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An honest debate on ESG
Victor Van Hoorn

While labelling is important for investor protection, it won’t automatically enable
us to meet carbon neutrality objectives, says Victor Van Hoorn, Executive
Director of Eurosif, the pan-European SRI membership organisation.
If sustainable investments are to help solve challenges like climate change
and biodiversity loss, they need to be measurable in impact metrics relevant
to these challenges, so, should we be having a more robust debate about the
quality of the data needed for this?
Well, certainly, aligning investments with Paris doesn’t automatically mean solving climate
change. And we are, I think, focussing too much on greenwashing in the financial services
industry. It’s largely about protecting the consumer. The focus should rather be on: how do
we really reorientate capital?
Indeed, we made this realization in our paper, ‘The EU Taxonomy: fostering an honest
debate’. Yes, the green taxonomy can help people to identify investments that are aligned
with the 2050 objective of carbon neutrality. But when you look at what investments are
needed to reach that goal, many, particularly in Europe, just aren’t profitable in the current
policy environment of tax and subsidies – either for the companies that need to do it or
for the investors there to finance them.
So you can label what you like. And, at the individual level, the investor thinks that because
their portfolio is taxonomy aligned, they’re getting a green product that has robust data
behind it. But it doesn’t mean at the macro level that we’re necessarily any closer to
actually reducing emissions or re-engineering entire parts of the economy to move to
a more low carbon business model. Hedging or protecting yourself as an investor from
climate risk is not the same as society solving climate change.
The number one priority for investing is to generate adequate returns to meet investment
goals. If low carbon investments are profitable, all the better. But the fact is that many are
not, and public policy needs to find ways of de-risking these investments and changing the
incentives so that we get the right pricing in the market. So, while labelling is important for
investor protection, it doesn’t necessarily enable us to automatically reach those carbon
neutrality objectives.
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“There’s a philosophical question
as to whether we will ever have
accurate and precise data or
whether… we’ll all have to continue
to make judgment calls based on
imperfect information.”
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Should we be focusing more
on ‘enabling’ ESG and impact
then, rather than indulging in our
obsession in financial services
for measurement and ‘labelling’
of things?
There has certainly been a lot of focus on
measuring things. For me, it is because
an increasing larger part of asset
management strategy these days is to try
to find ways to automate processes to
keep costs down. It’s about focusing on
replicating data or getting more accurate
data, then having some success with it
and saying ‘good job’.
The reality is that all sustainability
issues are extremely complex. So there’s
a philosophical question as to whether
we will ever have accurate and precise
data or whether the modus operandi is
going to be that we’ll all have to continue
to make judgment calls based on
imperfect information.
We should be asking whether the data
is going to tell us anything meaningful.
Today, everyone is looking at portfolio
scoring, for example. But there’s a bit of
the carbon emissions that we still don’t
measure accurately – the so-called
‘Scope 3’, which is basically the value
chains of companies. And as long as you
haven’t solved that, any kind of tool that
you’re trying to build is going to harbour
the same imperfection.
We made this point recently in our
response to the TCFD consultation. We
said, yes, indicators are important, but
what is perhaps more important is to
understand the use investors are making
of this information. If they are automating
a process by saying, ‘I’m not going to
invest in any company that doesn’t have
this or that score’, and therefore making
it a binary choice, I’m not sure that there’s
a very good idea or will lead to the right
kind of transition in the economy to reach
our climate goals. If they are using that
information as part of many data inputs
to make a judgment call on whether it is
a good investment case or not, that’s a
different thing. But it’s complex and time
consuming, and it’s not easy to automate.
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Ultimately, whereas I think a lot of
people are used to financial information,
which tends to be backward looking and
historical, with sustainability information,
what’s really relevant is that you have to
make a forecast. Particularly with climate
change, you have to make a forecast
about three to four decades into the
future. It’s not realistic for people to think
that you might have the perfect answers
for that. Nobody knows the future, so
while we can make estimates, forecasts
and scenarios, it’s important to recognise
that it’s all they are.

