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Formerly a niche investment strategy, ESG investing is on the rise. From 2018 to 2020, ESG investments         
grew by nearly 45%. In fact, over 30% of dollars in assets under management are invested via an ESG strategy.         
But despite the increased attention, the ESG investing landscape is still fraught with poorly managed data and     
a lack of regulatory frameworks. 

That said, multiple technology solutions can help investment managers keep pace with the speed of ESG          
evolution and the ongoing developments in the nascent ESG regulatory environment. This article examines    
some of the primary challenges facing investment managers attempting to create a rigorous framework for     
ESG investment and how technology can help address these hurdles.

To a great extent, investment management companies are reassessing their strategies, data gathering 
capabilities, and reporting techniques to align with sustainability on every front. This is particularly true in 
Europe, where surveys show that 61% of investors rate ESG as highly important. Research shows that ESG 
factors create more opportunities for revenue growth via improved productivity, reputational awareness, talent 
availability, and market access - all of which impact both short- and long-term investment returns.1 In fact, ESG 
indexes have outperformed more traditional funds in the past few years2 and are poised to make up half of all 
global AUM by 2024.3 

Across the world, consumer demand for ESG products has soared. In 2021, global ESG assets under 
management had increased to over $35 trillion, with net inflows into ESG funds reaching a record $51 billion       
in the US alone.4

ESG Global Projected AUM by Country

ESG-mandated assets are
projected to make up half
of all professionally managed
assets globally by 2024
Global assets under
professional management ($T)

Note: 
All amounts are in US dollars
Source: 
Proportion of ESG-mandated 
data through 2020 from Global 
Sustainable Investment Alliance; 
DCFS analysis through 2025.
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Clearly, ESG has gone from a niche to a mainstream aspect of investment strategy 

But what factors have been driving this change? Why are more investors seeking a larger share of ESG-compliant 
investments in their portfolios?

Sustainable impact for the win: 
Alongside financial returns, ESG investing creates 
direct social and environmental impact.  As ESG 
continues to grow in importance and desirability, 
investors may be willing to accept lower returns as a 
trade-off for more tangible ecological change and 
social change. 

Technology makes investing easier: 
Major and minor solution providers are launching 
tools and analytics platforms that provide 
standardized assessments of potential ESG 
investments. With features that include AI-driven risk 
assessment, carbon footprint monitoring, reporting, 
upskilling, and much more, these tools are being 
leveraged to create a clearer view of the ESG 
investment space, enticing   both institutional and 
retail investors. 

More investors are taking the long view: 
Typically, investors will take greater risks with 
long-term investments than with short-term ones. 
And given the socio-economic climate of the last 
decade, it's easy to see why individuals are more 
likely to see the value in sustainable investing over 
the long term. ESG investing offers the opportunity 
for sustained financial returns while creating benefits 
for future generations. 

Portfolios align with personal values: 
With the threat of climate change looming, alongside 
the rising gap between the have and the have-nots, 
investment priorities are slowly moving beyond pure 
profit. A growing percentage of investors are 
concerned about social reform and ecological 
damage and see their investments as a way to 
create lasting change on both fronts. In that vein, 
many investors see their portfolios as an extension 
of their value systems and look to identify and invest 
with companies that are aligned with their moral 
compass. 

ESG-aligned funds have 
seen strong growth across 
all 13F filings since 2106
Total number of ESG funds
in 13F filings

Most studies find ESG factors 
arepositively linked to financial
performance

Source:
Friede et al. (2015)

Note: 
2021 as of September 30, all other
years as of December 31.
Source: 
DCFS analysis of SEC filings.
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Which Demographics Are Leading the ESG Investment Race?

The rising tide of interest in ESG isn't limited to a specific generational cohort but is part of a broader trend 
toward sustainable action that stretches across the entire investor spectrum. 

While millennials are leading the way, smart investors will look to capture clients within each cohort by creating 
investor personas and tailoring products to their specific needs. The following table provides an example of the 
kinds of audiences that ESG appeals to most.

Cohort Interested In ESG Invested In ESG

Baby Boomers  44% 18%

Gen X 52% 20%

Millennials  52% 27%

John
The Family 
Man

Retired, wants to 
create financial 
security and a 
better world for 
their partner and 
future generations 
in the family. 
Considers ESG a 
way to align both 
ecological and 
financial 
considerations.

Amy
The Valuation 
Trader

Laser-focused on 
long-term returns 
and assessing risk 
from multiple 
angles. Makes 
well-thought-out, 
deeply researched 
investments to 
ensure sustainable 
financial 
performance and 
returns. ESG is high 
in her list of 
investment priorities 
since it is a newly 
emerging risk and 
offers the potential 
for higher returns.

