ETFs: a new route to sustainable investing

ETFs: a new route
to sustainable
investing
Passive management
at the heart of
transformation
Embrace ESG
ESG Lunch – Frankfurt, October 2018

2

ETFs: a new route to sustainable investing

Why ETFs are fit for ESG investing?
► Passive and engaged
Vote, shareholder engagement, reporting

► “Listed impact”

Passive management is
consistent
with the SRI approach

Adds to private impact, liquidity brings scale

► Generational
Strong behaviour convergence, millennials, digital

► Democratise
Market access, cost

► Transparency
“Know what you buy”, portfolio disclosure

► Data
At the heart of both ESG and passive
October 2018

There are strong
common values
between ETFs and SRI
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European ESG ETF inflows
Flows 2015-2018 in € million

► Still a small portion of the ETF market, however it grows significantly faster
ESG ETFs

All ETF market

ESG ETFs

All ETF market

October 2018
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European ESG ETF market – Sep 2018
► AuM € 9.4 billion
1.4% of total European ETF market
Assets under Management (€)

► Net New Assets 2018 YTD € 2.5 billion
6.5% of total European inflows
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Positive carbon impact

“Financing Sustainable Growth”
(the EU’s Action Plan - March 2018)
How new regulation will put passive management
at the heart of transformation
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EU to accelerate shift
A game-changing package of measures announced by European Commission
► EU willing to act along 4 axis

3 regulations
proposed
May 2018
DISCLO
-SURE

TAXONOMY

EU
BENCHMARKS

October 2018

* IDD: Insurance Distribution Directive

MIFID II
& IDD*

Consultation
ended June
2018

ESMA should update
the (MIFID) suitability
requirements to
include explicit
provisions on the
obligation to ask
clients about their
sustainability profile
HLEG (High Level Expert Group)
Recommendation to the European
Commission, Final Report 2018
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1) Disclosure – what you need to know
► Obligation to integrate ESG risks in investment decisions or
in advisory
► Obligation to disclose how ESG risks are taken into
account in investment decisions or in advisory
► Obligation to disclose how ESG risks are taken into account
at product level

« Financial market participants » who
benefit from a mandate from clients to
take investment decisions integrate
ESG criteria in their internal processes
and inform clients
« Investment firms and insurance

► Pre-contractual information will disclose

intermediaries » providing advice

-

Procedures for ESG integration

consider ESG as drivers of value in the

-

Estimated ESG risks on returns for proposed products

advice given as part of their duties

-

Pertinence of benchmark chosen and how it is built

► If the product is marketed as green investment:
-

October 2018

Impact of product through appropriate indicators

towards investors and provide investors
with the related information
European Commission, Proposal for Regulation
on disclosures, May 2018
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2) Taxonomy – what you need to know
A framework to facilitate sustainable investment through a
technically robust classification system, starting with a taxonomy
on climate mitigation

► EU taxonomy will define “environmentally sustainable” economic
activities

► Supporting an EU Green Bond Standard
► Taxonomy to underpin “low carbon” indices for use by asset and
portfolio managers as a benchmark for low carbon investment strategies
► A common set of metrics allowing improved disclosure on climaterelated information
► Obligations fixed for labelling a product as “environmentally
sustainable”
October 2018

6 broad objectives:
• Climate change mitigation
• Climate change adaptation
• Sustainable use and protection of water and marine
resources
• Transition to a circular economy, waste prevention
and recycling
• Pollution prevention and control
• Protection of healthy eco-systems
HLEG (High Level Expert Group) Recommendation to the European
Commission, Final Report 2018

How is our Green bond ETF positioned?
- CBI is member of HLEG and working group
- TEEC label partly inspired by the CBI taxonomy
- Likely to underpin EU taxonomy and the European Ecolabel
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3) Benchmarks – what you need to know
From Low carbon to Positive carbon indices
► Existing indices
Negative screening: Fossil fuel free, Ex Coal, exclusions from
market cap benchmarks…
Best-in-class: Low carbon indices
Transition leaders: green revenues
► Amendment to the European benchmark regulation
Impact benchmarks:
► “Sustainability benchmarks”: the EU will start by defining carbon
specific benchmarks, of two types
Low Carbon benchmarks
►

