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The information set forth herein has been obtained or derived from sources believed by AQR Capital Management, LLC (“AQR”) to be reliable. However, AQR does not make any 
representation or warranty, express or implied, as to the information’s accuracy or completeness, nor does AQR recommend that the attached information serve as the basis of any 
investment decision. This document has been provided to you solely for information purposes and does not constitute an offer or solicitation of an offer, or any advice or recommendation, 
to purchase any securities or other financial instruments, and may not be construed as such. This document is intended exclusively for the use of the person in Japan to whom it has been 
delivered by AQR International Ltd., and it is not to be reproduced or redistributed to any other person. Past performance is not a guarantee of future performance.

This presentation is not research and should not be treated as research. This presentation does not represent valuation judgments with respect to any financial instrument, issuer, security 
or sector that may be described or referenced herein and does not represent a formal or official view of AQR. 

The views expressed reflect the current views as of the date hereof and neither the speaker nor AQR undertakes to advise you of any changes in the views expressed herein. It should not 
be assumed that the speaker or AQR will make investment recommendations in the future that are consistent with the views expressed herein, or use any or all of the techniques or 
methods of analysis described herein in managing client accounts. AQR and its affiliates may have positions (long or short) or engage in securities transactions that are not consistent with 
the information and views expressed in this presentation. 

The information contained herein is only as current as of the date indicated, and may be superseded by subsequent market events or for other reasons. Charts and graphs provided herein 
are for illustrative purposes only. The information in this presentation has been developed internally and/or obtained from sources believed to be reliable; however, neither AQR nor the 
speaker guarantees the accuracy, adequacy or completeness of such information. Nothing contained herein constitutes investment, legal, tax or other advice nor is it to be relied on in 
making an investment or other decision. 

There can be no assurance that an investment strategy will be successful. Historic market trends are not reliable indicators of actual future market behavior or future performance of any 
particular investment which may differ materially, and should not be relied upon as such. Target allocations contained herein are subject to change. There is no assurance that the target 
allocations will be achieved, and actual allocations may be significantly different than that shown here. This presentation should not be viewed as a current or past recommendation or a 
solicitation of an offer to buy or sell any securities or to adopt any investment strategy. 

The information in this presentation may contain projections or other forward‐looking statements regarding future events, targets, forecasts or expectations regarding the strategies 
described herein, and is only current as of the date indicated. There is no assurance that such events or targets will be achieved, and may be significantly different from that shown here. 
The information in this presentation, including statements concerning financial market trends, is based on current market conditions, which will fluctuate and may be superseded by 
subsequent market events or for other reasons. Performance of all cited indices is calculated on a total return basis with dividends reinvested. 

The investment strategy and themes discussed herein may be unsuitable for investors depending on their specific investment objectives and financial situation. Please note that changes in 
the rate of exchange of a currency may affect the value, price or income of an investment adversely. 

Neither AQR nor the speaker assumes any duty to, nor undertakes to update forward looking statements. No representation or warranty, express or implied, is made or given by or on 
behalf of AQR, the speaker or any other person as to the accuracy and completeness or fairness of the information contained in this presentation, and no responsibility or liability is 
accepted for any such information. By accepting this presentation in its entirety, the recipient acknowledges its understanding and acceptance of the foregoing statement. 



What is ESG?
Many possible implementations

3Source: AQR. For illustrative purposes only. 



ESG Research at AQR
Stock Selection

Source: AQR. Investment process subject to change at any time without notice. 

