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ESG Investing in the Spotlight 

 

People generally choose an investment with an eye toward adding financial value to their portfolio. Over the past two 
decades, however, many investors have added another layer of values in making investment decisions. The most 
common criteria are related to environmental, social, and corporate governance issues, typically referred to as ESG 
factors. 

More recently, ESG investing has become controversial, primarily due to large institutional investors such as universities 
and pension funds using ESG factors to construct their portfolios. Critics say that this approach compromises potential 
returns, while proponents claim that better ESG practices may help lower risk and provide more stability without 
sacrificing performance. As an individual investor, the choice to apply personal values to your investments is entirely up 
to you, and it may be helpful to know more about this approach. 

 

What's in a name? 

Values-based investing was originally called Socially Responsible Investing (SRI), and this term is still commonly used. 
Other terms, often using the SRI acronym, include sustainable and responsible investing; sustainable, responsible, and 
impact investing; or simply sustainable investing. The emphasis on ESG factors developed as a way to analyze 
companies in constructing funds or portfolios. 

SRI and ESG are often used interchangeably, but some analysts see them as two separate practices. According to this 
view, SRI takes more of a pure values-based approach in screening potential investments; for example, it might screen 
out companies involved in fossil fuels extraction, weapons, or tobacco and screen in companies that produce "green" 
products or focus on financial inclusion or health. 

ESG looks at these factors more in terms of risk management and financial performance; for example, a company with 
poor labor relations could face a workers' strike and a company with poor waste management could be fined or 
constrained with government regulations. 
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Investments and performance 

ESG strategies are often applied by professional managers for large institutional investors, but individual investors might 
consider these factors when developing their own portfolios. Along with screening individual stocks, investors can 
choose from more than 600 ESG/sustainable funds.1 As with any fund, it's important to understand the objectives and 
criteria for choosing investments. Funds labeled ESG, sustainable, or socially responsible can vary widely in their 
objectives, in how they define and evaluate ESG factors, and in how strictly they apply selection criteria. 

It's difficult to assess the effect of ESG factors on investment performance, because there is no standard definition of 
what companies or investments should be included in an ESG analysis. A review of more than 1,000 research studies 
published from 2015–2020 reported that 33% of studies that focused on investment results found a positive correlation 
between ESG and performance, 26% reported a neutral impact, 28% were mixed, and just 14% found a negative 
correlation.2 

 

Scored and Screened 

The S&P 500 Scored and Screened Index excludes companies engaged in certain business activities (e.g., coal, weapons, 
tobacco) as well as other companies in the bottom 25% in each business sector based on ESG scores. Over the last 

decade, index performance was moderately or slightly better than the full index in seven out of 10 years. 

 

Source: S&P Dow Jones Indices, 2025. The S&P 500 Index is an unmanaged group of securities considered to be 
representative of the U.S. stock market in general. The performance of an unmanaged index is not indicative of the 

performance of any specific investment. Individuals cannot invest directly in an index. Past performance is no guarantee 
of future results. Actual results will vary. There is no assurance that employing ESG strategies will result in more 

favorable investment results. 

 

Limiting the universe 

Although many companies and funds consider ESG factors, focusing on these strategies limits the total universe of 
available investments and could make it more challenging to diversify and maintain your desired asset allocation. Like 
all investments, SRI/ESG stocks and funds entail risk and could lose money, and there is no guarantee that an SRI/ESG 
investment will achieve its objectives. 
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Diversification and asset allocation do not guarantee a profit or protect against loss. Funds are sold by prospectus. 
Please consider the investment objectives, risks, charges, and expenses carefully before investing. The prospectus, which 
contains this and other information about the investment company, can be obtained from your financial professional. Be 
sure to read the prospectus carefully before deciding whether to invest. 

 

1) Morningstar, February 6, 2025 

2) NYU Stern Center for Sustainable Business, 2021 (most recent data) 

 

 

IMPORTANT DISCLOSURES  

The information presented here is not specific to any individual's personal circumstances. To the extent that this material concerns tax matters, it is 
not intended or written to be used, and cannot be used, by a taxpayer for the purpose of avoiding penalties that may be imposed by law. Each 
taxpayer should seek independent advice from a tax professional based on his or her individual circumstances. These materials are provided for 
general information and educational purposes based upon publicly available information from sources believed to be reliable—we cannot assure 
the accuracy or completeness of these materials. The information in these materials may change at any time and without notice. 

Securities and investment advice offered through Investment Planners, Inc. (Member FINRA/SIPC) and IPI Wealth ManagementSM, 226 W. 
Eldorado St., Decatur, IL 62522. 217-425-6340.  
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