
How Impact Investing 
Can Help Address 
ESG Skepticism

Hari Balkrishna
Portfolio Manager,  
Global Impact  
Equity Strategy

 — Greenwashing, performance issues, and the polarization and politicization of 
environmental, social, and governance have caused fractures in the industry.  
Our belief is that impact investing can help solve for some of those concerns.

 — By nature, impact investing applies a high bar of qualification and therefore 
reduces the risk of greenwashing in our view. We also believe that impact 
investments offer better business models and, therefore, better long‑term 
prospects.

 — The opportunity to own businesses that can create a positive environmental or 
social impact is greater than ever before in public equity markets.
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W hile the last decade has seen 
an intensifying focus on 

environmental, social, and governance 
(ESG) policymaking and implementation, 
the past two years have exposed some 
ESG fractures in the industry. We have seen 
challenges arise to the shared objective of 
improving ESG standards—in corporate 
behavior, security research, and reporting 
dimensions. While not an exclusive 
solution, we believe impact investing can 
help solve for some of those concerns.

Addressing the Problem  
of Greenwashing

One of the primary negatives that has 
sparked debate and controversy is the 
issue of greenwashing—misstating or 

overstating ESG principles or outcomes. 
It is clear there have been corporations 
and asset managers that have failed to 
apply proper controls in their processes 
related to ESG investing. Some financial 
providers have spuriously labeled their 
products as ESG without measuring up 
to their sustainable credentials. Within 
this debate, however, we should not lose 
sight of the critical objectives of clear and 
material ESG policymaking. Understanding 
ESG factors within a portfolio is an 
extension of good research and broadens 
risk management to include very real ESG 
risks that will influence financial returns 
in the future. This represents progress 
and a formalization of the reality that 
corporate governance and business risk 
management have always mattered to 
financial returns.

Using measurement and engagement 
to tackle ESG fractures head‑on.

Understanding 
ESG factors 

within a portfolio 
is an extension 
of good research 
and broadens risk 
management....
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Clearly, there have been concerns over 
greenwashing, however, as ESG labels 
have been broadly applied in an era of 
mass adoption. In response, regulation 
is being tightened and the clarification of 
standards and evidence of application will 
be a considerable influence on the ESG 
processes, as well as ESG labeling going 
forward. We expect disclosure standards 
to deepen and regulatory frameworks to 
evolve, with a forward‑looking perspective 
on ESG implementation from all 
stakeholders.

Polarization, ESG Fractures, and 
Performance Headwinds

As ESG has found its way into the political 
forum, we have seen a polarization of 
perspectives evolve, particularly in the U.S., 
as we are in the presidential election cycle. 
This has dovetailed with notable concerns 
about the financial return impact of ESG 
investing in some quarters, specifically 
whether investing with an ESG focus can 
truly bring better financial outcomes. 
This was brought into sharp focus when 
Russia invaded Ukraine, sending energy 
and commodity stocks higher and creating 
a period of material underperformance 
for many commodity‑light ESG‑oriented 
investment approaches.

The outbreak of war has presented 
new frictions on economic and societal 
dimensions, with energy security 
replacing energy transition as the focus 
for governments in the short term. This 
undoubtedly has caused some investors 
to reassess their capital deployment 
strategy. The key question is whether this 
is temporary or permanent. 

Impact Investing—Measurement 
and Accountability

When considering whether impact 
investing can be a useful tool to address 
the tensions above, it is important to 

distinguish between the roles of ESG 
integration and impact investing. At  
T. Rowe Price, ESG integration involves 
the incorporation of ESG factors into 
consideration as part of our wider 
investment analysis in dentifying 
investment opportunities and managing 
investment risk.* It is not exclusionary, 
but inclusionary, and requires qualitative 
and quantitative insights to execute 
successfully.

Similarly, our definition of impact 
investing is explicit in nature. Impact 
investing is the intention to generate 
positive environmental or social impact, 
alongside a financial return. It is focused 
on finding companies that we believe 
can compound both positive impact and 
financial returns in the future. It excludes 
companies that do harm, as well as those 
that have no material positive impact on 
the environment or society. Importantly, by 
nature, impact investing applies a high bar 
of qualification and disclosure with respect 
to impact candidacy and therefore reduces 
the risk of greenwashing in our view. 
Impact investing also offers a direct way 
to influence and address the challenges of 
measurement as impact investors typically 
go even deeper by adding measurability 
and engagement.

