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T(environmental, social, governance) 
into institutional investment 

processes has transformed the industry 
and reshaped buy-side behavior. In its last 

risen 25 percent since 20141, accounting 

is equivalent to 26 percent of all assets 
controlled worldwide2

momentum to be lost as more investors 

into their mandates3. For many institutions, 

responsibility.  

rise, principally the growing wealth of 
quantitative data indicating that issuers, 

neutral performance against organizations 
4. Secondly, 

sustainability risk is now being absorbed 
into investment and credit risk analysis, 
with more institutions vetoing capital 

limitations. Regulators, including the 

As a construct, 

subjective concept, 
determined 
overwhelmingly  
by the moral 
compass of the  
end investor.

standards on institutional investors as they 
look to incentivize and broaden sustainable 

What is ESG? Nobody quite knows

concept, determined overwhelmingly by 
the moral compass of the end investor. For 
instance, an environmental foundation may 
categorically oppose having investments 
in companies which have high carbon 
emissions, but may be less perturbed about 
obtaining revenues from other business 
activities such as alcohol production. The 
sheer depth and diversity of opinion about 

to come up with a demarcation of what 

However, institutions are not the only 

actually means. 

Policymakers and regulators are also 
struggling to come up with a homogenous 

multiple international reporting frameworks 
covering sustainability– most notably,the 
Financial Stability Board’s (FSB) Task Force 
on Climate Related Financial Disclosures 
(TCFD), a template which HSBC submits 
and one that it encourages its underlying 
customers to report on as well. However, 
there are a groundswell of other disclosure 
requirements in addition to the TCFD, such 

5, 
which can be somewhat overwhelming for 
participatory organizations. However, it is 
acknowledged better alignment is being 
sought via the Corporate Reporting Dialogue 
project.  Complicating matters further is that 
local markets (e.g. France) are establishing 
their own reporting requirements for 

6.

investing and modern practice
3.    Pensions & Investments (September 3, 2018) 

4.    Financial Times (September 18, 2018) Sustainable 
investing can propel long-term returns

5.    CDP: (Formerly called Carbon Disclosure Project); 
CDSB: (Climate Disclosure Standards Board);  
IIRC: International Integrated Reporting  

 
SASB: Sustainability Accounting Standards  
Board and CBI: Climate Bonds Initiative
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ESG data weaknesses
The paucity of industry agreement means 

datasets and reporting methodologies, 

meaningful information on sustainability 
to investors. This is evidenced by a recent 
PIMCO study, which found that while  
63 percent of issuers referenced the  

 
 

19 percent set quantitative targets and just 
9 percent disclosed their progress against 
those targets7. As issuer-reporting is so 
fragmented across the board, asset owners 
and asset managers are struggling to 

Admittedly, some investors are increasingly 
leveraging the services of third party 

issuers. Unfortunately, many of these 
data providers still face impediments. 

measurables–such as carbon emission 
volumes–is relatively straightforward as 
the underlying information is supported 

Compact) can be harder to gauge, as the 
data is not as widely available. This leaves 
data providers with little option but to 
produce subjective qualitative assessments 
on underlying issuers. 

Taking a qualitative approach creates 

research companies and data providers 
use their own bespoke–often inconsistent–

This is resulting in an increasingly 
patchwork approach emerging in the 

from various providers. In the case of 

said it was the best, while Sustainalytics 
slotted it somewhere in between8. With 
so many investors now reliant on these 

ratings, it is critical that data providers work 
towards improving and streamlining their 
underlying data sources and providing 
transparency about how they calculate  

Regulating ESG: is it the only way 
forward?

standardization was creating widespread 
problems for institutional investors, and 
risked subjecting them to greenwashing, 

Sustainable Finance9. As part of this 

of harmonized criteria for determining 
whether an economic activity is 
environmentally sustainable9. These 
criteria, which are being drawn up by a 
working group comprised of technical 

with greater clarity about which activities 
are considered to be sustainable or not, 

decision-making processes9.

with benchmarking their sustainability, 

making the rules too prescriptive10. 

been receptive to these industry concerns, 
acknowledging there can be operational 
challenges involved with getting reliable 
data on sustainability risks and factors. 

not be an easy process in such a crowded 

6. Reuters (6 February 2019) Socially conscious mutual fund launches at record high

To the point:

 •
growth as institutions 
increasingly recognise 
the performance and risk 

sustainable investing. 

 • ESG's development is being 
constrained by an absence 
of common standards at a 
regulatory and industry level.

 • While some ESG measurables 
are easy to quantify, others are 
not, which can lead to subjective 
and inconsistent data.

 • An EC taxonomy could help  
 

The systemic risk from climate change 
is a very real one. In fact, climate 

bankruptcy in 2018, and it is unlikely to be 
the last. If organisations fail to adequately 
transition into a low carbon marketplace, 
they too will perish. Such is the severity 
of the situation that regulators have put 

will be assessing their preparedness for 
long and short-term climate risks. Through 

techniques and analysis, industry and 
regulatory consensus will eventually 
emerge enabling companies to better 
insulate themselves against climate related 
risks.    


