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INTRODUCTION
Retail investors' interest in sustainable investing strategies is growing. As of 2020, the retail
share of the $17.1 trillion in assets invested in sustainable strategies in the U.S. was $4.6 trillion,
up 50% since 2018.1 Sustainable investing is no longer incidental to individual investors and the
financial advisors (FAs) who guide them. Many asset managers and global financial institutions
have embraced sustainable investing and are expanding their related services. Sustainable
investing offers financial advisors an opportunity to differentiate themselves in crowded
marketplaces, deepen client engagement, and build more resilient, purposeful investment
solutions for their clients.
In this guide, What Exactly is Sustainable Investing?, we disentangle the complicated web of
vocabulary used to describe sustainable investing and clarify the fundamental concepts buried
underneath the terminology.
That is, we describe sustainable investing as a range of approaches that recognize the
interconnectedness between environmental health, social equity, and long-term economic
performance. These investments are made with the intention to protect and enhance longterm value by addressing environmental, social and or governance (ESG) risks or solving
environmental and social challenges.
We further explain that two things motivate investors to pursue sustainable investing:
•

Fortifying long-term financial value (long-term performance)

•

Expressing values (convictions)

And, that investors pursue sustainable investing using any combination of three strategies:
VALUES
ALIGNMENT
Values Alignment means
minimizing exposure to
individual companies or
entire industries whose
business practices conflict
with an investor’s personal
convictions.2
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ESG
INTEGRATION
ESG Integration is the
practice of incorporating
environmental, social and
governance information
into investment decisions
to help enhance riskadjusted returns.

THEMATIC
IMPACT
Impact Investing
is the intent to
generate positive,
measurable social and
environmental impact
alongside a financial
return.
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We also introduce you to the sustainability issues that clients are typically interested in and
summarize the scope and scale of sustainable investing in practice at Envestnet and across the
global financial industry.
This guide can help you to respond to the signal that many clients are sending:
they want to pursue sustainable investing and expect you to help them do so. Sustainable
investing can help you attract new clients, deepen relationships with existing clients, and
otherwise enrich your practice and your clients’ portfolios.
This guide is one in a series of guides that
a. define what sustainable investing is,
b. summarize why FAs should care about it, and
c. outline how to apply it with clients.
The other guides in the series are:

Why Should Financial Advisors Care about Sustainable
Investing?, which debunks pervasive industry myths about
sustainable investing that might be preventing FAs from
integrating it into their practices.

How Should Financial Advisors Apply Sustainable Investing In
Their Practice?, which provides practical recommendations for
how to implement sustainable investing with clients. Includes
“real world” scenarios; hypothetical situations—but situations that
you might recognize—in which FAs identify and address clients’
sustainable investing goals.

The materials included in this report represent an adaption of the Fundamentals of Sustainable
Investment: A guide for financial advisors, ©2022 The Investment Integration Project (TIIP).
All rights reserved. The materials in this report may not be reproduced and distributed without
advance permission. The original guide was published in partnership with Money Management
Institute (MMI).
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What Exactly is Sustainable Investing?

Box 1. Lost in translation: the alphabet
soup of terminology.

