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David Spaulding:  Now we’re going to get started. 

Okay, so our first speaker is Grégoire Hug, who is going 

to talk to us about ESG. ESG is one of those topics that 

seems to be growing in importance, so we have a mem-

bership group called the Performance Measurement 

Forum, and occasionally that’s been brought up, and, 

well, at one time it wasn’t of interest, but now there is a 

lot of interest. I’m sure we’ll learn a lot. So let’s wel-

come Grégoire. 

 

Grégoire Hug:  Okay. Hello all. Thanks a lot, first, 

David and Patrick and Andrew for inviting me here. I 

came here two years ago to talk about a completely dif-

ferent topic, fixed-income attribution. I think I probably 

showed you a lot of formulas two years ago. Today 

there’s not that many formulas here. You’re not going 

to kill your brains for the very first presentation on the 

very first day. Previously, I was in BNP Paribas. I’ve co-

founded WeeFin with two partners, three months ago. 

WeeFin is an advisory company. We help financial in-

stitutions to better use technology in their transfor-

mation, and, in particular, to integrate ESG criteria.  

ESG stands for environmental, social, and governance. 

I discovered the topic a few years ago when I was work-

ing as a performance measurement analyst. At the be-

ginning we were first skeptical, a bit curious if you want. 

I think there’s a lot of marketing in the field of ESG, and 

sometimes people could argue that it’s not really a se-

rious topic, and especially for a forum such as perform-

ance measurement and risk. Hence during the last years, 

I’ve tried to understand how to measure ESG. I was try-

ing to develop new metrics that would help to better as-

sess the ESG impact in a portfolio, and I finally realized 

that it was a very interesting topic because there’s a lot 

of innovation going on. The market is growing and 

there’s a lot of things happening. Today’s presentation 

is about that.  

 

Two goals. First, it is to explain you the actual chal-

lenges regarding ESG and ESG investment manage-

ment, and secondly, it’s to connect that to the 

performance and risk measurement applications and to 

see how well it’s in line with the challenges one could 

have to measure the financial part and the non-financial 
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part of ESG. There’s basically a short introduction. I 

think it’s short but very complete, so we’ll start with the 

history of ESG, trying to see why it has become main-

stream and the implication on the investment manager 

life. So we’ll try to cover everything: the regulatory 

frameworks, the implication on the strategies that one 

wants to deploy, and the day-to-day life. Then, we’re 

going to focus on three challenges: 1) the data, which is 

something that you’re probably aware of that is always 

a challenge.2) How do you measure ESG, and how do 

you measure the contribution of ESG, and 3) we’ll touch 

base on risk with a focus on climate change.  

 

First, where does ESG come from? ESG comes from 

SRI.  SRI means socially responsible investment. It’s a 

way of investing with no precise definition: it’s a way 

of investing where you will integrate environmental, so-

cial, and governance metrics -non-financial metrics- on 

top of financial metrics, into your strategy. It was first 

created by the Methodists, who used the approach in the 

18th century. They were trying to avoid industries that 

could harm their neighbor.  

 

They were targeting at this time mostly chemical indus-

tries. They saw the huge factories and the damage 

around their neighbor environment, and they decided 

that they will not invest their money on these factories. 

It was the first integration of ethics into an investing 

strategy. Starting from this day, investing was not only 

a financial topic. It was then democratized in the 20th 

century with social challenges, especially in the U.S. and 

in Europe. For example, with protests against nuclear or 

the Vietnam war. People were starting to realize that they 

could decide to invest, as well, based on what they think.  

 

Of course it’s a personal topic, it’s a personal view, and 

it was clearly a new position. The traditional financial 

theory that we all know states that investment should be 

based purely on performance and risk and not on non-

financial criteria. But despite the fact that it’s clearly op-

posite to what the standard theory could explain you, 

ESG is now clearly mainstream As David explained at 

the beginning. There was, in 2012, 13 trillion assets that 

were claiming to incorporate ESG into their manage-

ment process. In 2016, it’s 22 trillion assets. That means 

a growth of 70% in 4 years, and it’s now the 22 trillion 

are around a quarter of the global AUM invested. So it’s 

a massive growth.  

 

And I think it’s still accelerating. You’ve probably all 

seen the chairman letter from Blackrock last year that 

was claiming that he wanted to invest in companies that 

have a social impact and not only to have a financial re-

turn.  In France, the environmental funds, so funds that 

are seeking to fight climate change, collected something 

like 45%, of their total AUM. It’s a very, very, very 

strong momentum. There’s a huge acceleration, and the 

reason behind the growth is probably not only because 

of people’s willingness to investment based on their 

ethics. 

