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About the speaker

Zoltán Nagy joined MSCI in October 2008

He has worked in Equity Research since then:
▪ Index methodologies, factor indexes

▪ Applied research for equity factor models

▪ ESG integration into equity portfolios

He is based in Budapest, Hungary.
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Introducing MSCI ESG Research
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1 Source: MSCI ESG Research as of March 2019. Includes full time 

employees, employees of foreign affiliates providing investment advisory 

services to MSCI ESG Research LLC, and global allocated staff 

performing non-investment advisory tasks.
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How to integrate ESG into indexes

4Source: MSCI Inc. 2020
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MSCI ESG Index construction approaches

5Source: MSCI Inc. 2020

Trade-off: ESG integration versus tracking error and turnover
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MSCI Indexes during the COVID-19 market crisis

6Source: MSCI Inc. 2020

Relative performance from 31 December 2019 to 31 May 2020
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MSCI Indexes during the COVID-19 market crises

7Source: MSCI Inc. 2020 Attribution is done with a global equity factor model with an ESG factor (GEMLT ESG model)

Active return attribution from 31 December 2019 to 31 May 2020
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The foundations of ESG investing: 
How ESG affects equity valuation, risk, and performance1

8

We identified three fundamental channels from ESG to financial value.  
Higher ESG profile was associated with: 

1. Higher 
profitability

2. Lower tail risk
3. Lower 

systematic risk

CASH FLOW CHANNEL:

Gross profitability of 

ESG quintiles

STOCK-SPECIFIC RISK CHANNEL:

Large drawdown frequency of top vs. 

bottom ESG quintile

VALUATION CHANNEL:

Systematic volatility of 

ESG quintiles

Universe: MSCI World, time period from January 2007 to May 2017; quintiles based on size-adjusted ESG scores. 

The Journal of Portfolio Management July 2019, 45 (5) 69-83; DOI: https://doi.org/10.3905/jpm.2019.45.5.069
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MSCI Climate Index construction approaches
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Source: MSCI. Gradient fills denote indexes using optimization techniques.
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Climate strategies during the COVID-19 crises
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• MSCI Research shows 
that green stocks 
outperformed brown 
ones over the past few 
months, a trend even 
more pronounced over 
the past few weeks. 

• MSCI Climate Indexes 
are designed to shift 
from brown to green by 
underweighting 
companies exposed to 
carbon stranded assets 
and overweighting 
companies providing 
green solution Green defined as: companies with 50% or more revenues from environmentally friendly products or services (alternative energy, energy 

efficiency, green building, pollution prevention, or sustainable water). These companies are mostly in the Industrials, Utilities, Technology 

and Real Estate sectors. 

Brown defined as: companies with 50% or more revenues from thermal coal mining, generation of power from fossil fuels (thermal coal, 

liquid fuel, natural gas) and/ or extraction and production of conventional and unconventional oil & gas. These companies are mostly in the 

Energy and Utilities sectors.

• Source: IEA: https://www.eia.gov/outlooks/steo/marketreview/crude.php

• More details: MSCI - The Green to Brown premium

https://www.eia.gov/outlooks/steo/marketreview/crude.php
https://www.linkedin.com/pulse/green-brown-premium-remy-briand/
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Research on ESG and performance
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ESG and the cost of capital Has ESG affected stock 

performance?

Foundations of ESG Investing: How ESG 

Affects Equity Valuation, Risk and 

Performance

Looking inside ESG indexes Understanding MSCI ESG Indexes Integrating ESG into factor 

portfolios
Corporate-bond performance 

by factors and ESG

MSCI ESG Indexes during the 

coronavirus crisis

https://www.msci.com/www/blog-posts/esg-and-the-cost-of-capital/01726513589
https://www.msci.com/www/blog-posts/has-esg-affected-stock/0794561659
https://www.msci.com/esg-foundations
https://www.msci.com/www/blog-posts/looking-inside-esg-indexes/01571812183
https://www.msci.com/www/research-paper/understanding-msci-esg-indexes/01525548808
https://www.msci.com/www/blog-posts/integrating-esg-into-factor/0523543282
https://www.msci.com/www/blog-posts/corporate-bond-performance-by/01771274418
https://www.msci.com/www/blog-posts/msci-esg-indexes-during-the/01781235361
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Research on ESG and performance
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ESG INTEGRATION IN ACTIVE, FACTOR AND PASSIVE PORTFOLIOS

4

Integrating ESG 
into Factor 
Strategies and 
Active 

Integrating ESG 
into Benchmarks 

2

MSCI ESG Research Insights Academic publications by MSCI

Giese, G., L.-E. Lee, D. Melas, Z. Nagy and L. Nishikawa. 
“Foundations of ESG Investing: How ESG Affects Equity Valuation, 
Risk and Performance.” Journal of Portfolio Management, 
forthcoming July 2019.

