
ESG as an asset: Preparing your 
portfolio for the ESG future
Asset managers can stay ahead of the ESG curve 
by using data to demonstrate how differentiated 
financial returns and impact value can coexist.

Evolving environmental, social and governance (ESG) 
principles provide asset managers with opportunities to 
unlock value for investors and drive profitable growth.

We know ESG implementation can drive returns—one 
McKinsey report notes, “Our 2019 analysis finds that 
companies in the top quartile for gender diversity 
on executive teams were 25 percent more likely to 
have above-average profitability than companies in 
the fourth quartile … Moreover, we found that the 
greater the representation, the higher the likelihood of 
outperformance.”1 In addition, the report notes that “in 
the case of ethnic and cultural diversity, our business-
case findings are equally compelling: in 2019, top-
quartile companies outperformed those in the fourth 
quartile by 36 percent in profitability.” Additionally, 44 
percent of industry respondents to the KPMG U.S. 
2021 CEO Outlook Pulse Survey said that the principal 
objective of their organization is embedding purpose 
into everything they do to create long-term value for 
all stakeholders.2

Growing consideration of ESG, coupled with the 
increasing spending power of the Millennial generation, 
is having a profound impact on the investment 
landscape.3 Asset managers who embed ESG into 
both their investing strategies and operations will 
be best positioned to create value as this landscape 
evolves. Though sustainable investing is nothing new 
to the sector, the demand for more sophisticated 
reporting and the prospect of new standards in the 
U.S. and E.U. create opportunities for fund managers 
to not only deliver but also prove purpose-driven value 
to investors.

An effective global standard that is broadly adopted 
will increase comparability for investors, driving more 
consistent funding strategies as demand for ESG 
investments continues to rise; help fund managers 
build models and ratios similar to EPS and financial 
models that exist today; and reduce investor reporting 
compliance costs and complexity, allowing firms to 
lean into management of ESG-related issues and 
create differentiated value in their portfolios.

But the devil is always in the details. Asset managers 
worldwide must take proactive steps to integrate 
ESG into their overall investment strategy and prove 
the value it creates. If an organization can determine 
what ESG data is critical to a decision and invest in its 
integrity, they’ll be able to rise ahead of the industry 
curve. So what are those steps?

1 McKinsey & Company, Diversity Wins: How Inclusion Matters, May 19, 2020, https://www.mckinsey.com/featured-insights/diversity-and-
inclusion/diversity-wins-how-inclusion-matters.

2 KPMG LLP, unpublished data from the 2021 KPMG CEO Outlook Pulse Survey, compiled August 2021. CEOs chose one of three options in 
response to the question: “Which of the following best describes your view of the overall objective of your organization?”

3 KPMG LLP, The Numbers That Are Changing the World: Revealing the Growing Appetite for Responsible Investing, October 2019, 
https://assets.kpmg/content/dam/kpmg/ie/pdf/2019/10/ie-numbers-that-are-changing-the-world.pdf.
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Standards on the horizon: Global sentiment is 
moving toward a more sophisticated ESG reporting 
regime that takes a building block approach to 
create a global standard with the ability to adjust 
for local jurisdictional needs. As the UN’s COP26 
climate summit gets underway, the International 
Financial Reporting Standards Foundation is expected 
to announce its new International Sustainability 
Standards Board4, which would seek to establish the 
global baseline. The E.U.’s Corporate Sustainability 
Reporting Directive (CSRD) was proposed this spring, 
and the E.U. Taxonomy and Sustainable Finance 
Disclosure Regulation came into effect in March 2021. 
Domestically, the SEC is expected to release rule 
proposals by late 2021 or early 2022.

The elephant in the room for standard-setting is 
materiality. Right now, the EU has adopted double 
materiality (stakeholder materiality), which goes 
beyond financial materiality, requiring companies to 
publicly disclose ESG-related information that is of 
concern to all stakeholders, including investors. This 
approach is aligned with the Global Reporting Initiative, 
which is the most common ESG reporting standard 
in practice today. Meanwhile, the SEC is currently 
focused on financial materiality.

Regardless of your company’s approach to materiality, 
asset managers are in a unique position to identify 
the issues where both differentiated financial 
returns and impact value can coexist.

