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 Despite evidence, a myth persists that sustainable and impact investment strategies financially underperform conventional 
strategies. This report is intended to address that myth, clarify the purpose and use of environmental, social, and governance 
(ESG) analysis, and highlight key sustainable investment approaches and issues.  

 ESG analysis seeks to identify and evaluate material environmental and social considerations that may influence long-term 
investment performance. “Materiality” implies that an ESG factor is reasonably likely to impact the financial condition or 
operating performance of a company. The analysis looks to see whether the relevant governance structures within asset 
managers, strategies, and underlying investments are equipped and motivated to govern effectively. The evidence shows that 
ESG analysis enhances the predictive insight provided by fundamental financial analysis.  

 Sampling from more than 1,200 studies in the past two decades, including 80 reports published in the past three years alone, 
our assessment supports the conclusion that managers deploying ESG analysis to construct portfolios can achieve competitive 
returns while meeting the requirements of fiduciary duty. Some would argue it is an essential element of fiduciary duty. 

 In this report, we address myths that have persisted despite the academic studies. We also seek to describe the consensus 
view among the studies identified in our bibliography. We lay out the rationale for ESG integration by investment analysts 
and by corporations in their respective business practices, and where possible we provide insight into the relevance of specific 
research for investment decisions.  

 Lastly, we highlight the discipline used at Pathstone to evaluate investment managers who integrate ESG considerations into 
their research process. It is a critical endeavor to select strategies where the skill of the manager can offset the potential risks 
to portfolio construction when applying an ESG lens. 

 

 

Erika Karp Akshika Patel 
Executive Managing Director, Chief Impact Officer Senior Research Associate 

This report builds upon research published by Cornerstone Capital Group, which joined Pathstone in 2021. The original report is available here. 
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Introduction 
Many investors assume that sustainable and impact investing, by 
definition, entails the acceptance of concessionary returns. They 
may also be unfamiliar with the distinction between such 
investment strategies and the discipline of environmental, social, 
and governance (ESG) analysis. The latter is an analytical 
framework that, when properly used, can enhance and 
complement fundamental research.  

In this report, through an analysis of the broad body of empirical 
research in the field, we seek to understand whether or not 
concerns about financial performance are warranted. The 
conclusion, based upon the preponderance of research, is clear: 
Investors need not assume that sustainable investing generates 
lagging returns.  In fact, it appears that investors need “Sacrifice 
Nothing” when utilizing skilled managers to implement these 
strategies. 

A Fresh Look at the Evidence 
The reach and sophistication of sustainable investing strategies 
has grown in recent years, along with broader awareness among 
investors. Sustainable investing strategies span asset classes 
including equities, fixed income, and alternatives. Most major 
investment firms now offer strategies branded as “sustainable” or 
“impact.”  

Well-managed sustainable investing strategies integrate the 
discipline of environmental, social, and governance (ESG) 
analysis into their research process. They do so because they 
believe it helps them enhance their fundamental research to 
deliver superior long-term performance, as we discuss below.  

Nonetheless, the perception persists that these strategies entail 
sub-market, or “concessionary,” returns. Skepticism regarding the 
motives and efficacy of ESG analysis and sustainable investing 
persists as well. In light of these concerns, we undertook a fresh 
literature review to revisit the question of whether applying an 
ESG lens is consistent with fiduciary duty. This report extends 
research we conducted three years ago, in our original Sacrifice 
Nothing report, reviewing an extensive body of research on the 
linkages between ESG discipline and investment performance. 
Since that time, more than 80 new research studies have been 
released.  

Included in our report are a number of articles that represent the 
most negative view on ESG analysis. Of all of the reports that we 
surveyed, these are the least constructive about ESG analysis. 
That said, none of these reports asserted that ESG analysis was 

value destroying. With regard to “Where ESG Fails,” we agree that 
it could be extremely hard to generate alpha just through a 
screening strategy.1 That said, it can be done via a skilled 
manager.  

