
Investor Guide 

ESG 
INVESTING 
Explore the intersection of 
investing for the planet, people, 
and profit. 

Feel free to copy, steal, or share anything you find 
compelling in this guide.



Investing Sustainably 

defining an 
esg investor 
• “ESG” stands for Environment, 

Social, and Governance.  

• What’s actually in your portfolio? 

• ESG investing means buying 
sustainable corporations.

Invest like you give a damn! Are you proud of the companies 

you’re invested in? Would you recommend your son or daughter work at a 
company that treats its workforce like a number or sells products that trash the 
planet? Do your investments include companies that promote a positive 
environmental & social impact or are they neutral or even harmful?  

If you care about these questions, you are a candidate for Socially Responsible 
Investing (SRI). Investing in corporations that treat their employees with care, 
practice environmental responsibility, and promote shareholder equality sounds 
easy enough, but the due diligence is actually quite involved.  

ESG refers to Environmental, Social, and Governance. SRI is 

the broad term for responsible & ethical investing, and ESG is the screening 
mechanism within an SRI portfolio. The goal of ESG analysis is to rank 
corporations on a relative basis. A data set ranking corporations helps asset 
managers identity the best corporations while reducing or eliminating poorly 
ranked corporations in a portfolio. ESG is both positive & negative screening.  

ESG is synonymous with Sustainable Investing. A sustainable corporation is one 
that creates profit for its shareholders while protecting the environment and 
improving the lives of humans1. An ESG investing strategy considers several 
measurable sustainability factors beyond conventional portfolio construction. 

A hypothetical sustainable investing strategy might avoid 

exposure to weapons, tobacco, and alcohol while increasing exposure to the 
lowest carbon emitting stocks in all sectors of the market. The result is a 
values-based portfolio targeting both measurable impact as well as a 
competitive financial rate of return. 

Carbon Emissions 
Toxic Waste 

Resource Depletion 
Water Conservation 

Pollution 
Climate Change

Workforce Diversity 
Equitable Labor 

Employee Productivity 
Human Rights 

Community Relations 
Health & Safety

CEO Compensation 
Corporate Accounting 
Minority Shareholders 

Financial Reporting 
Company Stability 

Fair Disclosure
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ESG As An 
Investing 
trend 
• 75% of investors would consider 

sustainable investing. 

• $1 of every $4 is invested in 
sustainable, responsible, & impact 
strategies. 

• Sustainable investing grew 38% 
from 2016 to 2018.

75% of investors would consider sustainable 
investing, including 86% of Millennials, according to a 2017 Morgan Stanley 

survey2. The market has responded to consumer demand.  

As of August 2020, there are 130 exchange traded funds (ETFs) and 4,085 
mutual funds in the Morningstar database that are defined as “socially 
conscious”. This means these funds invest in stocks based on non-economic 
factors like environmental responsibility as well as material financial factors.  

Sustainable, Responsible, & Impact (SRI) investing has 

grown 38% since 2016. There is $46.6 trillion in professionally managed 
assets in the United States. At the beginning of 2018, $12 trillion of that was 
invested in SRI strategies3. 

Climate change was the most important specific ESG-related issue 

considered by money managers. Conflict risk (terrorism), transparency, anti-
corruption, tobacco, executive pay, human rights, and weapons also ranked 
high on the list3.  

Increasingly, asset managers are avoiding corporations with poor 
environmental, social, and corporate governance track records. These types of 
corporations tend to focus on short term profits while representing avoidable 
risks to long term profitability. Environmental concern and long term viability 
are principle reasons for fossil fuel exposure reduction or outright divestment 
within a portfolio.  

$1 of every $4  
of professionally managed 
money is now invested in  

an SRI strategy.
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Rate of 
return 
• Research confirms that ESG 

performance is competitive with 
conventional investing. 

• Strong ESG ratings are correlated 
with lower volatility. 

• The longest running SRI index has 
outperformed the S&P 500. 

ESG screening reduces the universe of eligible stocks. 
Modern Portfolio Theory (diversify by buying the entire market) suggests that 
investing in a smaller number of stocks reduces efficiency. Usually, yes.  

