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FOREWORD & INTRODUCTION

ABOUT CPR ASSET MANAGEMENT
As a fully-owned autonomous subsidiary of Amundi, CPR AM works exclusively in third-party investment
management (for institutional, corporate, insurance, private banking, fund management, an wealth management
clients). For nearly three decades, thanks to the commitment of its 100 employees, the company has been able
to develop a unique management philosophy across the main asset classes - equities, ﬁxed income, credit and
asset allocation. At the end of September 2018, CPR AM manages in assets under management more than €49
billion1.
CPR AM’s main advantages are its unique set-up and proﬁle, combining the responsiveness and accessibility of a
human-scale player with the ﬁnancial strength and operational capabilities of a large group. It strives to develop
innovative and scalable solutions for its clients, adapted to their needs and constraints.
Responsible investment is one of its founding pillars and ESG remains an essential commitment. With more
than €8 billion under management2, the company is committed to selecting investments according to a speciﬁc
methodology to take into account ESG risk factors and impact measures deployed on a range of dedicated
solutions and open-ended products for all asset classes.

1. CPR AM, as of October 2018.
2. CPR AM as of November 2018.
4
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ABOUT INDEFI
INDEFI is an independent strategy advisory ﬁrm for the investment management business in Europe. Established
in 2007, INDEFI is run by its founders and currently employs a European team of 40 consultants.
INDEFI’s clients are asset managers, private equity and infrastructure investors and their portfolio companies.
INDEFI’s mission is to help its clients:
•

better understand their markets, articulate their business development strategy and build sustainable,
competitive advantage;

•

analyse investment opportunities, help improve portfolio companies and generate value.

In its asset management practice, INDEFI helps executives analyse their market, deﬁne business development
strategies in France and internationally, through tailored consulting missions and high value-added market
research, systematically underpinned by proprietary research expertise.
INDEFI is a pioneer in ESG consulting with management companies and ﬁnancial investors. INDEFI is a signatory
of the PRI.
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FOREWORD & INTRODUCTION

INTRODUCTION

Since the creation of CPR AM, we have been committed
to providing innovative, robust, adaptable solutions
that deliver sustainable performance.
As investment professionals with nearly 30 years’
experience, committed to value creation over the long
term, we are convinced that investing in responsible
companies produces increased, lasting ﬁnancial
performance for our clients over the long term, while
limiting risks.

With our solid, recognised experience in research
and development, over the past three years we
have strived to conﬁrm the relevance of integrating
ESG criteria into our different types of investment
expertise, covering all asset classes. To this end,
we have developed a proprietary approach backed
by innovative solutions drawing on our group’s ESG
analysis, which ranks among the most advanced in
Europe in this area.

Ten years after the ﬁnancial crisis, we are delighted to
see the rapid, widespread adoption of ESG among the
ﬁnancial community as a new source of risks that need
to be taken into account.

Thanks to the considerable efforts made by all its
teams, CPR AM can now offer effective solutions and
support to meet the requirements of clients seeking
to place responsible investments at the centre of
their asset allocation.

This move towards ESG has been made possible by
a clear improvement in transparency among issuers
who are being obliged and encouraged to reveal their
ESG policies. The quality of ESG data in terms of
both its coverage and its diversity brings a different
perspective to our ﬁnancial management and is
enriching our industry as a whole.

In line with our previous strategic developments in
terms of asset allocation and Solvency II, and as a
reﬂection of our commitment, we and one of our
long-standing partners, INDEFI, decided to produce
this White Paper to highlight best practices and what
European investors expect from their investment
partners in terms of ESG integration.

At the same time, it has never been more important
to manage ESG risks, in view of environmental issues
such as climate change and the depletion of natural
resources, technological change and the rise in
populism and inequality.

We have also included in this document a series of
articles on ESG integration written by our experts
with a view to providing their perspectives and insight
into relevant ESG topics, in line with the issues our
clients are currently facing.

These mega-trends are encouraging investors to seek
new, more sophisticated solutions that take ESG risks
into consideration.
As part of their ﬁduciary duty, asset managers must
be pragmatic and offer a wide range of investment
solutions that meet investors’ expectations in terms
of improving or maintaining the risk/reward ratio.

Par Gilles Cutaya,
Chief Marketing & Communication Ofﬁcer
6
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NEW DEVELOPMENTS IN ESG INTEGRATION PRACTICES

INTRODUCTION
ESG and climate considerations are now at the heart of ﬁnancial investors’ activity. This results from the
implementation of new regulation at national and European levels as well as profound social changes. ESG
investment practices are part of these changes and are rapidly undergoing a methodological renewal.
During the third quarter of 2018, INDEFI conducted a study on behalf of CPR Asset Management on the
changes in ESG integration practices among institutional investors and distributors in France and in Europe.
The purpose of this research is to provide a better understanding of the ESG practices of investors and to
highlight their expectations from the asset managers with whom they work.
This report is composed of three sections:
•
•
•

the ﬁrst section addresses ESG integration practices within the investors’ ESG policies;
the second part highlights the perceived limitations of traditional ESG integration approaches, in
particular the best-in-class approach, as well as the renewal of ESG integration methodologies;
ﬁnally, in light of these changes, the last part analyses investor expectations from external asset
managers and the essential tools for asset managers to meet them.

ACKNOWLEDGEMENTS
CPR Asset Management and INDEFI would
like to thank all contributors of the panel for
participating in this work and sharing their
experience with ESG integration in consulting,
selection, management of investments or
distribution.
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PRESENTATION OF THE PANEL
This report is based on high-level interviews with a panel of 22 investors:
• ten French institutional investors (Investment Directors or ESG Managers);
• six fund selection teams backed by European distributors;
• six European investment consultants (United Kingdom, Switzerland, Netherlands, France).
These investors manage or advise more than €759 bn as of September 2018. For the purposes of this study,
the quantitative data collected from the participants were systematically aggregated.
Figure 1- Panel breakdown by category (in number of investors and assets under
management) and by origin of assets under management or advice

This White Paper has also been drafted based on research1 conducted by INDEFI over the past two years and
INDEFI’s proprietary databases monitoring the ESG practices of European investors.

ϭ͘ZĞĐĞŶƚƌĞƐĞĂƌĐŚǁŽƌŬĐĂƌƌŝĞĚŽƵƚďǇ/E&/ŽŶ^'ŝŶǀĞƐƟŶŐ͗
ͻ /Ŷ&ŽĐƵƐŽŶƌƟĐůĞϭϳϯƉƵďůŝƐŚĞĚŝŶϮϬϭϳĂŶĚϮϬϭϴ͖
• « ĂƌŽŵğƚƌĞ/ŶƐƟƚƵƟŽŶŶĞůƐ/E&/͕ͩƚŚĞ&ƌĞŶĐŚ/ŶƐƟƚƵƟŽŶĂůŵĂƌŬĞƚƌĞƐĞĂƌĐŚ͕ƉƵďůŝƐŚĞĚĂŶŶƵĂůůǇ͖
ͻ ͞^'ƵƌŽƉĞ͟ƐƚƵĚǇ͕ŝŶŝƚƐĮŶĂůŝƐĂƟŽŶƉƌŽĐĞƐƐ͘
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1. ESG INTEGRATION, A KEY PRACTICE FOR INVESTORS

•

10

KEY MESSAGES

•

ESG integration is one of the central ESG practices of responsible investment policies. It consists
in systematically analysing ESG information (most often in the form of scores) and deﬁning explicit
rules incorporating this information. “Best-in-class” is one of the most commonly used ESG integration
practices, especially in France: its primary characteristic is to not introduce sector bias.

•

Through ESG integration, investors seek to enrich their risk analysis and therefore, ultimately,
improve the risk/reward ratio of their investments. Beyond these motivations, ESG integration is an
essential tool to allocate capital ﬂows to the most responsible companies.

•

The regulatory changes presented by the European Commission are accelerating the deployment of
responsible investing, particularly ESG integration.

•

Investors employ very different strategies to tackle ESG integration, both in terms of the scoring
methodology and the impact on the investment process.

•

The depth of ESG integration varies widely from one investor to another, ranging from discretionary
use of ESG scores to strict investment constraints.

•

ESG integration may be applied to all asset classes and is particularly well suited to non-listed assets.
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a. Integration at the heart of ESG policies
The responsible investment policies of ﬁnancial investors are translated into “ESG practices”. We traditionally
distinguish between four different policies, as shown in the diagram below.
Figure 2ͲKǀĞƌǀŝĞǁŽĨ^'ƉƌĂĐƟĐĞƐĂƐĚĞĮŶĞĚďǇ/E&/

Note: (*) International Labour Organisation
Source: INDEFI analysis.

These practices generally address two non-mutually exclusive concerns of ﬁnancial investors:
1. aligning investments with the institution’s values;
2. improving risk (and opportunity) analysis and the investment process by considering extra-ﬁnancial
criteria.
Figure 3ͲDĂƉŽĨƚŚĞƌĞůĞǀĂŶĐĞŽĨĞĂĐŚ^'ƉƌĂĐƟĐĞĂĐĐŽƌĚŝŶŐƚŽŝŶǀĞƐƚŽƌŽďũĞĐƟǀĞ
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Alignment with values
The root of these investors’ responsible investment
approach is the desire to allocate the capital
with which they are entrusted through a strategy
aligned with the values of the institution. This
trend, which ﬁnds its roots in ethical notions 30
years ago (particularly religious considerations),
continues to this day and manifests itself through
exclusion practices (tobacco, alcohol, gambling,
etc.) and active ownership. Most investors building
their responsible investment policies around value
alignment are found in the Nordics, the United
Kingdom or the Netherlands.
Investors claiming value alignment investing have
found in impact investing a way to ensure their
investments have a positive impact on major global
and societal issues.
However, these investors are much less attentive
to the concept of ESG integration, speciﬁcally the
“best-in-class” approach. In fact, they believe that
a genuine ESG approach must have an ethical basis
and observably impact portfolios.
“The best-in-class approach is only worthwhile if it
is adapted to the investor’s responsible investing
strategy. The methodology must be ﬁne-tuned,
particularly in the selection of underlying criteria,
which must be coherent with fundamental principles
in order to avoid a selection based on a meaningless
hodgepodge.” Institutional investor
“Our exclusion policies are shared by the Group.
Tobacco is an example of an initiative taken at
Group level that did not result from a risk analysis
but rather a societal engagement.” Institutional
investor
Distributors have developed a renewed interest
for value alignment. Historically, they have avoided
ESG practices as only a fraction of their clients were
receptive to the issue. This behaviour is shifting
with the rise of millennial clients, who increasingly
seek meaningful investments.
12
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This segment will prefer practices that can be
articulated in a clear and intelligible manner. Impact
investing is particularly relevant for these clients.
Sector exclusions addressing the challenges of
building a sustainable future are also popular. To
a lesser extent, stewardship may also address the
expectations of this segment.
“Previously, only institutional investors were
asking us to provide ESG funds, while today, the
majority of clients are demanding them, including
private banks. ESG is a need that came much later
for private banks, but we have seen a significant
leap over the past two years.” Fund selector
The value alignment objective, however, is not
incompatible with the pursuit of performance.
“We do ESG to align ourselves with our policy
holders, not for the sake of performance. Above
all, it is a sustainability issue. By combining
financial and extra-financial analysis, we
contribute to greater consideration for
sustainable development while guaranteeing
additional, sustainable performance for our
assets.” Institutional investor
Risk management and identiﬁcation of ESG
opportunities
Investors in this category consider the analysis
of ESG risks as a fundamental component of
the ﬁnancial analysis process. They believe that
additional analysis of investment risks will allow
for better decision-making. From this point of view,
ESG analysis does not limit ﬁnancial performance
but can improve it by avoiding market accidents
related to the materialisation of an ESG risk. Finally,
these investors believe that they can improve their
risk/reward proﬁle through over-exposure to “good”
issuers or under-exposure to “bad” issuers.
A majority of French investors belong to this
category. The most common ESG practice is ESG
integration. Stewardship may also fall under this
category, especially for non-listed asset classes.
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Impact approaches may also satisfy the investors
of this category to the extent that these activities
correspond to the pursuit of opportunities
identiﬁed through extra-ﬁnancial analysis.
Conversely, exclusions for ethical reasons are not
particularly relevant for this group.

There is a multitude of ESG integration methods
to consider extra-ﬁnancial data in investment
decisions. These methods revolve around two
dimensions:
•

the exploitation of ESG information;

•

the deﬁnition of investment rules.

“Our ESG integration strategy is a view of the risks
and opportunities of the company. Where does it
stand with regard to the major climate and social
issues of the future? How does it manage its internal
risks? We believe that this is important information
to assess the risk/reward ratio of any investment.”
Institutional investor

b. Heterogeneity of ESG integration
ESG integration is one of investors’ central
practices and represents the core of the analysis
of this White Paper. According to the association of
PRI2, ESG integration is “the explicit and systematic
inclusion of ESG factors in investment analysis and
investment decisions.”

Figure 4Ͳ^'ŝŶƚĞŐƌĂƟŽŶĂƐƉĂƌƚŽĨĂƌĞƐƉŽŶƐŝďůĞŝŶǀĞƐƚŵĞŶƚƉŽůŝĐǇ

Ϯ͘WƌŝŶĐŝƉůĞƐĨŽƌZĞƐƉŽŶƐŝďůĞ/ŶǀĞƐƚŵĞŶƚ͕ĂŐůŽďĂůĂƐƐŽĐŝĂƟŽŶƉƌŽŵŽƟŶŐƚŚĞƵƐĞŽĨ^'ĐƌŝƚĞƌŝĂĂŶĚĐŽŵƉƌŝƐŝŶŐŶĞĂƌůǇϮ͕ϬϬϬŝŶǀĞƐƚŽƌƐ͘
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Use of ESG information

•

best-in-universe: an integrative approach
consisting of selecting the issuers with the best
ESG scores, regardless of their business sector
(absolute score);

•

best-effort: based on score variation over a
given period (ESG momentum), this approach
consists in calculating the ESG score on
the improvements of the issuer, most often
combined with a minimum performance
threshold.

The ﬁrst structural dimension of ESG integration is
the systematic use of ESG information on issuers.
The sources used may be internal, such as in nonlisted investments or in certain emerging countries
where no or few ESG databases on issuers exist.
However, for most listed assets, ESG information
has historically been captured and aggregated
by intermediaries and rating agencies offering
complete databases. Investors may decide to rely
on a single database or acquire multiple sources
and internally re-assemble them with a team of
analysts.
“We use an extra-ﬁnancial rating agency that
evaluates our portfolio issuer by issuer according to
40 predeﬁned criteria aligned with our responsible
investment charter.” Institutional investor
“Our ESG analysis is based on 16 criteria,
comprised of transversal indicators (Global
Compact, controversies) and environmental, social
and governance criteria. We combine information
from two agencies with our internal research.”
Institutional investor
ESG information is rarely used in its raw form,
with the recent exception of carbon footprints.
Most of the time, they are summarised by an ESG
score. This score is calculated for the issuers of an
investment universe either based on an absolute
score (all sectors combined) or a sector relative
score (thereby avoiding sector bias).
Three types of score calculation (relative sector
score, absolute score and score variation) have led
to the three most common integration practices in
Europe:
•

14

best-in-class: an approach consisting of
selecting the issuers with the highest scores
in their business sector or eliminating the
worst performing issuers, without favouring or
excluding any particular business sector;
WHITE PAPER CPR AM / INDEFI - ESG 2.0: NEW GENERATION

Application of investment rules
Investment strategies may or may not be rulebased; for some, these rules are applied strictly and
homogeneously. They may be deﬁned by:
•

negative (positive) ﬁlters: approach consisting
of excluding (selecting) the issuers with the
worst (best) scores according to the ESG
analysis processes described above;

•

portfolio-level objectives: approach consisting
in deﬁning objectives based on ESG scores
at the portfolio level. These may take the
form of minimum (maximum) percentage of
issuers above (below) a certain score or the
improvement of the portfolio’s average score
from year to year;

•

non-systematic implementation: approach
consisting of integrating ESG criteria or scores
in the ﬁnancial analysis to supplement the
fundamental analysis of a security, thereby
impacting the investment decision;

•

an exclusively ex-post approach: the investor
monitors his portfolio and occasionally
excludes controversial issuers. This practice is
one of the most common in France according
to data collected as part of the “Baromètre
Institutionnels
2018”
(INDEFI
French
Institutional market research). 57% of the panel
of investors surveyed in 2018 conﬁrm that they
used this strategy, compared to 34% in 2017.
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This involves evaluating the “ESG quality” of
the securities in a portfolio without making
it an investment criterion, with the exception
of potential ad-hoc exclusions, which may be
decided following speciﬁc review (for example,
after identifying a serious controversy).
The two dimensions (scores and investment
rules) apply to direct investments but also guide
institutional investors and distributors in deﬁning
the framework for assets they delegate to thirdparties.

c. Reasons for the French attachment to
best-in-class
ESG integration and more particularly best-in-class
is a historical practice of French investors. The
objective of this section is to highlight the reasons
for this attachment and its nuances by asset class
and delegation format.
A practice adapted
management

to

active/fundamental

The French asset management market is still
characterised by a bias and pronounced preference
for active management.

varying degrees of automation, as with an input in
a system. This approach echoes the PRI’s emphasis
on the systematic nature of ESG integration.
“We have established a systematic fund preselection process that incorporates the ESG
dimension. A score is assigned to each fund based
on its ﬁnancial performance (70%) as well as
a sustainability score obtained from a service
provider (30%). We then question the managers
about their ESG integration policies, and the ﬁnal
decision is at our discretion.” Fund selector
A sector-neutral practice
Finally, the third factor explaining the French
enthusiasm for best-in-class integration may
be its conservative nature. In fact, this practice
makes it possible to bring together ﬁnancial
performance and positive impact thanks to the
addition of an ESG dimension: no drastic change
in allocation is required, and no sector is excluded
from the investment universe. Following this logic,
the essential element is to favour investments in
companies identiﬁed as best practice on ESG risk
management while not signiﬁcantly deviating from
market indices.

