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WHAT IS ESG INVESTING?

In recent years, “ESG investing”— meaning investment strategies that incorporate environmental, social, 
and governance (ESG) factors alongside traditional financial analysis — has grown considerably  
in attention and assets under management (AUM). According to a 2019 study, more than $17 trillion in 
assets in the U.S. alone were managed in a sustainable process, compared to $639 billion in 1995.1  
Many strategies fall under the term “ESG investing,” although there’s an almost dizzying number  
of other names, including “responsible investing,” “impact investing,” “ethical investing,” “green investing,” 
“mission-related investing,” and “values-based investing,” among others. While each approach has 
nuanced differences, for our purposes, we’ll use the umbrella term “ESG investing” to refer to these 
strategies, as that appears to be the broadest and most accepted name for this category in the industry. 
Here we will explore the evolution of ESG investing, the advent of “ESG integration”  
and look to the road ahead.

What does ESG stand for?
Since ESG investing is comprised of a range of issues, below is a general summary of 
what each term entails:

Environmental—Issues relating to the quality and functioning of the natural environment, 
including areas such as: greenhouse gas (GHG) emissions, climate change, renewable energy, 
energy efficiency (i.e. air, water or resource depletion, or pollution), and waste management.

Social—Issues relating to the rights, well-being and interests of people and communities, 
including areas such as: human rights, labor standards, workplace health and safety, employee 
relations, diversity, consumer protection, and controversial weapons.

Governance—Issues relating to the governance of companies and their stakeholders, including 
topics such as: board structure, size, diversity, skills, and independence (i.e. executive pay; 
shareholder rights; stakeholder interaction; disclosure of information; business ethics; bribery and 
corruption; internal controls and risk management).

Source: Adapted from the United Nations Principles for Responsible Investing (UNPRI).
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THE ORIGINAL APPROACH: SOCIALLY RESPONSIBLE INVESTING (SRI)

“SRI” (or “socially responsible investing”) strategies generally follow an exclusionary approach — eliminating 
exposure to certain sectors or companies involved in businesses such as tobacco, alcohol, gaming, and 
weapons, or avoiding all exposure to companies in specific countries. This approach has a long history that 
extends back to at least the 18th century, as religious groups sought to align their investments with their 
worldview. For instance, the Methodists and Quakers refused to invest in entities affiliated with the slave 
trade. In more recent times, it’s generally acknowledged that the widespread boycotts of South African 
companies during the 1970s and 1980s helped end Apartheid. Broadly speaking, modern SRI approaches 
are considered exclusive, or negative, as they rely on screens to filter out categories of  investments that an 
investor wishes to avoid in their portfolio. Investment performance is often not the main objective of this 
approach. Rather, investors generally want to avoid investing in companies that  do not align with their 
values or ethics, and the decision to avoid specific sectors and countries aims  both to do good in terms of 
social impact, as well as to serve as a prudent investment decision.

THE NEXT EVOLUTION: ESG INVESTING

“ESG,” which stands for “environmental, social, and governance,” entered the mainstream in 2005 as part of a 
United Nations-sponsored initiative, which served as the first step in establishing environmental, social, and 
governance as key components of analysis, processes, and decision-making in investment management.2 
"ESG Investing", used broadly, refers to any investment strategy that considers ESG factors in their 
investment process, alongside traditional financial analysis. Within ESG investing, "Sustainable Investing" 
refers to strategies where ESG factors are a significant part of the fund's investment thesis.

Stewardship Activities: Stewardship includes proxy voting and engagement with companies in dialogue and can be conducted 
across all portfolios.

Sustainable Investing
Investment strategies that systematically consider environmental, social, and governance (ESG) 

factors as a significant part of the fund’s investment thesis, in order to respond to investors’ 
values and to seek financial returns

ESG Integration

Investing that considers or 
integrates ESG factors into 
their investment approach 
alongside other material 
factors used to assess the 
risk/reward profile of 
securities

Other terms include: 
ESG consideration

Inclusionary investing

Investing that seeks positive 
ESG outcomes by selecting 
companies based upon their 
ESG characteristics

Can include thematic 
investing

Other terms include: 
Positive selection, Positive 
screening, Best-in-class

Impact Investing

Investing that attempts to 
deliver measurable social 
and/or environmental 
impact as one of the 
objectives, in addition to 
delivering financial returns

Can include thematic 
investing

Other terms include: Goal-
based investing

Exclusionary investing

Investing that excludes 
controversial companies or 
sectors that do not meet 
certain sustainability 
criteria

Other terms include: 
Negative selection, 
Negative screening, 
Socially responsible 
investing

Source: New York Life Investments, 2020. The selection approaches outlined are illustrative and do not represent any one strategy or product.

