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Introduction to ESG
Definitions
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Sustainable and Responsible Investing is the systematic consideration of Environmental, Social 
and Governance (ESG) issues when analyzing companies and making investment decisions
Sustainable investing covers many different kind of approaches

Exclusion 
of companies 

involved 
in controversial 

activities
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tobacco)

NORMS-
BASED 
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Selection 
of companies 

according 
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international 
conventions 

(e.g. UN Global 
Compact)

ENGAGEMENT

Private dialogue 
with companies, 

proxy voting, 
shareholder 
activism, etc.
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CLASS 
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Selection 
of the best ESG 

companies 
in their sector

THEMATIC 
INVESTING

Selection 
of the best 
companies 
according 

to a specific ESG 
theme 

(e.g. low carbon)

IMPACT
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Targeted 
investments
in companies/
projects aiming 

to generate ESG 
benefits

(e.g. microfinance) 
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ESG factors into 

investment 
decisions 
(e.g. PRI)

NEGATIVE
SCREENING 
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Advanced (15%)

Runner-up (5%)

In line (15%)

Below average (20%)

High Risk (30%)

Not compliant with UN Global Compact

Other controversial activities

Controversial weapons 

Candriam SRI Funds
Selection of 50% of 

companies per sector IndexIQ ETFs
Selection of 70% of 

companies per sector 

Introduction to ESG
Broad and flexible SRI offering
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Diversification

ESG score

Best-in-Class analysis 
Ranking of companies by sustainability
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Smart Beta vs Market-Cap investing
Characteristics of Market-Cap weighted indices
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Large Cap concentration Overweight expensive stocks

Sources: MSCI, Bloomberg. MSCI World as at end of July 2018.
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European credits

Sources: ICE BofAML, Bloomberg. ICE BofAML Euro Government 
index as at the end of July 2018.

European government bonds

0%
10%
20%
30%
40%
50%

1 = High
Debt/ GDP

2 3 4 5 = Low
Debt/ GDP

W
ei

gh
t

Gross Debt/ GDP quintile
Sources: ICE BofAML, Bloomberg. ICE BofAML Euro Corporate index 
as at the end of July 2018.

Materials Comms
Consumer 

disc.

Consumer 
staples

Energy

Financials

Industrials

Technology

Utilities

0%
10%
20%
30%
40%
50%

40% 60% 80% 100%
W

ei
gh

t
Debt/ Total capital

Marketing document intended exclusively for Professional InvestorsDecember 2018December 2018



Smart Beta vs Market-Cap investing
Characteristics of Market-Cap weighted indices
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Smart Beta vs Market-Cap investing
Characteristics of Market-Cap weighted indices
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Smart Beta vs Market-Cap investing
Characteristics of Market-Cap weighted indices
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Investing in market-cap 
weighted indices 

=
Active decision
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Blending ESG with Smart Beta investing
Benefits of Smart Beta strategies
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Smart Beta strategies are suitable for both passive and active investors 
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Active Funds
Conviction that 

Active can 
beat Passive 

strategies

Passive 
Funds

• Efficient 
implementation
• Transparent
• Rules-based

Smart Beta strategies
Lower fees 

vs active funds

Higher transparency
vs active funds

More intuitive portfolio 
construction 

vs passive funds



Factor Return/ Risk

Minimum Volatility 0.63

Size 0.57

Momentum 0.53

Quality 0.51

Value 0.35

Market 0.35

Minimum
Volatility

Momentum

Value

Size

Quality

Market

0%

2%

4%

6%

8%

10%

12%

 0%  2%  4%  6%  8%  10%  12%  14%  16%  18%

A
nn

ua
lis

ed
 R

et
ur

n

Annualised Risk

Smart Beta vs Market-Cap investing
Style factor returns
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Sources: MSCI, Bloomberg. Data from 12/1998 up to and including 08/2018. MSCI World Net Total Return USD index, MSCI World Minimum Volatility 
Net Total Return USD index, MSCI World Momentum Net Total Return USD index., MSCI World Value Net Total Return USD index, MSCI World Small 
Cap Net Total Return USD index, MSCI World Quality Net Total Return USD Net Total Return index, MSCI World Diversified Multi-Factor USD Net 
Total Return Index.
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Smart Beta vs Market-Cap investing
Smart Beta has advantages 
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Smart Beta vs Market-Cap investing
Risk-Return profile
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Blending ESG with Smart Beta
Sustainable and Smart Beta Investing combined
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Positive ESG impact