Due to the richness of underlying ESG analysis,
the practice of ESG integration is particularly well
tailored to active management. Extra-ﬁnancial
information enriches fundamental ﬁnancial
analysis.

“We use a best-in-class approach based on internal
analysis fuelled by various sources of information.
This makes it possible to avoid distorting the
portfolio from an asset class or sector allocation
perspective.” Institutional investor

This explains to a large extent the historical
preference of the French for ESG integration and
best-in-class in particular.

“People talk a lot about ESG without talking about
performance. That is not how it works. Best-inclass by excluding securities with the lowest scores
within a sector makes it possible to avoid screening
out entire sectors, which, in terms of performance,
prevents deviations from the markets.” Investment
consultant

A systematic and Cartesian practice
Paradoxically, this practice may also be attractive
to passive or quantitative asset managers or even
large institutions wishing to apply an ESG ﬁlter
on all their traditional investment processes. ESG
integration can take a Cartesian approach with

WHITE PAPER CPR AM / INDEFI - ESG 2.0: NEW GENERATION
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d. Regulation favouring ESG integration

Review of national regulation
Over the past ten years and more markedly since
COP21, some European countries have launched
initiatives to establish a framework to encourage
investors to disclose whether and how they
incorporate ESG within their investment decisions.
In France, a comply or explain approach was
selected by the drafters of Article 173 of the
French Energy and Ecological Transition Law in
April 2016. Investors are encouraged to disclose
to their stakeholders if and how they integrate
ESG criteria. If they do not integrate these criteria,
they must justify this decision. Although it does
not impose a speciﬁc reporting model, the impact
of this article on the practices of investors in
France is unprecedented. It has promoted both
the spread of ESG integration practices among
French institutional investors and the expansion
of their range of ESG practices beyond integration,
particularly on impact and climate. This is the ﬁrst
example of ESG’s rapid acceleration in Europe.

16
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/ŵƉůĞŵĞŶƚĂƟŽŶ ŽĨ ƌƟĐůĞ ϭϳϯ͕ ĂƐƐĞƐƐŵĞŶƚ ĂŌĞƌ
two years
KƵƚŽĨƚŚĞϮϭϰ&ƌĞŶĐŚŝŶƐƟƚƵƟŽŶƐĂŶĂůǇƐĞĚďǇ/E&/
in the “ĂƌŽŵğƚƌĞ /ŶƐƟƚƵƟŽŶŶĞůƐ ϮϬϭϴ”, 127 are
ĂīĞĐƚĞĚďǇƚŚĞůĂǁďĞĐĂƵƐĞƚŚĞǇĂƌĞĞǆƉůŝĐŝƚůǇĐŝƚĞĚ
ŽƌŚĂǀĞĐŚŽƐĞŶƚŽĐŽŵƉůǇǁŝƚŚŝƚ͘dŚĞƐŚĂƌĞŽĨƉůĂǇĞƌƐ
ŚĂǀŝŶŐ ƉƵďůŝƐŚĞĚ ŝŶĨŽƌŵĂƟŽŶ Ăƚ ƚŚĞ ĞŶĚ ŽĨ ƵŐƵƐƚ
2018 increased from 38% (52 investors) to 55% (70
investors), and assets under management covered
increased from 88% to 95% of the total assets. The
&ƌĞŶĐŚŝŶƐƟƚƵƟŽŶĂůŵĂƌŬĞƚŝƐƚŚƵƐƉŽƐŝƟŽŶĞĚĂŵŽŶŐ
the European leaders in terms of ESG and climate
ƚƌĂŶƐƉĂƌĞŶĐǇ͘ /Ŷ ĂĚĚŝƟŽŶ͕ &ƌĞŶĐŚ ŝŶǀĞƐƚŽƌƐ ŚĂǀĞ
ƚĂŬĞŶƚŽŚĞƌĞƚŽĨŽƌĞƐĞůĚŽŵƵƐĞĚ^'ƉƌĂĐƟĐĞƐ͘
ZĞŵŝŶĚĞƌŽĨƌƟĐůĞϭϳϯͲs/ŽĨƚŚĞŶĞƌŐǇdƌĂŶƐŝƟŽŶ
>Ăǁ;>dͿĨŽƌŐƌĞĞŶŐƌŽǁƚŚ
dŚĞ ŝŶƐƟƚƵƟŽŶƐ ĐŽŶĐĞƌŶĞĚ ďǇ ƚŚĞ ĞŶĂĐƚŵĞŶƚ ŵƵƐƚ
ƉƵďůŝƐŚ ƚŚĞ ŵĞƚŚŽĚ ďǇ ǁŚŝĐŚ ƚŚĞǇ ĐŽŶƐŝĚĞƌĞĚ ^'
criteria in their investment management for the
ĮŶĂŶĐŝĂůǇĞĂƌĞŶĚŝŶŐϯϭͬϭϮŽĨƚŚĞƉĂƐƚǇĞĂƌ͘
dŚĞ ŝŶƐƟƚƵƟŽŶƐ ŵĂŶĂŐŝŶŐ ŵŽƌĞ ƚŚĂŶ ΦϱϬϬŵ ŵƵƐƚ
ĂůƐŽ ŝŶĚŝĐĂƚĞ ŚŽǁ ƚŚĞǇ ĐŽŶƐŝĚĞƌĞĚ ĐůŝŵĂƚĞ ƌŝƐŬƐ
ŝŶ ƚŚĞŝƌ ŝŶǀĞƐƚŵĞŶƚƐ ĂŶĚ ƚŚĞŝƌ ĐŽŶƚƌŝďƵƟŽŶ ƚŽ ƚŚĞ
ĮŶĂŶĐŝŶŐŽĨƚŚĞĞĐŽůŽŐŝĐĂůĂŶĚĞŶĞƌŐǇƚƌĂŶƐŝƟŽŶ͘
dŚĞ ůĂǁ ůĞĂǀĞƐ ŝŶƐƟƚƵƟŽŶƐ ĨƌĞĞ ƚŽ ƐĞůĞĐƚ ƚŚĞŝƌ
ƌĞƉŽƌƟŶŐŵĞƚŚŽĚŽůŽŐǇ͘
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European regulation
phenomenon

will

accelerate

this

In the current European regulatory environment,
the directive on IORP II professional pensions
in member countries is expected to be effective
starting January 2019. With this directive,
pension funds should be required to increase their
transparency regarding ESG practices.

“We would like to see that the asset manager has
a clear engagement policy, in addition to its ESG
integration strategy. This gives the portfolio
manager a more holistic view of a company, and
shows real maturity from the asset manager.” Fund
selector

In addition, the future implementation of the
European Commission’s Action Plan for Sustainable
Finance published in March 2018 is now materialising
in the form of three proposed regulations published
in May 2018, followed by the creation of the
Technical Expert Group on Sustainable Finance
(TEG) in July 2018.
These proposed regulations address transparency
obligations regarding the integration of ESG criteria
by institutional investors and asset managers in
their risk management process. The new contours
of ﬁduciary responsibility towards investors are
also speciﬁed therein, and ESG should become an
essential component of this responsibility in the
future.
The main consequence of these regulatory
changes at the European level will be to boost ESG
initiatives in Europe, mirroring regulatory impacts
on the French market since 2015. In addition, we
can expect greater diversity in ESG practices, and
the borders between the segments presented at the
start of this chapter will tend to blur: Nordic, AngloSaxon or Dutch investors who have historically
acted for ethical reasons are quickly turning to ESG
integration techniques.
At the same time, in France, stewardship and impact
investing3 are developing alongside the practice of
integration, backbone of French ESG policies thus
far.

ϯ͘ĐĐŽƌĚŝŶŐƚŽƚŚĞŝŶĨŽƌŵĂƟŽŶĐŽůůĞĐƚĞĚĨŽƌƚŚĞ͞ĂƌŽŵğƚƌĞ/ŶƐƟƚƵƟŽŶŶĞůƐϮϬϭϴ͕͟ƚŚĞŵĂŝŶĐŚĂŶŐĞƐŝŶ^'ƉƌĂĐƟĐĞƐŽďƐĞƌǀĞĚŝŶƚŚĞƌĞƉŽƌƚƐŽĨ&ƌĞŶĐŚŝŶƐƟƚƵƟŽŶĂů
ŝŶǀĞƐƚŽƌƐĐŽŶĐĞƌŶƐŚĂƌĞŚŽůĚĞƌĞŶŐĂŐĞŵĞŶƚĂŶĚǀŽƟŶŐĂƚŐĞŶĞƌĂůĂƐƐĞŵďůŝĞƐŽŶƚŚĞŽŶĞŚĂŶĚ͕ĂŶĚƚŚĞŝŵƉůĞŵĞŶƚĂƟŽŶŽĨĞǆĐůƵƐŝŽŶƐŽŶƚŚĞŽƚŚĞƌŚĂŶĚ͘KŶĐůŝŵĂƚĞ͕
ĐĂƌďŽŶĨŽŽƚƉƌŝŶƚƐĂƌĞƉŽƉƵůĂƌ͕ĂŶĚĨŽƌϰϬйŽĨŝŶǀĞƐƚŽƌƐ͕ŝƚŝƐĂĐĐŽŵƉĂŶŝĞĚďǇŝŶĨŽƌŵĂƟŽŶŽŶƚŚĞϮΣƚƌĂũĞĐƚŽƌǇ͘dŚĞůĂƌŐĞƐƚĂƌĞĂůƐŽŵŽƌĞĂŶĚŵŽƌĞŽŌĞŶĚĞǀĞůŽƉŝŶŐĂ
ƚŚĞŵĂƟĐŝŶǀĞƐƚŵĞŶƚƉƌŽŐƌĂŵŽƌĂƉƌŽŐƌĂŵŽĨŝŶǀĞƐƚŵĞŶƚƐŝŶĂƐƐĞƚƐĐŽŶƚƌŝďƵƟŶŐƚŽƚŚĞ^ƵƐƚĂŝŶĂďůĞĞǀĞůŽƉŵĞŶƚ'ŽĂůƐ;^'ƐͿ͘
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ESG INTEGRATION IN OTHER EUROPEAN COUNTRIES
In countries where responsible investment
policies are most advanced, investors have
long adopted a value-alignment approach.
Stewardship, through dialogue, engagement
and voting policies make up the core of the
responsible investment strategies of many
Nordic, Dutch and British investors. Norm-based
or sector exclusions are also very common
among these institutions.
ESG integration has historically taken on
a smaller role in these countries despite
developing interest for the strategy. For cultural
and historical reasons, Scandinavian countries
and the Netherlands have a head start on the
rest of Europe on the combination of a multitude
of responsible investment practices.
“For a long time, we have had a norm-based
exclusion process to align our portfolio with
the values of our institution. We also think that
adequately integrating ESG considerations
into our investment process is simply good
management. This approach goes beyond moral
considerations; it is a fundamental component
of ﬁnancial management.” Institutional investor,
Sweden
Best-in-class in Europe does not play the key
role in ESG integration that it does in France.
Some of the most advanced players have less
formalised and systematic approaches, despite
a deeper understanding and incorporation of the
subject in the investment process.
“Extra-ﬁnancial
rating
agencies
often
have a superﬁcial view of our local market.
Companies are fairly small and do not disclose
much information, which is systematically
poorly rated by rating agencies regardless of
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actual practices. We think that we will gain a
better perception of extra-ﬁnancial risks by
conducting our own analysis and entering into
dialogue with the companies’ management
teams.” Institutional investor, Norway
European regulation will undeniably disrupt
the institutional market, encouraging laggards
to catch up with their peers. However, some
investors who have long been committed to
responsible investing fear that their actions
will be categorised too systematically. Overly
prescriptive regulations could lead investors
to conduct a mere box-ticking exercise without
much strategic understanding of the subject.
“Regulation will fundamentally affect the
asset management industry. Each institutional
investor and asset manager will have to
integrate ESG. It is difﬁcult for regulation to
impose the sector exclusions, so integration
will undoubtedly be favoured by regulators.
However, we must ensure that regulation is not
too restrictive so as to prevent investors from
innovating.” Institutional investor, Sweden
Finally, when selecting funds, few institutional
investors favour an integration methodology
over another. While institutional investors
sometimes seek to align their own exclusion
policies with those of the funds they select, the
difﬁcult task of ensuring true ESG integration
is undertaken through a qualitative assessment
of the fund managers and their extra-ﬁnancial
analysts.
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2. THE LIMITS AND RENEWAL OF ESG INTEGRATION
•

KEY MESSAGES
•

While spontaneously satisﬁed with ESG
integration practices, institutional investors
and selectors know their limitations.

•

The use of an overall score to represent
the extra-ﬁnancial risks of a company is
questioned by investors.

•

The multiplication of information sources
(databases, rating agencies) leads to an
overconsumption of data and a lack of
understanding of the material issues.

•

As a result, managers do not fully understand
the results of ESG analyses and fail to
integrate them in their strategy.

•

A fundamental renewal of ESG integration
methodologies is expected.

•

Investors appreciate risk/materiality-based
approaches, deemed innovative and a welcome
addition to traditional best-in-class analyses.
These strategies are particularly well-suited
for “quantitative” asset managers.

•

A key component of ESG integration’s renewal
is the increasingly dynamic analysis of
ESG issues, ﬁner analysis of indicators and
increased consideration of materiality.

•

New analytical frameworks (e.g. impact
measurement, Sustainable Development
Goals) can provide the necessary link between
ESG integration and value alignment.

Institutional investors and fund selectors spontaneously assert that they are satisﬁed with ESG integration
practices, and speciﬁcally best-in-class strategies. However, they know the limitations of this ESG practice,
as shown by the diagram below:

Figure 5ͲWĂŶĞů͛ƐĚĞŐƌĞĞŽĨƐĂƟƐĨĂĐƟŽŶ
ǁŝƚŚ^'ŝŶƚĞŐƌĂƟŽŶ
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Several expected methodological improvements
were shared by the investors we surveyed in
order to address the issues raised by traditional
best-in-class.
The latter are reflected in four major market
trends, identified below:

Figure 6ͲĞƐƚͲŝŶͲĐůĂƐƐůŝŵŝƚĂƟŽŶƐĂŶĚƌĞŶĞǁĂůƚƌĞŶĚƐ
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a. Perceived limitations of traditional bestin-class
Two types of limitations can be identiﬁed for bestin-class strategies: the pertinence of the overall ESG
scoring methodology can be called into question; and
the use of this score may also introduce investment
or communication difﬁculties.
Limitations involving the calculation of ESG scores
•

The backward-looking effect and the lack of
consideration of improvement trends

The vast majority of extra-ﬁnancial scores are
derived from an aggregation of raw indicators
representing the extra-ﬁnancial performance of a
company at the time of the analysis. This view lacks
the ability to project performance. Improvement
strategies, targets, trajectories and recent
improvement, although valued by the investor, are
not reﬂected in ESG scores.
In addition, while investors are reaching the limits
of sector-speciﬁc exclusions and are exploring
stewardship possibilities, monitoring company
improvement is a central issue for investors wishing
to support them towards more responsible and less
risky practices.

