Global Markets Strategy

June 23, 2015

Flagship Report

ESG in Sector Strategy:
What's Material?

Source: ©peterzayda/Bigstock



How Much Does ESG Matter? — As equity investors struggle with the extent to which
ESG factors are relevant, we examine the issue from a quantitative perspective.



An ESG Materiality Matrix — For eight of the ten MSCI ACWI GICS we plot the
likelihood that a material sustainability issue will occur against the potential financial
impact of an ESG event.



Relative ESG Risks and Opportunities — The ESG Materiality Matrix can be used to
identify relative ESG risks or opportunities at the sector or industry level. In this
report, our focus is on relative ESG risks at the sector level.



Sector Overweights that Entail Relatively High ESG Risks — Overweights of the
Materials, Energy and Health Care sectors create relatively high ESG risks. For
Materials and Energy, environmental risks are foremost. In Health Care, the
sustainability issue with the greatest likelihood of having a material impact is “business
model and innovation” (e.g., product quality and safety).



A Relatively Less Risky Sector Overweight — In contrast to Materials, Energy and
Health Care, in the Information Technology sector there are a number of ESG issues
that could potentially be material, although it’s estimated their financial impact would
be less significant than in the other three sectors.
Figure 1: ESG Materiality Matrix for Eight MSCI GICS
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Executive Summary


While our prior investigations of the significance of certain ESG factors in
sector strategy yielded some interesting insights, they were somewhat
limited in scope. In this report, we attempt to more thoroughly identify
sustainability issues that are material for sector strategy.



The Sustainability Accounting Standards Board (SASB) has been steadily
creating sustainability accounting standards on an industry-by-industry basis
for the entire U.S. economy. SASB creates unique “Materiality Maps”™ for
dozens of industries. In these maps, sustainability issues are assigned scores
based primarily upon (i) evidence of interest and (ii) evidence of financial
impact.



Separately, RobecoSAM adopted a two-step approach to help identify the
financial materiality of sustainability issues in 59 different industries. In the
first step, the most important intangible factors were identified for each
industry. In the second step, the factors were prioritized according to
(i) their expected magnitude (i.e. degree of impact) and (ii) the likelihood of
their impact.



Leveraging the approaches of SASB and RobecoSAM, we create a
two dimensional materiality matrix for eight of the ten MSCI GICS. While our
“ESG Materiality Matrix” can be used to identify relative ESG risks or
opportunities at the sector or industry level, in this report our focus is on
relative ESG risks at the sector level.



The ESG Materiality Matrix reveals that overweights of the Materials, Energy
and Health Care sectors create relatively high ESG risks. For Materials and
Energy, environmental risks are foremost. In Health Care, the sustainability
issue with the greatest likelihood of having a material impact is “business
model and innovation” (e.g., product quality and safety).



In contrast to Materials, Energy and Health Care, in the Information
Technology sector there are a number of ESG issues that could potentially be
material, although it’s estimated their financial impact would be less
significant than in the other three sectors. Consequently, an overweight of
the Information Technology sector would seem less risky from an ESG
perspective than an overweight of the Materials, Energy or Health Care
sectors.
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Important Disclosures:
Erika Karp, CEO of Cornerstone Capital Inc., is a member of the Board of Directors of the Sustainability Accounting Standards Board.
Michael Baldinger, CEO of RobecoSAM, is a member of the Board of Directors of Cornerstone Capital Inc.

Cornerstone Capital Inc. doing business as Cornerstone Capital Group (“Cornerstone”) is a Delaware corporation with headquarters in New York,
NY. The Cornerstone Flagship Report (“Report”) is a service mark of Cornerstone Capital Inc. All other marks referenced are the property of their
respective owners. The Report is licensed for use by named individual Authorized Users, and may not be reproduced, distributed, forwarded,
posted, published, transmitted, uploaded or otherwise made available to others for commercial purposes, including to individuals within an
Institutional Subscriber without written authorization from Cornerstone.
The views expressed herein are the views of the individual authors and may not reflect the views of Cornerstone or any institution with which an
author is affiliated. Such authors do not have any actual, implied or apparent authority to act on behalf of any issuer mentioned in this
publication. This publication does not take into account the investment objectives, financial situation, restrictions, particular needs or financial,
legal or tax situation of any particular person and should not be viewed as addressing the recipients’ particular investment needs. Recipients
should consider the information contained in this publication as only a single factor in making an investment decision and should not rely solely
on investment recommendations contained herein, if any, as a substitution for the exercise of independent judgment of the merits and risks of
investments. This is not an offer or solicitation for the purchase or sale of any security, investment, or other product and should not be construed
as such. References to specific securities and issuers are for illustrative purposes only and are not intended to be, and should not be interpreted
as recommendations to purchase or sell such securities. Investing in securities and other financial products entails certain risks, including the
possible loss of the entire principal amount invested. You should obtain advice from your tax, financial, legal, and other advisors and only make
investment decisions on the basis of your own objectives, experience, and resources. Information contained herein is current as of the date
appearing herein and has been obtained from sources believed to be reliable, but accuracy and completeness are not guaranteed and should
not be relied upon as such. Cornerstone has no duty to update the information contained herein, and the opinions, estimates, projections,
assessments and other views expressed in this publication (collectively “Statements”) may change without notice due to many factors including
but not limited to fluctuating market conditions and economic factors. The Statements contained herein are based on a number of assumptions.
Cornerstone makes no representations as to the reasonableness of such assumptions or the likelihood that such assumptions will coincide with
actual events and this information should not be relied upon for that purpose. Changes in such assumptions could produce materially different
results. Past performance is not a guarantee or indication of future results, and no representation or warranty, express or implied, is made
regarding future performance of any security mentioned in this publication. Cornerstone accepts no liability for any loss (whether direct, indirect
or consequential) occasioned to any person acting or refraining from action
as a result of any material contained in or derived from this
publication, except to the extent (but only to the extent) that such liability may not be waived, modified or limited under applicable law. This
publication may provide addresses of, or contain hyperlinks to, Internet websites. Cornerstone has not reviewed the linked Internet website of any
third party and takes no responsibility for the contents thereof. Each such address or hyperlink is provided for your convenience and information,
and the content of linked third party websites is not in any way incorporated herein. Recipients who choose to access such third-party websites or
follow such hyperlinks do so at their own risk.
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