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“Our philosophy is not to impose
a definition of sustainability on

our clients, but to select varying

dimensions of sustainability

according to the client’s individual

needs and integrate them into the investment process”

Dr. Rainer Matthes, CIO Metzler Asset Management

Assessment Report 2020

5 x A+

Best scores for Metzler Asset Management
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Sustainable investing: Evolving from just a trend
to the investment standard
Taking sustainability criteria into consideration for capital investments is nothing new. Investors and asset managers
have been doing this since the 1990s, initially with a predominant focus on ethical aspects. In recent years, the
broad acceptance of ESG1 topics (Environment, Social and Governance) has increased significantly. This is because
consideration of sustainability factors has proven to be not only socially responsible but also economically sensible.
For more than ten years now, capital markets have been rewarding investments in sustainable companies with
significant excess returns. In addition, investors are now obliged to comply with increasingly comprehensive regulatory requirements. This suggests that integrating sustainability aspects into the investment process will soon
become established as the applicable market standard.

In order to meet the diverse demands of its

	Moreover, our proprietary portfolio construc

clients, Metzler Asset Management has estab

tion and risk management tool QbrickS3 pro

lished a Sustainable Investment Office (SIO)

vides clients with a transparent exposure ana

with experienced ESG experts and now offers a

lysis of their investment, tailored ESG advisory

multi-dimensional approach to ESG integration:

services and implementation as well as a com
prehensive dialogue on positioning issues.

	Metzler’s basic sustainability concept is em
2

bedded into all actively managed mutual and
special funds. In addition to the con
sistent integration of ESG components,
our clients benefit from active dia
logue with corporate management
(engagement) and the use of
proxy voting.

Our ESG services at a glance:
	Advisory services: Our starting point is your
individual understanding of sustainability
	Portfolio construction: Successful manage
ment of portfolios using sustainability criteria
in an economic context
	Reporting: Transparent and comprehensive
sustainability reporting
For details on our range of services, please keep
reading or go to www.metzler.com/esg

Please note that the footnotes, legal references and
disclaimer on page 14 apply for all pages that follow.
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Advisory services: Your understanding of sustainability
is our starting point
The demands placed on institutional investors to integrate sustainability criteria into their investments are steadily
on the rise. Using a comprehensive consulting concept, the experts at Metzler’s Sustainable Investment Office (SIO)
can help investors identify the risks and opportunities of sustainable investing and also lend support in effectively
implementing individual requirements into the investment portfolios. The consulting concept has four steps:

Step 1 – Analysis and conception

Step 2 – Simulation

The starting point of our advisory services is your

We offer ex post simulation for criteria you define.

individual understanding of sustainability, your

We then analyze what effect the criteria and

goals and your values – and thus your individual

restrictions would have on your portfolio’s risk/

expectations and requirements for your invest

return profile. You receive the results broken

ment. If you choose to utilize our non-binding

down by risk factors as well as by country and

ESG1 portfolio check with output from our pro

sector allocation. Taking ESG criteria into ac

prietary portfolio construction and risk manage

count, we also offer implementation of a strate

ment tool QbrickS3, the results can be incorpo

gic asset allocation.

rated into the consultation. On this basis, we can
assist you in developing your individual concept
for sustainable investments. We can make sug

You will receive answers to these questions:
	Would taking exclusion criteria into account in

gestions on how to integrate regulatory require

the investment guidelines lead to better or

ments for sustainability criteria and processes

worse performance compared to the bench

into your investment guidelines and, if desired,
we can help you link your investment strategy to
the goals of your business strategy. We can also
advise you on how to communicate your jointly

mark?
	How can predictable regulations at national or
global level affect your portfolio?
	How can you align your portfolio with the

developed sustainability concept to your com

Paris Climate Agreement in the medium to

mittee members and stakeholders.

long term and thus promote climate neutrality?
Helpful tools in this regard are stress tests and

You will receive answers to these questions:
	How can you anchor sustainability compon
ents in your investments and which common
methods can you use for this purpose?
	How can you obtain a neutral and non-binding
ESG analysis for your investments (an ESG
portfolio check)?
	Which sustainability-related regulatory
requirements are relevant and have to be
considered in your portfolio?

scenario analyses.
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Step 3 – Implementation
We can help you implement your individual
understanding of sustainability in your port
folio, including designing, developing and
deploying an exclusion list for internal and ex
ternal use that is in line with your investment
guidelines. We can also assist you in imple
menting a previously developed concept or exist
ing investment guidelines. We construct active

