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Sustainable global equities: the final
frontier
Core ESG equity portfolios can outperform both ESG benchmarks and
financial indices.
Key Takeaways:
• Investors are increasingly
looking for their core global
equities portfolio to align
with their ESG beliefs. They
also want their equities to
outperform broad market
indices over the long term.
• Sustainability and economic
growth are converging so by
investing in long-term trends
that will drive the economy,
investors could both enhance
ESG in their portfolios and
receive market-beating
returns.
• Mirova has a three-pronged
approach to sustainable
global equities: investing
in companies which
provide solutions to global
ESG challenges; investee
companies must have good
ESG risk mitigation practices;
companies must have very
strong fundamentals to ride
market cycles.

Equity strategies which have
sustainability as their guiding principle
tend to reside in the corners of investor
portfolios. This means investors’ ESG
beliefs are rarely incorporated across
their whole portfolio.
Many investors are increasingly seeking
their entire equities portfolio to align
with their ESG needs. More than that,
they want ESG integration into their core
equities portfolio to help it outperform
broad market indices over the long term.
For ESG strategies to move to the
mainstream, companies in the core
portfolio should have three key
characteristics, according to Mirova,
a sustainability specialist: 1) the
company’s products present solutions to
global sustainability challenges; 2) it is
committed to managing ESG risks; 3) it
has demonstrably strong fundamentals,
enabling it to outperform financially.
Combining these characteristics in
portfolios requires specialist skills
and resources which few sustainable
investment firms possess. Jens Peers,
CEO of Mirova US, a sustainability
specialist investment firm, says: “In our
global sustainable equities strategy, we
seek outperformance by investing in
trends that are sustainably shaping the
world.”
And by creating ESG portfolios from
stocks worldwide, accessing the most
innovative and best-managed companies
across the globe, Mirova also provides
the diversification that investors demand
in their core equities portfolio.
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Tomorrow’s themes, today
By investing in long-term trends that will
drive the economy, investors can achieve
the twin aims of outperformance and
ESG integration in their portfolios.
“There are significant tailwinds behind
certain parts of the economy,” says Peers.
“We want to invest in companies and
sectors that will be more important in
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the future. We don’t merely construct our
portfolios around current benchmarks,
which would stop us seeking out the
winners of tomorrow.”
Mirova, an affiliate of Natixis Investment
Managers, has identified four long-term
trends, or themes, which it believes will
drive the economy in the coming years.
The first, demographics, focuses on the
ageing population but also urbanisation,
quality of life issues and the growth of
middle classes in emerging markets.
The second is technology, including
data proliferation, automation, artificial
intelligence and cloud computing. The
third is the environment, including the
transition to a low-carbon economy and
more efficient use of natural resources
such as water. The fourth is governance,
including innovation, fairness and new
infrastructure.

to achieving the SDGs. The middle tier
is “Neutral” which means some SDGs
are achieved, but the impact is low or
unquantified. The two lowest tiers are
“Risk” and “Negative”, where companies
are believed to not manage their ESG risks
adequately, or where a company’s actions
run contrary to the SDGs.
“As much as possible we want to be
exposed to positive and committed
companies,” says Cheng. Whereas around
a third of constituents of the MSCI World
index are rated “Positive” or “Committed”
to the SDGs, this rises to around 80%
of the companies in Mirova’s global
sustainable equities portfolios.

ESG Indicators
Breakdownby ESG

These themes are broadly in line with
the issues that investors read about and
face in their everyday lives. “We think it
is logical to build our global sustainable
equities portfolios around themes and
ideas that are close to people’s hearts,”
says Peers.

The starting place for Mirova’s ESG
assessment is the UN Sustainable
Development Goals (SDGs), which were
adopted by 193 countries in 2015. Mirova
looks for companies which actively
integrate SDG issues right across the
entire value chain from raw material
inputs to a product’s end-of-life.
Mirova has a five-tier rating mechanism
based on the SDGs. The two highest
ratings tiers are “Committed” and
“Positive”, where companies contribute
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Nuanced ESG analysis
Next, Mirova assesses the extent to
which companies measure and manage
their ESG risks. ESG analysis, ostensibly
assessing non-financial impacts, is a key
element in assessing financial risk. “We
believe there is a mismatch between
market valuations and valuations
that take into account sustainability
risks,” says Hua Cheng, co-manager of
Global Sustainable Equities at Mirova.
Examples of companies which have
underperformed in recent years because
of unrecognised ESG risks are almost too
many to mention.

Mirova’s strategy also measures
corporate carbon footprints and translate
these footprints to global warming
alignment. The strategy is designed
to be aligned with an economy which
would lead to a maximum 2oC global
temperature rise above pre-industrial
levels (as set out by COP 21 in 2015).
This compares with carbon emissions
for companies in the MSCI World index
which combined are projected to lead to
temperature rises of 3.7oC above preindustrial levels.

