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Introduction 
 
The Covid-19 pandemic highlighted the systemic fragility of our global financial system and the 
shortcomings of the practices on which it is built. The crisis has raised awareness about a range of 
other high-impact outcomes affecting the economy which, unlike this pandemic, were always highly 
probable and whose consequences could be permanent. In this context, the search for a new 
economic paradigm with long-term environmental and social concerns at its core seems absolutely 
necessary.  
 
During the pandemic, positive environmental, social, and governance practices appeared to be 
related to a company’s ability to cope with – and sometimes thrive in – such circumstances. Within 
the financial sphere, this phenomenon made a strong case for ESG investing which integrates 
environmental, social and governance factors into asset allocation and risk decisions. Dating back to 
the 1990s, ESG investments have received tremendous attention in the past five years. Aligned with 
the values and challenges of its time, they particularly appeal to millennials – who not only account 
for over a third of the global population but are also undergoing a massive $30 trillion 
intergenerational wealth transfer, from baby boomers to their children (Hall, 2019).  
 
Previously associated with lower returns, numerous studies supporting the long-term advantages of 
ESG investing have been published in the last decade. In the private sector, the practice is quickly 
gaining ground among asset managers. Group initiatives and ESG strategies are developing 
everywhere, backed by a fast-growing ecosystem of ESG rankings and ratings. In the public sector, 
regulations have been evolving at a fast space to catch up and leapfrog the global sustainability 
agenda. In the European Union, the Sustainable Finance Disclosure Regulations (SFDR) recently set 
official guidelines and requirements on ESG risks disclosure in financial firms. In the US, the Security 
and Exchange Commission (SEC) announced in March 2021 the creation of a taskforce dedicated to 
exploring measures to standardise and enforce ESG disclosure frameworks and reporting.  
 
However, the sector faces many challenges, most of which are becoming increasingly complicated 
owing to the rapid development of ESG products within a context of poor standardisation, insufficient 
regulations and inconsistent ratings; and which are yet reaching valuation levels that many find hard 
to justify. This leads some people to believe that ESG is a bubble that will eventually burst. ESG 
converts, on the other hand, see the birth of a new investment paradigm and a watershed for the 
financial sector.  
 
This report will aim to provide an overview of the ESG investment landscape in the light of the past 
five years. The discussion will seek to understand how ESG investments perform compared to non-
ESG investments, the factors behind the sudden inflows of capital going to ESG and the challenges 
faced by the sector, using interviews conducted with ESG analysts and investment professionals 
around the world. Still in its infancy, the ESG multiverse features a wide range of definitions and 
languages; the numbers and definitions provided in this report are to be handled with prudence.
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What is ESG?
 
ESG stands for Environmental, Social, and Governance. These three pillars encompass a set of criteria 
used to assess the operations of a company.  
 
E assesses the environmental impact of a business and can be measured through natural resource 
use, carbon emissions, energy efficiency, pollution/waste, sustainability initiatives, etc. 
 
S assesses the social engagement of a business within and outside of the company. It can be 
measured through workforce conditions, human rights, diversity, supply chain, societal integration 
(i.e. within the local community), etc. 
 
G assesses the internal processes of corporate governance within an organisation and can be 
measured through the independence and diversity of the board, shareholder rights, management 
compensation, corporate ethics, etc. 
 
 

ESG vs SRI vs Impact investment  
 
Under the umbrella of sustainable investing, ESG aims to maximise financial returns by using ESG 
factors to assess long-term environmental, social and governance risks and opportunities. It is 
therefore fundamentally different from Impact Investment whose primary focus is social returns. It 
also differs from purely commercial investing as it considers extra-financial factors instead of focusing 
on short-term financial performance and risk consideration. It also integrates positive practices that 
align with limiting or preventing negative environmental impact and promoting responsible 
corporate behaviour. Even though ESG has its roots in SRI, both significantly differ in their approach. 
While ESG investing inherited SRI’s exclusionary screening, it goes further by integrating four more 
approaches.  
 

- Positive screening and “best in class” approaches select companies demonstrating a positive 
ESG performance compared to their peers in a given industry.  
 

- ESG integration systematically and explicitly integrates ESG factors into financial analysis and 
investment decisions.  
 

- Thematic investments allow investors to tilt their investment towards specific topics and 
issues (e.g. climate change, workforce diversity, board remunerations).  
 

- ESG impact investing allocates capital to companies delivering a positive impact alongside 
financial returns.  
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ESG investing also differs from other sustainable investments in its proactive nature, as some 
approaches seek to drive improvement in ESG activities or outcomes through corporate and 
shareholder engagement – e.g. use of proxy voting or active dialogue with portfolio companies.  
 
