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How ESG supercharged a Shiller strategy
Combining smart beta with ESG filtering and carbon reduction techniques shown to enhance
returns.

Key Takeaways:
• Ossiam’s ESG Shiller
strategy (1) takes a
straightforward and
proven methodology and
adds to it a transparent,
comprehensible ESG
overlay.
•	Ossiam combined its
smart beta know-how and
ESG expertise to create
an ESG version of the
high-performing Shiller
Strategy(2), significantly
reducing the carbon
impact of the portfolio.
•	Over the long-term, the
Shiller Strategy has
proved its worth, and
over a shorter timeframe
the ESG overlay has
added considerable
value. That value, given
economic, social and
investment trends around
sustainability, could
persist.

The CAPE® ratio, developed by the Yale
economist professor Robert J. Shiller,
has proved its effectiveness beyond all
reasonable doubt.
US stocks returned a healthy 10.18% a
year(3) on average from 2002 to 2019, but
over the same period the Shiller strategy,
implementing this ratio, outperformed US
stocks by more than 3% a year.
Given this sizeable outperformance, some
investors might be willing to sacrifice
a small part of the upside for an ESGfriendly version of the strategy. But they
would not need to. The evidence to
date shows that a low carbon version
of the strategy has only increased the
outperformance.
So what is the Shiller strategy and how
does ESG integration impact its risk
profile and returns?

Constructing a sector-rotation
portfolio
Robert Shiller, who received the Nobel
Prize in Economics for its empirical
analysis of asset prices, is the architect
of the CAPE® (cyclically-adjusted price
to earnings) Ratio. This ratio, now widely
known as the Shiller P/E, is calculated
by dividing a market index price by the
average of the index’s earnings for the last
ten years, adjusted for inflation.

Tristan Perret, CFA

Co-Head of Investment
Management and Research
Ossiam

The relationship between the CAPE® ratio
and long-term returns from the stock
market is robust. In essence, if CAPE®
indicates that the market is expensive
long-term returns will tend to fall, and
vice-versa.
The Shiller Strategy, which serves as a
starting point for the Ossiam’s strategy,
has adapted this ratio to identify the five
most undervalued sectors in the S&P
500. Of these five, the one with the lowest
momentum over the last twelve months
is removed to avoid a potential value
trap (whereby a cheap sector just keeps
getting cheaper). The index then equally
weights the four remaining undervalued
sectors and rebalances them monthly.
The strategy is very easy to understand
which is why investors like it,” says
Tristan Perret, co-head of investment
management and research at Ossiam, the
smart beta specialist affiliate of Natixis
Investment Managers. “What you get is
a sector rotation strategy based on a
valuation metric, which is very different
from traditional value strategies.”

(1) the Ossiam’s ESG Shiller Barclays CAPE US Sector Value
(2) the Shiller Barclays CAPE US Sector Value
(3) as represented by the S&P 500 NTR
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What you also get is returns of more than
13% a year on average over nearly two
decades.

ESG overlay increases
performance
Given investor demand for ESG
investments, Ossiam decided to combine
its smart beta know-how and its ESG
expertise to create an ESG version of its
successful Shiller Strategy. The aim was
to significantly reduce the carbon footprint
of the portfolio.
Two discrete components feed into the
ESG version of the strategy. The first
component takes the sector selections
from the Shiller Strategy and removes
stocks which are categorised as
“controversial”. Typical exclusions relate
to controversial weapons, tobacco or
thermal coal. It also removes stocks
that are in breach of one of the Ten
Principles of the UN Global Compact,
which commits signatories to implement
universal sustainability principles. In
the utility sector, companies which
derive more than 20% of their electricity
production from thermal coal are also
removed. Finally, it removes companies
that undergo severe controversies (such
as environmental incidents or governance
incidents like corruption or money
laundering).
So the first component excludes a
number of companies and therefore
reduces the size of each sector. The
second component takes these reducedsized sectors and optimises them to
reduce carbon footprint. “We have set
an ambitious goal of a 40% reduction in
total greenhouse gas emissions, carbon
intensity and potential emission from
reserves,” says Perret.

The two-step process has had a
remarkable impact on the performance
of the strategy. Whereas the US equity
version of the Shiller Strategy already
outperformed the S&P 500 by more than
1% last year, the ESG integration added a
further 6% to returns. The first component,
which excludes controversial companies,
added around 2% of performance, while
the optimisation to improve the carbon
footprint of the portfolio explains the
remaining 4% of outperformance.

