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In the mid-1980s institutional investors applied aggressive 
investing techniques to starve companies doing business in 
South Africa, applying pressure to end apartheid.1 When 
apartheid finally ended in 1994, principles-based investing 
(and investors) took justifiable credit, and then began to 
evolve in meaning and scope. 

Principles-based investing is referred to by many names, in 
particular ESG, or Environmental, Social and Governance 
investing. It is now much more than exclusionary investing, 
and is one of the fastest growing investment techniques, 
with the number of funds growing seven times from 81 to 
564 between 2018 and 2019, and inflows quadrupling to 
$21.4 billion over the same period.2 Globally, $23 trillion in 
managed assets consider environmental, social, and 
governance principles, increasing 38% since 2016.3, 4 
Google provides almost 50 million search results for “ESG;” 
it is clearly one of the most important conversations in 
investing. 

We, as part of Gen Z, have a different set of beliefs and 
expectations for the investment community about ESG. 
Greenwashing and a lack of systematic change in the past 
has left us cynical. Is the noise generated in the investment 
world about ESG genuine: are we serious about ESG? 

We ask: is ESG the future of investment, or simply a trend 
used by large asset management firms to generate flows? 
Some firms like Morningstar have published, at length, the 
benefits of considering ESG principles. Morningstar has 
also acquired a leading independent global provider of ESG 
research and ratings, Sustainalytics, to reinforce research 
and increase understanding of ESG’s impact on 
performance. Perhaps, ESG could become to investment 
what latitude and longitude became to navigation: an 
essential tool to investment analysis. We think there is a 
material chance, that because of performance, demand, 
and governmental action, ESG will end, and cease to exist 
as a separate category – with one caveat: we need to be 
careful to not overreach and try to integrate every social 
issue into investment processes. 
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Impact of ESG on Investment 
Performance 
Before we begin our analysis, we must 
acknowledge the nascent nature of ESG 
performance research that reflects the evolution of 
ESG investing from purely exclusionary 
techniques to more diverse investment processes. 
Though principles-based investing existed long 
before the emergence of ESG indicators, most 
notably in foreign disinvestment in apartheid 
South Africa,5 research into the financial benefits 
of ESG began in earnest in 2005.6 With the 
emergence of ESG indicators also came an 
evolution in principled investing from a purely 
exclusionary process into an inclusionary process. 
Earlier principled investing focused entirely on 
starving the flow of capital to certain targeted 
agents, such as apartheid South Africa, tobacco 
companies and weapons manufacturers. It was a 
restrictive process and investors believed they 
would forego potentially lucrative but morally 
questionable investments. With the emergence of 
inclusionary ESG principles, it became possible 
for investors to invest in funds based upon the 
positive characteristics they exhibited rather than 
simply exclude negative characteristics. Today, 
this is implemented by increasing investments in 
companies with low carbon footprints, diverse 
boards, and positive labor conditions.7 Many have 
looked at the ESG revolution as moral posturing 
from the larger investment community, but this 
view fails to take into account the growing 
research in support of the performance 
advantages ESG indicators provide.  

Research has suggested that ESG funds have 
inherent advantages over non-ESG funds in risk 
and return.8 If ESG funds do indeed hold a 
performance advantage, then we can assert that 
the ESG revolution is not morale posturing but 
rather a move towards a more effective form of 
investing and, if this is the case, it is only a matter 
of time until ESG principles become a new 
standard in investment. 

The majority of studies conclude that ESG funds 
perform at least as well as, if not better than, 
similar non-ESG funds, which are comparable 
portfolios that do not incorporate ESG principles 
or indicators and serve as the control in most 
studies. Since data is limited due to the nascent 
nature of ESG coverage, it is difficult to make 
general statements about the performance of 
ESG funds. BlackRock’s research, “which relies 
on back-tested data, shows how ESG-focused 
indexes have matched or exceeded returns of 
their standard counterparts, with comparable 
volatility.”9 Similarly, in 2017, 16 of Morningstar’s 
20 global sustainable indexes beat their non-ESG 
equivalents.10 Enterprising Investor found that the 
performance of a portfolio could be directly 
correlated with its ESG rating; portfolios with high 
ESG scores on average returned 0.16% more 
than neutral funds between 2008 and 2018.11 
Morgan Stanley found that contrary to popular 
belief, ESG funds had “only sporadic and 
inconsistent differences” in performance to neutral 
funds.12 