 

ESG scores 
 
Wide variance in results characterises the ESG rating ecosystem. ESG scores aim to capture the 
double-materiality of the attributes inside each pillar and most of those attributes are purely 
qualitative. Disagreements on underlying data and its interpretation are therefore highly likely, 
especially in the absence of standardised reporting frameworks and metrics.  
 
In a recent study, Berg and his colleagues identified three sources of divergence driving discrepancies 
in ESG ratings (Berg, 2020). Measurement divergence, when providers measure the same attributes 
but rely on different indicators to do so, is emphasised as the first and most important factor, closely 
followed by scope divergence – i.e. different attributes are being used. Weighing divergence only 
plays a minor role, which unfortunately means that discrepancies cannot simply be resolved by 
balancing the weights of indicators between rating providers. Scope divergence is desirable, since 
different investors will hold different views regarding what they deem material or not. However, 
measurement divergence is problematic and complex to address since it implies that rating providers, 
in spite of using the same attributes and weighing, would never achieve the same results.  
 
Furthermore, in a paper reviewing S&P 500 firms’ 2017 Corporate Social Responsibility reports, 
researchers at the University of Chicago Booth School of Business discovered that a company’s score 
was determined by the number of metrics it disclosed rather than by its ESG performance (Li et al., 
2021). Companies who received higher grades were generally the ones who disclosed more 
information and vice versa.  
 
In the light of these revelations, it seems that we are still a long way from getting reliable and 
consistent ESG ratings. Since these scores serve to inform decision-makers all around the world, 
rating providers need to show greater transparency in order to let investors and institutions evaluate 
and cross-check the provider’s measurements. This is necessary to overcome biases until a standard 
measurement framework is established. 
 

Regulations  
 
To this day, 80 exchanges have published their own ESG reporting guidelines and many more are 
willing to do so (Boffo & Patalano, 2020). Governments and institutional actors are also establishing 
official disclosure frameworks. These initiatives include Canada’s Transition Financing Taxonomy and 
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U.S. SEC’s ESG disclosure guidelines, both underway. The European Union stands at the forefront of 
this transition, with a first draft of a regulatory framework adopted in 2018 which forced large 
companies to report on their environmental and social challenges. In 2020, the Taxonomy Regulation 
defined a set of criteria used to identify sustainable activities. In the same year, the adoption of the 
SFDR as part of the Sustainable Finance Action Plan, effective as of March 2021, has been a huge 
stepstone in ESG investing by requiring financial firms to disclose to their investors the ESG risks of 
their portfolios. By providing transparent information about double-materiality, the regulation aims 
to protect investors against greenwashed assets, account for social and environmental risks and 
disclose adverse impacts on investment processes and remuneration policies. Furthermore, the 
Commission is developing tools and mechanisms to integrate ESG into the EU banking prudential 
framework, as well as eco-labels for sustainable funds and green bonds. 
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Global Overview 
 
At the start of 2018, $30.7 trillion of professionally managed assets worldwide included ESG 
considerations: a 34% increase from 2016 when they represented $23 trillion. In 2020, they were 
estimated at $40.5 trillion (Baker, 2020). Among the different regions, the United States had the 
biggest adoption rate in 2020. However, Europe still leads the race, being home to approximately 
80% of all global ESG-themed funds (Hecker & Dubourg, 2021). Sustainable investing now spans a 
wide range of products and asset classes, embracing not only public equity investments but also fixed 
income, cash, and alternative investments such as private equity, venture capital and real estate.  

 
 
Under the assumption that this trend continues at a 15% growth rate, global ESG-themed AUM may 
hit $53trn by 2025. In other words, they could represent as much as a third of the $140.5 trillion in 
projected total AUM (Bloomberg, 2021). A Deloitte study forecasts that ESG-mandated assets could 
make up as much as half of all managed assets in the US alone by 2025 (Collins & Sullivan, 2020). 
Researchers at PwC also suggested that by that time, 57% of mutual fund assets would be ESG-
themed (PwC, 2020). 
 



 9 

 
Europe 
 
In 2018, ESG-themed assets represented 49% of all 
professionally managed assets (GSIA, 2019). Eurosif has 
yet to release their 2020 SRI report, but the total of 
ESG AUM is believed to have passed $17 trillion in 2020 
(Boffo & Patalano, 2020). 
 
Exclusionary screening, corporate engagement and 
shareholder action together with ESG integration 
boosted by rising regulations are the preferred ESG 
approaches in the region. 
 

