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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.i Sustainable investing is no longer incidental to individual investors and the
financial advisors (FAs) who guide them.
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.
Many asset managers and global financial institutions have embraced sustainable investing
and are expanding their related services. Sustainable investing offers FAs an opportunity to
differentiate themselves in crowded marketplaces, deepen client engagement, and build more
resilient, purposeful investment solutions for their clients.

Box 1. Sustainable investing: What Envestnet’s partners are saying
“Sustainable investing is about investing in progress, and recognizing that companies solving the
world’s biggest challenges can be best positioned to grow. It is about pioneering better ways of
doing business, and creating the momentum to encourage more and more people to opt in to the
future we’re working to create. Through the combination of traditional investment approaches with
environmental, social and governance (ESG) insights, investors ranging from global institutions to
individuals are taking a sustainable approach to pursuing their investment goals.” (BlackRock)

“Traditional investing delivers value by translating investor capital into investment opportunities that
carry risks commensurate with expected returns. Sustainable investing balances traditional investing
with environmental, social, and governance-related (ESG) insights to improve long-term outcomes. In
many ways, sustainable investing can be seen as part of the evolution of investing. There is a growing
recognition among industry participants that some ESG factors are economic factors, especially in the
long term, and it is, therefore, important to incorporate material ESG factors…. Sustainable investing is
additive to asset management theory and does not mean a rejection of foundational concepts.”
(CFA Institute)
“It’s not about not maximizing shareholder value; it’s more of a course correction, reminding investors
and companies that long-term success depends on more than a single-minded focus on shareholders.
ESG data provides information investors need to understand how to evaluate companies on this basis,
while ESG engagement helps companies understand how to improve. As the number of sustainable
investors increases, more companies will shift their focus, which should not only benefit these firms
over the long haul but also help create broad systemic benefits to workers, communities, and the
environment.” (Morningstar)
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In this guide, Why Should Financial Advisors Care About Sustainable Investing?, we help you to
understand the value proposition of sustainable investing; that:
•

Sustainable investing is a compelling opportunity to attract new business;

•

Sustainable investing offers the opportunity to retain business; and

•

Sustainable investing can offer the opportunity of better outcomes for clients.

This guide can help you to respond to the signal that many clients are sending: they want to
pursue sustainable investing and expect you will help them do so.
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:

What is Sustainable Investing?, which disentangles
the complicated web of vocabulary used to describe
sustainable investing and clarifies the fundamental
concepts buried underneath the terminology.