The Journal of Sustainable Finance and 
Investment consolidated results of 2,200 
individual studies to get more reliable data on 
ESG investing.  It concluded that 90% of studies 
found either an equal or positive relationship 
between ESG principles and corporate financial 
performance.13 The graph below displays the 
index level of the standard S&P 500 index 
compared to the S&P 500 ESG index which 
consists of securities that meet sustainability 
requirements while maintaining similar group 
weights as the S&P 500.14,15 These indices are 
weighted according to their market cap.16 Since 
the launch of this index in 2019, the S&P 500 
ESG index has outperformed by 2.21% with a 
larger gap between the two lines in recent 
months, indicating a larger difference between 
ESG returns and regular S&P 500 returns.17 

 



 

 

P a g e  | 3 

 

 
While studies like those detailed above are more 
common, there are others which argue against the 
ability of ESG funds to generate alpha.  An 
Institutional Investor article from 2020 had a 
different view of ESG performance stating, “The 
Standard and Poor’s 500 index returned 13.56 
percent annualized between 2010 and 2019. All 
ESG funds returned 10.84%” and “MSCI KLD 400 
Social Index had a return-to-volatility ratio of 1.01, 
while the same volatility measure for the S&P 500 
was an almost-identical 1.09.”18 These statistics 
were collected between recessions, when the 
market was significantly more stable than it was in 
the first quarter of 2020,19 and, therefore, was 
unable to test the resiliency of ESG investments 
against a volatile market environment. 

Market Volatility of 2020 and the 
Resiliency of ESG Funds 
While return is an important indicator of 
performance, it fails to give a complete account on 
its own. Resilience is also paramount; in a 
growingly unpredictable world, safeguarding one’s 
assets is just as important as growing them. With 
the tumultuous market in 2020, resilience has 
emerged as a virtue to investing intelligently.20 
Morningstar collected data in their study of the 
first quarter of 2020: “24 of 26 environmental, 

social, and governance-tilted index funds 
outperformed their closest conventional 
counterparts in the first quarter of 2020.”21 This 
data suggests that as the economy rapidly 
changes due to the COVID-19 Pandemic, ESG 
portfolios are performing better than their non-
ESG counterparts.22  Similarly, S&P Global 
Market Intelligence analyzed funds based partially 
on ESG criteria and found that 12 out of 17 lost 
less value than the S&P 500 funds during the 
COVID-19 crisis.23 Results continued to be 
competitive for ESG investments in the second 
quarter of 2020 with 56% of sustainable funds 
ranking in the top two quartiles.24 While this is a 
short period and more research needs to be done, 
the buoyancy of ESG funds during this 
unprecedented time should not be ignored. 

While the data suggests that ESG investments 
perform equal to and perhaps better than non-
ESG investments overall, the most compelling 
evidence may be the effect that ESG funds are 
having on asset management practices. 
Fiduciaries are bound to apply the highest 
standard of care for their customers and put their 
interests first.25 Therefore, we can safely assume 
that changes made to the investment processes 
within these firms are done for the client’s 
financial benefit. Asset management firms have 
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voiced their strong support for integrating ESG 
into other active portfolios. Harvard Business 
School Professor Vikram Gandhi has even argued 
that incorporating ESG into portfolios is an 
extension of fiduciary duty.26 In January, Laurence 
Fink, the Chairman and CEO of BlackRock, 
announced that sustainability will be their new 
standard for investing.27 Wellington Management, 
a private investment management firm with over 
$1 trillion under management, has an ESG team 
working closely with their investment managers to 
maximize the long-term return of investments.28 
Both of these firms have begun to integrate ESG 
investments into all portfolios, and they are not 
alone. Allianz, a global financial services 
company, aims to integrate ESG factors 
throughout its entire investment value chain.29 
Schroders, a global investment management 
company, revealed that investors use sustainable 
investing in order to get better returns.30  Fidelity 
International Investments declared that they 
consider ESG issues an integral part of their 
investment process.31 Asset management firms 
have taken steps in order to better practice what 
they preach.  

Though by no means definitive, we have been 
able to observe a trend within the data. Most 
research points to ESG indicators having a 
positive performance impact on portfolios, with 
fund performance also being less volatile and 
more resistant to economic downturns. The 
benefits are real, the data is becoming 
increasingly available, and the largest asset 
management firms are capitalizing to fulfill their 
fiduciary duties and profit from both investment 
and business outperformance. Hopefully these 
changes are reflective of systemic changes within 
the greater investment industry, rather than 
performative gestures to attract new investors. 

Demand for ESG Investing 
Traditionally, demand for and action on ESG 
principles have come primarily from institutional 
investors, which are often driven by their large 
constituent bases. However, we are now 
beginning to see individual investors 
demonstrating significant demand for ESG as 
well. While demand from younger generations 
may be more pronounced, are the older 
generations with the largest share of wealth today 

shifting to ESG? Will demand from these three 
groups signify a permanent, structural shift? 