 

A recent survey done in 2016 can help us to understand 

why there is such a growth. They were interrogating in-

vestors on their perceptions regarding ESG. Of course 

you can see here that investors are investing in ESG-re-

lated topics or using ESG metrics because it’s in adequ-

ation with their ethics or values. That’s what we were 

seeing with the Methodists. But there’s now two ad-

ditional topics: return and risk. There is a belief that ESG 

can generate a better long-term return and that it would 

help you to lower your downside risk, and you can see 

that it’s a very, very strong belief, and it’s even a more 

important issue for people than ethics. 

 

And that explains now that why ESG is becoming so 

mainstream, and that’s probably a good starting point 

for us to say that performance measurement and risk 

analysis has to be performed to prove that or at least to 

measure the contribution of ESG into the investment 

process. You can see here that if ESG was before, and 

especially for Methodist, a non-financial topic, now it’s 

clearly a financial topic: because investors are seeking 

additional return and to lower their risk. We’ll finish the 

introduction by looking at what are the ESG metrics. 

Probably you all know that, but it’s important that we 

have common knowledge in the room, and we are all 

speaking about the same thing.  

 

There are three kinds of ESG metrics, roughly. First you 

assess a company based on their strategy and on their 

risk management of ESG-related topics. You usually 

have a score on environment, on social, on governance, 

and a general score. Here you can see the example of 

Boeing and its Sustainalytics score. Ratings are long-

term, reviewed every year, very similar to the corporate 

ratings that would be performed by S&P. Secondly you 

have controversies. Controversies would be more dy-
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namic and will help the investor to understand if there 

are some claims, some actual challenges, like lawsuits 

or human rights issues with a particular company. The 

higher the level of controversy is, the more you should 

avoid a company because it’s likely that there will be a 

financial loss. Finally there are some business involve-

ment metrics. 

 

Business involvement metrics would be like a sector ap-

proach and will help you to connect a particular com-

pany to certain activities that you would prefer not to 

invest in. Let’s say you don’t want to invest in gambling, 

then you can see here that Boeing is not related to gam-

bling, and so you’re fine. With that, you can exclude as-

sets based on their strategy and their product 

involvement.  

 

Okay, now we’ve understood the metrics. The question 

is now what is the impact on the investment strategies? 

What are the strategies that were created to incorporate 

these ESG metrics and to change the way one would in-

vest?  

 

There are three main types of strategies that are actually 

used. The first one is the historical one. It’s negative 

screening. So, typically, the same strategy that the Meth-

odists were doing: you exclude some companies based 

on their characteristics. You can do a sector approach or 

a product-involvement approach, or you can exclude the 

companies one by one, based on an ESG analysis. 

Clearly, you’re targeting the bad players here. Based on 

AUM, it’s the most important strategy.  

 

Then you’ve got ESG integration, which is quite the op-

posite. Here investors are looking at the good players 

and are trying to overweight them. Here, investors will 

consider mostly the ESG score, and use a stock picking 

approach. You would seek the best scores and try to 

overweight them.  

 

Corporate engagement is an approach in between the 

two other strategies. Here the investor would not look 

at the bad or good players but seek companies where 

you think you can have an impact on their strategies by 

engaging with them. You engage with the company and 

you try to change the way they manage it by voting, by 

discussing with them, by trying to influence, as an in-

vestor, the way they behave. 

Eventually you’ve got two other smaller approach that 

I will not cover in great depth: thematic investments –

where investors look at macro trends regarding ESG- 

and impact investing where the investor focus on the im-

pact he can have on social issues and try to maximize 

that. 

 

When you’re seeing that, and the list is not exhaustive, 

you can see that the innovation worked. The asset man-

agers were very creative to integrate ESG figures. 

You’ve got many different approaches?  

 

The number of strategies created implies a new ques-

tion: what are the ESG standard? From the end investor 

perspective and especially from a retail perspective, it’s 

pretty hard to understand ESG, and it’s pretty hard to 

understand what the best approach is: which approach 

would actually maximize my return, what approach 

would maximize the impact on society, as well, and that 

is a challenge. Because of this challenge, there’s a sec-

ond implication that a few frameworks were invented 

during the past couple of years by regulatory bodies or 

international entities.  