 
 

United States 
 

Total AUM committed to sustainable and 
responsible investment strategies grew from $8,7 
trillion in 2016 to $12 trillion in 2018. It reached 
$17,1 trillion in 2020, now representing 33% of all 
professionally managed assets (USIF, 2020). 
 
The region is home to 20% of global ESG funds, and 
ESG integration dominates all other approaches. 
 
 
 

 
Canada 
 
Total AUM governed under ESG considerations grew from $1,1 
trillion in 2016 to $1,7 trillion in 2018.  
 
They reached $2,6 tr. in 2020 (RIA, 2020). 
 
ESG integration, corporate engagement and shareholder action 
remain the main strategies 
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Japan 
 

Total ESG-themed assets quadrupled from $474 billion in 2016 to 
$2,2 trillion in 2018. 

 
They already reached $3,1 tr. at the end of 2019 (JSIF, 2020). 

 
Corporate engagement and shareholder action, ESG integration 
and positive screening have been the dominant approaches over 
this period. 
 
 

Oceania 
 
Total AUM committed to sustainable and responsible 
investment strategies grew from $516 billion in 2016 to 
$734 billion in 2018 and $1.3 trillion in 2020 (RIAA, 2020). 
 
In 2018, they represented 63% of all professionally 
managed assets. ESG integration, corporate engagement 
and shareholder action together with negative screening 
are the preferred approaches. 

 
 
 

            Africa 
 
ESG-themed AUM reached $423,3 billion in 2017.  

 
ESG integration, corporate engagement and shareholder action, 
negative screening, impact and thematic investments are all 
common practices, and stem from foreign and domestic 
investments aligned with the SDGs (GSIA, 2019). 
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Latin America 
 
LatinSIF and PRI signatories collectively manage $1,2 trillion of assets, but not 
all of them could be classified as sustainable investments (GSIA, 2019). 
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ESG performance and financial performance: a well-established 
relationship? 
 
The search for a correlation between extra-financial criteria and financial performance can be traced 
back to the beginning of the 1970s. There is supposedly a wide range of ways in which a positive ESG 
performance can affect financial performance. For instance, through financial, reputational and 
productivity gains, better competitive advantage and adaptivity, attractiveness to investors and 
clients, social integration, innovation, better resource management and ranking/market 
performance. 
 
In a study examining the relationship between ESG performance and financial performance in more 
than 1000 research papers published between 2015 and 2020, researchers from the NYU Stern have 
uncovered the existence of a relatively strong correlation between the two (Whelan et al., 2021). The 
study divided financial performance in two categories: corporate financial performance (CFP) and 
investment performance. The former considers the economic health and resilience of a company 
while the latter focuses on risk-adjusted attributes such as alpha on portfolios and stocks, considering 
the direct relationship between ESG and performance based on benchmarks and a portfolio-level 
consideration of materiality and governance structure. As illustrated below, the correlation was 
higher in CFP than in investment performance.  
 

 
 
This paper builds on a previous study by Friede et al. (2015) who collected and analysed 2000 
empirical studies published between the 1970s and 2014. Findings showed that 90% of these studies 
supported a non-negative relationship between ESG performance and CFP – which they defined as 



 13 

accounting-based performance, market-based performance, operational performance, perceptual 
performance, growth metrics, risk measures, and the performance of ESG portfolios.  
 
Results varied significantly between asset types. Equity studies, including the ones analysing mutual 
funds, indices, and long-short portfolios, had the lowest share of positive ESG-CFP correlations 
(15.5%) and higher levels of mixed (37.4%) and neutral (36.1%) compared to non-equity assets 
studies. On the other hand, the study found a disproportionately high share of positive ESG-CFP 
results for fixed-income (63.9%) and real-estate assets (74.4%) but very few studies focused on these 
asset classes. The authors state three reasons as to why equity should generally be expected to 
exhibit a lower correlation than non-equity assets:  

- Overlapping market and non-market factors are blurring potentially existing ESG alpha. 
- ESG funds are composed of both negative and positive ESG screened assets, which could 

distort any remaining effect. 
- Only equity-focused studies accounted for implementation fees and costs. 

 
Besides non-equity assets, outperformance opportunities are particularly present in North America 
and emerging markets, where the study exhibits a higher share of positive results. 
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Interviews 
 
The following section was built upon several interviews that were conducted with ESG professionals. 
With one exception, all participants are from the private sector and are based in Switzerland, the 
United Kingdom, France, Monaco, Canada, and Senegal. They represent a range of different sectors 
including private and institutional banking, asset management, venture capital, global indexing, 
insurance and ESG consulting.  
 