With regards to the “Inconvenient Truth About ESG Investing,” 
ESG ratings, which often vary to a great degree from one data 
provider to another, are themselves not truly indicative of what 
is referred to as ESG performance. 2  Skilled portfolio managers 
look to the underlaying data to support their investment analysis. 
The various data providers each have their own “secret sauce,” 
and their methodology may be quite different from one that is 
driven by a focus on materiality. Given the data challenges due to 
the current lack of standards for corporate disclosure, we would 
argue that the basis for this study is problematic.  

A report by Flugum and Souther states that some managers 
seemingly hide behind their ESG analysis to explain near-term 
poor earnings results.3 We know that good ESG analysis reflects 
both short-term and long-term drivers of stock performance. 
Lastly, “ESG Isn't Alpha” highlights the critical nature of analyzing 
the S in ESG. 4 The S is currently one of the most difficult 
elements to analyze as there is even less data available in the 
marketplace. 

High-Level Conclusions 
Researchers have studied the diverse approaches that managers 
now use to incorporate ESG factors into their investment research 
and strategies. The initial strategies of Socially Responsible 
Investors were implemented through negative screening (e.g., 
eliminating tobacco, alcohol, fossil fuels). Today, investment 
managers employ varied approaches, including integration of 
ESG factors into fundamental investment analysis and active 
ownership (engagement with management teams).  

Our general findings are as follows: 

 Sustainable investing is associated with improved 
performance or reduced risk at the firm or security level. 
Financial performance of portfolios deploying ESG analysis 
depends on how the portfolio is constructed and leads us to 
conclude that using an “ESG lens” can strengthen investment 
strategies ─ when employed by a skilled manager.  

 Active ownership, especially in public equities, has had a 
tangible impact on corporate policy and practice, and may 
improve investment returns.  

https://www.pathstone.com/app/uploads/2022/12/Investment-Performance-of-Sustainable-and-Impact-Strategies_Pathstone-1.pdf
https://www.pathstone.com/app/uploads/2022/12/Investment-Performance-of-Sustainable-and-Impact-Strategies_Pathstone-1.pdf
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 Sustainable investing in the equity and fixed income asset 
classes is fully consistent with fiduciary duty, and investors 
in these asset classes can and should expect to achieve 
competitive returns relative to conventional investment 
vehicles.  

 Research within some segments of the capital markets, such 
as public equities and real estate, is quite robust. For other 
segments, such as private equity, research is still in the early 
phases. This makes drawing clear conclusions on 
performance challenging for certain alternative investments.  

Incorporating ESG analysis into an investment research process 
appears to deliver concrete benefits and returns. It has been 
shown to lead to higher stock informativeness and resiliency1. 
Further, companies that manage their business well along ESG 
dimensions have been shown to protect company value, mitigate 
risks, expand opportunities, and increase corporate innovation, 
resilience, and growth. 

Why Do Managers Use ESG Analysis? 
Many managers seek to create strategies which are designed to 
be “Sustainable”, “Impact”, “Socially Responsible”, Double Bottom 
Line”, “Values-Aligned”, “Triple Bottom-Line", etc. Regardless of 
terminology, managers who use ESG analysis do so because they 
find it offers material insights that support relevant investment 
choices.  

Given the complexity of the world in which we live, creating a 
portfolio that meets the intended impact and sustainability focus 
of a strategy leads these managers to fully consider all material 
factors that can affect corporate performance.  Competitive 
investment performance requires a deep understanding of 
portfolio construction including sector weighting and factor 
exposures. ESG analysis further enhances the quality of 
information used in decision-making by providing a more holistic 
picture of whether a fund is managing its risk exposures and 
opportunities in a “sustainable” manner.  

Strategies that employ ESG analysis seek to determine: 

1) Whether a company uses natural resources effectively and 
disposes of its waste responsibly (Environment); 

 
1 Informativeness a measure of the level to which stocks’ prices 
reflect available information, with higher informativeness considered 
to be reflecting transparency and efficiency. Resiliency refers to a 

2) Whether a company treats its employees well, offers 
transparency in its supply chain, and interacts appropriately with 
the communities within which it operates (Social); and, 

3) Whether a company operates with integrity, transparency, and 
consistency (Governance). For instance, does it consider conflicts 
of interest in its business model, its board committee structure, 
compensation practices, and capital structure?  