 

You had two kind of frameworks that were invented. 

First you have the post-COP21 frameworks such as the 

TCFD, initiated by the FSB to create some guidelines 

so that you can better report your climate risk. It was 

chaired by Michael Bloomberg. In France, to talk a bit 

about my country, you even have a law for financial in-

stitutions called the Article 173 of the Energy Transition 

Law that states that any institutional investor needs to 

report their ESG strategy.  

 

You’re forced, as a big investment company, to be trans-

parent on your investment strategy regarding ESG, and 

to be publish it. As it’s public, you’ll see that we’ll use 

some data during the presentations that I have gathered 

from the investment management firm’s website. 

 

Then you have a second type of framework related sus-

tainable development goals. The sustainable devel-

opment goals are the UN goals set for 2015 to 2030. 

Organizations such as Principles for Responsible Invest-

ments were created to foster the investments in such 

goals. You hence have new data assets, new strategies, 

new regulatory frameworks, and new law that are in 

preparation.  
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I’ll focus only on one additional law, no more, because 

after it would be too much regulatory topic. You prob-

ably all know here that in Europe, there is the EU Com-

mission Action Plans that was started one year ago with 

the High-Level Expert Group, and there is a regulation 

that is coming next year that will have a huge impact on 

the way people invest in Europe. There are four next 

steps that will have a huge impact. The EU Commission 

will create a taxonomy, a EU classification on what is 

sustainable and what is not sustainable. This will have 

an impact to the managers that claim they invest in an 

ESG-like way.  

 

Similar to France law, a disclosure will probably be 

mandatory for investors, meaning that investors would 

have to publish their ESG strategy. It is an important 

point because if, as an asset manager, you do nothing, 

and publish it, it will probably every bad for your com-

munication to institutional investors. The commission 

intends to create two new benchmarks: one which will 

be a low-carbon benchmark, focusing on assets that will 

have a low impact on climate change and one that would 

be a positive-impact benchmark.  

 

There’s a point to be noticed there. I think it’s the first 

time that the commission is creating, themselves, bench-

marks and not encouraging people to create them. It 

means that they are not happy with what is happening 

today in the market and that they want to create their 

own benchmarks. Lastly, advice to clients, so sustain-

ability preference of clients will have to be taken into 

account when you act as an investment advisor.  

 

Overall, that’s a very huge change because as an invest-

ment company, you will have to take into account the 

sustainability preference of your clients, publish what 

you are doing, and probably use the taxonomy and the 

benchmarks that will be created by the commission in 

some way.  

 

So we’ve seen that regulatory framework that will be in 

place. Now that said, this is a important topic already 

for investors. They need to take ESG into account from 

a holistic way. They need to change the strategy to in-

corporate ESG or explain why they are not doing it, de-

velop a framework, report the new data used internally, 

externally, and comply to regulations.  

 

That’s a new opportunity or it can be a pain point. It 

raises challenges that are very similar to the challenges 

that one can have to report his financial performance. 

There are three challenges: Data, how do you measure 

ESG and how do you calculate risk? We’ll do a deep 

dive in the coming three parts on these three topics. 

First, starting with data, because there is, of course, the 

adage, garbage in, garbage out, so we need to see first 

what kind of data collection do we have regarding ESG? 

If you do a comparison with the financial part. If you 

are looking for some financial metrics, so let’s say prices 

or performances, it’s a very easy task.  

 

You call Bloomberg, you pay a lot of money, and then 

you can download all the prices. There is two or three 

main providers that are well known. For ESG, it’s not 

exactly the case. You first have the question: do I need 

to seek an external data provider, or do I need to do the 

research myself and find ESG data on my own, or even 

discuss with the company myself?  

 

What is the best choice? Relying on external data pro-

viders is a good thing because you can leverage on their 
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research. They are doing a lot of work for that. Data pro-

viders are very innovative:  every month you can see 

that there are new metrics developed for ESG by the 

providers: carbon footprint a few years ago, risk metrics 

are created every month, I think there are 20 to 25 dif-

ferent ESG data providers an investor could choose: it’s 

a very broad market. Each provider will have very spe-

cific expertise on topics such as small caps or climate 

change. 

