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Three forces have put Europe in the 
vanguard of environmental, social, 
and governance (ESG) innovation: 

Long‑standing investor interest in ESG 
opportunities, an advanced regulatory 
regime, and growing consumer 
and societal demand for socially 
responsible investments.

Investor Demand Around ESG Has 
Propelled Asset Growth

European investors have been the 
primary investors in ESG funds for more 
than a decade. In the past three years, 
virtually all net investment flows in the 
region have been into ESG‑labeled 
funds. These assets now exceed 
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Europe Has Long Been an ESG Global Leader, Driven by Investors
(Fig. 1) ESG net flows (USD billions)*
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USD 4 trillion (see Fig. 1), or more than a 
third of total funds invested.

This is partly because major institutions 
and smaller investors in the Nordics 
and countries such as France and 
the Netherlands embraced ESG 
considerations in asset allocation 
decisions more quickly and with greater 
enthusiasm than other regions.

Regulation a Key Driver of 
ESG Opportunities

The second big force has been 
regulation, which has been a 
pivotal driver of ESG principles and 
practices. Europe is a superpower in 
this area. Previous efforts were more 
piecemeal and were reliant on national 
governments. In the last couple of 
years, the European Union (EU) has 
become more influential, intentionally 
using regulation to redirect capital 
flows and accelerate a transition to a 
carbon‑neutral, green, competitive, and 
socially inclusive economy.

A recent example of this legal effort is 
the Sustainable Finance Disclosure 
Regulation (or SFDR as commonly 
used). This sets very significant 
disclosure requirements for asset 
managers, who will have to report 
environmental and social data on 
their aggregated assets, including an 
assessment of annual improvements.

The European Commission’s (EC) aim is 
to create a carbon‑neutral continent by 
2050, recently adopting measures that 
represent a more comprehensive policy 
response than those typically seen in 
the past.

To help finance the transition and 
support an economic recovery from 
the coronavirus crisis, the EC launched 
the “Fit for 55” agenda, which came 
into law this year, targeting a 55% cut in 
emissions by 2030 compared with 1990 
levels. It also set aside EUR 800 billion 
under its “NextGenerationEU” budget. 

It updated these plans in the 
REPowerEU program launched in May, 
which aims to end the EU’s dependence 
on Russian fossil fuels and accelerate 
the rollout of renewable energy to 
replace fossil fuels in homes, industry 
and power generation.1

Society Demands Change

The last force is society. People are 
demanding radical change and 
embracing the adoption of more 
sustainable economic practices and 
goals to prevent catastrophic, lasting 
damage to the planet and its climate 
from human activity. Admittedly, this is 
true not only in Europe but elsewhere. 
For many consumer‑facing companies, 
it is no longer credible to have a 
sustainability strategy and not to be 
vocal around issues relating to the 
environment, equitable treatment and 
macropolitical concerns.

This trend is clear in Europe’s largest 
economy, Germany, which is now led 
by a coalition government that includes 
the Green Party. The party effectively 
secured all of its main demands in 
the negotiations to build the coalition, 
which has never been done before in 
the country. Demands for the adoption 
of more sustainable economic goals 
are consequently now being reflected 
in a range of government policies.

Companies Have to Evolve

European corporates have not been 
immune to these pressures for 
change—they have had to evolve as 
countries began legislating for greener 
businesses, economies and societies. 

While businesses have usually 
associated regulation with something 
negative, we would say that in the 
case of ESG the opposite is true: 
Regulation has been a positive factor 
for European companies.

Making 
Europe the first 
climate‑neutral 
continent is 
our goal.
— “Fit for 55” policy document, 
European Union, July 2021

1 Source: European Commission: REPowerEU: A plan to rapidly reduce dependence on Russian fossil fuels and fast‑forward the green transition.
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Siemens: Transformation Into a 
Digital Giant

Siemens, one of Europe’s largest 
industrial companies, with a market cap 
of USD 150 billion, is a notable example 
of how companies have changed. 
The process for Siemens had already 
begun by 2003, when the company 
was one of the early signatories of 
the United Nations Global Compact, 
a nonbinding pact to encourage 
companies to adopt sustainable and 
socially responsible policies. In 2015, it 
was one of the first industrial companies 
to commit to net zero for its own 
operations by 2030.2

Siemens has morphed from an 
old‑fashioned manufacturer and supplier 
of equipment, with a heavy reliance on 
dirty industries and processes, into the 
world’s No. 1 automation and industrial 
software company. We calculate that it 
now generates over 60% of its revenue 
from sustainable sources.

As a result of these forces, European 
companies are now the leaders 
in adopting ESG criteria into their 
operations. We see this displayed in 
hard data as well.

