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Gekko? A washed-up shark. Investment 
nowadays is responsible. 

 

ESG PRINCIPLES 
CREATE STOCK 
MARKET VALUE: FIVE 
YEARS OF EUR0ST0XX 
600 X-RAYED IN A 
STUDY BY BANOR SIM, 
HARVARD AND 
POLITECNICO DI 
MILANO 

Do you remember Gordon Gekko? Of course you do – the bad guy in Wall 
Street, played by Michael Douglas. “Greed, for lack of a better word, is 
good. Greed is right…”. And so on. Charming, isn’t it? 

Actually, no. And it’s ancient history. That 1987 film became a cult 
success between it was a snapshot of an era and celebrated that era’s 
negative heroes. But it’s a good candidate for the waxworks museum. For 
some years now – fortunately, and partly aided and abetted by the global 
financial crisis of 2008-09 – the air in the international stock exchanges, 
starting with Wall Street and then spreading in a virtuous wave to Europe 
– is becoming a bit less tainted. People no longer take it for granted that 
greed pays. In fact the opposite is true. What’s really starting to pay 
nowadays is also, and above all, doing the right thing. 

An exclusive study developed by Banor SIM along with Politecnico di 
Milano and the Harvard Business School examined all EUROSTOXX 600 
securities in the period 2012-2017. The study found that companies with 
a high score for environmental, social and governance (ESG) criteria 
outperformed the market by nearly three percentage points a year (18 
points in all!). In other words, doing the right thing – you might even call 
it “being good” – pays. Poor Gordon Gekko will be turning in his celluloid 
grave.  

Massimiliano Cagliero is founder and CEO of Banor SIM, a company which 
manages about 8 billion in assets from its London and Milan offices and 
has always focused on investments based on value investing criteria, to 
which some years ago it added ESG parameters. He can explain better 
than many others the reasons for this phenomenon. 

Good works pay. It’s unbelievable… How and when did this start? 
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It began in the United States, between 2002 and 2003. A new vision 
emerged gradually but very extensively in scientific and technical circles 
regarding good corporate management. It began to couple economic 
criteria to evaluate companies with other factors that are not strictly 
economic in nature.  

THE TURNING POINT IN 2015: JEFF BEZ0S 
TUMBLES DOWN THE RANKING OF SUPER-CEOs 
BECAUSE AMAZON IS SLOW TO ACT ON ESG 

And then came the Harvard Business Review’s sensational 
decision to relegate the legendary Jeff Bezos from first to 87th 
place in its prestigious ranking of the most efficient CEOs. Because 
Amazon was slow to introduce and adopt ESG principles as part of 
its evaluation criteria. Is that right? 
Yes, it was 2015. These theories, which Professor George Serafeim, now a 
member of our advisory board, had begun to develop in Harvard, received 
an unqualified blessing from the media. 

But how does observing ESG criteria translate into that better-
quality management that leads to better results and therefore 
better stock market valuations? 
According to our study this outperformance takes the form of higher 
growth in sales, improved operational efficiency and a greater capacity to 
reward shareholders through dividends and buy-backs. Our study, by the 
way – the first to be done in Europe – is actually still ongoing. In a few 
months it will also reveal the impact on bond values of applying ESG 
criteria. 

So, since 2002: a boom 
Undoubtedly. If we consider the figure of 88 trillion in financial wealth 
managed globally, today 23 billion are concentrated in ESG securities. And 
over the last four or five years this culture has gained ground in Europe 
too. At present not one significant management mandate, for example 
those assigned by the big pension funds, is awarded without a binding 
recommendation to follow ESG criteria. Of course, in Europe as in the 
USA, there are people who don’t truly believe in ESG and have adhered to 
the new paradigm for reasons of opportunism. They merely pretend to 
observe these parameters, and that’s where we have the classic green-
washing: fictitious sustainability. But now that it’s been proven that ESG 
investments perform better than others, everyone’s jumping on the 
bandwagon. 

How and why did you begin to focus on ESG choices? 
In our case some investors with links to the church began to ask us not to 
invest in certain ethically dubious sectors and companies. That was the 
first step for everyone, in America too. 

First step – what do you mean? 
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The first management behaviour sensitive to ESG criteria, or rather to 
their embryonic form, was one of exclusion. Not investing in companies 
dealing with arms, tobacco, alcohol, pornography, and so on. This 
criterion is even more powerful. For example, the recent decision by the 
pharmaceuticals giant, Pfizer, to stop producing the serum used by some 
American states to carry out the death penalty by lethal injection. Pfizer 
took this step to ensure that its stocks weren’t excluded from the 
investments made by certain big players in the asset management 
market. 