Interview questions focused on three main themes:  

1) ESG growth factors: participants were asked about the factors behind the sudden rise in 
popularity of ESG investments, the role the pandemic had in it, and whether they believe ESG 
has entered the investment mainstream. 

2) ESG investment performance: participants were asked about the relevancy of considering the 
implications of ESG factors on one’s portfolio, whether a positive ESG performance could be 
a factor of outperformance in both the long-term and short-term and how ESG investments 
performed compared to traditional investments. 

3) Challenges to the growth of ESG investments: participants were asked about what they 
believe to be the main challenges to ESG investing.  

 
Unsurprisingly, answers about ESG performance and materiality varied between participants 
depending on their practice and the kind of investors and assets they deal with. Whilst all participants 
acknowledge the financial materiality of ESG risks and their consideration as an efficient long-term 
risk-mitigation strategy, they were much more cautious in acknowledging its role in value creation. 
Participants also mentioned a wide range of interrelated challenges facing ESG investing, including 
one issue that was particularly emphasised throughout their answers: data. Lastly, most participants 
answered similarly when asked about the factors behind the sudden growth of the ESG ecosystem 
with more than 80% of interviewees stating a change in mindset throughout Western society.  
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Discussion 
 

Growth factors 
 
When asked about the reasons behind the sudden increase in the flow of capital going to ESG, more 
than 80% of participants stated a change in public awareness of environmental and social issues. The 
uncertainty that prevails behind some major environmental problems such as climate change had 
led many to postpone it indefinitely. For a long period of time, there was little to no urgency in 
addressing an issue that seemed to unfold slowly and whose consequences only appeared to affect 
the very long term.  
 
Therefore, what may have changed in the last few years is the urgency around these issues, as most 
participants pointed it out. “The concept is not new but the urgency to act is different and present in 
society, industry and markets in general as combatting climate change is the most important 
challenge of our time” (Anonymous). The Covid 19 pandemic boosted concerns related to employees’ 
wellbeing along with other social issues; and it is only one link in a chain of adverse environmental 
events that have been reaching new extremes over the last decades. Besides casting a light on the 
increased probability of such events happening in the future and the systemic nature of those risks, 
they have also led to the realisation that corporates not only have a responsibility to shareholders 
but also to society.  
 
In the last few years, the asset management industry has faced the growing interest of its clients – 
especially retail – in ESG investment solutions. Alignment of investment decisions with investor 
values is a historic phenomenon which has now propelled ESG into the investment mainstream. “It 
sometimes feels like a revolution, but we are not changing all of the fundamentals of how the 
industry works; we are changing processes and expectations, so it is rather an evolution” (Roland 
Rott, Head of ESG & Sustainable Investment Research at La Française). While some participants 
mentioned millennials as a contributing factor, this shift in mindsets is still far from being just a 
generational shift. Most board of trustees and asset owners belong to the previous generations and 
are reluctant to resort to ESG investments as they favour and trust more traditional approaches. 
Different pressures from different places are shaping the ESG supply and demand with societal 
demand being only one of those.  
 
ESG and green finance regulations are multiplying across the globe and are already on their way to 
transforming ESG performance disclosure into a regulatory imperative in multiple countries. 
Recently, the implementation of the SFDR in the EU has attracted a lot of capital to ESG funds. In 
addition to societal demand, regulatory pressure can create an exponential growth path by 
increasing the transparency and quality of ESG data through enforced reporting and disclosure 
standards. However, this phenomenon remains typically European. In the US, the attention of the 
public sector only recently shifted to ESG. In March 2021, the Security and Exchange Commission 
(SEC) announced the creation of a taskforce to enforce ESG disclosure requirements and explore 
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measures to standardise ESG reporting. Limited regulations on ESG products and reporting gives 
limited security and faith in the sector with the development of ESG investment solutions dependent 
more on peer pressure and investor demand than regulatory pressure.  

