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Introduction

Preparing for the publication of the 2019 Edition of ESG 
Integration Insights brought to mind the many things which 
have changed since launch of this publication in December of 
2016. At that time, SASB standards were available for just nine 
sectors – and only in provisional form. Only nine companies 
were then using the standards in their corporate reporting. 
SASB’s Investor Advisory Group was just a few months old, 
with roughly thirty members, and SASB’s membership 
program – the SASB Alliance – did not yet exist.

Today, just over a year following the codification of SASB 
standards, over 100 companies domiciled in 15 countries and operating in 37 industries 
are now using SASB in their communications with investors. The SASB Alliance, 
founded in 2017, now includes over 100 members. The second cohort of SASB’s Investor 
Advisory Group has grown to nearly 50 members from ten countries, with assets in 
excess of $34 Trillion. Sixty-five entities, including banks, asset owners, asset managers, 
and service providers, license SASB intellectual property to better integrate ESG 
considerations into their operations and investment decisions. 

SASB’s ESG Integration Insights series provides practical examples of institutional 
investors using the SASB standards to systematically and rigorously integrate ESG 
into their investment processes.  Publication of the 2019 Edition of ESG Integration 
Insights brings the total number of such cases in SASB’s Knowledge Hub to 19 – nearly 
quadruple the number of cases included in the Premier Edition of the publication. 

Why are all these facts and figures significant? Because they demonstrate that SASB 
standards are becoming a valued piece of market infrastructure, without which 
ESG-related risk can be improperly priced and ESG-related opportunity overlooked. 
SASB’s vision is that, in a world in which investors have access to comparable, 
consistent, and reliable data on ESG issues that affect business financial performance, 
capital will be allocated to companies managing those issues better than companies 
managing them poorly or not at all – benefitting companies, investors, and society alike. 
I hope you will find, among the case studies here as well as those in our Knowledge Hub, 
signs that this vision is coming into focus.

SASB’s Standards reflect years of work – not only by SASB, but also by investors, 
companies and other experts – whose efforts have helped shape and refine the 
standards.

We thank everyone who has contributed to development of the SASB Standards and the 
contributors to this publication. We look forward to sharing future insights with you as 
the practice of ESG integration continues to mature. 

Janine Guillot

CEO



ESG RESEARCH

SASB ESG INTEGRATION INSIGHTS



GLENMEDE INVESTMENT MANAGEMENT 3 SASB.ORG/INVESTOR-USE

ESG RESEARCH

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. 

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 

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 quin-
tile 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
Russell 1000 
Equal Weight Difference

Annualized 
Return

14.6 13.1 1.6

Standard 
Deviation

14.9 13.8 1.1

Return/Risk 0.98 0.94 0.04

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.

 

ESG Integration Insights Disclaimer: The ESG Integration Insights series highlights interesting and innovative examples of how investors use SASB standards to inform analysis and decision making. The case 
studies are written by practitioners from around the world, covering a range of asset classes and strategic approaches to ESG integration. By sharing these examples on an ongoing basis, SASB hopes to 
facilitate increased market awareness and understanding of emerging practices in sustainable investment.
SASB does not provide investment, financial, tax, legal, or other advice. This publication was prepared for informational purposes only and should not be relied on for such advice. SASB is not responsible 
for the content of the case studies or any third-party resources that may be referenced in this or other ESG Integration Insights publications. Any findings, interpretations, recommendations, conclusions, and 
opinions expressed in this publication are those of the contributors and do not necessarily represent the views of SASB. The inclusion of case studies written by or about specific organizations does not in 
any way constitute an endorsement of these organizations by SASB. To learn more or contribute your own case study, please contact us at info@sasb.org.

Glenmede Investment Management
Moving into the Mainstream – The Value of ESG Momentum

 JUNE 2019

https://www.sasb.org/investor-use/
mailto:info%40sasb.org?subject=
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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 correla-
tion 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

ESG Momentum
Sector-Neutral  

ESG Momentum

Value -0.004 -0.002

Fundamental 0.003 0.006

Earnings 0.001 0.009

Technical -0.002 0.006

ESG Score 0.016 0.016

Overall 0.000 0.005

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.

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 particu-
larly 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. 

Figure 3: ESG Momentum Might Enhance Performance of Multifactor Models 

Sources: Glenmede Investment Research, FactSet and MATLAB (Russell 1000 Universe, monthly rebalancing with no transaction costs) top-quintile 
returns are based on equally weighted total returns of most attractively ranked stocks (top 20%) for each factor every year.Multifactor model is the 
equal-weighted, four-factor combination of traditional factors, while Multi/ESG is the five-factor, equal-weighted model. This is for illustration only. There 
can be no assurance that higher performance would result from adding ESG Momentum.
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 
a return of 14.6% versus the Russell 1000 of 13.3%. At 
the same time, portfolio risk, measured by standard 
deviation, was lower for ESG Momentum 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, ESG Momentum delivered returns in excess 
of the Russell 1000 benchmark.

In practice, we 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 has value when assessing either buying or 
short selling opportunities.

LOOKING AHEAD 
In the near term, the maturation of ESG information use 
will be driven by investment managers continuing to look 
critically at the details of the ESG data sets available to 
ensure they understand and select the inputs that are right 
for their models. For example, two widely used ratings 
systems — MSCI’s IVA and Morningstar’s Sustainalytics 
— are noticeably different, with a correlation ratio of 
approximately 0.25. Newer providers that produce ESG 
ratings based on news, rather than on fundamental 
characteristics, are equally differentiated. 

Perhaps part of the solution moving forward will be 
drawing inputs from multiple sources. For this analysis, 
we focused on 12-month data from MSCI’s IVA ratings, 
but filtered the issues by the Sustainability Accounting 
Standards Board (SASB) Materiality MapTM. In order for 
an issue to be included in our signal, it must be deemed 
material by both SASB and MSCI. This additional filter 
significantly improves the momentum signal, a result that 
has been confirmed in academic literature.3

MOVING INTO THE MAINSTREAM: THE VALUE OF ESG MOMENTUM  03

Past performance is not indicative of future results.

 
EXHIBIT 3: ESG Momentum can Enhance Performance of Multifactor Models                                                                 2010 - 2018

Sources: Glenmede Investment Research, FactSet and MATLAB (Russell 1000 Universe, monthly rebalancing with no transaction costs)
Top Quintile returns are based on equally-weighted total returns of most attractively ranked stocks (top 20%) for each factor every year.
Multifactor model is the equal-weighted 4 factor combination of traditional factors, while Multi/ESG is the 5-factor equal-weighted model

ESG Momentum can Enhance Performance of Multifactor Models 2010-2018

2010 2011 2012 2013 2014 2015 2016 2017 2018 Return Risk Return/Risk
Highest EPS Est ESG Mom ESG Mom P/E Russell 1000 Russell 1000 P/E ROE Russell 1000 ESG Mom ESG Mom ESG Mom

29.3% 3.3% 21.5% 50.6% 13.2% 0.9% 20.2% 25.0% -4.8% 14.6% 14.9% 0.98

Momentum Russell 1000 P/E ESG Mom ESG Mom Momentum Avg Stock Russell 1000 Momentum ROE ROE ROE

27.6% 1.5% 21.5% 44.5% 12.1% 0.7% 16.1% 21.7% -5.8% 14.0% 14.0% 1.00

ESG Mom ROE Momentum Momentum ROE EPS Est ESG Mom Momentum ROE Momentum Momentum Momentum

25.5% -0.1% 19.4% 43.3% 11.5% -1.4% 15.2% 21.1% -7.2% 13.5% 15.7% 0.86

Avg Stock EPS Est ROE ROE Avg Stock ESG Mom ROE EPS Est Avg Stock EPS Est EPS Est EPS Est

24.9% -1.2% 19.1% 40.7% 11.1% -2.3% 12.1% 20.8% -8.7% 13.3% 15.7% 0.85

P/E Avg Stock EPS Est EPS Est EPS Est ROE Russell 1000 Avg Stock EPS Est Russell 1000 Russell 1000 Russell 1000

21.3% -1.9% 18.9% 38.6% 11.0% -2.8% 12.1% 19.0% -11.2% 13.3% 12.6% 1.06

ROE Momentum Avg Stock Avg Stock P/E Avg Stock EPS Est ESG Mom ESG Mom Avg Stock Avg Stock Avg Stock

21.0% -3.5% 18.2% 36.9% 10.6% -3.7% 10.0% 17.5% -11.7% 13.1% 13.8% 0.94

Russell 1000 P/E Russell 1000 Russell 1000 Momentum P/E Momentum P/E P/E P/E P/E P/E

Lowest 16.1% -6.5% 16.4% 33.1% 6.8% -6.0% 6.2% 17.1% -18.2% 12.0% 17.2% 0.70

Top Quintile Performers  
2010-2018

https://www.sasb.org/investor-use/
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Looking Ahead 
In the near term, the maturation of ESG information use will be 
driven by investment managers continuing to look critically at 
the details of the ESG data sets available to ensure they under-
stand and select the inputs that are right for their models. For 
example, two widely used ratings systems—MSCI’s IVA and 
Morningstar’s Sustainalytics—are noticeably different, with a 
correlation ratio of approximately 0.25. Newer providers that 
produce ESG ratings based on news, rather than on funda-
mental characteristics, are equally differentiated. 

Perhaps part of the solution moving forward will be drawing 
inputs from multiple sources—particularly those focused on 
the subset of ESG issues most likely to have financially mate-
rial impacts. For this analysis, we focused on the 12-month 
change in MSCI’s ESG ratings filtered for material issues 
utilizing SASB’s Materiality Map™. In order for an issue to 
be included in our signal, it must be deemed material by both 
SASB and MSCI. This additional filter significantly improves 
the momentum signal, a result that has been confirmed in 
academic literature.3

The implementation of ESG factors within investment strat-
egies is still in its early stages. ESG Momentum is showing 
promise as an input into models and undoubtedly will continue 
to evolve, especially as data availability, quality, and consis-
tency improve through broad market uptake of ESG reporting 
standards like those developed by SASB.

From our analysis we believe ESG Momentum is a compelling 
signal relevant well beyond the scope of ESG-oriented invest-
ment strategies and has the potential to be a powerful factor for 
improving risk-adjusted returns for quantitative multifactor 
models.

DISCLOSURE:
1   The performance information related to ESG Momentum included 

in this table is hypothetical, included merely for illustration of 
theory and model structure, and does not represent the investment 
performance of any actual product. Choices of what to include in 
this article have been selected with the full benefit of hindsight, 
after performance over the period was known. Results achieved 
in simulations do not guarantee future investment results. It 
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.

2   Zoltán Nagy, Altaf Kassam, Linda-Eling Lee. “Can ESG Add 
Alpha? An Analysis of ESG Tilt and Momentum Strategies.” 
MSCI Research, June 2015. 

