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ou need look no further than 

your newsfeed for yet another 

example of corporate misdeeds. 

Better reporting, round the clock news 

coverage and social media have added 

transparency and enhanced scrutiny 

to a company’s behavior, which can 

lead to lost profitability. What’s an 

investor to do? 

Enter ESG – the environmental, 

social and governance factors that 

may help you evaluate company 

behavior and investment potential 

beforehand. Investors aren’t looking 

to ESG purely out of a strong personal 

connection to a particular cause or an 

idealistic view of the world; they’re 

realizing that long-term performance 

will be impacted by companies’ atten-

tion – or lack thereof – to possible 

regulatory and reputational risks. In 

fact, 35% of pension fund investors 

cited the latter as a top reason to 

incorporate ESG factors into their 

process, according to a 2019 survey 

by State Street Global Advisors. It’s 

not all emotions – it’s financial too.

By requiring transparency into 

ESG factors material to each com-

pany they own, shareholders are 

holding businesses to a higher stan-

dard as corporate citizens of the 

world, demanding responsibility and 

accountability in addition to strong 

financials. As consumers, we’ve been 

doing something similar for decades, 

spending money to support companies 

we believe in, and redirecting dollars 

from those who lose our trust.

Investors have long been able to 

apply exclusionary filters to weed 

out companies that sold tobacco or 

supported apartheid, for example. 

But today’s approach to sustainable 

investing involves deeper analysis 

that can both reward and penalize 

companies for their actions, taking 

into account issues such as women 

in leadership, carbon reduction tar-

gets, and HR policies that encourage 

ethical behavior. Some investors even 

look to reward “ESG momentum” – the 

efforts of firms to regularly boost their 

sustainability, despite being ranked 

behind peers.

As of yet, there are no U.S.-

mandated standards for analyzing 

material ESG factors, but many 

companies voluntarily support 

those outlined by the Sustainability 

Accounting Standards Board and 

the United Nations, which created 

Principles for Responsible Investment 

and Sustainable Development Goals 

(in collaboration with global corpo-

rations) as a “blueprint to achieve a 

better and more sustainable future” by 

2030 across the globe. While the need 

for transparency and standardization 

of ESG data is apparent, investors 

aren’t waiting for regulators to take 

action. Institutional investors are 

engaging directly with companies to 

get the answers they seek. 

Sustainable investing provides a 

pathway for all investors – big and 

small – to align their portfolios with 

not just their financial goals, but their 

values, too. And now, with the recent 

expansion of opportunities in this 

space, chances are pretty good that you 

can find a cause that resonates with 

you and an investment to match. Your 

approach to sustainable investing can 

be as customized as you like, whether 

through assigning weights of material 

factors or incorporating values you 

hold dear, there is little doubt that you 

and your advisor will find the invest-

ment mix that feels right to you.

Investor demand means more companies focus on profitability, sustainability and accountability
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Thousands of starfish washed ashore. A little girl began throwing them back in the 
water. “Don’t bother,” her mom said, “it won’t make a difference.” The girl stopped 
for a moment and looked at the starfish in her hand. “It will for this one.”
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Misconception No. 1

SUSTAINABLE INVESTING IS JUST ABOUT SAVING THE ENVIRONMENT

Investing responsibly takes many forms, but for most, it is about driving meaningful change across any number of fac-

tors (a handful of which are listed below) that have a material impact on a company’s success. The top factors cited by 

investors are actually related to governance to ensure the right people are at the top and are thinking appropriately 

about long-term business viability and risks. 

While some sustainable investors align with a certain theme, such as water conservation or gender equality, more com-

monly, they look to drive change by focusing on metrics most crucial to a particular company’s long-term performance. 

Not all ESG factors are created equal – for example, a professional services company likely has a smaller environmental 

footprint than a chemicals manufacturer, but a potentially larger threat of data breaches.

Misconception No. 2

SUSTAINABLE INVESTING IS TOO NICHE

Sustainable investing, by broad definition, is up 38% since 

2016 – to the tune of $20 trillion, according to The Forum for 

Sustainable and Responsible Investment. And more than half 

those surveyed for the 2018 Global Sustainable Investment 

Review cited a desire to use ESG screens to minimize risk, fulfill 

fiduciary duties and improve financial performance over time.

Despite these filters, broad diversification is still possible. 

More than 350 funds are marked sustainable by Morningstar, and 

a growing number of tax credit funds and sustainable bonds have 

entered the market, surpassing $250 billion in 2018. Mainstream 

companies are also moving the needle. Recently, a major car 

company issued bonds to underwrite purchases of greener cars; 

a bank conglomerate launched a plan to go carbon neutral; 

and a major clothing retailer is investing in refugee education.

Sustainable investments are allocated across 
diversified asset classes
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Misconception No. 3

SUSTAINABLE INVESTING MEANS  
SACRIFICING PERFORMANCE

People commonly hear that sustainable investing is meant 

for doing good, but not for doing well. Turns out the two are 

not mutually exclusive. Study after study, including meta 

studies, have shown that companies with high ratings on ESG 

factors material to their industries tend to have lower costs 

of capital, higher profitability and stronger performance. 

According to a study published by the Journal of Applied 

Corporate Finance, “companies with high non-financial indi-

cators of quality seem to perform significantly better on 

market and accounting-based metrics.” The CFA Institute 

also found that sustainable investments reduce volatility 

and exposure to future risks.

Still, due diligence is essential in order to drive returns 

as well as sustainable business practices, as with any 

good investment.
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90% of more than 2,000 
studies showed a neutral or 
positive relationship between 
integration of material 
ESG factors and financial 
performance, a statistically 
significant correlation on 
returns since 1970.

Misconception No. 4

ONLY WOMEN AND MILLENNIALS CARE 
ABOUT SUSTAINABLE INVESTING

More than a quarter of assets under management worldwide have some 

basis in sustainable strategies, driven by demand from institutional 

and individual investors – young and old alike, and at all wealth 

levels, according to The Investment Integration Project (TIIP) and 

the Money Management Institute (MMI). 

While institutions drove growth in this space at the beginning, 

interest from retail investors has grown considerably. Women and 

millennials among them; however, men are increasingly looking 

at sustainable investments, and affluent individuals (mainly baby 

boomers) are driving the greatest retail demand. 

Many foundations and endowments also apply a sustainable invest-

ment lens when looking to distribute money in a way that aligns with 

their philanthropic intentions (e.g., gender equality, human rights), 

and this ability is now available to retail investors through donor 

advised funds. Bonus: Investing sustainably, in conjunction with a 

defined philanthropic plan, could generate a larger and longer-lasting 

impact for the causes you care about.

Global shares of institutional and retail 
sustainable investing assets 2016-2018
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