  

On the other hand, ESG is a topic where ethics matters, 

hence investors will be willing to align their ESG 

strategy to their own ethic. The investor could either: 

decide to exclude military business, avoid pornography, 

focus on the positive side and find the companies that 

have an impact on climate change. There is a have a very 

broad range of strategies. Hence there is a clear need to 

customize data assets, according to what you want to do, 

and that’s a clear point, and that’s the difference with 

the financial part. In the financial part, it’s unlikely that 

you would, for example, customize the maturity date of 

an asset. Here, you could have one different ESG score 

for a single companies for each investor based on his 

own ethics and preference. 

 

Clearly, there is a need to discuss directly with com-

panies to get better insights in how they are incorporat-

ing ESG-related topic and to make sure that it’s in line 

with your internal investing views. What is the best an-

swer, external or internal? Actually, people are trying do 

both. The best organization is to have one or several ex-

ternal data providers, and they to perform an internal re-

search on top of that. That is clearly a challenge because 

it means that you will have several external data pro-

viders, plus you are doing some internal job, too, on top 

of that. It’s a challenge. The second challenge is that I 

don’t have the slides that I wanted to show you here, be-

cause when I send the PowerPoint version to Patrick, I 

deleted it, so I don’t know why.  

 

It’s in your book, but I don’t have it here, but what I 

wanted to explain with the slides that you can see here 

is that behind scores and behind controversies there are 

a lot of research that is done and a lot of qualitative re-

search, not quantitative research, done by ESG analysts. 

They are discussing with companies: the level of con-

troversy itself, alone, or scores alone do not have a lot 

of meaning. There is a clear need to understand the why 

behind. If I’m telling you Boeing has a level of contro-

versy of three. You don’t know what it is behind. Maybe 

it’s a controversy that doesn’t matter for me and I don’t 

care with the alert. Hence there is a need to understand 

the lineage between a particular ESG data point, or a 

particular controversy to the facts behind. 

 

There’s a lot of data to be gathered and to be used by an 

investment manager, and probably the second challenge 

is the granularity. If you summarize on the data, there is 

no standard yet. We’ve seen the EU Commission work, 

but that’s still work in progress. There are as many meth-

odologies as the number of ESG providers, hence a full 

coverage is hard to reach, especially on exotic assets. 

Usually the main large-cap equities are covered, but if 

you’re investing in mid-cap, small-cap, you are going to 

have a much more difficult task to find some data. That’s 

an issue. Customization is a must have. 

 

Not all areas are of interest for all investors-that’s the 

point we had before- and that’s a clear challenge because 

it means that one needs to have internal research on top 

of the external data. We’ve seen that there’s a need for 

transparency and so a granular data approach is required, 

but that is costly, so it is a barrier when you want to in-

vest in ESG and when you want to incorporate ESG into 

your investment process.  

 

Data is a challenge, okay, but let’s assume we’ve got 

some ESG data. How do we then measure the impact of 

incorporating this ESG data into our investment pro-

cess?  

 

When I’m seeing clients, it’s always the first question 

that people are asking me. For you, Greg, do you think 

that there is a link between ESG and performance? And 

so we’ll try to answer that first, and we are going to cut 

the suspense. There is a strong belief that ESG can gen-

erate additional long-term return, but as far as I’ve seen, 

there’s no academic studies that would suggest a strong 

evidence of a link between ESG and performance. 

Worst, if you look at this study here that are gathering 

other studies, the author has counted the number of 

studies that think that there is a positive link between 

ESG and performance, a negative link, or no link.  

 

Clearly, here you can see that people do not agree on 

this topic, and they find really opposite reasons. That’s 

from an academic point of view, purely academic point 

of view, that’s something that you would need to keep 
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in mind when doing ESG. There is no strong correlation 

with positive performance. However for the governance 

topic in particular there is a link. Studies tend to show 

that governance is the one pillar that can have the stron-

gest impact on performance, even if it’s small. People 

claim as well that environment is the pillar that has the 

highest potential in the future.  

 

I don’t have a crystal ball, so I’m not sure of that, but 

clearly it’s an open topic, and you can see that a lot of 

research still has to be done to understand the impact of 

ESG in financial portfolios.  

 

There is no strong evidence of a positive link, but we 

could say that even if it has no positive link with per-

formance, ESG can still be a risk exposure metric in my 

portfolio. Let’s say we want to incorporate ESG as factor 

investing. Why factor investing? Factor investing is in-

teresting because it’s a way to have a particular exposure 

on a specific risk factor. People have tried to see if they 

can invest in ESG a bit like you would invest in a value 

factor or in a growth factor and having a strategy that 

would focus specifically on ESG-related topic.  