3   Khan, Mozaffar and Serafeim, George and Yoon, Aaron, 
Corporate Sustainability: First Evidence on Materiality 
(November 9, 2016). The Accounting Review, Vol. 91, No. 
6, pp. 1697-1724. Available at SSRN: https://ssrn.com/
abstract=2575912 or http://dx.doi.org/10.2139/ssrn.2575912. 

*   MSCI 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 forward-
looking 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.  

https://www.sasb.org/investor-use/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2575912
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2575912
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2575912
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ABOUT QMA

QMA began managing multi-asset portfolios for institutional 
investors in 1975. Today, we manage systematic quantitative 
equity and global multi-asset strategies as part of PGIM, the 
global investment management businesses of Prudential 
Financial, Inc. Our time-tested processes, based on academic, 
economic, and behavioral foundations, serve a global client 
base with $123 billion in assets under management as of June 
30, 2019. 

FOR MORE INFORMATION

To learn more about QMA’s capabilities, please contact Gavin 
Smith, Ph.D., at gavin.smith@qma.com or 973.367.4569.

Managers and investors typically weigh the costs of environ-
mental, social or governance (ESG) implementation against 
the goal of maximizing profits, as if they are opposing forces 
to be traded off against each other. Inarguably, investments 
in ESG are costly. Reducing carbon emissions requires addi-
tional infrastructure that will ultimately help the surrounding 
communities but may reduce company profits. Increasing 
workforce diversity requires expenditures on programs to 
attract diverse groups, training for employees, and the means 
to monitor progress towards diversity goals. Similarly, setting 
a strong corporate governance structure initially conflicts with 
faster decision-making and execution, which can harm short-
term profits. Still, we find many companies devoting scarce 
resources to improvements in ESG practices, in spite of their 
seemingly negative effects on short-term profits. Are these 
expenditures justified? 

In this study, we argue that ESG practices pay off in market 
valuation. Companies with good ESG practices have higher 
market values than those with bad ESG practices. Investors 
reward companies that work to improve long-term sustain-
ability. We classify companies with bad, good, or neutral ESG 
practices according to their ESG scores on the issues identified 
by the Sustainability Accounting Standards Board (SASB) as 
most likely to have material financial implications for each 
sub-industry. By these standards, we find that the median 
market-to-book ratio of companies with good ESG scores is 
the highest. This is followed by companies with neutral ESG 
scores and rounded out by companies with bad ESG scores. We 
also show a trend of improving ESG scores for our sample firms 
during the period 2004-2018.

ESG Classifications 
In this study, we utilize ESG measures specific to each firm’s 
operations, since firms differ along sector, industry, and 
business lines. To do so, we rely on SASB’s identification of 
material ESG items in each sub-industry. We first map SASB’s 
Sustainable Industry Classification System (SICS) industries 
to the Global Industry Classification Standard (GICS) sub-in-
dustries used by MSCI. For each of these sub-industries we 
consider the specific items identified by SASB as likely to have 
material financial impacts on companies in that sub-industry. 
Then we map each of these items with the corresponding ESG 
items reported by our ESG data vendor, Thomson Reuters 
Asset4. This vendor has used the same ESG collection practices 
since 2004 and has reasonably wide coverage of firms, which is 
suitable for our cross-sectional study. 

ESG Integration Insights Disclaimer: The ESG Integration Insights series highlights interesting and innovative examples of how investors use SASB standards to inform analysis and decision making. The case 
studies are written by practitioners from around the world, covering a range of asset classes and strategic approaches to ESG integration. By sharing these examples on an ongoing basis, SASB hopes to 
facilitate increased market awareness and understanding of emerging practices in sustainable investment.
SASB does not provide investment, financial, tax, legal, or other advice. This publication was prepared for informational purposes only and should not be relied on for such advice. SASB is not responsible 
for the content of the case studies or any third-party resources that may be referenced in this or other ESG Integration Insights publications. Any findings, interpretations, recommendations, conclusions, and 
opinions expressed in this publication are those of the contributors and do not necessarily represent the views of SASB. The inclusion of case studies written by or about specific organizations does not in 
any way constitute an endorsement of these organizations by SASB. To learn more or contribute your own case study, please contact us at info@sasb.org.

QMA 
SASB Focus Helps Ensure ESG Practices Are Rewarding

OCTOBER 2019 AUTHORS
ROY D HENRIKSSON, PHD, CHIEF INVESTMENT OFFICER 

JOSHUA LIVNAT, PHD, HEAD OF RESEARCH
PATRICK PFEIFER, SENIOR QUANTITATIVE ANALYST

MARGARET STUMPP, PHD, SENIOR ADVISOR 

https://www.sasb.org/investor-use/
mailto:gavin.smith%40qma.com?subject=
mailto:info%40sasb.org?subject=
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ESG data items are either binary or numeric. For example, 
data on whether the firm has a child labor policy is binary: yes 
or no. We assign a score of one for a favorable response (the 
firm has a child labor policy), and zero if it does not. If Asset4 
reports no data on this item, we retain a missing value. We 
follow a different procedure for numeric items, to allow for 
comparisons of differently sized companies. For example, we 
expect that large companies will have larger emissions than 
smaller companies due to their larger scale. However, these 
large firms may actually be more efficient in releasing smaller 
levels of emissions relative to their size. So, we scale emis-
sions by market value to better measure emissions efficiency 
across firms. We assign all firms with scaled emissions below 
the median in their industry a value of one, and those above 
the median the value of zero. We follow similar approaches to 
other unscaled items and assign a score of one to the compa-
nies who fall into the below-median group for unfavorable 
items (meaning they have favorable ESG practices). We do not 
scale items that are reported in percentages. 

We only assign an ESG score to a company if it has reported at 
least five SASB items. If a company ranks favorably on one or 
fewer SASB items, we would assign it to the group of compa-
nies with bad ESG practices. Conversely, a firm with at least 
70 percent favorable items would be assigned to the group 
of companies with good ESG practices. Other companies are 
assigned to the neutral ESG group.1 We report the percentage 
of firms with a missing ESG score separately, below. 

We report statistics for firms using reported data as of the end 
of December 2004 through 2018. We use known ESG data for 
each firm as of those dates (typically data for the prior year). 
We use the market values of equities as of the end of December 
from FactSet, and the book values of equity that were available 
on those dates from Compustat. We confine our comparisons 
to two universes: the constituents of the S&P 500 Index and 
the Russell 1000® Index on those dates. 

Results 
Exhibit 1 contains the S&P 500 data for each of the sample 
years, as well as the combined data in the last row marked “All.” 
As can easily be seen in the exhibit, the median Market-to-
Book (M/B) ratio is 3.484 for firms with good ESG practices, 
higher than the ratio of 2.622 for neutral firms and 2.587 for 
firms with bad ESG practices. This means that investors place 
higher values on firms with good ESG practices than their 
neutral and bad counterparts. This pattern persisted in every 
year of the sample period except for 2004, in which we did not 
score any firms with good ESG metrics; and in both 2011 and, 

1 To avoid confusion, a company that does not have at least five SASB items is 
assigned a missing value score, not a neutral score.

again, 2004, when firms with bad ESG practices had higher 
valuations than neutral ESG firms. 

Exhibit 1 also highlights two trends of interest. First, the 
number of firms identified with good ESG scores has been 
steadily increasing over time, whereas the number of firms 
with bad ESG scores has been declining over time. This is 
comforting knowledge. Firms have seemingly recognized the 
importance of ESG issues to investors. They have improved on 
reporting through ESG enhancements and/or more extensive 
reporting, and companies with good ESG practices have been 
rewarded by investors with higher valuations. The second 
trend shows that the percentage of firms with missing ESG 
data (fewer than five SASB items) has declined over time. This 
is helpful to investors, as improved ESG reporting on a materi-
ality-focused set of topics allows them to better compare and 
value firms.2 

Exhibit 1: Median Market/Book Ratios - S&P 500 Index 
Constituents 

Year Good Neutral Bad Good Neutral Bad 
Percentage 

Missing 

2004 0.000 2.866 2.933 0 159 218 24% 

2005 3.347 2.926 2.787 1 194 199 21% 

2006 4.202 3.100 2.862 2 246 207 9% 

2007 4.861 2.860 2.682 5 292 165 7% 

2008 2.251 1.772 1.679 15 370 69 7% 

2009 3.006 2.258 2.007 39 391 41 6% 

2010 2.984 2.407 2.233 56 379 36 5% 

2011 2.676 2.254 2.455 56 380 32 4% 

2012 3.090 2.353 2.219 59 385 24 5% 

2013 3.667 2.771 1.852 64 385 15 5% 

2014 4.342 3.129 2.290 60 386 21 5% 

2015 3.809 2.803 2.539 72 365 21 7% 

2016 3.644 3.147 2.210 81 357 23 7% 

2017 4.461 3.199 2.139 87 356 23 6% 

2018 3.768 2.706 1.985 91 331 22 8% 

All 3.484 2.622 2.587 688 4976 1116 8% 

 
As of 7/31/19. 
Sources: Thomson Reuters Asset4 ESG data, FactSet, Compustat, S&P 500 Index, QMA 
analysis

2 The slight increase in 2018 is likely due to new data that has not yet been made 
available.

https://www.sasb.org/investor-use/
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Figures 1-3 graphically depict the information in Exhibit 1. 
Figure 1 shows the relative market-to-book standings of the 
three ESG groups over time. Figure 2 shows the number of 
firms in each group over time, and Figure 3 shows the down-
ward trend in the percentage of firms with missing ESG data 
over time.

Figure 1: Median Market/Book Ratios: S&P 500 Index Constituents 

As of 7/31/19. 
Sources: Thomson Reuters Asset4 ESG data, FactSet, Compustat, S&P 500 Index, QMA 
analysis 

Figure 2: Number of Firms - S&P 500 Index Constituents 

As of 7/31/19. 
Sources: Thomson Reuters Asset4 ESG data, FactSet, Compustat, S&P 500 Index, QMA 
analysis 

Figure 3: Percentage Missing - S&P 500 Index Constituents 

As of 7/31/19. 
Sources: Thomson Reuters Asset4 ESG data, FactSet, Compustat, S&P 500 Index, QMA 
analysis

Exhibit 2 provides similar data for the constituents of the 
Russell 1000® Index.