Objective: less CO2 emissions than the market cap benchmark

Positive Carbon Impact benchmarks

October 2018

►

Objective: foster carbon emission savings by companies

►

Still to be developed = > next generation carbon indices are a
challenge

“assets are selected on
the basis that their

carbon emission
savings exceed the
asset’s carbon
footprint”
Proposed amendment of Benchmark
regulation (EU) 2016/1011
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Why we need positive carbon impact benchmarks
► Climate action is #1 sustainable goal for investors
► Investors to shift portfolios and step-up pressure on companies to cut emissions, disclose and oversee climaterelated risks

June
2018

Climate Action 100+ / Open letter by
investors representing $10 trillion (list of
signatories in the FT) urging companies to
take tougher action on emissions, will
submit resolutions in shareholders meetings

Call to G7 by a group of 288 asset
owners and AMs representing $26 trillions
(public list) for the de-commissioning of
coal production and coal use, and stop of
any subsidies to fossil fuels

► Existing products focus on footprint, not on impact
► Objectives are clearly shifting from lowering carbon footprint to generating a positive carbon impact as
measured by emissions avoided
► European regulation is a catalyst for positive carbon impact
► The challenge: deliver carbon positive indices (green revenues not enough, emissions avoided must be tracked)
► Will allow passive management to act at the heart of transformation
October 2018
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ETF solutions

Embrace ESG
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Our two pillars
Thematic ESG ETFs

Broad-based ESG ETFs
ESG Trend Leaders

Water
Emerging

New Energy
Green Bonds
Gender Equality

October 2018

World
EMU
USA
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Thematic ESG range
Lyxor ETF, unique range allowing to invest in alignment with four of the UN’s SDGs*

Investment Theme
Gender Equality
(2017)
1st Global Gender Equality ETF

Green Bonds
(2017)

SDG

1st Green bond ETF worldwide

New Energy
(2007)

Water
(2007)
October 2018

Largest Water ETF - € 520 m

(*) The 17 Sustainable Development Goals are engagements taken by 193 member-states of the UNs in 2015. They reflect in 169 goals and quantitative targets to be reached by 2030.
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Green bond ETF

Embrace ESG
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Selecting ‘real’ green bonds for our index
Bonds must comply with the Climate Bonds Standard and Taxonomy
► Decision tree for index inclusion

84.6% of green bonds in index have received a second opinion, or a CBI certification*
~85% of self-labelled green bonds get CBI approval
* Source: Lyxor International Asset Management.as at October 2018

October 2018
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From CBI accreditation to index inclusion
CBI approved green bonds only
Quality
EUR or USD
+
Investment
Grade*

Starting
universe

CBI-approved
green bonds
only

Liquidity
€300M
/$300M
outstanding

Min 12
months
to maturity

(SGREENIG)

Exclusions
Private placements
Floating rate notes
Inflation-linked bonds
Convertible bonds
Muni bonds

October 2018

Maturity

Solactive Green
Bond EUR USD
IG Index

*Issuers from emerging markets retained in hard currency only (EUR or USD)
Source: Lyxor International Asset Management.

Final caps
- 5% for
corporates
-10% for
sovereigns /
supranationals
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Solactive Green Bond EUR USD IG Index
Investment grade Green Bonds with CBI approval

208

AA-

Green

bonds

average rating

CBI approved issues

Issuer breakdown by type*

Index analytics*
The things you need to know

Utilities 16.7%
Sovereign 14.6%
Supranational 14.0%
Banking 12.5%
Government Agencies
Development banks 11.8%
Electrics 6.5%
Diversified banks 4.9%
Others 18.9%

October 2018

*Source: Lyxor International Asset Management. Data as at 01/10/2018

Yield to maturity

1.7%

Duration

7.6

Avg. maturity

8.7 years

Avg. coupon

1.6%

# issuers

129

# bonds

208

Avg. rating

AA-

Currency breakdown

72% EUR, 28% USD

Rebalancing freq.

