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ESG Macro Outlook 2021

ESG related issues become more relevant in financial decision making

Europe Marches 

Forward

European Green Deal

2021 – new regulation kicking in

European Central Bank fully committed

UK: COP 26 puts climate on top of agenda

US Onboard Biden administration acting aggressively in favour of ESG

Emerging Markets 

(EM)

China started to make commitments

EM will receive greater attention on ESG issues

Asia Singapore changing tone



Our Commitment to ESG
Extends across all our businesses and regions

Governance

• Board independence for Audit, Compensation and Corp Governance Committees

• 30% of State Street Board composition are women

• Data protection and IT resilience, including identity and access management, data loss 

prevention and cyber operations

Social

• CEO Diversity Pledge signed in 2017, aims to rally the business community to facilitate 

difficult conversations, expand unconscious bias trainings and share best practices

• Dedicated council to support and advance diversity and inclusion for employees, with 

business unit specific goals

• Our supply chain has environmental certification and policies covering equal 

opportunity, child or forced labor and health and safety

1 As of 31 December 2020

Source: State Street Global Advisors, State Street Corporation 

• >$464B1 in ESG AUM, offering ESG investment 

strategies since 1985

• ESG metrics are integrated into all our 

investment decisions and investment process 

across all asset classes

• Using our voice and vote to drive impact on 

long-term governance and sustainability issues

• PRI Signatory since 2012

PRI Assessment 2020 

(FY2019)
Strategy & Governance A+

Listed Equity Incorporation A

Listed Equity Active Ownership A+

Fixed Income — SSA (Sovereign) B

Fixed Income — Corp. Financial B

Fixed Income — Corp. Non-Financial B

Environmental

• Set short & long-term goals, including:

• Aligned with the UN Global Compact and engaged with industry and 

community partners to further climate initiatives

Greenhouse gas emissions 

reduced by 1/3

Reduced water usage 

by 21%

Diverted 90% of waste from 

landfills



ESG Data Platform

Offering clients access to best-in-class ESG data providers 

General ESG

Climate/Carbon

Governance

Real Assets

Business Involvement/
Screening Capabilities
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Challenges to Building Sustainable 

Capital Markets

1. Risk/Return

• Debate about whether 
ESG is aligned with 
fiduciary responsibility 

2. Standardization

• Lack of industry focus 

and consensus on which 

ESG data is financial 

materiality

3. Data

• Concerns around 

quality & coverage of 

ESG data

• Reliance on third party 

ESG data providers with 

opaque methodologies 

that don’t correlate 

with one another

4. Company Action

• Companies unsure how to 
manage ESG and which 
issues matter to investors

• As a result, lack of 
standardized ESG 
disclosure

Source: State Street Global Advisors



Climate Targets

The “Net Zero Debate”
Asset owners join companies and governments to reach net zero 

Driven by regulation and changing sentiment, companies and 

investors are aligning to the low-carbon transition

Discussions around climate scenario planning will be a reoccurring 

topic during conversations on climate change and  regulation will be 

an important catalyst 

But question marks exist around methodology selection as well as 

reliability of data

Many investors will take the first steps and explore possibilities to 

reduce the carbon footprint associated with asset pools



How to Meet the Climate Challenge?

Source: State Street Global Advisors.

Reduce exposure to carbon 
intensity & Fossil fuel 
reserves

Tracking error target

Reduce exposure to worse than 
average carbon emission, fossil fuel 
assets (Carbon Reserves) & Brown 
Revenues

Increase exposure to Companies 
generating revenues from low 
carbon opportunities (Green 
Revenues) 

Resiliency (Adaptation)

Worst Polluters

Fossil Fuel Reserves

Coal

Screen Out Net Carbon Reduction Mitigation & Adaptation

Approach 1 Approach 2 Approach 3

Off-the-Shelf or Bespoke Pooled & 

Segregated Solutions

Low-Carbon Bond Solutions

Low-Carbon Equity Solutions 
Sustainable Climate Strategy



Mitigation and Adaptation via

Science-Led Results

Green Revenues

Brown Revenues

+300

-90

%

%

Embedded Fossil Fuel Reserves -90%

Adaptation Score Improvement

Carbon Emission Intensity 

Minimization

Representative Concentration 

Pathways RCP2.6*

A climate model representative of a 

scenario that aims to keep global 

warming likely below 2°C above pre-

industrial temperatures

*Representative Concentration Pathways (RCPs) describe four different 21st century pathways of greenhouse gas (GHG) emissions and atmospheric concentrations, air pollutant emissions and land use. 

Numbers shown are for the World exposure. Source: State Street Global Advisors.



ESG Data Challenge…

the “quest” continues…

Aggregate Confusion:

The Divergence of ESG Ratings, Rigbon et al, MIT, 2020

ESG Rating Correlation



Financial Materiality Matters

→ R-Factor

1 Serafeim, Khan et al. “Corporate Performance: First Evidence of Materiality.” HBR 2017

Source: State Street Global Advisors

Scores based on what 

matters most for business: 

the ESG issues that have 

been shown to contribute to 

long-term sustainable 

returns1

Gives companies a 

roadmap to improve their 

ESG performance and 

score, supported by 

investors representing 

$33T in assets

Powered by multiple data 

sources to minimize the bias 

of any one data provider and 

provide coverage of more 

companies 

Helps build sustainable 

capital markets by 

incentivizing companies to 

enhance ESG disclosure for 

all investors

Financial Materiality

(SASB)

Commonly Accepted, 

Transparent 

Frameworks

Multiple Data Sources Strong Stewardship



Tracking Error = Tracking Error?