 
Performance  
 
Participants mentioned different ways in which ESG factors could influence a company’s 
performance. Firstly, a positive social performance is linked to reputational gains and lower chances 
of being affected by adverse social events (strikes, demonstrations, scandals, etc.) which could lead 
to legal actions and/or disinvestments with disastrous effects on financial performance. Secondly, 
environmental performance has a direct influence on operational costs, reputation and long-term 
resilience. As for the quality of corporate governance, its effects on financial performance have been 
recognised since the 1990s. From the quality of management to the financial oversight structure, 
governance not only influences financial performance but also risk and issue management. However, 
“it is not only about risk management but also about the opportunities” (Mamadou Lamine Beye, 
Founder of Investissement Responsible Afrique). Aligned with the values and concerns of its time, 
ESG performance has become a comparative advantage among corporates, creating new 
opportunities and enabling them to capture a share of the massive inflow of capital invested in ESG. 
Moreover, fast-evolving green finance regulations throughout the world mean a company’s 
sustainability and ESG performance are in the process of becoming a key determinant of its ability to 
access capital.  
 
When asked whether they considered one of the three pillars (E, S or G) to be particularly important 
and material, answers were similar. While most participants agreed that E, S and G risks were 
interrelated and therefore equally important – even though some aspects varied between different 
sectors – they often ended up referring to corporate governance either as a foundation for 
environmental and social performance or as a highly reliable and cross-sectoral performance 
indicator. For Rosa Sangiorgio, Head of ESG at Pictet WM, this perception stems from the wide range 
of quality data that already exists on governance. Environmental data has been growing steadily in 
the past decade, increasing in quality and availability but still lagging behind governance, which has 
been a part of financial analysis for the last 30 years. “We finally have a lot of data today to monitor 
companies from an environmental perspective. Often, those considerations are not yet reflected in 
stock prices, and we will see the movement in the near future; as such they are precious forward-
looking indicators.” In her opinion, social characteristics will be the most impactful ones, but there is 
not much data available as it was not collected until recently. Even then, reported data are very often 
information on internal governance treated as social data (e.g. board diversity). Diversity of thought 
or participation during meetings is not measured. If environmental data has improved over the last 
decade, it’s also because the demand for such data has significantly increased across the globe. 
Climate change is now much more tangible than it was 20 years ago, and the same is now happening 
with social concerns, pushed forward by the pandemic and changing perceptions of global injustice 
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throughout Western society. What seems to be certain is that the materiality of ESG risks is not fixed 
in time but changes with external events and the way they shape the values and concerns of today.  
 
 

The materiality of climate change and social issues 

Growing awareness of the economic and financial consequences of climate change drew attention 
to the relationship between a company’s management of climate risks and its financial 
performance. In 2011, the CDP published a report showing that companies in the 2011 Carbon 
Disclosure Leadership Index and Carbon Performance Leadership Index provided approximately 
twice the average total return of the Global 500 between January 2005 and May 2011 (Carbon 
Disclosure Project, 2011). The report found a strong correlation between higher financial 
performance and strong climate change disclosure and performance. There is a growing 
expectation that climate-related factors will have an increasing influence over financial materiality 
in the future.  
 
Until recently, evidence of the financial materiality of social factors was considered scarce and 
challenging to integrate into performance assessments, partially because there is little consensus 
as to what is considered material or an appropriate standard. However, with the pandemic, 
companies have had to guarantee the public health and safety of their employees in order to 
continue running their operations normally, thus shifting perceptions on the matter. 

 
The unprecedented flows of capital going to ESG, in addition to the increasing occurrence of adverse 
social and environmental events and the growing acknowledgment of their effects on society, can 
lead us to wonder whether ESG investments are on their way to overthrowing traditional 
investments. In theory, ESG could contribute to value creation and outperform the market by 
optimising corporate financial performance and therefore increasing market and investment 
performance. However, at some point ESG seemed to perform poorly compared to traditional 
investments; hence the enduring perception that ESG investments sacrifice returns. While there is a 
wide range of literature proving such bias to be wrong, this perception still endures, discouraging 
many investors. According to one of the participants, this perception is not baseless: “With hindsight, 
we see that a big part of ESG was limited to renewable energies, from their beginnings until the years 
2014/2015” (Anonymous). Still in its infancy, renewable energy companies faced ruthless 
competition from the oil industry and Chinese solar panel companies, surviving mostly thanks to state 
subsidies. 
 
In some sectors, ESG risks have been at the core strategy of many investors for a very long time – e.g. 
in insurance companies, pension funds or the infrastructure sector. After the 2008 global financial 
crisis, where it proved itself an indicator of outperformance in difficult markets, many more investors 
started to acknowledge the materiality of ESG risks in different types of assets and that integrating 
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them into investment decisions could lead to stable returns over longer periods of time. In a report 
published in June 2020, Morning Star researchers Hortense Bioy and Dimitar Boyadzhiev measured 
the performance of sustainable open-end and exchange-traded funds and their traditional 
counterparts (all domiciled in Europe) between 2009 and 2019 in seven categories: global large-cap 
blend funds, global large-cap growth funds, global emerging-markets funds, US large-cap blend 
funds, Europe large-cap blend funds, Eurozone large-cap blend funds, and EUR corporate bond funds. 
Their findings showed that over that period of time, sustainable funds have had a higher survival rate 
than traditional funds (72% against 45.9%) and that 59% of those surviving sustainable funds had 
outperformed their surviving traditional counterparts.  
 