Risk reduction 

Outperformance 
potential

Long investment 
horizon

More demand for SRI 
strategies

Risk-adjusted 
outperformance 

potential 

Long investment 
horizon (except 

momentum factor)

Smart Beta solutions 
are growing 

exponentially 

1) Higher risk-adjusted 
return potential…

2) while helping to build 
a better world…

3) meeting increased 
demand and awareness 

for Sustainable and 
Multi-Factor solutions

Sustainable Investing Smart Beta Investing

Case for Sustainable 
Smart Beta Investing
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Blending ESG with Smart Beta
Which style factors work well with ESG

ESG

Quality

Value

(Small)
SizeMomentum

Low-
Volatility

• ESG low, but positive
correlation with factor score

• ESG low, but positive
correlation with factor score

• ESG negative correlation with 
factor score

• ESG low, but negative
correlation with factor score

• ESG no correlation with 
factor score

ESG combined with Factors provide diversification benefits

High Positive 
Correlation

High Negative
Correlation
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Case study – Candriam IndexIQ Europe Equity
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Blending ESG with Smart Beta
Financial performance Candriam IndexIQ Europe Equity index
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01/2006 - 11/2018 Candriam IndexIQ Europe Equity index MSCI Europe index

Gross Return
Cumulative Total Return 119.0% 68.7%

Annualized Return 6.3% 4.2%
Risk

Tracking Error (ann.) 2.3%
Volatility (ann.) 14.8% 14.2%

Maximum Drawdown of Excess Return 5.9%
Beta 1.03

Ratios
Sharpe Ratio 0.43 0.29

Cumulative Performance 01/2006 – 11/2018

Sources: Bloomberg. Data as at 30.11.2018. Backtested data from 01/2006 to 12/2015, live data thereafter. Gross total return in Euro. 
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Blending ESG with Smart Beta
Characteristics IndexIQ Europe Equity ETF
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Portfolio characteristics Sector allocation

Country allocation

Source: Bloomberg. Holdings data as at 28.09.2018.
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Price/ Cash Flow 9.7 12.8
EV/ Sales 1.2 1.5

Profitability ROE 11.6% 12.3%

Volatility 12M SD (ann.) 9.9% 10.4%
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Blending ESG with Smart Beta
Active factor exposure IndexIQ Europe Equity ETF
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Factor exposures

Source: Bloomberg. Data as at 28.09.2018. IndexIQ Europe ETF vs MSCI Europe.
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Blending ESG with Smart Beta
Impact Indicators IndexIQ Europe Equity ETF
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176.5
253.8

IndexIQ Europe MSCI Europe

Carbon Footprint per EUR mn Revenues 
(tCO2e/EUR mn)

13,471
19,170

IndexIQ Europe MSCI Europe

Water Footprint per EUR mn Revenue 
(m3/EUR mn)

Sources: Candriam, Trucost, MSCI. Data as at 31.03.2018.

Carbon Intensity (Scope 1 and 2)
The carbon footprint measures the quantity of greenhouse
gas emissions in CO2 equivalent (CO2 eq.) generated by a
company or organisation's activities. The carbon footprint
can also be calculated for the investments making up a
portfolio.

-30%

Water Intensity
The water footprint aims to measure water consumption by
portfolio companies. Thus, by combining the different
companies’ water footprint, we determine the portfolio's
water footprint. Water is becoming an increasingly scarce
resource and companies have a responsibility to maximise
their efforts to reduce their consumption and use as much
recycled water as possible in their own production process.-30%
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Blending ESG with Smart Beta
Impact Indicators IndexIQ Europe Equity ETF
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%

H&S targets Labor
Agreement

Vote against
Pay

practices

UNGC

IndexIQ Europe MSCI Europe
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Sources: Candriam, Trucost, MSCI. Data as at 31.03.2018.