Exhibit 2: Median Market/Book Ratios - Russell 1000® Index 
Constituents 

Year Good Neutral Bad Good Neutral Bad 
Percentage 

Missing 

2004 0.000 2.866 2.925 0 161 229 60% 

2005 3.347 3.006 2.854 1 238 296 45% 

2006 4.202 3.123 2.891 2 301 296 39% 

2007 4.861 2.911 2.654 5 358 245 39% 

2008 2.251 1.715 1.478 17 473 114 38% 

2009 2.923 2.180 1.442 43 589 126 21% 

2010 3.088 2.371 1.752 63 662 141 11% 

2011 2.501 2.201 1.481 67 680 118 10% 

2012 2.969 2.335 1.585 77 671 107 12% 

2013 3.489 2.799 1.686 81 659 89 16% 

2014 3.898 3.066 2.022 76 647 94 20% 

2015 3.428 2.709 1.980 89 613 85 21% 

2016 3.638 3.147 1.940 94 669 118 10% 

2017 4.381 3.165 1.786 105 665 109 9% 

2018 3.493 2.612 1.605 111 631 102 11% 

All 3.330 2.596 2.176 831 8017 2269 24% 

As of 7/31/19. 
Sources: Thomson Reuters Asset4 ESG data, FactSet, Compustat, Russell 1000® Index, 
QMA analysis
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A few things are noteworthy in Exhibit 2. First, we find that 
investors consistently assign higher valuations to firms with 
good ESG scores than those with neutral scores. Neutral 
firms, in turn, have higher valuations than firms with bad ESG 
scores. This is true every year except 2004, which did not have 
any firms with good ESG rankings. Within the Russell 1000® 
universe, as well, we find increasing numbers of firms with 
good ESG scores and a declining number of firms with bad 
ESG scores. We also see a welcome decline in the percentage of 
firms with missing ESG data over time. However, we find that 
the percentage of firms with missing ESG data is larger for the 
Russell 1000® Index constituents than for the S&P 500 Index 
constituents. This indicates that fewer material ESG items 
are reported or collected by the data vendor for smaller firms. 
Figures 4-6 depict the data in Exhibit 2 graphically. 

Figure 4: Median Market/Book Ratios - Russell 1000® Index 
Constituents 

As of 7/31/19. 
Sources: Thomson Reuters Asset4 ESG data, FactSet, Compustat, Russell 1000® Index, 
QMA analysis 

Figure 5: Number of Firms - Russell 1000® Index Constituents 

As of 7/31/19. 
Sources: Thomson Reuters Asset4 ESG data, FactSet, Compustat, Russell 1000® Index, 
QMA analysis

Figure 6: Percentage Missing - Russell 1000® Index Constituents 

As of 7/31/19. 
Sources: Thomson Reuters Asset4 ESG data, FactSet, Compustat, Russell 1000® Index, 
QMA analysis

Conclusions 
This study compares market valuations awarded to firms with 
good, bad, and neutral ESG practices. It shows that investors 
value firms with good ESG scores more highly than firms 
with either neutral or bad ESG scores, incorporating their 
ESG investments and expenditures into stock pricing. These 
findings indicate that it pays to practice ESG principles; you 
get rewarded by investors with higher valuations, although 
short-term profits may not necessarily be maximized. This 
evidence points to a clear path for improving valuations: firms 
can focus on measuring, managing, and reporting the ESG 
items most likely to have material financial implications for 
their applicable sub-industry, such as the topics identified in 
SASB standards. We also find two encouraging trends in the 
data (a) an increasing number of firms with good ESG scores 
and a decreasing number of firms with bad ESG scores, and (b) 
a decreasing trend of absent material ESG data. The latter is 
important for investors who use the data to compare compa-
nies’ ESG practices and assign valuations accordingly.
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Notes to Disclosure 

Sources: QMA, SASB, Thomson Reuters Asset4, FactSet, Compustat, FTSE 
Russell, S&P Dow Jones Indices. 

For Professional Investors only. All investments involve risk, 
including the possible loss of capital. Past performance is not a 
guarantee or a reliable indicator of future results. Diversification 
does not assure a profit or protect against loss in declining markets. 

These materials represent the views, opinions and recommendations of 
the author(s) regarding economic conditions, asset classes, and strategies. 
Distribution of this information to any person other than the person to whom 
it was originally delivered is unauthorized, and any reproduction of these 
materials, in whole or in part, or the divulgence of any of the contents hereof, 
without prior consent of QMA LLC (“QMA”) is prohibited. Certain infor-
mation contained herein has been obtained from sources that QMA believes 
to be reliable as of the date presented; however, QMA cannot guarantee the 
accuracy of such information, assure its completeness, or warrant that such 
information will not be changed. These materials are not intended as an offer 
or solicitation with respect to the purchase or sale of any security or other 
financial instrument or any investment management services and should not 
be used as the basis for any investment decision. No liability whatsoever is 
accepted for any loss (whether direct, indirect, or consequential) that may 
arise from any use of the information contained in or derived from this report. 
QMA and its affiliates may make investment decisions that are inconsistent 
with the views expressed herein, including for proprietary accounts of QMA 
or its affiliates. 

These materials are for informational or educational purposes only. 

In Europe, certain regulated activities are carried out by representatives of 
PGIM Limited, which is authorized and regulated by the Financial Conduct 
Authority (Registration Number 193418), and duly passported in various 
jurisdictions in the European Economic Area. QMA LLC, which is an affil-
iate to PGIM Limited, is an SEC-registered investment adviser, and a limited 
liability company. PGIM Limited’s Registered Office, Grand Buildings, 1-3 
Strand, Trafalgar Square, London WC2N 5HR. 

These materials are issued by PGIM Limited to persons who are professional 
clients or eligible counterparties as defined in Directive 2014/65/EU (MiFID 
II), investing for their own account, for fund of funds, or discretionary clients. 
No liability whatsoever is accepted for any loss (whether direct, indirect or 
consequential) that may arise from any use of the information contained in 
or derived from this report. 

QMA is a wholly-owned subsidiary of PGIM, Inc., the principal asset 
management business of PFI of the United States of America. PFI of the 
United States is not affiliated in any manner with Prudential plc, which is 
headquartered in the United Kingdom. 

In Japan, investment management services are made available by PGIM 
Japan, Co. Ltd., (“PGIM Japan”), a registered Financial Instruments 
Business Operator with the Financial Services Agency of Japan. In Hong 
Kong, information is presented by PGIM (Hong Kong) Limited, a regu-
lated entity with the Securities and Futures Commission in Hong Kong to 
professional investors as defined in Part 1 of Schedule 1 of the Securities and 
Futures Ordinance. 

In Singapore, information is issued by PGIM (Singapore) Pte. Ltd. (“PGIM 
Singapore”), a Singapore investment manager that is licensed as a capital 
markets service license holder by the Monetary Authority of Singapore and 
an exempt financial adviser. These materials are issued by PGIM Singapore 
for the general information of “institutional investors” pursuant to Section 
304 of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”) 
and “accredited investors” and other relevant persons in accordance with the 
conditions specified in Sections 305 of the SFA. 

In South Korea, information is issued by QMA, which is licensed to provide 
discretionary investment management services directly to South Korean 
qualified institutional investors. 

Source: London Stock Exchange Group plc and its group undertakings 
(collectively, the “LSE Group”). ©LSE Group 2019. FTSE Russell is a trading 
name of certain of the LSE Group companies. Russell®, is a trade mark of 
the relevant LSE Group companies and is/are used by any other LSE Group 
company under license. All rights in the FTSE Russell indexes or data vest in 
the relevant LSE Group company which owns the index or the data. Neither 
LSE Group nor its licensors accept any liability for any errors or omissions in 
the indexes or data and no party may rely on any indexes or data contained 
in this communication. No further distribution of data from the LSE Group 
is permitted without the relevant LSE Group company’s express written 
consent. The LSE Group does not promote, sponsor or endorse the content of 
this communication. 

The opinions expressed herein do not take into account individual client 
circumstances, objectives, or needs and are therefore are not intended to serve 
as investment recommendations. No determination has been made regarding 
the suitability of particular strategies to particular clients or prospects. The 
financial indices referenced herein is provided for informational purposes 
only. You cannot invest directly in an index. The statistical data regarding 
such indices has been obtained from sources believed to be reliable but has 
not been independently verified. 

Certain information contained herein may constitute “forward-looking 
statements,” (including observations about markets and industry and 
regulatory trends as of the original date of this document). Due to various 
risks and uncertainties, actual events or results may differ materially from 
those reflected or contemplated in such forward-looking statements. As a 
result, you should not rely on such forward forward-looking statements in 
making any decisions. No representation or warranty is made as to future 
performance or such forward-looking statements. 

QMA- 20190806-319
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ESG Integration Insights Disclaimer: The ESG Integration Insights series highlights interesting and innovative examples of how investors use SASB standards to inform analysis and decision making. The case 
studies are written by practitioners from around the world, covering a range of asset classes and strategic approaches to ESG integration. By sharing these examples on an ongoing basis, SASB hopes to 
facilitate increased market awareness and understanding of emerging practices in sustainable investment.
SASB does not provide investment, financial, tax, legal, or other advice. This publication was prepared for informational purposes only and should not be relied on for such advice. SASB is not responsible 
for the content of the case studies or any third-party resources that may be referenced in this or other ESG Integration Insights publications. Any findings, interpretations, recommendations, conclusions, and 
opinions expressed in this publication are those of the contributors and do not necessarily represent the views of SASB. The inclusion of case studies written by or about specific organizations does not in 
any way constitute an endorsement of these organizations by SASB. To learn more or contribute your own case study, please contact us at info@sasb.org.

Columbia Threadneedle Investments 
Leveraging the SASB framework in responsible investment strategies

Columbia Threadneedle Investments (CTI) is a leading 
global asset management group that provides a broad range 
of actively managed investment strategies and solutions to 
individual, institutional, and corporate clients around the 
world. With more than 2,000 people, including more than 450 
investment professionals based in North America, Europe, 
Asia, and the Middle East, we manage US$459 billion of assets 
as of March 31, 2019, across developed and emerging market 
equities, fixed income, asset allocation solutions, and alterna-
tive investments. 

We manage approximately US$30 billion of client assets in 
more than 120 responsible investment (RI) funds and accounts 
as of March 31, 2019. The RI assets include separate accounts 
with client-mandated environmental, social, and governance 
(ESG) exclusions, accounts and funds with a best-in-class1 

ESG approach, and a growing number of impact and outcomes 
strategies. Dedicated RI strategies include a suite of impact-fo-
cused fixed income products, sustainable income ETFs, and an 
equity strategy focused on positive inclusion.

Across our mainstream strategies in equities and corporate 
fixed income, we have worked to integrate ESG data to identify 
and manage risks and, ultimately, enhance investment returns. 
The focus of our firm’s ESG research approach is to understand 
companies’ exposure to and management of material ESG 
factors, which may impact a company’s business model and 
financial performance. We believe this allows us to develop 
actionable research insights into non-financial risks and 
opportunities that are additive to our fundamental financial 
insights. Applying a materiality lens—such as that established 
by the Sustainability Accounting Standards Board (SASB)—
enhances our ratings models and our deep-dive research by 

1 Best-in-class refers to active selection of only those companies that meet a defined 
ranking hurdle established by environmental, social, and governance criteria.

allowing us to focus on the key ESG performance factors, 
industry by industry, that matter most.  

