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In a zero yield environment, invest in sustainable firms 

After nine months of volatility, global share prices are broadly 
back where they started in 2010. But with yields at or near 
historic lows (Figure 1), the risk of a deflationary scenario low, 
and interest rates likely to stay low well into 2011, the case for 
reducing cash holdings and increasing equity exposure is be-
coming increasingly compelling, in our view. In this context, we 
believe the current environment offers opportunities to build 
positions in companies that are attractively valued, have good 
growth potential and are better positioned than their peers to 
manage risks stemming from social and environmental issues. 
Our responsible investment strategy integrates an analysis of 
environmental, social and governance (ESG) issues into our 
traditional investment process, with the goal of identifying 
companies likely to outperform peers in the long term.  

 

Why ESG factors are becoming increasingly important 

In a rapidly changing business world, the way companies man-
age environmental, social and corporate governance (ESG) 
issues is likely to become increasingly relevant to their future 
competitiveness. Business practices and their impact on soci-
ety are also increasingly being monitored by the public, a proc-
ess which has accelerated due to unprecedented levels of 
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Highlights 

 The ability for companies to manage  
environmental, social and corporate  
governance (ESG) issues is likely to 
become increasingly vital to their long-term 
competitiveness, financial performance and 
long-term sustainable growth potential at 
a lower business risk. 

 Equity valuations are attractive against 
bonds, with bond yields at or near historic 
lows. This leaves an asymmetric risk to the 
upside for equities, in our view. 

 We recommend that investors profit from 
the attractive valuation environment of  
equities and build up exposure in compa-
nies that have an AAA- sustainability rating 
and are attractively priced. 

  
 

Top investment ideas 

Vodafone (BUY) 
Vodafone has a well-rounded ESG strategy and is a leader 
in its sector. Moreover, the firm offers an attractive divi-
dend yield of 5.4%.  

BASF (BUY) 
A global leader in the chemicals industry, BASF has an 
AAA sustainability rating and continues to secure new 
emerging market revenue streams. Dividend yield amounts 
to 4.4%.  

SWISS RE (BUY) 
Leader in the reinsurance sector based on research and 
policy engagement risk; dividend yield of 4.1%; AAA sus-
tainability rating. 

Figure 1 
Bond yields are at or near historical lows  
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corporate transparency, as well as by the proliferation of web-
enabled participatory media such as Twitter, YouTube, Face-
book, etc. Given this changing business context, we believe 
that companies that pay attention to ESG issues can differen-
tiate themselves from competitors by better managing risks, 
but also by capitalizing on opportunities arising from the 
changing business context. 

 

How can ESG factors affect business strategy?  

Some examples of how paying attention to ESG factors can 
affect business strategy and profitability may include the fol-
lowing:  

 
 Protecting brand equity or reputation: Firms with responsi-

ble ESG practices are likely to be better positioned relative 
to peers to operate in an environment of tightening na-
tional, regional and global regulatory requirements for non-
traditional business and investment risks. In other words, 
firms that treat workers poorly, create products that harm 
consumers, or neglect the environment through their busi-
ness practices are more likely to eventually face lawsuits or 
a backlash from consumers or regulators. 

 Reducing capital costs: Constant failure to address the 
concerns and expectations of stakeholders could ultimately 
reduce investors’ confidence in the firm’s stock, impacting 
the cost of financing (weighted average cost of capital) and 
thus the company’s profit-making opportunities. 

 New revenue through new products/services: This in-
cludes technologies, such as electric cars, solar panels, 
wind energy, energy efficient light bulbs, etc.  

 First-mover advantage: Anticipating changes in the regula-
tory and business environment ahead of competitors. 

 Good stakeholder relationships: Securing, retaining and 
enhancing a “social license to do business” – particularly in 
emerging markets. 

 Attracting, retaining and motivating top talent: ESG per-
formance makes firms more attractive to job seekers and 
generally tends to improve the motivation of existing em-
ployees by developing a healthy corporate culture.  

 Better operational efficiency: Reducing operating expendi-
tures through energy efficiency and waste minimization. 

 

Can ESG factors translate into equity outperformance? 

The competitive advantages mentioned above also typically 
allow businesses to achieve improved profitability relative to 
their peers. The performance of our Credit Suisse Social 
Awareness Index supports this tendency of companies with 
good ESG ratings to outperform their peers (Figure 2). For 
more detailed information, please refer to our primer on re-
sponsible investments, titled “Responsible Investment: A sys-
temic approach to investing in market leading companies,” 
which we published in February 2010. 
 

Our Responsible Investing Screening Approach 

The premise of our Responsible Investment strategy is that, 
over time, the interests of shareholders will be best served by 
companies that maximize their financial performance by strate-
gically managing their economic, social, environmental and 
ethical performance. To this end, our screening approach 
(Figure 3) relies on both an analysis of extra-financial or ESG 
factors as well as traditional financial parameters.  
 
