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Overview
Overview:
1. ESG ratings and carbon emissions
2. Drivers of ESG environmental scores
3. Key policy issues for consideration

The charts and graphs found in this presentation may be found at the following OECD publications:
OECD(2020), “Business and Finance Outlook: Sustainable and Resilient Finance.”
Boffo, R., C. Marshall and R. Patalano (2020), “ESG Investing: Environmental Pillar Scoring and Reporting”,
OECD Paris, www.oecd.org/finance/esg-investing-environmental-pillar-scoring-and-reporting.pdf.
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Motivation for the Analysis
 Institutional investors managing over $40 trillion of assets are now
employing forms of Environmental, Social and Governance (ESG) investing.
 From central banks to asset managers to local pension funds – investors
are increasingly using ESG integration for improved risk
management and long-term value, which includes attention to
environmental and social factors.

 The growing use of ESG to help green the financial system, draws
attention to the extent to which it helps lower the carbon footprint of
investments, now or in the future.
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ESG and E Pillar scoring – is there a common view?
• ESG scores across several major raters show low correlation, which suggests that metrics
and their weighting differ materially.
• The extent to which ESG and E pillar scores are correlated varies widely, from high to low,
depending on the provider.
ESG ratings for S&P 500 companies vary
depending on the ESG rating provider (2019)
Bloomberg-MSCI

MSCI-Refinitiv

ESG vs E Pillar Scores

Refinitiv-Bloomberg
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Note: The portfolios have been built using companies with an E pillar score. The stocks in the E pillar tilted portfolio have been weighted by the E pillar score (E pillar
score* Market Capitalization) and the result has been normalized at 100%. Source: Bloomberg, MSCI, Refinitiv, OECD calculations
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Higher environmental scores in ESG ratings appear not to be
aligned with low carbon emissions
• Two providers out of the three analysed show positive correlation between CO2 emissions and
the Environmental score, meaning that higher “E” scores can be linked to higher CO2 Emissions.
CO2 Emission by E pillar scores

E score (0-10)

CO2 Emission/ Revenues by E pillar scores

ESG score (0-10)
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Source: Bloomberg, MSCI, Refinitiv, OECD calculations
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Considering climate transition drivers of E pillar score
• Myriad factors other than carbon emissions/intensity contribute to Environmental pillar
scores.
• Some factors include “emissions reduction processes” and “environmental
innovations”, as well as climate change opportunities, all help contribute to E scoring.
Such scores represent trajectories toward climate transition, which is good.
• What is the review, audit, and verification process?
Emission Reduction Processes/Policy Emissions
Reduction by E pillar score

Environmental Innovation Score by E pillar scores
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Portfolios that tilt toward high environmental ratings can have
higher emissions than market-weighted portfolios
• Two providers out of the three ratings providers do not show reduction in carbon emissions
when applying the Environmental pillar score to a tilting investment strategy.
CO2 Emission by stylized portfolios, tilted by E pillar scores for three providers
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Source: Bloomberg, MSCI, Refinitiv, OECD calculations
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Provider 3
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ESG indices can have similar or higher emissions than non-ESG
parent indices
• In mainstream ESG indices, weighting of companies in the most polluting industries
remained roughly the same, and had the same or higher carbon emissions against the
comparable non-ESG index.
Estimated CO2 emissions comparison for S&P500 and STOXX600 indices, 2020
Weighted CO2 emissions (million tonnes)
Index

S&P500

S&P500 ESG

STOXX600

STOXX600 ESG
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Source: Refinitiv, S&P, STOXX, OECD calculations
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Drivers of portfolio weighting and results
• Exclusionary screening can removes companies in low carbon-intensive industries, thus
increasing the weight of higher carbon-intensive ones.
• Companies may be more likely to be excluded form the ESG index based on low
governance or social performance, rather than environmental factors.
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Source: Refinitiv, Stoxx, OECD calculations

Wide differences in environmental metrics and weightings
across providers
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Issues and policy implications
E pillar scores

 ESG scores are often fairly correlated
with E pillar scores.
 E scores are generally positively
correlated with carbon
emission, depending on the rating
provider.
 Funds and portfolios that use ESG or
E-pillar for tilting may (i) find higher
carbon footprint, and (ii) scores
driven by corporate plans for
emissions reduction and innovation.

Policy considerations

 Global set of core metrics for E
disclosure and assessment’; better
Scope 3 carbon disclosure.

 Ensure transparency of the
weighing of metrics on carbon
emissions, risk management and
transition plans.
 Align E also with priorities for
environmental materiality, with
verification of transition plans.
 Reduce E greenwashing through
clear labelling of strategies.
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