Yet information cannot be compared if the definitions 
or criteria applied vary wildly when collecting and 
reporting ESG information. The SEC acknowledges 
this, as evidenced in July when SEC Chair Gary 
Gensler commented on the need for investors to 
more closely define the terms and criteria used in 
sustainability-related investing, noting that regulation 
proposals are on the horizon.6 And in August this year, 
the SEC approved a proposal requiring NASDAQ-listed 
companies to disclose diversity data and be subject to 
delisting for noncompliance.7 

Know your definitions: Standardization provides 
clarity on not only what ESG information to report but 
also how to report it. Until we get there, it is important 
to note that just reporting a number is no longer 
sufficient. You need to provide robust disclosure of 
how numbers are calculated and the assumptions and 
estimates that are used to develop them.

While some firms report aggregate data from their 
portfolio companies to support their commitment to 
ESG issues, the standards and benchmarks those 
companies use might vary, calling into question the 
integrity of aggregated data. Should a firm report 
aggregated Scope 1 and Scope 2 emissions from its 
portfolio? Do the Scope 1 and 2 emissions reflect 
operational control or financial control? Should the 
asset manager be reporting this data in the same way?

Take the time now to assess your data definitions. 
Are you giving guidance to your investees on how to 
measure ESG data? Have you defined what “green” 
means to your firm? As standards become more 
concrete, you will need to understand your data 
definitions and current measurement processes in 
anticipation of future regulations that may require 
modifications. Leaders should know what they’re 
measuring, why they’re measuring it, and which 
benchmarks indicate positive movements. Are there 
certain assumptions being made about what data is 
integral to ESG policies? Is there internal clarity on the 
measurement and reporting process and its purpose? 
Knowing these answers is foundational.

4 “IFRS Foundation Trustees Publish Institutional Arrangements for Proposed New Sustainability Standards Board,” International Financial 
Reporting Standards Foundation, April 30, 2021, https://www.ifrs.org/news-and-events/news/2021/04/ifrs-trustees-publish-institutional-
arrangements-for-proposed-new-sustainability-standards-board/. 

5 George Serafeim, “Public Sentiment and the Price of Corporate Sustainability,” abstract, Financial Analysts Journal, 76, no. 2 (October 19, 2018): 
26–46, https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3265502.

6 Gary Gensler, “Prepared Remarks Before the Asset Management Advisory Committee,” U.S. Securities and Exchange Commission, July 7, 
2021, https://www.sec.gov/news/public-statement/gensler-amac-2021-07-07.

7 Allison Herren Lee and Caroline A. Crenshaw, “Statement on Nasdaq’s Diversity Proposals – A Positive First Step for Investors,” U.S. Securities 
and Exchange Commission, August 6, 2021, https://www.sec.gov/news/public-statement/statement-nasdaq-diversity-080621. 

Get prepared now for new 
standards by reviewing your 
ESG data definitions

Step 1. In “Public Sentiment and the Price of 
Corporate Sustainability,” George Serafeim, 
faculty chair of the Impact-Weighted Accounts 
Project at Harvard Business School, finds that 
“the valuation premium paid for companies 
with strong sustainability performance has 
increased over time and that the premium 
is increasing as a function of positive public 
sentiment momentum.” He adds, “The 
evidence suggests that public sentiment 
influences investor views about the value 
of corporate sustainability activities and 
thereby both the price paid for corporate 
sustainability and the investment returns of 
portfolios that consider ESG data.”5
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Even without broad ESG standards, unsubstantiated statements and data are not acceptable. 
Earlier this year, the SEC established its Climate and ESG Task Force, which will focus on identifying 
material gaps or misstatements in climate risk disclosures under existing rules; it will also analyze 
the ESG strategies of investment advisers and funds to understand disclosures and identify 
potential compliance issues.8 And in Europe, legal and regulatory organizations, including the 
European Commission and Germany’s BaFin, are increasing scrutiny.9 With ESG assets set to reach 
more than $50 trillion by 202510 and many investors making decisions based on self-reported, 
unregulated data, there is a clear opportunity to increase assurance on these assets.

8 U.S. Securities and Exchange Commission, “SEC Announces Enforcement Task Force Focused on Climate and ESG Issues,” March 4, 2021, 
https://www.sec.gov/news/press-release/2021-42.