The methodology of our screening approach 

The approach can be summarized into four steps:  
 

1) Highest possible ESG rating (i.e. AAA) 
2) BUY rating 
3) Attractive dividend yield 
4) Undemanding valuation relative to sector based on 

forward price-to-earnings and price-to-book multiples 
 
The first step of our screening approach focuses on the 

highest possible rating on ESG factors according to risk met-
rics (i.e. AAA). This rating process relies on a positive screen 
of over 120 ESG factors that are likely to impact the future 
competitiveness, profitability, and share price performance of a 

Figure 2 
Credit Suisse Social Awareness Index outperforms 
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Figure 3 
Responsible Investment process 

Source: Credit Suisse 
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company. For instance, we look at issues, such as: how well 
companies manage the risks associated with and opportunities 
arising from climate change; how well they attract, retain and 
motivate their employees; the quality of their relationships with 
key stakeholders, such as non-governmental organizations, 
governments and consumers; and how carefully companies 
manage their brands and reputations. An AAA rating is as-
signed to a company with minimal, well-identified environ-
mental/social risks and liabilities, and a strong ability to meet 
any losses that could materialize.  

Our second screening step is to select only BUY-rated 
stocks, based on our Private Banking analysts’ recommenda-
tions. Our third step focuses on identifying companies with 
positive dividend yields, which is especially attractive when the 
dividend yields alone often exceed the currently low bond 
yields (Figure 1). And in a fourth and final step, to further re-
fine the screen, we select companies that are currently trading 
at attractive forward price-to-earnings and price-to-book valua-
tion levels relative to their sector peers. The results of our 
screening approach can be seen in Table 1. 

 
 

Conclusion 

Looking ahead, we believe the ability for companies to man-
age environmental and social issues is likely to become in-
creasingly vital to their long-term competitiveness and financial 
performance – and perhaps even to their survival. In this con-
text, we believe sustainability is likely to become one of the 
most critical drivers of business over the next decade as com-
panies realize that their survival hinges on how well they re-
spond to ESG issues. And, especially in an environment in 
which bond yields are at or close to historical lows, investing in 
stocks with long-term, sustainable growth potential is likely to 
become increasingly attractive. In this context, we believe our 
Responsible Investment strategy is a way to identify attractively 
valued companies with good management and a long-term 
strategy for success. 
 

Table 1: Top 20 results of the Responsible Investment stock screen 

Company Ticker Sector Country Curr. Rating Sustain 
rating 

Market cap 
(bn USD)

Div. yield 
FY 1 (%) 

P/E FY1 P/B 
FY0

Target
upside (%)

IBERDROLA IBE SM Utilities Spain EUR BUY AAA 43.26 5.7 11.2 1.17 13.84

VODAFONE VOD LN Telecom UK GBP BUY AAA 136 5.4 10.33 0.94 13.51

LAFARGE S.A. LG FP Materials France EUR BUY AAA 16.2 5.0 12.32 0.78 9.66

LEND LEASE 
CORP. 

LLC AU Financials Australia AUD BUY AAA 4.22 4.5 12.21 1.28 24.01

SWISS RE RUKN VX Financials Switzerland CHF BUY AAA 17.69 4.4 9.52 0.69 24.24

BASF BAS GR Materials Germany EUR BUY AAA 62.04 4.1 11.03 2.55 7.26

NTT DOCOMO 9437 JP Telecom Japan JPY BUY AAA 68.88 3.9 11.28 1.21 18.08

ERICSSON ERICB SS IT Sweden SEK BUY AAA 34.39 2.9 13.88 1.64 32.13

DANONE BN FP Consumer France EUR BUY AAA 37.16 2.9 16.1 2.04 15.02

ENCANA ECA CN Energy Canada CAD BUY AAA 22.35 2.6 24.88 1.35 55.54

WPP WPP LN Consumer Discre. UK GBP BUY AAA 13.91 2.4 12.7 1.48 9.79

BAXTER INT. BAX US Health Care USA USD BUY AAA 28.83 2.3 12.54 4.01 9.42

SAB MILLER SAB LN Consumer Staples UK GBP BUY AAA 51.15 2.3 18.02 2.57 7.84

EAST JAPAN RAIL 9020 JP Industrials Japan JPY BUY AAA 24.46 2.2 12.46 1.11 48.22

AEON 8267 JP Consumer Staples Japan JPY BUY AAA 9.08 1.8 24.78 0.88 13.29

HONDA MOTOR 7267 JP Consumer Discre. Japan JPY BUY AAA 64 1.8 10.48 1.21 19.45

BMW BMW GR Consumer Discre. Germany EUR BUY AAA 45.79 1.7 13.07 1.65 19.52

SAP SAP GR IT Germany EUR BUY AAA 61.74 1.5 16.64 5.23 7.3

ASML ASML NA IT Netherland EUR BUY AAA 13.34 1.2 10.54 5.4 35.81

PANASONIC 6752 JP Consumer Discre. Japan JPY BUY AAA 29.75 1.1 26.48 0.92 53.06

Source: Bloomberg, HOLT, Credit Suisse 
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CFO Cash from operations EV Enterprise value P/E Price-earnings ratio 
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EBITDA Earnings before interest, taxes, depreciation and amortization IBD Interest-bearing debt ROIC Return on invested capital 
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Equity rating allocation as of 13/10/2010 
 Overall Investment banking interests only