Impact Investing and  
ESG Fractures

Impact investors measure outcomes 
and progress through impact‑oriented 
key performance indicators, alongside 
financial targets. These are recorded, 
documented, and measured for progress 
over time, providing a clear impact and 
financial return thesis that aims to improve 
the clarity and reporting of the investment 
case within the dual mandate. That 
contrasts with ESG integration, which 
is part of the security analysis process, 
helping evaluate the E, S, and G risks of a 
company’s operations. Put simply, impact 
investing focuses on the external effects 

Impact 
investing is 

the explicit intention 
to generate positive 
environmental  
or social impact, 
alongside a financial 
return.

*For certain types of investments, including, but not limited to, cash, currency positions, and 
particular types of derivatives, an ESG analysis may not be relevant or possible due to a lack of 
data. Where ESG considerations are integrated into the investment research process, we may 
conclude that other attributes of an investment outweigh ESG considerations when making 
investment decisions.
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of one company’s business activities on 
societal and environmental issues. ESG 
focuses predominantly on the company’s 
internal operations.

As investors assess their ESG policymaking 
and implementation in light of the 
frictions within the sector, we believe 
impact investing will play a material role 
in furthering analytical and reporting 
standards within the industry and, 
ultimately, helping to improve investor 
confidence that their capital is invested 
as intended.

From a financial return perspective, we 
also have conviction in the business 
models and compound growth 
prospects of the stocks we own. Given 
the importance of evidencing impact 
processes, there are times when 
questions may arise about whether 
impact investing involves a sacrifice of 
potential returns. In direct response, we 
target companies that we believe are 
growing and compounding financial 
returns alongside and, often, because of 
the impact case and associated demand 
for the respective products and services 
provided. Sustainability and growth of 
financial returns, quality businesses, and 
industry growth are all strong foundations 
from which to facilitate impact as a style of 
investing in aiming to deliver competitive 
returns. 

We Remain Excited by the 
Opportunities Available to 
Impact Investors

The pressures and fractures that have 
evolved are clearly testing the resolve 
of investors and the ESG community 
alike. But impact investing’s ability 
to demonstrate clear alignment, 
measurement, and engagement helps to 
address some of those concerns. Impact 
investing’s ability to align investments and 
measure against social and environmental 
outcomes is tangible and a clear 
differentiator.

Importantly, we believe the opportunity to 
own businesses that can create a positive 
environmental or social impact is greater 
than ever before in public equity markets. 
We are seeing companies increasingly 
shift investment to address environmental 
and societal pressure points. Pursuing 
companies prioritizing societal and 
environmental change creates a real 
opportunity to select stocks that will 
convey a positive impact profile and, with 
it, the added return potential that this can 
bring. Finding the winners that are leading 
the charge and putting capital behind 
those accelerating the move toward 
positive outcomes will be key.