AQR’s
Research
Approach

Identify prior rationales – ensure that signals make economic sense  (e.g. 
Governance as a proxy for good quality management)

Draw signal ideas from a wide variety of sources: internal resources, data 
vendors, academic papers

Scrub data for accuracy

Rigorously test data across all possible regions and market caps

In an effort to improve robustness, test multiple signals, even if they are closely 
related
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ESG Challenges

Identifying robust relationships may be a challenge

• Availability and reporting consistecy of information on ESG

‒ Data integrity has proven to be a common issue

‒ Short time periods of relevant data and sparse coverage

‒ We have found errors in provider data

• When available, data can be very firm-specific, which complicates forming relative views

‒ E and S issues are often very idiosyncratic events

We believe these challenges affect all managers, although they may be even more 
acute for quantitative investors
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Portfolio Implementation

Screening Environmental, Social and Governance dimensions in an investment process is a form of constraint, for 
example

• Screening based on ESG metrics

• Controlling CO2 footprint

A naïve approach may result in multiple embedded risks

• Market, industry and (where applicable) country exposures may fall out of the stock selection process and may 
unintentionally represent a large portion of desired active risk budget

• Uncontrolled risk may negatively impact performance

That risk can also vary meaningfully over time

We believe a better approach separates and manages risk at multiple stages of the investment process

• Improve comparability of stocks by controlling for differences across industries and countries

• Allocate and control risk to each source of return

Naïve screening can introduce unintended risks

6Source: AQR.



Assessing Risk through Environmental, Social and Governance 
Exposures 

Dunn, Fitzgibbons & Pomorski  “Assessing Risk through Environmental, Social and 
Governance Exposures” , Journal of Investment Management Vol. 16, No 1, 2018

• We find strong evidence that ESG scores correlate with contemporaneous risk measures

• Results suggest today’s ESG information may help capture risks that will be incorporated 
into statistical risk models only in the future
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Source: Dunn, Fitzgibbons & Pomorski  “Assessing Risk through Environmental, Social and Governance Exposures” , Journal of Investment Management Vol. 16, No 1, 2018. Data 
shown is the Total Risk summary from  Exhibit 1 – see Appendix for Exhibit 1 summary statistics. Please refer to the paper for full details of the analysis. For illustrative purposes only. 
Please read important disclosures in the Appendix. 
Data for the period January 2007 to December 2015. MSCI Intangible Value Assessment (IVA) ranks stocks along three dimensions: Environmental, Social, and Governance and then 
computes overall (industry-adjusted) rank; the final score is between 0 (worst ESG profile) and 10 (best ESG profile)
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This document has been provided to you solely for information purposes and does not constitute an offer or solicitation of an offer or any advice or recommendation to purchase any 
securities or other financial instruments and may not be construed as such.  The factual information set forth herein has been obtained or derived from sources believed to be reliable but it 
is not necessarily all-inclusive and is not guaranteed as to its accuracy and is not to be regarded as a representation or warranty, express or implied, as to the information’s accuracy or 
completeness, nor should the attached information serve as the basis of any investment decision.  This document is intended exclusively for the use of the person in Japan to whom it has 
been delivered and it is not to be reproduced or redistributed to any other person. Past performance is not a reliable indicator of future performance.

There is a risk of substantial loss associated with trading commodities, futures, options, derivatives and other financial instruments.  Before trading, investors should carefully consider their 
financial position and risk tolerance to determine if the proposed trading style is appropriate.  Investors should realize that when trading futures, commodities, options, derivatives and other 
financial instruments one could lose the full balance of their account.  It is also possible to lose more than the initial deposit when trading derivatives or using leverage.  All funds committed 
to such a trading strategy should be purely risk capital.

AQR Capital Management, LLC is exempt from the requirement to hold an Australian Financial Services License under the Corporations Act 2011.  AQR Capital Management, LLC is 
regulated by the Securities and Exchange Commission (“SEC”) under United States of America laws and those laws may differ from Australian laws.  Please note that this document has 
been prepared in accordance with SEC requirements and not Australian laws.

Please note for materials distributed through AQR Capital Management (Asia):

This presentation may not be copied, reproduced, republished, posted, transmitted, disclosed, distributed or disseminated, in whole or in part, in any way without the prior written consent of 
AQR Capital Management (Asia) Limited (together with its affiliates, “AQR”) or as required by applicable law. 