Managers offering sustainable strategies argue that they can 
deliver better results over the long run through their securities 
selection. Many assert that they can focus on opportunities 
presented by emerging trends and themes across ESG 
dimensions, such as the transition to a lower-carbon economy 
and resource efficiency, the decision-making benefits of diversity 
in senior management, and the resilience and goodwill generated 
by fair treatment of all stakeholders, including owners, 
employees, customers, regulators, and the environment.  

 

stock’s ability to withstand market volatility and economic 
headwinds. 

Pathstone Investment Research Perspective 

In our own analysis of managers’ capabilities, Pathstone’s 
Investment Research team looks at their process for 
integrating ESG into portfolios, who is responsible for the 
integration of ESG information ─ the portfolio manager, 
fundamental analyst, a dedicated ESG analyst, or another 
approach ─ the data sources used, the manager’s thesis of 
how ESG adds value to the portfolio and over what time 
horizon it matters. 

Even among funds not specifically marketed as such, 
managers often apply an analytical framework based on ESG 
metrics to capture material information on opportunities and 
risks of prospective investments. “Material” refers to useful 
information that can and may impact the future performance 
of companies. Several fund managers have constructed teams 
dedicated to ESG research alone. Several studies show that 
active ESG portfolios significantly outperform the US MSCI 
Index. When employed by a skilled manager, ESG analysis 
reveals risks that may have previously been hidden; thus 
proving that utilizing an ESG lens is well within the fiduciary 
duty of a manager.  
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Do Sustainable Strategies Underperform?  
There are some researchers who purport that ESG analysis and 
integration into an investment strategy negatively impacts 
financial performance. These critics point to a lack of real-world 
evidence on the ability of Socially Responsible (SR) screens to 
deliver alpha.  

Marie Brière, head of the Investor Research Center at Amundy 
Paris, Jonathan Peillex, assistant professor at Leonard de Vinci 
Research Center, and Loredana Ureche-Rangau, professor of 
finance at the University of Picardie Jules Verne, published an 
article in the CFA Institute’s journal, in 2018, on the effect of 
Social Responsibility (SR) screens in a mutual fund’s investment 
strategy. They concluded that SR screening resulted in under- or 
overweighting of countries, industries, or strategies and styles 
that leads to indirect asset allocation choices that should be 
factored explicitly into the analysis of fund performance.5  

On face value, Michael E. Porter, George Serafeim, and Mark 
Kramer released an opinion piece in Institutional Investor that 
seems to counter the perspective above. However, financial 
materiality and nuance are instrumental in the delivery of alpha 
when it comes to integrating ESG factors in investment strategy. 
The Serafeim opinion piece shifts the discussion away from the 
negative stance on SR screening that underpins the original 
article’s main point. Rather, Serafeim places emphasis on the 
importance of focusing on metrics that are financially material and 
specific to the relevant industry. Brière et. al, on the other hand, 
makes it clear that SR stock market indexes have only slightly 
lower returns than conventional indexes, and only in the short 
term.6 This difference does not detract from the author’s main 
point that a more ESG-influenced analytical lens should be 
applied to funds when determining alpha. 

Moreover, ESG-influenced investment strategies provide 
investors with downside protection, especially during a social 
and/or economic crisis. NYU Stern’s Center for Sustainable 
business conducted a meta-study on the relationship between 
ESG and financial performance between 2015 and 2020. During 
the 2008 financial crisis, from 2007 to 2009, German green 
mutual funds actually provided better risk-adjusted returns than 
conventional funds. Additionally, after the 2008 financial crash, 
FTSE4Good, an ESG stock market index, not only performed 
better but also recovered more quickly. In another more recent 
example, at the beginning of the pandemic, Q1 of 2020, 45% of 
ESG-focused funds outperformed their closest conventional 
counterparts.7 Additionally, the meta-study discovered an 
evidence-backed positive correlation between ESG and corporate 

financial performance. After analyzing ESG exposures through a 
factor lens it is apparent that ESG-focused funds have large factor 
exposures.8 Those ESG funds with high environmental scores are 
especially rewarded.9  