Impact 
investing’s 

ability to align 
investments  
and measure 
against social and 
environmental 
outcomes is 
tangible and a clear 
differentiator.
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Important Information
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 
written 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.
Australia—Issued by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 28, Governor Phillip Tower, 1 Farrer Place, Sydney 
NSW 2000, Australia. For Wholesale Clients only.
Brunei—This material can only be delivered to certain specific institutional investors for informational purpose only. Any strategy and/or any products 
associated with the strategy discussed herein has not been authorised for distribution in Brunei. No distribution of this material to any member of the 
public in Brunei is permitted.
Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to 
Accredited Investors as defined under National Instrument 45‑106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates 
to provide investment management services.
DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd which is regulated by the Dubai Financial Services Authority 
as a Representative Office. 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 authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional 
Clients only.
Hong Kong—Issued in Hong Kong 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.
Indonesia—This material is intended to be used only by the designated recipient to whom T. Rowe Price delivered; it is for institutional use only. Under 
no circumstances should the material, in whole or in part, be copied, redistributed or shared, in any medium, without prior written consent from  
T. Rowe Price. No distribution of this material to members of the public in any jurisdiction is permitted.
Korea—This material is intended only to Qualified Professional Investors. Not for further distribution.
Mainland China—This material is provided to qualified investors only. No invitation to offer, or offer for, or sale of, the shares will be made in the 
mainland of the People’s Republic of China (“Mainland China”, not including the Hong Kong or Macau Special Administrative Regions or Taiwan) or 
by any means that would be deemed public under the laws of the Mainland China. The information relating to the strategy contained in this material 
has not been submitted to or approved by the China Securities Regulatory Commission or any other relevant governmental authority in the Mainland 
China. The strategy and/or any product associated with the strategy may only be offered or sold to investors in the Mainland China that are expressly 
authorized under the laws and regulations of the Mainland China to buy and sell securities denominated in a currency other than the Renminbi (or 
RMB), which is the official currency of the Mainland China. Potential investors who are resident in the Mainland China are responsible for obtaining the 
required approvals from all relevant government authorities in the Mainland China, including, but not limited to, the State Administration of Foreign 
Exchange, before purchasing the shares. This document further does not constitute any securities or investment advice to citizens of the Mainland 
China, or nationals with permanent residence in the Mainland China, or to any corporation, partnership, or other entity incorporated or established in 
the Mainland China. 
Malaysia—This material can only be delivered to specific institutional investor. This material is solely for institutional use and for informational 
purposes only. This material does not provide investment advice or an offering to make, or an inducement or attempted inducement of any person 
to enter into or to offer to enter into, an agreement for or with a view to acquiring, disposing of, subscribing for or underwriting securities. Nothing in 
this material shall be considered a making available of, solicitation to buy, an offering for subscription or purchase or an invitation to subscribe for or 
purchase any securities, or any other product or service, to any person in any jurisdiction where such offer, solicitation, purchase or sale would be 
unlawful under the laws of Malaysia.
New Zealand—Issued by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 28, Governor Phillip Tower, 1 Farrer Place, 
Sydney NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or delivered 
in New Zealand, nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other than in 
circumstances where there is no contravention of the Financial Markets Conduct Act 2013.
Philippines—ANY STRATEGY AND/ OR ANY SECURITIES ASSOCIATED WITH THE STRATEGY BEING DISCUSSED HEREIN HAVE NOT BEEN 
REGISTERED WITH THE SECURITIES AND EXCHANGE COMMISSION UNDER THE SECURITIES REGULATION CODE. ANY FUTURE OFFER OR SALE 
OF THE STRATEGY AND/ OR ANY SECURITIES IS SUBJECT TO REGISTRATION REQUIREMENTS UNDER THE CODE, UNLESS SUCH OFFER OR SALE 
QUALIFIES AS AN EXEMPT TRANSACTION.
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T. Rowe Price identifies and actively invests in opportunities to help people thrive in an 
evolving world, bringing our dynamic perspective and meaningful partnership to clients 
so they can feel more confident.



Important Information (cont.)
Singapore—Issued by T. Rowe Price Singapore Private Ltd. (UEN: 201021137E), 501 Orchard Rd, #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.
South Africa—Issued in South Africa by T. Rowe Price International Ltd (TRPIL), 60 Queen Victoria Street, London, EC4N 4TZ, is an authorised financial 
services provider under the Financial Advisory and Intermediary Services Act, 2002 (Financial Services Provider (FSP) Licence Number 31935), 
authorised to provide “intermediary services” to South African Investors. TRPIL’s Complaint Handling Procedures are available to clients upon request. 
The Financial Advisory and Intermediary Services Act Ombud in South Africa deals with complaints from clients against FSPs in relation to the specific 
services rendered by FSPs. The contact details are noted below: Telephone: +27 12 762 5000, Web: www.faisombud.co.za, Email: info@faisombud.
co.za
Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors 
only.
Taiwan—This does not provide investment advice or recommendations. Nothing in this material shall be considered a solicitation to buy, or an offer to 
sell, a security, or any other product or service, to any person in the Republic of China.
Thailand—This material has not been and will not be filed with or approved by the Securities Exchange Commission of Thailand or any other regulatory 
authority in Thailand. The material is provided solely to “institutional investors” as defined under relevant Thai laws and regulations. No distribution of 
this material to any member of the public in Thailand is permitted. Nothing in this material shall be considered a provision of service, or a solicitation 
to buy, or an offer to sell, a security, or any other product or service, to any person where such provision, offer, solicitation, purchase or sale would be 
unlawful under relevant Thai laws and regulations.
UK—This material is issued and approved by T. Rowe Price International Ltd, 60 Queen Victoria Street, London, EC4N 4TZ which is authorised and 
regulated by the UK Financial Conduct Authority. For Professional Clients only.
USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and 
Exchange Commission. For Institutional Investors only.
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