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THE BUSINESS CASE  
FOR ESG INVESTING  
One thing is certain, change is the only 
constant in the investment community. In the 
last decade, we have seen the rise of passive 
investing, the influx of capital into private 
equity funds and now we are renewing focus 
on ESG investing; an industry niche, now 
becoming an industry focus.

What is ESG Investing?

Environmental, Social, and Governance (ESG) 
investing is focused on the consideration of 
environmental, social, and governance factors 
during the investment process. ESG investing is 
not a new concept, but its popularity in U.S. has 
increased over the last several years with the 
development of The Sustainable Development 
Goals (SDGs) that were born at the U.N. 
Conference on Sustainable Development in 
Rio de Janeiro.1 The sustainable development 
goals are the blueprint to achieve a better and 
more sustainable future for all.

As a $30 trillion market, various investment 
strategies attempt to align with investors’ 
values and risk-adjusted profiles.2 However, 
ESG criteria can be difficult to quantify.  
In our opinion, asset managers that want  
to become ESG-oriented should consider  
SDG criteria while making risk-adjusted 
investment decisions.

Why the Asset Management Community  
Should Take Notice

As the preferences of investors change, 
the industry must evolve to meet shifting 
expectations. More investors are beginning 

to consider ESG factors in their investment 
decisions. Demand for ESG products 
continues to rise at a rapid rate; according to 
Harvard Business Review, in 2018, $11.6 trillion 
of all actively managed assets— $1 of every 
$4 invested in the United States —were under 
ESG investment strategies; this is up more 
than 280% since 2010. 3 

The Demand Drivers:  
Millennials and Women

As mentioned in our last quarterly piece on 
demographics, millennials are the largest 
living cohort, at 85 – 90 million strong, and 
currently make up 35% of the workforce, 
growing every year. Millennials are rapidly 
accumulating wealth; 23% of all millionaires are 
millennials (born 1981-1996) and the generation 
is prepared to receive a $30 trillion wealth 
transfer from baby boomers.4 These millennials 
are, albeit cautiously, beginning to invest.
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COMMITMENT TO 
INVESTORS 

ESG investing, once a niche 
part of the market, is now a 
$30 trillion dollar industry. 
This trend will have lasting 
impact on all stakeholders 
in the financial services 
industry, including asset 
managers, corporations and 
investors.

In this latest edition of 
our Quarterly Newsletter, 
we will discuss the 
current state of the ESG 
investment community, 
how stakeholders can get 
involved in the paradigm 
shift and discuss some of 
our equity research names 
that meet ESG standards. 

As always, members of the 
equity capital markets team 
are available for questions.

Women are likely to hold  
$72 trillion of private wealth by 

2020 – 1/3 of global total.

Data from Bloomberg Intelligence 8

– Study by Boston Consulting Group 

mailto:equitycapitalmarketsinsights%40janney.com?subject=
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According to a survey by Morgan Stanley, 
86% of millennials reported interest in ESG & 
Impact related investments. Importantly, their 
interest in ESG investing is growing in tandem 
with their disposable income.5

The other portion of the population driving 
the demand for ESG products are women. 
According to a study by Boston Consulting 
Group, women are likely to hold $72 trillion 
of private wealth by 2020 – 1/3 of the global 
total. For the first time in history, women in the 
U.S. have more control over assets than men.6

The reality is, for asset managers to stay 
relevant, they need to be able to satisfy the 
demands of the largest living generation and 
the demographic that holds the majority of the 
country’s assets.

Opportunity for Asset Managers

Despite a growing demand for ESG funds, the 
U.S. market remains fragmented and relatively 
small. In fact, asset managers in the U.S. have 
been slow to implement ESG approaches to 
investing. ESG assets in U.S. exchange traded 
and mutual funds were an estimated $216 
billion in 2017, while global sustainable assets 
under management increased to $23 trillion 
in the same year. In 2018, fund flows into U.S. 
ESG funs continued - an estimated $5.5 billion 
reportedly flowed into these funds. Meanwhile, 
non-ESG funds domiciled in the United States 
collected less than half their historical annual 
2008-2017 average net flows 7

Interestingly, according to Bloomberg, the 
ESG market is under-penetrated. Credit 
Agricole and subsidiary Amundi lead with 
11% of assets incorporating ESG strategies. 
Meanwhile, BlackRock and Vanguard only 
account for 2.5% of ESG assets.8

Despite demand from investors, less than  
10% of 401(k)’s offer ESG options – we 
anticipate that number increases as more 
asset managers launch products to satisfy 
growing demand.9

Notably, mutual funds and ETFs that 
incorporate ESG strategies tend to 
outperform the benchmark. For instance, 
one study by BlackRock discovered that 
from May 2012 through February 2018, ESG-
focused indexes had returns that matched or 
exceeded those of unconstrained indexes. 
Another study by Morningstar displayed how 
these funds perform during market volatility. 
The study found that 67.8% of ESG funds 
were at the top half of their investing peers 
for Q418. The study also signaled that more 
than 2/3 of those same funds were at the  
top half of fund performance for the full 
calendar year.10

Moreover, asset managers that are able to 
launch high-quality funds can capitalize on the 
demand and the relative positive performance 
of ESG investment products. 