ESG Investing
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THE ROAD AHEAD: IMPACT & THEMATIC INVESTING

Impact investing is a growing area of interest for investors. Impact investing is defined as investing made with 
the explicit intent to generate positive, measurable social and/or environmental effects in addition to a financial 
return. According to the Global Impact Investing Network, the impact investing universe represented more 
than $500 billion in assets globally at the end of 2018.3  Examples of impact investing include “green bonds,” 
which may fund projects that aim to combat global warming and “social bonds,” whose proceeds are 
dedicated to projects aimed at improving social welfare or helping disadvantaged populations, among other 
initiatives.4  

Thematic investing is an approach that looks to identify significant, long-term trends or themes that are 
predicted to generate above-market returns over the long term. Themes can be based on broad 
macroeconomic trends such as aging populations, cyber security, or robotics. Sustainability-themed 
investments may focus on environmental or social trends or challenges, often aligned with one or multiple 
UN Sustainable Development Goals (SDGs) such as good health, gender equality, education, clean water, 
and climate action. While impact investing represents a relatively small portion of the global investment 
universe, we believe there's a lot of room for these assets to growth.

Thematic trends are often aligned with ESG themes — for example, a thematic fund 
focused on climate change could invest in companies involved in renewable energy, 
recycling, or that have lower carbon emissions.

Investments typically align to Sustainable Development Goals (SDGs) – the blueprint to 
achieve a better and more sustainable future for all – and are generally project specific

SDGs are interconnected, address global challenges, and serve as an “outcome” – not an “input” – for impact investing

12 Responsible 
Consumption 
and Production

13 Climate Action 14 Life Below Water 15 Life On Land 16 Peace, Justice, 
and Strong 
Institutions

17 Partnerships 
for the Goals

5 Gender 
   Equality

6 Clean Water
and Sanitation

7 Affordable and 
Clean Energy

8 Decent Work 
and Economic 

Growth

9 Industry, 
Innovation, and 
Infrastructure

10 Reduced 
Inequalities

11 Sustainable 
Cities and 

Communities

Sustainable 
Development 
Goals

1 No Poverty 2 Zero Hunger 3 Good Health
and Well-being

4 Quality Education

Source: United Nations, “Sustainable Development Goals, 2020.
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WHY ESG INVESTING NOW?

After several years of steady growth, ESG investing is now part of the financial mainstream. Initially adopted 
in Europe, U.S. institutional investors have blazed the trail on this side of the pond over the years.  
For instance, in 2001 the California Public Employees’ Retirement System (CalPERS) voted to divest from 
tobacco company stocks in its portfolio.5 Public pension plans in states ranging from California to New  
Jersey have considered excluding companies in entire countries — such as Brunei, Cuba, Iran, Saudi Arabia, 
Sudan, and Turkey — from their portfolios due to poor human rights records and potential ties to terrorism.6 

Now individual investors have many options when committing assets to ESG strategies. The number of 
new ESG funds launched in 2018 (both open-end and exchange-traded funds) was at an all-time high.  
Total assets invested in these types of strategies reached record levels in 2019.

Sustainable strategies have shown strong growth in AUM and positive asset flows
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ESG STRATEGIES MAY OFFER GREATER RETURN POTENTIAL

The most common objection investors cite for avoiding ESG investment solutions is concerns about perfor-
mance. This “performance trade-off” myth  —  the perception that investors must sacrifice returns in order to 
invest following ESG principles  —  is a deeply entrenched misconception about ESG investing. Recent returns 
for sustainable investment strategies are challenging this notion. For example, for the first three quarters of 
2020, nearly three fourths (73%) of sustainable equity funds ranked in the top halves of their Morningstar 
categories. In fact, there is growing evidence that ESG strategies can help mitigate volatility in negative 
markets,7 suggesting that characteristics such as sound governance, sustainable practices, durable supply 
chains, and a focus on environmental factors can help companies perform well in a market downturn and 
build resilience in investor portfolios.

