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ESG Defined: A collective term to describe environmental, social and governance factors 
whose financial impact is not captured by traditional financial measures. The categories 
below include a sample of ESG issues that may be material to investment returns. 

Energy management

Environmental impact of 
supply chains & products

Capture Emissions

Climate change policies

Environmental

Product safety and ethics

Labor rights

Consumer data security

Employee diversity

Employee health and safety

Social

Board structure and gender 
diversity

Business ethics

Accounting policies and 
controls

Governance
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ESG: Challenges

• No universal application of ESG standards
• Metrics and measurements are inconsistent
• ESG issues are complex and constantly evolving

• ESG disclosure inconsistent; often voluntarily
• Materiality varies by geography and investor 

interests 
• Value driven market segment may be conflated 

with profit driven segment
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SRI Innovators
Congress 
passes CRA Act 
to reduce 
discriminatory 
credit practices

Pax World 
launches first 
sustainable 
mutual fund
Rev. Leon 
Sullivan 
develops 
Sullivan 
Principles

History of ESG Investing

1970s 1980s 1990s 2000s 2010s 2020s

Legislating CSR
US SIF founded

US Congress 
passes 
Comprehensive 
Anti-Apartheid Act

MacBride 
Principles 
focusing on 
religious 
discrimination & 
Intergovernmental 
Panel on Climate 
Change 
established
Post-Exxon 
Valdez oil spill, 
Ceres was formed 

Global Call to 
Action
Domini 400 
Social Index 
(now MSCI) 
launched

UN holds 
Conference on 
Environment & 
Development
26 sustainable 
funds with $1.9 
billion assets 
Kyoto Protocol 
convenes world 
leaders to set 
goals on 
addressing 
global warming

ESG Education
UN launches 
Global Compact 
initiative

Global Reporting 
Initiative 
launches

UN Principles of 
Responsible 
Investment is 
launched
60 sustainable 
funds are 
available

Global Impact 
Investing 
Network is 
launched

Putting ESG 
into Action
SASB forms 
with mission to 
establish 
industry 
standards for 
corporate 
reporting
UN SDGs set up

Paris Agreement 
went into effect 
in 2016
US DOL rules 
that pensions & 
plan sponsors 
can invest in 
SRI as long as 
investment is 
appropriate & 
equivalent to 
competing 
choices

ESG During 
Pandemic and 
Social Unrest
Flows into 500

US sustainable 
funds top $51 billion, 
doubling from $20 
billion in 2019
BlackRock CEO 
asks companies to 
disclose net-zero 
transition plan
DoL will not enforce 
rule limiting use of 
ESG funds in ERISA 
plans

Source: Morningstar5
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ESG and Corporate Financial Performance
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• A 2019 McKinsey & Co. survey of 136 C-suite executives and investment professionals found that 57% of 
respondents believe that ESG programs create shareholder value now, and 83% of respondents expect that ESG 
programs will contribute more shareholder value in five years than today. Only 3% thought such programs 
reduce shareholder value.

• Among respondents who say ESG programs create value, the share seeing short- and long-term value has grown 
over time. Note that respondents who said “substantially negative,” “negative” or “no effect” are not shown.

Source: McKinsey and Company, “The ESG premium: New perspectives on value and performance,” February 2020.

Impact of ESG Expected to Grow
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Five
Ways 
ESG 
Creates 
Value

Strong ESG proposition Weak ESG proposition

Top-line growth
Attract B2B and B2C customers with more 
sustainable products
Achieve better access to resources through 
stronger community and government relations

Lose customers through poor sustainability practices 
(e.g. human rights, supply chain) or a perception of 
unsustainable/ unsafe products
Lose access to resources (including from operational 
shutdowns) as a result of poor community and labor 
relations

Cost reductions Lower energy consumption
Reduce water intake

Generate unnecessary waste and pay 
correspondingly higher waste-disposal costs
Expend more in packaging costs

Regulatory and legal 
interventions

Achieve greater strategic freedom through 
deregulation
Earn subsidies and government support

Suffer restrictions on advertising and point of sale
Incur fines, penalties, and enforcement actions

Productivity uplift
Boost employee motivation

Attract talent through greater social credibility

Deal with “social stigma” of weak ESG practices, 
which restricts talent pool
Loss of talent as a result of weak ESG practices

Investment and asset 
optimization

Made additional tabular adjustments
Demographic, reimbursement, claim flow, 
population health, etc.

