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Indicators, their role and purpose

• Indicators are of paramount importance (‚gigo‘ principle)

• Absolute versus relative indicators (‚functional units‘)

• Cardinal, ordinal, binary types; ‚quantification‘

• Needs of financial institutes vs. industry vs. academia

• Indicators for sustainability or financial performance?

• Pragmatism is king; avoiding to ‚die in beauty‘

• Collaboration with Centre-Info, quest for ‚key indicators‘

• Questionnaire fatigue, proliferation of criteria

• Less can be More – A new approach to SRI research (Pictet 
Study March 2005)



Sustainable investment process: overview
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Underlying ‚sustainability model‘ (PSVC Pyramid)
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Env. Value Chain: selected indicators & criteria
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Social Value Chain: selected indicators & criteria
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Linear aggregation steps on lower rating levels…
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…non-linear aggregation steps for higher rating levels
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How do sustainability ratings influence stock selection?

• Overwhelming majority of products has two-tiered approach

• First round (qualifying) & second round (title selection)

• Second round: exclusively traditional financial criteria

• Transparency re. title selection (sust./financ.) rather low

• Pure approach: maximise sustainability also in second 
round; sustainability score as input in optimizer

• Sustainability Score determines weighting of titles

• Scope of weighting is limited by risk constraints (e.g. Swiss 
market anomaly)

• ‚input-driven‘; measurement of effects still in its infancy
(most mistakes have no consequences...)



The Principle: Pictet’s Sustainable Efficient Frontier™

Sub-optimal Portfolio: does 
not offer enough sustainability 
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™ The proprietary concept of the ‘Sustainable Efficient Frontier’ has been developed in the 90ies by Pictet Quants and 
was introduced to sustainable asset management for the first time in 1999 within the scope of a Swiss equity product



Strict «best-in-class» approach & stock selection

-3

-2

-1

0

1

2

3

- 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25

MSCI Sector

G
lo

ba
l S

us
ta

in
ab

ili
ty

 S
co

re

All companies
In Portfolio
Excluded



Considerably higher sustainability than broad market 
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Financial performance of a concrete product (mid-term)

Performance to date

in CHF, 01.00 - 12.04
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Sustainability pays – does it really?

Relative Sustainable Performance
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SRI performance: aggregation & weighting is key

Source: Decomposing SRI performance – Extracting Value Through Factor Analysis (September 03)



Socially responsible beats environmentally friendly...

Source: Decomposing SRI performance – Extracting Value Through Factor Analysis (September 03)



Emission reductions pay off better than lip service...

Source: Decomposing SRI performance – Extracting Value Through Factor Analysis (September 03)



‚Radical‘ proposal: a single indicator for car manufacturers

Source: Less can be More – A new approach to SRI research (March 2005)
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