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Growing importance of SRI

Context and research questions (1/3)

Context : Socially Responsible Investing (SRI)

Growing SRI assets
• + 34% from 2016 to 2018 globally

• + 38% from 2016 to 2018 in the U.S.

• + 11% from 2016 to 2018 in Europe

Increase of investors’ interests
• 85% of U.S. investors have concerns in SRI

• 61% of investors agree that funds should use 

sustainable criteria

High flows and adapted offers
• Positive and growing inflows

• Repurposed funds

• New sustainable funds

United Nations

• UN’s Principles for Responsible 

Investment

Green New Deal in Europe

• SRI regulatory framework

• Emission goals

Firms’ interests
• SDG Goals

• Emission goals

Source: GSIA (2018), Morgan Stanley (2019), Schroders (2019), Hale (2018 & 2019), Microsoft (2020), Nestle (2020), European Commission (2020), UN PRI (2020)
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ESG ratings help to find sustainable firms

Context and research questions (2/3)

Context : Utility of ESG ratings

Presence of biases

Easily-understandable and 
applicable

Growing usage

Lack of regulation

Entrance of main players 

Heterogeneity among main 
agencies

+
-
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Context and research questions (3/3)

Three research questions (RQ) on the reliability of ESG ratings

MethodologyPurposeResearch question

On which basis are ESG ratings 
derived?

Are ESG ratings subject to significant 
biases?

Do ESG ratings provide material 
information leading to 
overperformance?

• Clarity on the rating processes

• Heterogeneity between agencies

• Identification of an effect of:
• Size
• Location
• Learning

• Testing components of ESG 
delivering overperformance

• Testing overall sustainability

Ø Qualitative analysis

Ø Case studies

Ø Panel regressions

Ø Multi-factors models

R
Q

1
R

Q
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R
Q
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Data Methodologies Results

Qualitative and quantitative results (1/3)

RQ1: On which basis are ESG ratings derived?

• Qualitative review and comparison 
of the processes

• Case studies analysis based on 
availability

Ø Different processes

Ø Different purposes

Ø Forward-Looking

Ø Current situation

Ø Alignment but with different 
strengths 

Ø Ratings should not be limited to their final scores

Ø Ratings can be complementarity

o Comparison of the processes and 
ratings of the following agencies:

+8,300

+11,000

+7,300

+8,400

+8,000

CoverageLoc.Agency
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Data Methodologies Results

Qualitative and quantitative results (2/3)

RQ2: Are ESG ratings subject to significant biases?

• Panel regressions

• Fixed-effects models

• Random-effects models

• Dynamics models

• Investigation of global and pillars 
scores

• Different specifications applied

Ø Statically significant fixed-effect 
models

Ø Economically meaningful but 
insignificant random-effects models

Ø Insignificant dynamics models

Ø Confirmation of a size effect

Ø Indication of a location and learning effect

o Refinitiv’s ratings on European and 
U.S. based firms

o Testing the influence of:

o Location (Baldini et al., 2018)

o Size (Drempetic et al., 2019) 

o Learning (Descriptive 
statistics)
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Data Methodologies Results

Qualitative and quantitative results (3/3)

RQ3: Do ESG ratings provide material information leading to overperformance?

• Multi-Factors models

• Fama-French 3 factors

• Fama-French Carhart 4 factors

• Fama-French 5 factors

• Enhanced strategy reflecting biases 
identified in RQ2

• Robustness specifications

Ø No overperformance associated 
even for the enhanced strategy

Ø Over exposition to the size risk 
factors

Ø Failure to replicate findings on ESG components                                                                              

Ø Best-In-Class strategy: risks of over exposition to one area or to large firms

o Refinitiv’s ratings on European and 
U.S. based firms

o Monthly returns of rated firms

Portfolios of high and low 
rated stocks 
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Are ESG ratings reliable?

Conclusions and implications (1/2)

ESG ratings are but not as simple as they look like

3

+ -

• Alignment between agencies from case studies

• Complementarity of ratings 

• Complementarity with financial information

• Specificities of methodologies 

• Lack of significant evolution and occurrence of issues

• Source of information: non-audited, private sources

• Presence of biases and over-exposition to risk factors

Ø Ratings should be used cautiously and not be limited to their final scores
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Conclusions and implications (2/2)

Implications and future outlooks

3

Agencies Investors Firms

o Towards more consensus?

o Impact of forthcoming 
regulations

o Consolidation

o Generalization of biases?

o Usage of ratings

o Complementary agencies?

o Integration of biases?

o Evolution of sustainable preferences

o Self-initiative

o Ideology: CSR

o Benefits: Reduced cost of 
capital

o Compliance

o Stricter rules

Ø Ratings will continue to gain strength in the financial area and theses key actors will have to adapt.
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Appendix

Descriptive statistics: Distribution in 2018
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Appendix

Descriptive statistics: number of ratings issued
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Appendix

Descriptive statistics: Distribution by ratings issued 
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Appendix

RQ1: Summary table
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Appendix

RQ2: Models
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Fixed-effects models

Random-effects models

Dynamics models
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Appendix

RQ2: Results
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Appendix

RQ3: Models
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Appendix

RQ3: Results ESGC (US – Fama French 3 Factors - 15Y)
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Appendix

RQ3: Results ESGC (US – 4 Factors - 15Y)
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Appendix

RQ3: Results ESGC (US – Fama French 5 Factors - 15Y)
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Appendix

RQ3: Factors conversions
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Glück et al., 2020
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Appendix

RQ3: Results ESGC (EU – Fama French 3 Factors - 15Y)
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Appendix

RQ3: Results ESGC (EU – 4 Factors - 15Y)
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Appendix

RQ3: Results ESGC (EU – Fama French 5 Factors - 15Y)
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