
The problem with 
ESG scores

Sustainable investing is facing a wave of new regulation, seeking to 
improve transparency and standardise reporting requirements for 
sustainability funds. The intentions behind these regulations are 
laudable; to reduce greenwashing, help separate the wheat from 
the chaff, and reorient capital towards more sustainable companies.

However, as with many regulations, there is a risk of 
unintended consequences. One of the key risks we see, 
is that investors are increasingly turning to third-party 
environmental, social and governance (ESG) data 
providers to help them with their analysis, and more 
worryingly, to help them decide whether a company 
is sustainable or not. 

Some ESG data can be useful in certain circumstances, 
but an over reliance on simplistic ESG scores can be a 
dangerous strategy, especially when using them to build 
investment portfolios. Relying too heavily on ESG 
scores is also unlikely to help reorient capital towards 
more sustainable companies.

Why, what is the problem? 

Unfortunately, ESG data suffers from a multitude of 
flaws, and in our view, does not focus on the areas that 
matter. One of the main challenges is that ESG scoring 
methodologies tend to focus on how well companies 
manage their internal processes, rather than the real-
world impacts of their products and services.

Here are a couple of examples:

 > PepsiCo*, the maker of soft drinks and snacks, tends 
to score quite favourably on ESG assessments. It has 
great disclosure in areas like its health and safety 
policies, Board diversity, and climate targets. These 
things are all very important, but they don’t answer 
the vital question; do Pepsi’s products make the world 
healthier and more sustainable?

 > British American Tobacco* has been recognised as a 
leader on the Dow Jones Sustainability index for the 
last 20 years. This accolade is based on ESG scores 
from S&P. With sales of over 600 billion cigarettes 
each year, is it really a sustainable company?

Secondly, when you look at the scores themselves, there 
are often large variations between the scores and ratings 
from different ESG data providers. One company may be 
rated as best in class by one provider and worst in class 
by another. This is because each provider has their own 
methodology, with different areas of emphasis. 

April 2022

*For illustrative purposes only. Reference to the names of each company mentioned in this communication is merely for 
explaining the investment strategy and Stewart Investors does not necessarily maintain positions in such companies. 
Any fund or stock mentioned in this presentation does not constitute any offer or inducement to enter into any 
investment activity nor is it a recommendation to purchase or sell any security.



These issues are compounded by the fact there are 
gaps and a lack of consistency in the source data 
being collected from the companies being assessed. 
When ESG data providers cannot find the data they 
need, they use estimates, which sometimes result in 
strange outcomes.

Finally, there are inherent biases in the scores, with 
larger, developed market companies tending to score 
better than smaller companies, especially in emerging 
markets. Smaller companies often lack the resources 
needed to produce lengthy sustainability reports, and 
so are at risk of being penalised for their lack of data.

So how do we assess whether a company is 
sustainable or not?

At Stewart Investors, we look to invest in companies that 
are well placed to contribute to, and benefit from, 
sustainable development. We look for companies that can 
help reduce our ecological footprint, or advance human 
development, or ideally both. These attributes are difficult 
to identify by relying solely on ESG scores. As William 
Cameron said in 1963: “Not everything that counts can be 
counted, and not everything that can be counted counts.” 

We prefer to do our own research, which is highly 
qualitative in nature and based on a wide variety of 
information sources, including bespoke commissioned 
research. We take a broad and rounded approach to 
assessing the sustainability credentials of a company, 
by asking a variety of questions, for example:

 > How do the products and services contribute to 
sustainable development? Are they helping us solve 
difficult problems, meet vital needs, and do more 
with less?

 > How does the management team think about 
sustainability and how do they act upon their beliefs? 
Do the company’s leaders act with integrity and 
honesty? What is their time horizon? How do they 
treat all of their stakeholders, e.g. employees, 
suppliers, customers, and the communities where 
they operate?

 > How does the company manage the positive and 
negative impacts of its operations? Is it actively 
managing its carbon and water footprint, and 
reducing its waste – what is the overall direction 
of travel?

 > How adaptable is the company to changing 
sustainability trends? How is it placed to benefit from 
sustainability tailwinds and navigate sustainability 
headwinds, e.g. changing regulations?

None of these things can be easily captured in a single 
metric or ESG score. Instead, we prefer to use sensible 
judgement, and base our analysis on a broad base of 
both qualitative and quantitative evidence.
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Some ESG data can be useful in 
certain circumstances, but an over 
reliance on simplistic ESG scores 

can be a dangerous strategy



Important information
This material is for general information purposes only. It does not constitute investment or financial advice and 
does not take into account any specific investment objectives, financial situation or needs. This is not an offer to 
provide asset management services, is not a recommendation or an offer or solicitation to buy, hold or sell any 
security or to execute any agreement for portfolio management or investment advisory services and this material 
has not been prepared in connection with any such offer. Before making any investment decision you should 
conduct your own due diligence and consider your individual investment needs, objectives and financial situation 
and read the relevant offering documents for details including the risk factors disclosure. Any person who acts 
upon, or changes their investment position in reliance on, the information contained in these materials does so 
entirely at their own risk.

We have taken reasonable care to ensure that this material is accurate, current, and complete and fit for its 
intended purpose and audience as at the date of publication but the information contained in the material may be 
subject to change thereafter without notice. No assurance is given or liability accepted regarding the accuracy, 
validity or completeness of this material.