Where Does Active Ownership Fit In? 
Active ownership, also known as shareholder engagement, is the 
use of rights and ownership to influence corporate behavior.10 
Generally, active ownership is an effective mechanism and 
investment strategy to hold companies accountable for their 
policies and actions as a way to mitigate risks for customers, 
employees, and shareholders. This is especially true for 
companies with executive leadership and boards resistant to such 
change.   

Active ownership has been consistently found to lead to 
corporate policy changes in line with shareholder values. For 
example, during the 2022 proxy season, which is when most 
companies hold annual general meetings, sustainable investors 
in Jack in the Box, Costco, Disney, Apple, and Microsoft pushed 
for change related to environmental and social standards. At 
Costco, 80% of shareholders voted against management in favor 
of Costco disclosing short-, medium-, and long-term plans for 
reducing emissions across the entire value chain.11 

While the reports found in our literature review related to active 
ownership date back a few years, the trend of significantly 
increasing active ownership has been continuing. One of these 
reports points to outperformance in a long-term context, citing 
performance prior to engagement and then five years following 
shareholder engagement.12 Research highlighted in this report 
seems to suggest that it is the largest shareholders with the 
strongest dissident voices have the strongest positive effect on 
the performance. 

Resource Depletion: Risk or Opportunity? 
As noted above, asset managers may use ESG analysis to identify 
both risks and opportunities presented by emerging trends and 
themes across ESG dimensions. The energy sector offers a clear 
example given the challenges of transitioning to clean energy 
while needing to sustain current energy supplies. 

The recent Russian incursion in Ukraine is a stark reminder that 
investors need to select funds and managers that understand the 
need to push for clean energy. Currently, oil and gas make up 
more than 50% of the world’s total energy supply.13 In this past 
year, the US placed a sanction against all Russian oil imports.14 
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The European Union followed suit by announcing a ban on all 
sea-imported Russian oil by the end of 2022.15 According to a 
recent Accenture Energy sector research report, oil prices could 
rise to $150-$200 per barrel and over the long term close the 
supply/demand gap.16  

In 2019, Park and Monk shared research proving that going long 
on carbon-efficient firms, while also shorting carbon-inefficient 
firms, could potentially earn abnormal returns of 3.5%-5.4%.17  

Continuing to invest in sectors with proven detrimental impacts, 
coupled with finite resources, may result in short-term gains. 
Notably, however, despite modestly lagging over the past one 
and three years ending September 30, 2022, the MSCI World ex 
Fossil Fuels Index performance in the US outperformed the MSCI 
World Index over the five- and ten-year periods, as well as since 
the inception of the index on November 30, 2010. The ex-Fossil 
Fuels index did so with slightly less volatility as measured by 
standard deviation.  

Do ESG Ratings Matter? 
Another myth that has persisted despite several studies is that 
the large number of ESG ratings diminishes the usefulness of ESG 
factors and reporting at the fund level.   

To date, there are 140 different ESG data providers, each with 
their own assessment style.18 Some of the most notable are MSCI, 
Sustainalytics (recently acquired by Morningstar), RobecoSAM 
(acquired by S&P in 2020), Eikon Refinitiv (recently acquired by 
the London Stock Exchange), RepRisk, and the CDP Global 
Environmental Information Research Center.19 According to the 
Sloan School of Management at MIT, there is a correlation of just 
0.61 amongst the six most prominent rating agencies,20 which 
means their methodologies yield highly inconsistent outcomes.  