Step 4 – Monitoring

and passive investment strategies in compliance

Systematic portfolio controlling and a high de

with investment guidelines to manage your port

gree of transparency for key ESG figures can pro

folio in accordance with your ESG requirements.

tect our investors against potential reputational

We advise you on a target fund universe that

risks. We can also check your portfolio to ensure

meets your sustainability criteria and provide ac

that the implemented ESG components are in

cess to the universe best suited for you.

line with your original specifications. We use an
automated ESG reporting system to monitor the

You will receive answers to these questions:
	How can sustainability criteria be met when

extent to which your predefined sustainability
requirements are met. We also check whether

multiple managers are using the same data –

your sustainability goals can be achieved with the

even when ESG research agencies arrive at

current portfolio structure (ESG reporting, see

different ratings for companies?

page 11).

	How can unintended effects on a portfolio’s
risk/return profile be neutralized when applying
your exclusion criteria?
	Can ESG criteria be considered for investments in mutual funds?

You will receive answers to these questions:
	Are your ESG requirements met in all man
dates?
	How far are you from achieving your sustain
ability goals – on a given reporting date and
dynamically over time?
	What ESG risks do you face at an individual
mandate level or aggregated at investor level?
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Portfolio construction: Successful management of portfolios
using sustainability criteria in an economic context
With QbrickS3, our dynamic portfolio construction and risk management tool, the interdependencies between allocation preferences, risk premiums and ESG1 decisions can be made transparent. This allows financial and material
aspects of sustainability to be seamlessly transferred to your capital investments. You can also incorporate your
ESG preferences and restrictions into your investment strategy – regardless of whether they are characterized by
values, economic parameters or regulatory restrictions. All of this can be embedded into a forward-looking investment guide to support tactical and strategic investment decisions.

This expansion of Metzler’s basic sustainability

aspects, risk premiums4 and allocation across

concept2 provides added transparency of the

industry sectors, countries or entire regions

three investment levels most relevant for fund

when selecting individual securities (see Chart 1).

managers allocating capital: sustainability

Chart 1: QbrickS – Smooth integration of sustainability into an optimized investment process
1. Client needs
Investment universe
Investment strategy
Risk tolerance level
Aligned with customized
sustainability concept

2. Metzler data models
Sustainability
Risk premiums
Allocation

3. External data models
ESG data
Market prices
Accounting metrics

Connected via
the investment logic

Testing data for
financial materiality

4. Portfolio management
Corporate valuation
ESG integration
Portfolio optimization
Integrating sustainability
into portfolio management

Database
Integrating sustainability
aspects into the investment
process
Exclusions

Using QbrickS to identify
trade ideas and optimize
portfolios
Controls risks

Positive list

–

+

Best-in-class

Engagement

Top

!

Integration

Value-based

%

=

Deriving consistent
investment strategies


Strengthens return potential

QbrickS
Framing the
investment
process


Translating
sustainability
into valuation

Optimizes turnover
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We believe that having a good understanding

cial to consider macroeconomic perspectives

of sustainability aspects from an economic view

in addition to microeconomic issues. This par

can significantly enhance the risk/return profile

ticularly applies in times when monetary and

of a portfolio. It is therefore important for active

economic policies are having a heightened im

portfolio managers to anticipate relevant trends

pact on the capital markets.

when allocating capital. This can generate sus
tainable excess returns against the benchmark.

	Portfolio turnover: QbrickS also enables port
folio managers to optimize their trading activ

We use QbrickS to achieve three goals for our

ities by adapting them to the economic cycle

clients: avoid unintended tilts, increase return po

or other external effects. This saves trans

tential and optimize portfolio turnover.

action costs when stock markets are quiet,
and in turbulent times, it ensures that the risk/

	Risk control: QbrickS provides a high level of

return profile of a portfolio can continue to

transparency at all relevant investment levels,

develop well above average despite higher

thus strengthening the risk management pro

transaction costs.

cess. This prevents unintended tilts in a port
folio. It also allows ESG risk to be clearly dis
tinguished from market risk and addressed
separately. This helps reduce the volatility of a
portfolio, keep tracking error5 low compared
to the benchmark and thus save transaction
costs.
	Return potential: Thanks to the under
lying investment logic, QbrickS sup
ports active fund managers in
making investment decisions
that increase the portfolio‘s
return potential. It is cru
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Our model is rooted in a deep understanding of

the use of positive lists (e.g. impact investing

the practical and financial sustainability factors

in line with UN sustainability goals) and a pref

that influence security prices. This provides a

erence for certain values and norms (e.g. faith-

solid foundation for the three-step investment

based aspects). With QbrickS, you can choose

process that follows (see Charts 2 and 3).

a method for your investment strategy or com
bine several of them.