To the extent this material contains any expression of opinion or forward-looking statements, such opinions and 
statements are based on assumptions, matters and sources believed to be true and reliable at the time of 
publication only. This material reflects the views of the individual writers only. Those views may change, may not 
prove to be valid and may not reflect the views of everyone at First Sentier Investors.

Past performance is not indicative of future performance. All investment involves risks and the value of 
investments and the income from them may go down as well as up and you may not get back your original 
investment. Actual outcomes or results may differ materially from those discussed. Readers must not place undue 
reliance on forward-looking statements as there is no certainty that conditions current at the time of publication 
will continue.

References to specific securities (if any) are included for the purpose of illustration only and should not be 
construed as a recommendation to buy or sell the same. Any securities referenced may or may not form part of the 
holdings of First Sentier Investors’ portfolios at a certain point in time, and the holdings may change over time.

References to comparative benchmarks or indices (if any) are for illustrative and comparison purposes only, may 
not be available for direct investment, are unmanaged, assume reinvestment of income, and have limitations when 
used for comparison or other purposes because they may have volatility, credit, or other material characteristics 
(such as number and types of securities) that are different from the funds managed by First Sentier Investors.

Selling restrictions

Not all products are available in all jurisdictions.

This material is neither directed at nor intended to be accessed by persons resident in, or citizens of any country, 
or types or categories of individual where to allow such access would be unlawful or where it would require any 
registration, filing, application for any licence or approval or other steps to be taken by First Sentier Investors in 
order to comply with local laws or regulatory requirements in such country.

This material is intended for ‘professional clients’ (as defined by the UK Financial Conduct Authority, or under 
MiFID II), ‘wholesale clients’ (as defined under the Corporations Act 2001 (Cth) or Financial Markets Conduct Act 
2013 (New Zealand) and ‘professional’ and ‘institutional’ investors as may be defined in the jurisdiction in which the 
material is received, including Hong Kong, Singapore and the United States, and should not be relied upon by or be 
passed to other persons.

The First Sentier Investors funds referenced in these materials are not registered for sale in the United States and 
this document is not an offer for sale of funds to US persons (as such term is used in Regulation S promulgated 
under the 1933 Act). Fund-specific information has been provided to illustrate First Sentier Investors’ expertise in 
the strategy. Differences between fund-specific constraints or fees and those of a similarly managed mandate 
would affect performance results.

About First Sentier Investors

References to ‘we’, ‘us’ or ‘our’ are references to First Sentier Investors, a global asset management business which 
is ultimately owned by Mitsubishi UFJ Financial Group, Inc (MUFG). Our investment team operates under the 
trading name of Stewart Investors which is part of the First Sentier Investors Group.

This material may not be copied or reproduced in whole or in part, and in any form or by any means circulated 
without the prior written consent of First Sentier Investors.

Investment terms
View our list of investment terms to help you understand the terminology within this document

https://www.stewartinvestors.com/all/insights/investment-terms.html
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For more information please contact: 
client.engagement@stewartinvestors.com

Or visit our website at stewartinvestors.com and dedicated 
sustainability microsite at sfg.stewartinvestors.com

We communicate and conduct business through different legal entities in different locations. This material is 
communicated in: 

 > Australia and New Zealand by First Sentier Investors (Australia) IM Ltd, authorised and regulated in Australia 
by the Australian Securities and Investments Commission (AFSL 289017; ABN 89 114 194311)

 > the European Economic Area by First Sentier Investors (Ireland) Limited, authorised and regulated in Ireland by 
the Central Bank of Ireland (CBI ref no. C182306; Registered office: 70 Sir John Rogerson’s Quay, Dublin 2, 
Ireland; Company no. 629188).

 > Hong Kong by First Sentier Investors (Hong Kong) Limited and has not been reviewed by the Securities & 
Futures Commission in Hong Kong. First Sentier Investors and Stewart Investors are business names of First 
Sentier Investors (Hong Kong) Limited.

 > Singapore by First Sentier Investors (Singapore) (Company no. 196900420D) and this advertisement has not 
been reviewed by the Monetary Authority of Singapore. First Sentier Investors (registration number 
53236800B) and Stewart Investors (registration number 53310114W) are business divisions of First Sentier 
Investors (Singapore).

 > Japan by First Sentier Investors (Japan) Limited, authorised and regulated by the Financial Service Agency 
(Director of Kanto Local Finance Bureau (Registered Financial Institutions) No.2611).

 > the United Kingdom by First Sentier Investors (UK) Funds Limited, authorised and regulated by the Financial 
Conduct Authority (FCA ref no. 143359; Registered office: Finsbury Circus House, 15 Finsbury Circus, London 
EC2M 7EB; Company no. 2294743).

 > the United States by First Sentier Investors (US) LLC, authorised and regulated by the Securities Exchange 
Commission (RIA 801-93167). 

 > other jurisdictions, where this document may lawfully be issued, by First Sentier Investors International IM 
Limited, authorised and regulated in the UK by the Financial Conduct Authority (FCA ref no. 122512; 
Registered office: 23 St. Andrew Square, Edinburgh, EH2 1BB; Company no. SC079063).

To the extent permitted by law, MUFG and its subsidiaries are not liable for any loss or damage as a result of 
reliance on any statement or information contained in this document. Neither MUFG nor any of its subsidiaries 
guarantee the performance of any investment products referred to in this document or the repayment of capital. 
Any investments referred to are not deposits or other liabilities of MUFG or its subsidiaries, and are subject to 
investment risk, including loss of income and capital invested.
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