BUY 46.26% 47.06%
HOLD 49.19% 48.62%
SELL 2.64% 2.25%
RESTRICTED 1.91% 2.08%
 
Relative stock performance 
At the stock level, the selection takes into account the relative attractiveness of 
individual shares versus the sector, market position, growth prospects, balance-sheet 
structure and valuation. The sector and country recommendations are “overweight,” 
“neutral”, and “underweight” and are assigned according to relative performance 
against the respective regional and global benchmark indices.  
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Absolute stock performance 
The stock recommendations are BUY, HOLD and SELL and are dependent on the 
expected absolute performance of the individual stocks, generally on a 6-12 months 
horizon based on the following criteria: 
 
BUY: 10% or greater increase in absolute share price 
HOLD: variation between -10% and +10% in absolute share price 
SELL: 10% or more decrease in absolute share price 
RESTRICTED: In certain circumstances, internal and external regulations ex-

clude certain types of communications, including e.g. an invest-
ment recommendation during the course of Credit Suisse en-
gagement in an investment banking transaction. 

TERMINATED: Research coverage has been concluded. 
 
Absolute bond recommendations 
The bond recommendations are based fundamentally on forecasts for total returns 
versus the respective benchmark on a 3–6 month horizon and are defined as follows: 
 
BUY: Expectation that the bond issue will outperform its specified 

benchmark 
HOLD: Expectation that the bond issue will perform in line with the 

specified benchmark 
SELL: Expectation that the bond issue will underperform its specified 

benchmark 
RESTRICTED: In certain circumstances, internal and external regulations ex-

clude certain types of communications, including e.g. an invest-
ment recommendation during the course of Credit Suisse en-
gagement in an investment banking transaction. 
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by outside data vendors are subject to quality control and may also be adjusted to 
more closely measure the underlying economics of firm performance. These adjust-
ments provide consistency when analyzing a single company across time, or analyz-
ing multiple companies across industries or national borders. The default scenario 
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ogy does not assign a price target to a security. The default scenario that is produced 
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not necessarily limited to: political risks; economic risks; credit risks; currency risks; 
and market risks. In jurisdictions where Credit Suisse is not already registered or 
licensed to trade in securities, transactions will only be effected in accordance with 
applicable securities legislation, which will vary from jurisdiction to jurisdiction and 
may require that the trade be made in accordance with applicable exemptions from 
registration or licensing requirements. Before entering into any transaction, investors 
should consider the suitability of the transaction to individual circumstances and 
objectives. Credit Suisse recommends that investors independently assess, with a 
professional financial advisor, the specific financial risks as well as legal, regulatory, 
credit, tax and accounting consequences. A Credit Suisse company may, to the 
extent permitted by law, participate or invest in other financing transactions with the 
issuer of the securities referred to herein, perform services or solicit business from 
such issuers, and/or have a position or effect transactions in the securities or options 
thereof. 