Over the past several years our firm has made a deeper commit-
ment to ESG integration by investing in experienced ESG 
personnel and enhanced analytics and data. These investments 
have enabled us to supplement our standard fundamental and 
quantitative tools and to expand the investment mosaic to 
systematically consider and integrate ESG factors.  

The Problem
A significant challenge to integrating ESG considerations in 
mainstream investment processes is the ESG data available 
from companies, which varies in quality, quantity, and invest-
ment relevance. Much of that problem is attributable to the 
fact that ESG disclosure standards lack consistency across 
global jurisdictions, where they exist at all.2 

Many companies voluntarily report ESG performance data, 
which are aggregated by third-party ESG data sources and 
supplemented with information from regulatory filings and 
publicly available government and industry data. Some third-
party data providers apply their scoring methodologies to this 
unstructured data, which often result in very different outputs 
and ratings on the same company. The Wall Street Journal 
highlighted this broad disparity across third-party ESG ratings 
in examining US companies.3

2 e.g., Members of the Organization for Economic Co-operation and Development 
(OECD), as well as the UK, Australia, South Africa, members of the European 
Union, and certain emerging markets.

3 “Is Exxon or Tesla More Sustainable? It Depends Upon Whom You Ask.” Wall 
Street Journal. September 21, 2018.
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The problem manifests itself further for investors who seek 
to integrate credible and actionable ESG insights into their 
forward-looking investment decisions, but struggle given the 
inherently backward-looking nature of the ratings. Academic 
and practitioner studies show low or even negative correla-
tions between third-party ESG ratings and future market 
performance.4

We call these broader problems the “ESG ratings muddle.”

SASB as an Element of the 
Solution
Two years ago, we determined to build a solution for ourselves 
that solves the ESG ratings muddle. Drawing upon Columbia 
Threadneedle’s more than 130 fundamental financial analysts, 
our dedicated quantitative research team, and our global 
responsible investment research team, we jointly developed 
a proprietary ratings system that is pragmatic, data-driven, 
evidenced-based, and provides actionable investment signals 
that produce attractive excess returns. Importantly to our ESG 
integration focus, the ratings and associated qualitative and 
quantitative data are additive to, rather than replacements for, 
fundamental research and financial analysis. 

Our RI ratings approach is comprised of two separate models. 
The first builds on proven academic models that have demon-
strated their reliability as strong indicators of companies’ 
financial stewardship—effectively a proxy for financial 
prudence. We call this the CTI Financial Stewardship Model. 

The CTI Financial Stewardship Model is paired with a second 
model focused on the financial materiality of ESG factors. This 
model references the codified SASB standards and materiality 
framework, to which we mapped data to measure and monitor 
company performance. We call this second model the CTI ESG 
Materiality Model.  

The interaction of the CTI Financial Stewardship Model and 
the CTI ESG Materiality Model yields a rating that we refer to 
as the CTI Responsible Investment Rating. The CTI RI Rating 
Model assigns a 1-5 rating to nearly 6,000 companies around 
the globe, with 1 signifying “high quality” and 5 “low quality.”  

Our analysts and portfolio managers access the CTI RI Ratings 
through cloud-based, interactive dashboards (see Figure 1) 
that feature enhanced analytics and visualization tools to 
deepen their insights and inform investment decisions. The 
CTI RI Ratings provide an added signal that helps to form a 
more complete and systematic review of a company’s holistic 
risk and opportunity profile.  

4 Assessing Risk Through Environmental, Social and Governance Exposures (2017), 
AQR Capital Management.

The CTI RI interactive dashboards deliver fundamental and RI 
ratings and provide contextual ESG qualitative and quantita-
tive information. In the sample dashboard for “Company X,” 
a technology manufacturing company, the upper left corner 
displays how CTI thinks about that company as expressed 
through our RI, quantitative, and fundamental ratings, while 
the lower left corner displays third-party research and risk 
flags. The main display provides a see-through look at the 
issues identified by SASB as likely to have material financial 
impacts in Company X’s industry and includes summary 
performance scores on each SASB issue. Subsequent screens 
and dashboards provide actionable insights and additional 
analytics.  

SASB has played an important role in helping 
investors solve sustainability data issues 
through an evidence-based, market-informed 
approach to standardizing investor-grade 
ESG disclosures for 77 industries. The SASB 
standards serve as an important guide for 
voluntary reporting by public companies 
and were researched and designed to 
reflect the ESG factors that are likely to 
materially impact the financial condition 
or operating performance of companies.  

The industry-specific nature of the SASB 
standards is critical to us as investors because, 
for example, mining companies face distinctly 
different material ESG issues than do software-
as-a-service companies.  Thus, SASB serves 
investors like us in two important ways: 1) 
the standards provide a critical means to 
enhance systematic, comparable, and decision-
useful ESG disclosures by companies around 
the globe, and 2) the research underpinning 
the standards serves as the evidentiary-
based framework for understanding and 
contextualizing the importance of ESG 
issues and how they can bear on financial 
performance within a given industry.  

https://www.sasb.org/investor-use/
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The RI dashboards provide analysts and portfolio managers 
with real-time, enhanced analytics through bottom-up 
company analyses, like that shown for Company X, and 
top-down analytics that include performance attribution 
tables and related charts to assess ESG performance across 
portfolios. All these tools help us to better and more system-
atically integrate ESG insights into our investment processes. 
With the help of SASB and our cloud-based computing envi-
ronment, we have harnessed and organized more than 250 
million ESG data points that enhance our data comparisons 
and make otherwise unstructured data integral to investment 
decisions.  

Materiality-Focused RI in Action
By way of example, we recently analyzed the persistent 
low-quality (5-rated) companies in our universe of nearly 
6,000 rated companies, and we took a special interest in the 
companies that most consistently, or for the longest duration, 
exhibited weak scores. This analysis allowed us to isolate and 
better understand the dynamics and contributing factors 

Figure 1. Sample CTI RI Interactive Dashboard

We developed the CTI ESG Materiality model 
by leveraging, extending, and customizing 
the findings of a Harvard Business School 
study that was the first to demonstrate 
that companies realized significantly 
higher accounting and market returns 
when they addressed material ESG factors 
(as identified by SASB) unique to their 
industry, and significantly higher returns still 
when they concentrated on material ESG 
factors to the exclusion of immaterial ESG 
factors.† The Harvard study thus validated 
the efficacy of the SASB framework as 
a potential source of alpha reliant upon 
previously underutilized data and insights. 

† Mozaffar Khan, George Serafeim, and Aaron Yoon (2016). 
“Corporate Sustainability: First Evidence on Materiality.” The 
Accounting Review: November 2016, Vol. 91, No. 6, pp. 1697-
1724. 

Source: Columbia Threadneedle Investments, 2019. Included for illustrative purposes only.

The industry’s reliance on critical and conflict minerals and metals has become a focus of attention due to associated supply constraints, resulting price volatility, and a low potential for substitution. 
Furthermore, companies face regulations related to their use of conflict minerals, which can lead to increased costs associated with new reporting requirements. Semiconductors companies with strong 
supply chain standards and an ability to adapt to increased resource scarcity will be better positioned to protect shareholder value. Innovations at the product-design phase to reduce dependence on some 
of these materials may also reduce risk.

Significant volumes of ultra-pure water are critical to the semiconductor production process. As manufacturing becomes more complex, companies are finding it challenging to reduce water use, which 
is likely to pose operational risks as a result of increasing global water stress. Furthermore, contamination of local water resources, including from underground storage of hazardous materials used in 
semiconductors manufacturing, as well as inadequate waste management practices can increase operation costs of water purification and lead to social unrest or governmental intervention. Such actions 
can affect company reputation, halt production, or impose additional legal or regulatory costs on companies. Companies that address water and waste management in manufacturing operations and 
incorporate water stress considerations in decisions about fab locations will be better positioned to deal with existing, and emerging, regulations in the U.S. and globally.

https://www.sasb.org/investor-use/
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to the low rating, and simultaneously gain insight into how 
low-quality companies can become high-quality companies.  

What we discovered from across our universe of nearly 6,000 
rated companies:

• In the prior six months, 432 companies had been 
5-rated 

• 20 companies were 5-rated for the last 4 years at 
least 75 percent of the time

• 7 companies were 5-rated for the last 5 years at least 
90 percent of the time

Statistically speaking, because the greatest alpha opportunity 
is turning a low-quality (5-rated) company into a high-quality 
(1-rated) company, there is ample incentive to explore low-rated 
companies and fully understand these characteristics.  

Armed with the above data, we can form a focused list of 
companies where we will seek to engage with management 
around their company’s financially material ESG risks and 
opportunities. Our engagement conversations first focus on 
gauging management’s awareness of the issues SASB research 
has identified for companies in that industry. The SASB 
Engagement Guide helps bring concise focus to our discussions 
and provides specific questions linked to the ESG issues most 
likely to be material in each industry.  

Management’s response to our questions can be very telling: 
if the company is aware of the material issues, we engage in a 
discussion and encourage them to articulate how they think 
about those issues (regardless of whether they are a risk or 
an opportunity) and how they mitigate the identified risk or 
leverage the opportunity. Conversely, if a company is unaware 
of the materiality of the identified issue(s), or if they cannot 
adequately articulate how they view the issue, we point them 
to SASB’s Materiality Map and the SASB standards applicable 
to their industry.  

Our engagement discussions may in some cases exclusively 
focus on data gaps identified in our CTI RI ratings model, 
situations in which no data is available from a company that 
we can connect to an issue identified by SASB as likely to be 
financially material. While some investors may view such gaps 
as problematic for their analyses, we view them as an opportu-
nity to engage with companies and inquire about and educate 
on key ESG issues. In several instances, our inquiries have 
raised awareness about financial materiality among company 
managers who have agreed to enhance their disclosures.  

Looking Ahead
We are encouraged by a recent survey5 that showed a high 
percentage of European and US respondents are either likely 
or very likely to adopt the SASB standards in their future 
company reporting. We believe this will benefit not only 
investors, but companies themselves as they increasingly use 
financially material ESG information to inform their business 
and sustainability strategies. This trend is underscored by a 
recent paper6 from the Strategic Investor Initiative, which 
encourages long-term thinking by investors and corporates. 
The paper specifically underscores that corporate long-term 
plans should include disclosure of information that is material 
to the operating performance and financial prospects of a busi-
ness, and recommends CEOs look to SASB for such guidance.  

We are further encouraged by the recent announcement7 by 
Glass Lewis & Co. that it has integrated SASB’s materiality 
framework into its proxy research reports for use by investor 
clients. This advancement helps bolster the relationship 
between investors’ consideration of the ESG issues faced by 
their portfolio companies and their proxy voting policies and 
voting decisions.  

As these developments illustrate, SASB’s industry-specific 
standards represent a dual opportunity for investors to 
enhance analysis and decision making. First, they provide 
crucial market infrastructure for the delivery of comparable, 
decision-useful ESG disclosure by companies around the 
world. Second, and in the meantime, their underlying materi-
ality framework serves as an invaluable tool for understanding 
and prioritizing key ESG issues in an industry context.  