ESG Investment Footprints by 
Institutional Investors 
Institutional investors control about 80% of the 
total assets in the U.S. equity market.32 With their 
large pools of assets, this group is a vital player in 
normalizing ESG investing. If they believe that 
ESG drives long term investment performance, 
they will continue to shift more assets into ESG 
portfolios. Engagement and consideration of their 
constituent bases may also play a role in driving 
this transition. 

Universities and colleges are reducing their 
exposure to oil-and-gas investments as 
constituents advocate for change. Around 2012, 
350.org assisted college students in establishing a 
college divestment movement to push 
endowments away from companies contributing to 
global warming.33 Their aim is to have their 
schools use their financial leverage, $600 billion in 
total assets, to influence positive societal 
changes.34 Many schools hesitated to adopt the 
divestment policy fearing financial backlash; 
others called out the divestment campaign as 
counterproductive.35 Nevertheless, the divestment 
campaign is gaining momentum as students 
continue to address environmental and societal 
issues, alumni continue to fund endowments, and 
boards of trustees are rotated to younger people. 
According to gofossilfree.org, educational 
institutions worldwide accounts for 15% of $14.38 
trillion pledged to divest from fossil fuel in 2019.36 
As students will keep pushing their educational 
institutions to do “the right things,” it would not be 
a surprise to see more college and university 
endowments flowing into ESG portfolios.  

On the other hand, ESG demand from private 
pension funds has faced constraints from 
ERISA.37 In 2019, $6.2 trillion of the U.S. total of 
$32.2 trillion in retirement assets were in 401(k) 
plans.38 According to Bloomberg Quint, only 3% of 
401(k) plans offer options for participants to invest 
in ESG funds and less than 1% are actually being 
invested in ESG funds.39 With the recent June 
2020 proposal made by the Department of Labor, 
which would require fiduciaries to invest solely 
based on pecuniary considerations, private 
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corporations may be more reluctant to increase 
the availability of ESG options.40 However, with 
asset managers and institutional investors having 
strongly opposed this proposal based on 
investment performance and the continued shift in 
leadership and general workforce, we look 
forward to a transformation of DoL policy on 
401(k) plans.41 

Unlike private corporations, public pension funds 
are not subject to ERISA and have embraced 
ESG funds more eagerly for both financial 
performance and the promotion of social and 
environmental goals. In 2018, public pension 
funds accounted for 54% of ESG investment in 
the United States, making them the leader among 
institutional investors.42 Their leadership is likely 
to continue as states enact pension regulations to 
spur ESG investment.43 Despite the federal 
government’s indifference towards ESG investing, 
states such as California, Illinois, New York, New 
Jersey, Oregon, Connecticut and Washington 
(and cities such as Seattle and Boston) are 
embracing it.44 These states are incorporating 
ESG principles as their strategy to manage risks 
and maximize returns in the long term.45 
Regardless of financial performance, they believe 
investing this way promotes social and 
environmental goals that best benefit their 
constituents.46 With the current political climate 
and incoming financial evidence, we think these 
factors will encourage more states to follow suit. 

ESG investing momentum differs among 
institutional investors: while endowments, 
foundations and public pension funds are 
integrating ESG factors into their portfolios, 
private pension funds are lagging due to the DoL’s 
interpretation of ERISA. A push from states, public 
funds, endowments, as well as their constituents, 
will play a crucial role in the near-term 
acceleration of ESG principles. 

ESG Demand Among Young People 
Millennials account for over one third of the global 
population and, in the next few decades, $30 
trillion in wealth will transfer from Baby Boomers 
and Gen X to Millennials. We can therefore expect 
impactful shifts in investment styles and consumer 
habits to occur at a rapid pace.47 We will refer to 
Millennials and Gen Z combined as the Next 

Generation, whereas the Current Generation 
refers to Baby Boomers and Gen X.  

The Next Generation cares about investing in 
ESG more than the Current Generation. A deVere 
Group survey showed that 77% of Millennial 
investors cite ESG as the top priority during 
investment analysis.48 In 2019 Morgan Stanley 
found that Millennial interest in the sustainable 
investing sector numbers 95%.49 With around half 
of the Next Generation willing to make less profit if 
investments work synchronously with their 
principles and 81% of Millennials recognizing the 
financial strengths of ESG investing, it appears 
there is demand from young people to actually 
invest in ESG.50, 51 Therefore, as the Next 
Generation holds more wealth, their strong 
foundation of investing based on principles, 
coupled with high engagement in ESG issues, 
creates a high propensity for larger demand in 
ESG funds. This interest that exists among the 
Next Generation will create an avalanche of future 
demand. 

