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Is it time for a new wave of ESG funds?

My-Linh Ngo, Portfolio Manager and Head of ESG 
Investment, reflects on the possible risks and rewards of 
this alternative approach to ESG investing. Can short selling 
affect real world change? Or could ambiguous regulation 
result in problems down the line?

Q. It’s been a volatile year – do you see more 
attention shifting towards liquid alternatives in the 
ESG space, such as long/short funds?

My-Linh: Yes, definitely. It could afford more flexibility 
in the tools available to manage downside risks - but not 
necessarily. Given the high correlation between strategies 
managed according to ESG considerations, and quality 
factors, it could be argued that during a market downturn, 
some long-only ESG funds could potentially be quite 
resilient given their quality bias.

Q. More traditional, long-only ESG funds have 
generally thrived in bull run markets. But are they 
best suited to volatility? Are investors missing an 
opportunity by focusing on long-only funds alone?

My-Linh: I would say that the reality is not as black and 
white. Historically speaking, active strategies certainly offer 
better protection against market volatility than passive 
ones, particularly in market downturns. Arguably, having 
the flexibility to go long or short can broaden the tools 
you have at your disposal to manage market moves. But 
let’s not forget long only strategies can still make use of 
derivatives, which can offer protection such as through 
buying CDS protection for a single name company or an 
index, and are often more liquid than simply shorting an 
individual name.

“Historically speaking, active strategies certainly offer 
better protection against market volatility than passive 
ones particularly in market downturns.”

Q. What about today’s shorting regulations? If 
we’re dealing with responsible investments, have 
European regulators ensured ESG shorting can be 
conducted fairly?

My-Linh: There is certainly a need for regulators – not just 
European ones – to provide better guidance for shorting 
activities in portfolios. Often, they are forgotten, and many 
requirements are written with a long-only bias.

The ambiguity is not helpful when, under ESG regulations, 
investors are to conduct portfolio level reporting. Take the 
EU’s SFDR regulation for instance; there is little explicit 
guidance on how to account for shorts – whether they 
should be in scope or not when it comes to whether this 
promotes an E or S characteristic in the case of an Article 
9 product, or when it comes to principal adverse impacts 
(PAIs) calculations.

Q. Finally, what about current issues around 
greenwashing? Do liquid alternative funds need to 
increase their ESG reporting transparency?

My-Linh: When reporting on long/short investment exposures 
at the portfolio level, its critical to be clear whether shorting 
has been used to manage exposure to financially material 
risks and/or opportunities, or to evidence real-world ESG 
impacts associated with portfolio level positions. The two 

Climate-conscious investments could be due a refresh, as challenging markets reveal the 
limitations of long-only ESG funds. A new wave of liquid alternative funds could provide investors 
with a new string to their bow, allowing for greater diversification and a product potentially better 
suited to market volatility.

My-Linh Ngo
Portfolio Manager and Head of 
ESG Investment
BlueBay Fixed Income Team

DIGITAL-HNW_NRG_C_Inset_Mask



This document was prepared by BlueBay Asset Management LLP (BlueBay), which is authorized and regulated by the UK Financial Conduct 
Authority (FCA) and is registered as an investment adviser with the US Securities and Exchange Commission (SEC), and as a commodity pool 
operator and commodity trading advisor with the National Futures Association (NFA) as authorized by the US Commodity Futures Trading 
Commission (CFTC).

In the United States, this document may also be provided by RBC Global Asset Management (U.S.) Inc. (“RBC GAM-US”), a SEC registered 
investment adviser founded in 1983. RBC Global Asset Management (RBC GAM) is the asset management division of Royal Bank of Canada (RBC) 
which includes BlueBay, RBC GAM-US and RBC Global Asset Management Inc., which are separate, but affiliated corporate entities. Copyright 
2022 © BlueBay, is a wholly owned subsidiary of Royal Bank of Canada and BlueBay may be considered to be related and/or connected to Royal 
Bank of Canada and its other affiliates. RBC GAM-US is a registered trademark of Royal Bank of Canada. BlueBay, registered office 77 Grosvenor 
Street, London W1K 3JR, partnership registered in England and Wales number OC370085. The term partner refers to a member of the LLP or 
a BlueBay employee with equivalent standing. Details of members of the BlueBay Group and further important terms which this message is 
subject to can be obtained at www.bluebay.com. All rights reserved. The registrations and memberships noted should not be interpreted as an 
endorsement or approval of BlueBay by the respective licensing or registering authorities.    

With respect to the investment performance presented, past performance is not indicative of future performance. Actual account performance 
may or will vary from the performance shown because of differences in market conditions; client-imposed investment restrictions; the time of 
client investments and withdrawals; tax considerations; economies of scale; portfolio turnover; the number, type, availability, and diversity of 
securities that can be purchased at a given time; differences in the underlying currency of the assets in the account, and other factors. Client 
assets managed using these strategies in separate accounts or different vehicles may be subject to restrictions, fees or expenses that are 
materially different than those found in the non-US funds.

This document is confidential and, without BlueBay’s consent, may not be (i) copied, photocopied or duplicated in any form by any means or (ii) 
distributed to any person that is not an employee, officer, director or authorized agent of the recipient.

Information herein is believed to be reliable but BlueBay does not warrant its completeness or accuracy. This document contains information 
collected from independent third-party sources. For purposes of providing these materials to you, neither BlueBay nor any of its affiliates, 
subsidiaries, directors, officers, or employees, has independently verified the accuracy or completeness of the third-party information 
contained herein.

The information contained herein does not constitute investment, tax, accounting or legal advice. Recipients are strongly advised to make an 
independent review with their own advisors and reach their own conclusions regarding the investment merits and risks, legal, credit, tax and 
accounting aspects of all transactions. Any risk management processes discussed refer to efforts to monitor and manage risk but should not 
be confused with and do not imply no or low risk. No chart, graph, or other figure provided should be used to determine which strategies to 
implement or which securities to buy or sell.

RBC Global Asset Management (U.S.) Inc.
Minneapolis | Boston | Chicago
800.553.2143 | rbcgam.com

Is it time for a new wave of ESG funds?

Portfolio Manager Perspectives
Our experts offer their perspectives on the latest developments in global credit and the state of the markets.¡ LEARN MORE

should not be conflated – reporting for ESG transparency is 
different from reporting for ESG risk exposure.

Best practice would be to provide full transparency to 
avoid misleading representation. This may mean reporting 
both long and short exposures to ESG factors separately, 
alongside side any aggregation approaches which may 
include netting of long/short positions.
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