“Best-in-class only looks at the current status of
the company and not the company’s progress or
improvement targets. This adversely affects an
impact-based approach, which should be more
forward-looking.” Institutional investor
•

The catch-all effect or overconsumption of data

In order to mitigate their dependence on data
suppliers, investors are multiplying their sources
of information. However, this has led to an
overconsumption of extra-ﬁnancial data, which may
occult the most material ESG issues and decrease
the legibility of the analysis.
“Traditional best-in-class can neutralise important
criteria. Drowned in a multitude of criteria, a poor
performance on a particularly material indicator
can go unnoticed.” Institutional investor
Due to this abundance of data, portfolio managers
ultimately only use the global ESG score, often
overlooking material issues and how they can be
considered in the investment strategy.
Finally, some feel that the average ESG score hides
company practices which could be very good on
several E, S or G components but very bad on others.

FigƵƌĞϳͲĞƐƚͲŝŶͲĐůĂƐƐůŝŵŝƚĂƟŽŶƐƉĞƌĐĞŝǀĞĚďǇƚŚĞƉĂŶĞů
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It is clear that if a company encounters difﬁculties
related to its ESG practices, this would not be on
the average of those practices but on one speciﬁc
element.
“It is very difﬁcult to anticipate controversies. It
is certainly not through a global ESG score that
we will succeed in identifying the primary risks
of a company. This requires closer analysis of the
components of the score.” Institutional investor
•

The black box effect

Although theoretically simple, the best-in-class
approach may give the impression of a lack of control
over its mechanism. In addition, its application may
lead to results difﬁcult to explain at portfolio-level
and may vary signiﬁcantly from one analysis date
to another. An issuer’s ESG score and controversy
level vary over time. The evolution of this extraﬁnancial performance may result in contradictory
investment decisions (i.e. a company with a good
score may experience a controversy and be added
to the exclusion list shortly after the investment
decision).
ESG integration can also be subject to several types
of errors. First, the approach requires the processing
of very large ﬁles subject to human errors. Second,
investors often rely on external providers for extraﬁnancial data, each corresponding to their own
world view. An investor may therefore be out of
sync with the ESG risk perception of some issuers.
“Sometimes, we do not understand the scores
coming from rating agencies. After our internal
analysis, we differ rather signiﬁcantly on issuers
representing a large share of our portfolio.”
Institutional investor
•

Limitations involving the use of ESG scores
•

The use of scores does not facilitate the
appropriation of ESG subjects by the portfolio
manager

In a portfolio manager’s work, the systematic
delegation of ESG analysis to a specialised analyst
does not promote the appropriation of these
issues by the portfolio managers in their dayto-day activities. It is difﬁcult for a manager to
integrate a source of information which he/she has
not mastered. In addition, the application of strict,
systematic rules to their investment universe may
be seen as an interference with their discretionary
management mandate.
The majority of investors who have deployed an
integration strategy based on the best-in-class
approach, whatever it may be, retain an investment
benchmark based on traditional market indices.
This decision is paradoxical because ESG integration
causes a deviation from the benchmark due to the
exclusion of some companies; this approach makes
a portfolio manager’s performance generation
harder to evaluate.

Bias introduced when calculating the score

Although the calculation of a score according to
the best-in-class approach is sector neutral, the
analytical methodologies may introduce several
forms of bias identiﬁed by the investors. Some have
22

highlighted the limitation of using rating agencies
who overly penalise the lack of transparency. In
fact, the penalty for the absence of published extraﬁnancial data would asymmetrically impact small
caps, thereby introducing a large cap bias in the
calculation of the score. In addition, certain issuers
not subject to reporting requirements could be
given mediocre scores, despite their extra-ﬁnancial
performance being above average. These examples
of bias in the calculation of ESG scores represent a
signiﬁcant disincentive for their use in investment
management.
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“It is the fund manager’s job to explain why certain
companies that seem to be controversial are
included in an ESG portfolio.” Fund selector

02

NEW DEVELOPMENTS IN ESG INTEGRATION PRACTICES

“When we met with an asset manager, the portfolio
manager was accompanied by an ESG analyst. When
discussing integration strategies, only the analyst
had mastered the topic, which demonstrates
managers’ limited appropriation of ESG topics
today.” Institutional investor
•

The complexity of best-in-class blurs the
message for clients

Without in-depth work on a company or a particular
investment theme, the score does not make it
possible for managers to articulate a clear message
on ESG topics for their clients. Clients are trying
to improve their communication around these
topics with their beneﬁciaries. In general, a better
narrative and increased transparency are expected
throughout the investment chain.
“Explaining a best-in-class strategy is more
complicated
than
excluding
controversial
companies. It is difﬁcult to explain to a retail client
what ESG is and what all of the factors in extraﬁnancial analysis are.” Fund selector
“Although the best-in-class strategy is still
predominant in our portfolio, we are not fully
satisﬁed with this strategy. It raises several
questions, particularly when our directors see Total
in the portfolio.” Institutional investor

to positively contribute to the energy transition and
decrease their funding of fossil fuels. Similarly, from
a risk perspective, each sector is not structurally
exposed to extra-ﬁnancial risks to the same degree.
“We understand the desire of best-in-class not to
introduce sector bias, but it is difﬁcult to contribute
positively to the energy transition and guard
against transition risks by replicating a carbonintensive traditional index.” Institutional investor
“Although best-in-class makes it possible to avoid
distorting the portfolio, this strategy can be
misleading because all sectors do not present the
same level of risk. Best-in-class neutralises sectorrelated considerations.” Institutional investor
“Sector neutrality is challenged by climate
considerations. We would certainly have trouble
applying a purely best-in-class strategy while
taking climate considerations into account.”
Institutional investor
Finally, the difﬁculty of homogenising the methods
of analysis across all asset classes is a last limitation
noted by 14% of the panel.

“The best-in-class strategy is not easy to
communicate. This is why we exclude tobacco.
Exclusions have the beneﬁt of being legible, but
they cannot be the core of an ESG strategy. A
balanced mix of the two is needed.” Institutional
investor
•

Other limitations: sector neutrality or data
homogenisation

Although the sector neutrality of the best-inclass approach is often considered an advantage
for investment strategies, it is also questioned by
some investors. The lack of sector bias would be
inconsistent, for example, with an investor’s desire
WHITE PAPER CPR AM / INDEFI - ESG 2.0: NEW GENERATION
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ESG, PERFORMANCE AND RISK MANAGEMENT
Since the inception of responsible investment
and, now, ESG integration, its impact on financial
performance has been subject to extensive
debate. In fact, traditional financial theory
asserts that any restriction of the investable
universe (as is the case for ESG integration)
can only degrade the optimal portfolio and
performance of the investor.
This reasoning is very theoretical because
numerous accounting, financial and regulatory
constraints already govern institutional asset
management. No investor operates within an
ideal world in which they may freely select any
security for their portfolio.
Some investors feel that the sustainability of
ESG strategies is closely tied to their ability to
generate performance, and have thus decided
to measure the contribution of ESG over longer
time horizons, beyond the strictly financial
analysis.
“Our fundamental duty is to generate
sustainable performance. The risk/reward ratio
is the first consideration for any investment.
For the sustainability of ESG, these strategies
must perform well.” Institutional investor
For some, the performance of ESG strategies
depends on the way this new source of
information is used. Overly constrictive
investment rules may therefore limit ESG’s
contribution to performance.
“We may one day reach the efficient frontier
of extra-financial information. The sources of
information are multiplying, but if we are too
dogmatic in applying systematic management
rules, reaching this frontier will be difficult. We
cannot keep adding filters while maintaining
the requirement of performance. We must
do with extra-financial information what we
did with financial information; quantitative
24
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managers can help in this regard.” Institutional
investor
Most investors and asset managers navigate in
a universe of constraints that do not leave room
for strategies omitting short or medium term
performance objectives. Whether for reasons
of competitive positioning (distribution) or
annual reviews with their board of directors,
investors will prefer management partners who
succeed in integrating this ESG framework while
preserving performance-based management.
“Despite the long-term investment horizon,
each year, they must report to their board of
directors. Therefore, what ultimately matters is
short-term performance, even if the application
of ESG criteria could generate outperformance
over the medium term. Consequently, they
have less latitude than investors who do not
have accounting deadlines to worry about.”
Investment consultant
Some investors perceive this debate as
incoherent and consider that ESG is a way for
asset managers to differentiate themselves.
“Active managers only very rarely beat the
index over the long term. If they cannot beat
the market, they might as well integrate extrafinancial considerations and give another
meaning to active management.” Fund selector
One of the challenges of ESG integration is
to enrich risk-based analyses, thus providing
asset managers with the necessary tools to
optimise their risk/reward ratio. Innovation will
undoubtedly be essential to find the right model
that will tackle this objective.

02

NEW DEVELOPMENTS IN ESG INTEGRATION PRACTICES

b. Renewal of methodologies
a) A dynamic view of the extra-ﬁnancial
challenges and risks
•

Use of controversy risks to anticipate market
downturns

As an addition to ESG scores, the systematic use
of controversy monitoring is a relevant answer to
several criticisms of traditional ESG integration. The
controversy indicator (“forward-looking”) makes it
possible to anticipate the materialisation of ESG
risks by monitoring the reactions and controversy
management of a company over time related to an
ESG event. It turns out that an essential component
of controversy analysis is related to reputational
risk. This may help managers avoid scandals and
emblematic stock market sanctions.
Some investors choose not to use ESG scores and
rely only on the controversies, past or potential,
as a basis for their investment decisions. These
investors believe that this data will give them a
sufﬁciently thorough understanding of behaviour
across the three pillars, E, S and G, and sub-pillars
associated with the issuer with the advantage
of being dynamic and providing forward-looking
indications of the controversy over the next 12-18
months.
•

Valuing ESG momentum

An important factor in dialogue and engagement,
evaluating the improvement of a company with
respect to its extra-ﬁnancial issues may allow
investors to identify issuers who have actually
made an effort to address their material risks.
The renewal of analytical methodologies
incorporating a prospective dimension to the ESG
performance of a company would simultaneously
allow the investor to anticipate market risks and
provide them with an additional tool to guide their
engagement approach.

“Above all, I prioritise accompanying and valuing
the effort made by companies in their strategy to
improve their extra-ﬁnancial performance. This
should be represented in companies’ scores rather
than simply their performance at a speciﬁc point in
time.” Fund selector
“We prioritise more reﬁned best-in-class
approaches, which consider the evolution of
companies over time as well as their improvement
strategies. This provides a more dynamic view than
a ﬁxed score.” Institutional investor
b) A more reﬁned analysis of the components
of the score
•

Individual analysis of the E, S or G components

Other investors are deciding to analyse ESG scores
more closely: instead of a single score, they are
analysing the different E, S or G components or even
more precise criteria. The investment rules are then
applied to these components and not to the global
score. For example, this may mean eliminating the
worst performers on certain E, S and G components
by varying the analysis for each issuer according to
their activity sector or geographic exposure.
“Pushing the analysis beyond the three E, S
and G criteria and incorporating scores on the
components of each of these indicators seems
to be a constructive approach. However, I would
probably ﬁnd it more useful to highlight several raw
indicators.” Institutional investor
“Carbon footprint reduction strategies are fairly
popular today. Undoubtedly there are other things
to do, other more relevant indicators to analyse. A
more reﬁned analysis of the products and services
and the potential of companies to address the
challenges of energy transition would be a good
way for asset managers to stand out.” Institutional
investor
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Direct analysis of “raw” indicators without using
scores

Finally, taking raw indicators into account rather
than ESG scores is also a trend that has been
identiﬁed with some investors. This was already
the case when calculating the carbon footprint of
portfolios, and this trend could continue out of an
increased desire for simpliﬁcation and the pursuit
of stable sources that are traceable over time and
are not subject to methodological changes.
“Going deeper into the global scores and relying
only on a small selection of relevant indicators,
selected for their materiality, would certainly make
it possible to develop a better opinion of the risk of
some companies.” Institutional investor
c) A renewed interest for ﬁnancial materiality
Investors are showing increased interest in the
concept of materiality in ESG integration. From their
point of view, an issue is ﬁnancially relevant when it
may have a present or future impact on the valuecreation levers of a company or on its competitive
position. It then has an expected impact on the
stock market behaviour of a company and its ability
to create value for investors.
Although materiality has traditionally been taken
into account in ESG analysis (for example when
deﬁning the weighting levels of criteria for the
calculation of an average score), it is now a matter
of tuning the logic and only selecting a “small”
number of criteria: indeed, why bother analysing
dozens of criteria and indicators if they are not all
“material” for the company? The number of criteria
ultimately selected varies widely from one investor
to another: from 2 or 3 criteria to more than 40!
Because performance remains the main objective,
investors are open to an approach focused on
ﬁnancial materiality. The consistency of the
approach and the robustness of the analysis are,
nevertheless, necessary elements to convince the
investor of this materiality.
26
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“We are trying to push materiality more and more.
It is a criterion that we take into account, but we
give the managers leeway on this issue, and it is
up to them to understand the topic and adequately
integrate it into their investment strategy.”
Institutional investor
“I have not yet seen a very transcendent approach
to materiality. It is simply a matter of properly
understanding ESG issues, ﬁnding the right
indicators and integrating the results in stock
selection.” Institutional investor
d) Another revolution is under way: impact
analysis
ESG integration seems to be a central practice of
ESG policies, which may represent a foundation for
other practices such as exclusion or stewardship to
develop. It can also provide the basis to reposition
the concept of impact at the heart of investing. This
impact approach has been increasingly successful
and allows investors and asset managers to deploy a
differentiated ESG methodology. The act of setting
deﬁned impact objectives in line with investor
values makes it possible to articulate a clear and
powerful message to address new expectations
from clients and, indirectly, all stakeholders of the
investment chain.
In this area, two phenomena can be identiﬁed:

•

•

ﬁrst, investors are increasingly seeking to
conduct impact analysis on their portfolios
(79% of the study panel);

•

second, an increasing number of institutional
investors are deﬁning impact investment
allocation targets.

Analysis of portfolio impact

Investors have adopted impact measuring on
ESG/climate issues. For example, this may involve
measuring the impact on all types of societal, social
and governance topics (i.e. number of jobs created,
board of directors diversity, etc.). On the panel, 79%
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of institutions would like to integrate more impact
measurements into their portfolio, and climate
issues are a priority for most of them.
Climate is now a standalone issue that is almost
autonomous from other ESG themes and topics due
to regulatory changes and the increasing pressure
of public authorities.
“We are seeking asset managers capable of making
a connection between the investments and impact
concepts (environment, controversy management).”
Institutional investor
Therefore, climate reporting has taken centre
stage and is taking the form of frantic calculation
of portfolio carbon footprints, a simple exercise of
disclosure and consolidation. More sophisticated
and “material” reporting methodologies are also
being developed for investors in line with the
recommendations of the TCFD4: analysis of exposure
to climate risks and alignment of portfolios on the
2°C trajectory.