Bill
The Green 
Investor

Value system 
strongly leans 
toward 
sustainability, 
mindfulness, social 
inclusion, 
anti-pollution, and 
cruelty-free 
investments. 
Vegetarian, with a 
frugal, low-carbon 
footprint lifestyle. 
ESG criteria are a 
big part of his 
investments since 
they align with 
personal values.

Mark
The Retail 
Investor

Keen to create a 
positive impact on 
his community and 
environment. Reads 
CSR reports and 
stays updated with 
companies that are 
successfully 
ESG-driven. ESG 
holdings mirror his 
life's mission, and 
he will often divest 
holdings in a 
company if they 
have poor ESG 
ratings.

www.slksoftware.com

https://twitter.com/slksoftware
https://www.linkedin.com/company/slk/


www.slksoftware.com

Research from MIT suggests that ESG data is so cluttered and noisy that independent rating agencies often 
diverge in ratings assigned to individual firms. For example, the correlation between some of the most popular 
rating agencies was relatively low at 0.61 when compared to the correlation between major credit ratings, which 
stood at over 0.95. These numbers show that ESG ratings in their current iterations are inaccurate indicators of 
ESG performance, making it harder to create a coherent ESG investment strategy. 

For example, large enterprises are likely to have 
better ESG ratings simply because they have 
better reporting processes and the resources to 
engage ESG disclosure specialists. Similarly, since 
most ESG reporting is done in English, companies 
that use other languages as their lingua franca can 
often be sidelined by rating agencies.

The Rating Challenge
ESG rating firms often use self-reported CSR data, 
sustainability reports, engagement and survey data, 
and myriad sources of information that are unique 
to each agency. This divergence in data collection 
methods and statistical modeling techniques results 
in a slew of independent ESG ratings that have no 
point of reference for meaningful comparison by 
investors. Since ESG ratings depend largely on 
disclosure, a fundamental bias exists between 
several groups of companies. 

Staying on the ball when it comes to sustainable investing requires a clearly defined framework for the ESG 
investment value chain - one that addresses everything from data acquisition channels and investment principles 
to the creation of personalized investment strategies and statistical models. 

It goes without saying that this sort of investment framework should also include tools to quickly asset ESG 
weightage and value within portfolios, security screening and selection methodologies, customer questionnaires, 
and much more.

Investment Firms
Investment managers, stockbrokers, and fund 
specialists typically look to integrate ESG into the 
entire client lifecycle. This is done by first defining 
ESG investment objectives via value statements, 
policies, and investment techniques and followed by 
a clear methodology to assess ESG priorities within 
prospective investments. Foundational assessment 
strategies like valuation models should include ESG 
factors alongside other considerations like size, 
growth potential, momentum, and value. Most 
companies will also develop performance metrics 
specific to ESG investing so that clients have a    
clear idea of how well their stocks are doing from     
a sustainability perspective. 

Independent Investors
The primary step for retail and independent 
investors will be determining their specific ESG 
goals and how they'd like to weigh their portfolio 
regarding ESG investments. From a practical 
standpoint, many investors will place negative ESG 
performance exclusions and positive ESG screens 
to help determine their actual asset selections. 
When settling on an investment manager, HNIs 
and other individuals will consider a manager's 
track record with ESG investments as well as their 
ESG oversight credentials. In the institutional 
context, active ownership and proxy voting are 
usually effective in establishing governance over 
ESG risk while maximizing returns and impact and 
minimizing risk. 
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As the general mandate for ESG continues to grow among investment management clients, investment firms 
have a two-fold opportunity. Firstly, to achieve economic and environmental sustainability goals and achieve 
parity between planet, people, and profit. Secondly, to acquire a first mover advantage in creating new ESG 
investment products backed by continual risk adjustment via live data analytics.  

Technology solutions can help fund managers and investment advisors develop a clearly defined fund strategy 
and reduce regulatory scrutiny by making sustainability data accessible and transparent to multiple internal and 
external stakeholders. Although merging ESG considerations into risk management across client portfolios can 
be time-consuming for investment managers, a custom data analysis platform for ESG with AI and ML 
capabilities will reduce operational costs while accelerating opportunity discovery. 

