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About a decade ago the United Nations introduced the term sustainable development to 
the world business community.  Beyond focusing purely on environmental issues, 
sustainable development encouraged companies to contribute to the economic and social 
progress of communities in which they operate.  Today, leading-edge corporations are 
embracing sustainable development as a key business strategy. 
 
To illustrate, EdperBrascan Senior Chairman Trevor Eyton states that “at Noranda, no 
major business decision is being made without first considering its environmental 
implications.  And likewise, no major environmental expenditure is approved without 
first considering its economic impact.  It’s this balance that Noranda is learning to 
maintain.  And it’s this balance that’s essential to sustainable development.”  Within the 
gold mining sector, Placer Dome President and CEO John Willson believes that “coming 
to terms with a global sustainability agenda will be key to our long-term business 
success, particularly in the developing world.” 
 
Independent of growing commitment to sustainable development, within virtually all 
corporate boardrooms an outstanding question remains.  Does sustainable development 
performance relate to the creation of shareholder value? 
 
During the past 4 years data has emerged which answers this question in the affirmative. 
 
For example, a World Business Council for Sustainable Development 1997 study 
concluded that companies with minimal environmental commitment had lower average 
stock appreciation compared to those with a strong commitment.  The WBCSD 
concluded that “there is a positive relationship between higher long-term environmental 
conscientiousness scores and higher stock returns over the long run.” 
 
Although the WBCSD study linked environmental best practices to a positive return on 
investment, the relationship between sustainable development performance and 
shareholder value -- measured as share price appreciation -- has remained outstanding...  
until now. 
 
In 1997, fund manager Sustainable Investment Group Ltd. developed a method to 
quantify corporate sustainable development performance utilizing a Sustainable 
Development Index (SDI). The SDI was used to create a portfolio of sustainable 
development companies and subsequently track share price appreciation.  Here is how it 
works. 
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The SDI evaluates the performance of a company using about 120 quantifiable industry-
specific environmental, economic and social measures.  For example in the 
environmental section of the index, relevant issues would include pollution prevention, 
and energy and water conservation measures.  Within the economic sphere, assessments 
would focus on commitment to a local hiring and procurement policy, community 
infrastructure development, etc.  Social commitment might relate to the development of 
transferable skills training, support for a local recreational complex, or the purchase of 
equipment for a hospital.  The industry-specific nature of the evaluations recognizes that, 
for example, measures used to assess the performance of chemical or mining companies 
would differ markedly from those applicable to hotel chains or banks. 
 
About 200 Canadian based companies representing all industry sectors were subjected to 
SDI analysis.  Those companies that achieved a performance ranking of 70% or higher 
(maximum score being 100%) were identified as sustainable development practitioners 
appropriate as candidates for inclusion in a sustainable development portfolio. 
 
From August 95 to May 99, the average annual compounded return of the SDI 
companies, which represented nearly all industry sectors, was tracked and compared to 
change in the Toronto Stock Exchange (TSE) 100.  The portfolio outperformed the TSE 
100 by approximately 6.9% over nearly 4 years (see Figure 1).  
 
But why do companies that are practitioners of sustainable development realize share 
price appreciation in excess of market performance?  
 
Share price appreciation, vis-à-vis sustainable development, is driven by a combination 
of causal (see Figure 2) and correlative factors. 
 
On the causal side, Figure 2 outlines why sustainable development is good business.  For 
example, relative to point No. 1, if a company is perceived to be a practitioner of 
sustainable development (i.e., it minimizes its environmental footprint while bringing 
value added to communities from social and economic perspectives), it will be more 
readily welcomed by local residents and politicians, and less opposed by potential 
dissidents than would occur if a “non-sustainable development” reputation preceded it.  
The same logic applies to operational expansions.  If a local regulator views a company 
favourably, the license to expand operations will be more forthcoming than if the 
company is perceived poorly. 
 