Step 1: Incorporate your sustainability needs
into the investment strategy

Step 2: Analyze the status quo of your portfolio

There are different ways to handle sustainability

with proprietary Metzler models and ESG data

aspects in the portfolios. Besides outright ex

You can use QbrickS to analyze the structure of

clusion, the most common methods are engage

your portfolio at three investment levels: sustain

ment (active dialogue with corporate manage

ability, risk premiums, and allocation across in

ment), integration (using ESG indicators to set

dustry sectors, countries or entire regions. This

accents when building over- and underweights),

way any significant deviation from the benchmark

Chart 2: Analyzing and optimizing portfolios at all relevant investment levels with QbrickS

Advise
Portfolio check

Subjective forecast

Forecast-agnostic

Portfolio
(Implementation)
Portfolio Management

Sustainability
Sustainable Investment
Office

Investment logic
(macroeconomic level)
Investment Committee

Optimization
(risk management)
Applied Research

Client profile
 Positive and negative list
 Portfolio strategy
 Securities selection
 Engagement

Sustainability strategy
= Exclusion
+ Integration
+ Themes
+ Engagement

Assessment
= Primary indicators
+ Monetary policy
+ Fiscal policy
+ Risks

Exposure (status quo)
  Accounting KPI6
  Risk premiums
  Sector tilts
  Regional tilts

Risk premiums
Applied Research
Financial metrics
Market prices

Forecast
= Secondary indicators
+ Economic cycle
+ Interest rates
+ FX and commodities

Performance attribution
= Risk and return metrics
+ Manager‘s alpha
+ Factor contribution
+ Allocation contribution

Recommendation
= Strategy
+ Absolute level
+ Relative level
+ Allocation
+ Sustainability

Algorithm
 Target budgets for factors
– Alt. 1: re-balancing
– Alt. 2: replacing
Factor-neutral adjustments
Min. tracking error

Allocation
Portfolio Management
Industry groups
Regions
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can be challenged against the backdrop of a for

gests adjusting the portfolio by optimizing your

ward-looking investment strategy and adjusted

strategies. In the optimization process, you will

as needed.

be advised to a) reassess the weightings of ex
isting positions or b) add some portfolio holdings

Step 3: Optimize the structure of your portfolio

that help strike a balance between the different

We take targeted countermeasures to ensure

investment levels.

that adjustments to one investment level do not
affect the thematic focus of the other investment

In addition to valuable insights for portfolio man

levels. The risk model developed specifically

agers, QbrickS provides important information

for this purpose not only minimizes tracking error

on the companies in which we invest on your be

compared to the benchmark, but it also ensures

half. For example, it provides us with clues about

that the desired adjustments materialize in a way

the quality of the company’s management that

that is neutral to other factors.

help us to assess the management’s ability to in
crease enterprise value sustainably.

QbrickS is clearly strong in this area. For ex
ample, if you want to reduce climate risk in your
portfolio (sustainability level) but still want to
focus on quality stocks (risk premium level) from
cyclical sectors (allocation level), QbrickS sug

Chart 3: Optimization of portfolios at all relevant investment levels
Portfolio exposure relative to the benchmark (BM)
Portfolio > BM

Sustainability (level I)

Latest value
Risk premiums (level II)

Target value

Allocation (level III)

Portfolio < BM
ESG

E

S

Example: Rating

G

UN
SDG

Impact EU tax Quality Growth Income Value
onomy

Revenue share

Improving the ESG footprint
   (on all levels of a rating) ...

Accounting

Dura Momen- Low
Beta
tion
tum volatility
Market prices

... while strengthening exposure to quality
  and growth risk premiums ...

Cyclicals

Defen- Europe Ameri
sives
cas

Sectors

Asia

Regions

... and keeping sector and regional
tilts constant
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Reporting: Transparent and comprehensive sustainability reporting
for your investments
Together with our clients, we have been developing a transparent and traceable reporting system for sustainable
investments since 2017. The result is a comprehensive ESG reporting system that not only highlights ESG opportunities and risks but also evaluates the sustainability of an investment.