You might have heard the various terms (noted in Box 1) used to
describe sustainable investing. In short, sustainable investing is
a range of approaches that recognize the interconnectedness
between environmental health, social equity, and long-term
economic performance. These investments are made with the
intention to protect and enhance long-term value by addressing
environmental, social, and governance (ESG) risks or by solving
environmental and social challenges.
Here we answer the question “What Exactly is Sustainable
Investing?”. We explain why investors seek environmental
and social impact and discuss the three types of investment
approaches that they use to achieve their sustainable goals.
We also discuss the various sustainable issues that your clients
might care about and outline what sustainable investing looks
like throughout the financial industry.
Sustainable investing motivations and strategies. Investors 				
generally pursue sustainable investing strategies for one or both of two reasons:
Value (Long-term Performance): ESG issues can have a consequential (i.e. material)
sustainable on investment returns. When poorly managed, they can introduce risk into
investments; when well-managed, they can produce financial benefits. Some investors
consider ESG issues in their investment decision-making to enhance long-term riskadjusted returns. Others see financial, return-generating opportunity in investing in
companies that produce solutions to environmental or social challenges.
A client who is motivated by value (long-term performance) might: (1) steer clear of
companies that could face distracting and costly gender discrimination legal battles or
sexual harassment lawsuits, or those known to perpetuate dangerous working conditions
in developing countries, or (2) believe that alternative energy sources (e.g. wind, solar) will
replace non-renewable energy and is an attractive long-term investment opportunity.
Values (Convictions): Some investors desire to reflect their personal preferences on
how they view the world and adopt investment strategies that align with these values.
A client who is motivated by values (convictions) might: (1) care deeply about the
health of local communities and would like to invest in food access and affordable
housing, or (2) want to avoid investing in companies involved in tobacco production and
distribution because they lost their father to lung cancer.3
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No matter their motivations, investors act on these goals in any of three ways:
Values Alignment: aligns a client’s values with their investments to minimize exposure
to companies or industries whose practices conflict with their personal beliefs.
Featuring: Envestnet’s Values Overlay program enables clients to apply any of 20+
different values-based screens to their portfolio to align it with their goals. Values-based
screens (exclusions) include, for example, alcohol, tobacco, firearms, fossil fuels, social
justice, and human rights.
ESG Integration: the practice of integrating environmental, social and governance
information into investment decisions to better understand how companies and
industries are exposed to and managing material risks.
Featuring: Envestnet | PMC Research incorporates an additional layer of analysis within
its comprehensive research and due diligence process to uncover high-conviction equity
and fixed income managers that are meaningfully and systematically integrating ESG
information into the investment process; including evaluation of ESG governance and
policies, ESG integration into the investment process, reporting on impact, and engaging
on ESG issues.
Envestnet | PMC’s Sustainable Portfolios are designed for investors with sustainability
priorities and are constructed using high-conviction ESG-focused managers identified
through Envestnet | PMC's thorough, multi-layered research and due diligence process.
PMC regularly monitors and rebalances the portfolios, empowering advisors to support
clients in their pursuit of sustainable investing.
Thematic Impact: investments within portfolios to target environmental or social
objectives, as a complement or alternative to philanthropy.
Featuring: One of multiple Envestnet offerings with targeted impact themes (climate,
conservation, diversity, community, and wellness), QRG’s Quantitative Portfolio: Global
Climate Solutions strategy is designed to provide passive exposure to the largest
global equity asset classes, including domestic large cap and international developed
markets. The portfolio seeks to provide risk exposures and returns similar to those of the
blended benchmark. The portfolio excludes fossil fuels and companies involved in major
environmental controversies, and targets a reduced carbon risk profile, while allocating to
companies involved in creating solutions for climate related issues.
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Investors might pursue these approaches in isolation or as part of a coordinated strategy. Factors
that might influence which strategies they pursue include investor size (investible assets), the issues
that the investor is focused on and the intensity of their focus, and an investor’s level of knowledge
and sophistication regarding investment and sustainable. Figure 1 summarizes these sustainable
investing motivations and strategies.
Figure 1. Sustainable investing motivations and strategies

VALUE (LONG-TERM
PERFORMANCE)

VALUES
ALIGNMENT

VALUES
(CONVICTIONS)

ESG
INTEGRATION

THEMATIC
IMPACT

Sustainable Investing issues. So, what sustainability issues might your clients care about?
There are numerous issues or goals, in addition to financial performance, that a client might want
to address through their investments. Frameworks provide a useful way to think about sustainable
investing topics that are on your clients’ minds. Two relevant frameworks include the U.N. Sustainable
Development Goals (SDGs), a widely-accepted blueprint for improving global well-being, and
the International Financial Reporting Standards Foundation’s (IFRSF’s) Sustainability Accounting
Standards Board (SASB) Standards, which map the impact of material ESG issues across sectors.
In 2015, all the member states of the U.N. voted to adopt the SDGs as a way of creating a framework
for achieving a better and more sustainable future for all (see Figure 2). In turn, some institutional
investors started to align their investments with the SDGs; even more individual investors are now,
too. Asset managers have been increasingly referencing the goals in marketing and communication
materials, in part because of investor demands for SDG-aligned investment strategies.
There are 17 SDGs that together target 169 outcomes. Rather than memorizing the goals and targets,
you might instead familiarize with their broader thematic groupings:4
•

People focuses on ending poverty and hunger and promoting health, equality, and education;