22,6%

20,2%

Representative account

5,5%
0,7%

Index

Share of positive and commited over time
100%

80%

60%

Representative account
40%

20%

Index
0%
May
2019

June
2019

Jul.
2019

Agust
2019

Sept.
2019

Oct.
2019

Nov.
2019

Dec.
2019

Jan.
2020

Feb.
2020

Mar.
2020

April.
2020

The ESG Opinion assesses whether the investment is compatible with the UN Sustainable Development Goals.
- Committed: Contributes very favorably to achieving the Sustainable Development Goals
- Positive: Contributes positively to achieving the Sustainable Development Goals
- Neutral: In line with some of the Sustainable Development Goals, but impacts are low or unquantified
- Risk: Hinders achievement of the Sustainable Development Goals
- Negative: Strongly opposes achievement of the Sustainable Development Goals
The guiding philosophy is publicly available on Mirova’s website: http://www.mirova.com/Content/Files/Mirova%20Research%20Philosophy.pdf
Source: Natixis Investment Managers (30/04/2020) – Representative account: Mirova Global Sustainable Equity Fund (I-EUR)
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indices and achieve higher positive
sustainability impact than those
indices too.

Carbon Indicators

Carbon Evaluation
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As important in an ESG strategy as
the investment themes and ESG
management, is the fundamental
business case. Fundamental analysis
underpins the selection of companies
that can deliver over the long term.
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In 2015, Mirova and Carbone 4 jointly developed a method which assesses carbon data in view of the specific
challenges facing a low carbon economy: Carbon Impact
Analytics (CIA). This method focuses on two main
indicators:
− «induced» emissions arising from the « lifecycle » of
a company’s activities, taking into account both direct
emissions and those of suppliers and products
− «avoided» emissions due to improvements in energy
efficiency or « green » solutions
Each company is first evaluated individually according to
an evaluation framework adapted to each sector. Since
energy producers, carbon-intensive sectors (energy,
industry, buildings, transportation, and agriculture), and
companies which produce low-carbon solutions have
especially significant climate impact potential, they
receive particular attention.
Then, each company’s individual carbon assessment is
aggregated at portfolio-level and reprocessed to avoid
double counting. Until the official report is issued and analyzed by Carbone4, Green Bond evaluations are based
on sector averages and the distribution of the use of
proceeds. Once aggregated, a portfolio’s coherence with
various climate scenarios can be calculated on a scale
from 2° to 6° C. For example:
− A 2°C portfolio is in line with the trajectory outlined by
international agreements, notably the 2015 Paris Accord,
to limit global warming to 2°C or less by 2100.
−A 6°C portfolio is in line with the continued growth
of greenhouse gas emissions, implying severe global
consequences due to climate change.
More information is available on Mirova’s website: http://
www.mirova.com/Content/Documents/Mirova/publications/va/studies/MIROVA_Study_Measure_Carbon_Impact_Methodology_EN.pdf
Source: Natixis Investment Managers (30/04/2020)
– Representative account: Mirova Global Sustainable
Equity Fund (I-EUR)

The product of Mirova’s global
sustainable equities strategy is a
portfolio of companies which have
a better ESG risk profile than broad

Fundamental analysis
underpins ownership mentality

Mirova’s team of analysts and portfolio
managers focuses closely on the
quality of management, meeting
companies at least once a year, testing
their vision and how they are executing
it. Financial analysis evaluates the
quality of strategic positioning, as
well as financial strength. Corporate
earnings are projected five to seven
years into the future using discounted
cashflows with the aim of finding
companies in which Mirova can be a
long-term shareholder.
“We have an ownership mentality, we
invest only in companies we really
believe in,” says Amber Fairbanks
co-manager of Mirova’s global
sustainable equities strategy.
“Higher-quality companies particularly
help our portfolios when there is
trouble in the markets.”

Portfolios contain some
surprising holdings
The three-pronged stock selection
process leads to a concentrated
portfolio of around 50 companies.
The portfolio includes companies
which may not be widely viewed as
sustainability champions.
Take Microsoft and Mastercard.
Both are at the heart of trends that
are reshaping the global economy,
including demographic changes, the
gig economy, big data, digital payments
and urbanisation.
“These holdings show that our process
is not black or white, like some other
ESG strategies,” says Fairbanks.
During the pandemic, Microsoft,
Mastercard and other technology
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companies have proved their worth,
helping to enable people to work
collaboratively and efficiently from safe,
home environments. They manage
ESG risks well too, becoming leaders
in data security and privacy, as well as
energy management. Microsoft has
even announced it will become carbonnegative by 2030, offsetting all its
carbon emissions since the company
was created in 1975. As large, liquid
stocks, these companies also sit well in
a core, global equities portfolio.
Other sectors with high weightings in
the Mirova global sustainable equities
portfolio include materials, healthcare
and utilities. Northern European
companies have a high representation
in the portfolio too. These countries
often have scarce natural resources
so have become adept at preserving
and enhancing them. This has the
secondary effect of making Northern
European economies innovative and
technology-driven, with additional
support from government and
regulators. Importantly, many of the
larger companies are family-controlled,
meaning they have longer-term
investment horizons which are better
aligned with sustainable values.
Financial companies are underrepresented in the portfolio because
many have complex risk exposures.
And few financial companies
are predominantly active in local
economies, helping communities and
delivering local jobs.
.