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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WHY SHOULD FINANCIAL ADVISORS CARE ABOUT SUSTAINABLE
INVESTING? THE VALUE PROPOSITION
Sustainable investing can help you attract new clients, deepen relationships with existing clients,
and otherwise enrich your practice and your clients’ portfolios.
Many investors have historically been hesitant to integrate sustainable investing into their
practices. Some dismiss it as a “passing fad” that is not for “serious” investors or think of it as a
philanthropic approach that sacrifices financial return in order to meet environmental or social
objectives.
Such myths may prevent you from integrating strategies that your clients are increasingly
demanding and that can potentially reduce risk and support long-term financial performance.
They shouldn’t, though, because offering sustainable investing solutions to your clients is
an important decision that can actually help you successfully address their real needs and
preferences, as well as prepare your practice for the future.
NEW BUSINESS: Sustainable investing is a compelling business opportunity.
By developing the requisite expertise and resources to address your clients’ sustainable
investing preferences, you are better prepared to diversify your client base, recruit advisors to
your practice, appeal to the next generation of investors in your clients’ families, and further
the enterprise value of your firm. Further, sustainable portfolios are customized to client values,
which makes for stickier assets and potentially increases your share of your clients’ investable
assets.
Sustainable investing is growing and is here to stay. Nearly 36% of professionally managed
assets across Europe, the U.S., Japan, Canada, and Australasia were invested using sustainable
approaches ($35.3 trillion) as of early 2020. This represents an increase of nearly 15% since
2018 and more than 55% since 2016. In the U.S. alone, sustainably-invested assets represented
more than one-third (33.2%) of total managed assets in 2020 ($17.1 trillion), up from onequarter (25.7%) in 2018 ($11.9 trillion).ii Most of these assets are held by institutional investors,
money managers, and community investment institutions applying various ESG criteria in their
investment analysis and portfolio construction, but the share of retail investors’ assets invested
for impact has grown to nearly 27% of the total. Some institutional investors like CalPERS (the
California Public Employees Retirement System) and Japan’s Government Pension Investment
Fund, are encouraging and even requiring that their managers incorporate ESG considerations
into investment selection.iii
Nearly three-fourths of women—who are increasingly equal participants in family financial
planning and investment decision-making—are similarly interested in how their investments
impact corporate behavior, the environment, and society, and men and older investors are
interested too.iv In fact, a recent survey found that 85% of all investors are interested in
sustainable investing and think that ESG factors affect companies’ financial performance.v
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RETAIN BUSINESS: Sustainable investing offers the opportunity to better
respond to clients’ interests and preferences and, ultimately, to deeper client
engagement.
Taking a more holistic approach to client needs and priorities requires being able to speak to
clients not only about the technical details of their portfolio strategy but also about the larger
meaning of money in their lives and the social and environmental preferences they hold. Using the
frameworks, products and guidance available through Envestnet to personalize and customize
your clients’ investments based on their interests and preferences can deepen your relationship
with your clients. A deeper relationship makes it less likely that your clients will start exploring
other advisor alternatives.
Investors of all kinds—men and women, old and young—are interested in sustainable
investing. What Forbes magazine calls “the greatest wealth transfer in history” is underway,
with a new generation of investors poised to inherit upwards of $30 trillion.vi Millennials and
Generation X'ers—who will inherit the assets but not necessarily the relationships with their
parents’ advisors—are outspoken about the need for businesses to consider environmental
and social impacts. Sixty-two percent of Millennials plan to buy more products and services
from companies that treated employees well during the pandemic, and 86% are interested in
sustainable investing and aligning their portfolio with their environmental and social
preferences.vii These “emerging” clients – clients without significant current wealth but on paths to
earned wealth or inherited assets as part of the great intergenerational wealth transfer – might be
particularly challenging for advisors to engage. But while each transfer of control of assets brings
with it a new challenge, each also provides a new opportunity for FAs to prove their relevance to
their new clients’ interests and priorities.viii
Clients might not volunteer their interest but might welcome an advisor’s inquiry as to
their preferences and priorities. Some advisors perceive little interest within their client base
in sustainable investing strategies, simply because they have not heard investors explicitly express
the interest. But many investors are interested in sustainable investing and are unaware of their
advisor’s capacity to integrate their values and priorities into their investment strategy. As with
many other facets of client discovery, advisors can tactfully explore client interests in sustainable
investing without seeming to offer judgment or presume an investor’s attitude towards the
relevant issues. Often, clients provide advisors with clues about their interests (e.g., by mentioning
their volunteer work or church or views on the news of the day) that can guide the advisor in
relating those interests to potential sustainable investing solutions.
It is good for business. Many experienced FAs and industry leaders assert that incorporating
sustainable investing into advisory offerings can help you attract new clients, retain existing
clients, and competitively position yourself relative to your peers.ix It can also help you provide
clients with a more satisfying investment experience—77% of clients whose values are reflected in
their investments report being satisfied with their FA and 73% with their financial plan, versus 66%
and 56% (respectively) of clients whose values are not reflected in their investments.x Research
indicates that two-thirds of adult children and 70% of widows leave their family FA after receiving
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an inheritance or after a spouses’ death.xi Considering a client’s sustainable investing preferences
might help curb such asset attrition. Developing competencies in sustainable investing might also
impact your firm’s strategic positioning in an increasingly competitive marketplace, including making
it easier to attract new advisors to your practice and demonstrating the enterprise value of your firm
as you consider growth opportunities and exit strategies.

BETTER OUTCOMES: Sustainable investing offers opportunities for better
portfolios and better client outcomes.
Integrating sustainable investing can enable FAs to more holistically assess risks to their clients’
financial future and can contribute to a more resilient portfolio design.
Investors are increasingly recognizing that environmental and social issues are entangled in
their portfolios. Researchers are particularly worried about the negative consequences of climate
change and social unrest for investors. They predict that investors could experience losses of up to
45% should policymakers and the private sector not work together to mitigate climate change and
limit global warming. They also warn that social unrest caused by global youth unemployment (e.g.,
that fueled the Arab Spring) could produce significant volatility in financial markets.xii
Investors influence the environment, society, and financial industry. History is full of examples
of institutional investors shaping environmental, social, and financial issues. Take, for example, how
the U.S. affiliate of the 30% Club Investor Group helped to increase the share of women on S&P
100 boards from 20.2% in 2014 to 30.47% in March of 2021, in line with the broader Club’s objective
of bringing to the forefront the investment case for more diverse boards and senior management
teams. Additionally, all S&P 100 boards have at least one woman director.xiii The 30% Club Investor
Group is an example of using the collective power of capital ownership to drive social change that in
turn reflects back on financial performance.xiv
The United Nations has gone as far as saying that not only can investors impact the environment
and society, but that it needs their help to do so. It is encouraging the private sector—institutional
and individual investors alike—to help it to achieve its Sustainable Development Goals (SDGs).xv The
17 goals were jointly developed by the member countries of the U.N. General Assembly and reflect
those global environmental and social challenges for which there is widespread agreement around
their importance. The issues addressed in the goals are those that pose material threats to—or
opportunities for—investor portfolios. The UN asserts that private sector investment of $2.5 trillion is
necessary to achieve the goals by 2030.xvi
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Companies that can better manage material environmental and social risks can have
less systemic volatility than their conventional peers.xvii Research conducted in 2019
indicates that nearly three-fourths of Morningstar’s ESG indices (73%) outperformed their nonESG equivalents since inception, and that the component companies of the ESG indices tended
to be less volatile and have stronger competitive advantages and healthier balance sheets
than their non-ESG index components.xviii Additional research on the relationship between
corporations’ ESG performance and financial performance indicates that “the business case for
ESG investing is empirically very well founded.”xix In many cases, investment analysts conclude
that corporate ESG performance is a useful proxy for management quality that carries over to
the management challenges that can ultimately affect financial performance. Given these and
other examples, some trade organizations argue that sustainable investing therefore aligns with
fiduciary duty.xx
Investing in companies that effectively manage material ESG risks and opportunities can
be a beneficial investment philosophy for investors. Jeff Gitterman, co-founding partner of
Gitterman Wealth Management—which serves high net worth (HNW) clients, business owners,
and professionals from academia—likens ESG and impact data to GPS (Global Positioning
System) data (see Box 2). He notes that it provides investors with information on potential
“hazards” and “roadblocks” (i.e., company ESG concerns) to better inform security selection and
portfolio construction.
Box 2. Impact data is an investor’s GPS
GPSs collect and analyze real-time data on traffic, road construction, and other hazards and help
drivers to reach their destinations faster and more efficiently. Much like GPS data helps drivers,
investors can use ESG data to navigate risks and pursue more resilient returns. Put another way,
information about company earnings and projected growth can help investors make decisions;
information about whether company operations harm the environment or people might help
investors make better decisions.

