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ESG HISTORY
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ESG investing has a long history from values alignment to frameworks focusing on evaluating environmental and social risks on 
financial performance. To date, there is no universally agreed upon ratings framework or standardized reporting methodology.

+ 1960/1980s - Responsible Investing/Exclusionary Screening

• Investor specific values.
+ 1997 - Global Reporting Initiative (GRI)

• Created an accountability framework for companies to display to their stakeholders their responsible environmental business 
practices. MSCI Ratings

+ 2000 - Carbon Disclosure Project (CDP)

• Goal to transform capital markets by shifting businesses to prioritize environmental reporting and risk management. Sustainalytics 
Ratings.

+ 2006 - UN Principals for Responsible Investment (UNPRI) report
• First time considered as part of the financial evaluations of companies. FTSE Russell Ratings

+ 2011 Sustainability Accounting Standards Board (SASB)

• Develop standards that display both sustainability and financial fundamentals. Goal was that investors could compare performance 
on critical social and environmental issues. RepRisk Ratings

+ Taskforce on Climate Related Disclosures (TCRD)
• Framework for companies to report climate-related financial risks, physical, transition, and transition, to shareholders. ISS Ratings

Sources: Syntrinsic, Forbes
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As ESG investing has evolved from the 1980s there have been critics on either side of the spectrum of investing. There is a belief 
from some investors that just using material ESG factors in decision-making isn’t enough for people and planet and a belief from 
other investors that using ESG factors in decision-making limits financial performance.

INVESTOR POLARIZATION
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ESG Integration

Evaluating financial data + material 
ESG issues to improve risk adjusted 

returns

Values - 
Aligned 

Investors

Evaluating financial data and all 
ESG issues to have a positive 

impact people and planet

Evaluating only financial 
data in decision-making 

maximizes returns

Anti-ESG 
Investors 

Material ESG issues are factors that are likely to affect the financial condition or operating performance of a business within a specific sector. Material ESG issues differ by sector.



Values - Aligned Investors
Based on research, values aligned investors for many years 
have been concerned about “ESG Greenwashing” and that not 
evaluating all ESG factors is counter to fiduciary duty. Key 
issues include:
 Climate disclosures are not sufficient and do not hold 

companies accountable for their impact on the planet
 Companies that have a negative impact on people and 

planet, specifically fossil fuels emitters, should have a 
low ESG rating and/or be excluded from portfolios

 ESG ratings only focuses on “material” ESG factors and 
do not consider outcomes on people and planet

 No agreed upon framework for ESG ratings and highly 
subjective

Anti-ESG Investors
Based on research, Anti-ESG backlash began in earnest in 2021, with 
concerns about a liberal agenda, and “woke” capitalism that some 
perceive to be counter to fiduciary duty. 
“Anti-Woke“ issues include:

 Political movements that are in direct opposition to maximizing 
returns 

 Reducing fossil fuel emissions increases energy prices, drives 
inflation, and is economically destructive

 ESG investing weakens the national security of the United States
General Anti-ESG issues include:
 Ignores the interests of shareholders which is make as much 

money as possible (Milton Friedman)

 Investing in companies with high ESG ratings could lead to 
portfolios that exclude sectors (e.g., energy) and are potentially 
more concentrated (e.g., IT, consumer disc.)

 No agreed upon framework for ESG ratings and highly subjective

POLARIZATION OF ESG - CLIMATE
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Sources: Bloomberg, Forbes, WSJ, Harvard Law School Forum, Syntrinsic, NYT, and other news publications. “Anti-Woke”- Movement created in 2022 around the Stop the Woke Act  



Values Aligned Investors
Based on research, values-aligned investors have been 
concerned about “ESG Greenwashing” when it comes to DEI. 
Key issues include:
 Ratings do not penalize companies for discrimination 

practices in the workplace and the effects of companies' 
activities on underserved communities unless a material 
issue

 Companies have been using DEI initiatives as 
“greenwashing” and no real progress has been made

 No standardized metrics for tracking DEI within a 
company 

Anti-ESG Investors
Current, DEI concerns have been led by “Anti-Woke” investors. 
Based on research, these activist investors have been 
increasingly filing shareholder proposals to put anti-DEI 
proposals to a vote. In addition, activists have been 
requesting that the EEOC open civil rights investigations. Key 
issues include:
 DEI policies and practices impact civil rights and are 

discriminatory
 DEI initiatives do not prioritize returns nor does it 

maximize the value for shareholders

POLARIZATION OF ESG – DIVERSITY, EQUITY, AND INCLUSION
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Sources: Bloomberg, Forbes, WSJ, Harvard Law School Forum, Syntrinsic, and other news publications  



WHAT IS ESG 
INVESTING?
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INCORPORATING ESG FOR 
RISK MANAGEMENT
+ Stock/Investment Manager Selection 

(Bottom-up Selection)
• Including material ESG factors in the investment 

analysis to access risks. 
• MSCI, Sustainalytics, Bloomberg, and other 

rating agencies provide ESG ratings on 
individual securities.