And then? 
Look, we need to remember that we’re talking about a universal 
awareness-raising process that was developed by the United Nations in 
2006 with its six “Principles for Responsive Investment” (PRIs), which can 
be broken down into 186 criteria. Against this background, and in step 
with this growing and increased awareness, the spontaneous behaviours 
of investors and issuing companies began to include behaviours relating to 
ESG sustainability. The last-named refers to the value of transparency and 
criteria of sound, balanced governance. 

So a qualitative evolution produced by demand… 
Yes, but “owned” and developed fruitfully by the managed assets 
industry. For example, the new frontier in the application of ESG criteria –
 recommended by Professor Serafeim – is to base the criteria on sectoral 
parameters. It seems obvious but actually it isn’t. Each company is more 
exposed than others to certain aspects of sustainability. For example, 
controlling emissions is a good thing whoever does it. However, for a bank 
it’s easy to be faithful to that principle while for an energy company it’s 
much more difficult – and therefore praiseworthy – to succeed in doing so. 
Conversely, for a bank it’s vital, as well as complex, to protect customers’ 
privacy. 

How was your study conceived and implemented? 
With the Harvard Business Review and the Politecnico we dedicated 18 
months and nine researchers to study 884 securities from the Eurostoxx 
600 index between 2012 and 2017. The results speak for themselves. We 
saw that securities with a higher ESG rating performed better than those 
with lower ratings. 

“VALUE INVESTING” MEANS BUYING HIGH-
QUALITY STOCKS AT A REASONABLE PRICE AND 
“DOING GOOD” OUTPERFORMS THE LISTINGS 

If I can be frank, isn’t it possible that you’ve read the figures 
through rose-coloured glasses? 
No, we approached the study with very open minds because we wanted to 
obtain nothing but true data. The Politecnico’s ESG Observatory, still the 
only one there is, was born from this study. 
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Listen, irrespective of investors’ favourable opinion of ESG-
compliant companies, have you managed to work out how proper 
management benefits companies’ results? 

Because in that way they prevent scandals and operational trauma. Dull, 
but true.  

But isn’t it difficult for you investors to measure whether and to 
what extent an issuer really is adhering to ESG criteria? Are the 
ratings reliable? 
There is still no universally accredited ratings agency. S&P is doing a lot of 
work with a view to becoming an undisputed benchmark… 

And two and a half years ago the Catholic Church set up a council of 
experts to draw up guidelines for socially responsible investments that 
comply with religious values. 

But the guiding criterion for Banor SIM in its asset management 
choices is and remains that of “value”. Does that fit well with ESG 
criteria? 
Look, value investing, as explained in Graham and Dodd’s original 1928 
text “Security Analysis”, simply means buying high-quality stocks at a 
reasonable price. So you need two types of input to make a “value” 
choice. One is the intrinsic value of the stock, which takes into 
consideration the company’s capacity to generate profits and cash flow. 
And the second is the market price, which needs to be lower than that 
intrinsic value. A company’s capacity to generate profits and cash flow is, 
however, directly linked to the quality of its business. The sounder the 
company is, and the harder it would be for the competition to attack it, 
the better will be its return on investment. 

And why is an ESG-compliant company more sound by definition? 
In value investing, evaluating a company doesn’t just mean carrying out 
financial due diligence by analysing its financial statements. It means 
evaluating the business of the companies in which you’re investing, which 
entails fully understanding both the tangible assets (such as buildings, 
plant and land) and intangible assets (brand, reputation, customer loyalty, 
etc.). In the case of intangible assets, analysing just the financial 
statements isn’t enough. And the ultimate aim of “non-financial” 
information is to assess whether the business’s competitive edge is stable 
and likely to last over time.  

So we’re back to preventing scandals? 
Simply put, yes. But there’s more to it than that. For example, analysing 
environmental policies serves not just to determine that there’s a lower 
risk of sanctions being imposed by regulatory bodies, but also to identify 
potential efficiency gains. Analysing the social factors is important in 
protecting from the risk of damage to the reputational value of intangible 
assets such as brand. Analysing governance and management can provide 
a lot of information on how the company controls the risk of waste.(s.l.). 