ESG Risks and Opportunities

We use a proprietary Responsible 
Investing Indicator Model (RIIM) 
to assess the ESG profile and 
performance of more than 
15,000 companies around the world. 
The model uses over 200 data points 
from a range of providers and spans 
22 categories.

Within RIIM, European companies 
score better than peers in other 
regions across all 11 MSCI sectors.3 
Europe also outscores the rest of 
the world on each of the three ESG 
pillars. And when leading equity 
benchmarks are compared, Europe 
also has a higher percentage of 
companies achieving our best rating—
green—than the U.S., Australia and 
emerging markets.

Identifying an ESG Edge

Symrise, a German ingredients 
business, is an example of a company 
that has established a long‑lasting 
competitive advantage by setting up 
sustainable and secure supply chains, 
so called backward integration.

Europe’s Companies Have the Most Attractive ESG Profile
(Fig. 2) European corporates have established global leadership in adopting ESG 
criteria into their operations
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Source: T. Rowe Price Responsible Investing Indicator Model. Data compare scores for companies within 
MSCI All Countries World Index. Data are RIIM data for leading benchmarks: MSCI Europe, S&P 500, 
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2 Net zero means achieving a balance between the greenhouse gases put into the atmosphere and those taken out. This state is also referred to as 
carbon neutral.

3 Source: T. Rowe Price Responsible Investing Indicator Model, data as December 31, 2021.
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Many companies have moved to 
improve the security of their supply 
chains since the coronavirus 
pandemic and because of trade 
wars. Symrise, however, started the 
process of backward integration long 
before it was considered important, 
when factors such as extreme weather 
and sociopolitical unrest in some of 
the regions where it operates affected 
the price and availability of natural 
raw ingredients. It found that being 
closer to suppliers and helping them 
succeed in their affairs ensured a more 
sustainable business.

For example, vanilla is a key ingredient 
in some of the essences and flavors 
that Symrise makes, and 80% is 
produced in one area of Madagascar. 
Symrise has had its own operations 
there since 2006, working directly 
with local farmers and communities 
and subsidizing education and health 
care. Consequently, after a cyclone 
ravaged vanilla tree plantations in 2017 
and pushed up prices, Symrise was 
one of the very few companies in the 
industry that still had access to this 
key ingredient.

We find that companies that are ESG 
leaders are often leaders in more than 
one area, and that is because they 
are usually led by forward‑thinking 
management teams. A case in point: 
Symrise was not only forward‑thinking 
in ensuring the backward integration 
of its supply chain but also in spotting 
a new opportunity presented by being 
innovative in pet food ahead of the 
market. So it started diversifying into 
that area, which is now one of its 
growth engines.

Ashtead: Rental Penetration

Ashtead, an equipment rental company, 
is another company that illustrates why 
ESG matters. The rise of ESG concerns 
has led companies in many industries to 
think of ways to reduce their emissions 
of carbon dioxide.

Renting rather than buying agricultural, 
cleaning and construction equipment is 
an effective way to do that. Ashtead also 
performs predictive maintenance and 
repair of tools before they break, thereby 
improving the utilization of assets and 
extending their lifetimes.

In the case of Ashtead, ESG matters 
because it has prompted the company 
to increase its addressable market and 
to go beyond traditional infrastructure 
and construction activities.

Rockwool: Growth Opportunities

In addition, there are companies and 
industries that will benefit from the 
EU’s “Green Deal,” which aims to make 
the bloc’s building stock much more 
energy efficient. Currently, buildings 
account for about 36% of greenhouse 
gas emissions and 40% of energy 
consumption in the EU, and about 75% 
of them are not energy‑efficient.

We think Rockwool International, a 
Danish insulation materials company, 
is a likely beneficiary of this wave of 
development. The company earns 
about 50% of its revenue from building 
renovation, with about 70% generated 
in Europe. Rockwool, which historically 
has grown about 5% per year over 20 
years, is well positioned to add several 
hundred basis points of annualized 
topline growth in the years ahead.

ESG Embedded Across 
Investment Process

Our investment‑driven engagement 
program frequently identifies 
targets through our proprietary RIIM 
analysis, governance screening, and 
the fundamental research of our 
global analyst platform. We base our 
investment process on four pillars: 

	■ Quality
	■ Change
	■ Insight
	■ Valuation

...ESG leaders are 
often leaders in 
more than one 
area...they are 
usually led by 
forward‑thinking 
management 
teams.
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We start with an assessment of the 
quality of a company’s underlying 
business (quality). We also examine how 
well placed a company is for change 
that it expects to occur in the industry 
(change). The answers that emerge 
from this analysis lead to a decision on 
whether we could potentially buy the 
company’s stock.

However, that does not mean that the 
fund must then buy it. For that decision, 
we rely on the other two pillars of the 
process. Do we have a non‑consensus 
view of the company and know 
something that is not widely appreciated 
(insight)? Last, we look at the valuation 
of the company (valuation).