This presentation and the information contained herein are for educational purposes only and do not constitute and should not be construed as an offering of advisory services or as an 
invitation, inducement or offer to sell or solicitation of an offer to buy any securities, related financial instruments or financial products in any jurisdiction.

Investments described herein will involve significant risk factors which will be set out in the offering documents for such investments and are not described in this presentation. The 
information in this presentation is general and only you should refer to the final private information memorandum for complete information. To the extent of any conflict between this 
presentation and the private information memorandum, the private information memorandum shall prevail.

The contents of this presentation have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution and if you are in any doubt about any of the 
contents of this presentation, you should obtain independent professional advice.

This document is being provided to persons in Japan by AQR International Ltd., an affiliate of AQR for information purposes only.  Professional Investors (as defined in Article 2, paragraph 
31 of the Financial Instruments and Exchange Act of Japan) in Japan should direct all inquiries regarding AQR’s investment strategies to a marketing representative of AQR International 
Ltd.  Please note that AQR International Ltd. does not currently conduct any financial instruments business directly targeting non-Professional Investors.

AQR International Ltd.

AQR International Ltd. is registered as a Financial Instruments Business Operator under the registration entry “Director General of the Kanto Local Finance Bureau (FIBO) No. 3085” and is 
a member of the Type II Financial Instruments Firms Association and the Japan Investment Advisers Association.
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Exhibit 1 ‒ Summary Statistics. Every month, stocks are sorted on their industry-adjusted ESG score into five quintiles. For each quintile, we compute risk measures (total and specific 
risk, beta versus the MSCI World index), average returns, and firm and quality characteristics. The table reports the time series averages of these measures, as well as the differences 
between the two extreme quintiles (stocks with the best versus stocks with the worst ESG profile) and the corresponding t-statistics. The sample covers constituent stocks from the Russell 
3000, MSCI World ex US, and MSCI Emerging over the period of January 2007 to December 2015. 

Source:. Dunn, Fitzgibbons & Pomorski “Assessing Risk through Environmental, Social and Governance Exposures” , Journal of Investment Management Vol. 16, No 1, 2018 . For 
illustrative purposes only.  To identify companies’ ESG exposures we utilize the MSCI ESG database (often referred to as the Intangible Value Assessment, or (IVA), data). MSC IVA 
ranks stocks along three dimensions: Environmental, Social, and Governance and then computes overall (industry-adjusted) rank; the final score is between 0 (worst ESG profile) and 
10 (best ESG profile)

Q1
(poor ESG)

Q2 Q3 Q4
Q5

(best ESG)
Q5-Q1

Industry-adjusted 
ESG score 

1.5 3.2 4.7 6.2 8.4
6.9

(100.26)
Risk Metrics 

Total risk 34.5% 33.1% 33.0% 31.8% 30.4%
-4.1%

(-29.35)

Stock-specific risk 24.9% 23.8% 23.7% 22.7% 21.4%
-3.5%

(-29.46)

MSCI World beta 1.07 1.04 1.06 1.04 1.04
-0.03

(-11.49)
Performance 

Annualized return 6.52% 4.84% 4.88% 4.85% 4.76%
-1.76%
(-1.20)

Characteristics

Market cap ($M) 10,364 11,628 13,944
16,895 
(24.47)

Book-to-price 0.64 0.67 0.65 0.60 0.60
-0.05

(-4.85)

Momentum 10.02% 7.92% 8.70% 8.37% 8.28%
-1.74%
(-2.78)

Quality Indicators 

Earnings variability 0.55 0.54 0.53 0.51 0.49
-0.06

(-16.96)
Ohlson's credit 
score 

4.29 4.52 4.75 4.55 4.70
0.41

(22.76)

Profitability 0.29 0.30 0.31 0.32 0.33
0.03

(23.49)