•

A renewed offer of the analytical framework

The Sustainable
framework

Development

Goals

(SDGs)

Impact is increasingly rooted in the UN’s new frame
of reference: the Sustainable Development Goals
(SDGs). Since they took effect, they have created
strong interest in the private sector. The ﬁnancial
sector has found in these objectives a practical
framework to analyse the inﬂuence, negative or
positive, of its investments on major societal and
global issues. Many hope that they will quickly
become a common language for companies, asset
managers and investors.

dŚĞ ^ƵƐƚĂŝŶĂďůĞ ĞǀĞůŽƉŵĞŶƚ 'ŽĂůƐ ŽĨ ƚŚĞ ϮϬϯϬ
sustainable development programme
dŚĞϭϳ'ŽĂůƐĂŶĚϭϲϵƚĂƌŐĞƚƐŽĨƚŚĞϮϬϯϬWƌŽŐƌĂŵŵĞ
Ͳ ĂĚŽƉƚĞĚ ŝŶ ϮϬϭϱ ĚƵƌŝŶŐ Ă hŶŝƚĞĚ EĂƟŽŶƐ ƐƵŵŵŝƚ
ͲƚŽŽŬĞīĞĐƚŽŶϭ:ĂŶƵĂƌǇϮϬϭϲ͘dŚĞǇĂƌĞďĂƐĞĚŽŶ
the success of the Millennium Development Goals
;D'ͿĂŶĚĂŝŵƚŽŐŽĨƵƌƚŚĞƌƚŽĂĚĚƌĞƐƐŐůŽďĂůŝƐƐƵĞƐ
related to poverty, inequality, climate, environmental
ĚĞŐƌĂĚĂƟŽŶ͕ƉƌŽƐƉĞƌŝƚǇ͕ƉĞĂĐĞĂŶĚũƵƐƟĐĞ͘

Carbon footprint: this analysis is designed to
measure the greenhouse gas emissions of the issuers
ŝŶ Ă ƉŽƌƞŽůŝŽ͘ tĞ ŐĞŶĞƌĂůůǇ ĚŝƐƟŶŐƵŝƐŚ ďĞƚǁĞĞŶ
ƚŚƌĞĞ ƐĐŽƉĞƐ͗ ĚŝƌĞĐƚ ĞŵŝƐƐŝŽŶƐ ;ƐĐŽƉĞ ϭͿ͕ ĞŵŝƐƐŝŽŶƐ
ƌĞůĂƚĞĚƚŽĞŶĞƌŐǇĐŽŶƐƵŵƉƟŽŶ;ƐĐŽƉĞϮͿĂŶĚŝŶĚŝƌĞĐƚ
emissions caused by the products or services, and the
ƐƵƉƉůǇĐŚĂŝŶ;ƐĐŽƉĞϯͿ͘
ŶĂůǇƐŝƐ ŽĨ ĐůŝŵĂƚĞ ƌŝƐŬƐ͗ this involves analysing
ƚŚĞ ĞǆƉŽƐƵƌĞ ŽĨ Ă ƉŽƌƞŽůŝŽ ƚŽ ĐůŝŵĂƚĞ ƌŝƐŬƐ ĂŶĚ
ĚŝƐƟŶŐƵŝƐŚŝŶŐ ƉŚǇƐŝĐĂů ƌŝƐŬƐ ;ŚƵƌƌŝĐĂŶĞƐ͕ ŇŽŽĚƐ͕
ĚƌŽƵŐŚƚ͕ ĞƚĐ͘Ϳ ĨƌŽŵ ƚƌĂŶƐŝƟŽŶ ƌŝƐŬƐ ;ĐĂƌďŽŶ
ƌĞŐƵůĂƟŽŶƐ͕ĐŚĂŶŐĞƐŝŶĞŶĞƌŐǇƉƌŝĐĞƐ͕ĐŚĂŶŐĞƐŝŶƚŚĞ
behaviour of the suppliers or customers of a company
ĚƵĞƚŽĐůŝŵĂƚĞͿ͘

ϰ͘DŽƐƚŽĨƚŚĞƌĞĐŽŵŵĞŶĚĂƟŽŶƐƉƵďůŝƐŚĞĚĚƵƌŝŶŐƚŚĞƐƵŵŵĞƌŽĨϮϬϭϳďǇƚŚĞdĂƐŬ&ŽƌĐĞĨŽƌůŝŵĂƚĞͲZĞůĂƚĞĚ&ŝŶĂŶĐŝĂůŝƐĐůŽƐƵƌĞƌĞĨĞƌƚŽƚŚĞŝŶƚĞŐƌĂƟŽŶŽĨĐůŝŵĂƚĞ
ŝƐƐƵĞƐĂƚƚŚĞŚŝŐŚĞƐƚůĞǀĞůŽĨŐŽǀĞƌŶĂŶĐĞŽĨŝƐƐƵĞƌƐĂŶĚŝŶǀĞƐƚŽƌƐ͕ƚŚĞĂŶĂůǇƐŝƐŽĨĞǆƉŽƐƵƌĞƚŽĐůŝŵĂƚĞƌŝƐŬƐĂŶĚƚŚĞĚĞĮŶŝƟŽŶŽĨĂƐƐĞƚĂůůŽĐĂƟŽŶƐƚƌĂƚĞŐŝĞƐŝŶƚĞŶĚĞĚƚŽ
ĂůŝŐŶƚŚĞƉŽƌƞŽůŝŽƐŽŶĂϮΣĐůŝŵĂƚĞĐŚĂŶŐĞƚƌĂũĞĐƚŽƌǇ͘
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In the Netherlands, for example, through a
collaborative initiative, the main institutional
investors and asset managers began working with
the Central Bank on the publication of the SDGs,
which are fast becoming the frame of reference for
global ESG/climate debates. This is not to say that
one ESG framework will be replaced by another,
but rather that a small number of SDGs (3 or 4) will
be selected and will be considered speciﬁcally in
this context, despite the potential introduction of
sector bias.

The four ESG integration renewal trends described
in this section are an attempt to address the
limitations created by traditional ESG integration.
Over time, this practice seems to have become
a true basis of investors’ risk-management
policy. This is why it is an unavoidable element in
discussions between institutional investors and
asset managers.

Within the panel, 64% of institutions surveyed
would like to integrate the SDGs into their reporting,
analysis and investment methodologies. However,
this demand is nascent, and most institutions have
not yet reached this stage of development.
Harmonisation by the European Commission of the
taxonomy of sectors with impact
A system of European classiﬁcation of
environmentally-sustainable
activities
called
“taxonomy” is currently being developed. Other
related initiatives are contributing to the creation
of a new analytical framework at the European
level. For example, this involves establishing
European labels for green ﬁnancial products,
harmonising sustainability benchmarks, introducing
a “green supporting factor”5 or even increasing
the transparency of companies’ extra-ﬁnancial
reporting.
Structuring an ESG policy by prioritising impact
(both through impact reporting and impact investing)
represents a key mission-statement factor and
will facilitating communication with clients.
Homogeneous and global analytical frameworks
will facilitate this evolution. This certainly will
contribute in part to addressing the aspirations
of investors to make their investment policy more
meaningful and facilitate communication with their
stakeholders.

ϱ͘'ƌĞĞŶ^ƵƉƉŽƌƟŶŐ&ĂĐƚŽƌ͗ƚŚĞŝŶƚƌŽĚƵĐƟŽŶŽĨƚŚŝƐĨĂĐƚŽƌŝŶƚŚĞƉƌƵĚĞŶƟĂůƌƵůĞƐĂƉƉůŝĐĂďůĞƚŽŝŶƐƵƌĂŶĐĞĂŶĚďĂŶŬƐŵĞĂŶƐƚŚĂƚĐůŝŵĂƚĞŝƐƐƵĞƐŵƵƐƚďĞŝŶƚĞŐƌĂƚĞĚŝŶƚŽ
ƚŚĞƌŝƐŬƉŽůŝĐŝĞƐŽĨďĂŶŬƐĂŶĚƐƵƉƉŽƌƚĮŶĂŶĐŝĂůŝŶƐƟƚƵƟŽŶƐŝŶǀĞƐƟŶŐŝŶƐƵƐƚĂŝŶĂďůĞƉƌŽũĞĐƚƐ͘
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IMPACT INVESTING
Beyond reporting on their existing investments,
more and more investors are deciding to
implement a deliberate impact investing policy.
Impact investing takes the form of thematic
strategies in both passive and active
management formats. Thematic investments
are far from a new practice, and exist in inﬁnite
variants. The most popular are: health, water
management, education and training, global
food challenge, and gender equality.

“We have identiﬁed some themes that we wish
to support through our investments. Climate
obviously is an important subject, but we have also
been invested in a water management fund for a
long time now. More recently, we are becoming
more and more attentive to gender equality.”
Institutional investor
In addition, some investments are geared
toward the ﬁnancing of an ecological and energy
transition theme6. This category includes green
bonds7 and thematic funds, including renewable
energy infrastructure projects.

ϲ͘'ƌĞĞŶŝŶǀĞƐƚŵĞŶƚƐ͗ϯϲйŽĨŝŶǀĞƐƚŽƌƐĂĐƟǀĞŝŶ^'ͬĐůŝŵĂƚĞŚĂǀĞĐŽŶĚƵĐƚĞĚĂŶĂůǇƐŝƐƚŽŝĚĞŶƟĨǇŐƌĞĞŶŝŶǀĞƐƚŵĞŶƚƐŝŶƚŚĞŝƌƉŽƌƞŽůŝŽƐ͘^ŽŵĞŚĂǀĞĞǀĞŶĚĞĐŝĚĞĚƚŽƐĞƚ
ƐƉĞĐŝĮĐŝŶǀĞƐƚŵĞŶƚƉƌŽŐƌĂŵƐĨŽƌƚŚŝƐƚǇƉĞŽĨĂƐƐĞƚŝŶƐƵƉƉŽƌƚŽĨƚŚĞĞŶĞƌŐǇƚƌĂŶƐŝƟŽŶ͘͞ĂƌŽŵğƚƌĞ/ŶƐƟƚƵƟŽŶŶĞůƐϮϬϭϴ”.
ϳ͘'ƌĞĞŶďŽŶĚƐĂƌĞƉƌĞƐĞŶƚŝŶƚŚĞƉŽƌƞŽůŝŽƐŽĨŵŽƌĞƚŚĂŶϮϱŝŶǀĞƐƚŽƌƐĂŶĚƐŽŵĞƟŵĞƐŝŶŶŽŶͲŶĞŐůŝŐŝďůĞĂŵŽƵŶƚƐŽĨƐĞǀĞƌĂůŚƵŶĚƌĞĚŵŝůůŝŽŶĞƵƌŽƐ͘^ŽŵĞŝŶǀĞƐƚŽƌƐŚĂǀĞ
even created funds dedicated to green bonds to accommodate these investments. “ĂƌŽŵğƚƌĞ/ŶƐƟƚƵƟŽŶŶĞůƐϮϬϭϴ”.
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3. ESG INTEGRATION IN RELATIONS WITH ASSET MANAGERS
KEY MESSAGES
•

Investors are not prescriptive when it comes
to the methodology used by their asset
managers and accept, or even encourage,
diversity in ESG integration approaches.

•

Above all, investors are attentive to public
commitments, resources allocated to ESG
and the quality of internal research.

•

The weight of ESG criteria in fund selection
is increasing. It ranges from insigniﬁcant
for some investors to a prerequisite to the
creation of mandates for public institutional
investors.

•

The quality of reporting and services is a key
expectation for investors when it comes to
ESG.

•

Investors can accommodate for different ESG
integration practices speciﬁc to each manager
and are not seeking standardisation.

a. The extension of investors’ ESG policies to their asset managers
Investors are paying increasingly more attention to the application of their ESG policy in delegated investments.
For example, 70% of institutional investors would not accept investing in a fund including issuers on their
internal exclusion list.
Institutions allocate varying importance to ESG due diligence when selecting investment partners to whom
they delegate assets, whether in segregated or collective formats. For four institutions on our panel, the
weight of the ESG component in the investment decision is considered important.
.Figure 8ͲtĞŝŐŚƚŽĨ^'ĂŶĂůǇƐŝƐǁŚĞŶƐĞůĞĐƟŶŐ
funds or management partners (excluding
investment consultants)
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“Although we have developed a systematic process
of analysing funds based on both ﬁnancial and ESG
criteria, the ESG strategy of the fund manager is not
the most important factor in the ﬁnal investment
decision.” Fund selector
“Resources allocated to ESG, the quality of
research as well as the relevance of the integration
methodology are important criteria during the
evaluation of an asset manager.” Institutional
investor
“Investors are sensitive to whether their
asset manager integrates ESG factors into
its investments. I have not yet seen an asset
manager be vetoed based only on this criterion.
It is an element that penalises the overall score.”
Investment consultant

accommodate their clients’ ESG preferences
through a sort of bespoke investing. Today, this
approach no longer seems enough to stand out
and win tenders. We are witnessing a fundamental
shift in which each asset manager must identify and
highlight their ESG convictions and philosophy.
Beyond the obvious performance prerequisite,
investors also have strong expectations visà-vis their asset managers with respect to the
legibility, coherence and transparency of their
ESG integration approaches. They have a double
objective: making their responsible investor policy
more meaningful and facilitating communication
with their stakeholders. This is why institutional
investors and fund selectors pay close attention to
a certain number of elements when selecting their
asset managers.

b. ESG expectations vis-à-vis their asset
managers
To convey an ESG message that resonates with
investors, asset managers use different strategies:
internal work and research or consulting with
specialised agencies. In the past, the discourse
of asset managers was to say that they could

Figure 9 Ͳ/ŶǀĞƐƚŽƌĞǆƉĞĐƚĂƟŽŶƐŽĨƚŚĞŝƌŵĂŶĂŐĞŵĞŶƚƉĂƌƚŶĞƌƐŽŶ^'ƚŽƉŝĐƐ
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Quality of reporting and services
Investors feel that reporting quality is an indicator
of the seriousness of the ESG approach and a highly
valued promise of transparency.
“We attach value to the transparency of the ESG
approach and the quality of the reporting. We think
that this is an indicator of the seriousness with
which investment teams approach the subject.”
Fund selector
Investors pay close attention to various pieces of
information when it comes to ESG reporting:
•

format of the report: dedicated report, inclusion
in the fund report (particularly in the manager’s
comments), ad hoc communications (such as
following controversies);

•

standardisation of terminology: the future
taxonomy of the European Commission and
the SDGs represent the main paths for global
standardisation on ESG issues;

•

customised or customisable content: some
investors expect bespoke reporting;

•

granularity: a few investors demand an analysis
of the portfolio on speciﬁc ESG themes or a
number of predetermined criteria.

“We are very interested in the impact of our
investments. The best way of measuring it in
external funds is to obtain clear and intelligent
reporting on the themes we wish to support.”
Institutional investor
“We see very disparate reporting quality. It is not
helpful for us to have a ﬁnal ESG score in a report.
We need to go deeper into the sub-dimensions
of the scores and explain some of the investment
decisions.” Institutional investor
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“The dispersion of ESG scores in the portfolio is
more interesting to examine and monitor over time
than an average portfolio score and a snapshot at a
given date.” Institutional investor
Beyond a regular report, investors want to be able
to raise ESG subjects during all of their interactions
with portfolio managers (ad-hoc meetings,
conferences, etc.).
“Most asset managers are now capable of
calculating a carbon footprint. This is a necessary
step, but it is not enough. Tomorrow, this will
certainly become a prerequisite for investment,
like the adherence to the PRI.” Institutional investor
Some investors would also like to beneﬁt from
bespoke products based on their own preferred
themes. This need for bespoke ESG can be expected
from both institutional investors and private banks.
An asset manager’s ability to be open to these
individual requests may represent an undeniable
competitive edge.
“Institutional investors are asking us for products
that reﬂect their own ESG policy. They want
bespoke, tailor-made solutions.” Fund selector
“Although private banks are less advanced when
it comes to ESG, they are demanding adjustments
to proposed portfolios according to the E/S/G
sensitivities of their clients.” Fund selector
Finally, many investors are looking for support from
their asset managers throughout the ESG process.
This support may start with an ESG analysis of the
portfolio and then develop further through regular
exchanges regarding controversies or monitoring
over time of issuers that are considered risky.
“We rely heavily on our investment partners to
develop our ESG approach. The ability to monitor
our portfolio over time and exchange ideas
regarding practical solutions for improvement is
clearly an advantage.” Institutional investor
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Public commitments
Some investors see public commitments as
assurance of transparency and involvement by an
asset manager. The signing of the PRI is often the
ﬁrst element analysed or even required by investors
during ESG due diligence.
“The signing of PRI is an investment prerequisite.
New asset managers have one or two years to sign
them.” Institutional investor
“It is not a systematic prerequisite to sign the PRI.
However, it represents a guarantee of an effort
towards transparency. An asset manager that does
not sign must present convincing arguments to
justify its position.” Institutional investor
“Nearly all asset managers today have made
one or more public commitments. It is no longer a
discriminating factor. They have to show something
beyond the positions they have taken”. Investment
consultant
Coherence of the ESG policy and veriﬁcation of
actual integration
It is important to have established an ESG policy
and allocate dedicated resources to its deployment,
but it is even more critical in investors’ eyes to apply
it effectively. Because most asset managers have
ESG policies and tools, it has become very difﬁcult
to differentiate them easily. Thus, a majority of
investors surveyed feel that it is difﬁcult to verify
whether ESG integration strategies have actually
been implemented by the manager. Unlike exclusion
policies, ad-hoc integration strategies are at the
discretion of the manager, and it is difﬁcult to
measure the importance that a manager places
on ESG analysis. However, it should be noted that
the use of ESG labels to verify integration is not
favourably regarded by investors.
“Our management is only interested in knowing
whether ESG considerations have directly impacted
investment decisions.” Institutional investor