•

Planet refers to protecting the earth from degradation;

•

Prosperity aims to ensure that all lives are fulfilling and prosperous;

•

Peace focuses on “peaceful, just and inclusive societies”; and

•

Partnership refers to the participation of “all countries, all stakeholders and all people” in
achieving the goals.
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Figure 2. The 17 U.N. SDGs:
Grouped thematically - People, planet, prosperity, peace, and partnership

The IFRSF’s SASB Standards provide another framework for understanding sustainable
investing. An independent organization that sets standards for corporate ESG disclosure,
IFRSF’s SASB Standards assess and map the impact of material ESG issues across key
industry sectors. It does so per existing Securities and Exchange Commission (SEC) reporting
regulations and using a thorough research and vetting process. By focusing on materiality, the
SASB Standards help identify the issues that are most likely to affect value creation, and thus
those that are most decision-useful to investors.5
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The 26 issues listed in Table 1 are those identified by the SASB Standards as “reasonably likely
to affect the financial condition or operating performance of a company.” The SASB Standards
section of IFRSF’s website includes an interactive, free web-based Materiality Map that
assesses the extent to which relevant issues effect financial performance for six industry sectors
and their key sub-sectors.6
Table 1. Material ESG issues identified by SASB

ENVIRONMENTAL

SOCIAL

Environmental capital

Social capital

• Greenhouse gas (GHG)
emissions
• Air quality
• Energy management
• Fuel management
• Water and wastewater
management
• Waste and hazardous materials
management
• Ecological impacts

• Human rights and community
relations
• Access and affordability
• Customer welfare
• Product quality and safety
• Data security
• Customer privacy
• Selling practices and product
labeling

Business model and
innovation
• Product design and lifecycle
management
• Materials sourcing and
efficiency
• Physical impacts of climate
change

Human capital
• Labor practices
• Employee health and safety
• Employee engagement,
diversity, and inclusion

GOVERNANCE
Leadership and
governance
•
•
•
•

Systemic risk management
Business ethics
Competitive behavior
Management of legal and
regulatory environment
• Critical incident risk
management

Business model innovation
• Business model resilience
• Supply chain management

Source: www.sasb.org/materiality/sasb-materiality-map; grouped into environmental, social, and governance
categories by the authors of this guide.

Across the financial industry
•

Sustainable investing accounted for approximately $30.7 trillion in global assets under management
(AUM) worldwide in 2018, representing growth of 24% from 2016. Globally, the share of sustainable
investing from retail investors grew from 20% in 2016 to 25% in 2018.

•

Sustainable investing accounted for approximately $12 trillion in the U.S. 2018, representing 26% of all
professionally managed assets in the country. AUM invested for sustainable grew 33% between 2014
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Scope and Scale of Sustainable Investing:
At Envestnet And Across The Global Financial Industry
At Envestnet 7

There are $45 billion in AUM invested through the
Sustainable Investing Platform as of Q4 2021…

…representing 79% growth
year-over-year

Over 875,000 client accounts are invested in
sustainable products on the Envestnet Platform, a
>10% YoY increase

37,000 Envestnet FAs are using the
Sustainable Investing Platform

Across the global financial industry

Nearly 36% of professionally managed assets
across Europe, the United States, Japan, Canada,
and Australasia were invested using sustainable
approaches ($35.3 trillion) as of early 2020
(an increase of nearly 55% since 2016)

Sustainable investing is a
featured competence at asset
management firms (e.g.,
BlackRock, Federated Hermes,
PIMCO)

The number of investors signing on to the
Principles for Responsible Investment (PRI)
(a guide for ESG integration) has seen substantial
growth over the past 15 years – from 63 when it
launched in 2006 to nearly 5,000 today