ESG considerations are integrated into 
every stage of the process—they are 
not a separate fifth pillar. For example, 
the ESG practices of a company can 
be used as a competitive edge, which 
enhances the quality of the business. 
In the case of Symrise, it would now 
be very difficult for the company’s 
competitors to replicate the changes 
it began to implement 20 years ago. 
We have also found that sustainable 
business practices tend to increase 
the terminal value of a business. And 
a higher terminal value means a lower 
cost of capital or a higher multiple on 
the stock.

Exploration, Fundamentals 
and Valuation

In addition to the four‑pillar process, 
the team employs another method 
for assessing stocks with a big ESG 
component—because not everything that 
shines “green” turns out to be an ESG 
winner. We must determine whether 
a company is greenwashing, that is, 
claiming a big boost from ESG practices 
it does not actually perform.

Figure 4 illustrates three questions 
that we ask when we think ESG 
considerations are an important 
part of the investment case in the 
selection process.

The first question, represented on 
the x‑axis of the chart, is: Who knows 
about it? Is it an ESG darling because 
everyone knows about its ESG attributes, 
or is it a hidden gem?

The second question is: Does it matter 
to the fundamental model? Do the 
ESG benefits have a real impact on the 
financial model, or are they just part of 
a nice narrative that is unlikely to have a 
material impact in the years ahead? This 
is represented by the bubble. A large 
bubble indicates that the impact on the 
business is likely to be sizable, while a 
small one indicates that the effect will 
probably be negligible.

Identify Best Ideas
(Fig. 3) ESG considerations are embedded at all stages of investment process
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The third question is represented on the 
y‑axis: What is the current valuation? 
A consensus ESG stock is likely to be 
accompanied by a high valuation, while 
an undiscovered, potential long‑term 
winner will probably have a low valuation.

Strong ESG Profile

The Responsible European Select Equity 
Fund is a Responsible SICAV fund, 
which promotes ESG characteristics 
by applying exclusion screens. More 
importantly, our investment approach 
helps us to create a portfolio with a 
strong ESG profile.

All except one of the portfolio’s 
current holdings are rated green—the 
top compliance score—by our RIIM 
analysis, (which is designed as a tool 
for ESG integration). We estimate that 
well over 50% of revenues are derived 
from sustainable sources. The fund’s 

carbon footprint, based on scope 1 and 
2 emissions, is judged to be 85% less 
than the benchmark.

The fund is rated by third‑party providers 
as having best‑in‑class ESG integration. 
MSCI has awarded the fund the highest 
ESG rating, AAA, and Morningstar has 
bestowed a sustainability rating of 4 out 
of 5 globes.

A Positive Decade Ahead

Europe is a pioneer in ESG and 
sustainability efforts, which are only now 
becoming more salient in the U.S. and 
the Asia Pacific region. Companies have 
had to respond to investors, regulations 
and society over the last years, and as 
a result, the Old Continent is becoming 
a New World that is producing many 
ESG leaders. This reinforces my positive 
thinking about European equities over 
the next decade.

Past performance is not a reliable indicator of future performance.

Foundations of ESG Investing: Exploration, Fundamentals 
and Valuation
(Fig. 4) Specific considerations for ESG stock picking
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Objective

To increase the value of its shares, over the long term, through growth in the value of its investments.

Investment Policy

The fund is actively managed and invests mainly in a high‑conviction portfolio of shares of European companies. Although 
the fund does not have sustainable investment as an objective, the promotion of environmental and social characteristics is 
achieved through the investment manager’s avoidance of sectors or companies, whose activities may be considered harmful 
to the environment and/or society, through the application of its proprietary socially responsible screen (exclusion list). As a 
consequence, specific companies whose business activities involve controversial weapons (cluster munitions; anti‑personnel 
mines; incendiary, chemical, biological, and nuclear weapons), tobacco production, coal production, assault‑style weapons for 
civilian use, adult entertainment, direct gambling operations, and certain conduct‑based criteria are excluded. The fund may use 
derivatives for hedging and efficient portfolio management. For full investment objective and policy details, refer to the prospectus. 
The manager is not constrained by the fund’s benchmark.

Risks—The following risks are materially relevant to the fund (refer to the prospectus for further details):

Currency—Currency exchange rate movements could reduce investment gains or increase investment losses.

Issuer concentration—Issuer concentration risk may result in performance being more strongly affected by any business, 
industry, economic, financial, or market conditions affecting those issuers in which the fund’s assets are concentrated.

Small‑ and mid‑cap—Small and mid‑size company stock prices can be more volatile than stock prices of larger companies.

Style—Style risk may impact performance as different investment styles go into and out of favor depending on market conditions 
and investor sentiment.