“I don’t look at labels. Just about anything can be
put in a labelled fund, so I do not consider these
certiﬁcations as assurance of the fund manager’s
understanding of the subject.” Institutional investor
“I expect an adequate level of coherence in the
approach, especially coming from asset managers
who claim to be ESG experts. I would like for them
to explain to me in detail how each investment
is reconciled with the ESG policy of the asset
manager.” Investment consultant
“The value is not in investing in a dedicated team of
25 ESG analysts; the value is in understanding what
is done at the investment level with the calculated
ESG score. If that is kept under wraps, there is not
much point to it. The coherence in the approach
itself and its continuity with the CSR approach of
the asset manager or the group to which it belongs
becomes a point of attention in our selection
process”. Investment consultant
“Whether it is based on a best-in-class methodology
or not is not the primary concern. What is more
important are the resources allocated by the asset
manager to ESG analysis and the seriousness with
which the methodology is deployed.” Fund selector
“The problem with ESG integration is that you never
know whether the process goes beyond marketing.
What interests me is seeing the seriousness of the
approach, understanding the resources allocated
to ESG and verifying their comprehension of the
topics.” Fund selector
Resources allocated to ESG analysis
A criterion frequently found in due diligence
questionnaires sent to management companies is
the resources allocated to ESG. The expectations
for this criterion may vary from the mere presence
of an ESG analyst to a dedicated team comprised of
senior analysts with a real impact on investments.
“We primarily verify that the ESG analysis is high
quality and is based on robust research. Obviously,
WHITE PAPER CPR AM / INDEFI - ESG 2.0: NEW GENERATION
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we verify that there are indeed ESG analysts in the
investment team and that they are indeed included
in the decision-making process.” Institutional
investor
“We now require the signing of PRI and verify the
level of ESG integration of the fund as part of our
operational due diligence. In particular, we look at
exclusion policies, the percentage of the universe
that is restricted and the presence of ESG analysts
in the investment team.” Institutional investor
“It is the manager who must do ESG, not an analyst
at the end of the hallway. The ESG strategy must be
disseminated at all levels of the value chain of the
investment.” Institutional investor
Resources allocated to ESG research are also
appreciated. For example, the existence of
proprietary ESG research is highly valued by
investors and distributors. This research may have
several functions:
•

supplementing ESG analysis purchased from
rating agencies or combining it when multiple
sources of information are exploited;

•

training employees on ESG topics, in particular
portfolio managers;

•

studying controversies;

•

establishing and deploying the stewardship
policy.

“Some asset managers have a single ESG analyst
who does not conduct their own research. In this
case, ESG is primarily a reporting exercise.” Fund
selector
“On the questionnaire that we send to management
companies, we place particular importance on the
quality of ESG research.” Fund selector
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Percentage of assets covered by the ESG
integration practice
The percentage of assets under management
covered by the ESG integration process provides an
important indication of the ESG objectives of the
asset manager. According to investors, a minimum
coverage rate of 80% represents the best practice
on the market.
“We ask asset managers about their assets under
ESG consideration and the number of analysts
dedicated to ESG. We also verify that their exclusion
list is not emaciated.” Fund selector
“An asset manager serious about ESG integration
must present a coverage rate of 100% of its active
funds”. Institutional investor
Finally, relations with asset managers surrounding
ESG integration take on different nuances according
to the delegation format.
Several delegation formats coexist in the world
of institutional investors. In this section, we will
concentrate on assets delegated to asset managers
on a segregated or collective basis. The ESG analysis
methodologies are sometimes different according
to the format. Analysis of segregated vehicles is
generally more thorough.

c. ESG integration in various delegation
methods
93% of the panel assert that they carry out ESG due
diligence when selecting investment partners, both
in segregated and collective format. Most analysis
is focused on the ESG policies and procedures
put in place by the asset manager. Some investors
(43% of the panel) verify the actual application of
these procedures by conducting analysis on the
underlying securities.
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ESG integration and investments delegated to an
afﬁliated asset manager
Investments delegated to an afﬁliated asset
manager represent 56% of the French institutional
market and 50% of the panel of institutions
surveyed. In this situation, ESG integration is
generally facilitated by the inﬂuence that the
institution exercises over the asset manager,
although this is not without friction at times. In fact,
the asset manager may claim a certain degree of
autonomy in its ESG policy in order to satisfy thirdparty clients. The asset manager often has more
resources than the parent institution for ESG issues,
and it is not rare for an asset manager to impose its
views on the ESG integration methodology of its
parent company.
“Our ESG analysis process is primarily based on
the extra-ﬁnancial analysis of our Group asset
manager. We do not see anything particularly wrong
with this situation.” Institutional investor
“Our ESG integration is based on the fundamental
analysis of our afﬁliated asset manager. We do not

really have a choice. A score is assigned to each
issuer. The analysis is comprised of a quantitative
aspect as well as a more qualitative view of the
issuer’s products and outlook for development.”
Institutional investor
ESG integration and third-party investments
delagated in segregated format
Third-party delegation in segregated format (funds
or mandates) is the simplest way for the most
committed institutional investors to ensure that
their ESG policy is followed. This is particularly the
case for the vast majority of the assets of the public
institutions of our panel. It seems to be harder for
smaller investors to impose their approach on their
asset managers.
“The segregated vehicle, fund or mandate format,
allows us to require a more precise application of
our responsible investment policy. We integrate
these criteria into our requests for proposals, and
we can therefore verify that ESG is properly taken
into account.” Institutional investor

FigƵƌĞϭϬͲ^'ĂŶĂůǇƐŝƐŵĞƚŚŽĚƐǁŚĞŶƐĞůĞĐƟŶŐĨƵŶĚƐ
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Figure 11 - Breakdown of assets
ďǇĚĞůĞŐĂƟŽŶŵŽĚĞ

“We delegate all of our investments through
requests for proposals: this allows us to carefully
analyse the ESG practices of asset managers with
which we are considering working.” Institutional
investor
But in some cases, the asset manager may be
reluctant to apply an ESG policy as is that is at odds
with its usual practices.
“To be perfectly honest, it is becoming harder and
harder to impose our own integration approach on
asset managers because they have all developed
their own approach, which is not necessarily aligned
with ours. It is too bad because an ESG approach
should ﬁrst and foremost reﬂect the values of the
institutional investor and not the other way around!”
Institutional investor
ESG integration and third-party investments
delegated in collective funds
Investment delegation in collective format is
preferred by fund selectors. It also represents half
of all institutional investment delegation in France.
36
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In this case, fund selectors and institutional
investors have relatively little inﬂuence over the
asset managers. They have two options. Some
choose to exclude these assets from any ESG
approach while some decide to apply minimal
analysis.
“We began by applying our exclusion and ESG
integration policies to our direct investments or
investments in segregated mandates. For the
time being, we perform only minimal analysis of
collective funds, and we only ask them whether they
take ESG issues into account.” Institutional investor
“For the ﬁrst editions of our Article 173 reports, we
did not cover investments in collective funds. This
will surely need to change, but we prefer to focus
on the portion of the portfolio that we control.”
Institutional investor
“It is easier for us to request certain ESG processes
(exclusions, best-in-class ﬁlter, etc.) for segregated
funds than it is for collective funds. However, our
objective is to maintain our ESG requirements
across all of our investments.” Institutional investor
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Others keep these assets within their ESG
approach: they then take particular care to analyse
the practices of the asset manager during the due
diligence process. This analysis may take several
forms.

put in place at the asset manager level.” Fund
selector

Above all, this entails assessing the “seriousness” of
the asset manager’s ESG policy rather than seeking
perfect harmonisation with the institution or fund
selector’s policy at all costs.

The desire not to interfere with discretionary
management as well as the value placed on the
diversity of integration strategies lead investors
to place their trust in the asset managers when it
comes to the implementation of the ESG procedures
presented during the due diligence.

“It is sometimes difﬁcult to gauge the seriousness
of asset managers’ ESG approach. This is why we
place particular importance on the allocation of
resources to ESG analysis or research. We also
attempt to understand the link between ESG
analysis and the investment decision.” Fund selector
“We analyse the ESG strategies of asset managers
at three levels: 1) the formalisation of their strategy
(ESG report, charter, voting policy), 2) the policies
put in place (management of controversies, sector
exclusions) and 3) the capacities and resources
allocated to ESG (percentage of assets managed
under ESG consideration, use of internal or external
resources).” Fund selector

d. Post-manager
managers

relations

with

asset

An annual follow-up, accompanied by an exchange
on any controversial issuers, endorses the ESG
integration practice in delegated management.
“There is not one good ESG methodology, and that
is all the better. We just want to be reassured as
to the seriousness of the approach. We select a
process, we carry out due diligence on site and, if
we are convinced, we place our trust in it for the
long term.” Institutional investor
A single investor on the panel imposes an ESG
integration methodology on its management
partners.

Some feel that it is important to analyse not only
the policy of the asset manager and the fund but
also the composition of the portfolio, line-by-line, in
order to verify that the ESG approach put forward
is indeed translated into the underlying securities.
“We use MSCI to score the fund, and we carry out
a complete “look-through” approach of the fund
according to the three E, S and G pillars. This posttrade analysis is an important tool used in the
dialogue with the manager.” Fund selector
However, the value of this “look-through” approach
is not unanimous for fund selectors.
“We do not analyse portfolios line-by-line because
we do not want to select funds that have been wellscored by chance. We base our decision only on the
investment principles of the fund and the policies
WHITE PAPER CPR AM / INDEFI - ESG 2.0: NEW GENERATION
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CONCLUSION
Investors are currently operating in a context
characterised by increasing regulatory pressure
combined with profound social change. An
increasing number of investors are taking ESG
considerations into account in the management of
their investments.
An observation of ESG practices followed by
investors demonstrates that these practices are
being renewed at a rapid pace in Europe, particularly
in France. The majority of investors perceive
ESG as a tool that reinforces risk management,
thereby contributing to better long-term ﬁnancial
performance. They fully understand the limitations
of the ESG integration methodologies, assert that
they are seeking more transparency and legibility
and consider ﬁnancial materiality of ESG criteria
as a key issue. The next step in this evolution is
undoubtedly the combination of ESG integration
practices with impact analysis using the framework
of the Sustainable Development Goals.
Investors are paying increasingly more attention
to the application of their ESG policy in delegated
investments, without prescribing the methodologies
used. The coherence of the ESG approach, the
quality of reporting and the sophistication of the
analyses made available now represent selection
criteria for their asset managers.
Finally, the ability of asset managers to innovate
and support investors in designing, implementing
and monitoring their ESG policy represents an
essential differentiating factor.
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APPENDIX 1: Study panel

INSTITUTIONAL
INVESTORS

FUND
SELECTORS

INVESTMENT
CONSULTANTS

AG2R La Mondiale

Allianz IM

Altis

Agrica

Architas

Complementa

BNP Paribas Cardif

Aviva France

Mercer

CA Assurances

Coutts Private Bank

PPC Metrics

Ircantec

FundQuest Advisor

Redington

ERAFP

Lyxor AM

Fondation du Louvre
FRR
Natixis Assurances
UMR
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APPENDIX 2: ESG integration in non-listed asset classes (real estate, infrastructure and private equity).
In general, investors have a positive view of ESG integration in non-listed asset classes, which represent a
favourable playing ground for these considerations to be addressed.

REAL ESTATE
Real estate has historically been strongly
represented
in
institutional
portfolios,
representing nearly 5.6% of French assets
(5.4% on our panel). Most investors feel that
the management of these portfolios naturally
integrates ESG criteria by regulatory necessity
and by interest, since renovated buildings are
valued higher.
“Our buildings must all have energy performance
audits. It is therefore essential to analyse
environmental issues for real estate investments.”
Institutional investor
ESG policies ﬁrst and foremost address climate
issues: energy consumption, carbon footprint, etc.
as well as building labels (HQE).

INFRASTRUCTURE
This asset class is more recent in institutional
portfolios. Institutional investors invest in this
asset class most often through collective funds and
rarely invest in it directly. These assets represent
less than 1% of the French institutional market.
Like real estate, investments in infrastructure
are considered naturally compatible with an ESG
policy:
• investments in renewable energy projects are
considered to have a positive impact on the
environment;
• the success of infrastructure projects,
particularly greenﬁeld, relies in large part on
the acceptance of the local population around
the infrastructure: the promoters of these
projects are therefore naturally encouraged
to take their concerns into account very early
on in the process;
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More recently, investors have expanded the scope
of their analysis to other subjects, including
social or societal issues (accessibility of the
building, relations with tenants, etc.). A real ESG
questionnaire consisting of several dozen or even
hundreds of questions is completed for each
building using international standards (such as
GRESB) in order to evaluate the “ESG performance”
of an asset and a portfolio and its areas for
improvement. Therefore, this asset class could
reach maturity in terms of ESG integration and
join the practices observed on the listed markets:
deﬁnition of an ESG score combined with explicit
and systematic management rules.

• regulations are particularly demanding when
it comes to social and environmental issues,
particularly in developed countries. Projects
in emerging countries are also subject to
pressure from some supranational ﬁnanciers
to minimise negative externalities.
“Our infrastructure portfolio projects naturally
address extra-ﬁnancial issues, in particular
climate issues. We are also invested in renewable
energy, for example.” Institutional investor
Paradoxically, institutional investors seldom
require high levels of ESG integration practices in
infrastructure. Most are satisﬁed with complying
with the rather demanding regulations on these
issues. However, it is important to note that investor
expectations are increasing quickly and that most
investors are now demanding proof of proper
integration of ESG criteria. It is now no longer
possible to raise an infrastructure fund without
receiving detailed due diligence questionnaires on
ESG topics or even side letters demanding detailed
annual reports on these issues.
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PRIVATE EQUITY
The private equity asset class used to suffer from
a poor image among investors, but this view has
changed signiﬁcantly over the past few years,
thanks to the efforts of French and European asset
managers. They have succeeded in demonstrating
to their investors that, in addition to strong
ﬁnancial performance, they offer an unrivalled
playing ﬁeld for ESG practices:
•

asset managers have the time and means to
analyse operations before investing as part of
their due diligence processes;

•

these investors maintain their investment for
many years and have the means to inﬂuence
company management: the stewardship
practice is thus widespread in private equity;

•

in general, the targets are growth companies
or even start-ups for venture capital and thus
naturally create jobs, a common social impact
objective.

The expectations of institutional investors and
distributors with respect to the ESG practices of
asset managers specialising in private equity can
take the following forms:
•

validating that the asset manager makes use
of the best ESG integration practices: ESG
charter, adoption of PRI, ESG due diligence,
dialogue with holdings, reporting, etc. Due
diligence questionnaires are sent to fundraising asset managers and are particularly
thorough and precise. It is impossible to raise
a private equity fund without demonstrating
ESG integration credentials;

•

providing proof of positive societal impact:
questionnaires are sent annually to asset
managers to collect indicators related to
positive externalities (such as job creation,
company growth, etc.) or the limitation
of negative externalities (such as carbon
footprint).

