
FINANCIAL MARKET SNAPSHOT 

The ESG investment theme isn't new. In fact, it really isn’t a theme at all, 
but rather a more encompassing approach that believes companies should 
also incorporate nonfinancial factors to influence and challenge their 
environmental impacts (E), such as use of energy and materials; social 
impacts (S), including workforce health, safety, and diversity; and 
governance attributes (G), such as business ethics, shareholder rights, and 
executive compensation policies. 

Proponents of ESG investing argue that integrating these factors into more 
traditional methods of financial analysis allows investors to potentially 
reduce risk and earn higher returns, while supporting socially beneficial 
practices and outcomes. Additionally, the believe that by promoting ESG 
adoption throughout the investment value chain, this process can 
encourage increased investments in sustainable development, resulting in a 
greater global impact. 

In the coming decades, America will undergo a major shift in wealth, as 
baby boomer numbers and wealth are eclipsed by Gen Xers, millennials, 
and Gen Zers. These upcoming generations care deeply about ESG, and a 
company’s ESG reporting standards and performance will greatly impact 
how and where these younger investors participate. They routinely look to 
sustainable corporations to lead the way and help them know where and 
how to invest. Companies and investment advisors that don’t get ahead of 
this trend run the risk of being left behind as generational wealth transfer 
occurs over the next couple of decades.. 
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HB Retirement  -  We specialize in 

the investment design assistance  and 

function of corporate retirement plans 

and wealth management for 

individuals. We provide insight and 

specialized support to assist you in 

managing your fiduciary obligations, 

and assist your employees with 

retirement planning.   

Table 1:  Notable Returns / Yields / Spreads. Data as of February 15, 2022. 

Source: Bloomberg 

Note:  BBG Barc = Bloomberg Barclays;  10Yr Treasury Yield figures as of the end of the month/quarter 

 

 Ticker Q2-21 Q3-21 Q4-21 ‘22 YTD 

S&P 500 Total Return Index SPXT 8.5% 0.6% 11.0% -6.1% 

Russell 1000 Growth Index RLG 11..9% 1.2% 11.6% -10.3% 

Russell 1000 Value Index RLV 5.2% -0.8% 7.8% -2.0% 

MSCI EAFE Index MXEA 5.4% -0.3% 2.7% -4.4% 

MSCI Emerging Markets Index MXEF 5.1% -8.0% -1.2% -0.9% 

BBG Barc. US Agg Bond Index LBUSTRUU 1.8% 0.1% 0.0% -4.0% 

10-Year Treasury Yield USGG10YR 1.47% 1.49% 1.51% 2.04% 
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The United Nations Environment 
Programme Finance Initiative 

commissioned a report with 
respect to investors and ESG 

issues. The report concluded that 
not only was it permissible for 

investment companies to integrate 
ESG issues into investment 

analysis, but it was also arguably 
part of their fiduciary duty to do 

so.  

 

 

 

 

  

 

The concept of ESG investing traces its roots back to the 1960s, and 
arguably much earlier.  At that time, Milton Friedman argued that socially 
responsible investing adversely affected a firm's financial performance 
and that regulation and interference from "big government" will always 
damage the macro economy. His contention was that the valuation of a 
company or asset should be predicated almost exclusively on the pure 
bottom line (with the costs incurred by social responsibility being deemed 
non-essential). This concept, also known as the Friedman doctrine, was the 
prevalent belief for most of the 20th century.  
 
Since that time, Freidman’s assertions were fundamentally challenged. In 
the early 2000s, the majority of the investment market still accepted the 
historical assumption that ethically directed investments were by their 
nature likely to reduce financial return. However, other researchers 
countered that corporate governance procedures did not damage financial 
performance; and instead promoted corporate efficiency and led to the 
sourcing and utilizing of superior management talents. 
 
In 2005, the United Nations Environment Programme Finance Initiative 
commissioned a report with respect to investors and ESG issues. The 
report concluded that not only was it permissible for investment 
companies to integrate ESG issues into investment analysis, but it was also 
arguably part of their fiduciary duty to do so.  
 
In 2006 Oxford University's Michael Barnett and New York University's 
Robert Salomon published an influential study which concluded that the 
two sides of the argument might even be complementary – they proposed 
a curvilinear relationship exists between social responsibility and financial 
performance – essentially a positive feedback loop. Essentially, they 
asserted that traditional and ESG investing can supplement each other in 
that they both seek to identify companies with positive financial metrics 
that conduct themselves in a manner that takes into account the long-term 
interests, values and well-being of their customers, employees, suppliers 
and the communities in which they operate.  
 

The primary reason to consider an ESG investing strategy is an attempt to 
align an investor’s personal beliefs with their investments. Interest in the 
idea has been growing steadily for years and so have the number of 
products being offered. 
 
