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The World of ESG
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How ESG differs from Sustainability
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The Different “Lens” of Sustainable Investing

• Exclusions

─ No Tobacco

─ No Coal

• Labels

─ i.e. Green Bonds

• Ratings

─ Scoring of different entities

• Alignments

─ Paris Agreement

─ Sustainable Development Goals - SDG
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Exclusions
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•A rule which bans a company’s security from 
being included in a portfolio due to that 
company’s involvement in some business 
activity that is viewed as unethical, detrimental 
to society, or violating some cultural norm. 
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Exclusions:  Examples 
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1. Legacy Sin Stocks
• Tobacco, Weapons, Alcohol, Gambling  -- 4.3% of the US Corp Index

2. Fossil Fuels
• Oil & Gas , Coal, Arctic Drilling, Oil Sands, Shale -- 18% of the US Corp Index

3. Interesting but Not Impactful 
• Inhumane Weapons, Whale Meat, Dam Height Restrictions -- 0% of the US Corp Index
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Exclusions:  Question 
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Which Utility Company is more environmentally friendly?

A. Company A:  50% of revenues from coal but plans to reduce it to 0% in the next 10 years

B. Company B: 25% of revenues from coal but no plans to get rid of it anytime soon
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Labels
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Labels
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Which Company’s bond do you think is more deserving 
of a ‘Social’ label?
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ESG Ratings
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Ratings: Game Directions
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• 3 Rounds with 3 Companies and 3 ESG Risk buckets  

• Rank the 3 Companies in order from least ESG risk to most ESG risk as defined by Sustainalytics

• Self-Scoring Point System
• One point for each box correct

• 9 total points possible
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Round #1
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Round #1:  Answers & Explanations
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1. ESG Ratings are not judgements about the ‘goodness’ 
of a company…..

…but rather indicators of how sensitive a company’s 
value is to material ESG factors 
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What ESG Risk Ratings Measure? 
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YES NO

How ESG Factors affect the MV$ of 

the company
Does not really take into consideration 

how company actions affect stakeholders

ESG Factors Externalities

Water Scarcity

Carbon Regulations

Data Privacy

Board 

Independence

CO2

Employee 

Turnover

Company Company

Environment Suppliers

Employees Consumers

Communities
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Round #2
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Round #2: Answers & Explanations
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2. ESG Ratings are made up of numerous and varied 
pieces of information distilled into one metric
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ESG Risk Factors
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• Source: Sustainalytics
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Sampling of ESG Risk Factors
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• Source: Sustainalytics

Environment

▪ Green House Gas Emissions

▪ Hazardous Waste Management

▪ Fleet Age~

Governance

▪ Independence of the Board

▪ Tax Disclosures

▪ Clinical Trial Standards~

Social

▪ Human Rights in the Supply Chain

▪ Data Privacy Controversies 

▪ Employee Fatalities~
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ESG Risk Ratings: Sector Ranking
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• Source: Sustainalytics; ICE

Low - Medium

Medium - High
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ESG Risk Ratings: Factor Attribution
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• Source: Sustainalytics; ICE



Proprietary & Confidential    |    ©2023 New England Asset Management, Inc.   | 

ESG Risk Ratings: Factor Attribution
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• Source: Sustainalytics; ICE
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ESG Risk Ratings: Factor Attribution
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• Source: Sustainalytics; ICE
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Tesla:  Good on the ‘E’ Pillar
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Tesla:  Not as good with the ‘S’ Pillar
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Tesla:  …or the ‘G’ Pillar
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Case Study: BP – Deepwater Horizon Oil Spill
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OSHA Citations from Jun 2007 to Feb 2010
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• Source: PRI Academy
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Round #3
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Round #3: Answers & Explanations
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3.ESG Ratings are subjective
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ESG Risk Ratings: Energy Example
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• Source: NEAM, Sustainalytics, MSCI, Moodys, S&P

R² = 0.35
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ESG Risk Ratings: Healthcare Example
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• Source: NEAM, Sustainalytics, MSCI, Moodys, S&P

R² = 0.06
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Alignments
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• Paris Agreement
• 2015 international treaty on climate change to keep the rise in mean 

global temperature below 2° C pre-industrial levels

• Sustainable Development Goals (SDG)
• An interconnected set of objectives promoting the peace and prosperity 

of people and plant. 
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Alignments
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• UN Global Compact

• Paris Agreement

• Sustainable Development Goals (SDG)

• Source: UN



Proprietary & Confidential    |    ©2023 New England Asset Management, Inc.   | 

How ESG differs from Sustainability
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Alignments
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Alignments
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Review & Conclusions
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1. ESG <> Sustainability

2. Exclusions are blunt instruments

3. Look beyond the Label 

4. Ratings – Data intensive, subjective and not a measure of 

‘goodness’ but risk 

5. Maybe your idea of ESG is really SDG?
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Trophy Ceremony 
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US Corporate Index Breakdown
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Source: ICE, Sustainalytics, Bloomberg, NEAM Analytics  as of 3/31/23
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