Getting to your destination before
GPS, before sustainability data

Getting to your destination after
GPS, with sustainability data

Source: Concept borrowed from Gitterman, Jeff. Interview with The Investment Integration Project (TIIP). May 17, 2018.
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Sustainable investors can realize at or above market-rate returns over the long-term.xxi
Research conducted across asset classes and investment approaches has found that:
Sustainable investments and indexes can perform as well or better than their conventional
counterparts. The MSCI KLD 400 Social Index, for example, which emphasizes the highest
impact performers from various industries and avoids industries like weapons and tobacco,
slightly outperformed the S&P 500 in all but one year between 2007 and 2019.xxii Further, an
analysis of more than 10,500 Exchange Traded Funds (ETFs) and mutual funds between 2004
and 2018 found that impact funds and conventional funds performed similarly and that the
impact funds offered lower downside risk.xxiii
ESG factors affect value. Companies with strong ESG practices may have lower business risks
(higher quality management) and lower capital costs (encouraging growth and enhancing
shareholder returns), which can lead to higher valuations. Further, intangible assets have
accounted for an increasing percentage of company market value over time. Researchers
contend that these factors are responsible for as much as 84% of a company’s market value
today (see Figure 1), and that intangibles such as human capital (e.g., employee satisfaction),
are directly correlated with shareholder returns.xxiv As are social capital (e.g., human rights and
community relations, customer welfare), and environmental capital (e.g., greenhouse gas (GHG)
emissions, water and wastewater management). As part of a review of more than 1,000 research
papers between 2015 and 2020, the NYU Stern Center and Rockefeller Asset Management
concluded that ESG investing provides downside protection, especially during a social or
economic crisis, and that improved financial performance due to ESG becomes more noticeable
over longer time horizons.xxv

Figure 1. Intangible assets as a percentage of S&P 500 market value over time

Source: Adapted from Ocean Tomo. Intangible Asset Market Value Study. Cate M. Elsten and Nick Hill. Journel of the Licensing
Executives Society, Volume LII No. 4, September 2017.
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CONCLUSION
Sustainable investing is increasingly popular. Major financial institutions are developing
sustainable product platforms; leading index providers offer extensive families of ESG indexes;
and asset management firms provide opportunities and products that range across all asset
classes. All told, the sustainable investing industry now accounts for over a 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 with a more holistic
approach to your clients’ needs and priorities;

•

It can also help you to retain existing clients and grow your book of business, namely to
include emerging client segments (i.e., women and the next generation of investors).

Integrating sustainable investing can enable FAs to more holistically assess risks to their clients’
financial future and can contribute to a more resilient portfolio design. It has never been
easier to build sustainable investing portfolios and help clients to understand their
impact. Envestnet’s newly-available and updated frameworks, products and guidance enable
FAs to build a portfolio around clients’ interests and passions.
Envestnet has developed a set of tools, available through our proprietary Sustainable
Invesmtent View (SIV) technology, that provide accessible, digestible, visual reporting on
sustainability risks and opportunities. SIV is a seamless end-to-end sustainable investing
technology that runs on the Envestnet platform and serves advisors throughout the sustainable
investing journey. These tools help FAs cut through the noise about sustainable investing and
evaluate approaches and products.
This guide helps you to understand the value proposition of sustainable investing, including that:
•

Sustainable investing is a compelling opportunity to attract new business;

•

Sustainable investing offers the opportunity to retain business; and

•

Sustainable investing can offer the opportunity for better client outcomes

This is one in 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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