A 15-page report covers the following eight top

the following financial instruments: equities, cor

ics for you:

porate and government bonds, and investment

	ESG in the investment profile, sustainability
1

at a glance
	Turnover in controversial business areas, vio

fund shares. You can define a benchmark (BM)
for strategic asset allocation or use an ESG
benchmark for comparison.

lations of international norms and guidelines
	ESG ratings of individual companies

Assessments are relevant based on the reporting

	Climate profile of the investment

date or on certain events. Thus, the effects of the

	Impact measurement of the portfolio with

ESG profile on your portfolio as seen over time

regard to the UN Sustainable Development

are taken into consideration. The advantage for

Goals (SDGs)

you is that investment changes in your ESG pro

	Analysis in the context of regulation and trans
parency initiatives
	Success achieved via active corporate dia
logue and results of proxy voting
	ESG in a country profile (government
bonds).

In order to guarantee you a high level of re
porting quality at all times, we work closely
with the major agencies for sustainability re
search and are in constant contact with the
companies we invest in on your behalf.
ESG reporting is free of charge for you
and is provided for all Metzler mandates
and Master KVG. Reporting includes

file can be tracked transparently over any given
reporting period.
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Values and norms

Climate risks

We analyze sales figures in controversial business

In addition to the carbon footprint, our ESG re

areas for you and check for possible violations

porting shows physical, regulatory and transitory

of globally accepted norms, for example those

risks in line with the requirements of transpar

contained in the UN Global Compact. Investments

ency initiatives like the TCFD7 and EU regulatory

are reviewed based on common exclusion lists

measures. For example, the current energy mix

(see Chart 4) in line with Metzler’s basic sustain

(input) of companies in your portfolio can be

ability concept2, the EKD guidelines for ethical-

compared to the energy mix of a Paris climate

sustainable investments of the Protestant church,

agreement aligned 2°C8-compatible scenario

and the orientation guidelines for ethical-sustain

in 2030 and 2050. Another use case is to identify

able investments of the German Bishops‘ Con

“stranded assets”9 based on fossil reserves (see

ference (DBK).

Chart 5).

Chart 4: Business activities and exclusions
(in % or percentage points)

Chart 5: 2ºC energy mix of the public utilities and
climate indices (in % or percentage points)

Business activities
Alcohol
Nuclear power
Adult entertainment
Green genetic engineering
Gambling
Tobacco
Coal mining
Coal combustion
Controversial weapons
Conventional weapons
Business involvement exposure

Fund
4.5
0.6
0.0
0.0
0.0
0.0
0.0
0.6
2.1
0.0
7.1

BM
4.0
0.5
0.0
0.9
0.3
1.4
0.0
0.3
0.6
0.4
8.1

Difference
0.5
0.1
0.0
-0.9
-0.3
-1.4
0.0
0.3
1.5
-0.4
-1.0

100
24

Fund
0.0
6.6
5.5

BM
5.8
11.7
10.2

40

99

BM

94
Compliant

Exclusions

Not evaluated

63

9

60

4
15

27

41

13

20

32

24

0

41

6

17
7

Fund

BM

Nuclear power

2030
Others

Climate indices
Low carbon transition (LCT) score
Environmental score
Ø GHG intensity
Ø GHG intensity 3 years

Metzler policy according to market value (in %)
Fonds

40

11

Fossil fuels

Exclusion lists
Metzler policy
EKD guidelines (Protestant church of Germany)
DBK guidelines (German Bishops' Conference)

32

80

Transition risk (in %)
Physical climate risk (in %)
Regulatory climate risk (in %)

2050

Renewables

Fund
58.9
57.6
236.3
233.5

BM
60.5
65.3
173.3
193.0

Difference
-1.6
-7.7
63.0
40.5

14.9
7.3
6.2

18.1
16.5
14.7

-3.2
-9.2
-8.5
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Measuring the impact in environmental and social
terms
We analyze the sales figures achieved by com

ing detailed reports:
	The ESG segment report enables direct man
date comparisons in the Master KVG fund.
	ESG factsheets are available for mutual funds

panies selling goods and services and check
whether they are in line with the UN sustainable
development goals (UN SDGs). These goals can
be assigned to the four investable themes “basic

and exchange-traded funds (ETFs).
	The ESG engagement report provides insight
into our active corporate dialogues.

needs, self-determination, climate change and
Additional individual evaluations are also possible

natural capital” (see Chart 6).

based on our ESG database with over 250 data

Additional reports and individual evaluations

entries for more than 10,000 companies and up

In addition to ESG reporting, we offer the follow

to 200,000 securities.