“The integration of ESG criteria in non-listed
assets is rather advanced. Asset managers
regularly monitor their investments in light of
ESG criteria. When the analysis is applied to
small companies, the impact is more concrete (i.e.
number of jobs created).” Institutional investor
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SUMMARY OF THE RESEARCH BY INDEFI
By Agnès Lossi and Emmanuel Parmentier
Partners of INDEFI

ESG integration is one of the central practices
of responsible investment policies. It reﬂects
investors’ objective to enhance their risk analysis
while minimising their exposure to companies that
fall short on ESG criteria.
ESG integration consists in systematically
exploiting extra-ﬁnancial information through
explicit investment rules. Data is most often used
to calculate a score based on a multitude of criteria.
These practices are perfectly suited to the ongoing
transition of ESG from peripheral considerations to
the heart of portfolios.
The best-in-class methodology is popular among
French investors and is one way of integrating ESG
into investment decisions. At the European level,
ESG integration is approached very differently by
investors, both in terms of the scoring methodology
and its use in the investment process.
While spontaneously satisﬁed with current ESG
integration practices, investors are also aware of
their limitations:
•

some are perplexed by what they characterise
as a “black box”;

•

others criticise the multiplication of the data
used, which may obscure the most material
issues;

•

ﬁnally, some regret that ESG scores do not
facilitate portfolio managers’ appropriation of
ESG topics, who may rely on a score calculated
by a dedicated or even external team of analysts.
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We therefore witness a renewal of ESG integration
approaches:
•

in an effort to reinforce the forward-looking
dimension of ESG analyses, controversies
or recent progress made by companies are
increasingly included in the analysis;

•

some managers use the E, S or G sub-components
of the score or even raw indicators (e.g. carbon
footprint);

•

investors are also increasingly attentive to
ﬁnancial materiality, leading them to favour ESG
indicators most likely to affect the valuation of
a security.

Investors are also faced with a wide landscape of
ESG integration practices used by their third-party
asset managers. More than a nuisance, this diversity
is welcomed and even encouraged by investors. In
return, beyond the fundamental expectations of
ﬁnancial performance, investors are increasingly
demanding in terms of coherence and robustness of
ESG practices employed, the resources allocated to
it and the scope that it covers. The quality of reporting
and the support provided by asset managers are an
important consideration for investors seeking to
understand the depth and intricacies of the ESG
integration processes employed. This information
is essential for the investor to explain practices to
their own stakeholders, whether they be their own
governance bodies or their beneﬁciaries and clients.
In conclusion, the main challenge of responsible
investment, today, resides in the ability for an
investor to combine integration with all practices
of the ESG toolkit. From this perspective, the
concept of impact is currently a focal point for both
institutional and retail investors and represents the
“new frontier” of ESG approaches.
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ESG: INNOVATION AND FINANCIAL MATERIALITY
By Valérie Baudson,
Chief Executive Ofﬁcer

HOW BIG IS THE SRI MARKET TODAY?
Strategies that embrace Environmental, Social
and Governance (ESG) issues have been attracting
more and more attention and assets. Using the
broadest range of definitions for ESG, as of 2016
the AUM have reached US$23 trillion according to
the latest available public surveys, which is about
a quarter of global liquid assets, a 25% growth
in 2 years, and the trend is likely to expand going
forward. The PRI (Principles for Responsible
Investment) has now more than 1,700 members
representing US$70 trillion from investors
committed to incorporate responsible investment
across all investment classes. A growing number
of those investors are also progressively adopting
the UN Sustainable Development Goals (SDGs) as
both an investing and reporting framework.
If Europe has been leading the pack for years,
major global players are deploying significant
resources in order to rapidly catch up, paving
the way for fierce competition, as the largest
investors are entering the field such as GPIF in
Japan and its US$1.5 trillion of assets.

WHAT ARE THE LATEST TRENDS YOU OBSERVE
IN THIS EVER-CHANGING WORLD OF ESG
INVESTING?
This growing interest comes as ESG investing is
progressively moving into the mainstream. It has
moved far beyond its origins, when it was primarily
about avoiding “sin stocks” based on people’s
values. ESG investing now encompasses a broad
range of approaches to match the diversity of
clients’ views. If value-based strategies are still
largely employed, we observe a clear trend of more
and more investors shifting away from negative
screening in particular towards risk management
and impact investing.
Asset managers are challenged to offer a wider
and more sophisticated range of ESG strategies
that better fit clients’ expectations to improve
or maintain the risk/return profile of their
investments as their primary fiduciary duty. The
emphasis is placed on finding the companies
with certain quality attributes, be specific
environmental, social or governance criteria that
will have a positive impact on future shareholder
WHITE PAPER CPR AM / INDEFI - ESG 2.0: NEW GENERATION
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value. In this context ESG investing is moving to
more quantitative, data-driven approaches as the
availability and quality of ESG metrics increase.

WHY ARE WE TODAY AT A TIPPING POINT?
The world of investing is changing. Our economy
has been operating on a model that is not
sustainable in the long run and investors today
are faced with an unprecedented task of deciding
how to manage their portfolios in the face of
an increasingly complex and shifting global
landscape.
From environmental issues,,
such as climate change orr
the depletion of natural
resources, to the rise of
populism, technological
disruptions
or
inequalities, the need
to manage ESG risks
has never been greater.
These
global
megatrends will have
a transformative effect
on our economies and are
leading investors to look for
new, more sophisticated and most
often risk-oriented ESG solutions

IS PERFORMANCE STILL A CONSTRAINT TO A
BROAD ADOPTION OF ESG?
The debate on performance is not far from being
over. For years the question has been “do investors
need to choose between returns and ESG”? There
is today a broad consensus that the answer is
“No”. We believe, and a majority of investors do as
well, that it is feasible to create ESG portfolios
that do not compromise return goals and may
even enhance risk-adjusted returns.
44
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IF PERFORMANCE IS NO LONGER AN ISSUE, IS
ESG DATA GOOD ENOUGH TODAY TO DEVELOP
RELEVANT INVESTMENT SOLUTIONS?
Both data availability and quality have been
improving significantly. ESG factors are no longer
looked at as a soft and vague measurement of what
kind of corporate citizen a company is, but more
and more as additional information measured
right alongside cash flows and earnings, provided
to be able to discriminate the relevant metrics.
Aiming

at implementing ESG-based risk
m
management strategies requires heavily
re
relying on the data to make informed
d
decisions. We should then
ccollectively keep pushing
ffor greater transparency
ffrom corporates that will
eventually lead to better
data,
for
example
through
investorsbacked initiatives.
It is a virtuous circle
where using the most
advanced existing data
then leads to investors’
growing interest which in
turn transforms into greater
investments from providers to
improve the data.

BEYOND PERFORMANCE OR DATA-RELATED
DEBATES, THERE SEEMS TO BE A STRONG
DEMAND FROM INVESTORS, IN PARTICULAR A
GROWING INTEREST FROM RETAIL INVESTORS,
ISN’T-IT?
It is entirely right, global awareness regarding
ESG matters has never been greater. People
and Millennials want to invest in the way they
live. Climate change and the destruction of
nature is the most serious global issue for 49%
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of Millennials, ahead of wars or inequality, all
countries combined. If you strive to save water
and energy at home, you likely want to invest in
companies that are not wasting resources. As a
consumer if you boycott some products at your
local supermarket, you are unlikely to endorse
the presence of their respective manufacturers
in your portfolio.
On their end, institutional investors have to deal
with a broader definition of their fiduciary duty,
viewing their responsibility with a longer time
horizon thanks to a growing understanding of
the negative effects of short-termism. A striking
example was the now famous speech of Mark
Carney on climate change in September 2015.

HOW CAN AN ASSET MANAGER PLAY THEIR
ROLE?
We have to be pragmatic and strive to offer a
range of business-oriented ESG solutions to help
our clients, be it retail or institutional investors,
integrate ESG considerations in the best way,
alongside their financial objectives.
Today, ESG is a business imperative, it’s as simple
as that. Taking into account ESG considerations is
simply how to do a better job at managing risk. The
former US vice-president Al Gore, who co-founded
a sustainability-focused fund management
company, put it very clearly: “sustainability is
history’s biggest investment opportunity with
sustainable investing having the magnitude of the
industrial revolution but the speed of the digital
revolution”.

COULD YOU GIVE US AN EXAMPLE OF A
SIGNIFICANT NEW ESG DEVELOPMENT?
We recently designed an innovative risk-based
ESG approach in which we progressively roll out

through a number of existing and newly created
equity and fixed income solutions, representing
significant AUMs. We co-developed the first
version of this approach with Ircantec, one of the
most advanced and recognized ESG institutional
investors. This approach goes further than
standard ESG strategies by identifying the most
materially relevant environmental, social and
governance individual criteria through a sound
systematic quantitative process. We make sure
that the individual criteria bring additional
performance and do not blindly use the overall
companies’ ESG score which is an average score
that can overcome more valuable granular
information. Our research proves that we can
design ESG-compliant investment universes
while maintaining attractive risk/return profiles.

CLIMATE IS AT THE TOP OF THE LIST ON
INVESTORS’
AGENDA,
HOW
ARE
YOU
APPROACHING
THE
ISSUE
FROM
AN
INVESTMENT PERSPECTIVE?
Absolutely, climate is today’s most evident ESG
concern for investors. According to the World
Economic Forum, it is both the most likely and
most impactful risk investors recognize they now
have to face. Amundi is recognized as one of the
leading players in the field of climate finance,
thanks to its innovation capacity and major
developments such as the co-design of the low
carbon indices or the recent deal with the IFC on
the largest green bond fund ever.
CPR AM, part of Amundi Group, will soon be
launching a new fund to help investors tackling
climate change-related risks in collaboration with
CDP, the leading climate data provider, backed
by 650 investors representing US$87 trillion
in assets. Companies that understand that they
have to factor in a relevant cost of carbon in their
strategic decisions are ahead of the curve.
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To identify those companies, the fund will rely
both on CDP’s data that goes beyond carbon
intensities and integrate as much forward-looking
information as possible, and on climate scenariorelated information to make sure that companies’
carbon reduction targets are in line with what
climate science says is necessary to limit warming
to below 2°C, reducing the risks those companies
will have to face when more stringent regulations
and taxations will come into force.

AMONG THE WIDE RANGE OF ESG APPROACHES,
IMPACT INVESTING SEEMS TO BE GAINING
VERY STRONG TRACTION. WHAT ARE YOUR
VIEWS ON IT?
Civil society is calling on the financial industry
to improve its overall transparency and ESG
investing is legitimately at the forefront of those
expectations. There is no surprise then that the
fastest growing ESG strategy is the so-called
Impact Investing strategy. Impact investing
refers to investments made with the intention
to generate a measurable positive social or
environmental impact alongside a financial return.
Such momentum is supported by the increasingly
recognized UN Sustainable Development Goals
(SDGs) framework to which investors collectively
refer to. Those SDGs address a variety of global
issues such as climate change mitigation or
achieving food security and improved nutrition.
These goals have proven to be a convenient
framework with which both define the impact that
an investor aims to have, and shape additional
reporting metrics investors can benefit from to
gain greater transparency about the companies
they invest in. Thematic funds, by their very nature,
are clearly at the forefront of such development
and will progressively incorporate sound impact
strategies.
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Environmental challenge: keep global warming below the limit of 2°C
in a context of global population growth, rapid urbanisation & economic development

Produce
green energy

Renew natural
resources

Feed the world
sustainably

Build smart
cities
Source: CPR AM
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ESG, AN INNOVATIVE APPROACH
INCORPORATING RISK
By Arnaud Faller,

Deputy CIO and Chief Investment Manager

«OUR
RISK-BASED
APPROACH
INVOLVES
CLOSE
MONITORING
CONSIDERATION
OF
ESG
RISK
FACTORS IN OUR INVESTMENTS».
Excluding poor practices rather than prioritizing
the adequate ones, using precise environmental,
social and governance subcriteria and not just
an overall rating... Arnaud Faller, Deputy Chief
Executive Officer in charge of investments at
CPR Asset Management, details the methodology
adopted by the institution for responsible
investment in both equity and credit asset classes.
WHAT TECHNIQUE DO YOU USE TO TAKE ESG
CRITERIA INTO ACCOUNT?
Around a year and a half ago, we changed the
method used for all our investments, whether
in equities or credit. Our philosophy relies on a
risk-based approach. This new technique reflects
our desire to merge financial and extra-financial
approaches, which complement each other. These
two fields should not be seen as contrasting silos
that never interact with each other.

COULD YOU EXPLAIN THE FOUNDATIONS ON
WHICH THIS RISK-BASED APPROACH IS BASED
IN A LITTLE MORE DETAIL?
We start with the principle that financial value is
generated more by excluding the poorest practices
than by just selecting the best ones. The goal is
not to reach high overperformance but to exclude
risk values left undetected by financial analysis –
extra-financial risk being totally independent of
financial risk – and that they are therefore likely
to compromise the portfolios.
At the same time, we believe firms should not be
analysed based only on their average ESG ratings.
With sub-criteria compensating for each other,
information is lost, as negative signs hide positive
ones. Moreover, decisions to exclude stocks
based on highly precise criteria make our choices
more objective and traceable for investors. This
is especially appreciated in employee-savings
schemes.
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YOU MAKE GOVERNANCE A PARTICULARLY
IMPORTANT CRITERIA ...
Indeed, out of the three ESG pillars, in our view,
governance is the strongest ones financially
(the highest added value in the filtered universe,
measured according to the information ratio).
For example, counter-powers are vital in a firm.
Similarly, the board of directors must actually be
independent, not just a rubber stamp.
HOW DOES YOUR PROCESS FOR RATING FIRMS
WORK?
m
The data used for ratings comes from
the extra-financial team at our
e
parent company, Amundi. The
twelve analysts that make
up the team meet around
250 firms each year. The
database is also filled
with information from
eight
independent
external contributors.
Each firm is given an
overall rating between
A – attributed for
best practices in terms
of environmental, social
and
governance-related
affairs – to G, which penalises
reprehensible practices. G-rated firms
are automatically excluded, which corresponds
to the Amundi group’s normative exclusion policy.
Such firms include, for example, those connected
to production and trade in anti-personnel mines.
Next, we perform a basic analysis of sub-criteria. In
total, out of fifteen criteria used for all industries
(water treatment and waste; health and safety;
customer, supplier and labour relations; audit
and controls; board of directors structure; etc.),
we focus on the five most relevant sub-criteria
for each geographical region. We have a dynamic
vision of ESG analysis. Sub-criteria used for
50
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ratings are therefore reviewed annually and the
analysis of firms are updated each month. Indeed,
certain poor performers are under huge pressure
to improve their ESG undertakings. On the other
hand, a firm that was once well-rated, but has
since rested on its laurels, can be excluded.
DOES THIS APPROACH HELP GENERATE VALUE?
The universe filtered based on ESG criteria
displays slight overperformance (after fees)
compared to conventional indices, the level of
which varies from one geographical region to
ano
another. The risk-return pair of this filtered
u
universe is actually quite close to that
o
of major indices. In reality, the
risk-based approach plays the
rrole of an anti-stress filter
above all. With this filter,
maximum
drawdowns
can be better foreseen
for equities portfolios,
while specific credit
accidents
can
be
limited
for
bond
investment.
This
is
especially
important
given
the
current credit context, with
limited expectations of gain
and relatively high risk of loss.
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ESG: SHAPING THE NEW NORMAL FOR ACTIVE
MANAGERS
By Tegwen Le Berthe,
Senior Equity investment specialist, Head of ESG Development
and by Catherine Crozat,
Analyst Quantitative Research

CPR ASSET MANAGEMENT’S NEW
APPROACH TO ESG INVESTING IS
ALL ABOUT ENSURING THERE’S A
LEVEL PLAYING FIELD TO IMPLEMENT
SUCCESSFUL ACTIVE MANAGEMENT
STRATEGIES.
Unlike approaches based on ethical considerations
such as prohibiting investment in certain
companies or industries (alcohol, tobacco or
firearms), ESG investing is based on the premise
that investment research should incorporate the
analysis of long-term sustainability factors to
help identify companies with high investment
potential.
ESG strategies do not prohibit specific
investments, but rather assign rankings to
ESG factors for a company in any industry. The
emphasis is on finding companies with certain
attributes – be it criteria linked to a firm’s
environmental, social or governance practices or
procedures – with the potential to have a positive
impact on future shareholder value.
Investors’ growing interest comes at a time when
ESG investing is changing considerably. The trend

is currently shifting away from simple exclusion
towards risk management, and asset managers
are being asked to offer ESG strategies that
mimic or improve upon the risk/return profile
of a standard portfolio. This is resulting in more
quantitative, data-driven approaches as the
availability and quality of ESG metrics increase.
AN ESG APPROACH DRIVEN BY FINANCIAL
MATERIALITY
CPR Asset Management’s research team has
worked on a new approach to ESG at the request
of the fiduciary manager for several French public
sector pension schemes, Caisse des Dépôts. This
client had for some time felt that ESG ratings,
which are often based on weighted averages
and blunt risk management, conceal many of the
subtleties that ESG information can provide to
asset managers. This became apparent in the
wake of the 2016 Dieselgate scandal, in which
Volkswagen employees manipulated the results
of emissions tests. Overall, Volkswagen scored
well when it came to ESG, but there were some
specific governance indicators that should have
acted as warning lights for investors.
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CPR AM has conducted in-depth research into
the criteria used to calculate a firm’s overall ESG
rating. The aim was to exploit extra-financial
information to the fullest extent possible and
determine which criteria have a clear impact on
a security’s risk-reward profile. Clear weakness
which may not show up in an issuer’s overall ESG
rating, could provide an early warning sign about
the potential for controversies that could lead to
heavy financial impacts.

practices. The score also incorporates some
sector-specific factors, such as involvement in
green car production for the automotive sector.
The set of these criteria are aggregated within
the environmental (E), Social (S) and Governance
(G) pillars by integrating sector-based issues. All
those 3 levels of rating range from A to G, with
A being the highest score and the overall score is
being a reflection of the issuer’s entire set of ESG
procedures and practices.