Workforce Strategy 
Further research suggests the use of ESG 
internally can function as a workforce strategy 
rather than just as an investment strategy. 

 Millennials are 11% more likely than average to 
apply for certain jobs due to ESG considerations, 
and nearly 40% of Millennials report they have 
accepted offers of employment to companies that 
are environmentally stable over a company that is 
not.52, 53 Businesses with advanced internal ESG 
practices will establish themselves to potential 
employees as deserving of their talent. 

ESG practices increasingly become vital to a 
workplace. 48% of Millennials report speaking up 
to critique or defending their employer’s actions as 
they relate to social issues, highlighting that young 
people engage in ESG issues in the workplace, as 
well as with their money and investments.54 The 
best employers by employee satisfaction have 
14% higher average ESG scores, and high 
employee satisfaction is shown to link to 
increased efficiency, loyal employees, and the 
desire to improve results.55 Clearly, companies 
with good ESG practices prove to be the most 
attractive to young applicants and have higher 
employee satisfaction. Companies with high 
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employee satisfaction rank 26% better in 
understanding employee sentiment.56 The Next 
Generation actively makes decisions on where to 
work and invest based on ESG, and their impact 
will only increase as they move into leadership 
positions. 

This train has already left, as the Next Generation 
of workers have already begun to screen their 
own applications to businesses that employ 
proactive ESG practices and are investing more in 
ESG. The impact of ESG investment and 
practices from the Next Generation has already 
been observed in the institutional investment 
industry and is only increasing. While members of 
the Next Generation are being blocked in their 
401(k) investments, it seems highly unlikely that 
as they shift into leadership positions these plans 
will stagnate at only 3% in ESG funds. 

The Holy Grail: Wealthy Baby Boomers 
and Generation X Investors 
Baby Boomers and Generation X, or the “Current 
Generation,” control a majority of private wealth in 
the United States, making them key players in the 
pace of normalizing ESG investing. In 2019, the 
Current Generation collectively made up about 
41% of the U.S. population, about 2% less than 
the Next Generation.57 However, they are far 
wealthier than the Next Generation, and the 
wealth gap is only expanding.58 Aside from its 
tens of trillions of dollars combined in assets, the 
Current Generation is also an active equity 
investor, as illustrated below. These 
characteristics make them vital in driving 
momentum to normalize ESG investing. 

The Current Generation is more concerned about 
the volatility of their equity investments than the 
Next Generation, given their shorter investment 
horizon. They will be particularly focused on the 
potential for ESG funds and principles to reduce 
risk and provide more downside protection as they 
approach (or are in) retirement.59 

There is no denying that the Next Generation is 
leading in ESG, but the Current Generation is 
paying attention. While nearly two-thirds of 
millennials say they would be interested in having  

 

 

 

Source: US Census 
Bureau.60 The data is 
based on a survey on 
less than 200,000 
households. 

 

 

 

ESG funds in their portfolios, the Current 
Generation is not far behind, at nearly one half.61 
It remains to be seen if the Current Generation will 
meaningfully move the ESG needle, but their 
demand is clearly increasing. According to the 
Share Center, an independent UK retail 
stockbroker, trading of ESG funds hiked 107% 
among Current Generation Investors during 
COVID-19.62 Back to the U.S., based on a survey 
by Bank of America, in 2018 about 67%, up from 
38% in 2013, of wealthy Gen X investors 
readjusted their portfolios to include ESG 
investments.63  

The Current Generation will have a big impact on 
the timing of any normalization of ESG investing. 
How fast the Current Generation moves to 
embrace ESG factors will drive the tipping point 
where ESG is no longer a separate category of 
investing. How soon we will see that tipping point 
may depend on evidence of the impact of ESG 
principles on risk and downside protection on 
retirement portfolios, as well as the 
persuasiveness of the Next Generation at the 
dinner table. 
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The Next Generation is already investing this way. 
Morgan Stanley found that 67% of Millennials take 
part in at least one sustainable investing practice, 
as opposed to 52% of the general population.64 
Millennials are 13% more likely to invest in a fund 
that targets specific ESG goals and 11% more 
likely to back away from an investment 
opportunity due to an objection to a company’s 
values or lack of ESG practices.65 Allianz’ ESG 
Investor Sentiment Study found, even more 
strikingly, that 57% of Millennials surveyed have 
halted investments due to negative impacts as 
opposed to 35% of Baby Boomers and 42% of 
Gen Xers.66 

Regardless of the actions of an individual firm or 
investment manager, the Next Generation 
continues to invest their money on investment 
products that align with their own principles. 