This rest of the decade is likely to see increased action of ESG standards and a larger share of AUM falling within 
the ESG mandate. Investment advisors that leverage digitally driven reporting and risk assessment will find it 
easier to avoid murky investments and develop richer information channels with their clients.

www.slksoftware.com

The ESG Regulatory Environment
For ESG, the global regulatory environment is fragmented at best, with a low correlation between
ratings and regulatory standards. For example, the Sustainability Accounting Standards Board measures          
ESG impact based on five categories: business model & innovation, environment, social capital, leadership & 
governance, and human capital. At the same time, the Task Force on Climate Related Financial Disclosures has 
developed a different reporting approach that is growing in popularity across both mature and emerging markets. 
And in the US, investors also must comply with the SEC's recent mandate for climate impact related disclosures. 

From our perspective, the closer an investment firm can get to real-time investing insights, the more competitive 
they are likely to be. In that vein, investment advisors should consider integrating ESG-specific toolsets, 
including data analysis and AI-driven modeling tools, into their existing investment management platforms. 
Additionally, we've worked with some of the world's leading investment companies to,

Build The Right ESG Framework 
We've already discussed the need for creating a 
sound ESG framework to underpin investment 
decisions. In a technological context, a framework 
doesn't just allow you to reap richer returns but also 
acts as a foundation for AI & automation in ESG 
investing. By quantifying the resources assigned to 
ESG management and contextualizing them with 
ESG investment principles, a framework also makes 
automation-oriented process mapping easier and 
gives you a clearer idea of which solutions work best 
for your investment strategy. 

Create Dashboards for Live Performance Visibility
To consistently create unique ESG investment 
propositions, investment managers need to have 
organized data and insights available at the click   
of a button. Investing in an ESG dashboard for your 
firm will help cut through the clutter and track the 
metrics that really matter. Financial strength 
indicators, sustainability scores, price trends, 
company information, and much more can be       
fed into a dashboard solution, giving investment 
managers a single pane view of ESG performance 
in individual securities verticals and industry 
sectors.

These differing standards represent a labyrinth of information that can be hard to 
navigate for even the most seasoned investment managers. 
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Deploy AI-Driven Proprietary ESG Ratings
A clear lack of consistent ratings alongside a paucity 
of accurate and coherent ESG data is making the 
investment manager's job harder. This problem is 
compounded by a lack of consistent regulations and 
mandatory disclosure legislation. For investment 
management firms, one solution is to analyze ESG 
data and develop proprietary rating systems based 
on their own unique methodology. An AI AI/ML 
platform will accelerate the development of a 
proprietary rating solution by automatically filtering 
out essential data from a variety of sources, rapidly 
profiling funds based on ESG criteria. This enables 
an investment management firm to quickly create 
customized portfolios aligned with investor 
preferences while also defining a process for 
consistently profitable ESG investment at scale.

Establish Real-Time Regulatory 
& News Monitoring
Given the evolving regulatory environment, 
investment management firms must track 
developments across multiple geographies and 
economies to fine-tune their products and take 
advantage of new legislation. Since much of the 
ESG rating market is driven by unaudited 
disclosures, it makes sense for investment 
managers to build a data feed that consolidates 
ESG news and policy updates from news agencies 
and databases across the world. Benefits include 
faster decision-making, rapid damage control (in 
the case of unexpected compliance-driven 
disclosures) and faster go-to-market cycles for   
new ESG products.
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SLK is a global technology services provider focused on bringing AI, intelligent automation, and analytics together to create 
leading-edge technology solutions for our customers through a culture of partnership, led by an evolutionary mindset. For 
over 20 years, we've helped organizations across diverse industries - insurance providers, financial service organizations, 
investment management companies, and manufacturers - reimagine their business and solve their present and future needs. 
Being A Great Place To Work Certified, we encourage an approach of constructively challenging the status quo in all that we 
do to enable peak business performance for our customers and for ourselves, through disruptive technologies, applied 
innovation, and purposeful automation. Find out how we help leading organizations reimagine their business at 
https://www.slksoftware.com/

https://www.forbes.com/sites/jacobwolinsky/2021/09/24/how-do-esg-hedge-funds-stack-up-against-their
-non-esg-counterparts/?sh=605c75f728b2
https://fundselectorasia.com/esg-indexes-outperform-their-non-esg-equivalents/  
https://www2.deloitte.com/us/en/insights/industry/financial-services/esg-investing-and-sustainability.html
https://www.nasdaq.com/articles/the-rise-of-esg-and-the-importance-of-esg-data

© SLK Software Pvt. Ltd. 2022

1

2

3

4

Write to us at hello@slkgroup.com

https://twitter.com/slksoftware
https://www.slksoftware.com/
https://www.linkedin.com/company/slk/