Volatility—The performance of the fund has a risk of high volatility.

General Fund Risks

Equity—Equities can lose value rapidly for a variety of reasons and can remain at low prices indefinitely.

ESG and sustainability—ESG and sustainability risk may result in a material negative impact on the value of an investment and 
performance of the fund.

Geographic concentration—Geographic concentration risk may result in performance being more strongly affected by any 
social, political, economic, environmental, or market conditions affecting those countries or regions in which the fund’s assets 
are concentrated.

Hedging—Hedging measures involve costs and may work imperfectly, may not be feasible at times, or may fail completely.

Investment fund—Investing in funds involves certain risks an investor would not face if investing in markets directly.

Management—Management risk may result in potential conflicts of interest relating to the obligations of the investment manager.

Market—Market risk may subject the fund to experience losses caused by unexpected changes in a wide variety of factors.

Operational—Operational risk may cause losses as a result of incidents caused by people, systems, and/or processes.



8

Additional Disclosures

The S&P 500 is a product of S&P Dow Jones Indices LLC, a division of S&P Global, or its affiliates (“SPDJI”) and has been licensed for use by T. Rowe Price. 
Standard & Poor’s® and S&P® are registered trademarks of Standard & Poor’s Financial Services LLC, a division of S&P Global (“S&P”); Dow Jones® is 
a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). T. Rowe Price is not sponsored, endorsed, sold or promoted by SPDJI, 
Dow Jones, S&P, their respective affiliates, and none of such parties make any representation regarding the advisability of investing in such product(s) nor do 
they have any liability for any errors, omissions, or interruptions of the S&P 500.

MSCI and its affiliates and third party sources and providers (collectively, “MSCI”) makes no express or implied warranties or representations and shall have 
no liability whatsoever with respect to any MSCI data contained herein. The MSCI data may not be further redistributed or used as a basis for other indices 
or any securities or financial products. This report is not approved, reviewed, or produced by MSCI. Historical MSCI data and analysis should not be taken as 
an indication or guarantee of any future performance analysis, forecast or prediction. None of the MSCI data is intended to constitute investment advice or a 
recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such.

Important Information
The Funds are sub‑funds of the T. Rowe Price Funds SICAV, a Luxembourg investment company with variable capital which is registered with Commission de Surveillance 
du Secteur Financier and which qualifies as an undertaking for collective investment in transferable securities (“UCITS”). Full details of the objectives, investment policies 
and risks are located in the prospectus which is available with the key investor information documents in English and in an official language of the jurisdictions in which the 
Funds are registered for public sale, together with the articles of incorporation and the annual and semi‑annual reports (together “Fund Documents”). Any decision to invest 
should be made on the basis of the Fund Documents which are available free of charge from the local representative, local information/paying agent or from authorized 
distributors. They can also be found along with a summary of investor rights in English at www.troweprice.com. The Management Company reserves the right to terminate 
marketing arrangements.

Please note that the Fund typically has a risk of high volatility.

This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give advice of any nature, 
including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective investors are recommended to seek independent 
legal, financial and tax advice before making any investment decision. T. Rowe Price group of companies including T. Rowe Price Associates, Inc. and/or its affiliates receive 
revenue from T. Rowe Price investment products and services. Past performance is not a reliable indicator of future performance. The value of an investment and any 
income from it can go down as well as up. Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any jurisdiction or to 
conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’ accuracy 
or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date noted on the material and are subject to 
change without notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances should the material, in whole 
or in part, be copied or redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is provided upon 
specific request. It is not intended for distribution to retail investors in any jurisdiction.

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd. This material is communicated on behalf of T. Rowe Price International Ltd by its 
representative office which is regulated by the Dubai Financial Services Authority. For Professional Clients only.

EEA—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.à r.l. 35 Boulevard du Prince Henri L‑1724 Luxembourg 
which is authorized and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.

Hong Kong—Issued by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong Kong Limited is licensed and 
regulated by the Securities & Futures Commission. For Professional Investors only.

Singapore—Issued by T. Rowe Price Singapore Private Ltd. (UEN: 201021137E), 501 Orchard Road, #10‑02 Wheelock Place, Singapore 238880. T. Rowe Price Singapore 
Private Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only.

Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. First Independent Fund Services Ltd, 
Klausstrasse 33, CH‑8008 Zurich is Representative in Switzerland. Helvetische Bank AG, Seefeldstrasse 215, CH‑8008 Zurich is the Paying Agent in Switzerland. For 
Qualified Investors only.

UK—This material is issued and approved by T. Rowe Price International Ltd, 60 Queen Victoria Street, London, EC4N 4TZ which is authorized and regulated by the UK 
Financial Conduct Authority. For Professional Clients only.

© 2022 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/or apart, trademarks of 
T. Rowe Price Group, Inc.
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T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 


