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ESG and market segmentation
As part of our longstanding academic collaboration with Université

market by 2023 and, like Volkswagen, expects BEVs to make up

Clermont Auvergne, in 2012 we became a founding partner of the

50% of its revenue by 20304. Were investors to refine their analysis

university’s “Value & CSR” Research Chair. We recently attended

of the situation, they would necessarily find themselves taking a

a one-day scientific conference at which the work conducted in

more nuanced view.

2020 was presented. One of the papers presented was entitled
Unpleasant Arithmetic of Socially Responsible Investment1, a
theoretical analysis based on modern portfolio theory that aims to
model the impact of socially responsible investors on financial
assets. The authors show that the presence of ethical investors
leads to partially segmented markets and an under-pricing of
those firms perceived as unethical in ESG terms as compared to
other firms.

To dwell for a moment on the question of global warming, the
International Energy Agency reports that five sectors (fossil fuel
extraction, electricity production, transport, steel and cement)
account for 75% of direct greenhouse gas emissions worldwide. A
simplistic approach might lead an investor to rule out all five of
these sectors without distinction, to ensure a very low carbon
footprint for its portfolio. This is not the approach we have adopted,
as it would involve ruling out sectors that are essential both to the

This theoretical work is to some extent echoed by our analysis of

economy and, paradoxically, to the production of renewable

current market valuations. On the one hand, we find stocks or

energy: there is no way wind turbines can be manufactured and

sectors that are significantly undervalued because they fail to meet

installed without using steel and cement, for example.

the ESG criteria preferred by some investors and, on the other,
bubbles forming around certain themes or companies trading at
sky-high valuations, utterly unconnected to any economic reality,
solely because they are perceived as ethical in ESG terms.

As portfolio managers, we must obviously draw a distinction
between those companies that can and are willing to adapt and
those that either cannot or are unwilling to do so, such as the coal
and tobacco industries. As a responsible investor, however, it is

A large number of investors demonstrate palpable mistrust of

also our role to support those companies prepared to adapt and

many firms considered, rightly or wrongly, as unethical in ESG

transform through energy transition. Indeed, this is the very

terms. The energy sector is the perfect illustration. The current

essence of our engagement with companies through the exercise

under-pricing of the oil & gas majors is largely due to a number of

of voting rights and also through the interviews, approaching 500 in

investors turning away from the sector on the grounds of its

number, that we carry out every year. It is in this same spirit that

contribution to greenhouse gas emissions. This reasoning, we

we have joined forces with other investors in engaging collectively

believe, is false in that it fails to take into account a fundamental

with HeidelbergCement as part of the Climate Action 100+

factor: the adaptability of the companies concerned. If there is one

initiative. Evidencing growing awareness of climate issues, the

sector particularly concerned with transforming its business model,

group recently undertook to reduce its greenhouse gas emissions

that sector is energy. Europe’s oil & gas majors have embarked on

per tonne of cement produced by 33% by 2030, with the aim of

energy transition with ambitious investment plans that will radically

achieving carbon neutrality by 2050. HeidelbergCement has thus

alter their profiles. Total, one of the first in the sector to invest in

become the first cement manufacturer to have its strategy

renewables, is aiming for renewable energy production capacity of

approved by the Science Based Target initiative as in alignment

35GW by 2025 and 100GW by 2030, making it a world leader in

with the 2°C warming target set by the Paris Agreement.

the field2. In contrast, wind turbine specialist Orsted is riding high
on a valuation premium that reflects an expanding bubble rather
than any solid economic reality. Industry offers plenty of other
examples: take the market capitalisation of Tesla, ten times
greater than that of an established auto manufacturer like BMW
yet with only a third of BMW’s revenues3. As we see it, this reflects

This approach is part of a longer-term process that often involves
casting aside short-term fads. Instead, it involves encouraging
issuers to pursue improvements over time across all ESG themes
and thereby achieve real, lasting positive impacts.
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Pre-selection

A COMPREHENSIVE AND
INTEGRATED MANAGEMENT
PROCESS

Reduction of the investment universe in line with 3
successive criteria:

•
•

RESPONSIBLE VALUE INVESTING

•
Pre-selection

Elimination of companies falling within the scope of our
exclusion policy.
Elimination of companies with the lowest ratings under the
Best-in-Class/Best Efforts ESG rating produced using our
proprietary methodology or which have been the subject of a
major controversy.
Selection of securities that are discounted vis-à-vis their
industrial value by using for each sector the same valuation
criteria as used for the sector's companies recorded in our
proprietary database of past transactions.

Evaluation
Catalysts

Evaluation

Managing positions

Calculation of industrial value, analysis of the balance
sheet
strength,
consideration
of
extra-financial
controversies followed by meeting with management.

•
•
•

A

•

A 360° analysis of the company taking into account three
aspects: extra-financial analysis, financial analysis, balance
sheet analysis.
Meeting with management regarding these 3 aspects.
Choosing an appropriate valuation ratio for each type of
business.
Evaluation of ESG risks and opportunities.

Identification of catalysts
Anticipation of changes in market status for the
security selected , likely to reduce any undervaluation
relative to their industrial value.

•

Identifying financial or extra-financial catalysts,
controversies or changes in extra-financial ratings

new

Entry

•
•

Entry based on a collegial decision and weighting of
each security according to its discount and catalysts.
Portfolio with stocks discounted against their industrial value, with
strong balance sheet and ESG qualities.
Concentrated portfolios with 30 to 40 stocks.

Exit
Strict sell discipline.

•
•
•
•

When the valuation target is reached.
When identified catalysts do not materialise.
In the event of a sharp downgrade in extra-financial ratings.
In the event of significant controversy.
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