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ALL QUIET ON THE WESTERN FRONT
Dear Reader,
This title may ring a bell with you. It refers to a war story/movie
released after the first world war in which everything was going
as usual (as described by the “all quiet” sentence), which
actually meant that a lot was happening behind the scene.
According to us, it describes quite well the current environment.
Whereas the volatility has dramatically fallen, be it on the
equity market, or on the forex one, trade negotiations are still
ongoing. While we are getting closer to a deal between China
and the USA, it has already resulted in a new agreement (the
EPA) between Japan and the Euro Zone. The focus is now on
renewed tensions between the latter and the USA.
In Europe, the Brexit saga is in a somewhat constructive phase
as confirmed by the agreement on a new deadline set on 31
October 2019.

So, it is certainly not quiet in the West, but also less worrying
than one could have feared.
That being said, we emphasise action in the East. Given how
close the Chinese economy is to its official target growth rate,
the Chinese authorities have embarked on a powerful stimulus
program.
Thus, the improvement of the Chinese economy does not come
as a surprise to us, but it did exceed the consensus forecast
related to various data releases. Economic surprises are positive
in China, but still negative in the USA and the Euro Zone. It
bodes well for the remainder of the year, as China contributes
one third of the world’s GDP growth.
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ESG AND PERFORMANCE
Sustainable and responsible investments (SRI) have had
undeniable success, surging by more than a third worldwide
since 2016 and reaching assets under management of more
than USD 30 trillion at the start of 2018, according to the latest
report of the Global Sustainable Investment Alliance. Among all
investment strategies, Environmental, Social and Governance
(ESG) integration saw the largest absolute increase in assets
under management, with an additional USD 7 trillion, to USD
17.5 trillion. This segment is now approaching the size of the
strategy of exclusion which involves removing assets that are
judged negative from an ESG standpoint from the investment
universe (USD 19.7 trillion).
As the name suggests, ESG integration incorporates ESG
elements alongside traditional financial analysis in the asset
selection process. In order to assess the links between
ESG factors and companies’ profitability metrics, dividends,
leverage, and performance, we analyse the E, S, and G ratings
for the Stoxx Europe 600 and the S&P 500 indices and the
respective performances.
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The following charts show the average results for the companies
with the best E, S and G ratings in green, and those of the firms
with the worst E, S, and G ratings can be seen in red.

Turning to profitability, US companies with better E, S and
G ratings generally record higher returns on equity, while in
Europe only companies with better E ratings show higher return
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