Indeed, in times of crisis when stocks start plummeting, ESG funds tend to perform better by falling 
much less than traditional ones and yet recovering similarly. The same study showed that during 
the Covid 19 sell-off, sustainable funds delivered superior returns in all categories except global 
large-cap growth funds (Bioy & Boyadzhiev, 2020). However, this advantage comes at a price. 
Whilst in a normal market ESG funds are about the same as traditional funds in terms of 
performance, with fund management making much of the difference, ESG funds might not increase 
in value as much as other funds in a euphoric market. For Martine Léonard, Chairwoman of the ESG 
Committee at the SFAF and former Head of SRI at CM-CIC AM, this is an acceptable trade-off: "we 
are still winning because limiting losses [in a difficult market] more than compensates for the fact 
that the peak is lower [when the market is high]. (…) It's an insurance. It doesn't always enable you 
to do better than your neighbour but it allows you to limit your difficulties and volatility”. 
Participants agreed that ESG fund performance varied by investment horizon, with long-term 
investments having higher chances of outperformance.  
 
Furthermore, participants working in ESG asset management favoured ESG integration, best in class, 
and engagement strategies over exclusion, which was seen as counterproductive. For researchers at 
Rockefeller Capital Management, outperformance opportunities lie with ESG Improvers (i.e. firms 
showing the greatest improvement in their ESG footprint) as consumers and investors will 
increasingly reward sustainable firms in the future. From their perspective, the overvaluation of ESG 
Leaders and undervaluation of Improvers, added to the reputational and financial benefits that come 
with improving ESG practices and the kind of management quality that this transition requires, 
suggest that Improvers offer a greater potential for generating uncorrelated alpha over the long-term 
(Clark & Lalit, 2020). 
 
 

Challenges  
 
The sphere of ESG investing presents many challenges for investors and asset managers around the 
world. During the interviews, participants often mentioned data as the most challenging aspect of 
ESG. Most participants were disappointed in the quality of existing ESG data, often seen as the 
result of low transparency, poor reporting, or the intangible nature of the data to report. To cope 
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with lacking information, some asset managers choose to make a modelisation of performance 
based on certain factors to gain an approximate idea of the company’s performance. However, 
insufficient input can only lead to an unclear picture. Whilst the reliability of the data produced 
directly by companies will hopefully improve with incoming regulations and reporting guidelines, 
the nature of the data itself remains a significant challenge. “When ESG factors become investment 
objectives, that is when it becomes complicated because investors will absolutely want these 
indicators to be material for future performance. (…) Today we lack ESG data that are performance 
indicators and not just descriptive data (…) we need performance indicators and not just 
heterogenous ESG data that is hardly exploitable.” (Alix Chosson, Senior ESG Analyst at Candriam) 
 
Moreover, the data used to evaluate ESG performance is mostly qualitative and intangible with no 
explicit mathematical rules applicable to it. The process of quantifying such data is hard to grasp for 
asset managers who usually translate everything into quantitative outputs and therefore requires a 
lot of time and resources. Lastly, the absence of standard metrics is also a challenge of its own. While 
no single system of understanding can be expected from the financial industry nor from ESG scoring, 
standard metrics are necessary in order to define how things need to be evaluated, provide a 
standard basis for individual interpretation and solve inconsistencies – e.g. duplicates.  
 
In addition to data, participants pointed out some of the perceptions surrounding ESG investments 
as a supplementary challenge to overcome. The ever-lasting fear of sacrificing returns, the lingering 
indifference regarding some ESG risks and gaps in knowledge at all levels; all acting to disincentivise 
investors from seeking ESG approaches. On the other hand, the expectations it creates among the 
asset managers’ clients can be hard to manage in a context where no one speaks the same “language” 
nor uses the same definitions. “When you talk to clients, no one wants to invest for a worse world. 
Everybody wants to invest for a better world, it’s just that this intention sometimes doesn’t transform 
into action because of a series of old biases. (…) As soon as you start the conversation you realise 
that maybe the client didn’t proactively come to you talking about E, S or G, but he was expecting 
you to include those considerations in your due diligence, as it simply makes sense.” (Rosa 
Sangiorgio) 
 
