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WEF, Risks-trends interconnections Map, 2019

Drivers of sustainability
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Global total net CO2 Emissions (bln tonnes of CO2/Yr.)

Source: IPCC 2018, Global warming of 1.5, Summary for Policymaker

World Annual Primary Energy Consumption 
(TW) 

Source: GMO, The race of our lives revisited, 2018

Drivers of sustainability
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Source: Global Footprint network

Ecological Footprint per Capita

Source: WorldBank, 2015

Change in rainfall patterns to 2050
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BASF (2014) – Chemicals
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KPMG, TRUCOST 2012

• $ 6.6 Trn of environmental costs as a consequence of human activity: 11% world of GDP;

• 1/3 come from the activity of  biggest 3000 companies worldwide: 6% of MSCI world, 15% 
of Ebit and 25% of earnings.

• Opportunities are evaluated at around 5% of GDP. (Vison 2050 WBCSD)

2010 EBITDA and environmental externalities

Drivers of sustainability
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Puma AG – Apparel

“By identifying the most significant
environmental impacts, PUMA will
develop solutions to address these
issues, consequently minimizing both
business risks and environmental
effects” Puma.com - Environmental
Profit & Loss

Drivers of sustainability



Low Governance Area

Poor governance is a significant source of risk and market volatility. A more recent 
research by Hermes reached the same conclusions: “(….) it is not good governance that 
leads to outperformance, but poor governance that leads to underperformance”. Hermes IM, 
Does it just make you feel good, or is it actually good for your portfolio?, 2014
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* Friede, G., Busch, T.&Bassen, A. (2015). ESG and financial performance: aggregated evidence from more than 2000 empirical 
studies. Journal of Sustainable Finance& Investment, 5(4), 210–233.

A quite recent meta study* summarized the results of more than 2000 studies 
which assessed the relationship between ESG aspects and a firm’s financial 
performance. 
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Relationship between ESG and corporate performance

Consequences
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• “.. the links between ESG factors and
financial performance are increasingly being
recognized. On that basis, integrating ESG
considerations into an investment analysis
so as to more reliably predict financial
performance is clearly permissible and is
arguably required in all jurisdictions.” Freshfields
Bruckhaus Deringer

• Failing to consider long-term investment
value drivers, which include environmental,
social and governance issues in investment
practice is a failure of fiduciary duty.

Consequences



Recently the EU Commission argued that sustainable finance is 
about two urgent imperatives: 

• improving the contribution of finance to sustainable and 
inclusive growth by funding society's long-term needs; 

• strengthening financial stability by incorporating ESG factors 
into investment decision-making;

• MIFID II will be amended to take into account sustainability.

• Legislative proposal to explicitly require institutional investors
and asset managers to integrate sustainability considerations
in the investment decision-making process and increase
transparency.

• Assessment of current practices to integrate sustainability in
ratings and market research.

• Asset managers will be requested to disclose how they
consider sustainability factors in their strategy and investments
decision making.

https://eur-lex.europa.eu/legal-
content/EN/TXT/PDF/?uri=CELEX:52018DC0097&from=EN

Main Decisions

Consequences
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Importance of sustainability issues  to future business success

Source: UNGC-Accenture CEO Study 2013, based on 1,000 completed responses

Consequences
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Source: UNGC-Accenture CEO Study 2013, based on 1,000 completed responses

Is world economy on 
track to meet the demand 
of growing population?

YES

NO

Is business making 
sufficient efforts to 

address global 
sustainability 
challenges?

YES

NO

Can you quantify the 
value of sustainability 

initiatives?

YES

NO

Consequences
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Value 1
Performance
ROI
Power
Quality
Low costs
…….

Value 2
Ethical
Sustainable
Healthy
Energy efficient
Renewable
.….
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Win or lose?
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The prisoner paradox.

1. Only one confesses: he avoids detention, the other is jailed for 7 years. 

2. Both confess: both jailed for 5 years.

3. None confesses: 1 year each for illegal gun permit.

To confess Not to confess

To confess (5;5) (0;7)

Not to confess (7;0) (1;1)

To confess is the equilibrium answer, but it’s not the optimal solution.



ESG integration

Adding Environmental, Social and Governance (ESG) criteria to the standard financial analysis
framework increases the probabilities of creating and preserving the value of investment. Without being

detrimental to performance ESG can add additional returns in the environmental and social space.