Coal: -28%
Nuclear: -39%
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Case study – Candriam IndexIQ Euro Corporate
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Blending ESG with Smart Beta
Financial performance Candriam IndexIQ Euro Corp index
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02/2006 - 11/2018 Candriam IndexIQ Euro Corp index ICE BofAML Euro Corp index

Gross Return
Cumulative Total Return 57.0% 58.7%

Annualized Return 3.6% 3.7%
Risk

Tracking Error (ann.) 0.8%
Volatility (ann.) 3.1% 3.5%

Maximum Drawdown of Excess Return 6.5%
Beta 0.87

Ratios
Sharpe Ratio 1.15 1.06

Cumulative Performance 02/2006 – 11/2018

Sources: Bloomberg. Data as at 30.11.2018. Backtested data from 01/2006 to 12/2015, live data thereafter. Gross total return in Euro. 
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Blending ESG with Smart Beta
Characteristics IndexIQ Euro Corporate ETF
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Portfolio characteristics Sector allocation

Country allocation

Source: Bloomberg. Holdings data as at 28.09.2018.

IQEC
ICE BofAML 
Euro Corp

Holdings # of bonds 268 2,894
Top 10 Holdings 9.1% 1.4%
Bond max. weight 1.39% 0.17%

General Coupon 1.7 2.0
Quality A- A-
Time to Maturity 5.8 7.5

Duration Modified Duration 4.1 5.1

Yield Yield to Maturity 0.89% 1.12%

Spread OAS (bps) 90.9 111.7

Volatility 12M SD (ann.) 1.2% 1.4%
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Blending ESG with Smart Beta
Impact Indicators IndexIQ Euro Corporate ETF
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Sources: Candriam, Trucost, MSCI. Data as at 31.03.2018.

Carbon Intensity (Scope 1 and 2)
The carbon footprint measures the quantity of greenhouse
gas emissions in CO2 equivalent (CO2 eq.) generated by a
company or organisation's activities. The carbon footprint
can also be calculated for the investments making up a
portfolio.

-52%

Water Intensity
The water footprint aims to measure water consumption by
portfolio companies. Thus, by combining the different
companies’ water footprint, we determine the portfolio's
water footprint. Water is becoming an increasingly scarce
resource and companies have a responsibility to maximise
their efforts to reduce their consumption and use as much
recycled water as possible in their own production process.-73%
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Blending ESG with Smart Beta
Impact Indicators IndexIQ Euro Corporate ETF
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Sources: Candriam, Trucost, MSCI. Data as at 31.03.2018.
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Conclusion
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Active Management
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« Passive Management »
Market Cap based
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investing

Factors and ESG combined in Fixed Income ETFs
Tailor-made sustainable investment solutions
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This document is provided for information purposes only, it does not constitute an offer to buy or sell financial instruments, nor does it represent an
investment recommendation or confirm any kind of transaction, except where expressly agreed. Although Candriam selects carefully the data and sources
within this document, errors or omissions cannot be excluded a priori. Candriam cannot be held liable for any direct or indirect losses as a result of the use of this
document. The intellectual property rights of Candriam must be respected at all times, contents of this document may not be reproduced without prior written
approval.

Warning: Past performances of a given financial instrument or index or an investment service, or simulations of past performances, or forecasts of future
performances are not reliable indicators of future performances. Gross performances may be impacted by commissions, fees and other expenses. Performances
expressed in a currency other than that of the investor's country of residence are subject to exchange rate fluctuations, with a negative or positive impact on gains. If
the present document refers to a specific tax treatment, such information depends on the individual situation of each investor and may change.

The present document does not constitute investment research as defined by Article 36, paragraph 1 of the Commission delegated regulation (EU) 2017/565.
Candriam stresses that this information has not been prepared in compliance with the legal provisions promoting independent investment research, and that it is not
subject to any restriction prohibiting the execution of transactions prior to the dissemination of investment research.

Candriam consistently recommends investors to consult via our website www.candriam.com the key information document, prospectus, and all other
relevant information prior to investing in one of our funds, including the net asset value (“NAV) of the funds. This information is available either in English or
in local languages for each country where the fund’s marketing is approved.

Specific information for Swiss investors: The appointed representative and paying agent in Switzerland is RBC Investors Services Bank S.A., Esch-sur-Alzette,
Zürich branch, Bleicherweg 7, CH-8027 Zurich. The prospectus, the key investor information, the articles of association or as applicable the management rules as
well as the annual and semi-annual reports, each in paper form, are made available free of charge at the representative and paying agent in Switzerland..
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www.candriam.com