However, other evidence suggests that this seemingly 
overwhelming number of ESG ratings does not detract from the 
importance of ESG research and its potential to help deliver alpha 
for investors. In 2021, the CFA Institute released an article which 
revealed a positive relationship between ESG rating differences 
and stock returns, especially regarding environmental ratings. 
“Higher levels of ESG rating disagreement creates an uncertainty 
premium which leads to the positive relationship.” We believe 
that this is a reasonable interpretation because those fund 
managers that are truly skilled are not just looking at ESG ratings, 
they are looking at the underlying data in order to gain further 
insight. They are likely to be using their own analytical 
methodologies in determining investment opportunities. ESG 

rating disagreement has little power in explaining standard risk 
measures,21 once again supporting the validity and efficacy of 
ESG-backed investment strategies. The argument at ratings 
discrepancies cloud the usefulness of ESG analysis is according 
to the study, is actually the opposite.  

Does Negative Screening Hurt Returns? 
“Negative screens” are policies that exclude certain companies 
from portfolios according to defined criteria, usually based upon 
the company’s product line. Examples of negative screens include 
tobacco free or fossil fuel free. Negative screens have been 
perceived by some investors as potentially limiting returns or 
increasing volatility by narrowing the “opportunity set,” or 
investable universe. 

Only one study supports the claim that divesting from specific 
industries negatively impacts financial returns. According to 
David Blitz of Robeco Quantitative Investments, excluding fossil 
fuel stocks can create portfolio vulnerability in the short and 
medium term.22  

Pathstone’s Approach to ESG Scoring 

Pathstone uses a proprietary ESG scoring framework for our 
investment manager research.  

We review the broad universe of company scores and adjust for 
bias that systematically rewards or punishes companies based 
upon either size or region. We analyze the E, S and G pillars 
separately to review the relationships among these variables and 
adjust for bias accordingly. Once we have adjusted for 
controversies, capitalization bias and regional bias, Pathstone 
combines the proprietary E, S, and G rankings, with a modest 
emphasis on the Environment.  

The final step of the process involves surveying investment 
management firms for intentionality. This appropriately 
compensates firms that are actively engaged in thoughtful 
shareholder engagement with underlying portfolio holdings and 
are voting proxies in a responsible and thoughtful manner.  The 
adjustment also helps separate those that “just happen to have” 
portfolios with exceptional ESG scores from those that have 
arrived at their exceptional scores through a deliberate process. 

After assembling Pathstone ESG scores for each investment 
manager’s strategy, we provide a modest boost to strategies that 
are managed by firms that score very well across the survey 
metrics. The end result of companies’ Pathstone ESG scores are 
on a 1 to 200 scale. 

The resulting score is available to clients, along with comparisons 
to benchmarks.  In addition, manager scores are rolled up to the 
asset class and portfolio level, with comparisons to appropriate 
blended benchmarks. 
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Controlled research studies aside, there is an argument that 
capital diverted from investments ranked low in terms of ESG 
factors does not help transform problematic industries in the long 
run. David Blitz and Laurens Swinkels of Robeco Quantitative 
Investments use the example of the tobacco industry to drive this 
point home. By funneling capital away from this “sin stock” 
category, investors give up the opportunity to push for ESG 
policies as stakeholders. Additionally, Blitz and Swinkels 
highlight that when an investor buys tobacco shares, they are not 
financing the tobacco business, “but merely exchanging 
ownership of an existing financial instrument with another 
investor.” Our firm’s interactions with practitioners in the field, 
who are actively involved in shareholder engagement, caution 
that one can waste substantial resources and time trying to 
convince a tobacco company or an oil company to exit their core 
business. 

Most research studies in this report find that sector exclusion 
does not necessarily negatively affect long-term returns. In fact, 
investors may well reduce risk and protect their long-term returns 
by excluding a sin stock. Jeremy Grantham, a well-respected 
leader in the ESG space, carried out a research study 
demonstrating that divesting does not have a dramatic impact. 
Grantham and his colleagues divested from a group of fossil fuel 
companies listed in the Standard and Poor’s 500. This resulted in 
only a 50-basis point difference.23 His research has shown that it 
does not matter which sector is excluded, since there is a minimal 
impact on the long-term returns of the remaining diversified 
portfolio from such an exclusion. 