Unsurprisingly, some participants mentioned greenwashing, or “green-wishing”, as a supplementary 
challenge and emphasised the necessity to identify greenwashing with common market standards 
along with enhanced transparency and disclosure requirements. "In the end, we realise that when 
we analyse in depth what [a company's environmental reporting] means, that very often the emission 
reduction targets are only for scope I and II, i.e. for the operations of the company which often 
represent a minor part of the total CO2 emissions of their business, and that climate targets are often 
way below what is needed for a trajectory aligned with the Paris Agreement” (Alix Chosson). Now 
that most companies must communicate on ESG, it does not necessarily mean that their commitment 
is authentic, hence the need to verify whether their targets are tangible and align with the global 
sustainability agenda. 
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Whilst most participants expect regulations to solve these issues, differences in regional capacities 
and capabilities mean that this will likely happen at different paces. In Africa, Mamadou Lamine-Beye 
explains that standardisation is still lagging behind Western countries and that basic regulations are 
often limited to environmental and social impact studies. Although regulation is in its infancy, half 
the work is already done as most donors and investors are foreign and require certain ESG criteria to 
be disclosed and met, thereby forcing local companies to comply with these criteria to receive 
investments. In Europe, regulations are already well advanced, and more are underway to support 
the growth of sustainable finance. However, a few participants remain sceptical of these regulations 
and their practical effects. There is perhaps sometimes a gap between these regulations and the 
reality on the ground with certain obligations being enforced without the means for asset managers 
to implement them – e.g. the problem of timing in the deferred implementation of the SFDR and 
NFDR, the administrative burden behind regulations, etc. 
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Conclusion 
 
ESG assets have received unprecedented attention in the past five years, jumping from $23 trillion in 
2016 to $40.5 trillion in 2020. From the public sector to corporate, institutional and retail investors, 
ESG investing now spans a wide range of products and asset classes increasingly present in the 
financial sphere owing in part to at least three factors.  
 
Firstly, as it was pointed out by the participants of this study, shifting perceptions of social justice and 
environmental issues throughout Western society are driving the demand for ESG. The increasing 
occurrence of adverse environmental events cast a light on the heightened probability and financial 
materiality of ESG risks. Issues that were once pushed aside and relegated to “slow crises” are now 
at the centre of people’s preoccupations. In this context, it is not surprising to see ESG investing 
propelled into the investment mainstream. Secondly, fast-moving regulations worldwide have 
created an exponential growth pathway for ESG investing, promoting transparency, standardisation, 
alignment between initiatives and decreasing the risks of investing in the sector. Thirdly, recent 
industry and academic studies suggest that ESG investing can help improve risk management and 
limit losses in a difficult market, leading to returns that are not inferior to the ones from traditional 
investments. They also show that, over the last decade, ESG funds have tended to not only outlive 
but also outperform their traditional counterparts. 
 
However, the ESG investing landscape is not developing homogeneously. Whilst ESG investment 
solutions and rating providers are rapidly increasing around the world, capturing huge inflows of 
capital, some aspects are still lagging. Gaps between capabilities and the current needs of the sector 
are challenging the growth of ESG investing. ESG data is often incomplete or of poor quality, making 
it difficult to assess on a performance basis and without a certain element of “green-wishing”, 
especially if a company chooses to be selective about what they disclose as their environmental 
performance. The absence of standard metrics leads to measurement and weighting divergences 
between ESG ratings, especially given the intangible and qualitative nature of most ESG data. This is 
further complicated by the wide range of unaligned initiatives and taxonomies – or ESG “languages” 
– that are multiplying. Despite the effort that was made to quickly regulate ESG investing in some 
regions, regulations sometimes fail to consider the reality on the ground, establishing targets without 
providing the means to reach them.  
 
Set in present values and long-term considerations of environmental, social, and governance risks, 
ESG investing is not a bubble but a turning point in the history of our financial system. Hopefully, at 
the end of the road lies a new economic paradigm with the environment and society at its core, 
where financial returns will be indivisible from ESG risks and social/environmental impact 
considerations. As the challenges of today become the opportunities of tomorrow, the ESG landscape 
will need to deliver on many aspects. Whether this will be possible depends on whether regulations 
will manage to reform and upgrade ESG disclosure frameworks, initiatives, metrics, and taxonomy. 



