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ABSTRACT

he challenge facing the industrial, service and finan-

cial industries in the 21st century will be a

global marketplace increasingly concerned with
long-term sustainability. The growing economic, environ-
mental and social accountability of all business brings
with it a responsibility to educate customers and staff
alike.

KEY FACTS
e DIJSG Index is part of the Dow Jones Family of
Indexes.

e Based on the Dow Jones Global Index (DJGI) - 2000
largest companies/ 73 industries/ globally diversi
fied.

e Top 10% sustainability leaders in all industries
(226 components).

« Selection process is based on a robust SAM sustain
ability rating.

= Asof 31 January 2000 - $4.89 trillion market
capitalisation.

« World’s largest sustainability database.

* One global index, three regional indexes — North
America, Asia, Europe and one country index —
USA.

« Four specialised indexes for each geographical
index: excluding alcohol, tobacco or gambling and
excluding all three.

« Flexible enough for customised indexing.
= All indexes are market capitalisation weighted.
* PriceWaterhouseCoopers did the verification.

e Allindexes are reviewed annually —and companies
must re-qualify every year.

Shareholders are no longer satisfied by short-term
performance. Instead, they are demanding sound finan-
cial returns, lasting economic growth, long-term
productivity increases and sharpened global competi-
tiveness. We are now witnessing the convergence of
economic, environmental and social-growth concerns.

In response, Dow Jones Sustainability Group Indexes
GmbH (DJSGI GmbH) launched the global Dow Jones
Sustainability Indexes (DJSGI). The indexes reflect
the combined expertise and resources of DISGI GmbH’s
partners: the vast experience of the world’s leading
global index provider, Dow Jones & Company, and the
world-renowned pioneer in corporate sustainability
assessment, SAM Sustainability Group.

The DJSGI components are selected by a systematic
corporate sustainability assessment and include only the
leading sustainability companies world-wide. The DJSGI
therefore provides a bridge between companies imple-
menting sustainability principles and investors wishing
to profit from their superior performance and favourable
risk/return profiles.

For investors, the integrity of the corporate sustain-
ability assessment and the index calculation ensures that
the DJGSI are independent, reliable and investable
sustainability indexes.

For companies, the DJGSI provides a financial
quantification of their sustainability strategy and their
management of sustainability opportunities, risks and
costs. Because “What gets measured, gets done”, they
will be motivated to increase long-term shareholder value
by integrating economic, environmental and social
factors in their business strategies.

The DJGSI will provide investors and companies with
insight into the trends and events driving global supply
and demand of sustainable products and services. This
will bring a greater appreciation of the benefits of
integrating sustainability principles in both corporate and
investment strategies.

CASE STUDY

In 1999, Bristol-Meyers Squibb Co. USA - a diversified
world-wide health and personal care company whose
principal businesses are medicine, beauty care, nutritionals
and medical devices — had the highest corporate sustain-
ability performance of 58.77 out of a maximum score
of 74. The corporate sustainability assessment criteria
used and the associated weightings for Bristol-Meyers
Squibb were specific to the Pharmaceuticals industry group.

THE CONCEPT OF SUSTAINABILITY

Our definition of sustainability includes three compo-
nents: Economy, Ecology and Society. Sustainability
is built on the fact that well-run companies incorporate
the economy, the environment and society into their long-
term business strategy. The result is increasing long-term
shareholder value.
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Figure 1 Success is not one-dimensional, focusing purely on
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the economics of business. Instead it relies on these three
concepts to positively impact the financial bottom line.
Success now has a name, Sustainability.

The evidence shows that success, most notably
financial, is distinctly related to how companies directly
and correctly manage the concepts of sustainability. Niall
Fitzgerald, chairman of Unilever, states ‘Unless we pay
attention to the sustainability of the resource base from
which we draw, we do not have a long-term business.
We will not create long-term shareholder value. What
we’re seeking to do is draw the income from our
stewardship of resources but not eat into the capital.’
Essentially companies are more than just their traditional
book value.

Social-Responsible Investing

Eco-efficientinvestment

DEVELOPMENT

Until recently the approach to measure sustainability has
been academic in nature. Some have attempted to
measure sustainability in a region (for example, the US
and the UK), but they have yet to reach for that global
index ring. We have set out to practise a pragmatic
approach to sustainability, one that will be palatable to
the financial community and in which risks are clearly
defined.