+ Portfolio Construction (Top-Down 
Selection)
• Using ESG factors to identify macroeconomic 

and financial risks for the capital markets and 
create portfolios that mitigate some of those 
ESG risks.
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Source: MSCI



INCORPORATING ESG FOR VALUES ALIGNMENT
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+ Stock/Investment Manager Selection (Bottom-up Selection)
• Invest in companies that score well based on material ESG factors relative 

to their sector and invest in companies that also score well on values 
aligned issues (e.g., climate change, racial and gender diversity, etc.).

• MSCI, Sustainalytics, Bloomberg, and other rating agencies provide ESG 
risk ratings on individual securities but do not provide ratings that are 
values aligned. This is more subjective.

+ Portfolio Construction (Top-Down Selection)
• Using ESG factors to identify macroeconomic and financial risks for the 

capital markets and create portfolios that mitigate some of those ESG risks 
and benefit from investment in values aligned themes such as gender 
diversity, racial equity, education, sustainable communities, affordable 
housing, etc.

+ Active Ownership
• Engage in shareholder advocacy to support values aligned issues.
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Affordable 
Housing

Water 
Sustainability

Renewable Energy Workforce 
Diversity

Health Equity Education

Examples of Values Aligned Themes



There are many different ESG ratings providers; some of the largest are MSCI, Sustainalytics, and ISS. MSCI’s ratings 
methodology is below, the ratings are based data collection. The framework is designed to rate the financially 
relevant (material) ESG risks and opportunities for a company (not all factors). 

RISK RATINGS FRAMEWORK - MSCI
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Source: MSCI



PUBLIC PORTFOLIO RISK EXPOSURE - MSCI
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Source: MSCI

Below is an example of key risk factors within a global equity portfolio compared the benchmark (MSCI). The top 
graphic highlights all ESG risks. The bottom graphic shows more detail on the carbon risk in the portfolio.

PLEASE REVIEW DISCLAIMERS AT END OF PRESENTATION



Sustainalytics assigns risk ratings to every sector. 
Based on Sustainalytics ratings, the average energy 
sector company is more than double the risk of the 
average Real Estate company. Sustainalytics ranks 
more of the Energy sector’s ESG risk severe than 
other industries. Information Technology and 
Consumer Discretionary have some of the lowest 
risk ratings.

ESG risk ratings are comprised of Exposure and 
Management risk, which accesses how much 
unmanaged ESG risk a company is exposed to. The 
ratings measure the degree to which a company’s 
economic value (enterprise value) is a at risk driven 
by ESG factors.

RISK EXPOSURE BY SECTOR - SUSTAINALYTICS

12Source: Sustainalytics, Morningstar, Data as of September 7. 2022

Distribution of ESG Risk Categories across Sectors

Average ESG Risk Ratings by Sectors
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CASE FOR ESG



NYU did a meta-analysis of more than 1,000 academic studies published between 2015 and 2020, looking at the 
correlation between corporate financial performance and sustainability or ESG investing financial performance. 
NYU found that 58% of the studies found a positive correlation between corporate financial performance and 
sustainability. Only 8% found a negative correlation. Key takeaways:

 Improved financial performance due to ESG becomes more noticeable over longer time horizons.

 ESG integration as an investment strategy performs better than negative screening approaches.

 ESG investing provides downside protection especially during a social or economic crisis.

 Sustainability initiatives at corporations appear to drive better financial performance due to mediating factors such as 
improved risk management and more innovation.

 Managing for a low carbon future improves financial performance.

 ESG disclosure without an accompanying strategy does not drive financial performance.

BENEFITS OF ESG
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Source: October 2, 2021, NYU Stern, ESG and Financial Performance 
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PERFORMANCE
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MSCI World Leaders Index is a market capitalization weighted index designed to represent the performance of 
companies that are selected from the MSCI World Index based on Environmental, Social, and Governance criteria 
(ESG ratings and exposure to ESG controversies). 

