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Measuring ESG
PRI growth 2006-2021,
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Over $121 Trillion in Assets Under Management and 3,826 signatories.
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Measuring ESG Investing
Sustainable Investing in the United States, US SIF Foundation

Roughly $17 Trillion as of 2020 according to US SIF

Sustainable Investing in the United States 1995-2022
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NOTE: Assets under management in 2022 represent US SIF’'s new modified
methodology.



Measuring ESG Investing
Sustainable Fund Flow and Assets, Morningstar: Sustainable Fund U.S. Landscape Report

According to Morningstar, $286 billion as of 2022
Sustainable Fund Flows Relative to Overall Fund Flows
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Source: Morningstar Direct. Data as of Dec. 31, 2022. Includes sustainable funds as defined in Sustainable Funds U.S. Landscape Report, February 2023



Measuring ESG Investing
CFAI: ESG and Responsible Institutional Investing Round the World

Sustainable investing comes in many forms, which creates difficulties when measuring.
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Paper Questions

How do we correctly capture the total amount of ESG investing?

The paper asks three related questions:
1. Can we correctly capture the total amount of ESG investing?
2. What are the time-series and cross-sectional patterns of this ESG-related investing?

3. How much do institutions’ portfolio choices relate to their characteristics?



Green Tilts — What Does This Paper Do?

Big Picture of This Measure

How can we use institutional holdings data to infer their tilts in portfolios?

1. Compute the difference in conditional expectations for each security for each institution

A,;n = E[win|G, C] — F [wm|Go, C ]
A, > 0suggests that the investor would be shorting the stock absent ESG considerations.
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Big Picture of This Measure

How can we use institutional holdings data to infer their tilts in portfolios?

1. Compute the difference in conditional expectations for each security for each institution

A,;n = E[win|G, C] — F [wm|Go, C ]
A, > 0suggests that the investor would be shorting the stock absent ESG considerations.

2. Using A;,, can measure the Tilt of each institution

Presents method that controls for both ESG and non-ESG characteristics
Institutional level tilt — T; = 12N |A,|.

n=1

Industry level tilt — T = L—-SN_| A4, T;.

3. Further separates the tilts into green/brown and intensive/extensive tilts

Extensive measure (which stocks are held), and intensive measure (weights on stocks held).
Design directional tilt measures that separate “green” investment behavior from “brown”
Use directional tilts to measure the green minus brown (GMB) tilt for each institution



Summary of Key Results

1. Develop a novel approach to measure ESG-related portfolio tilts

Extensive- and intensive-margin tilts
Decomposition of green and brown tilts
Provide an estimation approach to map methodology to data

2. Theindustry’s ESG-related tilts

ESG-related tilts have been relatively flat over the past decade
Scaled by active share, see a large rise along the intensive margin

3. Study which institutes are greener

Green tilts for E, S, G, and composite have grown, brown tilts have been flat
Industry’s green tilt occurs primarily via the intensive margin

Non-13F institutions generally have had a negative tilt

Larger institutions have had larger tilts

PRI institutes tend to tilt greener after signatory



Perspective on the Paper
Why Does This Paper Matter?

Greenwashing Concerns:

® Academic Considerations

Gibson et al. (2022), Kim and Yoon (2023), Liang, Sun and Theo (2022), Dikolli et al. (2022), Li et al. (2023), Michaely et al. (2023)
Lowry et al. (2023), Dumitrescu Javier Gil-Bazo Zhou (2023) ...

® Regulatory Concerns

European Union legislation — Sustainable Finance Disclosure Regulation (SFDR)
SEC proposed a change to the Fund “Names Rules” — requiring funds using ESG-related names to invest at least 80%

Intuitive and Flexible Framework:

® Provides a novel and flexible decomposition of tilts

Doesn't rely on labels, but instead on holding data
Accounts for the fact that ESG and non-ESG characteristics can be correlated

>> Focus on the measurement of tilts, what it does tell us, and what it doesn’t (yet)



Comment 1 — Industry Versus Fund Level Analysis

Disentangling Intensive Versus Extensive Measure

>> ESG tilts are driven by the intensive margin and not the extensive margin

Panel A: Intensive margin Panel B: Extensive margin
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Comment 1 — Industry Versus Fund Level Analysis

Disentangling Intensive Versus Extensive Measure

What do the intensive and extensive tilt measures capture?

Let's consider two institutions:
® Institution1—T; = 3% Tynt = 1%, and
® Institution2 —T; = 3%, Tint = 5%, and

® Remember — T; < Ti™ + Tg*t

Q7: What do we conclude when observing the tilts for Institution 1 and Institution 2?
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Comment 1 — Industry Versus Fund Level Analysis

Disentangling Intensive Versus Extensive Measure

What do the intensive and extensive tilt measures capture?