 22 

References 
 
Baker S. (2020) Global ESG-data driven assets hit $40.5 trillion. Pensions & Investments (accessed 
from: https://www.pionline.com/esg/global-esg-data-driven-assets-hit-405-trillion) 
 
Berg F., Koelbel J., and Rigobon R. (2020). Aggregate Confusion: The Divergence of ESG Ratings, MIT 
Sloan School of Management. 
 
Bioy H., Boyadzhiev D. (2020) How Does European Sustainable Funds' Performance Measure Up? 
Morningstar Manager Research 
 
Bloomberg (2021). ESG assets may hit $53 trillion by 2025, a third of global AUM (accessed from: 
https://www.bloomberg.com/professional/blog/esg-assets-may-hit-53-trillion-by-2025-a-third-of-
global-aum/) 
 
Boffo R., and Patalano R. (2020), “ESG Investing: Practices, Progress and Challenges”, OECD Paris 
(accessed from: www.oecd.org/finance/ESG-Investing-Practices-Progress-and-Challenges.pdf) 
 
Carbon Disclosure project (2011). CDP Global 500 Report 2011: Accelerating Low Carbon Growth 
(accessed from: 
https://cdpturkey.sabanciuniv.edu/sites/cdpturkey.sabanciuniv.edu/files/blogs/cdp-global-500-
report-2011.pdf) 
 
Clark, C., & Lalit, H. (2020). ESG Improvers: An Alpha Enhancing Factor. Rockefeller Capital 
Management. (accessed from: https://rcm.rockco.com/insights_item/esg- improvers-an-alpha-
enhancing-factor/) 
 
Collins S., Sullivan K. (2020) Advancing environmental, social, and governance investing: A holistic 
approach for investment management firms. Deloitte (accessed from: 
https://www2.deloitte.com/content/dam/insights/us/articles/5073_Advancing-ESG-
investing/DI_Advancing-ESG-investing_UK.pdf) 
 
Friede G. & Busch T. & Bassen A. (2015). ESG and financial performance: Aggregated evidence from 
more than 2000 empirical studies. Journal of Sustainable Finance & Investment. 
 
GSIA (2019). 2018 Global Sustainable Investment Review (accessed from: http://www.gsi-
alliance.org/wp-content/uploads/2019/03/GSIR_Review2018.3.28.pdf) 
 
Hall M. (2019). The Greatest Wealth Transfer In History: What’s Happening And What Are The 
Implications, Forbes (accessed from: https://www.forbes.com/sites/markhall/2019/11/11/the-



 23 

greatest-wealth-transfer-in-history-whats-happening-and-what-are-the-
implications/?sh=2fe16bd44090) 
 
Hecker J. & Dubourg H. (2021) ESG Investing: Momentum Moves Mainstream © 2021 JPMorgan 
Chase & Co. 
 
JSIF (2020). Sustainable Investment Survey Japan Sustainable Investment Forum 2019 (accessed 
from: http://japansif.com/2019survey-en.pdf) 
 
Li J. M., Lu S., Nassar S. (2021). Corporate Social Responsibility Metrics in S&P 500 Firms’ 2017 
Sustainability Reports, Rustandy Center for Social Sector Innovation at the University of Chicago 
Booth School of Business. 
 
PwC (2020). 2022 - The growth opportunity of the century (accessed from: 
https://www.pwc.lu/en/sustainable-finance/docs/pwc-esg-report-the-growth-opportunity-of-the-
century.pdf) 
 
RIA (2020). 2020 Canadian Responsible Investment Trends Report (accessed from: 
https://www.riacanada.ca/research/2020-canadian-ri-trends-report/) 
 
RIAA (2020a). Responsible Investment Benchmark Report 2020 Australia Executive summary 
(accessed from: https://apo.org.au/sites/default/files/resource-files/2020-09/apo-nid308127.pdf) 
 
RIAA (2020b). Responsible Investment Benchmark Report 2020 New Zealand Executive summary 
(accessed from: https://www.unisaver.co.nz/assets/ESG-section/RIAA-2020-Benchmark-report-
summary-NZ.pdf) 
 
USIF (2020). Report on US Sustainable and Impact Investing Trends 2020 (accessed from: 
https://www.ussif.org/files/Trends%20Report%202020%20Executive%20Summary.pdf) 
 
Whelan, T., Atz, U., Van Holt, T., & Clark, C. (2021). ESG and financial performance: Uncovering the 
relationship by aggregating evidence from 1,000 plus studies published between 2015 and 2020. 
(White Paper), NYU Stern Center for Sustainable Business (accessed from: 
https://www.stern.nyu.edu/sites/default/files/assets/documents/NYU-RAM_ESG-
Paper_2021_Rev.pdf) 
 


