
from the MSCI World Index whose ESG scores were in 
the highest quintile have produced annualized total 
returns of 6.8% since 2007, as of April 21, 2020. This 
compares to 4.5% a year for equities from the lowest 
quintile of ESG scores (Figure 2).

Figure 2: High ESG Score Stocks Have Outperformed Low ESG Stocks

Cumulative Return Plot

Source: FactSet, Arabesque S-Ray,1 as of April 21, 2020. High ESG scoring equities are defined as those in the top performance quintile; low ESG scoring equities are 
defined as those in the lowest performance quintile.

1 Arabesque is a global asset management firm and ESG ratings provider. Their S-Ray tool uses self-learning quant models and big data to assess the performance 
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and sustainability of approximately 7,000 companies. There are numerous ESG data providers that evaluate companies on their ESG performance and provide  
reports and ratings. Report and ratings methodology, scope and coverage, vary greatly among providers. 
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Importantly, investors are also paying attention to the 
risk profile of ESG investments. Again, the evidence 
here is encouraging. Not only have equities with the 
highest ESG scores produced stronger returns, but they 
have also been less volatile than those with the lowest 
ESG scores. The top quintile of equities ranked by ESG 
score had an annualized standard deviation of return of 
16.7% versus 18.9% for the bottom quintile. High ESG 
score stocks also suffered smaller maximum drawdowns 
(-52.3%) in times of market stress than low ESG score 
stocks (-60.5%). (Figure 3) 

In our studies of FactSet and Arabesque S-Ray data, 
the highest ESG score equities’ outperformance of 
the lowest ESG score equities was a result of the 

former’s greater resilience in the stock market’s down 
months. From Figure 3, we can see that the highest 
ESG score equities’ down capture is lower than 100 
percent, while the lowest ESG score equities’ down 
capture is higher than 100 percent. Since down capture 
is a measure of the sensitivities of the stocks to the 
market during the downturn, this observation indicates 
the resiliency of the highest ESG score equities. As a 
result, they typically did not need to make up as much 
lost ground after sell-offs. This pattern held up during 
2020’s pandemic-induced market pullback. The highest 
ESG score equities had outperformed their low ESG 
score counterparts by 4.8% year-to-date through 
April 21, 2020. In positive months, by contrast, the 
performance of both groups has been closer.

Figure 3:- High ESG Score Stocks Have Outperformed Low ESG Stocks with Less Risk 

High ESG Scoring Equities Low ESG Scoring Equities

Mean Annualized Return (Gross of fees) % 6.8 4.5

Number of Months 160 160

Standard Deviation % 16.7 18.9

Minimum (Monthly) % -21.0 -24.8

Maximum (Monthly) % 15.1 19.5

Median (Monthly) % 12.4 12.1

Percent of Positive Return Months % 61.3 61.9

Percent of Negative Return Months % 38.8 38.1

Percent of Zero Return Months % 0.0 0.0

Mean Return/Standard Deviation 0.41 0.24

Maximum Drawdown % -52.3 -60.5

Start Drawdown Date 10/31/2007 05/31/2007

End Drawdown Date 02/27/2009 02/27/2009

Up Capture % 104.3 106.3

Down Capture % 97.8 110.8

Source: FactSet and Arabesque S-Ray.1 Jan 31, 2007 to April 21, 2020. High ESG scoring equities are defined as those in the top performance quintile; low ESG scoring 
equities are defined as those in the lowest performance quintile.

1 Arabesque is a global asset management firm and ESG ratings provider. Their S-Ray tool uses self-learning quant models and big data to assess the performance 
and sustainability of approximately 7,000 companies. There are numerous ESG data providers that evaluate companies on their ESG performance and 
provide reports and ratings. Report and ratings methodology, scope and coverage, vary greatly among providers.
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Finally, we see no signs of irrational exuberance in ESG 
investments’ valuations overall. True, the highest score 
ESG equities examined have become more expensive 
relative to their lowest scoring counterparts in the last 
couple of years. This is true whether we look at earnings 
(Figure 4) or book value based multiples (Figure 5). 
However, the difference is not extreme either in relative 
or absolute terms. As of the end of the first quarter, 
high ESG score equities looked attractive compared to 
their valuations of the last ten years. Put simply, record 
inflows into ESG equities have not driven their 
valuations to unsustainable levels. 