Let's consider two institutions:
® Institution1—T; = 3% Tynt = 1%, and
® Institution2 —T; = 3%, Tint = 5%, and

® Remember — T; < Ti™t 4+ Tg*t

Q7: What do we conclude when observing the tilts for Institution 1 and Institution 2?

Let's now consider how institutions achieved these values:
® Institution1—7; = 3% Tyt = 1%, and

Fund A - Excluded brown stocks, but didn't overweight green stocks
Aggregate — Would likely show that the tilt increasing

® Institution2 — T, = 3%, Tin: =5%, and
Fund B - Excluded brown stocks, but didn't overweight green stocks

Fund C - No change, high weight of green assets, also holds brown stocks
Aggregate — Would likely show the intensive margin increases, but extensive not changing

Q2: What do we conclude when observing the tilts for Institution 1 and Institution 2?




Comment 1 — Industry Versus Fund Level Analysis

Disentangling Intensive Versus Extensive Measure

Can the paper more cleanly separate the tilts by institutions?

Suggestion 1: Expand the analysis at the fund level

® Fund-level analysis would likely suggest that more firms are being excluded

® These results provide more insight into how 13F are investing capital

Suggestion 2: Subset the analysis to the ESG Funds to understand their contribution

® Likely ESG funds would produce very different measures of intensive/extensive tilts — this is interesting!

® [t would be interesting to find the set of institutions and the subset of ESG funds that are similar



Comment 2 — What do Tilts Measure

Engagement and Voting
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Comment 2 — What do Tilts Measure

Engagement and Voting
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Comment 2 — What do Tilts Measure

Engagement and Voting

Research

‘Wall Street
Walk’

See: Kirmse (2023)
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Comment 2 — What do Tilts Measure

Engagement and Voting

See: Kirmse (2023)
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Comment 2 — What do Tilts Measure

Engagement and Voting

Most shareholder votes tend to fail, but there is increasing support
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Comment 2 — What do Tilts Measure

Engagement and Voting

"BlackRock’s approach to climate-related risk, and the opportunities presented by the energy transition, is based on our
fundamental role as a fiduciary to our clients.”

BlackRock

BlackRock Investment Stewardship

Climate Focus Universe




Comment 2 — What do Tilts Measure
Engagement and Voting

Can the paper use or control voting to learn more about how institutes invest?

Suggestion 1: Exclude universal owners or the big three from the sample?

® The results are influenced by the asset managers, who have resources for engagement.

® To the extent they engage 'brown’ firms, this would understate how ‘green’ they are.

Suggestion 2: Study if tilts relate to ESG stance on shareholder proposals

® There is significant heterogeneity in voting at the institutional level

® Interesting to see if we you can infer preference by holdings in other assets



Comment 3 — What is Driving These Trends?

The Role of Active Share and Indexes

Panel A: Total, intensive, and extensive ESQ tilis
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The Role of Active Share and Indexes

Panel A: Total, intensive, and extensive ESQ tilis

|

Tilt
04

02

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Date

Panel Az AUM-weighted average

4

Active Share

35

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Date



Comment 3 — What is Driving These Trends?

The Role of Active Share and Indexes

Pancl A: Total, intensive, and extensive ESC tilts
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Comment 3 — What is Driving These Trends?

The Role of Active Share and Indexes
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>> Why do ESG tilts represent a growing fraction of all portfolio tilts?



Comment 3 — What is Driving These Trends?

The Role of Active Share and Indexes

ESG Scores of All Mutual Funds Using Active Weight Measure (See Doshi et al. (2015))
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Comment 3 — What is Driving These Trends?

The Role of Active Share and Indexes

ESG Scores of ESG Mutual Funds Using Active Weight Measure (See Doshi et al. (2015))
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Comment 3 — What is Driving These Trends?

The Role of Active Share and Indexes

Can the paper better disentangle why ESG tilts represent a growing fraction of all portfolio tilts?

Suggestion 1: Consider the index they are facing

® The paper uses the market portfolio as the benchmark for investing, which is very appealing, but unsure if it captures the true opportunity
set each manager faces

® |f aninstitution offers ESG products, they will likely be benchmarked to ESG indexes, not the market



Excited for this paper!

Important contribution studying how institutions allocate capital towards green/brown firms

® Paper is intuitive, interesting, important, carefully executed

® Provides an easy-to-implement method of measuring ESG exposure of institutions.

® Important, especially against the backdrop of climate-related risk, and investments in energy transition

® New line of research into understanding why certain institutions are greener