However, comprehensive studies from Morningstar as well as TIAA contradict 
this theory; a performance penalty doesn’t actually exist when an investor 
purposefully seeks sustainability characteristics within a portfolio4. 

In fact, since 1970, more than 2,000 studies have reached a general consensus 
that an ESG investing strategy is positively correlated to strong corporate 
financial performance5. 

19 Out of 20 Morningstar Sustainability Indices exhibit 

lower volatility than their conventional benchmarks. Sustainable investing 
naturally tilts toward less volatile, competitively advantaged, resilient, and more 
financially sound companies6. 

The KLD 400 Social Index is the oldest SRI index, dating back over 

three decades. Since its inception on 4/30/1990, it has outperformed its best-fit 
benchmark, the S&P 5007 by approximately half a percentage point. 
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the rise of 
the esg 
index fund 
• Most conventional mutual funds fail 

to keep pace with their benchmarks. 

• Actively managed SRI funds also fail 
to match benchmarks. 

• ESG themed index funds, by design, 
closely mirror their benchmarks.

Wall Street is failing investors by leveraging the public's lack of 

investment expertise to their benefit. It’s sexy to promote new investing 
techniques, which is what draws in investor dollars. Unfortunately, the data is 
very clear; “active” funds chronically underperform their benchmarks8.  

Picking winning stocks is hard. 

Identifying a money manager who can pick 
winning stocks is even more difficult. 
Chasing returns and flip flopping from one 
fund to another can be highly destructive 
behavior, i.e., lower returns.  

Consider index funds that 

passively track the broad market without all 
the market timing guesswork and expense 
that compromise performance. Index funds 
are 1. diversified 2. tax efficient 3. 
inexpensive 4. have performed well over 
time 5. can easily be adopted by all 
investors including those considering 

themselves to be socially responsible.  

Actively managed SRI funds 

experience similar underperformance. SRI 

funds fail to beat their benchmarks 60% 
of the time, by an average of -1.69%9. 

Passively managed ESG index funds represent 30% of all 

SRI funds in the U.S. as well as 40% of new funds launched in the last three 

years10. Even though many of these funds are relatively new, a long track 
record isn’t the most important evaluation consideration. Understanding how 
the index is built is more critical. Unlike most conventional funds, passively 
managed index funds are transparent in their design process.  

Recently, ESG index funds have Outperformed Their Benchmarks During 
the CoronaVirus Pandemic market downturn. 

https://www.aspenleafllc.com/post/esg-performance-during-a-bear-market
https://www.aspenleafllc.com/post/esg-performance-during-a-bear-market
https://www.aspenleafllc.com/post/esg-performance-during-a-bear-market
https://www.aspenleafllc.com/post/esg-performance-during-a-bear-market


Investing Sustainably 

An investor 
Case study 
• Meet Melissa, an investor 

interested in lowering the carbon 
intensity of her portfolio. 

• We determined Melissa ultimately 
wanted to divest from fossil fuels. 

• Our analysis detailed the before 
vs. after carbon intensity of her 
portfolio.

A seasoned investor named Melissa learned about socially 

responsible investing from her friend. Melissa was concerned that the 
companies she was currently invested in did not reflect her personal 
environmental commitment or the social progress she believes in. It was also 
important that her investments vote proxies in favor of both workers and the 
environment. Last, Melissa didn’t want to invest in any small arms stocks.  

We identified Melissa’s most important goal as investing in a planet friendly 
portfolio. Specifically, she was concerned about climate change. Our analysis 
indicated that she was invested in highly carbon-intense industries, sectors, and 
corporations with zero investments dedicated to renewable energy. 

Our first step in designing Melissa’s portfolio was determining her 

capacity for risk to recommend an appropriate asset allocation. Next, we 
discussed the possible implications, definitions, and expectations of selecting 
investments screened for low carbon emissions. Last, Melissa wanted to invest 
in companies committed to putting women in leadership positions. 