Figure 4: Earnings-to-Price Z-Score

Average Z-score1: Higher earnings-to-price is cheaper
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Source: FactSet and Arabesque S-Ray.1 Jan 31, 2007 to April 21, 2020. Highest ESG scoring equities are defined as those in the top performance quintile; lowest ESG 
scoring equities are defined as those in the lowest performance quintile. A Z-score measures an observation’s standardized departure from the mean (average). A 
score between -1 and 1 occurs about 68% of the time and a score be-tween  -2 and 2 occurs about 95% percent of the time.

1 Arabesque is a global asset management firm and ESG ratings provider. Their S-Ray tool uses self-learning quant models and big data to assess the performance 
and sustainability of approximately 7,000 companies. There are numerous ESG data providers that evaluate companies on their ESG performance and provide 
reports and ratings. Report and ratings methodology, scope and coverage, vary greatly among providers. There can be no assurance that these investment 
objectives will be achieved. All investments involve risk of loss, including loss of principal. This document is not intended as a recommendation of or an offer or 
solicitation to purchase. Investors should consider this information as only a single factor in making their investment decision. Please see the Important 
Information section for additional information.
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So, what next? After another standout year for ESG 
fund inflows, total ESG mutual fund and ETF assets 
stood at $137.3 billion at the end of 2019. However, 
this amount represents less than 1% of the $20.7 
trillion held in US mutual funds and ETFs, according 
to Morningstar. As investors continue to prioritize the 
greater good alongside their long-term investment 
returns over the coming years, we expect the shift into 
ESG investments to continue.

Figure 5: Book-to-Price Z-Score

Average Z-score: Higher book-to-price is cheaper
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Source: FactSet and Arabesque S-Ray.1 Jan 31, 2007 to April 21, 2020. High ESG scoring equities are defined as those in the top performance quintile;  
low ESG scoring equities are defined as those in the lowest performance quintile. A Z-score measures an observation’s standardized departure from the mean 
(average). A score between -1 and 1 occurs about 68% of the time and a score  between -2 and 2 occurs about 95% of the time.