From a correlational perspective, sustainable development is a good indicator that the 
senior management of an organization “thinks ahead of the curve”.  Within such an 
organization, pro-active planning and decision-making would extend beyond the issue of 
sustainable development, to matters of employee compensation, production line 
efficiency, financing, etc.  Thus, sustainable development correlates with a multitude of 
sound management practices that cumulatively affect an elevated share price. 
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Figure 2:  Ten reasons why sustainable development is good business. 
Issue and Stakeholder Explanation 
1) Promote Better Relations with 
    Residents of Local Communities: 
    Stakeholder  Local Residents 

• the cost of poor public relations with residents of local 
communities can be substantial if it results in resistance to 
new project start-ups, facility expansions or ongoing 
developments. 

2) Increase Eco-Efficiency of 
    Operations: 
    Stakeholder  Shareholders, 
    Customers, Environment 

• the term eco-efficiency is a contraction of ecological and 
economic efficiency.  It advocates doing more with less.  
Companies benefit from eco-efficiency by reducing the 
energy and material requirements of production.   

3) Promote Industry-Wide Self- 
    Regulation/Affect Legislation: 
    Stakeholder  Industry, 
    Government, Public 

• when industry and government combine expertise, practical 
and cost-effective self-regulatory programs and/or legislation 
will often emerge.  It serves the public’s best interest when 
industry and government develop programs cooperatively.  

4) Address Value Chain: 
    Stakeholder  Customers, 
    Suppliers, etc. 

• customers are increasingly concerned vis-à-vis the harm that 
corporate practices might convey to the environment. ISO 
and the International Chamber of Commerce have developed 
objective criteria to assess environmental product claims. 

5) Address Media and Activist 
    Pressures: 
    Stakeholder  Media and Activists 

• organizations such as American Rivers, Greenpeace, Friends 
of the Earth, Nature Conservancy of Canada and the Sierra 
Club can affect public perceptions of business, thus affecting 
start-up of operations. 

6) Lower Insurance Premiums: 
    Stakeholder  Insurance 
    Companies 

• although few companies currently carry environmental 
insurance (i.e., many major companies are self-insured), 
insurance companies are including sustainable development 
initiatives in the underwriting process. 

7) Lower Bank Loan Rates: 
    Stakeholder  Banks 

• most major banks employ senior environmental managers to 
assess the cumulative environmental risk associated with the 
lending of money for mortgage holdings, land acquisitions, 
etc. Interest rates are adjusted to reflect risk.  

8) Facilitate Inclusion in Ethical 
    Mutual Fund/Investment Portfolios: 
    Stakeholder  Shareholders 

• an increasing number of mutual funds and investment 
portfolios use “ethical” screens.  Corporate sustainable 
development can facilitate a company’s inclusion in ethical 
portfolios, thus affecting a positive impact on share price.   

9) Due Diligence Regarding 
    Acquisitions/Partnerships: 
    Stakeholder  Shareholders 
 

• due diligence requires that the sustainable development 
performance of partners or acquired companies be assessed.  
A partner with a poor sustainable development reputation 
may halt or hinder joint venture projects.   

10) Facilitate Divestitures: 
    Stakeholder  Shareholders 
 
 

• companies with a positive record of sustainable development 
performance will realize increased market value for 
stakeholders upon sale.  Due diligence requires assessment of 
sustainable development performance prior to acquisition.  
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The correlative relationship between sustainable development and good business 
practices was encapsulated by Dow Chemical Chairman Frank Popoff, when he 
suggested that “[sustainable development] is actually one of the signs that a company is 
well managed”. 
 
Recognizing that the sustainable development performance of companies is an effective 
predictor of potential share price appreciation, Sustainable Investment Group Ltd., in 
partnership with YMG Capital Management Inc., recently launched the Sustainable 
Value (Pension) Fund and the YMG Sustainable Development (Mutual) Fund (both 
consisting of large capitalization Canadian equities). 
 
Sustainable development, proposed by the United Nations a decade ago as “the right 
thing to do”, has now emerged as enlightened self-interest for business.  Increasingly so, 
companies are realizing the benefits that commitment to environmental, economic and 
social stewardship conveys through competitive advantage, market share expansion and 
long-term share price appreciation. 
 
Companies not practicing sustainable development may now wish to examine the concept 
more carefully, and subsequently implement sustainable development programs with the 
knowledge that their effort, if properly executed, will enhance shareholder value. 
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Figure 1: Average Annual Compounded return of Sustainable Development Index 
portfolio and TSE 100. 
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