Distribution of research reports 
 
Except as otherwise specified herein, this report is distributed by Credit Suisse AG, a 
Swiss bank, authorized and regulated by the Swiss Financial Market Supervisory 
Authority. Australia: This report is distributed in Australia by Credit Suisse AG, 
Sydney Branch (CSSB) (ABN 17 061 700 712 AFSL 226896) only to "Wholesale" 
clients as defined by s761G of the Corporations Act 2001. CSSB does not guaran-
tee the performance of, nor makes any assurances with respect to the performance 
of any financial product referred herein. Bahamas: This report was prepared by 
Credit Suisse AG, the Swiss bank, and is distributed on behalf of Credit Suisse AG, 
Nassau Branch, a branch of the Swiss bank, registered as a broker-dealer by the 
Securities Commission of the Bahamas. Bahrain: This report is distributed by Credit 
Suisse AG, Bahrain Branch, authorized and regulated by the Central Bank of Bahrain 
(CBB) as an Investment Firm Category 2. Dubai: This information is distributed by 
Credit Suisse AG Dubai Branch, duly licensed and regulated by the Dubai Financial 
Services Authority (DFSA). Related financial products or services are only available to 
wholesale customers with liquid assets of over USD 1 million who have sufficient 
financial experience and understanding to participate in financial markets in a whole-
sale jurisdiction and satisfy the regulatory criteria to be a client. France: This report is 
distributed by Credit Suisse (France), authorized by the Comité des Etablissements 
de Crédit et des Entreprises d’Investissements (CECEI) as an investment service 
provider. Credit Suisse (France) is supervised and regulated by the Commission 
Bancaire and the Autorité des Marchés Financiers. Germany: Credit Suisse 
(Deutschland) AG, authorized and regulated by the Bundesanstalt fuer Finanzdienst-
leistungsaufsicht (BaFin), disseminates research to its clients that has been prepared 
by one of its affiliates. Gibraltar: This report is distributed by Credit Suisse (Gibraltar) 
Limited. Credit Suisse (Gibraltar) Limited is an independent legal entity wholly owned 
by Credit Suisse and is regulated by the Gibraltar Financial Services Commission. 
Guernsey: This report is distributed by Credit Suisse (Guernsey) Limited, an inde-
pendent legal entity registered in Guernsey under 15197, with its registered address 
at Helvetia Court, Les Echelons, South Esplanade, St Peter Port, Guernsey. Credit 
Suisse (Guernsey) Limited is wholly owned by Credit Suisse and is regulated by the 
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Guernsey Financial Services Commission. Hong Kong: This report is issued in Hong 
Kong by Credit Suisse Hong Kong branch, an Authorized Institution regulated by the 
Hong Kong Monetary Authority and a Registered Institution regulated by the Securi-
ties and Futures Ordinance (Chapter 571 of the Laws of Hong Kong). India: This 
report is distributed by Credit Suisse Securities (India) Private Limited ("Credit Suisse 
India"), regulated by the Securities and Exchange Board of India (SEBI). Italy: This 
report is distributed in Italy by Credit Suisse (Italy) S.p.A., a bank incorporated and 
registered under Italian law subject to the supervision and control of Banca d’Italia 
and CONSOB. Luxembourg: This report is distributed by Credit Suisse (Luxem-
bourg) S.A., a Luxembourg bank, authorized and regulated by the Commission de 
Surveillance du Secteur Financier (CSSF). Mexico: The information contained herein 
does not constitute a public offer of securities as defined in the Mexican Securities 
Law. This report will not be advertised in any mass media in Mexico. This report does 
not contain any advertisement regarding intermediation or providing of banking or 
investment advisory services in Mexico or to Mexican citizens. Qatar: This informa-
tion has been distributed by Credit Suisse Financial Services (Qatar) L.L.C, which 
has been authorized and is regulated by the Qatar Financial Centre Regulatory Au-
thority (QFCRA) under QFC No. 00005. All related financial products or services will 
only be available to Business Customers or Market Counterparties (as defined by the 
Qatar Financial Centre Regulatory Authority (QFCRA)), including individuals, who 
have opted to be classified as a Business Customer, with liquid assets in excess of 
USD 1 million, and who have sufficient financial knowledge, experience and under-
standing to participate in such products and/or services. Russia: The research 
contained in this report does not constitute any sort of advertisement or promotion for 
specific securities, or related financial instruments. This research report does not 
represent a valuation in the meaning of the Federal Law On Valuation Activities in the 
Russian Federation and is produced using Credit Suisse valuation models and meth-
odology. Singapore: Distributed by Credit Suisse AG Singapore Branch, regulated 
by the Monetary Authority of Singapore. Spain: This report is distributed in Spain by 
Credit Suisse AG, Sucursal en España, authorized under number 1460 in the Regis-
ter by the Banco de España. United Kingdom: This report is issued by Credit 
Suisse (UK) Limited and Credit Suisse Securities (Europe) Limited. Credit Suisse 
Securities (Europe) Limited and Credit Suisse (UK) Limited, both authorized and 
regulated by the Financial Services Authority, are associated but independent legal 
entities within Credit Suisse. The protections made available by the Financial Services 
Authority for retail clients do not apply to investments or services provided by a per-
son outside the UK, nor will the Financial Services Compensation Scheme be avail-
able if the issuer of the investment fails to meet its obligations. 
 
UNITED STATES: NEITHER THIS REPORT NOR ANY COPY THEREOF MAY BE 
SENT, TAKEN INTO OR DISTRIBUTED IN THE UNITED STATES OR TO ANY US 
PERSON. 
 
JAPAN: NEITHER THIS REPORT NOR ANY COPY THEREOF MAY BE SENT, 
TAKEN INTO OR DISTRIBUTED IN JAPAN. 
 
Local law or regulation may restrict the distribution of research reports into certain 
jurisdictions.  
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permission of Credit Suisse. Copyright © 2010 Credit Suisse Group AG and/or its 
affiliates. All rights reserved. 
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