Socially conscious investors may assume a more holistic view of a 
company when making investment decisions – looking at how it serves its 
stakeholders, as well as creditors, management, employees, the  

A Brief History of ESG Investing 

Why ESG?  Aligning Investor Principles and Objectives with their  

Investment Portfolios 
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And of course, as with any 
investment, costs and potential 

performance are an important 
consideration and should be 
matched with the investor’s 

objectives, risk constraints, time 
horizon, liquidity needs and tax 

situation. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

community, customers, and suppliers. Within this context, an ESG 
investment seeks to maximize the welfare of people and their environment 
while earning a return on one's investment that is consistent with the 
investor's goals. 
 
In terms of costs, several studies have determined that expense ratios for 
ESG funds have been found to be similar to those for traditional mutual 
funds within similar categories—particularly for ESG funds launched in 
recent years. In fact, “Among those [ESG funds] that have opened to 
investors in the last 5 years, more are likely to land among the cheapest 10% 
[in terms of fees] of their Morningstar Category than those launched before 
2015,” according to Morningstar.  
 
Of course, there is variability in average costs within categories as well as 
the range of averages across categories (as well as variability in return, both 
within and across categories), as measured by expense ratios, highlighting 
why it’s important to evaluate each investment opportunity on its own 
merit. And of course, as with any investment, costs and potential 
performance are an important consideration and should be matched with 
the investor’s objectives, risk constraints, time horizon, liquidity needs and 
tax situation. 

Generally, sustainable investing can mean selecting companies that limit 
the negative impact their operations and products have on the 
environment; focus on more equitable relationships among and between 
their customers, employees, suppliers, and communities they operate in; 
exhibit accountable and transparent governance with diverse and 
independent boards; offer compensation incentives that align with 
shareholders; and offer sound capital allocation policies. 
 
While such an investing approach isn't new, its definition and objectives 
have evolved over the years, from avoiding certain investments (so-called 
"sin stocks," such as tobacco, firearms, alcohol, and casinos) to a more 
holistic approach, based on ESG factors. Those factors include: 

What Exactly is Sustainable and ESG Investing? 
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The integration of ESG factors is 
used to enhance traditional 

financial analysis by identifying 
potential risks and opportunities 

beyond technical valuations. While 
there is an overlay of social 

consciousness, the main objective 
of ESG valuation remains financial 

performance. 

 

 

Source: https://www.anevis-solutions.com/2020/esg-reporting-part-i-basics/ 

 

Environmental, social, and governance (ESG), socially responsible investing 
(SRI), and impact investing are industry terms often used interchangeably 
by clients and professionals alike, with the assumption that they all match 
in meaning and approach. However, distinct differences exist that affect 
how client portfolios are structured and which investments are suitable for 
inclusion and consideration.  The three primary approaches can be 
described as follows: 
 
1. Socially responsible investing (SRI) involves actively removing or 

choosing investments based on specific ethical guidelines.  
• The SRI process actively eliminates or selects investments according 

to specific ethical guidelines. The exclusion criteria (based on norms 
and values) can refer, for example, to product categories (e.g., 
weapons, tobacco), company practices (e.g., animal testing, violation 
of human rights, corruption) or controversies. 

• For clients engaged in socially responsible investing, making a profit 
is still important, but must be balanced against principles. The goal 
is to generate returns without violating one’s social conscience. 

 
2. ESG looks at the company's environmental, social, and governance 

practices, alongside more traditional financial measures. 
• ESG refers to the environmental, social, and governance practices of 

an investment that may have a material impact on the performance 
of that investment. The integration of ESG factors is used to enhance 
traditional financial analysis by identifying potential risks and 
opportunities beyond technical valuations. While there is an overlay 
of social consciousness, the main objective of ESG valuation remains 
financial performance. 

Differing Ways ESG can be Implemented in an Investment Portfolio 
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The next generation of investors is 
already exhibiting a desire to put 

their investment dollars behind 
projects, companies, and funds 

that are in line with their own core 
values. 

 

 

And while they may be young, and 
low on cash at the moment, this 

segment of the population 
shouldn't be overlooked. 

Millennials are expected to inherit 
about $68 trillion in wealth, and 

they are already looking for ways 
to invest it! 

 

∗ With growing interest in ESG criteria, investors need a way to 
objectively asses the ESG performance of a company. This has 
led to the flourishing of a number of ESG Rating Agencies 
such as Sustainalytics, MSCI, and FTSE ESG, who asses 
companies globally on their ESG performance and make this 
data available to their clients. 