Columbia Threadneedle is proud to be a long-standing 
supporter of SASB and its work to develop financially material 
ESG accounting standards; we participated in various Industry 
Working Groups that researched and helped shape SASB’s 
early standards and remain involved in the ongoing mainte-
nance and evolution of the standards as a member of SASB’s 
Standards Advisory Group.  

We believe there are important benefits to investors and 
companies alike from integrating SASB’s standards and mate-
riality framework into investment processes and disclosure 
practices. 

5 The Sustainability Imperative: Business and Investor Outlook.  2018 Bloomberg 
Sustainable Business & Finance Survey.  

6 Emerging Practices in Long-Term Plans: How CEOs Talk About the Long-Term.  
October 2018.  Strategic Investor Initiative, CECP.  

7 Glass Lewis to Integrate SASB’s Industry-Specific Materiality Guidance Across 
Research and Vote Management Products.  September 12, 2018.  

https://www.sasb.org/investor-use/
http://info.sasb.org/engagement-guide
https://materiality.sasb.org/
https://www.sasb.org/standards-overview/
https://www.sasb.org/provide-feedback/standards-advisory-group/
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The views expressed are as of the date given, may change as market or other conditions change 
and may differ from views expressed by other Columbia Management Investment Advisers, LLC 
(CMIA) associates or affiliates. Actual investments or investment decisions made by CMIA and 
its affiliates, whether for its own account or on behalf of clients, may not necessarily reflect the 
views expressed. This information is not intended to provide investment advice and does not take 
into consideration individual investor circumstances. Investment decisions should always be made 
based on an investor’s specific financial needs, objectives, goals, time horizon and risk tolerance. 
Asset classes described may not be suitable for all investors. Past performance does not guarantee 
future results, and no forecast should be considered a guarantee either. Since economic and market 
conditions change frequently, there can be no assurance that the trends described here will continue 
or that any forecasts are accurate.

Information provided by third parties have been obtained from sources believed to be reliable, but 
accuracy and completeness cannot be guaranteed. 
Investing involves risk including the risk of loss of principal.
Columbia Management Investment Advisers, LLC (CMIA) is an investment adviser registered with 
the U.S. Securities and Exchange Commission. 
Columbia Threadneedle Investments (Columbia Threadneedle) is the global brand name of the 
Columbia and Threadneedle group of companies.
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State Street Global Advisors  
R-Factor™: Leveraging SASB to Build Sustainable Capital Markets
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ALI WEINER, ESG INVESTMENT STRATEGIST
TODD BRIDGES, HEAD OF ESG RESEARCH

• The mainstreaming of environmental, social and 
governance (ESG) investing is hindered by a market 
infrastructure problem: the lack of standardization 
and focus on financial materiality in ESG data.

• The Materiality Map® and accounting standards 
of the Sustainability Accounting Standards Board 
(SASB) are the solution to this challenge but need 
the support of investors.

• In 2019, State Street Global Advisors launched 
R-Factor™, an ESG scoring system that leverages 
SASB’s work and measures the performance of a 
company’s business operations and governance as it 
relates to the financially material ESG issues facing 
the company’s industry.

• By incorporating R-Factor™ into our stewardship 
program, investment solutions, and client reporting, 
we are using our position as a large global investor 
and a Principles for Responsible Investment (PRI) 
signatory to help create sustainable capital markets.

Why We Built R-Factor™:  
The Infrastructure Problem
At State Street Global Advisors, we believe that environmental, 
social and governance (ESG) issues can impact a company’s 
ability to generate long-term sustainable performance. 
Consequently, we see the consideration of ESG issues as part of 
our fiduciary duty to clients. This fiduciary lens requires a laser 
focus on issues that impact companies’ ability to create value—
those issues that are financially material to the business.

For investment managers to consider ESG, we need access 
to good data: that which is financially material, consistently 
disclosed, and comparable within industries.

In 2017, we set out to understand the landscape of ESG data 
available to us. We found that the availability of high-quality, 
financially material, and consistently reported ESG data repre-
sented one of the biggest challenges facing asset managers 
trying to meet the growing demand for sustainability- focused 
investing.

At first, we saw this as just a data challenge. We found a prolif-
eration of third-party ESG data providers, each with its own 
methodology for scoring companies and often based on opaque 
frameworks. These methodologies reflected the perspectives 
of each data provider, but differences in what each provider 
believed to be most important resulted in low correlation of 
scores among the data providers. The lack of transparency 
regarding the methodologies and materiality frameworks 
made it challenging for investors to understand what the 
scores represented, or if their views on ESG aligned with those 
of the data provider. There was a clear lack of standardization 
in the market around what was considered financially material 
ESG information.

The real challenge to the mainstreaming of ESG into the 
investment process was not a data problem. It was a lack of 
market infrastructure. Companies and investors needed to 
agree on a consistent and commonly accepted framework 
for which ESG issues were financially material. Additionally, 
companies needed guidance on how to measure and disclose 
information about those issues in a way that was standardized 
and relevant to investors.

ESG Integration Insights Disclaimer: The ESG Integration Insights series highlights interesting and innovative examples of how investors use SASB standards to inform analysis and decision making. The case 
studies are written by practitioners from around the world, covering a range of asset classes and strategic approaches to ESG integration. By sharing these examples on an ongoing basis, SASB hopes to 
facilitate increased market awareness and understanding of emerging practices in sustainable investment.
SASB does not provide investment, financial, tax, legal, or other advice. This publication was prepared for informational purposes only and should not be relied on for such advice. SASB is not responsible 
for the content of the case studies or any third-party resources that may be referenced in this or other ESG Integration Insights publications. Any findings, interpretations, recommendations, conclusions, and 
opinions expressed in this publication are those of the contributors and do not necessarily represent the views of SASB. The inclusion of case studies written by or about specific organizations does not in 
any way constitute an endorsement of these organizations by SASB. To learn more or contribute your own case study, please contact us at info@sasb.org.

https://www.sasb.org/investor-use/
https://www.ssga.com/library-content/products/esg/esg-data-challenge.pdf
mailto:info%40sasb.org?subject=
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Solving the Infrastructure 
Challenge: SSGA’s Commitment 
to Building Sustainable Capital 
Markets
The easy way to address growing client interest in ESG would 
have been to just launch more products with existing data, 
despite the challenges. But we wanted to explore if we could 
play a role in solving the infrastructure challenge more directly.

As a member of the SASB Investor Advisory Group we saw that 
the SASB standards were the solution to the infrastructure 
challenge.

Existing sustainability reporting frameworks that predated 
SASB were designed in response to ESG’s roots in more values-
based “socially responsible investing.” In contrast, SASB’s 
Materiality Map® provides guidance on which ESG issues are 
most likely to be financially material to 77 industries, offering 
companies a roadmap of which issues matter most to the 
business. In addition, SASB’s accounting standards provide 
guidance on the specific accounting metrics companies should 
disclose for each of those financially material ESG issues. 
Together, we saw that the focus on financial materiality and 
accounting standards encourage standard data disclosure in 
the market, and could build the market infrastructure needed. 
What was missing was widespread adoption by both compa-
nies and investors.

We began to consider how we could amplify SASB’s work and 
catalyze this widespread adoption. We were conscious that 
we play a unique role in capital markets. As one of the largest 
asset managers in the world, State Street Global Advisors 
has $2.95 trillion1 in assets under management, a significant 
global footprint, senior leadership committed to ESG, and a 
strong stewardship program designed for impact. We knew we 
were well placed to leverage these qualities to help build more 
sustainable markets, and that this was a goal of the PRI—and so 
we began building a tool to do so.

Building R-Factor™
In late 2017, we began working with SASB to design and build an 
ESG scoring system that could address the ESG infrastructure 
challenge and bring about more sustainable markets. Because 
we see ESG as part of our Fiduciary Responsibility, we called 
the scoring system “R-Factor™.”

1 AUM reflects approximately $45.01 billion (as of September 30, 2019), with 
respect to which State Street Global Advisors Funds Distributors, LLC (SSGA 
FD) serves as marketing agent; SSGA FD and State Street Global Advisors are 
affiliated.

To address the existing challenges around ESG data, we 
designed the score with four foundational pillars:

• Focus on financial materiality: Companies would 
be scored based only on the issues that matter most 
for their business.

• Build from commonly accepted, transparent 
materiality frameworks: We leveraged SASB so 
that companies and investors clearly understood 
what the scores are based on.

• Multiple data sources: To increase coverage and 
minimize the bias of any one provider, we drew on 
the raw metrics of four different ESG data providers, 
mapping them to transparent materiality frame-
works, including SASB.

• Integration with stewardship: The scores inform 
our voting and engagement. By providing companies 
with their R-Factor™ scores, we offer a roadmap for 
how to improve management and disclosure of the 
sustainability issues that matter most.

Together, the R-Factor™ score offers a view of how well a 
company manages its ESG issues, those that have a direct link 
to business performance, and are within a company’s control.

Anatomy of an  
R-Factor™ Score
R-Factor™ has two sub-components: ESG and Corporate 
Governance. We designed it this way to reflect the full set 
of sustainability risks and opportunities facing companies, 
and the reality that they need to be treated differently. ESG 
issues are market-agnostic and industry-specific: The effects 
of climate change do not stop at geographical borders but are 
likely to affect a consumer goods company differently than an 
oil company. In contrast, traditional corporate governance 
issues—things like executive compensation, shareholder 
rights, and board accountability—are the opposite: market- 
specific and industry-agnostic. The business practices, 
governance structures, and market expectations of firms 
vary widely across regions, and we believe it is important to 
hold companies to the standards appropriate to their market. 
R-Factor™ takes these nuances into account.

The ESG component of the R-Factor™ score leverages SASB’s 
materiality framework by only using the metrics from three 
different ESG data providers (Sustainalytics, ISS ESG, and 
Vigeo Eiris) that map to the industry-specific issues identified 
by SASB as likely to be financially material. The Corporate 
Governance component leverages transparent region-spe-
cific corporate governance codes designed by regulators or 

https://www.sasb.org/investor-use/
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investors as its core framework. It draws on the metrics from 
a fourth ESG data provider (ISS- Governance) and maps the 
financially material metrics for the company’s headquartered 
region to that region’s corporate governance code. For more 
information, please see our methodology document.

Financial Materiality  
in Practice
This approach means that scores are based only on financially 
material ESG information for a given company. R-Factor™ takes 
in a tremendous amount of ESG data, filtering it according to 
the ESG issues relevant to that company’s industry according 
to SASB, as well as the relevant corporate governance code. 
Below, we offer an example of how R-Factor™ focuses on finan-
cial materiality in practice (see Figure 1 for diagram).

• In a given month, we receive approximately 180 
metrics from one of our three ESG data providers.