The Next Generation Growing in the 
Workforce 
The Next Generation gains more social and 
economic capital by the day and increasingly 
owns a higher share of global wealth. Millennials 
are expected to soon control $30 trillion in assets 
in the U.S. alone.67 Combined with an increase of 
Gen Z in the workforce from 14% to 37%, the 
Next Generation will soon jump from 52% to 72% 
of the global workforce.68, 69 

As the demand for ESG investment and products 
increases among the Next Generation, and they 
accrue more and more capital through an 
increase in their representation in the workforce, 
their dispositions progressively have a large 
impact on the market. The Next Generation’s 
demand for ESG will continue to grow, supporting 
the normalization of ESG going forward. 

Government Action to 
Promote or Restrict ESG 
Investing 
Government plays a critical role in the growth of 
ESG investing in their countries. Without 
government support, the acceleration of ESG 
investing would face impediments. 

United Nations 
This UN holds a special status in terms of ESG 
governance. This is despite lacking the authority 
and jurisdiction of its member states, and even 
though it is often characterized by political 
deadlock in the Security Council. In a sense, it is 
sometimes seen as a passive government.  

Despite these impediments, the United Nations 
has, in many ways, been the driving force in 
creating an environment that supports ESG 
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investments. This is evidenced in the UN’s 
establishment of the Principles for Responsible 
Investment (PRI). With the support of the United 
Nations Global Compact and the United Nations 
Environment Programme Finance Initiative, the 
PRI has published guiding principles to help 
incorporate ESG into investments globally. As a 
signatory of the PRI, a member would volunteer to 
uphold these principles, such as disclosing 
information on ESG activities and the integration 
of ESG factors into investment-making 
decisions.70 In doing so, the PRI helps serve as a 
model for governments and organizations in 
regards to how one could implement policies that 
would promote ESG investment. Despite it being 
voluntary in nature, there is enormous pressure to 
be a signatory, with many institutions and asset 
owners requiring their managers to sign.  This has 
resulted in an increase in the number of 
signatories to the PRI, which demonstrates the 
outreach and effectiveness of the PRI, and by 
extension, the United Nation’s role in ESG 
investing.71 Additionally, these are not small firms 
or organizations: Japan’s Government Pension 
Fund, one of the largest asset owners in the 
world, is a signatory.72 

European Union 
One of the most successful and leading forces in 
ESG investing is the European Union. When the 
new European Commission President Ursula von 
der Leyen (“VDL”) was running for her position in 
2019, she unveiled the European Green Deal as a 
policy plan that she would spearhead during her 
time as commission president. Within this 
proposal were plans for the EU to be climate 
neutral and for the continent, in particular the EU, 
to effectively transition to clean energy.73 This 
broad agenda builds off of the Juncker 
administration in regards to environmental policy 
and continues to lay the foundation supportive of 
ESG investing.74 For example, under the 
European Green Deal, the VDL administration has 
proposed the creation of an EU taxonomy. 
Through this classification framework, investors 
will be able to identify green activity in the 
financial market, such as activities that are low 
carbon and the manufacturing of materials 
essential to the production of renewable energy.75 
With this type of information available, investors 
are presented with a standard, or “common 

language,” which helps investors obtain 
information about which companies are 
considering ESG factors, and encourage 
companies to increase issuance of sustainable 
assets, such as green bonds. In addition to 
establishing a standard metric or system for ESG 
investing, the VDL administration has taken it 
further by incorporating ESG factors into the 
political landscape with the creation of the Higher-
Level Expert Group (HLEG) on sustainable 
finance. One goal of this advisory group is to 
explore how the EU can help accelerate the flow 
of capital into ESG related funds.76 

In implementing policies that support ESG 
investing, the EU has created an environment ripe 
for ESG investing. For instance, the EU had $14.1 
trillion in ESG investing since 2018, which 
surpassed countries such as the U.S. by $2 trillion 
and Japan by $12.1 trillion.77 Therefore, there is 
evidence that a proactive approach from the 
government can help ease transitions in accepting 
the use and consideration of ESG factors. 

