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Abstract: We investigate the portfolio frontier and market returns in equilibrium when an 
institutional investor aims to minimize the tracking error variance and to hold a portfolio with 
an ESG score higher than that of the benchmark (ESG mandate). Our analysis shows that an 
ESG mandate can reduce the mean-variance inefficiency of the portfolio frontier when the asset 
manager targets a limited over-performance with respect to the benchmark. Instead, for a high 
over-performance target, an ESG mandate leads to a higher variance emphasizing the ESG 
score versus return trade-off. In equilibrium, with asset managers and mean-variance investors, a 
negative ESG premium arises if the ESG mandate is binding for asset managers
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