• Of these, our team determined that only 91 metrics 
are considered material according to any part of the 
SASB framework based on confirming with SASB 
the meaning and intention of the topics that appear 
in the SASB Materiality Map®.

 » Of the 91 metrics that are material to some 
element of the SASB Materiality Map®, only 
22 are material to the Asset Management and 
Custody Activities industry: three metrics for 
“Selling Practices and Product Labeling,” four 
metrics for “Employee Engagement, Diversity 
and Inclusion,” etc. We apply only these metrics 
to companies in this industry.

• We go through the same process with the two addi-
tional ESG data providers, filtering all initial metrics 
received to score companies only on what is finan-
cially material for them.

Putting R-Factor™ Scores  
to Use
R-Factor™ scores were launched in April 2019 and are now 
being integrated across State Street Global Advisors. We 
use the scores in three main ways—stewardship, investment 
solutions, and client reporting—all with the goal of creating an 
impact.

• Stewardship: We screen companies for voting and 
engagement based on R-Factor™ scores. We also 
disclose companies’ R-Factor™ scores to them, both 

during engagements and on request. (Companies 
may request their score at this website.) Because the 
scores are based on publicly available frameworks, 
this gives boards and management teams a roadmap 
for the specific ESG issues they should be focused 
on managing and disclosing to investors, and how to 
do so. This is a critical piece of addressing the infra-
structure problem and bringing better quality ESG 
data into the market for all investors.

• Investment Solutions: R-Factor™ has been shared 
with all of our investment teams across equity and 
fixed income, both active and index. While teams are 
integrating R-Factor™ into investment solutions 
in a variety of ways, depending on specific invest-
ment styles, the score represents one firm-wide 
view on ESG. In addition, to support our goal of 
advancing sustainability across capital markets, it 
was important that we make R-Factor™ available 
to all investors, not just our clients. That is why we 
were thrilled to learn that Bloomberg had selected 
R-Factor™ to be the scoring system that powers 
Bloomberg’s equity and fixed-income indices that 
launched in September 2019. The Bloomberg SASB 
ESG index family, which includes US large cap equity 
and investment-grade corporate bond ESG indices, 
is designed to enhance capital flows to companies 
with superior ESG practices.

• Client Reporting: Building sustainable capital 
markets also requires investors to develop a deeper 
understanding of which ESG issues are financially 
material to their portfolio companies.

 

https://www.sasb.org/investor-use/
https://www.ssga.com/library-content/products/esg/r-factor-scoring-model-whitepaper.pdf
https://www.ssga.com/us/en/institutional/ic/strategies-capabilities/esg/data-scoring/r-factor-transparent-esg-scoring
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Figure 1: Focus on Financial Materiality Examples Applied to SASB’s Material General Issues Categories

1

Figure 1 Focus on Financial Materiality Examples Applied to SASB’s Material General Issues Categories

2. SASB General Issues2 Metrics

Environment

GHG Emissions 5

Air Quality 1

Energy Management 2

Water & Wastewater Management 2

Waste & Hazardous Materials Management 2

Ecological Impacts 3

Social Capital

Human Rights & Community Relations 4

Customer Privacy 1

Data Security 0

Access & Affordability 6

Product Quality & Safety 4

Customer Welfare 2

Selling Practices & Product Labeling 3

Human Capital

Labor Practices 6

Employee Health & Safety 4

Employee Engagement, Diversity & Inclusion 4

Business Model & Innovation

Product Design & Lifecycle Management 9

Business Model Resillience 3

Supply Chain Management 11

Materials Sourcing & Efficiency 6

Physical Impacts of Climate Change 1

Leadership & Governance

Business Ethics 4

Employee Engagement, Diversity & Inclusion 4

Competitive Behavior 1

Management of the Legal Regulatory Environment 3

Critical Incident Risk Management 2

Systemic Risk Management 2

Total 91

3. SASB General Issues3 Metrics

Asset Management & Custody Industry

Selling Practices & Product Labelling 3

Employee Engagement, Diversity & Incusion 4

Product Design & Lifecycle Management 9

Business Ethics 5

Systemic Risk Management 2

Total 22

Household & Personal Products Industry

Water & Waste Management 2

Product Quality & Safety 4

Product Design & Lifecycle Management 9

Supply Chain Management 11

Total 26

Source: State Street Global Advisors, ESG Investing Team, as of August 20, 2019. 
For illustrative purposes only.

1. ESG Data1 Metrics

Total Number of Metrics Delivered by Data Provider #1 180

Number of Metrics Material to the SASB Framework 91

1 State Street Global Advisors receives 180 metrics from one of the three data 
providers powering the ESG component of the R-Factor score. (This process 
repeats for each of the three data providers.)

2 The R-Factor score leverages only the 91 metrics from that data provider 
which are material in any industry, according to the SASB materiality map.

3 For companies in a given industry, the score is powered only by the metrics 
relevant to the general issues which are financially material to that industry.

https://www.sasb.org/investor-use/
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That is why we are integrating R-Factor™ into client reporting. 
This is spurring valuable conversations across our institutional 
client base about the ESG profiles of their portfolio companies 
and the ways our clients can be more proactive in managing 
sustainability risk.

How R-Factor™ Makes  
an Impact
Since R-Factor™ launched in April, we have already begun 
to see the impact that it can have on capital markets. Almost 
immediately, we saw the impact on boards and management 
teams, as companies reached out to request their scores and 
information on how they can improve. To date, more than 100 
companies across the globe have requested their scores, and 
we expect a significant increase in this over time. Internally, 
R-Factor™ has further strengthened our stewardship program, 
facilitating richer conversations with portfolio companies. 
Just as we have in the past with Fearless Girl and our focus on 
climate, we are able to leverage our role in the market to create 
a unique impact by focusing with companies on what matters.

The systemic impact of R-Factor™ will take longer but should 
be even more profound. We expect that in the coming years, 
SASB will become a global standard for sustainability disclo-
sure. Consequently, there will be a significant improvement in 
the quality of ESG data available to investors and in companies’ 
management of the ESG issues that matter most to investors. 
Our clients are already inquiring about how they can show 
their support for more sustainable capital markets by investing 
in solutions powered by R-Factor™.

We look forward to the day when ESG investing has become 
mainstream investing, and we are proud to play a role in 
bringing this reality to life.

The views expressed in this material are the views of Rakhi Kumar through 
the period ended 10/31/2019 and are subject to change based on market and 
other conditions. This document contains certain statements that may be 
deemed forward-looking statements. Please note that any such statements 
are not guarantees of any future performance and actual results or develop-
ments may differ materially from those projected.

Investing involves risk including the risk of loss of principal.

All information has been obtained from sources believed to be reliable, but its 
accuracy is not guaranteed.

The whole or any part of this work may not be reproduced, copied or trans-
mitted or any of its contents disclosed to third parties without SSGA’s express 
written consent.

The information provided does not constitute investment advice and it should 
not be relied on as such. It does not take into account any investor’s partic-
ular investment objectives, strategies, tax status or investment horizon. You 
should consult your tax and financial advisor.

The trademarks and service marks referenced herein are the property of their 
respective owners. Third party data providers make no warranties or repre-
sentations of any kind relating to the accuracy, completeness or timeliness of 
the data and have no liability for damages of any kind relating to the use of 
such data.

United States: State Street Global Advisors, 1 Iron Street, Boston, MA 02210-
1641 Web: https://www.ssga.com

© 2019 State Street Corporation - All Rights Reserved

Tracking: 2833915.1.1.GBL.RTL expiration: 12/31/2020
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Introduction1

Founded in 1996, PineBridge Investments is a private, 
global asset manager with a focus on active, high-conviction 
investing across traditional and alternative asset classes. The 
consideration of ESG criteria in our investment business dates 
back to 2006, when PineBridge was part of the former asset 
management arm of American International Group (AIG), the 
first U.S. insurer to issue a policy statement on environmental 
and climate change. Today as a UN Principles for Responsible 
Investment (UN PRI) signatory and a supporter of the Global 
Investor Statement to Governments on Climate Change, 
PineBridge continues to build on its legacy by welcoming the 
recommendations of the Financial Stability Board’s (FSB) 
Task Force on Climate-related Financial Disclosures (TCFD).2 

By incorporating the evaluation of environmental impacts in 
portfolio construction, our investment framework remains 
closely aligned with the Sustainability Accounting Standards 
Board’s (SASB) financial materiality guidance. It has deepened 
our sustainability dialogue with corporate issuers while also 
providing a reference benchmark in public policy settings. 
One recent example is our participation in the discussion 

1   We gratefully acknowledge Alessia Falsarone, represented in the first cohort of 
SASB’s Fundamentals of Sustainability Accounting (FSA) credential holders, Head 
of Sustainable Investing, and Chair of the Corporate Responsibility Steering 
Committee, for her contributions to the SASB Alliance and Robert Vanden 
Assem, CFA, Head of Developed Markets Fixed Income, for the presentation of 
the ESG capabilities on behalf of PineBridge Investments.

2   Task Force on Climate-Related Financial Disclosures (TCFD), Recommendations of 
the TCFD (June 2017).

surrounding the energy performance of investments during 
the 2019 G20 Environmental Ministerial meeting in Japan. 

This contribution to the SASB ESG Integration Insights series 
highlights how PineBridge promotes the application of SASB 
standards to effectively incorporate the outcomes of the TCFD 
recommendations in investment management with the goal 
of returning climate-resilient portfolio performance to our 
clients.

TCFD: From Disclosure 
Recommendations to Portfolio 
Outcomes  
Since their launch in 2017, the TCFD recommendations have 
provided reference guidance to promote the integration of 
climate-related information in mainstream financial filings 
of public companies. Today, they also serve as a critical step-
ping stone for investors’ due diligence.  Meanwhile, although 
SASB standards are in their early stages of implementation, 
the standards are already providing corporate reporters and 
investors with foundational metrics that facilitate the flow of 
TCFD-aligned financial disclosures.

