
It All Comes Out in the 
GREENWASH 

An Analysis of the ESG Product Landscape

© 2019 Change Finance, PBC. All rights reserved. 

Environmental, Social, and Governance (ESG) 
funds were supposed to give investors a way 
to do well while doing good. However, closer 
examinations of such products have led to 
mounting frustrations with the funds and 
investment managers who offer them. 

For instance, the Financial Times recently 
reported that two prominent ETFs with 
sustainable mandates hold shares of coal-
related energy and mining companies even 
though the products are marketed as 
excluding fossil fuels.1 Some investors were 
equally surprised to learn that the fifth largest 
carbon polluter in the world, Exxon Mobile, 
was a top holding of the Xtracker S&P500 ESG 
ETF as of 9/30/19.2,3 The labeling of such 
funds as environmentally and socially 
conscious has led some to conclude that ESG 

is little more than a repackaging of traditional 
stock indices with justification for higher fees.4 

Unsubstantiated claims of environmental, 
social, and governance performance, or 
greenwashing, inspire cynicism and cause 
many investors to consent to portfolios that 
run contrary to their values. The resulting 
malaise motivated the team at Change Finance 
to examine the current ESG product 
landscape. 

Methodology 

Using data from the non-profit As You Sow, 
Change Finance examined funds and ETFs in 
the large-cap blend category with a 
Sustainability Mandate. We excluded those 
funds with religious investment mandates and 
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then evaluated the remaining asset managers 
on two criteria to assess the likelihood of 
greenwashing: 1) Does the mission statement 
of the asset manager focus on an ESG 
investment methodology? 2) Does the asset 
manager offer investment products that do not 
have a Sustainability Mandate? 
  
Asset managers that exclusively offer 
sustainable investment products AND that 
have an expressed focus on ESG in their 
mission statement were categorized as ESG-
Dedicated while those not meeting both 
criteria were categorized as Non-Dedicated. 
Our team then examined fossil fuel exposure, 
carbon footprint, and weapons exposure for 
each fund to determine average metrics for the 
two peer groups. 

Results 

As depicted in Figure 1, the average fossil fuel 
exposure for funds offered from Non-
Dedicated managers was 16.8% lower than that 
of the S&P 500. ESG-Dedicated managers 
exhibited much lower average exposure at 70% 
below the index. Figure 2 shows the average 
carbon footprint of Non-Dedicated funds at 
just 3.6% below the S&P 500, while the average 
carbon footprint from the ESG-Dedicated 
group was 47.1% lower. An examination of non-
environmental factors showed similar results: 
funds from Non-Dedicated managers had 
69.6% greater exposure to weapons as 

compared to the ESG-Dedicated group (Figure 
3). 
  
Our analysis also indicates that the majority of 
ESG-Dedicated managers engage in 
shareholder advocacy to influence more 
sustainable and responsible corporate 
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behavior. This stands in sharp contrast to 
some Non-Dedicated managers. Specifically,  
research from the non-profit Majority Action 
discovered that the two largest Non-
Dedicated managers, Vanguard and 
Blackrock, consistently voted against 
climate-related shareholder resolutions.5 

Conclusion 

In a previous SRInsights, The Benefits of 
Responsible Investing, Change Finance 
outlined the value of ESG investing to 
society, the environment, and investors. 
Unfortunately, our analysis here suggests 
that the ESG standards applied by some 
managers are so weak that investors will not 
realize those benefits. As noted in that 
analysis, companies engaging in 
irresponsible or unsustainable business 
practices could lose access to the majority 
of professional investors as early as 2026.6 
This provides a strong incentive to adopt 
more sustainable policies. But this benefit to 
the public good dissipates when funds with 
weak ESG mandates continue to allocate 
capital to companies that damage people 
and the planet. The failure of managers to 
use their proxy votes to promote 
sustainability only compounds the problem. 