The development of sustainability has a long tradi-
tion. In the early 1970s there was a strong movement
toward what is known typically as ‘Social Responsible
Investing’ (SRI). In the 1980s investment turned to environ-
mental technology. In the early 1990s it then moved toward
what we know as ‘Eco-Efficiency’. Sustainability as a
concept is built on the practice of environmental
investing.

But Sustainability investing is fundamentally different
from either SRI or Eco-efficiency. SRI takes an already
existing universe and reduces it by applying negative filters
to the companies or countries. The filters are negative
in nature, because companies or countries are deleted
from the universe simply because of the goods they produce
or societal factors they disregard (e.g. armaments,
tobacco and discrimination by gender or race). Eco-
efficiency, on the other hand, leads to a reduction in risk
by investing in companies that fulfill Eco-efficiency
criteria, including reduction of emissions (in all media)
and environmental management systems. Eco-efficiency
is lacking in that new developments and market oppor-
tunities arising from the trend toward sustainability are
ignored. Eco-efficiency has become synonymous with
a static definition of environmental investing.

Sustainability, on the other hand, expands these
concepts by focusing on those companies which fulfill
sustainability criteria regardless of what is produced. Ergo
the scope of what a sustainable company is can be

Sustainabilitylnvestment

Investment Focus

Drivers

Criteria

Risk/Opportunities to
Traditional investment

Companies and industries are
excluded which meet certain
negative social criteria (e.g.
armaments production, activi-
ties in South Africa and
discrimination by gender or
race)

Public awareness of Social
Issues and rights.

Social criteria focused on the
elimination of components from
the investable universe.

Lower risk due to the elimina-
tion of industries with high
negative public awareness.
Higher risk due to a reduction
of the investable universe.
Lower diversification effect in
comparison to universe.
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Companies with high eco-
efficient production in almost alll
industries.

Rising costs due to tighter
environmental controls (Legal
limits, fiscal measures, resource
prices, waste disposal, etc.)

Ecological criteria focused on
the production site (corporate
environmental management
systems, audits and reporting).

One additional analytical crite-
rion, no significant reduction of
the investable universe.

Companies that profit most
from the sustainability trends in
almost all industries.

Business opportunities arising
from political, social, environ-
mental, technological and
economic trends.

Multifactor-criteria (Social,
Ecological, Environmental,
technological and economic
trends).



broadened to include long-term strategic factors. In
addition, the dynamics inherent in the concept of
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BENEFIT OF SUSTAINABILITY FOR INVESTORS
Sustainability has some concrete benefits for investors.
On one hand, there is the diversification effect through
the multi-factor analysis (e.g. economic, ecological and
social). The stock selection has well-defined rules and
is clearly transparent and comprehensive.

For the investment managers, we attempt to discern
the best-run companies. One could argue that a better-
run company has a lower risk of bankruptcy. Therefore,
by investing in sustainability companies one could
conceivably lower the risk of bankruptcy in a portfolio.

For determining performance and having an investable
basis for sustainability, a benchmark is used. Prior to the
DISG, there was no inclusive benchmark in this area.
The challenge for an index provider has been in trans-
lating the concepts of sustainability, as a proxy for very
well-managed companies, into a credible, objective,
liquid, transparent and quantifiable index to measure
sustainability performance.

Unlike eco-funds in the 1980s which invested in eco-
efficient technology (e.g. filters etc.) sustainability
investing has superior performance and favourable
risk/return profiles. Indeed compared to other indexes
inits risk class, the DIJSG index clearly has a better return
given the amount of risk.

The DISG Index shows increasing interest in compa-
nies which have taken the steps to pursue corporate
sustainability. This commitment demonstrates that
these companies follow the path of enlightened and disci-
plined management practices.

Investors can be sure that they are investing in the
best of the ‘best’. Can we guarantee that if markets dive
that these companies won't dive? No — but can anyone?
What we are trying to measure are those companies which
have taken steps to soften external effects by implementing
sound business strategies based on ecology, society
and the economy.

FINAL COMMENTS

It cannot be ignored that the Dow Jones Sustainability
Group Index is unique in its class. This is the world’s
first global sustainability index which is liquid, trans-
parent, objective and credible. The development of
the DISG Index goes hand in hand with the development
of sustainability in the financial markets.
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