Monthly
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How does it compare to the Barclays Global Agg?
Returns since ETF inception to end Sept. 2018
Green bond index Hedged-to-EUR

Global Aggregate index Hedged-to-EUR

Green bond index

Global Aggregate index

October 2018

*Source: Lyxor International Asset Management, Bloomberg. Data period from 03/03/2017 to 28/09/2018. Past performance is not a reliable indicator of future results.

ETFs: a new route to sustainable investing

ESG Trend Leaders

Embrace ESG
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Broad-based ESG range
Lyxor MSCI ESG Trend Leaders: the passive activist
► Captures the ESG Trend of companies: rewarding issuers making efforts and
penalising laggards
► Exclusions based on industries and controversies
► Top 50% best-in-class companies in each sector selected for their combined
ESG Ratings and Trend
► Like-for-like building blocks well suited for core equity allocation by region

Unique
Integrates
companies’ ESG
Trends in the
selection criteria

October 2018

Source: Lyxor International AM, MSCI

More impactful
Rewards those
with improved
ESG rating and
penalises laggards

Diversified
880 stocks in World
Trend Leaders vs.1650
for parent index & 400
in conventional SRI
equivalent

Effective
Moderate tracking
error vs. parent
indices as opposed to
“MSCI SRI” Top 25%
approach
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Capture the Trend
How well a company addresses ESG key issues vs. its industry peers
CASE STUDY #1

CASE STUDY #2

FRESENIUS - ESG RATING BBB

BMW - ESG RATING A

► GICS level 3 : Health Care Providers & Services
6 key issues (mainly Social and Governance)

► GICS Level 3:Automobile,
6 key issues (mainly Social and Environmental)

► Weighted-average score: 4.5

► Weighted-average score: 5.0

► Industry Relative score : 4.9

► Industry Relative score : 6.2

► Positive Industry relative Trend

► Negative Industry Relative Trend

Weight

Score

Environment

5.0%

9.8

Carbon Emissions

5.0%

9.8

Social

56.0%

4.6

Labour Management

22.0%

0.9

n

Privacy & Data security

17.0%

7.1

nnn

Product Safety & Quality

17.0%

6.9

nnn

Governance

39.0%

3.6

Corporate Governance

17.0%

4.1

n

Corruption & Instability

22.0%

3.2

nnn

nnn

Overall Score

Weighted average key issue score
Industry Relative score

October 2018

Weight

Score

Environment

34.0%

5.6

Opportunities in Clean Tech

17.0%

5.8

Product Carbon Footprint

17.0%

5.3

Social

37.0%

5.6

Privacy & Data security

20.0%

4.5

nnn

Labour Management

17.0%

6.8

nnn

Governance

29.0%

3.8

Corporate Governance

15.0%

4.2

nnn

Business Ethics & Fraud

14.0%

3.3

N/A

Weighted average key issue score

5.0

Quartile

Overall Score

4.5
4.9

Source: Lyxor International AM, MSCI. For illustrative purpose only

Industry Relative score

6.2

Quartile
nnn
nn
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Why choose Lyxor for ESG?

PRI
Lyxor is a signatory of the PRI
(Principles for Responsible
Investment)

The only provider
in Europe to offer ETFs on
four of the UN’s Sustainable
Development Goals1

Lyxor
Why
ESG
Lyxor
forfull
We
can provide
ESG metrics on all our
policy
ESG?
equity ETFs

We vote on a vast number of our
ETFs and engage in direct
dialogue with companies

1

October 2018

Gender Equality, Clean Water and Sanitation, Affordable and Clean Energy, and Climate Action.
Source: Lyxor International Asset Management, as at end March 2018

We make the estimated
carbon footprint of all our
equity ETFs available on
our website
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Important information
Key risks of Lyxor ETFs
It is important for potential investors to evaluate the risks described below and in the fund prospectus which can
be found on www.lyxoretf.com

UNDERLYING RISK

CAPITAL AT RISK

The Underlying Index of a Lyxor ETF may be complex and volatile. When investing in commodities, the
Underlying Index is calculated with reference to commodity futures contracts exposing the investor to a liquidity
risk linked to costs such as cost of carry and transportation. ETFs exposed to Emerging Markets carry a greater
risk of potential loss than investment in Developed Markets as they are exposed to a wide range of unpredictable
Emerging Market risks.