Was ESG outperformance in 2020
an anomaly?
Let it be said that 2020 was an unusual
year. Buoyed by stay-at-home-stocks,
ESG themes surged and outperformance
by the two components of Ossiam’s
ESG Shiller Strategy was continuous
throughout the year.
The outperformance of the tech sector
was accelerated in Ossiam’s ESG Shiller
Strategy by the exclusion policy, which
removed stocks such as Alphabet and
overweighted Netflix, Adobe and Twitter,
all even more impressive performers.
The optimisation component came
through strong too, by excluding high
carbon emitting companies such
as airlines, which suffered from the
economic impact of the pandemic.
The big question is: will the ESG overlay
continue to outperform in “normal”
markets?
“The crisis made the outperformance
of ESG more extreme,” says Perret.
“But there are longer-horizon trends
that ESG strategies should continue to
benefit from.” These include excluding
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or underweighting oil stocks, as the
oil industry starts to see significant
write-downs of the value of reserves.
“Those write-downs have long been
predicted by low carbon approaches,”
says Perret.
Taking into consideration climate change
will be a leading indicator of portfolio
outperformance in the future, he believes.
“You don’t know when and you don’t know
how and exactly by how much, but the
trend is entrenched and ESG will likely add
substantial value.”
And even if ESG is not always a source
of alpha in every period, it will likely be
a source of protection versus downside
risk, protecting portfolios from drawdown
as unsustainable corporate practices are
punished by regulators and investors.

The value of simplicity
Just occasionally an investment strategy
is simple to understand, simple to invest
in and also outperforms. Ossiam’s ESG
Shiller Strategy takes a straightforward
and proven methodology and adds to it a
transparent, comprehensible ESG overlay.
Over the long-term, the Shiller Strategy
has proved its worth, and over a shorter
timeframe the ESG overlay has added
considerable value. That value, given
economic, social and investment trends
around ESG, could persist.

Written in May 2021
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ADDITIONAL NOTES

This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when
required by local regulation, only at their written request. This material must not be used with Retail Investors.
In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a
Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered
under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment
Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy.
Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée,
7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered office: Stadsplateau 7,
3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office).
Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España. Serrano n°90, 6th Floor, 28006, Madrid, Spain.
Belgium: Natixis Investment Managers S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium.
In France: Provided by Natixis Investment Managers International – a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial
Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738.
Registered office: 43 avenue Pierre Mendès France, 75013 Paris. In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl,
Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich. In the British Isles: Provided by Natixis Investment
Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK
Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as described as follows: in the United
Kingdom: this material is intended to be communicated to and/or directed at investment professionals and professional investors only; in Ireland: this material is intended
to be communicated to and/or directed at professional investors only; in Guernsey: this material is intended to be communicated to and/or directed at only financial services
providers which hold a license from the Guernsey Financial Services Commission; in Jersey: this material is intended to be communicated to and/or directed at professional
investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at only financial services providers which hold a license from the Isle of
Man Financial Services Authority or insurers authorised under section 8 of the Insurance Act 2008. In the DIFC: Provided in and from the DIFC financial district by Natixis
Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or services are only available to persons who have sufficient
financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties as defined by the
DFSA. No other Person should act upon this material. Registered office: Unit L10-02, Level 10 ,ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United Arab Emirates
In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No.425. Content of
Business: The Company conducts investment management business, investment advisory and agency business and Type II Financial Instruments Business as a Financial
Instruments Business Operator. In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting
Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065,
Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel. +886 2 8789 2788.In Singapore: Provided by Natixis Investment Managers Singapore Limited (company
registration no. 199801044D) to distributors and institutional investors for informational purposes only. In Hong Kong: Provided by Natixis Investment Managers Hong
Kong Limited to institutional/ corporate professional investors only. In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289)
(AFSL No. 246830) and is intended for the general information of financial advisers and wholesale clients only . In New Zealand: This document is intended for the general
information of New Zealand wholesale investors only and does not constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct
Act 2013 (FMCA) and is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis Investment
Managers Australia Pty Limited is not a registered financial service provider in New Zealand.In Latin America: Provided by Natixis Investment Managers S.A. In Uruguay:
Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar
1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.
In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representación (Colombia) to professional clients for informational purposes only as permitted
under Decree 2555 of 2010. Any products, services or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a public
offering in Colombia and is addressed to less than 100 specifically identified investors. In Mexico Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated
financial entity, securities intermediary, or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with
the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to herein that require authorization
or license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not
represent a public offering of securities in Mexico, and therefore the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an
entity organized under the laws of France and is not authorized by or registered with the CNBV or any other Mexican authority. Any reference contained herein to “Investment
Managers” is made to Natixis Investment Managers and/or any of its investment management subsidiaries, which are also not authorized by or registered with the CNBV
or any other Mexican authority.
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment
management and distribution entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and
from the jurisdictions in which they are licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the
responsibility of each investment service provider to ensure that the offering or sale of fund shares or third party investment services to its clients complies with the relevant
national law.
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or
an offer to buy or to sell any security, or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment
carefully before investing. The analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as
of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire
as may be forecasted in this material. The analyses and opinions expressed by external third parties are independent and does not necessarily reflect those of Natixis
Investment Managers. Past performance information presented is not indicative of future performance.
Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the
accuracy, adequacy, or completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.
All amounts shown are expressed in USD unless otherwise indicated.
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