∗ These ESG ratings are designed to help investors identify and 
understand financially material ESG risks to a business. 
Companies are evaluated based on publicly available 
information such as media sources and annual reports, with 
scores given for each material ‘E’, ‘S’ and ‘G’ topic, alongside 
an overall score. 

∗ These unique scores are used by investors as a proxy of ESG 
performance. Companies that score well on ESG metrics are 
believed to better anticipate future risks and opportunities, be 
more disposed to longer-term strategic thinking, and focused 
on long-term value creation. 

 
3. Impact investing looks to help a business or organization complete a 

project or develop a program or do something positive to benefit 
society 

• In impact or thematic investing, positive outcomes are of the 
utmost importance – meaning the investments need to have a 
positive impact in some way. The objective of impact investing is 
to help a business or organization accomplish specific goals that 
are beneficial to society or the environment.  

 
The next generation of investors is already exhibiting a desire to put 
their investment dollars behind projects, companies, and funds that are 
in line with their own core values. Millennials, or people born between 
the early 1980s and the early 2000s, are the latest group of investors who 
see responsible investments as a way to stand up for their beliefs while 
also investing in their own futures. Studies show that these investors are 
also now turning to financial professionals to help provide them with 
opportunities to generate a strong financial return while creating a 
positive social impact. They want their advisors to offer them value-
based investing products as an alternative to what is being offered to 
them in the general markets. And while they may be young, and low on 
cash at the moment, this segment of the population shouldn't be 
overlooked. Millennials are expected to inherit about $68 trillion in 
wealth, and they are already looking for ways to invest it! 
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Research has shown that ESG 
ratings developed by corporate 

ratings firms are rarely correlated 
with each other or with firm 

performance. Lacking better 
guidance, investors are left empty-

handed when it comes to deciding 
where to turn. 

 

 

 

 

 

 

 

 

 

In May 2021, Elon Musk announced that Tesla would cease accepting 
bitcoin as form of payment. Musk said that Tesla halted purchases of its 
vehicles with bitcoin due to concerns over the “rapidly increasing use of 
fossil fuels for bitcoin mining.” He alluded to data from researchers at 
Cambridge University which shows bitcoin’s electricity usage spiking this 
year. The announcement resulted in the general price level of 
cyrptocurrencies declining approximately 15 percent. 
 
It's difficult to measure exactly how much energy bitcoin mining consumes, 
but analysis by the New York Times found the following:  
 
• Bitcoin mining consumes around 91 terawatt-hours of electricity 

annually. 
• That's almost 0.5% of all electricity consumption worldwide, and a 10-

fold jump from just five years ago. 
• That's about the same amount of electricity consumed in the state of 

Washington each year, and more than a third of electricity used for 
residential cooling in the US annually. 

• It's even more than seven times the electricity used by all of Google's 
global operations. 

 
While we are not recommending any cryptocurrencies as investment 
vehicles, we are simply pointing out that ESG considerations are becoming 
more mainstream and it may be prudent for investors to consider ESG 
factors when making investment decisions. 

One challenge that investors face today is that there is no coherent and 
unique definition of what ESG involves, making it difficult for investment 
professionals as well as everyday investors to identify whether these 
approaches are actually being carried out. Additionally, research has shown 
that ESG ratings developed by corporate ratings firms are rarely correlated 
with each other or with firm performance. Lacking better guidance, 
investors are left empty-handed when it comes to deciding where to turn. 
 
Furthermore, without agreement on what ESG involves, it’s virtually 
impossible to show that ESG helps (or hurts) investment performance. 
Indeed, a recent review found that we simply don’t know what the impact 
of taking ESG into account does for investors or the companies they seek to 
change. Moreover, there is very little long-term evidence on how well firms 
have done. More data and research will be needed before any definitive 
conclusions can be reached. 

ESG Factors Can Even Impact Bitcoin 

Challenges Facing an Evolving ESG Investment Market 
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How big is ESG investing? Too big to ignore. Worldwide ESG assets 
surpassed $35 trillion in 2020 – up from $30.6 trillion in 2018 and $22.8 
trillion in 2016 – and are now a third of the total global assets under 
management, according to the Global Sustainable Investment 
Association.  
 

ESG penetration into U.S. financial markets has moved much more 
slowly, in part because federal fiduciary requirements have long held 
employers liable for offering retirement savers investment menus that 
integrated anything but savers’ potential financial risks and return. The 
U.S. Department of Labor has recently entered the policy debate as well, 
with a proposal that would permit investment managers to take climate 
change and other nonfinancial factors into account when constructing 
investment menus. 
 

Investors (notably younger generations) have, in recent years, shown 
interest in putting their money where their values are. As a result, 
brokerage firms and mutual fund companies have started offering 
exchange traded funds (ETFs) and other financial products that follow 
ESG criteria. 