Arguments against exclusion also ignore two important truths:   
1) it is impossible to invest in the entire universe of public and 
private investments across the global capital markets, the so-
called “unconstrained” opportunity set; and 2) every investment 
manager, even index fund managers, are narrowing their universe 
of securities down to a manageable level, excluding securities 
that fall outside their parameters 

Does ESG Integration Distract from 
Fundamental Analysis? 
ESG integration is the use of environmental, social and 
governance information to strengthen investment analysis. 
Integration assesses corporate operating policies on ESG factors 
because they believe that this information provides “material,” or 
useful, information about the potential future performance of 
companies. 

At the portfolio level, the consensus has shifted from mixed to 
being strongly in favor of the positive impact of ESG information 
on portfolio returns. Among the studies we reviewed, there is a 
strong consensus that applying an ESG lens leads to greater stock 
“informativeness,” a measure of the level to which stocks’ prices 
reflect available information, with higher informativeness 
considered to be reflecting transparency and efficiency. Utilizing 
an ESG lens has also been shown to increase stock resiliency. 
Clarissa Hauptmann of Oxford University, Jody Grewal or the 
University of Toronto, and George Serafeim of the Harvard 
Business School conducted a research study that proved the 
disclosure of SASB-identified sustainability information is 
associated with greater stock price informativeness. In fact, a 
large decrease in stock informativeness was found to be 
associated with a decreased SASB-identified sustainability 
disclosure.24 It is important to note that while material ESG 
information is strongly associated with greater stock resiliency, 
this distinction is not specific to SASB-identified information 
alone.  

Funds that integrated ESG and sustainability also fared better 
during the Covid-19 pandemic. In 2020, according to Morgan 
Stanley’s Sustainable Reality Update, U.S. sustainable equity 
funds outperformed traditional funds by 4.3 percentage points.25 
Moreover, the median downside deviation of US sustainable 
equity funds was 3.1 percentage points less than traditional peer 
funds.26 Looking at longer time horizons ending September 30, 
2022, the MSCI World ESG Leaders Index performance in US 
Dollars modestly outpaced the MSCI World Index over the five- 
and ten-year periods, as well as since the inception of the index 
on September 28, 2007. The ESG Leaders index did so with 
slightly less volatility as measured by standard deviation. Slightly 
higher return, with slightly less risk. These results suggest that 
integrating an ESG lens allows fund managers to be better able 
to navigate financial crises like the Covid-19 pandemic. 

At the company level, there is an academic consensus that 
corporate social responsibility (CSR) and the integration of ESG in 
corporate strategy lead to higher financial returns and boost 
resiliency in stock performance. A reason for this positive 
relationship is the importance placed on material CSR and ESG 
issues. The incorporation of ESG measures may protect company 
value and provide risk mitigation.  

Researchers have not had to expend a lot of resources on creating 
a scenario testing stock resiliency during a crisis, as we have just 
lived through one: the Covid-19 pandemic. David C. Broadstock, 
Kalok Chan, Louis T.W. Cheng, and Xiaowei Wang examined the 

https://www.morganstanley.com/content/dam/msdotcom/en/assets/pdfs/3190436-20-09-15_Sustainable-Reality-2020-update_Final-Revised.pdf
https://www.morganstanley.com/content/dam/msdotcom/en/assets/pdfs/3190436-20-09-15_Sustainable-Reality-2020-update_Final-Revised.pdf
https://www.david-broadstock.online/
https://www.bschool.cuhk.edu.hk/staff/chan-kalok/
https://www.hsu.edu.hk/en/teaching-learning/academic-staff/?staffId=1136
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role of ESG performance at the beginning of the pandemic. Their 
research revealed the importance of ESG performance 
strengthened during the crisis. Firms with higher environmental 
performance were better able to weather the negative business 
impacts of Covid-19.27 Funds that integrated ESG and 
sustainability more generally also fared better.   