Japan 
Within Asia, Japan has the fastest growing ESG 
investment market. In fact, from 2016 - 2017, 
there was a 242% increase in sustainable 
investments in Japan.78 Despite this impressive 
position on ESG investing, Japan required 
significant changes to meet this level of ESG 
investment activity. Previously, Japanese 
corporations followed the keiretsu structure, which 
made minority shareholders unable to have any 
say in the corporation’s agenda.79 With this type of 
environment, since investor views would not be 
recognized, ESG investing would not be able to 
flourish. Under the Abe administration, changes 
were made with the introduction of Abenomics: 
particularly the “third arrow,” aimed to modernize 
the Japanese economy to appeal to global 
investors.80 Under this “third arrow,” the 
government opened the path for changes in 
Japanese corporations and the financial 
institutions concerning ESG investing. 

One way the Japanese government pursued 
these changes was through the Ito Review, 
initiated to understand how to create mid-long-
term growth in Japanese corporations.81 The Ito 
Review found that there was a lack of oversight in 
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companies and that there was no environment 
that facilitated dialogue between investors and 
companies.82 The Japanese government 
remedied this by establishing the Governance 
Code, which advises that an environment be 
created to support communication and 
cooperation between both bodies.83 With these 
new guidelines for corporations, they lead to the 
creation of an environment in which ESG factors 
are received and worked on successfully. We see 
this in how the Governance Code allowed 
shareholders to engage with companies to include 
ESG factors in their corporation’s plans.84 

Another way that Japan has supported ESG 
investing is through increasing the issuance of 
green bonds. This was done through the creation 
of the Green Bond Guidelines (“GBG”). The GBG 
require all participants to disclose environmental 
impact reports and objectives.85 In creating these 
guidelines, the government created an 
environment in which investors could easily 
identify ESG products. It seems as though the 
presence of a standard in classification has 
allowed for more green bonds to be created.86 

These supportive measures from the Japanese 
government have led to Japan experiencing an 
increase in sustainable investments from 57 
trillion in yen to 232 trillion in yen, about $2 trillion 
USD.87 The Japanese government and the EU 
have demonstrated that governments can create 
environments for ESG investing to prosper. 

China 
While the United States has the largest equity and 
bond markets, China comes in second with an 
equity market valued at $11 trillion and a bond 
market valuing at about $14 trillion.88 89 Long 
considered as an emerging market, the scale of 
the Chinese economy means that its role in ESG 
investing will be significant and something to 
watch for in the future.  

Previously in China, ESG investing did not gain 
that much traction compared to other countries 
and their government’s efforts. In 2014, the 
market for sustainable investment in China 
accounted for only 14% in Asia, excluding Japan 
from that recording.90 Since then, ESG investing 
has gained more traction in China: from the time 
the UN PRI debuted in China, the number of 

signatories has increased from 7 to 33.91 Among 
the signatories is China Life Asset Management, 
China’s largest asset owner.92 The Supportive 
ESG policies pushed by the Chinese government 
has helped guide the Chinese economy and 
society to become more supportive of ESG 
investing over time. In 2016, the Chinese 
government issued the Guidelines for Establishing 
the Green Financial System (“GEGFS”), which 
provided information on how to transition the 
economy to become supportive of environmental 
interests. Among other pieces of information, the 
guidelines provide statements on how private 
capital can invest in eco-friendly companies.93 
This guidance from the government has led to 
high demand for ESG related activities, where the 
green loan balance rose to $1.16 trillion in China 
by the end of 2018.94 Additionally, the Chinese 
government has hastened the transition to ESG 
investment by mandating that all listed companies 
disclose ESG information by 2020.95  

While China is still in the process of transitioning 
its economy so that it is receptive of ESG policies, 
the results from the GEGFS are promising. With 
that said, China demonstrates the importance of 
government towards encouraging ESG 
investments. Despite entering late into ESG 
investing compared to others, such as Japan, the 
recent support from the government will steer the 
country to match the level of the EU and the US. 
In addition, given the scale of the Chinese 
economy, the support of the government towards 
ESG investing may lead to China becoming a 
major player in ESG investing in the future. 

United States 
Compared to other governments, the United 
States has been more divided on ESG investing. 
The federal government seems to shift back and 
forth on environmental policy depending on the 
occupant of the White House. President Obama 
committed to signing the Paris Climate 
Agreement,96 however, once President Trump 
was inaugurated, the U.S. withdrew from the 
agreement in 2017.97 This illustrates the 
difference in political opinion on the U.S. approach 
to climate change. Therefore, depending on which 
party enters the White House, the federal 
government’s approach to ESG investing will 
subsequently be influenced.  
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A demonstration of how federal policy can be 
affected by who controls the White House is the 
recent proposed rule from the Department of 
Labor with regards to ESG factors being 
considered in pensions covered by ERISA. Under 
this new regulatory guidance, fiduciaries for 
pensions can consider ESG factors, however, 
there is a burden placed on fiduciaries on proving 
whether there would be clear pecuniary benefits 
from doing so.98 It does not make it impossible to 
consider ESG investments, but it does make 
inclusion difficult. Given that only 3% of 401(k) 
plans have ESG funds, this decision highlights the 
tendencies of the current federal government to 
discourage ESG investments.99 This recent move 
from the federal government illustrates a contrast 
between how ESG investments are perceived in 
the U.S. government as opposed to the EU and 
Japan. This regulation is problematic as it can 
deter any consideration of ESG factors in 
corporate pension funds.100 