Source: MSCI
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The growing impact of climate issues, income inequality, and scarcity of resources will drive the transition to a low 
carbon economy and demand greater investment of capital, creating financial and social return opportunities.

CASE FOR MANAGING ESG RISKS
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LOW CARBON 
TRANSITION CATEGORY LOW CARBON TRANSITION RISK/OPPORTUNITY
Asset Stranding Potential to experience stranding of physical or natural 

assets due to regulatory, market, and technological forces 
arising from “low-carbon” transition.

Product Transition Reduced demand for carbon intensive products and 
services. Winners and losers are defined by the ability to 
shift product portfolio to low carbon products.

Operational Transition Increased operational and capital costs due to carbon 
taxes and investment in carbon emissions mitigation 
measures leading to lower profitability

Neutral Limited exposure to low carbon transition risk. Companies 
could face physical risk or indirect exposure to transition 
risk via lending, investment operations.

Solutions Potential to benefit through the growth of low carbon 
products and services. 

Sources: Bloomberg, MSCI
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Economic Opportunity
• Likelihood of outperformance for diverse teams is 

+36%
• Diverse private equity funds outperformed in 78% 

of the vintage years studied
• Closing the racial wealth gap could add $1trillion 

by 2028
Access to Capital
• Diverse Managers control 1.3% of the investment 

industry’s $69 trillion
• Diverse investment managers more likely to 

invest in diverse communities
• Less than 10% of US portfolio managers at 

mutual funds and ETFs are women

 

CASE FOR DIVERSITY, EQUITY, AND INCLUSION
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Sources: McKinsey, Harvard, Knight Foundation
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CONSIDERATIONS
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• Provide discrete, well-supported, goals for demographically conscious policies.
• Identify qualitative and quantitative evidence demonstrating both past and current discrimination, e.g., redlining in or 

refusal to offer services based on protected categories, and the continued need for initiatives.
• Outline process for ongoing review, e.g., review the evidence annually to determine whether there is a continued need 

for the policies.
• Demonstrate that while mission alignment is a priority, quality; and performance are equally important.

Well 
Supported 

Goals

Evidence of 
Need

Institutional 
Quality 

Investments

Process for 
Review

Demographically 
Conscious 
Investing
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Source: August 24, 2023, Draft guidance Lee Schwalb, Counsel for Growth 



DISCLOSURES
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Syntrinsic LLC is an SEC registered investment adviser. A copy of Syntrinsic's current written disclosure statement discussing 
advisory services and fees remains available for review upon request. Different types of investments involve varying degrees of 
risk, and there can be no assurance that the future performance of any specific investment or investment strategy will be 
profitable. Consult your investment, tax and legal advisors before making investments. Syntrinsic does not provide tax or legal 
advice.
The information in this document is not intended as a recommendation to invest in any particular asset class or strategy or as a 
promise of future performance. The opinions expressed in this document are the combined work of Syntrinsic’s Investment 
Committee. Our research comes from a multitude of sources, but any opinions expressed are our own. 
Given the complex nature of risk-reward trade-offs involved in portfolio construction, we advise clients to consult with financial 
professionals on specific investment-related decisions. References to future returns are not promises or even estimates of actual 
returns a client portfolio may achieve. In addition, past performance is not a guarantee of future results. 
Assumptions, opinions, and estimates are provided for illustrative purposes only and are subject to significant limitations. 
Expected return estimates are subject to uncertainty and error. Expected returns for each asset class can be conditional on 
economic scenarios to which actual returns could be significantly higher or lower than forecasted. They should not be solely 
relied upon as recommendations to buy or sell securities. 
Forecasts of financial market trends that are based on current market conditions constitute our judgment and are subject to 
change without notice. We believe the information provided here is reliable, but do not warrant its accuracy or completeness. 
This material has been prepared for information purposes only and is not intended to provide, and should not be relied on for, 
accounting, legal, or tax advice.



About Syntrinsic
Founded in 2008, Syntrinsic is co-creating a sustainable and generative 
world that empowers all people by providing investment advice and 
strategic consulting to community foundations, private foundations, 
public charities, and private clients interested in using assets for good 
and growth. The firm offers a full suite of services, including impact 
investing, stakeholder education, operational support, business 
strategy and structure, and client-stakeholder relations.

SYNTRINSIC.COM
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