Most of the major index
providers offer extensive
families of ESG indexes (e.g.,
MSCI offers more than 1,500
equity and fixed income
ESG indexes)
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There were over 6,400
sustainable funds available
globally as of Q1 2022
(representing more than $2
trillion) and 555 in the U.S.
(representing $343 billion)
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Sustainable investing encompasses a range of approaches that recognize the
interconnectedness between environmental health, social equity, and long-term economic
performance. These investments are made with the intention to protect and enhance longterm value by addressing environmental, social, and or governance (ESG) risks or solving
environmental and social challenges. Major financial institutions are developing sustainable
investing product platforms; leading index providers offer extensive families of ESG indexes; and
asset management firms provide sustainable opportunities and products that range across all
asset classes. All told, the sustainable investing industry now accounts for over one third of AUM
worldwide.
You—FAs, who number in the hundreds of thousands in the U.S. alone—have an opportunity to
respond to increasing client demand for access to sustainable investing strategies. Doing so can
help you differentiate yourself in a competitive market and retain existing clients and grow your
book of business.
This guide helps you to understand sustainable investing and how the range of approaches can
be pursued. At a high level these approaches focus on aligning a client’s values and convictions
with their investments (values alignment), integrating ESG factors into investment decisions
(ESG integration), and allocating investments within portfolios that target environmental or
social objectives (thematic impact).
This guide also outlines the various ESG issues that your clients might care about, particularly
those outlined by the U.N. SDGs and those identified as material in the SASB Standards. Finally,
it outlines the scope and scale of sustainable investing in practice at Envestnet and across the
global financial industry.
It is one of a series of guides that, taken together, can equip you to respond to the signal that
many clients are sending: they want to pursue sustainable investing and they expect you to
help them do so. Envestnet provides expertise across five areas (Research, Overlay, Portfolio
Solutions, Reporting, and Practice Management) empowering you to enhance your practice and
deliver meaningful sustainable investing solutions to your clients.
Learn more at envestnet.com/sustainable or sustainable@envestnet.com.
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NOTES
The Forum for Sustainable and Responsible Investing (US SIF) (2020). 2020 Report on US Sustainable, Responsible and Impact Investing Trends.

1

The authors of this guide use the term “values” to describe an individual’s values (convictions) and an institutional client’s mission.

2

Launched in 2006 and thrust into the national spotlight and discourse in 2018, the ‘me too’ movement (aka #metoo) raises awareness about sexual

3

assault, provides support to assault survivors, and aims to end sexual violence. See https://metoomvmt.org/ for more.
U.N. Sustainable Development Goals (SDGs) (2019). Transforming our world. Accessed from: sustainabledevelopment.un.org/post2015/

4

transformingourworld.
International Financial Reporting Standards Foundation (IFRS), “International Sustainability Standards Board,” IFRS, accessed April 20, 2022, https://

5

www.ifrs.org/groups/international-sustainability-standards-board/l. Note: The International Financial Reporting Standards Foundation’s ISSB was
created through a consolidation of Climate Disclosure Standards Board (CDSB) and the Value Reporting Foundation (VRF), which was a consolidation
of the Sustainability Accounting Standards Board (SASB) and the International Integrated Reporting Council (IIRC). https://www.sasb.org/standards/
materiality-map/
See https://www.sasb.org/materiality/sasb-materiality-map/ for more.

6
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The information, analysis, and opinions expressed herein are for general and educational purposes only. Nothing contained in this brochure is intended to
constitute legal, tax, accounting, securities, or investment advice, nor an opinion regarding the appropriateness of any investment, nor a solicitation of any type.
All investments carry a certain risk, and there is no assurance that an investment will provide positive performance over any period of time. An investor may
experience loss of principal. The asset classes and/or investment strategies described may not be suitable for all investors and investors should consult with an
investment advisor to determine the appropriate investment vehicle. Investment decisions should always be made based on the investor’s specific financial needs
and objectives, goals, time horizon, and risk tolerance. Past performance is not indicative of future results. Investments in smaller companies carry greater risk than
is customarily associated with larger companies for various reasons such as volatility of earnings and prospects, higher failure rates, and limited markets, product
lines or financial resources. Investing overseas involves special risks, including the volatility of currency exchange rates and, in some cases, limited geographic focus,
political and economic instability, and relatively illiquid markets. Income (bond) funds are subject to interest rate risk which is the risk that debt securities in a fund’s
portfolio will decline in value because of increases in market interest rates. Neither Envestnet, Envestnet | PMC™ nor its representatives render tax, accounting or
legal advice. Any tax statements contained herein are not intended or written to be used, and cannot be used, for the purpose of avoiding U.S. federal, state, or
local tax penalties. Taxpayers should always seek advice based on their own particular circumstances from an independent tax advisor.
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©2022 Envestnet, Inc. All rights reserved.
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