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Aggregate Confusion
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Category Example: Water



3 Sources of Divergence

Scope: which attributes are included?

Weights: how are indicators aggregated?

Measurement: how are these attributes measured?
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Correlations between Categories



Reverse Engineering



Key Findings

Important!
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Results



Noise-to-Signal 



Instrumented vs Original Ratings
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Retroactive Rewritings in the Refinitiv Database

The same firm has three different trajectories in three different downloads



Downloads and Returns

The newer the download the higher the correlation with stock returns!



Changes Between Downloads

We compare ESG scores downloaded on February 9 and March 23, 2021 (just six weeks apart)!
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ESG Flows and Returns
Fund Flows Returns

It takes 15 to 18 months for ESG mutual funds and returns to integrate MSCI ESG rating changes



Implications

ESG ratings are complex constructs

ESG ratings contain a signal

No standardization
- expression of preferences
- substantial amount of measurement error