Suffer stranded assets as a result of premature write-
downs

Fall behind competitors that have invested in more 
energy efficient assets

Source: McKinsey and Company, “Five ways that ESG creates value,” November 2019.
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Growth of ESG Assets – Not a Fad
Softwoods

Hardwoods

Renewable Energy

Conservation 
Easements

Ecological Services

Value Add Timber Investments• Sustainable assets in the US, including ESG, have more 
than quadrupled since 2012, accounting for $17 trillion 
or one in three dollars of total US assets under 
professional management1

• 2 forms of Socially Responsible / ESG Investing
• Divesting (exclusionary)
• Investing (engagement)

• Investors across the globe have led the Sustainable and 
ESG-focused investment shift, and now publicly traded 
companies are noticing

• Global sustainable investment now tops $30 trillion –
up 68% since 20142

1Source: US SIF Foundation, “Report on US Sustainable and Impact Investing Trends”, November 2020.
2Source: Global Sustainable Investment Alliance, “Global Sustainable Investment Review 2018,” 2018.
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More assets, more options
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ESG Adoption Mechanisms: Retirement Plans 

Investment 
Policy 

Manager 
Selection

Proxy 
Voting  

Shareholder 
Engagement

•Objectives
•Manager Selection
•Risk Management   
•Reporting 

•Philosophy 
•Process    
•Security Selection 
•Risk Management   

•Proxy Policy  
•Annual Meetings     
•Proposals 
•Reporting  

•Corporate Governance
• Investor Alliances
• Investor Rights
•Advocacy      

In incorporating ESG, Boards may use the following mechanisms consistent with fiduciary objectives:   

• Adoption of investment policy provisions that document ESG criteria or related procedures. 

• Inclusion of ESG considerations in selecting and monitoring investment managers across asset classes. 

• Proxy voting in accordance with a policy to advance good governance and enhance shareholder value.       

• Shareholder engagement on issues to improve a company’s governance for the benefit of shareholders. 
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Retirement Plans’ ESG Adoption: Defined Benefit Plans  

• Public pension funds account for 54% of the $6.2 trillion in institutional investor assets that considered ESG factors.

• Defined benefit (DB) plans have incorporated ESG at a higher rate than defined contribution (DC) plans until recently. 

• DB plans higher rate of utilization of separate accounts for public equities enables proxy voting and engagement.   

• While only 22% of U.S. Public Funds mentioned ESG or responsible investing in their public documents as compared to 
78% of global public funds in a report, majorities of investment consultants now require managers to report on ESG.*        

Source: RBC Global Asset Management: 2020 Responsible Investment Survey.   Source: U.S. SIF. 2020.  

1%
1%
1%

6%
37%

54%

Labor
Foundations

Other
Education

Insurance Companies
Public Funds

Insitutional Investment in ESG by Type 

71%

58%

50%

45%

37%

ESG practices/integration

Proxy Voting

Engagement activities

Diversity & Inclusion

Impact Measurement

Investment Consultants: Investment Manager 
ESG-related Reporting Requirements     

Source: Top 1000 Funds. February 28, 2020.  

14

https://www.facebook.com/NCPERS/
https://www.youtube.com/channel/UC-CQesOOvxd2Ar5Rmhpo1kg
https://www.linkedin.com/company/national-conference-on-public-employee-retirement-systems/
https://twitter.com/NCPERS


ESG Incorporation by Asset Class   

• Collectively, public and private sector defined benefit funds held $4.9 of public equities in U.S. markets in 2018, 
accounting for 11.5% of the total of the $42.8 trillion market.  

• Public equities have been a significant focus, but not exclusive focus of ESG incorporation among pension funds.             

• Pensions & Investments cited a survey that found investors who incorporate ESG, are doing so in asset classes 
beyond equities, including in fixed income (60%), real estate (43%) and infrastructure (36%).      

Source: Pensions & Investments, August 19, 2019.  

60%
43% 36% 34%

Fixed income Real Estate Infrastructure Alternatives

ESG Incorporation: Fixed Income & 
Alternative Investments 

37.6%

28.8%

14.8%

7.3%

11.5%

Housholds

Mutual Funds and ETFs…

Foreign

Non Fin Corps/Other

Pension Funds…

U.S. Equity Ownership (%)  

Source: SIFMA Insights, October 2019.  
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ESG Incorporation: Beyond Equities (partial examples)   

•Diversified Mortgage Portfolio 
•Mortgage-backed securities   
•Benchmark: U.S. Mortgage Aggregate     

• Diversified Open End Fund      
• Diversified Core Real Estate    
• Benchmark: NECREIF ODCE    

• Diversified  Open End Fund  
• Diversified Core Infrastructure      
• Benchmark: CPI + 3%  

Fixed Income   Real Estate Equity Infrastructure  Asset Class* 

Examples*  

ESG Considerations  Affordable housing
 Job Creation 

 Energy Efficiency
 Job Creation (RCP)   

 Environmental, Social    
 Job Creation (RCP)   

*Note: Asset class and strategy examples are partial descriptions and are included for illustrative purposes only. RCP: Responsible Contractor Policy..      .  
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Retirement Plans and ESG: Defined Contribution Plans  

• A basic approach DC plans may use to incorporate ESG is to offer an ESG or SRI investment option. 
• One survey found that 24% of plan sponsors had taken action to incorporate ESG over the last three (3) years.
• According to one study, 69% of the nation’s $6.9 trillion in 401(k) plan assets were held in mutual funds, 

effectively disintermediating these plans from using proxy voting as an ESG tool on this portion of their assets.*        
• A 2018 survey found that 82% of DC plan respondents wanted the plan’s investments to reflect their values.*       

Source: Morningstar. October 8, 2020..  