Chart 6: Four investable areas in the UN SDGs
Basic needs (health, consumption)

In summary, our ESG reporting answers a multitude
SDG exposure according to
market value (in %)
10.9

of questions:
	How has my portfolio developed over time in
terms of recognized ESG aspects?
	How well is my portfolio positioned compared

7.9

to the benchmark?
Self-determination (education, microfinancing)

	How does the environmental footprint of my port
folio compare and how well equipped are my

0.9

investments for the opportunities and risks arising

0.5

from climate change – also in view of the United
Climate change (environmental protection, water)

Nations‘ 2°C target8?
	What benefits for my portfolio have resulted from

9.1
10.5

active dialogue with the companies represented
in the portfolio and from proxy voting?

Natural capital (energy efficiency, renewable energy)

	What impact does my portfolio have on the UN
sustainability goals?

0.0

	How does the ESG profile differ amongst the

1.1
Fund
BM

mandates in the Master KVG fund?
	How should direct holdings in mutual funds and
ETFs be assessed from an ESG perspective?
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Promotional material published by Metzler Asset Management GmbH
Information for professional clients – not to be passed on to private/individual clients
Footnotes, legal references and disclaimer
1

ESG = Environment, Social and Governance

2

	Basic sustainability: This relates to the exclusion of securities that are burdened by a “serious controversy” and/or are affiliated with the production
of cluster munitions and landmines. In addition, signals from external data providers and the results of our own analyses are taken into account –
on top of active dialogue with companies and proxy voting on ESG issues.

3

	QbrickS is based on a modular, three-dimensional cube (English: cube or “Q”) with building blocks (“brick”) connected by a uniform investment
logic, by means of which sustainability (sustainability or “S”) can be integrated into portfolios.

4

	Risk premiums: The market risk premium is the difference between the expected return of a risky market portfolio and the risk-free interest rate

5

	Tracking error refers to the unintended deviation between the performance of an index fund or portfolio and its benchmark over a certain obser
vation period.

6

	KPI = key performance indicator

7

TCFD = task force on climate-related financial disclosures

8

	The United Nations‘ 2°C goal is to limit global warming to 2°C above the pre-industrial level.

9

	Stranded assets: Assets that become worthless within a short time due to environmental or climate-related factors

This document published by Metzler Asset Management GmbH [together with its affiliated companies as defined in section 15 et seq. of the German
Public Limited Companies Act (Aktiengesetz – “AktG”), jointly referred to hereinafter as “Metzler“] contains information obtained from public sources
which Metzler deems to be reliable. However, Metzler cannot guarantee the accuracy or completeness of such information. Metzler reserves the
right to make changes to the opinions, projections, estimates and forecasts given in this document without notice and shall have no obligation to update this document or inform the recipient in any other way if any of the statements contained herein should be altered or prove incorrect, incomplete
or misleading.
This document is provided for information only and is not tailored to the specific investment objectives, financial situations or needs of individual
recipients. Before acting on the basis of the information or recommendations contained in this document, the recipient should consider whether the
decision is suitable for his or her personal circumstances and should take independent investment decisions on the basis of his or her financial situation and investment objectives, where necessary with the assistance of an investment broker.
This document does not constitute an offer or solicitation to buy or sell financial instruments, nor does it form the basis for any contract or obligation.
Neither Metzler nor the authors accept any liability for this document or the use of its contents. Subscription orders can only be accepted based
on the valid sales prospectus, which contains a detailed description of investment risks, and the latest annual and half-yearly financial statements
as well as the key investor information document (KIID).
Past performance cannot be regarded as an indicator of future performance. It cannot be guaranteed, warranted or assured that a portfolio will
repeat its past performance in the future. Any gains generated by investments are subject to fluctuations; the price or value of any financial instrument described in this document may rise or fall. Moreover, the actual performance of a portfolio depends on its asset volume as well as on the
agreed fee structure and external expenses.
Metzler therefore is not in a position to guarantee, warrant or assure that a portfolio will actually display the performance the investor desires,
as an investment portfolio is always subject to risks that can have an adverse effect on its performance, risks on which Metzler itself may have only
limited influence.
In particular, it cannot be guaranteed, warranted or assured that ESG investments will actually increase returns and/or reduce portfolio risk.
Similarly, no civil liability of Metzler can be derived from the goal of “responsible investing” (as defined by the BVI Rules of Conduct).
Neither this document nor any part thereof may be copied, reproduced or distributed without Metzler‘s prior written consent. By accepting this
document, the recipient declares his/her agreement with the above conditions.
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