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1. The performance of ESG fixed income and equity indices and 
sustainable investment funds

2. Steps, factors, and objectives to consider when developing an 
ESG investment approach

Learning Objectives

Gain a broader and clearer understanding of the following:

1. ESG and other sustainable investment options

2. ESG trends, challenges, and concerns

3. The information, tools, and resources utilized by investors to perform ESG analysis

4. The risks evaluated through an ESG approach and how these risks vary by issuer
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Introduction 
to ESG & 
Sustainable 
Investing 
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The History of Sustainable Investing

19
70

s The anti-war 
movement 
propels 
sustainable 
investing 

19
84

US Sustainable 
Investing 
Forum is 
founded

19
94 26 sustainable 

funds are 
available, with 
assets around 
$1.9 billion

20
06

The United 
Nations’ 
Principles for 
Responsible 
Investment is 
launched

20
09

The Global 
Impact Investing 
Network is 
launched

20
11 The 
Sustainability 
Accounting 
Standards 
Board is formed

20
16

CalPERS
incorporates 
ESG principles 
into its 
investment 
process

20
18 The European 

Commission 
presents its 
sustainable finance 
action plan

20
20

20
20

Sustainable 
funds attracted 
a record $51 
billion in net 
flows and 
reached $17.1 
trillion AUM in 
2020

Source: Morningstar, ESG Investing Comes of Age. Published May 2020. US SIF Trend 2020 Executive 
Summary.
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06 60 

sustainable 
funds are 
available to 
investors

Coronavirus 
pandemic
increases focus 
on Social Risks

Objective #1: Intro to ESG & 
Sustainable Inv. Options
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Approaches to Sustainable Investing

SRI

Avoid socially 
adverse industries 

like fossil fuels, 
tobacco, alcohol, 

and weapons

ESG 
Integration

Systematically 
consider impact of 

environmental, 
social, and 

governance risks

Impact

Seek companies 
that have a direct 
impact on positive 
societal change 
(clean energy)

Exclusionary   Risk Management                     Goals Driven                        Social Outcome 

Thematic

Align objectives with 
values, such as UN 

PRI Sustainable 
Development Goals

Objective #1: Intro to ESG & 
Sustainable Inv. Options
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What is ESG Investing?

 ESG investing is a sustainable investment approach

• More inclusive than Socially Responsible Investing (exclusionary approach)

• Broader in scope than Thematic and Impact investing

 Incorporates measurable non-financial ESG factors into an investment analysis

Climate Change Air Pollution

Deforestation Water Pollution

Board 
Composition

Bribery &
Corruption

Lobbying
Executive 

Compensation

ENVIRONMENTAL
How a company limits its 
environmental impact and 

carbon footprint

SOCIAL
How a company treats its 
employees, customers, 
community, and other 

companies it interacts with

GOVERNANCE
How a company is led and 

managed, including executive 
pay and any internal controls

Data Protection Human Rights

Gender & 
Diversity

Community 
Relations

Objective #1: Intro to ESG & 
Sustainable Inv. Options
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ESG Trends, 
Challenges, and 
Concerns
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*Other consists of family offices, healthcare institutions, faith-based institutions and other nonprofits that collectively 
represent about 1 percent of ESG assets in 2020
Source:  US SIF Foundation 2020 Report on US Sustainable and Impact Investing Trends

Public
54%

Insurance 
Companies

36%

Education
6%

Foundations
2%

Labor
1%

Other*
1%

Institutional Investor ESG Assets, 
by Investor Type, 2020 
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Objective #2: ESG Trends, 
Challenges, & Concerns

Sustainable Investing Continues to Grow Rapidly
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Objective #2: ESG Trends, 
Challenges, & Concerns

Source:  Morningstar, “Sustainable Investing: The Evolving Landscape & the Path Forward.” Published 2021.
Note: 40 open-end funds in the report were launched between 1971 and 2004. The earliest ETF launch was in 2005. 
Includes 20 funds that subsequently have liquidated. Does not include original launches of funds that have 
subsequently repurposed.

ESG Trends: New Sustainable Fund Launches
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ESG Trends: Fund Flows and Assets

Objective #2: ESG Trends, 
Challenges, & Concerns

Source:  Morningstar, “Sustainable Investing: The Evolving Landscape & the Path Forward.” Published 2021. Data as 
of 12/31/2020. Includes Sustainable Funds as defined in Sustainable Funds U.S. Landscape Report, Feb. 2020. 
Includes funds that have been liquidated; does not include funds of funds.