The integration of ESG measures can provide protection from 
financial fallout associated with U.S. class action lawsuits. Crises 
such as the 2015 “Dieselgate” at VW could arguably have been 
averted if the company had acted earlier to check unethical 
behavior and had developed stronger standards of corporate 
environmental, sustainability, and social responsibility. At the 
time, diesel vehicles accounted for 3% of total auto sales in the 
United States and up to 72% of total medium and heavy truck 
sales.28 As recompense, VW pledged to U.S. authorities to buy 
back up to 475,000 polluting diesel cars, an endeavor which cost 
the company $15.3 billion and caused its stock market value to 
decline by €25 billion in just two days.29   

Fauser and Utz conducted research that indicated that even one 
standard deviation improvement in ESG controversies reduces 
litigation risk from 3.1% to 2.4%.30 This reduction is because 
corporate social performance (CSP) has risk-reducing 
characteristics.  Beyond protecting from litigation risk, Fauser and 
Utz’s results show that portfolios comprised of stocks with low 
predicted litigation risk show significantly higher alpha than 
portfolios of stock with high exposure to litigation.  Furthermore, 
the average sample firm with a low ESG score that faced a class-
action lawsuit suffered an excess loss in market value of about 
$1.14 billion, compared to firms with high ESG scores who also 
faced class-action lawsuits.31 

As industries face mounting costs related to increasingly finite 
raw materials, ESG contributes toward reducing operating 
expenses. The integration of Social-focused metrics empowers a 
company to better navigate a globally fragmented value creation 
network, with a multitude of diverse stakeholders across 
geographic regions. According to McKinsey, integrating ESG 
measures can boost a company’s operating profits by as much as 
60%.32 

From a corporate perspective, integrating ESG measures helps to 
bolster corporate supply chains, especially during crises as we 
have seen during the Covid 19 pandemic. Tinlong Dai of the Carey 
Business School at John Hopkins University and Christopher S. 
Tang of the University of California conducted research on the 

interaction of ESG and operations management (OM). Dai and 
Tang focused on how the S in ESG interacts with supply chain 
operations. They found that ESG measures must be integrated 
into a firm’s end-to-end operations throughout the supply chain, 
given that we live in a globalized economy.33 Specifically, 
companies need to integrate ESG measures in five identified 
gaps: supply chain opacity, the ambiguous relationship between 
ESG supply chain measures and a firm’s performance, supply 
chain ESG measurement complexity, biased ESG supply chain 
measures, and inconsistent supply chain law and enforcement.34 
Without closing these supply chain gaps, using ESG measures, 
companies have experienced risk and economic crises. Just 
recently, in 2021, the Biden administration issued the Supply 
Chain Advisory.35 This advisory warned US companies that they 
would be liable for any forced labor involved in any link in their 
supply chain.36 

Many studies have noted the financial benefit of analyzing 
corporate sustainability. One such study is the “Considerations 
Relevant to Sustainable Investment,” by Dan DiBartolomeo, Steve 
Dyer and Howard Hoffman, analyzed the “sustainability” of 
companies over a 25-year period ending September 30, 2017.  
Their study suggests that “the intuitive benefit of investing in 
firms that are ‘sustainable’ is real.”  Metrics of firm sustainability, 
including fundamental analysis, ESG perspectives, or other quant 
approaches all appear to be beneficial.  In addition, they found 
that traditional risk model factors are not explanatory of the 
statistically significant return differences evident across the 
broad security universes they examined. 

Conclusion 
For clients interested in ESG considerations or sustainable 
investing, Pathstone has vetted several fund managers across 
asset classes who successfully integrate ESG analysis into their 
investment strategies. The integration of ESG analysis 
contributes to resource resiliency, stronger risk mitigation, 
increased stock informativeness, and results in a more 
sustainable long-term alpha generation. With the increasing 
impact of resource scarcity and scrutiny over corporate decision-
making, it is clear that ESG analysis is not a phase. Rather, ESG 
metrics offer research insights that can power a better investment 
solution. Ultimately, this is an important perspective that 
Pathstone utilizes to ensure we select fund managers who 
understand and adjust for risks and opportunities across the 
capital markets. 
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