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Research professionals expect a further acceleration of ESG
investment

Ask any sell-side executive what products they’re investing in, and you’ll get the same
three-letter answer: ESG.

ESG research has grown exponentially in recent years, with all the major research
houses bringing on new analysts and building out new capabilities to meet the growing
demands of clients. Now that the coronavirus pandemic has brought a new sense of
urgency to environmental, social, and governance issues, research executives say ESG
is only going to get bigger.

“I’ve been doing this for over 15 years, and I don’t think I’ve ever seen quite so much
momentum as we’re currently seeing,” says Julie Hudson, global head of ESG research
at UBS.

Hudson has been covering environmental, social, and governance issues since 2005,
when UBS’s ESG team published its very first report. It was only a couple of years ago,
however, when ESG research really began to accelerate across the sell-side industry,
she says. “That accelerating trend you’ve been watching is still in effect,” Hudson says.
“What Covid-19 has done is reinforce the importance of ESG. It seems to be producing
what could be a rethink of markets in general and how they work.”

For example, Hudson says the pandemic has pushed investors to take a more “rounded”
approach to ESG and other risks. “Before Covid-19 there was more emphasis on the
environment,” she says. “But climate change is not just an environmental issue — it’s
social as well. Covid-19 is also both social and environmental. The whole proposition has
just become much more rounded as investor clients are trying to come to grips with the
complexity of these issues.”

Even before the pandemic, investors were starting to question the old ways of analyzing
ESG risks, according to Elise Badoy, deputy head of EMEA research at Citi. Traditionally,
she explains, investors have looked at risks like climate change as separate risk factors,
rather than analyzing them as a collective whole. 

“This approach has failed investors during the Covid-19 crisis,” Badoy says. “The reality
is that all of a sudden we’ve just had a big black swan event and we’re likely to see more
of these. Specifically with the pandemic, it’s just an immense wake-up call to the
changes in biodiversity and ecosystems that might make us more vulnerable. You
cannot separate ESG; you’ve got to look at the collective whole.”

Badoy says the research department at Citi has been focused on doing just that. They’re
striving for what she calls “complete integration,” where ESG analysis is a regular part of
mainstream research.



“We have an ESG team, but they are there to help the sector teams who are themselves
conducting the analysis,” she explains. “They will do it from their own eyes with their
sector expertise.” 

UBS follows a similar model: A four-person team of ESG analysts, led by Hudson,
collaborates with sector analysts and the UBS Evidence Lab to ensure than ESG is
embedded in all of the bank’s research. 

“People sometimes wonder why we have a small ESG Research team,” Hudson says.
“We have always believed the people who understand ESG in most depth are the
mainstream analysts.”

The team did, however, expand recently, with the addition of ESG experts in the New
York and Hong Kong offices, in addition to the existing two-person team in London. Citi,
similarly, has recently made some new hires in the ESG space, including new head of
EMEA ESG research Anita McBain, who has just joined the firm from M&G Investments.

Badoy says that Citi’s next focus will be developing better metrics for measuring ESG —
the current lack of good metrics and data being a notorious problem with ESG analysis.

“We definitely want to continue to invest to make sure we’ve got the right tools in place,”
Badoy says. “We believe that integrating ESG is the best way for investors to beat their
benchmarks.”
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