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The increasing accessibility of environmental, social, and
governance (ESG) performance data is allowing asset managers
to analyze the risk and return ramifications of incorporating
ESG information within an overall investment process. A
company’s absolute ESG rating score as typically defined by
MSCI, Thompson Reuters, Sustainalytics, and Bloomberg,
among others, has traditionally served as a starting point
for impact investor assessment. Now, ESG Momentum, an
investment factor that identifies stocks with an improving ESG
footprint over the prior 12 months, is emerging as a strong and
differentiated input for a broader set of investment models.
The potential strength of ESG Momentum as an investment
factor makes it relevant for general stock selection—a use
that goes well beyond thematic impact investing models. We
believe the factor shows an ability to produce annualized
excess returns comparable to traditional characteristics, such
as valuation metrics, fundamental ratios, and earnings signals
for U.S. equity investors. In addition, our research suggests
ESG Momentum results are uncorrelated to other factors,
which could improve a portfolio’s risk-return profile.

all constituents in the Russell 1000 Index. This created a
factor comparable to Price Momentum, which has become a
commonly accepted standard in the investment community.
The equal-weighted top quintile of ESG Momentum was tested
on its own and versus an equal-weighted combination of Price/
Earnings, ROE, EPS Estimate Revisions, and 12-Month Price
Momentum.
Our analysis indicates that ESG Momentum has the potential
to merit use across mainstream investment models, not just in
those specifically designed for impact investing. The top quintile of ESG Momentum delivered an annualized excess return
of 1.6 percent above the equal-weighted index over the past
nine years (12/31/2009-12/31/2018), as shown in Figure 1.1
Figure 1: ESG Momentum vs. Equal-Weighted Russell 1000
Top Quintile
ESG
Momentum

Incorporating ESG Momentum
To get a quantitative picture of the impact that ESG Momentum
might have when added to multifactor stock selection models,
we utilized MSCI’s data*, given the strong quality of the firm’s
library and the depth of historical information, mapped to
financially material ESG issues as defined by the Sustainability
Accounting Standards Board (SASB) Materiality Map™. In
calculating ESG Momentum, we took the change in ESG
scores on a monthly basis from ratings 12 months prior for
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Source: FactSet Data from 12/31/2009 - 12/31/2018
Past performance is not indicative of future results. This performance
above is hypothetical, derived from historical performance. Please see
important disclosures at the end of this case study.
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The seemingly low correlation of ESG Momentum with other
factors also underscores its additive potential to general
investment models. ESG Momentum had a near-zero correlation with the average stock selection factor in our Russell
1000 constituent library, which includes valuation metrics,
fundamental ratios, earnings revision signals, and technical
indicators. As detailed in Figure 2, even using sector-neutral
factor rankings, ESG Momentum had a very low correlation
average—close to 0.01—relative to other factors. Of note, MSCI
has produced a study with similar results.2
Figure 2: ESG Momentum – Average Correlation with Other
Investment Factors
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Our internal research shows ESG Momentum could have
performed better than a set of representative factors since
2010 as detailed in the chart in Figure 3. The right side of the
chart shows that the ESG Momentum factor we calculated had
a return of 14.6 percent versus the actual Russell 1000 return
of 13.3 percent. At the same time, portfolio risk, measured by
standard deviation, was lower for the ESG Momentum factor
compared to Momentum, EPS estimates, and P/E.
In the main body of the chart, the performance of various
factors in our general stock selection model are ranked for
contribution to excess return each year. In five of the nine years
charted below, ESG Momentum delivered returns in excess of
the Russell 1000 benchmark.
In practice, we do not create any single-factor portfolios, but
use different criteria for each sector, drawn from a library of
more than 80 factors. We find that ESG Momentum is particularly additive when applied to specific sector/industry models.
The performance of the factor seems to have value when
assessing either buying or short-selling opportunities.

Source: FactSet Data from 12/31/2009 - 12/31/2018
Past performance is not indicative of future results. This performance is
hypothetical, derived from historical performance. Please see important
disclosures at the end of this case study.
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Figure 3: ESG Momentum Might Enhance Performance of Multifactor Models
EXHIBIT 3: ESG
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Sources: Glenmede Investment Research, FactSet and MATLAB (Russell 1000 Universe, monthly rebalancing with no transaction costs)
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Our internal research shows ESG Momentum performed
better than a set of representative factors during the
past nine years as detailed in the chart in Exhibit 3. The
right side of the chart shows that ESG Momentum had
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LOOKING AHEAD

In the near term, the maturation of ESG information use
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critically at the details of the ESG data sets available to
ensure they understand and select the inputs that are right
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is possible that the assumptions here are wrong, and that the
actual results will be better or worse than what is discussed here.
Although the information contained herein has been obtained
from sources believed to be reliable, accuracy and completeness
cannot be guaranteed. Simulated results do not include actual
trading, so there is no guarantee that any actual account could
have achieved comparable results if managed during the relevant
timeframe.
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*M
 SCI Data is updated on a monthly basis. Past performance is
not indicative of future results.
Although Glenmede Investment Management’s information
providers, including without limitation, MSCI ESG Research LLC
and its affiliates (the “ESG Parties”), obtain information from
sources they consider reliable, none of the ESG Parties warrants

or guarantees the originality, accuracy and/or completeness
of any data herein. None of the ESG Parties makes any express
or implied warranties of any kind, and the ESG Parties hereby
expressly disclaim all warranties of merchantability and fitness
for a particular purpose, with respect to any data herein. None of
the ESG Parties shall have any liability for any errors or omissions
in connection with any data herein. Further, without limiting any
of the foregoing, in no event shall any of the ESG Parties have any
liability for any direct, indirect, special, punitive, consequential
or any other damages (including lost profits) even if notified of the
possibility of such damages.
The views expressed represent the opinions of the portfolio
managers as of December 2018. There can be no assurance
that the same factors would result in the same decisions being
made in the future. In addition, the views are not intended as a
recommendation of any security, sector or product. This document
may contain certain statements that could be deemed forwardlooking statements. Please note that any such statements are not
guarantees of any future performance. Returns reported represent
past performance and are not indicative of future results. Actual
performance may be lower or higher than the performance set forth
above. For institutional adviser/professional client use only, not
intended to be shared with retail clients or investors.
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