© PFM 13

Why Do Investors Implement an ESG Investment Approach?

Alignment of Objectives 
With Values

External Pressures

Risk Management

Seek Competitive Returns

Objective #2: ESG Trends, 
Challenges, & Concerns
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ESG Challenges and Concerns for Investors

Implementation and monitoring can be complex

Inconsistent ESG risk assessment methodologies

Variations in disclosed information and 
reporting standards

No universal definition of ESG

Objective #2: ESG Trends, 
Challenges, & Concerns
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 The SEC issued a Risk Alert on April 9, 2021 that 
raised the following concerns related to ESG 
investing:

• Inconsistent portfolio management practices

• Inadequate internal controls

• Inconsistent marketing materials and disclosures

• Proxy voting practices that are not consistent with 
stated approaches

• Unsubstantiated or potentially misleading claims 
regarding ESG approaches

• Compliance programs that did not adequately address 
ESG issues

 SEC is encouraging investment managers to 
“say what you do, do what you say.”

Source: SEC Risk Alert, April 9, 2021.

The SEC Is Paying Close Attention to ESG Investing

Objective #2: ESG Trends, 
Challenges, & Concerns
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Information, 
Tools, and 
Resources
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ESG Tools & Resources
Disclosure 

Frameworks & 
Standards

Data Collectors & 
Information 

Providers

Analytics 
Providers

Non-Profits

Use of logos does not represent an endorsement of any kind. 

Objective #3: Information, 
Tools, & Resources
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Individual Issuers

Sources (left to right): Coca Cola 2019 Sustainability Report, Honda 2020 Sustainability Report, and Shell 2019 
Sustainability Report.

ESG Tools & Resources Continued (continued)

Objective #3: Information, 
Tools, & Resources
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Objective #3: Information, 
Tools, & Resources

Example Resources – ESG Analytics Provider

Source: Sustainalytics.

Risk Rating Report Controversy ReportProduct Involvement

Company Name Company Name
Company Name
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Evaluating 
ESG Risks
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How is ESG Risk Measured?
 Evaluation focuses on exposure to, and management of, material ESG risks
 Ineffective management of material ESG risks could have a significant financial impact on company 

performance and enterprise value

Source: Sustainalytics

SHAREHOLDER 

MEETING RESULTS

COMPANY DATA
MANAGEMENT 

INFORMATION

FINANCIAL 

DATA

ESG RISK EXPOSURE
MATERIAL ESG RISKS, CONTROVERSIES AND 

UNFORESEEABLE EVENTS

ESG RISK MANAGEMENT
POLICY, PROGRAMS AND 

PERFORMANCE

ESG RISK
RATING

Objective #4: Evaluating 
ESG Risks
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Example: Comparing & Evaluating ESG Risks
 ESG risks differ by industry and are driven by the nature of each industry’s business operations

Apple Inc. Chevron Corp. 

Source: Sustainalytics. As of March 31, 2021.

Carbon Output & Energy Use

Waste & Pollution

Resource Use & Biodiversity

Community Impact
(Environmental)

Human Capital Management

Product Governance

Community Impact (Social)

Corporate Goverance

Objective #4: Evaluating 
ESG Risks
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Microsoft Procter & Gamble Wells Fargo

ESG Assessment Comparison

Objective #4: Evaluating 
ESG Risks

AAA AA A BBB BB B CCC

Negligible Low Medium High Severe

Less ESG Risk More ESG Risk

100 0

Source: Bloomberg ESG Disclosure Scores, MSCI ESG Ratings, and Sustainalytics ESG Risk Ratings. All 
data is as of August 11, 2021. Use of logos does not represent an endorsement of any kind. 
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ESG Assessment Comparison: Wells Fargo & Co.

57.9 / 100

BB
Compared to other 
companies in the 
banks industry

High Risk

ESG Leader Average ESG Laggard

• Financing Environmental 
Impact

• Corporate Governance
• Privacy & Data Security

• Corporate Behavior
• Human Capital 

Development
• Consumer Financial 

Protection
• Access to Finance

Business Ethics
33.8%

Data Privacy and 
Security
16.9%

Corporate
Gov.

11.2%

Product
Gov.