 

The first approach that was done is to say, okay, I’ve got 

my value, my quality, my size factor, , I’m now going 

to incorporate ESG as a separate factor and try to see if 

it’s statistically significant. The largest number of studies 

that I’ve seen show that ESG is not statistically a factor. 

I’m not claiming that it’s not the case. People could 

argue and say, oh, I’ve got some different numbers, but 

still, again, it’s pretty hard to show some academic re-

sults that would tell you that it is a statistical factor. What 

do I mean by saying it’s not a statistical factor? I mean 

that the part of the performance explained by ESG factor 

is pretty weak in comparison with the other value, qual-

ity, and traditional investment factors.  

 

The second approach tried by investor is to say, okay, 

fine, what I’m going to do is that I’m going to  use ESG 

as a filter of the universe, a bit like negative screening, 

and then a  ESG- tilted value, quality, or size factors. 

Here the exposure would come not from ESG directly 

as a factor, but because ESG is used as a filter. Well, that 

does not work well. Why does that not work well? Be-

cause ESG has a correlation with the other factors, that 

sometimes can be a negative correlation, and so there is 

a bias created.  

And the last approach that I’ve seen in the market today, 

is to incorporate ESG directly into the optimization for-

mula when you’re creating your value, quality, and size 

factor.  

 

That’s the one that seems to work the best because it’s 

helping you to avoid the negative bias and the fact that 

ESG is not statistically a factor. There is still not enough 

historical data to clearly test it, and so I think the actual 

data quality is a challenge, for optimizations, but clearly 

we can see that the innovation is working and that there 

is some people that are thinking how you should invest 

on ESG.  

 

That said, we’ve seen ESG is not positively linked to 

performance. Fine. It’s probably not a factor investing. 

The future is going to tell the answer to that, but clearly, 

from what we are seeing today, it’s a bit hard to say it’s 

a factor. How can I measure and attribute ESG in my 

portfolio? Well, see an example from FactSet that I’ve 

downloaded that from their website.  

 

The first question to be asked is what is a Brinson-like 

attribution model for ESG investing? Is there an attri-

bution model that would make sense for ESG strategies 

and that would help to explain investment managers 

decisions, to explain what were the ESG bets , and if we 

can explain them. Here, FactSet has tried to use the 

Brinson model by replacing the classic performances 

and contribution by ESG factors, so you can see the 

ESG factor for the portfolio and the benchmark, and 

then mathematically it’s actually the same. If you choose 

assets that have better ESG factors, you are rewarded by 

a positive selection effect.  

 

If you invest in sectors that have a better ESG factor, 

then you are rewarded by a positive allocation effect. 

Mathematically it works. That’s fine, but then if you 

looked with a closer look, it’s pretty hard to derive from 

the numbers any investment decision. It’s pretty hard to 

say, okay, we’ve got 0.56 here because the negative 

screening was done well, because there was a stronger 

engagement with companies, or well. So the reality is 

that this attribution framework is not very suited to ex-

plain investment manager’s decisions regarding ESG.  

 

The reason I’m showing you that is to tell you that today 

there is no Brinson-like attribution model that would be 
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the standard to measure ESG. There is still a lot of work 

to do, and we are clearly at the beginning, and there is a 

need to innovate and create new model to assess better 

what is done by investment manager regarding ESG. 

 

 To finish this part, a few questions so that we are up to 

date. During this section, we’ve tried to cover a topic 

that was: can I measure the impact of ESG on my 

strategy, on my performance? It is very connected to 

what you are doing when you perform an attribution and 

try to measure investment bet and decisions of the man-

ager impact on the performance.  

 

There are still as well other open questions. How do you 

measure, for example, the contribution of your ESG 

strategy on a specific sustainable development goal? 

Let’s say you’re targeting gender equality. How do you 

measure your contribution to the reduction of gender in-

equality? That’s a bit theoretical, but it’s pretty hard to 

measure, and there are a lot of open questions. A lot of 

open questions regarding performance measurement, 

and a lot of open questions regarding data.  

 

Apart from the link to performance, what about risk, be-

cause, of course, if one says that there is an ESG oppor-

tunity, if you say that of course you want to invest in 

ESG because you are seeking an additional return: there 

is a risk. The TCFD, have tried to develop new risk 

framework to measure ESG-related topic. We are going 

to take an example here in this last part, specifically re-

garding climate change, why climate change? First, be-

cause creating an ESG risk framework, generic to all 

ESG topics is not done, and it’s a quite complicated. 