Nearly three fourths (73%) of sustainable equity funds ranked in the top halves of their 
Morningstar categories

Quartile 1-Year

# %

94 45

59 28

40 19

17 8

Top

Second

Third

Bottom

0% 25% 50%

Source: Morningstar Direct, 9/30/20.
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SUSTAINABLE STRATEGIES ARE AVAILABLE ACROSS ASSET CLASSES

Many investors think a sustainable approach is limited to equity investing, but in reality, other asset classes 
are increasingly incorporating ESG analysis into the investment process. As shown below, more than half of 
global sustainable assets were in publicly listed equities, and as of 2018, fixed-income assets represented 
more than a third of these assets. Alternative assets, including real estate, private equity, venture capital,  
and hedge funds, among others, represent more than 10% of sustainably managed assets.8 

Integration of global sustainable investments across asset classes (as of 2018)

Public equity 51%

Fixed income 36%

Real estate/property 3%
Private equity/venture capital 3%

Other 7%

Source: Global Sustainable Investment Alliance, “2018 Investment Review.” NOTE: “Other” includes hedge funds, cash, commodities, infrastructure, and unclassified 
assets. It does not include asset breakdown for Australia and New Zealand.

Due to the vast size of the overall market, fixed income could offer the largest growth area for sustainable 
investing. While fixed-income assets managed following ESG guidelines still lag their equity counterparts, 
the recent growth of green bonds suggests expansion potential in this area. According to Bloomberg,  
$580 billion in green bonds were sold through 2018, with another $170–$180 billion estimated in 2019.4 
While these totals represent a fraction of the vast fixed income universe, there is significant room for  
growth ahead.
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OUR APPROACH TO ESG INVESTING9

With over $550 billion in assets under management, 10 New York Life Investments offers clients access to 
specialized, independent investment teams through our family of affiliated boutiques. Our multi-boutique 
business model is built on the foundation of a long and stable history, which gives our clients proven 
historical performance while managing risk through multiple economic cycles. With capabilities across 
virtually all asset classes, market segments, and geographies, our family of specialized, independent 
boutiques and investment teams allows us to deliver customized strategies and integrated solutions  
for every client need.

Our beliefs are aligned with the six principles of the Principles for Responsible Investing (PRI)11 and we 
implement an investment approach that incorporates ESG factors into the decision-making process to 
manage risk and generate sustainable, long-term returns.

• We believe that:

— Including ESG factors in the decision-making processes provides us with even greater flexibility
in ensuring that all relevant investment considerations are accounted for when assessing risk 
and return

• ESG investment approaches may vary across our subadvisors and can include one or more of

the following*:

— Integrating ESG information into quantitative and qualitative analysis, which could result in making
adjustments to areas as: selection, weighting, or asset allocation

— Engaging with investee companies/entities about the ESG considerations identified as relevant to

them—either individually or alongside other investors

— Encouraging investee companies/entities to disclose information about ESG factors that do or

could affect them 

— Monitoring overall ESG risk within the portfolio, including climate-related risks when applicable

— Contributing to the shaping of investor-relevant public policy and advocacy about ESG-related 

 issues

*This list is not exhaustive 
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OUR ESG SOLUTIONS

At New York Life Investments, we understand there is not a one-size-fits-all approach to ESG investing, which 
is why we offer a diverse set of solutions that utilize a variety of approaches to ESG investing, ranging from 
basic ESG consideration to direct impact investing.