In recognition of both the direct and indirect impacts of climate 
change in investment portfolios, we investigate the positive 
effect of TCFD-compliance across portfolio allocations in 
developed credit markets. Specifically, through the lens of our 
proprietary Key Risk Indicators (KRIs), we define how the 
longer-term trends of ESG factors, aligned with the SASB’s 

SEPTEMBER 2019

PineBridge Investments
Building TCFD-Ready Portfolios with SASB’s Framework1

ESG Integration Insights Disclaimer: The ESG Integration Insights series highlights interesting and innovative examples of how investors use SASB standards to inform analysis and decision making. The case 
studies are written by practitioners from around the world, covering a range of asset classes and strategic approaches to ESG integration. By sharing these examples on an ongoing basis, SASB hopes to 
facilitate increased market awareness and understanding of emerging practices in sustainable investment.
SASB does not provide investment, financial, tax, legal, or other advice. This publication was prepared for informational purposes only and should not be relied on for such advice. SASB is not responsible 
for the content of the case studies or any third-party resources that may be referenced in this or other ESG Integration Insights publications. Any findings, interpretations, recommendations, conclusions, and 
opinions expressed in this publication are those of the contributors and do not necessarily represent the views of SASB. The inclusion of case studies written by or about specific organizations does not in 
any way constitute an endorsement of these organizations by SASB. 
To learn more or contribute your own case study, please contact us at info@sasb.org.

https://www.sasb.org/investor-use/
https://theinvestoragenda.org/wp-content/uploads/2019/07/190704-GISGCC-correction-3.pdf
https://theinvestoragenda.org/wp-content/uploads/2019/07/190704-GISGCC-correction-3.pdf
https://www.unepfi.org/wordpress/wp-content/uploads/2019/06/Press-notification-G20-Global-Summit-FINAL.pdf
mailto:info%40sasb.org?subject=
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financial materiality sector guidance, affect the portfolio expo-
sures in scenarios where “climate stress” is applied to varying 
degrees on the availability, consumption, and production cycle 
of natural resources (Figure 1). 

Figure 1: TCFD Implementation: From SASB Standards to 
PineBridge’s Key Risk Indicators (KRIs)

TCFD Core 
Elements: Governance Strategy

Risk 
Management

Metrics 
and 

Targets

Scope of 
Disclosure:

Oversight of 
firm’s practices 
around 
climate-related 
risks and 
opportunities

Impact of 
climate-related 
risks and 
opportunities 
in strategic 
planning

Identification, 
analysis and 
management 
of climate-
related risks

Selection of 
financially 
material 
metrics and 
targets

Investor’s 
Eye on 
SASB 
Guidance

Discussion of 
materiality

Strategic 
planning/goal 
setting vs. 
materiality

Gap analysis 
(processes, 
data, skill)

Sector-
relevant 
standards

PineBridge’s 
KRIs

Board-level 
oversight 
factor (multi-
year TPI trend)  

Management 
accountability 
factor (multi-
year TPI trend)  

Internal 
carbon pricing 
assessment 

Issuer 
carbon 
intensity vs. 
peer group

Source: 2018 TCFD Status Report; PineBridge Investments and Transition Pathway 
Initiative (TPI)

Note: For illustrative purposes only. We are not soliciting or 
recommending any action based upon this material.

We find that the primary benefits of overlaying the SASB mate-
riality framework in the analysis of climate risk in the context 
of TCFD/climate-readiness compliance are twofold:

• the ability to define top-down, sector-specific 
climate-related scenario parameters that prioritize 
the financially material outcomes of environmental 
risks—including both direct and indirect impacts of 
climate change, and

• the ability to provide an actionable roadmap for 
portfolio outcomes in line with the de-carbonization 
efforts of asset owners at the individual holding level 
by addressing transition risk as a function of time vs. 
cost associated with viable mitigation alternatives. 

Step 1. Define Sector-Specific 
Climate-Related Scenarios

To incorporate the Governance and Strategy core elements 
of the TCFD recommendations (Figure 1) in our investment 
process, we have added a TPI3 inspired Governance Indicator 
(TPIg) to our portfolio risk framework. It evaluates multi-year 

3   Transition Pathway Initiative and the Grantham Research Institute on Climate 
Change and the Environment

trends in both management accountability and board over-
sight of climate-related impacts by corporate issuers in our 
investible universe. The TPIg is introduced as a momentum 
indicator to uncover reputational risks surrounding the 
possible divergence of corporate commitments vs. corporate 
behaviors with respect to climate risk. Not surprisingly, 
the more climate-conscious issuers exhibit a positive TPIg 
momentum as investors are willing to reward the alignment 
between longer-term corporate commitments and near-term 
operational awareness. To the evaluation of potential red 
flags in the Governance and Strategy core elements of issuers 
(bottom-up analysis), we have added an internal carbon 
pricing (ICP) assessment at the aggregate portfolio level to 
determine a baseline for what a climate-stress scenario may 
produce as a performance outcome for our portfolios should a 
carbon tax/abatement cost to cut emissions emerge in the near 
future (Figure 2). The impact of the ICP assessment in terms of 
potential erosion of risk-adjusted performance of the portfolio 
captures the direct, near-term impact of climate change as well 
as its indirect, longer-term outcomes. Fluctuations in crop 
yields are a common example of the direct impact of climate 
stress on agricultural production that are eventually passed on 
to the consumer as a “carbon cost” of production. On the other 
hand, shifts in agricultural land use result in longer-term indi-
rect costs of climate stress that may not be readily captured by 
traditional measures of economic output.    

Figure 2: TCFD Core Elements and Climate-Related Scenarios

Source: PineBridge Investments

Note: For illustrative purposes only. We are not soliciting or 
recommending any action based upon this material.

Governance 
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Risk Management
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Climate Stress Scenario Year 5

Climate Stress Scenario Year 1
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Step 2. Analyze and Mitigate Transition Risk

After defining the climate-stress scenarios that are most likely 
to impact our portfolio allocations, we are able to derive an 
internal “price” for sector-specific climate-risk exposures and 
add the potential financial severity of environmental risks 
to traditional risk-adjusted portfolio metrics. By employing 
reference trajectories for technology development and 
deployment that affect carbon-emitting sectors such as the 
Paris Agreement Capital Transition Assessment (PACTA), 
we are able to compare the environmental performance of 
financing the transition of carbon-producing assets vis-à-vis 
their greener alternatives over a medium to longer-term 
time horizon. This is particularly relevant in the context of 
comparing the green bond framework of issuers, and both 
the economic and environmental fit of newly issued green-la-
beled instruments to our existing portfolio. The alignment of 
the carbon intensity reference metrics we utilize in our KRI 
approach with the SASB guidance for corporate disclosure 
remains instrumental as we compare the use of proceeds of 
green-labeled offerings to the broad funding strategy of the 
issuer in terms of overall financial materiality.

Looking Ahead
We expect continued support for the adoption of the TCFD 
recommendations as well as the application of SASB reference 
metrics across a wide spectrum of financial services activities. 
The proactive alignment of TCFD-compliant investment portfo-
lios is likely to put pressure on a more standardized use of climate 
risk assessment tools to deliver upon the de-carbonization efforts 
of global asset owners. Inevitably, setting higher standards for 
investors’ involvement in governance-level dialogue on the topic 
of climate risks calls for renewed cooperation in public policy 
engagement on environmental issues as well.

DISCLOSURE STATEMENT

PineBridge Investments is a group of international companies that provides 
investment advice and markets asset management products and services to 
clients around the world. PineBridge Investments is a registered trademark 
proprietary to PineBridge Investments IP Holding Company Limited.

Readership: This document is intended solely for the addressee(s) and 
may not be redistributed without the prior permission of PineBridge 
Investments. Its content may be confidential, proprietary, and/or trade 
secret information. PineBridge Investments and its subsidiaries are not 
responsible for any unlawful distribution of this document to any third 
parties, in whole or in part.

Opinions: Any opinions expressed in this document represent the views of the 
manager, are valid only as of the date indicated, and are subject to change 
without notice. There can be no guarantee that any of the opinions expressed 
in this document or any underlying position will be maintained at the time of 
this presentation or thereafter. We are not soliciting or recommending any 
action based on this material.

Risk Warning: All investments involve risk, including possible loss of prin-
cipal. If applicable, the offering document should be read for further details 
including the risk factors. Our investment management services relate to a 
variety of investments, each of which can fluctuate in value. The investment 
risks vary between different types of instruments. For example, for invest-
ments involving exposure to a currency other than that in which the portfolio 
is denominated, changes in the rate of exchange may cause the value of 
investments, and consequently the value of the portfolio, to go up or down. In 

the case of a higher volatility portfolio, the loss on realization or cancellation 
may be very high (including total loss of investment), as the value of such an 
investment may fall suddenly and substantially. In making an investment 
decision, prospective investors must rely on their own examination of the 
merits and risks involved.

Performance Notes: Past performance is not indicative of future results. There 
can be no assurance that any investment objective will be met. PineBridge 
Investments often uses benchmarks for the purpose of comparison of results. 
Benchmarks are used for illustrative purposes only, and any such references 
should not be understood to mean there would necessarily be a correlation 
between investment returns of any investment and any benchmark. Any 
referenced benchmark does not reflect fees and expenses associated with 
the active management of an investment. PineBridge Investments may, 
from time to time, show the efficacy of its strategies or communicate general 
industry views via modeling. Such methods are intended to show only an 
expected range of possible investment outcomes, and should not be viewed as 
a guide to future performance. There is no assurance that any returns can be 
achieved, that the strategy will be successful or profitable for any investor, or 
that any industry views will come to pass. Actual investors may experience 
different results.

Information is unaudited unless otherwise indicated, and any informa-
tion from third-party sources is believed to be reliable, but PineBridge 
Investments cannot guarantee its accuracy or completeness. 

As of 22 July 2019.
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Introduction
Launched in 2015, online banking and investment firm 
Aspiration Partners Inc. is geared toward investors who want 
to improve their own financial situation while making a posi-
tive difference in the world. Among its mutual fund offerings is 
the Aspiration Redwood Fund (REDWX), a fossil-fuel free fund 
that invests in companies with sustainable environmental and 
employee practices. Among the characteristics that distinguish 
this new fund from others is its fee structure—or its lack of a fee 
structure. Customers are invited to pay what they think is fair, 
and the company promises to donate 10 percent of its earnings 
to charitable giving. 

UBS Asset Management is the sub-advisor to the Aspiration 
Redwood Fund. 

Positive screening for 
portfolio construction

The Fund focuses on sustainability 
both in its holdings and in its valua-
tion process. The Aspiration website 
states, “Our goal is to help you build 
value and honor your values—all at 
the same time.” The fund aims for 
the best possible performance by 
looking at companies that are both 
good investments and industry 
leaders when it comes to their envi-
ronmental and employee practices 
and their governance.

Disciplined idea generation—
positive screening to construct 
portfolio
To meet this mandate, UBS Asset Management constructed 
a portfolio based on the valuation philosophy it has followed 
for 35 years, augmented by new tools—including the SASB 
Materiality Map™—enabling a sharper focus on sustainability 
issues that can impact value.

UBS Asset Management investment research focuses on iden-
tifying discrepancies between a security’s fundamental value 
and its observed market price. These price/value discrep-
ancies are the building blocks for portfolio construction. As 

ESG Integration Insights Disclaimer: The ESG Integration Insights series highlights interesting and innovative examples of how investors use SASB standards to inform analysis and decision making. The case 
studies are written by practitioners from around the world, covering a range of asset classes and strategic approaches to ESG integration. By sharing these examples on an ongoing basis, SASB hopes to 
facilitate increased market awareness and understanding of emerging practices in sustainable investment.
SASB does not provide investment, financial, tax, legal, or other advice. This publication was prepared for informational purposes only and should not be relied on for such advice. SASB is not responsible 
for the content of the case studies or any third-party resources that may be referenced in this or other ESG Integration Insights publications. Any findings, interpretations, recommendations, conclusions, and 
opinions expressed in this publication are those of the contributors and do not necessarily represent the views of SASB. The inclusion of case studies written by or about specific organizations does not in 
any way constitute an endorsement of these organizations by SASB. To learn more or contribute your own case study, please contact us at info@sasb.org.