Source: Bloomberg  
 
The chart above shows Bloomberg’s projected bear, base and bull case 
scenarios for growth in global ESG asset under management over the 
next four years. Assuming 15% growth – a third of the pace of the past 
five years – Bloomberg analysts’ forecast that ESG assets may exceed $41 
trillion by 2022 and over $50 trillion by 2025. Europe had more than half 
of global ESG assets until 2018, but was surpassed by the U.S., which now 
dominates with over 40% growth in the past two years. Its holdings 
should exceed $20 trillion in 2022, even if its growth rate halved. ESG has 
moved from niche, to mainstream, to mandatory; and is reshaping the 
financial industry. 
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ESG to Hit $41 Trillion Assets in 2022, Spurred by the U.S. Market 
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Additionally, the pace of inflows doesn’t appear to be slowing, with 
investments in ESG ETFs expanding for 38 straight months.  January 2021 
recorded the highest monthly inflows of about $20.5 billion, beating the 
previous record of $17.5 billion from December 2020. Bloomberg notes that 
the trend is in-line with their bull-case scenario, which assumes 35% 
growth and as a result they are forecasting global ESG ETF assets under 
management could potentially reach $1.3 trillion by 2025. 
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Important Disclosures:   This material is not intended as ERISA, tax or investment advice and is not an offer to sell a security or a 

recommendation, to buy a security.  If you are seeking investment advice specific to your needs, such advice services must be obtained on 

your own, separate from this educational and informational report.  This summary is based exclusively on an analysis of general market 

conditions and does not speak to the suitability of any specific proposed securities transaction. To determine which investments may be 

appropriate for you, consult your financial advisor prior to investing. 

All opinions and views mentioned in this report constitute our judgments as of the date of writing and are subject to change at any time.  We 

will not advise you as to any change in figures or views found in this report.  

Our judgement or recommendations may differ materially from what may be presented in a long-term investment plan.  Investors should 

consult with an investment advisor to determine the appropriate investment strategy and investment vehicle. Investment decisions should be 

made based on the investor’s specific financial needs and objectives, goals, time horizon and risk tolerance.  

There is no guarantee that a diversified portfolio will enhance overall returns or outperform a non-diversified portfolio.  Diversification does 
not ensure against market risk.   
 

Socially Responsible Investing (SRI) / Environmental Social Governance (ESG) investing has certain risks based on the fact that the criteria 
excludes securities of certain issuers for non-financial reasons and, therefore, investors may forgo some market opportunities and the 
universe of investments available will be smaller. 

Stock investing involves risk including loss of principle. 

International investing involves special risks such as currency fluctuation and political instability and may not be suitable for all investors.  

These risks are often heightened for investments in emerging markets. 

The fast price swings in commodities and currencies will result in significant volatility in an investor’s holdings. 

Precious metal investing involves greater fluctuation and potential for losses. 

Government bonds and Treasury bills are guaranteed by the US government as to the timely payment of principal and interest and, if held to 

maturity, offer a fixed rate of return and fixed principal value.  

Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest rates rise and bonds are 

subject to availability and change in price. 

High yield/junk bonds (grade BB or below) are not investment grade securities and are subject to higher interest rate, credit, and illiquidity 

risks than those graded BBB and above.  They generally should be part of a diversified portfolio for sophisticated investors. 

The MSCI EAFE Index is a free float –adjusted market capitalization index that is designed to measure the equity market performance of 

developed markets, excluding the U.S. and Canada. 

The MSCI EM (Emerging Markets) Index is a free float-adjusted market capitalization index that is designed to measure the equity market 

performance of the emerging market countries of the Americas, Europe, the Middle East, Africa and Asia. 

The S&P 500 Index is a capitalization weighted index of 500 stocks designed to measure performance of the broad domestic economy 

through changes in the aggregate market  value of 500 stocks representing the major sectors of the U.S. economy.   

The Bloomberg Barclays U.S. Aggregate Bond Index is an index of the U.S. investment grade fixed-rate bond market, including both 

government and corporate bonds. 

Except for the historical information contained in this report, certain matters are forward-looking statements or projections that are dependent 

upon risks and uncertainties, including but not limited to such factors and considerations such as general market volatility, global economic 

risk, geopolitical risk, currency risk and other country-specific factors, fiscal and monetary policy, the level of interest rates, security-specific 

risks, and historical market segment or sector performance relationships as they relate to the business and economic cycle.  

Economic and other investment forecasts set forth may not develop as predicted and there can be no guarantee that strategies mentioned 

will be successful. 

All indices are unmanaged and may not be invested into directly.  

Securities offered through LPL Financial, Member FINRA/SIPC. Investment advisory services offered through HB Retirement, a registered 

investment advisor and separate entity from LPL Financial.   