Secondly because climate change is a topic where risk 

matters, because climate is changing quickly, and it’s a 

clear challenge to measure the impact of that climate 

change on portfolios. So what was done?  

 

The first naïve approach that was taken by practitioners 

to measure risk regarding climate change was to use the 

carbon footprint. Carbon footprint, is a measure that I 

believe you all know well. You measure the total carbon 

emissions of a particular activity. For example, if you’re 

taking your car and go to Amsterdam, your carbon emis-

sion, is 130 kilograms of C02 equivalent The idea for 

financial portfolios is to to attribute all these companies 

carbon in my portfolios based on the share I’ve got from 

the company. Let’s say you’ve got 10% of Airbus. Then 

you’re responsible for 10% of Airbus emissions. So, 

that’s pretty easy to understand, and it’s helping inves-

tors to understand the carbon risk. 

 

For example, here you’ve got a BNP Asset Management 

report on their portfolio. So it’s an equity portfolio ver-

sus a benchmark, and what you see here when you’re 

looking at the carbon exposure is that the materials and 

utilities sectors, and the industries and energies, are the 

ones that have the highest carbon emissions, and so you 

see clearly here that the risk is here. Carbon risk is here, 

and so if you want to protect yourself against carbon 

risk, then you have to avoid these sectors. That’s very 

easy to understand. This is a first step, but of course it 

has a lot of bias as well. Firstly, it’s not forward-looking.  

 

So you all know that risk frameworks are usually for-

ward-looking. If you consider value-at-risk, it is always 

forward-looking. And there is need to be forward-look-

ing, especially because climate change is a topic that 

will have an impact on portfolio not today but probably 

in the coming 10 or 20 years or more.  

 

The second challenge is as well because here we have 

calculated only the direct emissions and not the indirect 

emissions. For example, if you’re considering a car, so 

let’s say you invest in a car manufacturer, and so you 

say, okay, I’m responsible for the emission of this car 

manufacturer, but the emissions that will be created 

when you build the car represent only 3% of the total 

emissions of this particular car.  

 

Why? Because the carbon will be emitted mostly when 

the car will be used and not when the car will be pro-

duced. Hence you need to look if you want to have a 

number that makes sense, to the indirect emissions: 

which is more complicated to calculate. And, as well, 

are you responsible as an investor, of what someone will 

do with the product that is built by the company you 

own? That’s an open question. The last issue with car-

bon footprint is with the financial denominator. when 

you’re considering the emissions of a small car versus 

a huge car, so, let’s a huge SUV. You can clearly see that 

the huge SUV is something that is not good for climate 

change in comparison with a small electric car, but the 

big SUV will have a carbon footprint that is maybe three 

times more than the small car but a price that is five time 

more. So if you say that you assess the carbon footprint 

based on the amount of money that is investing, well, 

the huge car will have a lower carbon footprint because 
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it’s three times more for the carbon footprint but it’s five 

times more in terms of price.  

 

The CO2 emission per dollar can misguide investors. So 

carbon footprint is not a 100% right approach, and 

people have tried to calculate more evolved metrics, in 

particular because they want to understand the alignment 

of their investment with the different scenario of tem-

perature. Here it’s a very famous graph. Probably you’ve 

seen it. It’s the evolution of the greenhouse gas emission, 

which is pretty correlated with the evolution of tempera-

ture, and here you can see in blue and red the trends if 

we do nothing, basically, and we don’t change the way 

we behave, and it’s where scientists say that we’ll have 

a strong rise in temperatures and a strong impact on cli-

mate, and here you’ve got trends where we are doing 

something and we are changing the way we consume 

energy, and that the temperature does not rise. On finan-

cial portfolio, these two scenarios generates two oppo-

site risks.  

 

The first one is transition risk. Transition risk happen if 

we save the planet. To save the planet, we’ll have to have 

some new policies, and these policies will have an im-

pact on the valuation of portfolios. The second one is 

physical risk. This is red because it happens if we do 

nothing, and if there is a rise in temperature, so, there 

will be an impact on the level of seas, on the acidifica-

tion of oceans, on the number of hurricanes, The physi-

cal assets are going to be damaged, by that, and the 

question is what is the impact on the financial portfolio 

again? 