Outperformance in turbulent
times
The themes identified by Mirova
play out over multi-year periods, so
cashflow is discounted for five to seven
years for valuation purposes. Quarterly
performance numbers are virtually
ignored.
But investment performance is not
limited to the long term: companies
in Mirova’s global sustainable equities
strategy are expected to perform over
three-year periods. Since the inception
of the strategy in 2013, the portfolio
has outperformed the broader index,
putting it in the top decile among its
peers.
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The strategy is given a head start by the
practice of buying companies at a
20% discount to what the team believes
to be their intrinsic value. The strategy
performs well in most environments
although it underperformed in 2016 with
the election of Donald Trump
and the subsequent rerating of oil,
gas and coal stocks. But this was
more than offset in 2017, the
strategy’s best calendar year, when
economics reasserted themselves
and alternative energy assets,
in particular, rebounded.
The global sustainable equities strategy
has also performed well in turbulent
markets. “Because of our quality bias, we
tend to do well in big crisis moments,”
says Fairbanks. The strategy comfortably
outperformed the market in the first
quarter of 2020, for example. “One of the
reasons is we don’t hold fossil fuels or
financials which underperform in severe
market stress,” Fairbanks adds. The
strategy also avoids tourism, aviation and
transportation stocks.

1

On the other hand, it holds outsized
positions in healthcare, which is defensive
during downturns, and in technology
companies, which are cash-rich and
so resilient to downturns and credit
squeezes1.
.

Conclusion:
ESG moves to the core
A core ESG equities strategy can be seen
to generate superior financial performance
to the broad index, and much stronger
ESG performance.

For investors, this means ESG
investments no longer need to languish
in a dark corner of the portfolio, adding
only marginal gains to returns and to
sustainable impact. It is now possible to
make ESG investments the core of the
portfolio, doing social and environmental
good, reducing risks and, aiming for
outsized returns.

Written on 4 June 2020

This kind of strategy requires a range
of skills which reside only in investment
houses with specialist resources.
“We have got a long-term track record in
this kind of investing,” says Jens Peers. “As
a firm, our focus is purely on sustainable
investments. It’s our reason for being and
applies across all our assets.”

Past performances are not a reliable indicator and therefore do not anticipate future results.
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Additional Notes
The strategy is exposed to risk of capital loss, equity market risk, global investment risk, currency risk, risks linked to changes in laws and/or tax regimes, portfolio concentration
risk, risks linked to corporate capitalization size and to emerging markets.
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, Louizalaan 120 Avenue Louise, 1000 Brussel/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: Office 23, Level 15, The Gate Building,
East Wing, 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 discretionary asset management business and investment advisory and agency
business as a Financial Instruments Business Operator. Registered address: 1-4-5, Roppongi, Minato-ku, Tokyo. 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 2018 FSC SICE No. 024, Tel. +886 2 8789 2788. In Singapore: Provided
by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and institutional investors for informational purposes only. Natixis Investment
Managers Singapore is a division of Ostrum Asset Management Asia Limited (company registration no. 199801044D). Registered address of Natixis Investment Managers
Singapore: 5 Shenton Way, #22-05 UIC Building, Singapore 068808. 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. 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.

MIROVA US

MIROVA

Natixis Investment Managers

888 Boylston Street, Boston, MA 02199; Tel 857-305-6333
Mirova US is a U.S.- based investment advisor that is a
wholly owned affiliate of Mirova. Mirova is operated in the
U.S. through Mirova US. Mirova US and Mirova entered
into an agreement whereby Mirova provides Mirova US
investment and research expertise, which Mirova US then
combines with its own expertise when providing advice to
clients.

Affiliate of Natixis Investment Managers
French Public Limited liability company
Share Capital: €8,813,860
Regulated by the Autorité des Marchés
Financiers (AMF) under n° GP 02014.
RCS Paris n° 394 648 216
59 avenue Pierre Mendès France
www.mirova.com

RCS Paris 453 952 681
Share Capital: €178 251 690
43 avenue Pierre Mendès France
75013 Paris
www.im.natixis.com
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