However, as the federal government retracts from 
ESG investments, we see states act as advocates 
for ESG investing. Despite the U.S. government 
backing away from the Paris Climate Agreement, 
25 states have become signatories, highlighting a 
difference in opinion between the state and 
federal governments.101 Other examples of this 
can be seen in California, where the California 
Teachers Retirement System (“CALSTRS”) 
pension program has integrated ESG factors into 
their investment practices.102 In Illinois, the state 
government passed the Sustainability Act, which 
requires all public firms who manage public funds 
to implement and publish sustainable investment 
policies.103 Additionally, state programs like 
California’s CALSTRS have signed onto the UN 
PRI.104 Therefore, even if there seems to be a 
shift away from ESG investing on the national 
level, there is still support for ESG investing on 
the state level. This is reflective of the general 
trend of governments embracing ESG factors into 
investment decisions. 

In July 2020, the Biden campaign released a plan 
regarding the climate: his administration plans to 
devote “$2 trillion over four years” into clean 
energy, aiming for a total transition by 2035.105 
While the plan differs from the Green New Deal 
and the European Green Deal, it is shares 
similarities. As we can see, this proposal contrasts 

sharply with the pushback from the Trump 
administration on ESG investing. If this plan were 
to be implemented, the United States would see a 
more united approach between the federal and 
certain state governments that support ESG 
investing. Furthermore, democratic lawmakers’ 
criticism of the recent Department of Labor 
guidance on ESG investing for ERISA pension 
plans106 highlight the type of partisanship that 
exists and how it can influence ESG investment 
policy. Should there be a change in the 
administration in November, ESG policy in the 
U.S. will certainly shift. The United States may be 
able to catch up to the European Union if it is able 
to establish a friendlier environment for ESG 
investments. In our view, there is a steady move 
towards supporting ESG policies, as 
demonstrated by state governments. Even if the 
current administration wins re-election, continuing 
its less than supportive position of ESG-friendly 
policies, we believe that there is bound to be one 
driving the evolution of ESG as the way to invest 
in the future. 

The Complexity of “S” – A 
Spotlight on “Social” in ESG 
Environmental, Social and Governance goals are 
not a monolith, although they often work in 
tandem, and are constantly shifting and moving 
forward in their baseline principles. Environmental 
goals can only progress so far: if we were to focus 
on the environment as a society, we would 
eventually reach a point of neutral environmental 
impact, otherwise we live with the looming threat 
of the climate crisis changing the world as we 
know it. Social and Governance goals can always 
be improved, although governance has had a 
significant head start in the corporate world. Each 
facet changes at a different pace, produces 
different gravities of impact, and varies in difficulty 
to implement. However, in ESG discussions, the 
“S” for social factors is commonly avoided. Why is 
that? 

Although media attention is usually drawn to 
climate change deniers and loud protestors, the 
majority of investors coalesce around the need to 
take climate action and support governance goals. 
Goldman Sachs stated that starting July 1st they 
would not take a company public unless they had 
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one “diverse” member on the board.107 Allianz’ 
ESG Investor Sentiment Study found that survey 
respondents seemed to be highly in favor of 
environmental and governance issues but lagged 
behind in social categories. Compared to 95% of 
respondents who viewed carbon emissions as 
having a strong impact on their decision to do 
business with a company, only 77% considered 
racial equality as having a strong impact, followed 
by 73% for gender equality and merely 58% for 
LGBTQ+ equality.108 Societal considerations 
notably lag behind in the business and investment 
world. Clearly Social factors are still divisive and 
lack consensus, although a lack of social 
considerations may also be attributed to 
inconsistent ratings measuring S factors. 