1 Arabesque is a global asset management firm and ESG ratings provider. Their S-Ray tool uses self-learning quant models and big data to assess the 
performance and sustainability of approximately 7,000 companies. There are numerous ESG data providers that evaluate companies on their ESG performance 
and provide reports and ratings. Report and ratings methodology, scope and coverage, vary greatly among providers. There can be no assurance that these 
investment objectives will be achieved. All investments involve risk of loss, including loss of principal. This document is not intended as a recommendation of or 
an offer or solicitation to purchase. Investors should consider this information as only a single factor in making their investment decision. Please see the 
Important Information section for additional information.
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Important Information
In any instance where distribution of this communication (“Communication”) is subject to the rules of the U.S. Commodity Futures Trading Commission (“CFTC”), this 
communication constitutes an invitation to consider entering into a derivatives transaction under U.S. CFTC Regulations §§ 1.71 and 23.605, where applicable, but is not a 
binding offer to buy/sell any financial instrument.
This Communication is prepared by Citi Private Bank (“CPB”), a business of Citigroup, Inc. (“Citigroup”), which provides its clients access to a broad array of products and services 
available through Citigroup, its bank and non-bank affiliates worldwide (collectively, “Citi”). Not all products and services are provided by all affiliates, or are available at all 
locations.
CPB personnel are not research analysts, and the information in this Communication is not intended to constitute “research”, as that term is defined by applicable regulations. 
Unless otherwise indicated, any reference to a research report or research recommendation is not intended to represent the whole report and is not in itself considered a 
recommendation or research report.
This Communication is provided for information and discussion purposes only, at the recipient’s request. The recipient should notify CPB immediately should it at any time 
wish to cease being provided with such information. Unless otherwise indicated, (i) it does not constitute an offer or recommendation to purchase or sell any security, financial 
instrument or other product or service, or to attract any funding or deposits, and (ii) it does not constitute a solicitation if it is not subject to the rules of the CFTC (but see 
discussion above regarding communication subject to CFTC rules) and (iii) it is not intended as an official confirmation of any transaction. 
Unless otherwise expressly indicated, this Communication does not take into account the investment objectives, risk profile or financial situation of any particular person and 
as such, investments mentioned in this document may not be suitable for all investors. Citi is not acting as an investment or other advisor, fiduciary or agent. The information 
contained herein is not intended to be an exhaustive discussion of the strategies or concepts mentioned herein or tax or legal advice. Recipients of this Communication should 
obtain advice based on their own individual circumstances from their own tax, financial, legal and other advisors about the risks and merits of any transaction before making an 
investment decision, and only make such decisions on the basis of their own objectives, experience, risk profile and resources.
The information contained in this Communication is based on generally available information and, although obtained from sources believed by Citi to be reliable, its accuracy and 
completeness cannot be assured, and such information may be incomplete or condensed. Any assumptions or information contained in this Communication constitute a judgment 
only as of the date of this document or on any specified dates and is subject to change without notice. Insofar as this Communication may contain historical and forward looking 
information, past performance is neither a guarantee nor an indication of future results, and future results may not meet expectations due to a variety of economic, market and 
other factors. Further, any projections of potential risk or return are illustrative and should not be taken as limitations of the maximum possible loss or gain. Any prices, values or 
estimates provided in this Communication (other than those that are identified as being historical) are indicative only, may change without notice and do not represent firm quotes 
as to either price or size, nor reflect the value Citi may assign a security in its inventory. Forward looking information does not indicate a level at which Citi is prepared to do a trade 
and may not account for all relevant assumptions and future conditions. Actual conditions may vary substantially from estimates which could have a negative impact on the value 
of an instrument.
Views, opinions and estimates expressed herein may differ from the opinions expressed by other Citi businesses or affiliates, and are not intended to be a forecast of future events, 
a guarantee of future results, or investment advice, and are subject to change without notice based on market and other conditions. Citi is under no duty to update this document 
and accepts no liability for any loss (whether direct, indirect or consequential) that may arise from any use of the information contained in or derived from this Communication.
Citi often acts as an issuer of financial instruments and other products, acts as a market maker and trades as principal in many different financial instruments and other products, 