 

I’m going to show you one of the first attempts to meas-

ure that. It was performed by a Fintech company called 

CarbonDelta that was used by AXA, the French insurer, 

so this is extracted from their Article 173. For that pub-

lication, they’ve developed what they call the Climate 

Value-at-Risk.  The goal is to measure the future risk on 

the portfolio related to climate, and what they’ve done 

is that they focused on the transition risk only, first, and 

they haven’t calculated the physical risk part. Transition 

risk can be measured by two sides, first, downside risk 

and upside risk.  

 

For the downside risk first, the approach taken is top-

down.. They looked at the policy risk at the global level 

to understand what is the emission reductions that you 

need to achieve if you want to limit the global warming 

to 2°C. Then they break that down per country to have 

a GHG emission reduction target per country, and again, 

by doing a breakdown per sector, so really top-down ap-

proach. Finally they attributed that company per com-

pany, based on the size of the company. If you calculate 

in addition to the emission target reduction the cost of 

emission reduction, you’ve got the downside risk, and 

you can calculate the risk that the policy will damage 

your portfolio, hence the valuation of your portfolio.  

 

Then on the upside, what they’ve done is a bottom-up 

approach. They’ve first done an analysis of companies 

and counted the number of patents they have that are re-

lated to low-carbon technologies. This is a proxy to as-

sess the opportunities a company could have regarding 

this energy transition. They have counted the number of 

low carbon patents and then scored the potential impact 

of each patent. They assessed the climate-change oppor-

tunity per sector and redistributed that opportunity per 

company based on the patents numbers and scoring, and 

this is the upside.  

 

Axa has calculated that metric on their total equity port-

folio, so 16 billion.  

 

What are the results? The downside, so the negative risk 

is -3.7% and the positive side, so the opportunities, is 

+3.5 percent. So, that is a calculation that say that the 

risk for AXA is -3.7% regarding this energy transition. 

That’s good because it’s a first result for a forward-look-

ing measure, but you can clearly question this number 

as it does not seem to be that much. It’s a very small 

change in the valuation of the portfolio, and it’s pretty 

difficult to claim that these numbers make a total sense. 

It still has to be analyzed. AXA is claiming, as well, that 

this is a result they need to analyze. 

 

Here is the state of the art today with climate risk frame-

work. There are a lot of challenges to overcome. There 

is no precise definition of scenarios, on the scenario of 

temperature that I’ve shown you. There is as well a lack 

of historical data to feed the models and to develop a ro-

bust optimization framework. The time horizon is a 

challenge as well. I told you climate is going to damage 

financial portfolios in the coming five to 10 to 15 years. 

Well, then it’s a long-term risk, and a long-term risk is 

always harder to measure than a short-term risk. For ex-

ample, a classic stress test will typically mimic what 

happened in the Lehman crisis, and the Lehman crisis 
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is something that has happened in seven days, roughly, 

before Lehman failed.  

 

For climate, we are talking about a time horizon of 10 

years, as you’ve seen that with the short model I’ve de-

tailed here with AXA and CarbonDelta. There is a strong 

level of assumptions that is required to handle that type 

of time horizon. The models usually becomes complex 

so close to a black-box. How do you use them? It’s 

pretty hard to use the numbers and then to integrate them 

into a classic risk framework.  

 

To conclude: we looked at data, there is a lot of chal-

lenge, we looked at ESG measurements, there is a lot of 

challenge, we looked at risk, there are some innovative 

metrics that are created, but it’s still the beginning.  

 

What we’ve seen today is that ESG has become main-

stream. There is a quarter of the investments that are 

now linked to ESG. The question now is more will ESG 

become the new standard? There are a few French asset 

managers that are now claiming that they will have only 

funds that are ESG related. So they will manage only 

ESG funds, and it’s not small investment managers. Its 

investment managers that manage billions. There is still 

a lot of ongoing innovations. Every month, there is a 

publication by someone who says, oh, I’ve got a new 

way to measure the contribution of ESG in my portfolio. 

Here, what I’ve presented is just an overview of all the 

challenges that you could have. My last point and prob-

ably the more important is that there is a strong need for 

robust ESG measurement contribution, attribution, and 

the risk indicators.  

 

What you’ve seen today are first attempts of measuring 

that, and it’s clearly not completely a work 100% done. 

When you’re going to ESG conferences, you can catch 

up with a lot of investors and asset managers, and only 

climate specialists, only ESG specialist, but there are no 

market finance specialists that are coming to these con-

ferences, and that’s probably where I wanted to finish. 