11.2%

Human
Capital
10.3%

ESG
Integration

8.8%
Resilience

7.9%
1

vs History vs Peers

Environmental Better Better

Social Better Neutral

Governance Better Worse

Source: Bloomberg ESG Disclosure Scores, MSCI ESG Ratings, and Sustainalytics ESG Risk Ratings. All 
data is as of August 11, 2021. Use of logos does not represent an endorsement of any kind. 

Objective #4: Evaluating 
ESG Risks
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ESG 
Investment 
Performance
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Fixed Income ESG Index Performance Aligns with Non-ESG Index

29
Source: Bloomberg data from January 1, 2017  – June 30, 2021. Number of quarters outperformed compares the two sets of the 
respective ESG and non-ESG benchmarks to each other.

Historical Return Comparison (January 1, 2017 – June 30, 2021)

Master ESG Corporate 
Index

Master Non-ESG 
Corporate Index

1-5 Years ESG Corp 
Index

1-5 Year Non-ESG 
Corporate Index

Annualized Return 5.92% 5.86% 3.69% 3.69%

# of Quarters 
Outperformed 8 of 18 10 of 18 7 of 18 11 of 18

-6%

-4%

-2%

0%

2%

4%

6%

8%

10%

12%

Mar-17 Mar-18 Mar-19 Mar-20 Mar-21
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-6%

-4%
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0%
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6%
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10%
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ICE US 1-5 Years Corporate Best-in-Class ESG Index

ICE BofA 1-5 Year US Corporate Index

Objective #5: ESG 
Investment Performance
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Public Equity ESG and Non-ESG Index Historical Performance

Source: MSCI USA Large CAP ESG Leaders information sheet, as of July 31, 2021. Returns greater than one 
year are annualized.

Objective #5: ESG 
Investment Performance
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Fixed Income

Sustainable Fund Performance: Ranked by Category Quartile

Objective #5: ESG 
Investment Performance

Equity

% of Funds

Source: Morningstar Direct. Data as of 12/31/2020. Note: Funds with full-year records only. Funds 
repurposed in 2020 not included.
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Designing & 
Managing an 
ESG Investment 
Strategy
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Identify ESG Priorities & Objectives

Define ESG Investment Criteria

Evaluate Strategy & Investment Vehicle Options

Analyze ESG Integration Impact

Update Investment Policy with ESG Parameters

Integrate ESG Into the Investment Process

Monitor Results and Revise Approach as Needed

Key Steps in Implementing an ESG Approach

Objective #6: Designing & 
Managing an ESG 

Investment Strategy
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Determine ESG Investment Objectives & Considerations

ESG strategy options that align with 
objectives

Sustainable Investment 
Objectives & Priorities

• Align investment approach with 
sustainable investment objectives

• Consider ESG risks in the investment 
process

• Reduce environmental risk exposure
• Adopt an ESG approach that is 

objective and transparent

Key Investment Factors

Maintain appropriate diversification 
options

Flexibility to revise the ESG approach

Impact on investment performance

Evaluate additional costs and 
resources to monitor

Objective #6: Designing & 
Managing an ESG 

Investment Strategy
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Evaluate ESG Investment Approaches
ESG Approach ESG Investment Criteria Overview

Top Performers
• Eligibility based on issuer ESG risk assessments

• Limit eligibility to issuers that maintain medium or lower ESG risk ratings

Hybrid Approach • Base eligibility on top performer ESG investment criteria

• Exclude specific issuers or industries, such as fossil fuels

Industry Tilts
• No exclusions.  Apply higher allocations to issuers with better ESG risk 

ratings

E, S, or G Focus

• Limit exposure to issuers with higher environmental, social, or 
governance risk based on industry exclusions and ESG risk drivers

Objective #6: Designing & 
Managing an ESG 

Investment Strategy
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Review ESG Investment Vehicle Options

ETFs / Mutual Funds Separately Managed Accounts

Investment manager employs an integrated 
one-size-fits-all ESG approach.

Flexibility/
Approach

Customized ESG objectives and approach based 
on investor’s ESG goals.

Less transparency in fund management or 
security selection process. Transparency Greater transparency in the security selection 

process.

Passively managed funds may have lower 
expense ratios. Actively managed fund 

expenses tend be higher.
Cost Fees may vary by manager and approach. May be 

lower or greater than Fund expense ratios.