and can be expected to perform or seek to perform investment banking and other services for the issuer of such financial instruments or other products. The author of this 
Communication may have discussed the information contained therein with others within or outside Citi, and the author and/or such other Citi personnel may have already acted 
on the basis of this information (including by trading for Citi’s proprietary accounts or communicating the information contained herein to other customers of Citi). Citi, Citi’s 
personnel (including those with whom the author may have consulted in the preparation of this communication), and other customers of Citi may be long or short the financial 
instruments or other products referred to in this Communication, may have acquired such positions at prices and market conditions that are no longer available, and may have 
interests different from or adverse to your interests.
Citigroup and its affiliates do not provide tax or legal advice. To the extent that this material or any attachment concerns tax matters, it is not intended to be used and cannot be 
used by a taxpayer for the purpose of avoiding penalties that may be imposed by law. Any such taxpayer should seek advice based on the taxpayer’s particular circumstances from 
an independent tax advisor.
Technology Industry. The technology industries can be significantly affected by obsolescence of existing technology, short product cycles, falling prices and profits, competition 
from new market entrants, and general economic conditions.
Health Care Sector Risk: The profitability of companies in the health care sector may be adversely affected by the following factors, among others: extensive government 
regulations, restrictions on government reimbursement for medical expenses, rising costs of medical products and services, pricing pressure, an increased emphasis on outpatient 
services, a limited number of products, industry innovation, changes in technologies and other market developments. A number of issuers in the health care sector have recently 
merged or otherwise experienced consolidation. The effects of this trend toward consolidation are unknown and may be far-reaching. Many health care companies are heavily 
dependent on patent protection. The expiration of a company’s patents may adversely affect that company’s profitability. Many health care companies are subject to extensive 
litigation based on product liability and similar claims. Health care companies are subject to competitive forces that may make it difficult to raise prices and, in fact, may result in 
price discounting. Many new products in the health care sector may be subject to regulatory approvals. The process of obtaining such approvals may be long and costly, and such 
efforts ultimately may be unsuccessful. Companies in the health care sector may be thinly capitalized and may be susceptible to product obsolescence.
Investment in China: Changes in Chinese political, social or economic policies or securities law and regulations may significantly affect the value of a security or a portfolio. Chinese 
securities may be subject to trading suspensions which could impact an investment strategy and affect performance. Chinese tax law is applied under policies that may change without 
notice and with retrospective effect. Citi Private Bank is a business of Citigroup Inc. (“Citigroup”), which provides its clients access to a broad array of products and services available 
through bank and non-bank affiliates of Citigroup. Not all products and services are provided by all affiliates or are available at all locations. In the U.S., investment products and 
services are provided by Citigroup Global Markets Inc. (“CGMI”), member FINRA and SIPC, and also Citi Private Advisory, LLC (“Citi Advisory”), member FINRA and SIPC. CGMI accounts are 
carried by Pershing LLC, member FINRA, NYSE, SIPC. CGMI, Citi Advisory and Citibank, N.A. are affiliated companies under the common control of Citigroup.
Outside the U.S., investment products and services are provided by other Citigroup affiliates. Investment Management services (including portfolio management) are available 
through CGMI, Citi Advisory, Citibank, N.A. and other affiliated advisory businesses.
Citi Private Bank is a business of Citigroup Inc. (“Citigroup”), which provides its clients access to a broad array of products and services available through bank and non-bank 
affiliates of Citigroup. Not all products and services are provided by all affiliates or are available at all locations.
Citi Investment Management (“CIM”) is a business unit of Citigroup Inc. that conducts investment management services out of Citibank N.A. and certain branches and other 
affiliates, including Citi Advisory and CGMI.
Strategies and investments involve risk and may not perform as described, may not be suitable for every investor, and may have eligibility requirements that must be met prior  
to investing.
In Canada, Citi Private Bank is a division of Citibank Canada, a Schedule II Canadian chartered bank. References herein to Citi Private Bank and its activities in Canada relate solely to 
Citibank Canada and do not refer to any affiliates or subsidiaries of Citibank Canada operating in Canada. Certain investment products are made available through Citibank Canada 
Investment Funds Limited (“CCIFL”), a wholly owned subsidiary of Citibank Canada. Investment Products are subject to investment risk, including possible loss of principal amount 
invested. Investment Products are not insured by the CDIC, FDIC or depository insurance regime of any jurisdiction and are not guaranteed by Citigroup or any affiliate thereof.