• Re-evaluating ESG-related tracking error

• Tracking error tells us how big performance differences are between the fund strategy and its 

underlying benchmark or holdings, not whether they are positive or negative

• Deviations from standard benchmarks become inevitable when ESG considerations are included in 

index methodologies 

− For example, investors looking to align their portfolios to the Paris Agreement goals by including 

portfolio climate targets must accept tracking error deviations as a necessity

• Investors will rethink tracking error budgets against standard benchmarks, in light of ESG integration 

considerations

• Instead of focusing solely on TE the next gen investors will put more effort into understanding the effect 

of socially responsible investing on portfolio performance

. 



Divest or Engage? 

As ESG data improves investors will be able to make more nuanced decisions 

But company disclosure needs to improve dramatically (SASB, TCFD)

• When a company fails to meet ESG expectations, should investors divest or engage?

• Where do investors draw the line?

• This is particularly important in the context of:

- the “Universal Owner” principle 

- Certain industries with high carbon exposure, like energy

→ Better and more nuanced data will lead to better decision making



Effective ESG risk 

management

Our Stewardship Vision

As a long-term, significant shareholder with a global focus, we believe that companies that 

successfully embrace ESG principles are those that have strong, effective, independent boards

and incorporate environmental and social sustainability into their long-term strategies.

1 (TCFD) Task Force on Climate-related Financial Disclosures. Source: State Street Global Advisors Asset Stewardship Team

Strong, effective, independent 

boards of directors
Incorporating sustainability 

into long-term strategy

• Board culture

• Board leadership

• Board refreshment

• Board diversity

• Board response to activism

• Shareholder rights

• Corporate governance principles

• R-FactorTM

• Climate change disclosure

• Pay strategies

• Environmental management 

• Incorporation of TCFD1

principles

• Corporate Culture

• Focused on generating 

long-term sustainable 

value 



Conclusion

ESG Outlook

Europe marches forward; 

US, China and emerging 

markets onboard.

Reaching Net Zero

Asset owners join companies 

and governments to reach 

net zero.

Re-evaluating TE

Rethink tracking error (TE) 

budgets against standard 

benchmarks, in light of ESG 

integration considerations.

Engage or Divest: The 

Debate Intensifies

When a company fails to meet 

ESG expectations, should 

investors divest or engage? 

ESG Data. Ever 

Improving

With increasing quality and 

availability of ESG data, comes 

more specialization. But 

improvements in company 

disclosure needed. 
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Ireland: State Street Global Advisors Ireland Limited is regulated by the Central Bank of Ireland. Registered office address 78 Sir John Rogerson’s Quay, Dublin 2. Registered number 145221.
T: +353 (0)1 776 3000. Fax: +353 (0)1 776 3300. Web: ssga.com. 

This communication is directed at professional clients (this includes eligible counterparties as defined by the (Central Bank of Ireland (CBI)) who are deemed both knowledgeable and experienced in 
matters relating to investments. The products and services to which this communication relates are only available to such persons and persons of any other description (including retail clients) should 
not rely on this communication.

The views expressed in this material are the views of State Street Global Advisors ESG Investment Strategy Team through the period March 17, 2021, and are subject to change based on market and 
other conditions. This document contains certain statements that may be deemed forward-looking statements. Please note that any such statements are not guarantees of any future performance and 
actual results or developments may differ materially from those projected. The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third 
parties without State Street Global Advisors’ express written consent.

The trademarks and service marks referenced herein are the property of their respective owners. Third party data providers make no warranties or representations of any kind relating to the accuracy, 
completeness or timeliness of the data and have no liability for damages of any kind relating to the use of such data. 

Investing involves risk including the risk of loss of principal. Past performance is no guarantee of future results.

The information contained in this communication is not a research recommendation or ‘investment research’ and is classified as a ‘Marketing Communication’ in accordance with the 
Markets in Financial Instruments Directive (2014/65/EU) or applicable Swiss regulation. This means that this marketing communication (a) has not been prepared in accordance with 
legal requirements designed to promote the independence of investment research (b) is not subject to any prohibition on dealing ahead of the dissemination of investment research. 

The information provided does not constitute investment advice as such term is defined under the Markets in Financial Instruments Directive (2014/65/EU) and it should not be relied on as such. It 
should not be considered a solicitation to buy or an offer to sell any investment. It does not take into account any investor's or potential investor’s particular investment objectives, strategies, tax status, 
risk appetite or investment horizon. If you require investment advice you should consult your tax and financial or other professional advisor. All information is from SSGA unless otherwise noted and 
has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the current accuracy, reliability or completeness of, nor liability 
for, decisions based on such information and it should not be relied on as such.  

The returns on a portfolio of securities which exclude companies that do not meet the portfolio's specified ESG criteria may trail the returns on a portfolio of securities which include such companies. A 
portfolio's ESG criteria may result in the portfolio investing in industry sectors or securities which underperform the market as a whole.
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