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Sustainable Funds Showed
Their Mettle In Tumultuous Q1
By Jeff Schlegel

F

or the most part, equity funds got clob-

bered in the first quarter. But equity funds in the
sustainable investing category got clobbered a
little less. While that moral victory doesn’t quite
assuage the awful feeling associated with losing
a good chunk of change in the markets, it does
speak to the viability of this particular investment approach,
says Morningstar analyst Jon Hale.
In a recent report, Hale looked at how 206 U.S.-listed sustainable equity open-end mutual funds and exchange-traded
funds performed versus their respective categories during the
pandemic-fueled market rout. These 206 funds include all actively managed and index-based funds, as well as green-sector
funds of various types.
He notes that sustainable, or environmental, social and governance (ESG) funds aren’t an asset class, per se. As such,
they’re grouped together with conventional funds within
Morningstar’s standard categories.
Hale reported that the first-quarter returns of 70% of sustainable equity funds ranked in the top halves of their respective categories and 44% ranked in their category’s best quartile, while 11% finished in their category’s worst quartile.
“Based on first-quarter returns, sustainable funds were substantially over-represented in the top quartiles and top halves
of their peer groups,” Hale wrote.
Next, he analyzed 26 sustainable equity index funds (mainly
ETFs) versus conventional index funds across the U.S market., non-U.S. developed markets and emerging markets. This
group includes funds that mimic traditional market indexes
while tilting toward companies with better ESG assessments,
and excludes products focused on specific themes such as gender diversity, low carbon and other areas. It also left out a few
ESG growth and value indexes.
Among U.S. stock index funds, Hale found that 10 of the 12
sustainable funds in the large-blend category had smaller losses than the iShares Core S&P 500 ETF (IVV) in the first quarter. The average ESG passive fund returned a negative 18.5%
versus a 19.6% drop in the IVV.
Those returns are net of fees, an important consideration
given that the dozen ESG passive funds have an average expense ratio of 0.16%. IVV’s expense ratio is 0.04%.

The best-performing U.S.-focused sustainable index fund
last quarter was the IQ Candriam ESG U.S. Equity ETF (IQSU)
that tracks a proprietary index developed for fund sponsor IndexIQ by European sustainable asset manager Candriam. That
fund lost a tad more than 16%.
Sal Bruno, IndexIQ’s chief investment officer, posited that
the fund’s relative outperformance was helped by its focus on
higher-quality companies that he believes should be more sustainable over the long haul.
“It didn’t underperform and you didn’t sacrifice anything by
investing according to your conscience,” he said. “You were
pretty much in line with the market, if not a little bit better.”
The IQSU fund launched in December, and its net expense
ratio is 0.09%.

ESG Drivers
Among non-U.S. developed markets in the foreign largeblend category, all 11 passive sustainable funds did better in the
first quarter than the iShares Core MSCI EAFE ETF (IEFA).
That group of 11 funds lost an average of 21.3% compared to
IEFA’s loss of 23.5%.
As with all of these comparisons, the results are net of fees:
the 11 funds have an average expense ratio of 0.34% while the
IEFA fund charges 0.07%.
Among emerging markets, all three sustainable funds in
this group topped the iShares Core MSCI Emerging Markets
ETF (IEMG) with an average return of negative 22.8% versus
IEMG’s return of negative 24.4%. The average expense ratio
for these three funds is 0.30%, while IEMG has a fee of 0.13%.
Hale noted that sustainable funds in general benefitted during
the first quarter from less exposure to energy stocks—the quarter’s worst-performing sector—versus the market indexes.
To a lesser extent, sustainable-focused funds also got a slight
boost from overweight positions to technology stocks. Hale
noted these funds tend to be overweight in information technology, the quarter’s best-performing sector.
“Perhaps the biggest reason for their outperformance is
that sustainable funds appear to have benefited from selecting
stocks with better ESG credentials,” Hale wrote, adding that
companies that meet various ESG criteria are better positioned
to weather environmental challenges while treating their

stakeholders well and governing themselves in an ethical way.
“Many such companies are proving to be more resilient
during the sudden crisis in which we now find ourselves,” he
said.
Perhaps, but the slight relative outperformance by ESG
funds in the first quarter wasn’t exactly eye popping, a point
that Hale acknowledged.
“Given the magnitude of the stock market decline in the first
quarter, the actual difference between the returns of sustain-

able funds and conventional funds may seem trivial,” Hale
said. But, he added, this is a relatively new sector that has come
of age since the 2008-2009 market crash, and the Covid-19 crisis gave it a chance to show what it’s got.
“Yes, sustainable investing is about delivering competitive
financial performance on an ongoing basis, aided by the insights of ESG analysis, but it’s also about helping companies
move toward a more long-term stakeholder-centric model of
corporate behavior,” Hale said.
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This third-party report is provided courtesy of New York Life Investments with reprint permission from the publisher. It is
for general informational purposes only and represents the views and opinions of its author, who is solely responsible
for its content and not necessarily those of New York Life Investments or its affiliates. Individuals should evaluate their
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IQSU: IQ Candriam ESG U.S. Equity ETF
IVV: iShares Core S&P 500 ETF
IEFA: iShares Core MSCI EAFE ETF
IEMG: iShares Core MSCI Emerging Markets ETF
Click on the fund name for the most current fund page, which includes, the prospectus, investment objectives,
performance, risk, and other important information. Returns represent past performance which is no guarantee of
future results. Current performance maybe lower or higher. Investment return and principal value will fluctuate, and
shares, when redeemed, may be worth more or less than their original cost. Visit nylinvestments.com/etfs for the
most recent month-end performance.
About Risk
The is no assurance that the funds objectives will be met.
IQSU: Before considering an investment in the Fund, you should understand that you could lose money. As with all
investments, there are certain risks of investing in the Fund. The Fund’s Shares will change in value and you could lose
money by investing in the Fund. The Fund is a new fund. As a new fund, there can be no assurance that it will grow to or
maintain an economically viable size, in which case it may experience greater tracking error to its Underlying Index or it
could ultimately liquidate. The Fund employs a “passive management” investment approach designed to track the
performance of the Underlying Index. There is no guarantee that the Fund’s investment results will have a high degree
of correlation to those of the Underlying Index or that the Fund will achieve its investment objective. The Underlying
Index seeks to provide exposure to the equity securities of companies meeting environmental, social and corporate
governance investing criteria and the Fund may forgo some market opportunities available to funds that do not use
these criteria. The application of environmental, social and corporate governance investing may impact the Fund’s
relative investment performance. There is no guarantee that the construction methodology of the Underlying Index will
accurately provide exposure to issuers meeting environmental, social and corporate governance criteria. Small- and
mid-capitalization companies may be more vulnerable to adverse general market or economic developments, and their
securities may be less liquid and may experience greater price volatility than larger, more established companies.
Consider the Funds’ investment objectives, risks, and charges and expenses carefully before investing. The prospectus
and the statement of additional information include this and other relevant information about the Funds and are
available by visiting nylinvestments.com/etfs or calling 888-474-7725. Read the prospectus carefully before investing.
“New York Life Investments” is both a service mark, and the common trade name, of certain investment advisors
affiliated with New York Life Insurance Company. 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, and 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
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