“People are used to financial
information, which tends to be
backward looking and historical,
but with sustainability information…
particularly with climate change, you
have to make a forecast about three
to four decades into the future.”
How would you describe the
principle of ‘double materiality’ as it
relates to SFDR?
It’s one of the key questions for the
future in terms of the role of the financial
industry. The debate on whether ESG
issues can have a financial material
impact on your investments and the
company you invest in has largely been
put to bed. Particularly if you are an
investor taking a slightly longer-term
horizon, the likelihood of ESG risks
emerging to impact your portfolio are
likely to be significant. So you have to do
something about that.
But financial materiality has limits – as
long as something is not material, you
don’t necessarily care about it or report
on it, and it’s therefore somewhat less
relevant. The idea of ‘double materiality’
is that, as well as financial materiality,
companies also tend to have an impact
on the environment and society in which
they operate. Companies create some
positive externalities, but they are mostly
negative externalities that are not priced in
– such as more greenhouse gases in the

atmosphere or economic activities that
are destroying biodiversity. And as long as
those negative externalities are not priced
in, you are not going to discover them or
understand them by using only financial
materiality in your approach.
However, if your starting point is double
materiality, then you may make a genuine
attempt at first understanding the
externalities. Then it’s a question of what
the market does with that information. We
believe the more information you have,
and the more transparency, the better it
allows different marketplaces to make
different decisions.

Are disclosure rules clear and
workable enough to deliver
that transparency?
No, disclosure rules aren’t currently
clear and workable enough. We know,
ultimately, that it’s not the information
of the investors themselves but of the
companies they invest in that really
matters. And we know there are questions
around the quality of the data and that
the data is not always comparable, or that
a lot of it might be self-reported or not
subject to robust enough scrutiny.
Then there is the question around whether
some of those companies you invest
in will be outside Europe and therefore
might have different political ambitions
or different interpretations of what a
robust framework looks like. Around 60%
of money in European investment funds
is invested outside Europe, potentially
in companies located in jurisdictions
where they may not have similar views
or similar frameworks in place to get the
information. So the underlying data from
companies is one of the missing links and
that’s probably where a lot of work still
needs to be done.
However, SFDR is the first time that
people are trying to expand this concept
of double materiality to the asset
management industry. The legislation
focuses on sustainability risks and tries to
understand what we call principle adverse
impacts – what are asset managers
actually doing in terms of impact? How
do they measure impact? Then, once they
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measure it, how well are they doing to
mitigate their negative impacts or address
some of the issues?
We’re only at the beginning of this
journey. So it’s not only a question of
data availability, but it’s a question of the
indicators proposed and understanding
how we measure certain things. And I
think a lot more work still needs to be
done to refine the indicators, make sure
they measure the right things and do
not carry unforeseen consequences
with them.

What might some of those
unforeseen consequences look like?
Well, if we take climate indicators, SFDR
asks for asset managers to disclose
their carbon footprint, but the problem
with a carbon footprint is that it has an

inherent bias towards certain sectors
of the economy. If you are singlehandedly focused on reducing your
carbon footprint, traditionally, you’re
going to disinvest from energy utilities
and manufacturing and you’re going to
favour pharma, technology and services
industries. But the fact is, even in 2050,
manufacturing is still likely to have a
higher carbon footprint than tech.
The better questions to ask if we want
to understand this – like, how does
the carbon footprint from a company
compare to that of its peers in the same
industry? How does the carbon footprint
of that company compare to different
climate scenarios in different transition
pathways of certain industries? Is that
company on the right trajectory or is it
overshooting its emissions?

Therefore, with simple metrics like
carbon footprint, you have to be very
careful that they don’t give the wrong
incentives to investors. It’s not necessarily
what you measure, but how investors use
this information.

“It’s not only a question of data
availability, but it’s a question of the
indicators proposed… And I think a
lot more work still needs to be done
to refine the indicators, make sure
they measure the right things and do
not carry unforeseen consequences
with them.”
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About this interview
Natixis Investment Managers is designed to be diverse. We often seek outside perspectives to gain true diversity of thought. Our
interpretation of ESG is informed through collaboration – with organisations like the PRI, but also with industry experts and academics
from outside asset management. To that end, this interview is part of our series of insights that seek to find more nuanced perspectives
on sustainable investing and to cut through the noise in ESG. We’re taking a closer look at how ideas like blended finance, policy influence
and shareholder engagement are becoming key instruments in enabling investors to have a meaningful impact in sustainable investment.
So we’ve interviewed those individuals who we consider important voices and leading thinkers in this area in a bid to explore a better way
forward in ESG.
Victor Van Hoorn is not affiliated with Natixis Investment Managers and is independently responsible for the information, expressed views
and opinions he provided in this article.
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