ESG Investing

Sustainable investing

Fund

ESG integration
Investing that 
considers or 
integrates ESG 
factors into 
their investment 
approach

Exclusionary 
investing
Investing 
that excludes 
companies or 
sectors that do 
not meet certain 
sustainability 
criteria

Inclusionary 
investing
Investing that 
seeks positive 
ESG outcomes 
by selecting 
companies based 
upon their ESG 
profiles

Impact investing
Investing 
that attempts 
to deliver 
measurable 
social and/or 
enviornmental 
impact

IQ MacKay Municipal Insured ETF (MMIN)

IQ MacKay Municipal Intermediate ETF (MMIT)

MainStay MacKay Intermediate Tax Free Bond (MTFDX)

MainStay MacKay International Equity (MSEAX)

MainStay MacKay U.S. Infrastructure Bond (MGVAX)

MainStay Winslow Large Cap Growth (MLAAX)

MainStay Candriam Emerging Markets Debt (MGHAX)

MainStay Candriam Emerging Markets Equity (MCYAX)

Candriam Global Demographics Equity ADR SMA

IQ Candriam ESG International Equity ETF (IQSI)

IQ Candriam ESG U.S. Equity ETF (IQSU)

Candriam ESG International Equity ADR SMA

Candriam ESG U.S. Equity SMA

Candriam ESG World Equity ADR SMA

Candriam Global Climate Action Equity ADR SMA

Candriam Oncology Impact Equity ADR SMA

The content displayed above is subject to change. Please note that other asset managers/investors may categorize their products differently than what is displayed above. 
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1. Source: “The Forum for Sustainable and Responsible Investment (US SIF),” Trends Report 2020.

2. Source: World Bank Group, “Investing for Long-Term Value,” October 2005.

3. Source: Global Impact Investing Network, “Sizing the Impact Investing Market,” 4/1/19.

4. Source: Lyubov Pronina, “What are Green Bonds and How ‘Green’ is Green?” Bloomberg, 3/24/19.

5. Source: Randy Diamond, “CalPERS Decision to Divest from Tobacco is Costly,” Chief Investment Officer, 12/12/18.

6.  Source: Anna Petrini, “Policies Drive Public Pension Divestments,” National Conference of State Legislatures, Vol. 27, July
2019.

7. Source: Barron’s, “Why a Recession Would Be Good for ESG Investors,” June 21, 2019.

8. Source: Global Sustainable Investment Alliance, “2018 Investment Review.”

9. New York Life Investment Managers include MacKay Shields, GoldPoint Partners, PA Capital, CANDRIAM, Ausbil, Index IQ, NYL
Investors, Madison Capital Funding, Tristan Capital Partners.

10. As of December 31, 2019.

11. https://www.unpri.org/about-the-pri

DEFINITIONS

Alpha is the term used in investing to describe a strategy’s ability to beat the market or provide excess return.

ABOUT RISK

Consider the Funds’ investment objectives, risks, charges and expenses carefully before investing. The prospectus, or summary 
prospectus, and the statement of additional information include this and other relevant information about the Funds and are 
available by visiting IQetfs.com or calling (888) 474-7725 for IndexIQ ETFs and by calling 800-624-6782 for MainStay Funds®. 
Read the prospectus carefully before investing.

All investments are subject to market risk, including possible loss of principal. Diversification cannot assure a profit or protect 
against a loss in a declining market.

http://IQetfs.com


The information contained herein is general in nature and is provided solely for educational and informational purposes. New York Life does not provide 
legal, accounting or tax advice. You should obtain advice specific to your circumstances from your own legal, accounting and tax advisors.

This material is provided for education purposes only and should not be construed as investment advice or an offer to sell or the solicitation of offers  
to buy any security. Opinions expressed herein are current opinions as of the date appearing in this material only.

The MainStay Funds® are managed by New York Life Investment Management LLC and distributed through NYLIFE Distributors LLC, 30 Hudson 
Street, Jersey City, NJ 07302, a wholly owned subsidiary of New York Life Insurance Company. NYLIFE Distributors LLC is a Member of FINRA/SIPC.

IndexIQ® is an indirect wholly owned subsidiary of New York Life Investment Management Holdings LLC and serves as the advisor to the IndexIQ ETFs. 
ALPS Distributors, Inc. (ALPS) is the principal underwriter of the ETFs. NYLIFE Distributors LLC is a distributor of the ETFs. NYLIFE Distributors LLC is 
located at 30 Hudson Street, Jersey City, NJ 07302. ALPS Distributors, Inc. is not affiliated with NYLIFE Distributors LLC. NYLIFE Distributors LLC is a 
Member FINRA/SIPC.

Not FDIC/NCUA Insured Not a Deposit May Lose Value No Bank Guarantee Not Insured by Any Government Agency
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