Giese, G., L.-E. Lee, D. Melas, Z. Nagy and L. Nishikawa. 
“Performance and Risk Analysis of Index-Based ESG Portfolios.“
The Journal of Index Investing Spring 2019, 9 (4), pp. 46-57.

Nagy, Z., A. Kassam and L. Lee. “Can ESG Add Alpha? An 
Analysis of ESG Tilt and Momentum Strategies.”  Journal of 
Investing, Vol. 25, No. 2, pp. 113-124.

Integrating ESG 
into Passive 
Institutional 
Portfolios

3

How ESG Affects 
Equity Valuation, 
Risk and 
Performance 

1
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MSCI is a leading provider of critical decision support tools and services for the global 

investment community. With over 45 years of expertise in research, data and 

technology, we power better investment decisions by enabling clients to understand 

and analyze key drivers of risk and return and confidently build more effective 

portfolios. We create industry-leading research-enhanced solutions that clients use to 

gain insight into and improve transparency across the investment process. To learn 

more, please visit www.msci.com. 

13

About MSCI

http://www.msci.com/
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AMERICAS EUROPE, MIDDLE EAST 

& AFRICA
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Americas +1 888 588 4567 * Cape Town + 27 21 673 0100 China North 10800 852 1032 *

Atlanta + 1 404 551 3212 Frankfurt + 49 69 133 859 00 China South 10800 152 1032 *

Boston + 1 617 532 0920 Geneva + 41 22 817 9777 Hong Kong + 852 2844 9333

Chicago + 1 312 675 0545 London + 44 20 7618 2222 Mumbai + 91 22 6784 9160

Monterrey + 52 81 1253 4020 Milan + 39 02 5849 0415 Seoul 00798 8521 3392 *

New York + 1 212 804 3901 Paris 0800 91 59 17 * Singapore 800 852 3749 *

San Francisco  + 1 415 836 8800 Sydney + 61 2 9033 9333

São Paulo + 55 11 3706 1360 Taipei 008 0112 7513 *

Toronto + 1 416 628 1007 Thailand 0018 0015 6207 7181 *

Tokyo +81 3 5290 1555

* = toll free

msci.com

clientservice@msci.com

The process for submitting a formal index complaint can be found on the index regulation page of MSCI’s website at: https://www.msci.com/index-regulation.

https://www.msci.com/index-regulation
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Notice and disclaimer
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This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of MSCI Inc. or its subsidiaries (collectively, “MSCI”), or MSCI’s licensors, direct or indirect suppliers or any third 

party involved in making or compiling any Information (collectively, with MSCI, the “Information Providers”) and is provided for informational purposes only.  The Information may not be modified, reverse-engineered, reproduced or redisseminated in whole or in part without 

prior written permission from MSCI. 

The Information may not be used to create derivative works or to verify or correct other data or information.   For example (but without limitation), the Information may not be used to create indexes, databases, risk models, analytics, software, or in connection with the 

issuing, offering, sponsoring, managing or marketing of any securities, portfolios, financial products or other investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the Information or any other MSCI data, information, products or services.  
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None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any trading strategy. 

It is not possible to invest directly in an index.  Exposure to an asset class or trading strategy or other category represented by an index is only available through third party investable instruments (if any) based on that index.   MSCI does not issue, sponsor, endorse, 

market, offer, review or otherwise express any opinion regarding any fund, ETF, derivative or other security, investment, financial product or trading strategy that is based on, linked to or seeks to provide an investment return related to the performance of any MSCI index 

(collectively, “Index Linked Investments”). MSCI makes no assurance that any Index Linked Investments will accurately track index performance or provide positive investment returns.  MSCI Inc. is not an investment adviser or fiduciary and MSCI makes no representation 

regarding the advisability of investing in any Index Linked Investments.

Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, but does not manage actual assets. Index returns do not reflect payment of any sales charges or fees an investor may pay to purchase the 

securities underlying the index or Index Linked Investments. The imposition of these fees and charges would cause the performance of an Index Linked Investment to be different than the MSCI index performance.

The Information may contain back tested data.  Back-tested performance is not actual performance, but is hypothetical.  There are frequently material differences between back tested performance results and actual results subsequently achieved by any investment 

strategy.  

Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the relevant index methodologies. Accordingly, constituents in MSCI equity indexes may include MSCI Inc., clients of MSCI or 

suppliers to MSCI.  Inclusion of a security within an MSCI index is not a recommendation by MSCI to buy, sell, or hold such security, nor is it considered to be investment advice.
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