The Benefits of Responsible Investing also 
illustrates how ESG metrics can help 

investors avoid company-specific risks 
associated with irresponsible corporate 
behavior. Change Finance, an ESG-
Dedicated manager, seeks to insulate 
investors from companies at risk of 
litigation, regulation, loss of social license, 
and stranded fossil fuel assets.7 The weak 
ESG standards associated with Non-
Dedicated managers fail to deliver the same 
risk mitigation benefits. For example, Exxon 
Mobile, a top 10 holding of the Xtrackers 
S&P500 ESG ETF as of 9/30/19, may be 
subject to not just one but all of the 
aforementioned risks.2 

In sum, many investors are disheartened by 
and wish to avoid those asset managers that 
use the ESG label as little more than a 
pretext for higher fees. This analysis 
suggests that managers with an expressed 
and demonstrated commitment to ESG are 
more likely to meet the expectations of 
those investors. Change Finance is proud to 
stand with the other ESG-Dedicated 
managers and remains committed to 
rigorously evaluating companies through our 
50-Factor Enhanced ESG Investment 
Methodology.8 We believe this work 
contributes to the financial goals of our 
clients and makes the world a better place, 
one investment at a time. 
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Disclosure 
Change Finance, PBC is an independent investment advisor registered under the Investment Advisers Act of 
1940, as amended. Registration does not imply a certain level of skill or training. More information about 
Change Finance, including our investment strategies, fees, and objectives is available on our website at 
www.change-finance.com or by calling 1-303-339-0524. 

The information provided herein is for educational purposes only and is subject to change without notice. 
Change Finance reserves the right to modify its current investment strategies and techniques due to changing 
market dynamics or client needs. All opinions offered are those of Change Finance, PBC and are also subject to 
change. This material is not financial advice nor is it an offer to buy or sell any product or service. Investing 
involves risk. Therefore it should not be assumed that any investing strategy made reference to directly or 
indirectly will be profitable. 

Before investing you should carefully consider the Fund’s investment objectives, risks, charges and 
expenses. This and other information is in the statutory and summary prospectuses, a copy of which 
may be obtained by visiting the Fund’s website- DWS Xtrackers: https://www.dws.com/en-us/
xtrackers-etfs/; (800) 728-3337 

Definitions 
Large Cap Blend portfolios are fairly representative of the overall U.S. stock market in size, growth rates, and price. Stocks 
in the top 70% of the capitalization of the U.S. equity market are defined as large-cap. The blend style is assigned to 
portfolios where neither growth nor value characteristics predominate. These portfolios tend to invest across the spectrum 
of U.S. industries, and owing to their broad exposure, the portfolios' returns are often similar to those of the S&P 500 Index. 
More information available from www.morningstar.com. 

Sustainability Mandate categorizations are provided by As You Sow and based upon data from Morningstar. 
Sustainability-mandated funds make investment decisions based on issues like environmental responsibility, human rights, 
or religious views. A fund with a sustainability mandate may take a proactive stance by selectively investing in, for 
example, environmentally-friendly companies, or firms with good employee relations. They may also avoid investing in 
companies involved in promoting alcohol, tobacco, or firearms, or in the defense industry. 

S&P 500® index includes 500 leading companies and covers approximately 80% of available market capitalization. More 
information available from https://us.spindices.com/indices/equity/sp-500. 

Fossil Fuels, % Assets Flagged measures the percentage of a fund’s net assets invested in companies which own, extract, 
process, or burn fossil fuels for electricity generation. More information available from fossilfreefunds.org. 

Carbon Footprint measures the tons of carbon dioxide (CO2) emissions per dollar invested in a fund. More information 
available from fossilfreefunds.org. 

Weapon Exposure, % Assets Flagged measures the percentage of a fund’s net assets invested in companies that 
manufacture or sell civilian firearms, that manufacture or service nuclear weapons, that manufacture cluster munitions or 
land mines, or that are among the 100 largest military contractors. More information available from weaponfreefunds.org.

*SPDR® S&P 500® ETF (SPY) used as proxy for S&P500 index; sustainability data not available for S&P 500® Index  
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