ETFs are tracking instruments: Their risk profile is similar to a direct investment in the Underlying Index. Investors’
capital is fully at risk and investors may not get back the amount originally invested.

REPLICATION RISK

CURRENCY RISK

The fund objectives might not be reached due to unexpected events on the underlying markets which will impact
the index calculation and the efficient fund replication.

ETFs may be exposed to currency risk if the ETF is denominated in a currency different to that of the Underlying
Index they are tracking. This means that exchange rate fluctuations could have a negative or positive effect on
returns.

COUNTERPARTY RISK
Investors are exposed to risks resulting from the use of an OTC Swap with Societe Generale. In-line with UCITS
guidelines, the exposure to Societe Generale cannot exceed 10% of the total fund assets. Physically replicated
ETFs may have counterparty risk resulting from the use of a Securities Lending Programme.

October 2018

LIQUIDITY RISK
Liquidity is provided by registered market-makers on the respective stock exchange where the ETF is listed,
including Societe Generale. On exchange liquidity may be limited as a result of a suspension in the underlying
market represented by the Underlying Index tracked by the ETF; a failure in the systems of one of the relevant
stock exchanges, Societe Generale or other market-maker systems; or an abnormal trading situation or event.
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Important information
Disclaimer (2/2)
This communication is exclusively directed and available to Institutional Investors as defined by the
2004/39/EC Directive on markets in financial instruments acting for their own account and categorised as
eligible counterparties or professional clients. This communication is not directed at retail clients.

This document is issued in the UK by Lyxor Asset Management UK LLP, which is authorized and regulated by
the Financial Conduct Authority in the UK under Registration Number 435658.

The Fund is registered as a “recognised scheme” for the purposes of Section 264 of the Financial Services and
Markets Act 2000 (FSMA) of the United Kingdom and shares/units in the fund may upon such registration be
promoted and sold to the general public in the United Kingdom subject to compliance with FSMA and applicable
regulations under FSMA. Potential investors in the United Kingdom should be aware that most of the protections
afforded by the United Kingdom regulatory system will not apply to an investment in the fund and that
compensation will not be available under the United Kingdom Financial Services Compensation Scheme.

Multi Units Luxembourg is an investment company with Variable Capital (SICAV) incorporated under Luxembourg
Law, listed on the official list of Undertakings for Collective Investment, authorised under Part I of the Luxembourg
Law of 17th December 2010 on Undertakings for Collective Investment in accordance with provisions of the
Undertakings for Collective investment in transferable securities (UCITS) Directive (2009/65/EC) and subject to
the supervision of the Commission de Surveillance du Secteur Financier (CSSF). The product is a sub-fund of
Multi Units Luxembourg and has been approved by the CSSF. Société Générale and Lyxor AM recommend that
investors read carefully the “risk factors” section of the product’s prospectus and Key Investor Information
Document (KIID). The prospectus in English and the KIID in the relevant local language (for all the countries
referred to, in this document as a country in which a public offer of the product is authorised) are available free of
charge on lyxoretf.com or upon request to client-services-etf@lyxor.com. The product is the object of marketmaking contracts, the purpose of which is to ensure the liquidity of the product on Euronext, Xetra, London Stock
Exchange assuming normal market conditions and normally functioning computer systems. Units of a specific
UCITS ETF managed by an asset manager and purchased on the secondary market cannot usually be sold
directly back to the asset manager itself. Investors must buy and sell units on a secondary market with the
assistance of an intermediary (e.g. a stockbroker) and may incur fees for doing so. In addition, investors may pay