 Traditional investments
 ESG investments

Financial 
dimension

Social dimension

Environmental 
dimension Source: 

EFGAM



To what ESG risks are companies exposed?, based on their sector exposure, and how 
they manage these risks, or profit from opportunities. 

We use a risk-based approach; risk is further divided into two main components:

Risk Exposure Risk Management

(E.g. intensity of water usage). (E.g. management of  available resources).

__ 23

ESG integration



The integration of ESG factors allows better understanding 
of the challenges, risks and opportunities faced by 

companies. 

Photo: ESA/Envisat

ESG

Environmental

Environmental impact 
reduction, new 

challenges, resource 
constrained world

Social

Human rights, working 
conditions, human 

capital management, 
license to operate…..

Governance

Good corporate 
governance 
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ESG integration
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Global Reporting Initiative: (GRI)

2 Standard, 
• General 
• Specific

Within specific, 3 main categories

• Economic (4 indicators)
• Environmental (12 indicators)
• Social (4 indicators, 30 sub-indicators)

ESG integration



ESG Analysis Tree
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ESG integration



Sector Employment Community Environment

30% 35% 35%

Aerospace & Defense 48% 0.53 0.50 0.41
Automobiles & Autoparts 55% 0.38 0.69 0.55
Banks 49% 0.56 0.59 0.34
Chemicals 49% 0.47 0.38 0.63
Commercial Services & Supplies 46% 0.52 0.45 0.42
Construction Materials 61% 0.64 0.39 0.79
Diversified Retailers 40% 0.42 0.40 0.38
Energy 50% 0.43 0.59 0.47
Food & Drug Retailing 49% 0.65 0.51 0.35
Food&Beverages 57% 0.64 0.71 0.39
Healthcare 41% 0.41 0.46 0.36
Healthcare Equipment & Supplies 34% 0.42 0.27 0.34
Healthcare Providers & Services 39% 0.32 0.48 0.35
Homebuilding, Construction & Engineering 42% 0.64 0.26 0.39
Hotels 46% 0.43 0.56 0.39
Households Goods 56% 0.76 0.56 0.38
Industrial Goods & Conglomerates 43% 0.50 0.39 0.41
Insurance 41% 0.48 0.42 0.34
Investment Banks 34% 0.33 0.33 0.34
Media & Publishing 42% 0.43 0.49 0.35
Metals & Mining 69% 0.62 0.58 0.85
Paper & Forest products 53% 0.84 0.23 0.57
Personal & Household Products 36% 0.32 0.41 0.35
Real Estate 33% 0.27 0.23 0.50
Retailers & Luxury 41% 0.36 0.45 0.42
Semiconductors 30% 0.24 0.26 0.40
Software 35% 0.29 0.42 0.34
Technology Equipment 44% 0.30 0.59 0.39
Telecoms 50% 0.48 0.68 0.35
Transportation 61% 0.80 0.53 0.54
Utilities 61% 0.58 0.51 0.73

Defining materiality:

Job Cr. Wages Injuries Lost Days

Banks 0.56 0.77 0.48 0.17 0.76

28

ESG integration
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• Does the firm have a process for identifying the 
most material ESG Issues? Once (and if) 
identified, does the firm set ambitious but 
achievable targets and communicate them? 

• Does the firm hold units accountable for ESG 
performance, and do these business units have 
the personnel and resources necessary to 
achieve their goals? 

• Does the firm has a process to listen to 
stakeholders needs and requirements?

• Does the firm proactively engage with policy, 
NGOs, at industry consortia to tackle the issue 
at a systemic level?