But why exactly are we avoiding Social factors? Is 
it that only one fund is available in the US that 
focuses on businesses with strong racial and 
ethnic diversity policies?109 Or is it that 97.8% of 
the $69 trillion asset management industry in the 
U.S. is managed by firms owned by white men, 
despite only making up approximately 37.5% of 
the US population?110, 111 Maybe it is because only 
8% of professional investors are women.112 Some 
consider gun control and universal healthcare vital 
to an S score, yet others may not be so sure. 
Some Social considerations fit into governance 
factors, like diverse boards, equity in the 
workplace, and holistic recruiting processes. With 
an increasing proportion of young people who 
choose jobs, investments and consumer products 
on social factors, businesses and investors have a 
vested interest in rapidly improving societal 
considerations. But, how is this factor best 
evaluated and integrated into the investment 
process? 

“S” factors perennially see controversy and raise 
the question of which medium – besides 
investments – would be best suited to address 
these social problems. While most public pension 
funds refused to invest in companies that did 
business in South Africa under Apartheid, some 
called for a governmental approach, rather than 
one based on exclusionary investment. Should 
every social issue we face today be solved 
through investing, or should we, as the Next 
Generation, focus our attention to how our 
government can often more effectively and easily 
push for social change? We must judiciously 

distinguish between what issues are best solved 
through protest, through government, through 
investing, or through other mechanisms. 

 ESG has evolved to encompass much more than 
its exclusionary genesis derived from social 
factors alone. Most ESG metrics and data today 
better account for Environmental and Governance 
goals, but the “S” for Social is still included in the 
title of the investing strategy. Incorporating the “S” 
needs to be done carefully: without consensus of 
a social target, investment will quickly become 
muddled and confused, threatening progress 
made in governance and environmental goals. 
When Social factors are outside a business’ 
governance strategy, measurement and 
subjectivity present hurdles to incorporate S into 
ESG. 

While we think ESG will be integrated into 
mainstream and neutral portfolios, we must 
remain conscious of the latent power and 
divisiveness of Social factors. Therefore, we think 
that choices for investing based on social impact 
will not be generally integrated, but instead many 
sustainable choices with differing approaches to 
Social factors will be offered to supplement 
demand. For example, Blackrock did this by 
creating an ETF excluding gun companies.113 It is 
important not to understate the fluidity, local 
values-driven, and individualistic nature of social 
factors and recognize that the solutions to many 
social causes are better achieved through 
legislation rather than investment. We think the 
investment industry should already have 
integrated E, S, and G factors, and that the 
government should have aided in that transition, 
but we inherit a world where that is not a reality. 
Therefore, pragmatically, we must continue 
considering the most efficient ways to implement 
that change that seems inevitable. 

Conclusion 
ESG investing will soon be the norm, leading to 
The End of ESG as a separate category. 
Emerging ESG research continues to suggest that 
ESG funds are more resilient and produce greater 
alpha. Institutional investors are embracing ESG 
strategy with public pension fund and 
endowments leading the way while private 
pension funds are facing obstacles due to federal 
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regulation, but that may change when the Next 
Generation assumes more leadership roles. Not 
only are the Next Generation interested in ESG 
factors, but the Current Generation is as well. 
Though some governments lag behind in 
encouraging ESG investments, it is evident that 
the world is slowly integrating ESG factors as the 
new norm of investing. Indeed, we may see that 
ESG will simply be another fundamental indicator 
for investors and managers in the future. We think 
that the tailwinds to ESG normalization of 
investment performance, demand and 
government policy support outweigh the 
headwinds of partisan policy and social ambiguity. 

ESG will become the only way to invest in the 
U.S. due to performance, demand, and 
government action. However, there are specific 
social issues that may remain separate from 
integration as a result of lack of consensus or 
difficulty in measurement. Unless a systematic 
approach is taken by all actors in the investing 
world, businesses will face another ESG crisis the 
next time a social movement or pandemic hits, 
and this conversation will be had eternally. 

 

 

Author’s Note 
Principles-based investing is a complex topic, with more perspectives than there are interested people. 
This is evidenced by the overwhelming volume of published papers, analysis, articles and even simply by 
the number of names used to describe this type of investing. We are not attempting to replicate the deep 
analysis performed by many, or the lengthy papers on the future or taxonomy of principles-based 
investing by firms such as Accenture, McKinsey, BlackRock and others. We are not looking at every 
aspect of principles-based investing – for example, the issuance of Green or Social bonds. In addition, we 
have not included any analysis of stewardship and proxy voting, or inconsistencies presented by ESG 
data providers, clearly critical elements of how an asset manager executes a principles-based strategy. 
Instead, we have tried to research and produce a top-down view, from our perspective, of whether 
principles-based investing will become the normal way to invest, as opposed to a separate category of 
investing.  The Authors would like to acknowledge the contribution of Melissa Zhang, MBA/MS EIPER 
Candidate, Class of 2022, Stanford Graduate School of Business. 
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