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Summary

• ESG investing is from a quantitative finance point of view a SCAM.

• It is the implementation of a political agenda leading to suboptimal investment 

decisions.

• Green washing is omnipresent.

• ESG investing is violating mandates (returns/risks). Informed consent is needed if 

you want to do politics.

• Litigation risk is enormous.  

• Enforcing ESG via regulation increases systemic risk.
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1. A few ‘Green” investment products

• Green bonds

• Sustainability linked bonds

• ESG-linked interest rate swaps
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• Green bonds are fixed income securities 

which usually differ from conventional debt 

instruments only in that they finance 

environmental or climate-related activities.

• The green bond market kicked off in 2007 

with the AAA-rated issuance from 

multilateral institutions like the European 

Investment Bank (EIB) and the World 

Bank. 

• The market of green bonds is rapidly 

expanding since its inception in 2007, 

notwithstanding the absence of a 

commonly agreed definition of ‘greenness’.

Green bonds
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Source: the Climate Bonds Initiative and the International Finance Corporation

A green bond may be issued with lower/higher yield compared to existing debt. 

This is termed it greenium.

Green bonds
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• “From the results of hypothesis tests we can conclude there is at first sight no evidence that

green bonds have significantly different distributions than their conventional counterparts”

• “Comparing the green bonds with the synthetic bonds constructed by interpolation of non-

green bonds, we have no evidence of a significant systematic long term greenium. Our

estimated greenium is fluctuating near zero over time.”

• The impact of Green bonds on the environment seems very limited, they are purely

cosmetic and open for green-washing. Issuers have no skin-in-the-game.

Green bonds
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• STEP-UP MARGIN: 12.5BP 

• Science-Based Target No. 1” means Lumen’s 

target to reduce the sum of its annualized 

absolute market-based Scope 1 Direct 

Emissions and Scope 2 Indirect Emissions by 

18% by 2025 compared to Lumen’s 2018 

base year emissions

• CALL DATE : 15/01/2024 

• One links “sustainability goals” with potential step-ups if target is missed.

• As investor you hope for a bad scenario ! 

• Call dates are sometimes BEFORE trigger dates.

Sustainability linked bonds
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ESG-linked Swaps
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2. ESG Portfolio Selection





ESG Portfolio Investing







Enlarging the space of underliers

Source: Rebecca Baijer



15

3. ESG and the pricing distribution (Q)
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ESG under Q
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“We need to be honest about the fact that green products often come at a higher cost.”

Source: https://www.blackrock.com/corporate/investor-relations/larry-fink-ceo-letter

LARRY FINK'S 2022 LETTER TO CEOS:

A recent study of U.S. fund fees referred to investors in so-called sustainable funds paying “greeniums” 

compared to conventional funds.

Source: https://www.morningstar.com/content/dam/marketing/shared/pdfs/Research/annual-us-fund-fee-study-updated.pdf

4. Just a few more things ...

https://www.blackrock.com/corporate/investor-relations/larry-fink-ceo-letter
https://www.morningstar.com/content/dam/marketing/shared/pdfs/Research/annual-us-fund-fee-study-updated.pdf
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The "ideal" consumer in the eyes of the Paris agreement

Source: https://www.lesechos.fr/idees-debats/crible/climat-cop26-aupres-de-mon-arbre-1363836
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Thank you! 