At Citi Private Bank, we are committed to meeting the growing needs of our clients who seek to invest in an environmentally 
responsible, socially sensitive, and profitable way.
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This document is for information purposes only and does not constitute an offer to sell or a solicitation of an offer to buy any securities to any person in any jurisdiction. Any 
investment in any securities described in this document will be made solely on the basis of an offering memorandum. Accordingly, this document should not form the basis of, 
and should not be relied upon in connection with, any subsequent investment in these securities. To the extent that any statements are made in this document in relation to the 
products referred to herein, they are qualified in their entirety by the terms of the offering memorandum and other related documents pertaining thereto. The information set out 
herein may be subject to updating, completion, revision, verification and amendment and such information may change materially. Prospective investors should carefully review the 
offering memorandum and other related documents before making a decision to invest.
No express or implied representations are made regarding these products, including without limitation, no representations are made concerning investment results or any legal, 
accounting, regulatory or tax treatment of an investment in any jurisdiction that might be relevant to a recipient of this document. In particular, this document has not been 
customized for Canadian investors and an investment in the products may have investment considerations and risks that could have a significant effect on a Canadian investor. In 
making any eventual investment decision, potential investors are advised to seek independent professional advice to understand all attendant considerations and risks attached to 
these securities.
Citigroup, its affiliates and any of the officers, directors, employees, representatives or agents shall not be held liable for any direct, indirect, incidental, special, or consequential 
damages, including loss of profits, arising out of the use of information contained herein, including through errors whether caused by negligence or otherwise.
Notwithstanding anything to the contrary, you hereby agree that neither Citigroup nor any of its affiliates make any statement or representation, express or implied, as to Canadian 
tax matters in respect of the transaction, whether in connection with any presentation of the transaction, your consideration of the transaction, any discussion in respect of the 
transaction or otherwise or at any time, and nothing in these materials constitutes or should be considered to constitute such as statement or representation as to any Canadian 
tax matters in respect of the transaction.
Using borrowed money to finance the purchase of securities involves greater risk than a purchase using cash resources only. If you borrow money to purchase securities, your 
responsibility to repay the loan and pay interest as required by its terms remains the same even if the value of the securities purchased declines.
CCIFL is not currently a member, and does not intend to become a member of the Mutual Fund Dealers Association of Canada (“MFDA”); consequently, clients of CCIFL will not have 
available to them investor protection benefits that would otherwise derive from membership of CCIFL in the MFDA, including coverage under any investor protection plan for clients 
of members of the MFDA.
Citi may offer, issue, distribute or provide other services in relation to certain unsecured financial instruments issued or entered into by BRRD Entities (i.e. EU entities within the 
scope of Directive 2014/59/EU (the BRRD), including EU credit institutions, certain EU investment firms and / or their EU subsidiaries or parents) (BRRD Financial Instruments).
In various jurisdictions (including, without limitation, the European Union and the United States) national authorities have certain powers to manage and resolve banks, broker 
dealers and other financial institutions (including, but not limited to, Citi) when they are failing or likely to fail. There is a risk that the use, or anticipated use, of such powers, or 
the manner in which they are exercised, may materially adversely affect (i) your rights under certain types of unsecured financial instruments (including, without limitation, BRRD 
Financial Instruments), (ii) the value, volatility or liquidity of certain unsecured financial instruments (including, without limitation, BRRD Financial Instruments) that you hold and 
/ or (iii) the ability of an institution (including, without limitation, a BRRD Entity) to satisfy any liabilities or obligations it has to you. In the event of resolution, the value of BRRD 
Financial Instruments may be reduced to zero and or liabilities may be converted into ordinary shares or other instruments of ownership for the purposes of stabilisation and loss 
absorption. The terms of existing BRRD Financial Instruments (e.g., date of maturity or interest rates payable) could be altered and payments could be suspended.
There can be no assurance that the use of any BRRD resolution tools or powers by the BRRD Resolution Authority or the manner in which they are exercised will not materially 
adversely affect your rights as a holder of BRRD Financial Instruments, the market value of any investment you may have in BRRD Financial Instruments and/or a BRRD Entity’s 
ability to satisfy any liabilities or obligations it has to you. You may have a right to compensation from the relevant authorities if the exercise of such resolution powers results in 
less favourable treatment for you than the treatment that you would have received under normal insolvency proceedings. By accepting any services from Citi, you confirm that you 
are aware of these risks.
Citibank, N.A., Hong Kong/ Singapore organised under the laws of U.S.A. with limited liability. This document is distributed in Hong Kong by Citi Private Bank operating through 
Citibank N.A., Hong Kong Branch, which is registered in Hong Kong with the Securities and Futures Commission for Type 1 (dealing in securities), Type 4 (advising on securities), Type 
6 (advising on corporate finance) and Type 9 (asset management) regulated activities with CE No: (AAP937) or in Singapore by Citi Private Bank operating through Citibank, N.A., 
Singapore Branch which is regulated by the Monetary Authority of Singapore. Any questions in connection with the contents in this document should be directed to registered or 
licensed representatives of the relevant aforementioned entity. The contents of this document have not been reviewed by any regulatory authority in Hong Kong or any regulatory 
authority in Singapore. This document contains confidential and proprietary information and is intended only for recipient in accordance with accredited investors requirements 
in Singapore (as defined under the Securities and Futures Act (Chapter 289 of Singapore) (the “Act” )) and professional investors requirements in Hong Kong(as defined under the 
Hong Kong Securities and Futures Ordinance and its subsidiary legislation). For regulated asset management services, any mandate will be entered into only with Citibank, N.A., 
Hong Kong Branch and/or Citibank, N.A. Singapore Branch, as applicable. Citibank, N.A., Hong Kong Branch or Citibank, N.A., Singapore Branch may subdelegate all or part of its 
mandate to another Citigroup affiliate or other branch of Citibank, N.A. Any references to named portfolio managers are for your information only, and this document shall not be 
construed to be an offer to enter into any portfolio management mandate with any other Citigroup affiliate or other branch of Citibank, N.A. and, at no time will any other Citigroup 
affiliate or other branch of Citibank, N.A. or any other Citigroup affiliate enter into a mandate relating to the above portfolio with you. To the extent this document is provided to 
clients who are booked and/or managed in Hong Kong: No other statement(s) in this document shall operate to remove, exclude or restrict any of your rights or obligations of 
Citibank under applicable laws and regulations. Citibank, N.A., Hong Kong Branch does not intend to rely on any provisions herein which are inconsistent with its obligations under 
the Code of Conduct for Persons Licensed by or Registered with the Securities and Futures Commission, or which mis-describes the actual services to be provided to you.
Citibank, N.A. is incorporated in the United States of America and its principal regulators are the US Office of the Comptroller of Currency and Federal Reserve under US laws, which 
differ from Australian laws. Citibank, N.A. does not hold an Australian Financial Services Licence under the Corporations Act 2001 as it enjoys the benefit of an exemption under ASIC 
Class Order CO 03/1101 (remade as ASIC Corporations (Repeal and Transitional) Instrument 2016/396 and extended by ASIC Corporations (Amendment) Instrument 2020/200).
Citibank N.A., London Branch (registered branch number BR001018), Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB, is authorised and regulated by the Office of 
the Comptroller of the Currency (USA) and authorised by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation by the 
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