Looking for individual ESG criteria where a firm
scores poorly despite a good overall ESG score is
comparable to one of the most difficult aspects
of stock selection in traditional value investing:
when the manager must differentiate between
true value firms and “value trap” stocks that are
trading at a low valuation because of long-term
problems. ‘I like buying quality when it is marked
down’, Warren Buffet used to say to illustrate the
need to understand why a particular stock trades
at low valuations before investing.

Our ESG integration methodology begins with
the exclusion of companies with an overall score
of F or G in order to screen out firms with poor
ESG profiles. In a second, deeper cut, CPR AM
excludes companies with an F or G rating for
certain individual criteria that have been shown
to have significant financial materiality, even if
the firm has a higher overall ESG score. This helps
avoid investing in companies with weak practices
or procedures in important areas that could lead
to problems down the line.

Similarly, CPR AM’s methodology goes beyond the
overall ESG rating, offering a 360-degree view
to help asset managers avoid the most damaging
stocks while maintaining a risk-return profile
similar to the relevant investment universe.

LEAVING
ROOM
SPECIFICITIES

INTEGRATION METHODOLOGY
CPR AM’s risk-based approach helps to
minimise the asymmetric risk that investors
face in anticipating strong drawdowns. Our
ESG integration methodology is mainly about
minimising risk rather than acting as a major
source of outperformance, which is generated
by CPR AM’s subsequent active management
process.
CPR AM’s ESG integration process relies on parent
company Amundi’s primary research. Since 2010,
Amundi has assigned over 5,500 issuers with an
ESG score. This score is based on a range of 15
generic extra-financial criteria including energy
consumption, board structure and employment
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GEOGRAPHICAL

We aim to spot weaknesses through a series
of tests on each of the 15 general ESG criteria.
The tests performed on each security from
the investment universe sort each criteria by
the best information ratio (e.g. risk-adjusted
performance). Our analysis is then supplemented
by other screenings such as market coverage
(criteria representativeness), exclusion rate
(investment universe large enough), turnover
(implementation cost) and correlation between
the selected criteria (for diversification purpose).
(cf. figure 1).
The top five ESG measures by all these tests
are then combined to define an ESG investment
universe with an equivalent risk/return profile.
Since ESG criteria are not all relevant in the
same way according to the different regions, the
selected criteria can differ to assess ESG risk
effectively.
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For instance, within the Eurozone / Europe,
we shun companies with weak procedures
or practices in the following areas: energy
consumption and CO 2 emissions; structure
of the board of directors; audit & control;
shareholder rights; and health & safety. There
are no Environmental measures for Japanese
companies, while there are no Social measures
applied to North American companies (although
the methodology relied on the full set of 15
criteria initially to screen out the companies with
the worst overall ESG practices in each region).
(cf. figure 2).

bias over the period 2010–18. CPR AM’s ESG
integration methodology preserves the structure
of the standard investment universe, allowing to
implement supplementary active management
strategies to deliver alpha. We also preserve the
structure of the credit universe in our portfolios.
The distribution of ratings in our ESG-screened
credit universe is almost identical to that of
the Barclays Euro IG Senior 7+ index. The two
universes’ average spread by rating and the
distribution of the portfolio by maturity do not
vary significantly, and their returns are also
similar.

DERIVING
OUTPERFORMANCE
FROM
ACTIVE MANAGEMENT RATHER THAN ESG
INTEGRATION

Our exclusion filter helps us to limit our exposure
to credit events and the losses that follow by
identifying areas of concern. For example, in
June 2015, a few months before the Dieselgate
scandal, our methodology led to the exclusion of
Volkswagen’s portfolio bonds due to concerns
about its audit and control practices.

Applying quantitative modelling to the equity
universe reveals sector deviations specific
to each geographical zone, but no structural

&ŝŐƵƌĞϭͲ^ĞůĞĐƟŽŶŽĨĐƌŝƚĞƌŝĂ͗ůŽŽŬŝŶŐĨŽƌŵĂƚĞƌŝĂůŝƚǇ
Source CPR AM
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And our analysis shows that our filter helps us
avoid investing in a significant proportion of
those bonds that substantially underperform the
broad universe over a monthly timeframe. While
the methodology helps to limit drawdowns, it
does not allow the manager to take advantage of
a possible rally if the exclusion remains in place.
DYNAMIC MULTI-FACTOR INVESTING
We have tested the impact of our ESG methodology
in the context of our multi-factor portfolios. CPR
AM’s dynamic multi-factor investment strategies
combine bottom-up stock selection with dynamic
factor allocation based on the prevailing market
regimes and / or the investment zones. Our
quantitative process to select factors involves no
structural style or sector biases. The portfolio is
optimised every month.
Based on the market regime, the investment
strategy combines exposure to defensive-type
factors (such as low-volatility, high-dividend
and financial-soundness styles), offensive-type
factors (momentum, haircut, growth) and deepvalue factors (discount, high discount). Applying
the ESG filter keeps the portfolio’s exposure to
the various factors almost identical.

Our analysis reveals that the purity of the factors
is maintained according to the market regime from
94% to 100% in the ESG universe. (cf. figure 3).
A FLEXIBLE APPROACH TO MEET CLIENT
EXPECTATIONS
AND
FUTURE
ESG
CHALLENGES
Innovation lies with co-design of solutions
between asset owners and asset managers.
We are convinced that the ESG methodology
developed for our client is worth being integrated
into our core offer. This is why we’re transforming
“standard” open-ended funds into their ESG
version. CPR AM already incorporates its new
ESG methodology in its historical range of core
quantitative equity funds and also some of its
credit and convertible funds. At a time when
investors expect managers to take better account
of social, environmental and governance aspects,
we will broaden the scope of this ESG integration
process.
Our approach is flexible enough to meet client
expectations and future ESG challenges. The
five exclusion criteria we have chosen have
demonstrated good results because our modelling
has found what has worked in the recent past –
from 2010 in developed markets and from 2014

&ŝŐƵƌĞϮͲƋƵŝƚǇ/ŶǀĞƐƚŵĞŶƚhŶŝǀĞƌƐĞ͗^ĞůĞĐƚĞĚƌŝƚĞƌŝĂďǇƌĞŐŝŽŶ
Source CPR AM
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in emerging markets. But this combination of
criteria certainly won’t always be the best, which
is why we retest the selection every year, aided by
the fact that the quality and quantity of ESG data
are increasing on a monthly basis.
What’s more, the list of criteria we analyse
evolves itself. It’s possible to add new criteria
to the list of 15 that we currently use by using
abundant complementary sources of information
and performing extensive backtest exercises to
ensure they deliver results over the long term.
Finally, CPR AM’s ESG methodology is flexible,
enabling us to concentrate on specific issues at
the request of each institutional client and to
adapt to changes in the ESG backdrop.

&ŝŐƵƌĞϯͲ&ĂĐƚŽƌƐďǇWZD
Source CPR AM
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TO THE POINT
1. Asset managers are being asked to offer ESG strategies that mimic or improve upon the risk/return
proﬁle of a standard portfolio. This is resulting in more quantitative, data-driven approaches as the
availability and quality of ESG metrics increase.
2. ESG ratings, which are often based on weighted averages and blunt risk management, conceal many of
the subtleties that ESG information can provide to asset managers.
3. Clear weakness which may not show up in an issuer’s overall ESG rating, could provide an early warning
sign about the potential for controversies that could lead to heavy ﬁnancial impacts.
4. CPR AM’s ESG integration methodology spots weaknesses through a series of tests on 15 general ESG
criteria. The tests performed on each security from the investment universe sort each criteria by the
best information ratio (e.g. risk-adjusted performance).
5. The methodology demonstrated good results when applied to equity multi-factor investing strategies.
6. The methodology can also be applied to credit and convertible funds.
7. The approach is ﬂexible enough to meet client expectations and future ESG challenges.
8. Innovation lies in co-design of solutions between asset owners and asset managers.
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ESG: WHY WE ARE TRANSFORMING OUR MULTIFACTOR EQUITY INVESTMENT RANGE
By Cyrille Collet,
Head of Quantitative Equity Investments
and by David Usemma,
Research Engineer, Head of Equity Projects

WHY ARE YOU TRANSFORMING YOUR MULTIFACTOR EQUITY RANGE INTO A MULTI-FACTOR
ESG RANGE?
Our range is evolving rather than transforming. There
are several reasons for this: to clearly demonstrate
our commitment to responsible investing, to
combine ESG responsibilities with multi-factor
investing in the best possible way, and to offer our
end clients access to the expertise we already share
with our institutional clients through partnerships
and/or investment mandates. Over and above
these reasons, it is our duty to use our investments
to encourage ethical behaviour and protect the
environment so we can leave our children a better
world than the one in which we live today.
This transformation is in line with the changes
we have made to our dedicated funds in recent
years. It reﬂects our commitment to making our
“responsible” equity investments available to
all our clients: individuals, distributors, private
banks and institutional investors. By changing all
our quantitative equity funds to ESG funds, we

are clearly moving towards our goal of becoming
a major player in this type of investment solution.
To do this, we have included ESG criteria in our
investment processes while continuing to manage
our portfolios transparently and effectively on
a daily basis. We establish an ESG investment
universe by applying a range of non-ﬁnancial
criteria to companies then selecting companies in
this universe that have the most attractive ﬁnancial
proﬁle. Our expertise allows us to help our clients
move towards sustainable investment solutions.
As well as building an ESG universe, we offer our
clients a comprehensive tool box developed to
answer their questions at different stages in their
investment choices, and to respond to any requests
for proposals we receive.
WHAT METHODS DO YOU APPLY WHEN
BUILDING YOUR ESG UNIVERSE? CAN YOU
EXPLAIN BRIEFLY HOW IT COMPARES WITH
YOUR COMPETITORS?
There are different ways of applying ESG criteria
to an equity portfolio management strategy. From
when we ﬁrst start building our investment universes
WHITE PAPER CPR AM / INDEFI - ESG 2.0: NEW GENERATION
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we apply exclusions based on relatively tough ESG
criteria and a ﬁnancial materiality constraint. Our
approach is therefore quite different to traditional
portfolio construction methods (best-in-class,
best-effort, and positive selection based on nonﬁnancial ratings) and those derived from a global
view of the ESG rating because our approach is
based on the “materiality” of the indicators used to
produce this rating.
Our approach consists in assessing the ﬁnancial
relevance (materiality) of 15 common ESG criteria
(covering biodiversity, health and safety and
shareholder rights) that Amundi’s ESG analysis team
uses to measure all business sectors every month.
The analysis covers 5,500 international stocks
(100% of the MSCI World) from ﬁve investment
regions (Europe, United States, Japan, Asia outside
Japan, emerging markets). Materiality may not
be the same today as it was yesterday or as it will
be tomorrow. It depends highly on the suppliers
used to calculate the common criteria, the review
period, the initial investment universe (regions)
and changing investor perceptions of ESG matters.
However, it does provide an important starting point
to explain simply and transparently why a security
is included in or excluded from an ESG universe. It
allows for different perceptions of ESG issues in
different parts of the world and gives an indication
of the characteristics and ﬁnancial behaviour of
an investment universe built using criteria set by a
client.
This “ﬁnancial materiality” reﬂects the positive or
negative effect of excluding securities with a low
rating in this area. It is not a value judgement on
the quality of the best practices it deﬁnes, but it
reﬂects the conscious or passive opinions of equity
investors in general about the companies concerned
by these best practices.
As a result, we now have regional ESG investment
universes that exclude companies with low ratings
in “the 5 most material criteria out of the 15”, ranked
by their materiality. These criteria vary from one
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region to another – governance is “material’ in all
regions, while social measures are not yet material
in the United States, and the environment is not
material in Japan. Each year, we will calculate or
recalculate the level of materiality for each region
to measure changes in local investors’ perceptions
of ESG concerns and to enhance the construction
of our investment universe. Our vision is based
on excluding the worst rated companies in each
business sector around the world, and it may include
a bias towards certain regions or countries in larger
regions. Currently, our methodology tends to
favour European stocks over Japanese or emerging
equities. But we are happy with this bias, which is
often due to governance ratings being in line with
the UK/US model. The bias is likely to fade over time
as suppliers actively move towards inter-regional
assessments to better reﬂect the situation on the
ground and move away from a standardised global
view which derives more from theory than from the
aim of being informative (in terms of materiality).
HOW
DO
YOU
EFFECTIVELY
CONTROVERSY RISK?

MONITOR

We monitor controversy risk in three different ways:
Amundi’s ESG analysis team takes controversy into
account in its monthly ratings, by using external
providers that are specialised in this area, and by
monitoring companies’ ESG announcements, which
are reported in our News database, on a daily basis.
Amundi’s ESG analysis team draws on the expertise
of non-ﬁnancial data providers chosen for the
granularity of their databases, the extent of their
coverage, the quality of their analysis, their ability
to justify their ratings and how fast they respond
to company announcements. More speciﬁcally,
Sustainalytics, MSCI, VigeoEiris and Oekom supply
general data, while controversy data are provided
by Factiva and RepRisk. To monitor controversy risk,
the ESG analysts receive alerts covering the ratings
universe in real time from the general suppliers
(Sustainalytics, MSCI, VigeoEiris and Oekom) and
the specialist providers (Factiva and RepRisk). The
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ratings are reviewed monthly and can be adjusted by
the ESG analysts in between two scheduled review
dates if a serious controversy occurs (rating placed
on watch, or rapid downgrade).
The managers of all funds also have access to
the RepRisk Index of controversial companies.
The RepRisk Index assigns companies a score
ranging from 0 to 100. A score of over 50 reﬂects
a controversial proﬁle that requires particular
attention. RepRisk updates each company’s score
every day based on information and newsﬂow about
the company.
Lastly, our active management means that the
dominant stocks in equity indices and those in
which we have signiﬁcant positions are monitored
daily in a proprietary investment team News
database. Our database includes ﬁnancial and nonﬁnancial events, though we are increasingly relying
on companies specialised in this area.
HOW CAN YOU COMMUNICATE EFFECTIVELY
ON YOUR ESG COMMITMENT IN YOUR MULTIFACTOR EQUITY RANGE?
As well as providing traditional monthly reporting,
we monitor our portfolios’ exposure to ﬁnancial
and non-ﬁnancial issues on a daily basis. For the
ﬁnancial side, on request we can provide details of
the exposure and the breakdown of performance
by factor for each portfolio, as well as each
portfolio’s ﬁnancial characteristics broken down
by standard criteria or as selected by the client.
Our quantitative database covers 8,000 companies
around the world, and we input over 200 ﬁnancial
details every day, taken from accounting, market or
consensus (Factset) data. On the non-ﬁnancial side,
every month we record the ranking assigned for the
15 common ESG criteria applied to all the stocks
included in our database, as well as rankings for the
E, S, G and ESG components. As a result, on request
we are able to provide our portfolios’ exposure in
terms of each rating in absolute terms and relative
to a traditional index or another portfolio.