Best Suited
Investor

• Easier to open an account
• Ideal for “smaller” investors
• No ESG customization needs

• Greater customization.  Approach based 
on investor values & ESG objectives

• Investors that prefer the flexibility to 
adjust their ESG approach

Objective #6: Designing & 
Managing an ESG 

Investment Strategy
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Example ESG Investment Parameters
1.  Maximum ESG Risk Rating of medium or lower risk
2.  Industry Exclusions – Oil & Gas Producers

Source: Sustainalytics. ESG risk ratings and subindustry rankings are as of July 31, 2021. 
For illustrative purposes only.

. . . . 
. . . . . . 

. . . . . . . 

Issuer Apple Johnson & 
Johnson

Exxon Mobil 
Corp

Credit Ratings AA+ AAA AA

ESG Risk Rating Low 
Risk

High 
Risk

High 
Risk

Industry Technology 
Hardware Pharma Oil & Gas 

Producers

Eligible Investment YES NO NO

X✓

✓ ✓

X

X

Objective #6: Designing & 
Managing an ESG 

Investment Strategy

Separately Managed Account: Example Application of ESG Investment 
Parameters
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Based on Sustainalytics framework and PFM’s Approved Issuer List as of 7/31/2021. Issuers without ESG risk ratings (No 
ESG Metrics) are not treated as eligible issuers in the sample ESG approaches. 

Objective #6: Designing & 
Managing an ESG 

Investment Strategy

Analyze Impact of the ESG Approach on Eligible Issuers

204 

246 

0 50 100 150 200 250

Example ESG Investment Approach

PFM Complete Approved Credit List

Eligible Issuers
(# of Issuers)

5 13 5 1 2 1 2 4 6 1 1 1Change in Eligible Issuers by Industry

Aerospace & Defense Automobiles Banks Chemicals

Industrial Conglomerates Insurance Machinery No ESG Metrics

Oil & Gas Producers Retailing Steel Utilities

Universe of Eligible Issuers

ESG Eligible Issuers
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Update ESG Investment Policy Language (“IPS”)
 Considerations when amending an IPS for ESG requirements include:

• Specific ESG criteria/metrics that will be applied to determine issuer eligibility

• Frequency of ESG criteria application (e.g., monthly, quarterly)

• Exclusion of any industries or specific issuers

• Investment sectors that the ESG criteria applies to

Objective #6: Designing & 
Managing an ESG 

Investment Strategy
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ETF/Mutual Funds – Evaluating ESG Investment Strategy Options

Morningstar ESG Fund Ratings report 

Source: Morningstar, MSCI, Sustainalytics. For illustrative purposes only. 

Objective #6: Designing & 
Managing an ESG 

Investment Strategy
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SMAs - Evaluating & Monitoring ESG Investment Strategies
Example Portfolio Level ESG Report

Source: Sustainalytics. For illustrative purposes only. 

Objective #6: Designing & 
Managing an ESG 

Investment Strategy
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Q&A
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Disclosures

This material is based on information obtained from sources generally believed to be reliable and available to the public, 
however PFM Asset Management LLC cannot guarantee its accuracy, completeness or suitability.  This material is for 
general information purposes only and is not intended to provide specific advice or a specific recommendation. All 
statements as to what will or may happen under certain circumstances are based on assumptions, some but not all of 
which are noted in the presentation.  Assumptions may or may not be proven correct as actual events occur, and results 
may depend on events outside of your or our control. Changes in assumptions may have a material effect on results.  
Past performance does not necessarily reflect and is not a guaranty of future results.  The information contained in this 
presentation is not an offer to purchase or sell any securities.

There is no guarantee the investment objectives will be achieved as the investment portfolio will only include holdings 
consistent with the applicable Environmental, Social, and Governance (ESG) guidelines.  As a result, the universe of 
investments available will be more limited.  ESG criteria risk is the risk that because the investment portfolio ESG criteria
excludes securities of certain issuers for nonfinancial reasons, the investment portfolio may forgo some market 
opportunities that would be available to investment portfolios that do not apply ESG criteria. 

PFM is the marketing name for a group of affiliated companies providing a range of services. All services are provided 
through separate agreements with each company. This material is for general information purposes only and is not 
intended to provide specific advice or a specific recommendation. Investment advisory services are provided by PFM 
Asset Management LLC, which is registered with the Securities and Exchange Commission under the Investment Advisers 
Act of 1940. The information contained is not an offer to purchase or sell any securities. The material contained herein is 
for informational purposes only. This content is not intended to provide financial, legal, regulatory or other professional 
advice. Applicable regulatory information is available upon request. For more information regarding PFM’s services or 
entities, please visit www.pfm.com.
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