9 “Sustainable Finance Taxonomy – Regulation (EU) 2020/852,” European Commission, accessed October 18, 2021, https://ec.europa.eu/info/
law/sustainable-finance-taxonomy-regulation-eu-2020-852_en; BaFin, “Sustainability Risks: BaFin Publishes Guidance Notice,” January 16, 
2020, https://www.bafin.de/SharedDocs/Veroeffentlichungen/EN/Meldung/2019/meldung_191220_MB_Nachhaltigkeitsrisiken_en.html.

10 Bloomberg, “ESG Assets Rising to $50 Trillion Will Reshape $140.5 Trillion of Global AUM by 2025, Finds Bloomberg Intelligence,” July 21, 
2021, https://www.bloomberg.com/company/press/esg-assets-rising-to-50-trillion-will-reshape-140-5-trillion-of-global-aum-by-2025-finds-
bloomberg-intelligence/. 

11 Business Wire, “Index Industry Association Survey Finds Better Corporate Data Needed for Asset Managers to Offer Better ESG Investment 
Products,” TMCnet News, July 12, 2021, https://www.tmcnet.com/usubmit/-index-industry-association-survey-finds-better-corporate-
data-/2021/07/12/9406589.htm.

Safeguard the integrity 
of your dataStep 2.

If investors are using data in their assessment of your 
portfolio, applying the same processes and controls 
that you use to report financial information is a leading 
practice. While it is not yet a requirement that reports 
be made to the market, make sure that you have 
confidence in the reliability of any data that you are 
reporting. This confidence should be rooted in a system 
of internal controls that is designed to identify material 
misstatements. To understand whether you have these 
controls in place, begin by obtaining an understanding 
of the processes used to collect and report data. 
Comparing ESG processes in the context of financial 
reporting, you will quickly see where you may have 
gaps in controls.

The Index Industry Association found in its recent 
survey of chief financial officers, chief information 
officers and portfolio managers in asset management 
firms across the U.S., U.K., France and Germany 
that “while there is growing global demand for ESG 
investment products, a lack of corporate data reporting 
standardization and the complex array of ESG reporting 
organizations leaves ESG investors wanting more 
clarity about the available investment products.”11 

The findings might yield two divergent responses 
from asset managers: Wait for regulation so there is 
certainty in what is required or drive the conversation 
and tackle business-critical data collection head-
on. As a first-mover, you can set the bar for data 
measurement, demonstrating with credible data why 
certain variables are not only business-critical but also 
impactful for the environment, society and governance. 
The alternative of waiting for certainty may mean your 
competitors end up setting the tone for the industry to 
their benefit—leaving you behind.
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Understand assurance 
options for your portfolioStep 3.

With a focus on data integrity in firm portfolios, 
assurance is growing more appealing. Investors can 
make more informed decisions given higher rigor 
and precision in data, and assurance can increase 
confidence ahead of possible SEC-required disclosures.

While smaller managers—those with less than $10 
billion under management—are not seeing that level 
of request for assurance or reporting, they are being 

asked to show that ESG is on their radar and that there 
is structure to what they are doing at the firm and 
portfolio level.

Regulation aside, if you’re a CFO whose ESG 
information is influencing your core business 
growth strategy, it’s imperative that you are working 
with reliable data. We continue to see increased 
engagement from governing bodies and the C-suite 
of asset managers and corporates, making rigor, 
transparency and accountability in ESG data integrity 
essential in conversations with investees.

Investors and asset allocators need to understand 
what decisions are being made, enabling focused data 
collection efforts. Given current challenges in data 
consistency and the lack of standards guidance, this 
is the moment for you to lead and set up your firm 
ahead of the curve. Trust is the foundation of thriving 
capital markets. By establishing rigorous reporting, 
you also create trust with stakeholders. Assurance 
solidifies that trust.

Ask yourself: 

 — What are you doing to meet investor and business 
management needs today? 

 — How rigorous is your process, and how can you 
evolve an exercise of compliance into an exercise 
of understanding data to create value and growth 
opportunities for your business? 

Asset managers should embrace an ESG agenda that 
enhances growth while complying with stakeholder 
and regulator demands. All this should be done in the 
context of strong governance to ensure the integrity of 
these actions and the value of results.

Set yourself up to engender 
trust in your dataStep 4.
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