4.5%

22.0%

Plan Offers Sustianable
Option

Incorporate ESG into
Traditional Option (s)

DC Plans ESG  Incorporation by Mechanism 

Source: Plan Sponsor, January 28, 2021. 

Source: Investment Company Institute. Natixis .   
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NCPERS 10 Key Proxy Votes to Watch in 2021
Company Issue Proponent Vote Result

ExxonMobil Contest for board seats in response to 
resistance on climate transition

Engine No. 1 with endorsement from CalPERS / CalSTRS Three dissident
directors elected. 

Amazon.com Worker representative on the board Vermont Pension Investment Committee 17.5% 

U.S. Silica 
Holdings

Adjusting financial reporting metrics for 
executive compensation

City of Philadelphia Public Employees Retirement System 43.8%

DuPont de 
Nemours

Adopt policy to annually disclose EEO-1 
data

Comptroller of the City of New York 83.76%

Duke Energy Report on lobbying spend Comptroller of the State of New York 51.92%

Electronic Arts Pay parity City of Philadelphia Public Employees Retirement System Implemented

St. Joe Company Board diversity City of Philadelphia Public Employees Retirement System Implemented

Chevron Reduce scope 3 emissions Individual: Stewart Taggart 60.7%

AbbVie Independent board chair Employees Retirement System of Rhode Island 28%

Facebook Independent board chair Treasurer’s Office for the State of Illinois 16.09%
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Human Capital Management
• July 6, 2017 – Petition filed
• August 26, 2020—SEC modernizes Regulation S-K to require reporting on 

human capital resources
• 2019-2020 - COVID Response: Workforce composition and adjustment; 

Employee benefits and protections; Workplace health and safety. 
• 2021 - Compensation adjustments for executives
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Looking ahead in ESG
Decarbonized Economy

Net Zero Asset Managers Initiative

Goal

Net Zero Asset Owners Alliance

Publicly listed companies with pledges

128 signatories
$43 trillion in AUM

43 investors
$6.6 trillion 

1/5 of largest 
2,000 firms*

*Source: “Taking Stock: A global assessment of net zero targets.” Energy&Climate Intelligence Unit.
March 2021, available at: https://ca1-eci.edcdn.com/reports/ECIU-Oxford_Taking_Stock.pdf  
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Regulatory Developments at the DOL and SEC

DOL
Proxy Voting Rule

DOL 
ESG Rule

SEC
Shareholder Advocacy Rule

SEC
Proxy Advisors Rule

Shareholder 
Rights
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Summary
• ESG has evolved since it was launched in the ‘1970’s with divestment campaigns, the McBride principles’ focus on 

religious discrimination and divestment or disinvestment from South African companies during apartheid.  

• Pension funds have a range of opportunities to incorporate ESG through investment policy provisions, assessment of 
managers and through direct active ownership in a manner that is consistent with fiduciary duties.  

• Proxy voting upset the board of ExxonMobil for the first time in history and is a sign that shareholders will oust 
leaders that lose investor confidence. 

• Public pension funds have been incorporating a long-standing component of ESG, corporate governance and proxy 
voting, to enhance shareholder value for the benefit of participants and beneficiaries for decades.           

• While regulatory uncertainty, inconsistency in definitions and metrics pose challenges the direction of ESG 
incorporation toward a mainstream consideration for performance and risk is clear. 

https://www.facebook.com/NCPERS/
https://twitter.com/NCPERS
https://www.youtube.com/channel/UC-CQesOOvxd2Ar5Rmhpo1kg
https://www.linkedin.com/company/national-conference-on-public-employee-retirement-systems/


Glossary
Corporate Governance: A set of rules and procedures that determines the influence of stockowners in a 

company and the structure of the board of directors that represents them. 
ESG:  Refers to the use of metrics and qualitative data on environmental, social and 

governance to inform the assessment of an asset beyond traditional financial metrics. 
Impact Investing: Investments in assets that are intended to achieve social, environmental and economic 

goals, as well as a favorable return on investment. 
Positive Tilt: In ESG investing, a relative tilt occurs when a portfolio is intentionally weighted towards 

stocks or assets with better ESG rankings.
Divestment: Divestment entails an investors’ exclusion of securities or assets from a portfolio when 

they violate ESG preferences.
Socially Responsible 
Investing (SRI)  

A portfolio management process that seeks to avoid investments in certain assets 
through negative screening based on defined ethical guidelines.       
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