October 2018

more than the current net asset value when buying units and may receive less than the current net asset value
when selling them. Updated composition of the product’s investment portfolio is available on www.lyxoretf.com. In
addition, the indicative net asset value is published on the Reuters and Bloomberg pages of the product, and
might also be mentioned on the websites of the stock exchanges where the product is listed.
Prior to investing in the product, investors should seek independent financial, tax, accounting and legal advice. It
is each investor’s responsibility to ascertain that it is authorised to subscribe, or invest into this product. This
document together with the prospectus and/or more generally any information or documents with respect to or in
connection with the Fund does not constitute an offer for sale or solicitation of an offer for sale in any jurisdiction
(i) in which such offer or solicitation is not authorized, (ii) in which the person making such offer or solicitation is
not qualified to do so, or (iii) to any person to whom it is unlawful to make such offer or solicitation. In addition, the
shares are not registered under the U.S Securities Act of 1933 and may not be directly or indirectly offered or sold
in the United States (including its territories or possessions) or to or for the benefit of a U.S Person (being a
“United State Person” within the meaning of Regulation S under the Securities Act of 1933 of the United States,
as amended, and/or any person not included in the definition of “Non-United States Person” within the meaning of
Section 4.7 (a) (1) (iv) of the rules of the U.S. Commodity Futures Trading Commission.). No U.S federal or state
securities commission has reviewed or approved this document and more generally any documents with respect
to or in connection with the fund. Any representation to the contrary is a criminal offence. This document is of a
commercial nature and not of a regulatory nature. This document does not constitute an offer, or an invitation to
make an offer, from Société Générale, Lyxor International Asset Management (together with its affiliates, Lyxor
AM) or any of their respective subsidiaries to purchase or sell the product referred to herein. This fund includes a
risk of capital loss. The redemption value of this fund may be less than the amount initially invested.
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Important information
Disclaimer (2/2)
The value of this fund can go down as well as up and the return upon the investment will therefore necessarily be
variable. In a worst case scenario, investors could sustain the loss of their entire investment. This material is of a
commercial nature and not a regulatory nature. This document is confidential and may be neither communicated to
any third party (with the exception of external advisors on the condition that they themselves respect this
confidentiality undertaking) nor copied in whole or in part, without the prior written consent of Lyxor AM or Société
Générale. The obtaining of the tax advantages or treatments defined in this document (as the case may be)
depends on each investor’s particular tax status, the jurisdiction from which it invests as well as applicable laws.
This tax treatment can be modified at any time. We recommend to investors who wish to obtain further information
on their tax status that they seek assistance from their tax advisor. The attention of the investor is drawn to the fact
that the net asset value stated in this document (as the case may be) cannot be used as a basis for subscriptions
and/or redemptions. The market information displayed in this document is based on data at a given moment and
may change from time to time. The figures relating to past performances refer or relate to past periods and are not
a reliable indicator of future results. This also applies to historical market data. The potential return may be reduced
by the effect of commissions, fees, taxes or other charges borne by the investor. Changes in currency exchange
rates may have an adverse effect on the net asset value (“NAV”) or income of the product.

October 2018

In certain circumstances, financial instruments held by the fund or to which the value of the fund is linked could
suffer a temporary lack of liquidity. This could cause the Fund to lose value, and/or to temporary suspend the
publication of its net asset value and/or to refuse subscription and redemption requests. The fund is exposed to
the risk that the credit quality of any direct or indirect debtor of the fund (be it a state, a financial institution or a
corporate) deteriorates or that any such entity defaults. This could cause the net asset value of the fund to decline.
Authorizations: Lyxor International Asset Management (Lyxor AM) is a French management company authorized
by the Autorité des marchés financiers and placed under the regulations of the UCITS (2009/65/EC) and AIFM
(2011/61/EU) Directives.
Société Générale is a French credit institution (bank) authorised by the Autorité de contrôle prudentiel et de
résolution (the French Prudential Control Authority).