There is a strong need to have more performance meas-

urement and risk practitioners that get involved in that 

topic to have these robust measures created. We need 

market finance specialists to work on the new Brinson-

like models and new value-at-risk model for ESG.  

 

I hope this presentation has given you an overview of 

what is happening today in the ESG market, and hope 

you will try to look at these topics in your own company. 

Thanks a lot for your attention, and I hope you’ll have 

some questions. 

 

David Spaulding:  Question?  

 

Daryl Bradford: Yes. 

 

David Spaulding:  Daryl? 

 

Daryl Bradford: Thank you. So I guess, as you pointed 

out, the last bullet point hits the nail on the head there, 

and since ESG SRI investing has been around for a 

while, and it’s obviously incredibly popular now, I guess 

what are managers doing for performance and attribu-

tion? Is it kind of the VAR methodology that you have 

there, is it the typical Brinson, or is there just not much 

going on? Our firm does have ESG investment 

strategies, but, to be honest, there’s not a ton that we’re 

doing for attribution and applying those methodologies 

back to the investment process. I’m curious to know 

what’s being done currently and what’s the most popular 

method today in obviously what you’ve proposed here? 

 

Grégoire Hug: Yeah, what I’ve presented here regard-

ing the value-at-risk that you’ve seen is probably the 

most advanced method, and it’s the only one that I’ve 

seen that is that advanced. There is an attempt, as well, 

to create carbon stress tests by another company, but 

apart from these two companies, , I’ve not seen anything 

else that is as advanced. We are clearly at the beginning 

of the story, and there is no standard regarding method-

ologies. For the attribution framework, what I’ve done 

is that I’ve taken the Brinson attribution frameworks and 

tell you that it does not work today. 

 

But I think the question on attribution and is more to 

have the strategies getting standardized first because 

there’s a strong diversity of ESG strategies, and then 

we’ll have the attribution models. But, clearly, again, we 

are at the beginning of the journey for these topics. I 

think it is similar to performance measurement and at-

tribution, 30 years ago, when people were starting to in-

vest with more quantitative metrics and trying to figure 

out metrics could be developed, what kind of attribution 

models can be created to better assess their investment 

strategy. We are here today for ESG:  there’s a lot of in-
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novations going on but no standard yet. 

 

Question: I’ve seen a presentation by MSCI where they 

had a kind of forward-looking view on ESG factors, and 

they said that it was very connected to corporate gov-

ernance. For instance, they had pinpointed the Volks-

wagen scandal before it happened, because they had 

pinpointed that there were some issues regarding how 

the corporate governance structure was, and could you 

have some comments on that? 

 

Grégoire Hug:  Yeah, sure. Clearly the Volkswagen 

scandal is one of the best examples of how a governance 

score can help you to avoid a downside risk. Volkswagen 

had a very poor governance score when the environmen-

tal scandal was discovered, and so a lot of people argued 

that clearly if you would invest in an ESG way, you 

would avoid Volkswagen. I think corporate governance 

in general is connected to performance more than the 

other topics. Why? Because it’s already embedded into 

the corporate and credit assessments done when you are 

investing in a company.  

 

Usually it’s a credit analyst in banks have governance 

KPI, but don’t have social and environmental KPI. The 

governance factor is the one that has the higher impact 

on performance, even if it’s still very small. It clearly 

hasn’t the potential you would have by considering the 

size of another investing factor, like a value or a mo-

mentum. Because it is very small, it is that it’s pretty 

hard to find a stable result when you’re changing the 

data assets.  

 

MSCI has probably used MSCI’s score, but if you 

change that and take Sustainalytics scores it would prob-

ably be a bit different. I’ve seen interesting studies 

where people are not trying to use ESG scores to assess 

the contribution and the correlation with performance, 

but they will look underneath KPIs, so the smallest 

KPIs. Let’s say, for example, for social, you would look 

only at gender equality, and inside gender equality you 

could look at a specific KPI.  

 

There is one, for example, that is funny. If you look at 

all the companies in the Dow Jones that have one 

woman at least on their board, they strongly outperform 

all the other companies. They are over performing by 

30% during the past years. That’s pretty huge. The ques-

tion can be: could we find underneath KPIs, smaller 

KPIs, that would help to generate a better financial re-

turn rather than considering the top ESG scores that are 

too broad, that are made of a lot of KPIs, and that are 

usually a black box? 

 

David Spaulding: Thank you. 