AUGUST 2019 THOMAS J. DIGENAN, CFA, CPA, HEAD OF THE US INTRINSIC VALUE EQUITY TEAM, UBS ASSET MANAGEMENT

UBS Asset Management
Priceless: Doing well while doing good–SASB and the 

Aspiration Redwood Fund 

 Note: For illustrative purposes only.

Figure 1: Disciplined idea generation
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illustrated below, the intrinsic value 
process employed has clearly identified 
mispricing opportunities across the 
valuation spectrum going back almost 
40 years. In addition, the inclusion 
of material sustainability data in the 
analytical process is part of an ongoing 
effort to identify non-financial factors—
including the quality of management 
and the work force, innovation, the use 
of capital, and other important inputs—
that can influence a company’s future 
business prospects. 

UBS Asset Management has developed 
its own sustainability database and 
methodology for integrating company 
sustainability scores into the invest-
ment processes. While sustainability 
data is not yet standardized and 
continues to evolve, we have found that 
its judicious use in an active investment process helps bring 
more “pieces of the overall mosaic” to valuation models. In 
addition, data available on sustainability—more commonly 
referred to by investors as environmental, social, and gover-
nance (ESG)—illustrates that the stock prices of companies 
that report more on ESG generally exhibit lower volatility.

SASB Materiality Map™: A foundation 
for asset management

The Sustainability Accounting Standards Board (SASB) is a 
nonprofit organization that provides standards for reporting 
material ESG information to investors. SASB’s Materiality 
Map™ provides an overview of sustainability issues that are 
reasonably likely to materially affect the financial condition 
or operating performance of companies on an industry-by-in-
dustry basis, and serves as a window to SASB’s broader body of 
work, including standards for 77 industries. These standards 
have been developed based on SASB research that has been 
vetted via working groups of investors, corporate professionals, 
and other market participants with industry expertise, and 
through multiple periods of public comment. The resulting 
standards include industry-specific Key Performance 
Indicators (KPIs) that can be indicators of sustainability 
performance. The SASB Materiality Map™ was the foundation 
for the selection of sustainability factors used to develop the 
Aspiration Redwood Fund. 

Applying the SASB framework to build 
a proprietary ESG database

UBS Asset Management has significant experience building 
quantitative factor libraries and has developed its own data-
base of relevant sustainability data that parallels the SASB 
Materiality Map™ with customized KPIs for different indus-
tries. After selecting factors, the objective was to identify the 
best data source per each factor, determined by the timeliness 
of data updates, breadth of coverage across companies in our 
investment universe, and the ability to efficiently integrate the 
data into the model.

When selecting factors that align with the SASB Materiality 
Map™, preference is given to quantifiable factors, potentially 
a better measure of a company’s performance managing these 
issues. For quantifiable factors, such as carbon intensity (i.e. 
carbon emissions relative to revenue), companies are eval-
uated relative to their industry peers. With regard to binary 
factors, such as having safeguards in place to ensure that 
client-sensitive data is secure, we give credit to the company 
if they disclose the existence of such policies and penalize 
equally all companies absent such policies. 

Each KPI for a company is scored and then aggregated, using 
industry-specific weightings, to produce an overall sustain-
ability score for the company. It is critical to understand the 
biases and limitations of the data. For instance, larger and 
more established companies tend to have greater resources 
for the collection and reporting of ESG data compared to 
their small-cap peers. Additionally, as corporate sustainability 
disclosure is still developing and unstandardized, the bulk 
of information disclosed tends to be on policies or corporate 

Figure 2: Identifying mispriced securities since 1980
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structure rather than quantifiable performance metrics. As 
a result, the effectiveness of such policies can be difficult to 
assess. A concerted effort to mitigate the noise in the data and 
alleviate these biases is an important part of the process. For 
example, vastly different business models across industries 
make it necessary to normalize the scores of each company 
across industries for comparability. All companies are ranked 
relative to their industry peers based on their ESG raw score, 
and sorted into deciles. By doing so, scores are industry neutral 
and any industry biases are controlled. 

This process results in an objective ESG score that is trans-
parent, comparable, and that reflects UBS Asset Management’s 
proprietary assessment of a company’s sustainability profile. 
The goal is to identify stocks that are both attractively valued 
from a relative valuation perspective and have a strong 
sustainability profile. It is our belief that these companies 
have the greatest upside potential given their valuation, and 
less downside risk given the quality of management and best 
practices displayed by their strong sustainability performance. 

UBS’s proprietary framework 
is based on material, industry-
specific data
Diversification in a concentrated portfolio

Portfolio diversification can be accomplished with as few as 
20 stocks. The Aspiration Redwood Fund is a concentrated 
fund, typically holding between 20-40 positions. This allows 
the manager to take large positions in stocks that appear 
attractive from both a price-to-intrinsic-value and sustain-
ability perspective.

Maintaining a diversified yet concentrated portfolio allows 
greater emphasis on our best ideas and insights. The Aspiration 
Redwood Fund allows investors to capture the alpha opportu-
nities of a concentrated portfolio while maintaining a focus 
on sustainable investing. For investors looking for value and 
values, a concentrated sustainable portfolio with fair pricing 
should stand out. The Aspiration Redwood Fund provides 
investors with both a five-star and a five-globe Morningstar 
rating, indicating superior risk-adjusted returns and top-decile 
sustainability performance, at the ultimate in fair pricing: the 
shareholder’s determination.

Figure 3: UBS’s proprietary framework is based on material, industry-specific data
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Disclosure

Americas

The views expressed are a general guide to the views of UBS Asset 
Management as of April 2019. The information contained herein should 
not be considered a recommendation to purchase or sell securities or any 
particular strategy or fund. Commentary is at a macro level and is not with 
reference to any investment strategy, product or fund offered by UBS Asset 
Management. The information contained herein does not constitute invest-
ment research, has not been prepared in line with the requirements of any 
jurisdiction designed to promote the independence of investment research 
and is not subject to any prohibition on dealing ahead of the dissemination 
of investment research. The information and opinions contained in this docu-
ment have been compiled or arrived at based upon information obtained from 
sources believed to be reliable and in good faith. All such information and 
opinions are subject to change without notice. Care has been taken to ensure 
its accuracy but no responsibility is accepted for any errors or omissions 
herein. A number of the comments in this document are based on current 
expectations and are considered “forward-looking statements”. Actual future 
results, however, may prove to be different from expectations. The opinions 
expressed are a reflection of UBS Asset Management’s best judgment at 
the time this document was compiled, and any obligation to update or alter 
forward-looking statements as a result of new information, future events or 
otherwise is disclaimed. Furthermore, these views are not intended to predict 
or guarantee the future performance of any individual security, asset class or 
market generally, nor are they intended to predict the future performance of 
any UBS Asset Management account, portfolio or fund.

EMEA

The information and opinions contained in this document have been compiled 
or arrived at based upon information obtained from sources believed to be 
reliable and in good faith, but is not guaranteed as being accurate, nor is it 
a complete statement or summary of the securities, markets or developments 
referred to in the document. UBS AG and / or other members of the UBS 
Group may have a position in and may make a purchase and / or sale of any 
of the securities or other financial instruments mentioned in this document.

Before investing in a product please read the latest prospectus carefully and 
thoroughly. Units of UBS funds mentioned herein may not be eligible for 
sale in all jurisdictions or to certain categories of investors and may not be 
offered, sold or delivered in the United States. The information mentioned 
herein is not intended to be construed as a solicitation or an offer to buy or 
sell any securities or related financial instruments. Past performance is not 
a reliable indicator of future results. The performance shown does not take 
account of any commissions and costs charged when subscribing to and 
redeeming units. Commissions and costs have a negative impact on perfor-
mance. If the currency of a financial product or financial service is different 
from your reference currency, the return can increase or decrease as a result 
of currency fluctuations. This information pays no regard to the specific or 
future investment objectives, financial or tax situation or particular needs of 
any specific recipient.

The details and opinions contained in this document are provided by UBS 
without any guarantee or warranty and are for the recipient’s personal 
use and information purposes only. This document may not be reproduced, 
redistributed or republished for any purpose without the written permission 
of UBS AG.

This document contains statements that constitute “forward-looking 
statements”, including, but not limited to, statements relating to our future 
business development. While these forward-looking statements represent 
our judgments and future expectations concerning the development of our 
business, a number of risks, uncertainties and other important factors could 
cause actual developments and results to differ materially from our expec-
tations.

UK

Issued in the UK by UBS Asset Management (UK) Ltd. Authorised and regu-
lated by the Financial Conduct Authority.

APAC

This document and its contents have not been reviewed by, delivered to or 
registered with any regulatory or other relevant authority in APAC. This 
document is for informational purposes and should not be construed as an 
offer or invitation to the public, direct or indirect, to buy or sell securities. 
This document is intended for limited distribution and only to the extent 
permitted under applicable laws in your jurisdiction. No representations 
are made with respect to the eligibility of any recipients of this document to 
acquire interests in securities under the laws of your jurisdiction.

Using, copying, redistributing or republishing any part of this document 
without prior written permission from UBS Asset Management is prohibited. 
Any statements made regarding investment performance objectives, risk 
and/or return targets shall not constitute a representation or warranty that 
such objectives or expectations will be achieved or risks are fully disclosed. 
The information and opinions contained in this document is based upon 
information obtained from sources believed to be reliable and in good 
faith but no responsibility is accepted for any misrepresentation, errors or 
omissions. All such information and opinions are subject to change without 
notice. A number of comments in this document are based on current expecta-
tions and are considered “forward-looking statements”. Actual future results 
may prove to be different from expectations and any unforeseen risk or event 
may arise in the future. The opinions expressed are a reflection of UBS Asset 
Management’s judgment at the time this document is compiled and any 
obligation to update or alter forward-looking statements as a result of new 
information, future events, or otherwise is disclaimed.

You are advised to exercise caution in relation to this document. The infor-
mation in this document does not constitute advice and does not take into 
consideration your investment objectives, legal, financial or tax situation 
or particular needs in any other respect. Investors should be aware that past 
performance of investment is not necessarily indicative of future perfor-
mance. Potential for profit is accompanied by possibility of loss. If you are 
in any doubt about any of the contents of this document, you should obtain 
independent professional advice.

Australia 

This document is provided by UBS Asset Management (Australia) Ltd, ABN 
31 003 146 290 and AFS License No. 222605.

Source for all data and charts (if not indicated otherwise): UBS Asset 
Management
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