ESG integration



30

Co
rp

or
at

e 
Go

ve
rn

an
ce

Ai
r &

 T
ra

ns
po

rt
at

io
n

Ec
os

ys
te

m

En
er

gy

M
at

er
ia

ls

Pr
od

uc
ts

W
as

te

W
at

er

He
al

th
 &

 S
af

et
y

W
or

ki
ng

 C
on

di
tio

ns

Di
ve

rs
ity

 a
nd

 O
pp

or
tu

ni
ty

Em
pl

oy
m

en
t Q

ua
lit

y

Tr
ai

ni
ng

 a
nd

 D
ev

el
op

m
en

t

Bu
sin

es
s I

nt
eg

rit
y

Co
m

m
un

ity
 Im

pa
ct

Pr
od

uc
t R

es
po

ns
ib

ilit
y

Su
pp

lie
r A

ss
es

sm
en

t

Aerospace & Defense 0.15 0.15 0.00 0.10 0.10 0.10 0.14 0.00 0.00 0.00 0.00 0.00 0.00 0.15 0.00 0.10 0.00
Automobiles &  Components 0.15 0.15 0.00 0.00 0.10 0.12 0.00 0.00 0.08 0.00 0.00 0.00 0.08 0.12 0.08 0.12 0.00
Banks 0.16 0.00 0.11 0.00 0.00 0.11 0.00 0.00 0.00 0.00 0.00 0.11 0.11 0.16 0.11 0.13 0.00
Chemicals 0.16 0.10 0.00 0.09 0.10 0.09 0.10 0.09 0.10 0.00 0.00 0.06 0.00 0.00 0.09 0.09 0.00
Commercial Services & Supplies 0.16 0.11 0.00 0.11 0.00 0.11 0.11 0.11 0.00 0.11 0.00 0.00 0.00 0.11 0.11 0.00 0.00
Construction Materials 0.16 0.10 0.00 0.10 0.09 0.09 0.09 0.09 0.09 0.00 0.00 0.06 0.00 0.09 0.06 0.00 0.00
Consumer Durables & Apparel 0.16 0.09 0.07 0.00 0.09 0.00 0.11 0.10 0.00 0.00 0.07 0.00 0.07 0.09 0.00 0.09 0.09
Consumer Services 0.16 0.09 0.09 0.09 0.09 0.00 0.09 0.09 0.00 0.00 0.09 0.00 0.09 0.00 0.11 0.09 0.00
Diversified Financials 0.16 0.00 0.10 0.00 0.00 0.10 0.00 0.00 0.00 0.00 0.10 0.10 0.10 0.15 0.10 0.10 0.00
Energy 0.16 0.08 0.08 0.08 0.08 0.09 0.08 0.09 0.09 0.00 0.00 0.00 0.00 0.00 0.08 0.00 0.05
Food & Staples Retailing 0.16 0.10 0.10 0.00 0.10 0.10 0.12 0.00 0.00 0.10 0.00 0.00 0.00 0.10 0.00 0.10 0.10
Food, Beverage & Tobacco 0.16 0.10 0.10 0.00 0.10 0.10 0.10 0.10 0.00 0.00 0.00 0.00 0.00 0.00 0.10 0.10 0.10
Health Care Equipment & Services 0.16 0.00 0.00 0.00 0.13 0.00 0.17 0.00 0.00 0.13 0.00 0.00 0.13 0.13 0.00 0.16 0.00
Homebuilding, Construction & Engineering 0.16 0.08 0.10 0.08 0.12 0.08 0.10 0.00 0.08 0.00 0.00 0.00 0.00 0.10 0.00 0.08 0.08
Household & Personal Products 0.16 0.07 0.07 0.07 0.07 0.07 0.07 0.07 0.07 0.07 0.00 0.00 0.00 0.07 0.07 0.07 0.07
Insurance 0.16 0.00 0.00 0.00 0.00 0.14 0.00 0.00 0.00 0.14 0.00 0.00 0.14 0.14 0.14 0.14 0.00
Internet & Direct Marketing Retail 0.11 0.09 0.07 0.00 0.09 0.00 0.11 0.10 0.00 0.00 0.07 0.00 0.07 0.09 0.00 0.09 0.09
Machinery 0.12 0.08 0.10 0.08 0.12 0.08 0.10 0.00 0.08 0.00 0.00 0.00 0.00 0.10 0.00 0.08 0.08
Media 0.13 0.09 0.00 0.00 0.09 0.00 0.00 0.00 0.09 0.09 0.00 0.00 0.09 0.09 0.13 0.13 0.09
Metals & Mining 0.15 0.08 0.08 0.08 0.10 0.00 0.10 0.15 0.10 0.00 0.00 0.00 0.00 0.08 0.08 0.00 0.00
Paper & Forest products 0.11 0.08 0.08 0.10 0.11 0.08 0.10 0.11 0.08 0.00 0.00 0.00 0.00 0.00 0.08 0.00 0.08
Pharmaceuticals, Biotechnology & Life Sciences0.15 0.00 0.10 0.00 0.00 0.00 0.15 0.10 0.10 0.10 0.00 0.00 0.00 0.10 0.10 0.13 0.00
Real Estate 0.13 0.13 0.13 0.13 0.13 0.13 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.13 0.13 0.00
Retailing 0.11 0.09 0.07 0.00 0.09 0.00 0.11 0.10 0.00 0.00 0.07 0.00 0.07 0.09 0.00 0.09 0.09
Semiconductors & Semiconductor Equipment0.15 0.15 0.00 0.10 0.10 0.10 0.14 0.00 0.00 0.00 0.00 0.00 0.00 0.15 0.00 0.10 0.00
Software & Services 0.17 0.00 0.00 0.13 0.00 0.13 0.00 0.00 0.00 0.13 0.00 0.00 0.00 0.00 0.13 0.17 0.13
Technology Hardware & Equipment 0.14 0.00 0.00 0.00 0.12 0.00 0.14 0.12 0.00 0.12 0.00 0.00 0.00 0.12 0.12 0.00 0.12
Telecommunication Services 0.16 0.11 0.00 0.16 0.00 0.00 0.00 0.11 0.00 0.00 0.00 0.11 0.11 0.11 0.00 0.11 0.00
Transportation 0.18 0.18 0.10 0.14 0.00 0.00 0.00 0.00 0.10 0.10 0.00 0.00 0.00 0.00 0.10 0.10 0.00
Utilities 0.14 0.13 0.00 0.00 0.09 0.09 0.09 0.09 0.09 0.00 0.00 0.00 0.00 0.09 0.09 0.00 0.00