To round out this communication focused on our
portfolios, each month the fund managers produce
a summary showing the impact of our risk-based
approach in terms of MSCI equity indices (% of
stocks in the index excluded from the regional ESG
universe, the reason for the exclusion, the total
weighting of excluded stocks in the index, details of
entries to/exits from the universe).
We also made two signiﬁcant improvements to our
performance attribution in 2018. We are now able to
break down the factor effects included in our funds’
relative performance and to isolate the contribution
made by stocks that are excluded/included for ESG
reasons before making the traditional breakdown
by sector and country/region.
Our fund managers are therefore involved in
managing ﬁnancial and non-ﬁnancial aspects each
day. To do this, they have a range of solutions to
provide exhaustive, transparent communications
(exposure, reason for the exposure, performance
attribution resulting from the exposure).
In conclusion, CPR AM’s ESG commitment in its
multi-factor equity investment range comprises:
•

The construction of an ESG universe by
excluding stocks with low scores on material
criteria,

•

An approach that takes into account regional
differences and which is reviewed each year to
adapt to changes in investors’ perceptions of
ESG matters,

•

The tracking of excluded stocks and the analysis
of their impact on portfolio performance,

•

Services tailored to client requirements with
the possibility of building a universe based on
their constraints.
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CPR AM’S RISK-BASED ESG APPROACH ALSO
WORKS FOR CORPORATE BONDS
By Antoine Gougeon,
Research Engineer

With sustainable investment playing an ever
greater role on the markets (through dissemination
of practices and trends in the state of the art),
the question many investors are now asking is
no longer whether to adopt ESG criteria, but how
to do so. The challenge of sustainability and the
prevention of specific and reputational risks is
especially important when bonds are held until
maturity, as such exposure often accounts for a
predominant portion in institutional allocations
that are subject to accounting, liquidity and other
constraints. In light of the above, our clients are
showing ever greater interest in integrating ESG
into their corporate bond portfolios, as ESG in
corporate bonds is regarded as a “blind spot” by
some of our clients.
We are convinced that extra-financial information
supplements traditional credit approaches
in reducing specific risk, enhancing portfolio
robustness and improving management efficiency.
By way of illustration, we would cite a few cases
in which a company could incur a specific ESGtype risk:

•

the lack of an independent board of directors;
internal auditing deficiencies;

•

the failure to include strategies for managing
environmental damage or for minimising
waste;

•

poor tax practices.

On top of these risks, constraints may arise
from governments and investors having joined
major international agreements on controversial
weapons, the fight against climate change, and
UN Global Pact initiatives.
COULD YOU PLEASE TELL US WHERE YOUR
EXPERTISE IN ESG COMES FROM?
As a member of Amundi Group, CPR AM is
backed by resources that are pooled within a
single research office, which, backed by multicontributor data and a proprietary research
process, produces extra-financial research
covering about 5500 issuers worldwide. Each
of these is assessed from the point of view of
environmental, social and governance quality
WHITE PAPER CPR AM / INDEFI - ESG 2.0: NEW GENERATION
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through 15 criteria common to all economic
sectors, and 25 criteria that are specific to one
sector or another. A weighted, overall “ESG”
(Environment, Social and Governance) score sums
up this information on a scale of “A” to “G” (“A” being
the score awarded to companies with the highest
extra-financial standards and “G” assigned to
the most controversial companies). We will see a
little later that there is a hierarchy in calculating
this score, which is a “weighted average” of the E,
S and G sub-criteria.
There is now a copious amount of literature on
applying ESG criteria to an equity universe. We
will examine here the specific features of a eurodenominated investment grade credit universe,
based on the methodology designed by CPR AM.
ARE THESE “ESG” CRITERIA AVAILABLE ON THE
CREDIT UNIVERSE?
Here is the trends in overall ESG scores of issuers
in the euro investment grade universe. To ensure
that we have comparable data, our review period
begins in 2010. Keep in mind that these data are
still relatively recent and are subject to changes
in methodologies in ratings by suppliers and
research offices; these potential “skips” must be
kept in mind in interpreting and implementing our
research.
The chart figure 1, provides some interesting
information on trends in ESG scores in the Euro
Corporate universe since 2010. As you can see,
the coverage universe expanded during the
review period, as 14% of issuers in the index were
not rated at the start of 2010; now only 1% are.
Lastly, most of our universe consists of issuers
rated “B”, “C” and “D”, with very few rated “F” or “G”.
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Figure 1 Ͳ dƌĞŶĚƐ ŝŶ ^' ƐĐŽƌĞƐ ĚŝƐƚƌŝďƵƟŽŶ ŝŶ ƵƌŽ
Corporate universe

Weights in universe
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Sources: Amundi, Research CPR AM

IS THERE A LINK BETWEEN THE MAIN CREDIT
MARKET INFORMATION AND ESG SCORES?
We have indeed sought to link the main credit
market indicators with the ESG scores, we
propose to determine a link by trying to determine
a relationship.
First, let’s take a look at what connection there
might be between agency ratings, which are one
of the key corporate bond indicators in assessing
debt quality, and ESG scores.
The chart figure 2, shows that ESG scores are
not correlated with agency ratings (and this is
true, on the whole, for the entire review period).
This shows that extra-financial information does
indeed complement the available risk measures
significantly. But do not assume that this will
remain true in the coming years, as agencies may
soon begin to include extra-financial criteria in
their financial rating rules.
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Figure 2ͲƌĞĂŬĚŽǁŶŝŶ^'ƐĐŽƌĞƐďǇĂŐĞŶĐǇƌĂƟŶŐƐĨŽƌ
ĞƵƌŽͲĚĞŶŽŵŝŶĂƚĞĚĚĞďƚ;ĂƐŽĨDĂƌĐŚϮϬϭϴͿ

Figure 3 Ͳ ŝƐƚƌŝďƵƟŽŶ ŽĨ ŵĂƌŬĞƚ ƐƉƌĞĂĚƐ ŝŶ ƚŚĞ 
ƐĞŐŵĞŶƚŽĨƚŚĞƵƌŽ/ŶǀĞƐƚŵĞŶƚ'ƌĂĚĞĐƌĞĚŝƚƵŶŝǀĞƌƐĞ͕ďǇ
^'ƌĂƟŶŐ

Mean spread over the period
Spread deviation over the period

Sources: Amundi, Research CPR AM

Sources: Amundi, Research CPR AM

Second, when seeking out yield, It may be worth
looking at another, very important indicator of
the asset class – the market spread of bonds, to
see if there is a direct relationship with the ESG
score. The underlying idea is to see whether ESG
scores are reflected in bond prices.

HOW TO MAKE THE BEST USE OF THIS
INFORMATION TO BETTER ACHIEVE ESG
INTEGRATION IN CREDIT PORTFOLIOS?

An analysis of figure 3, reveals that ESG scores
do not seem to be directly correlated to spreads
(a high spread does not suggest a worse ESG
rating; the chart shows that “C” bonds have the
widest spreads on average during the period).
This breakdown includes only BBB-rated bonds,
but the findings were similar for other ratings.
This observation may well be priced in during
the coming years and, as explained above, be
reflected in spreads.
We conclude from the above observations that
ESG scores provide information that complements
conventional market indicators in the asset class
(such as agency ratings and market spreads).

What is striking in the various research in
this field is the high value of these scores in
reducing specific risks. To illustrate this simply,
we constructed two sub-portfolios, the first
consisting of “A” and “B” issues in our universe
(amounting to about 10% to 20% of our starting
universe) and the second consisting of “E”, “F”
and “G” issuers (we have chosen three scores
in order to obtain more or less the same weight
(10% to20%) of our starting universe, but we
have found that “E” bonds offer an attractive riskreward pairing, which is close to 1 in the credit
component and 1.7 in the total component, i.e.,
interest-rate plus credit, vs. 0.3 and 1.6 for the
index).
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That’s why it is necessary to include financial loss
in the weakness of an ESG sub-criterion, in order
to gauge the value of screening.

(*)We have calculated the first two credit drawdowns on the
sub-portfolio

We can now begin to appreciate the value of ESG
scores in a risk-based approach. A “naïve and noninvestable” breakdown of the universe based on
ESG scores does indeed offer a more attractive
risk profile.
CAN YOU REMIND US WHAT IS THE ESG RISKBASED APPROACH BY CPR AM?
CPR AM’s research teams conducted more indepth research based on the sub-criteria used in
constructing the overall ESG rating, in order to
exploit extra-financial information as much as
possible and to determine if some of it shows an
observable materiality in terms of risk and reward.
Without detailing the complete methodology
for compiling the ESG score, we can explain the
approach briefly in the following diagram:
Supplier data were aggregated and harmonised at
the level of sub-criteria and were consolidated by
E, S and G components and then at the level of an
overall ESG score. To cite one example, we have
considered two governance sub-criteria, but this
can be applied to other sub-criteria.
By consolidating (using the weighted average), we
could very well have a poor score on a Governance
criterion such as “Audit and controls”, and still
have an acceptable overall ESG score. We believe
it is important to take sub-criteria into account
in our ESG approaches, as they can alert us to a
significant weakness that may not show up in the
component or even at the level of the issuer’s
overall, aggregated score. Clear weakness on
a “weak” signal could provide early warning of
controversies having heavy financial impacts.
64
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During the review period we were able to identify
concrete cases of financial losses incurred from
controversies for which the observation of
certain ESG sub-criteria would have given us early
warning. For example, a company may produce
millions of tonnes CO2 with no energy-transition
strategy; another may fail to comply with certain
auditing standards and could be subject to
scandals after publishing non-compliant data and
thus incur financial losses; or another could fail to
comply with certain ethical laws and thus lay itself
open to heavy fines with regard to its business
activities. Most of these events send investors
running, resulting in losses. This is precisely the
purpose of the screening that we have set up with
the help of sub-criteria.
To sum up, we have established our ESG
integration methodology in the following manner:
1. Exclusion of companies rated “F” or “G” in the
overall score in order to screen out poor overall
ESG profiles;
2. Exclusion of companies rated “F” or “G” on
a selection of sub-criteria chosen for their
materiality, in order to steer away from companies
showing a weakness and, hence a specific
potential risk in one of the following areas:
•

Energy consumption & CO2 emissions

•

Structure of the board of directors

•

Audit & Controls

•

Shareholder rights

•

Healthcare and security

Sub-criteria are chosen from a methodology
combining various considerations, including
intuition of its materiality (no optimisation bias),
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the quality of data inputted into it, the universe
coverage ratio, and its financial performances in
recent years (with screening-based back-testing)
for assessing the sub-criteria’s materiality. Our
methodology leads to the exclusion of 15% to 20%
of the investment universe, with the screened-in
universe having a breakdown that is similar to
the benchmark, which means that the investment
“playground” is fine-tuned for certain specific
risks but retains the general characteristics
(sector structure, ratings, yields and maturities)
that are comparable to its benchmark.
We have also screened out bonds that suffered
steep losses in the wake of controversies during
the observation period, but the Euro Investment
Grade bond market being what it is, we have
generally seen, barring default, a recovery of the
issuance value, which has no impact on the total
performance during the period. Even so, this
recovery, which benefits indices and investors
holding the position does not necessarily reflect
“real life”. We have seen that when an issue’s price
is hit hard by a controversy, the end-investor or
his manager is under heavy pressure to sell down
the position or to sell it off completely – often in
a fire sale with the worst possible timing in terms
of market stress – which makes any clawback
impossible.

Our risk-based approach accordingly helps
minimise the asymmetric risk that investors face
in anticipating strong drawdowns. This filter is
fully integrated into our management philosophy,
i.e., knowing how to avoid asymmetric risks and
having to make decisions under market stress,
while retaining an attractive universe that is
diversified and sufficiently deep and with no
prohibitive biases, to implement our financial
investment management.
IS THE ESG APPROACH ALREADY APPLIED IN
YOUR PORTFOLIOS?
Today we propose this exclusion methodology,
which we call an “anti-stress filter”, integrating it
into our equity, corporate bond, and convertible
bond portfolios, as well as in services that we
provide for some or all of investors’ assets. It
is also part of the smart beta strategy that we
will offer in the second half of 2018, in order to
enhance the risk-reward pairing over the medium
and long term.
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ESG: MANAGING THE TRANSITION
« A TRUE TRAVELLER HAS NO FIXED PLAN, AND IS NOT INTENT ON
ARRIVING » (Lao Tseu1)
By Vincent Artigouha,
Head of Institutional Investment Solutions

Responsible investing is not new. Many investors
and asset management companies share an
understanding of how their actions serve a
useful economic and social purpose, a refusal
of financial speculation and a clear awareness
of their fiduciary duties. The first initiatives
that led to the development of SRI as we know
it date back several decades, and they have
gained considerable momentum since then. Over
this period, the financial industry as whole has
invested in research, methodologies, tools and
specialised teams.
We are currently seeing an acceleration in the ESG
movement. Our purpose here is not to look at the
reasons for this, but to explain the implications
in terms of investors’ requirements and the
responses we can provide.
A key feature of this acceleration is the
application of ESG criteria to an ever wider range
of assets and investments. Some institutions

and asset management companies have already
taken significant steps in this area, while others
are being encouraged to join the movement or
are considering how to position themselves in
response to this major trend. A similar trend is
also becoming apparent among issuers.
As it becomes more widespread, ESG is starting
to reach core assets under management and
“ESG integration” is becoming real, with vertical
integration for investment solutions and methods
and horizontal integration for the assets/
portfolios in question. Whereas the movement
was previously focused on quality and limited
in scope, it is now taking on a more quantitative
side which requires a transition for portfolios and
their entire ecosystem: investment policies and
the related risks, reporting, etc. It also raises the
question of the opportunities and risks arising
from the transition – and the corresponding
resources.

ϭ͘>ĂŽdƐĞƵĂǀĠĐƵĂƵƚĞŵƉƐĚĞŽŶĨƵĐŝƵƐ͘/ůĂĠƚĠƐĂŐĞĞƚĂĠĐƌŝƚƵŶůŝǀƌĞͨ>ŝǀƌĞĚĞůĂǀŽŝĞĞƚĚĞůĂǀĞƌƚƵͩĐŽŶƐŝĚĠƌĠĐŽŵŵĞůĞĨŽŶĚĞŵĞŶƚĚƵƚĂŽŝƐŵĞ͘
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At the same time, a review of the current situation
raises questions about the ESG methods already
applied, how they can be extended or adapted to
new asset classes, the areas for improvement or
innovation and even the sustainability of their
inherent bias over the short or medium term.
The availability, quality and cost of the nonfinancial information used to measure ESG
performance is also important, because ESG
information is less standard and less widely
available than the financial information usually
processed in databases.
The matter of available tools is also crucial:
solutions are needed to collect and process
data for asset management purposes, as well
as for reporting and providing investors with a
useful basis for comparison. Transparency and
awareness-raising are also required among end
investors and all stakeholders.
This logic of consistency also impacts shareholder
responsibility and how those who invest in a
company’s capital or debt use their influence and
engage with the company.
CPR Asset Management’s range of solutions
addresses all these areas, with a focus on:
•

materiality, i.e. the inherent quality of the
financial and non-financial risk-reward ratio
and a commitment to measuring it over time;
this approach means we can offer solutions
to manage the transition that are adapted to
existing portfolios as well as new strategies
that are relevant in both financial and nonfinancial terms;

•

innovation: the more widespread integration
of ESG criteria is impacting the composition
of investment universes, the organisation of
“core” investment processes and requirements
in terms of tools and reporting; end investors’
growing awareness of responsible investing
practices also needs to be met with suitable
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offerings such as thematic and impact
investing, etc.
•

the ability to offer tailored solutions drawing
on our experience in co-construction and our
proprietary tools, which are fed with data
produced from the expertise and considerable
resources that are shared within Amundi
group.

The rise of ESG practices produces real
operational challenges, it requires significant
resources and adds an additional dimension to the
fiduciary responsibility of both asset managers
and investors in respect of their beneficiaries.
While there is some standardisation, diverse
approaches are the norm, reflecting each player’s
DNA, its existing financial policies and its
ecosystems.
CPR Asset Management has served institutional
investors and savers in France for nearly 30 years
and is a partner of major distribution networks
in France and abroad. It offers real, innovative
solutions for the transition, and uses its culture
and experience to tailor its methods to each
client.
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CPR ASSET MANAGEMENT’S ESG OFFERING
1. A range of dedicated investment funds and solutions integrating ﬁnancial and non-ﬁnancial investment
processes, broken down by asset class and region.
2. A recommended – or tailored – investment universe offering efﬁcient ﬁnancial and non-ﬁnancial
performance.
3. Dedicated portfolio assessments; identifying and monitoring material non-ﬁnancial risks.
4. Innovative thematic and impact investment strategies.
5. The implementation of dedicated voting policies.
6. Bespoke reporting solutions.
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