The ESG-screened portfolio reduced Melissa’s carbon intensity by 
34% as well as titled favorably to companies with a higher percentage of 
women in C-level positions, all while eliminating gun stocks. After applying 
Melissa’s ESG criteria to the portfolio, we also saw these ancillary benefits11:

• Invested in the highest scoring 
sustainability funds, according to 
Morningstar.  

•  Lowered the expense ratio (cost) of 
investments from 1.07% to 0.41%. 

•  Expanded diversification to over 6,000 
underlying stocks and bonds including 
small caps, green bonds, and emerging 
markets. 

•  Improved tax efficiency by building the 
portfolio with passively managed index 
funds. 

•  Expected risk & return now aligned with 
the market. 

• Improved the portfolio yield from 1.28% 
to 2.31%.

A 34% carbon reduction is  
the indirect equivalent of:

62,346  
Fewer Pounds of Coal Burned.

140,405  
Fewer Vehicle Miles Driven.

7,216,149 
Fewer Cell Phones Charged.
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What’s Next 
For ESG 
• Sustainable investing is driven by 

consumer demand as well as its 
competitive returns. 

• ESG corporate data is improving. 

• Saving the planet, treating 
workers fairly, and advancing 
economic growth are one and the 
same. 

ESG portfolio evolution is being driven by market forces. Company 

specific ESG data is becoming more prevalent as corporations respond to the 
demands for greater social equality, energy consumption, and governance 
transparency. ESG data reporting tools are more widespread and affordable to 
help asset managers and investors evaluate investment sustainability. 

ESG validity can advance with ratings standardization to ensure 

consistency. For example, Morningstar, MSCI, and Bloomberg may all differ in 
their proprietary sustainability ranking methods. The problem is that an 
investment may receive different ratings depending on the ESG data service 
provider. When you ask three experts in any field of study and get three 
responses, it makes it hard to know which assessment is most relevant.   

Another issue is that of identity crisis. The terms Socially Responsible, 
Sustainable, Ethical, Thematic, Fossil-Fuel Free, and Impact investing are more 
defined than they were a decade ago, but broader consensus within the industry 
is still needed to reduce confusion.  

Last, it would be interesting to view corporate stock buybacks within an ESG 
lens. Stock buybacks solely benefit the company shareholders, making it our 
belief that this action should be evaluated in the context of corporate 
governance. We haven’t seen any ESG rating providers incorporating buyback 
data yet. Hopefully, that will change.  

Sleep well at night! It’s our sincere hope that sooner rather than later 

we will recognize that taking better care of the planet, treating workers fairly, 
and advancing economic growth are not mutually exclusive. Socially responsible 
investors can benefit from both the economic case for ESG as well as the feel 
good aspect. Essentially, do well by doing good as the old saying goes.  

We invite you to explore a better portfolio with us. We look forward to showing 
you what’s possible so that you can feel good about your investments while 
earning a competitive market return.  



Aspen Leaf Wealth Management, LLC is a “fee-only” 
Registered Investment Advisor (RIA) based in Golden, 
Colorado. The corporate address is 14143 Denver West 
Pkwy, Ste 100, Golden, CO 80401. Aspen Leaf Wealth 
Management, LLC Investment Advisor Representatives 

(IARs) may operate under separate DBAs.  

Prior to initiating a formal financial planning or 
investment advisory relationship in which we charge a 
fee, please contact our office to receive a copy of our 
Form ADV Part 2 & Privacy Policy. Form ADV Part 2 
contains required regulatory disclosures detailing 
important considerations such as our corporate 

structure, custodian relationship, fee schedule, and 
advisor backgrounds.  

We went out of our way to present unbiased data 
believed to be from extremely reliable and respected 
sources. However, its accuracy, completeness, and 

relevance are not guaranteed and no responsibility is 
assumed for errors or omissions. Historical risk and 

return performance is certainly no guarantee of future 
results, and there is no way to anticipate future 

changes to tax law. As such, we encourage you to 
discuss any financial strategy with us as well as your 
personal tax advisor, and remember to always read 
the prospectus before purchasing any investment. 

www.aspenleafllc.com 
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