ESG integration



• Terminal value
• Scenario analysis
• Cash flow adjustment – Capital expenditure
• Balance sheet adjustment – Book value and impairment charge
• Income statement adjustment – Revenues, costs and margins 
• Beta and discount rate adjustment
• Sources of alpha 
• Volatility proxy
• …..

31

Different approach to integration:

ESG integration



Approach and 
philosophy

Sector
framework

Company
Score

Discussion with 
analysts and 

invested 
companies

Integration into 
company 

research and 
company 

evaluation

Feedback
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Research 
Management 

System

ESG integration 



SOCIALENVIRONMENT CORPORATE GOVERNANCE

• Product quality 
management

• Customer 
controversies

• Product recalls
• Public health 

controversies
• Human Rights 

controversies
• Working conditions
• Salary gap
• Suppliers Social 

impact
• …

• Voting rights
• Audit committee 

independence
• Board structure
• Accounting 

controversies
• Patent infringement
• Business ethics 

compliance
• Standards and best 

practices
• Anti-competition 

controversies
• …

• Water use
• Waste Recycling 

ratio
• Product impact 

minimization
• Toxic chemicals
• Renewable energy 

use
• Transportation 

impact reduction
• Land use
• Biodiversity impact
• …

As a signatory of the UN Principles for Responsible Investment (PRI) EFGAM incorporate ESG issues 
into ownership policies.  In addition to that EFGAM thinks that the global challenges addressed by the 17 
UN Sustainable Development Goals, such as climate change, resource exploitation or social inequalities 
among others, needs to be tackled. When possible EFGAM will focus the engagement activity at the 
crossroad between financial impact  and SDGs. 

EFGAM selected ISS as a proxy voting provider and defined a “sustainability” voting policy that  helps 
transmitting the recommendations about specific ESG-oriented topics.

ESG integration



There are different reasons to integrate ESG:

• Widening the lens used (horizon) to analyze companies increases the chances of better understanding 
the issues they face, and anticipate downside risks to long term performance. For example, ESG 
integration might help mitigate risks related to company reputation, in a context where intangibles now 
represent more than 80% of the average S&P500 firm book value.

• On the upside, identify well managed companies based on ESG credentials.

• Follow the flows of institutional and pension funds money that increasingly demands ESG integration.

• Turn the focus toward long term performance.

• Anticipate future regulation.

• Meet growing client interest in sustainability.

• Have some form of impact and communicate. 

• Keep pace with competitors.

• The “Universal Ownership Principle” suggests that diversified investors face systemic risks and should 
invest in ways that reflect their risk assessment and seek to mitigate those risks.

ESG integration
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ESG integration



Profit or Purpose?
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Profit or Purpose?



38

Profit AND Purpose?



To confess Not to confess

To confess (5;5) (0;7)

Not to confess (7;0) (1;1)

39

Confess Not Confess

Confess 10 7

Not Confess 7 2

A global approach enables us to find an equilibrium solution, optimal for both.

Win or Lose?....WIN
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Not everything that counts can 
be counted, and not everything 
that can be counted counts.
attributed to A.Einstein

Conclusive Remarks



Thanks
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