Opportunity for Corporations

Rising concerns about climate change, 
income inequality, diversity, and inclusion are 
all factors that have led consumers, investors, 
and corporations to focus on ESG criteria. 

Corporations, particularly public corporations, 
need to think about future growth by 
managing risks and ensuring long-term 
sustainability. There is also evidence that 
shows that companies focused on improving 
their environmental and social performance 
achieve superior returns and excess cash 
flow. According to a study by McKinsey, 76% 
of CEOs consider that strong sustainability 
performance contributes positively to their 
businesses in the long term.

One meta-analysis out of Oxford University 
showed that 88% of studies found that 
companies that adhered to social or 
environmental standards showed better 
operational performance, and 80% of  
studies showed a positive effect on stock 
price performance.5

U.N 2030 
SUSTAINABLE 

DEVELOPMENT  
GOALS

We think that these 
same goals should be 
considered in the ESG 
selection process are 

available for questions.

 

1.   No Poverty

2.   Zero Hunger

3.  Good Health and  
Well Being

4.  Quality Education

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

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 Goals

“…an estimated $5.5B  
reportedly flowed into U.S.  

ESG funds in 2018.”
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The Highest Standard for Businesses

Certified B Corporations are businesses 
that meet the highest standards of 
verified social and environmental 
performance, public transparency, and 
legal accountability to balance profit 
and purpose. Ultimately, businesses that 
satisfy ESG criteria are businesses that 
are transparent. According to a report by 
Yale University, B Corps had a greater 
revenue growth rate than public firms 
of comparable size during the Great 
Recession and in each year of 2006-2011.11

A Shift in Capital Markets

As the latest iteration of the technology 
evolution occurs with the “internet of 
things,” intellectual property and intangible 
assets are becoming increasingly more 
important to determine the viability and 
valuation of a business.

Some investors and consumers suggest 
that a company’s impact on society should 
be considered during the valuation 
process. It turns out; capital providers are 
also beginning to demand that companies 
provide both financial and social return.11

There is a growing market for sustainable 
financing, including green bonds and 
positive incentive loans where discounts 
are applied depending on the issuer’s 
compliance of certain ESG criteria. An 
example of a company that benefited 
from this access to capital was the 
yogurt manufacturer, Danone. Danone 
successfully issued the largest PIL in 
February ’17 at €2bn.

Moreover, companies that can achieve 
both social and financial returns are 
proven to gain better leverage and access 
to capital. 

The Future of ESG Investing

As the investment industry evolves, we 
think that ESG investing is a secular shift 
that is here to stay. In fact, we believe 
that as millennials and women continue 
to influence society with their spending, 
saving, and investment decisions, there 
will be an expectation for corporations to 
provide transparency and ESG disclosures. 

We also anticipate that we will see 
additional ESG product offerings, including 
opportunities for high-net-worth direct 
investments, sustainable private equity, 
and venture capital funds.

It comes as no surprise that the 
corporations and asset managers that will 
sustain industry changes are the same 
ones that are focused on operating in an 
environmental and socially sustainable way.
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UNCOVERING ESG OPPORTUNITIES IN OUR RESEARCH COVERAGE UNIVERSE 
In this section, we focus on companies in our coverage universe that satisfy ESG criteria while also providing an opportunity 
for potential upside. 

For the ESG criteria section, we utilize information from Factset, public company filings and https://justcapital.com/

Financials and Infrastructure:

Company 
Name Rating Fair 

Value
Janney 
Analyst Key Items ESG Criteria

Aflac 
(AFL) BUY N/A Larry  

Greenberg

Stable company, good cash flow, raised 
dividend for 36th consecutive quarter, active 
in stock buybacks

Business in Japan continues to be strong; in 
Q418, Japanese operating margin was 21.4%

Our 2019 estimate of $4.25 (consensus: 
$4.23) and have initiated a 2020 estimate of 
$4.50 (consensus: $4.42)

•   Ranked #1 in insurance industry for fair 
treatment, privacy, and honest sales 
terms are key for customers

•   Ranked 3rd in industry for commitment 
to pay equity across race, religion, 
gender, age, sexual orientation, and 
more

•   Provides training and career 
development opportunities

Ally Financial  
(ALLY) BUY $35 John  

Rowan

Board has authorized a $1.25 billion 
repurchase program to run from mid-2019 
through mid-2020

90% of ALLY’s pre-tax income comes from 
auto results; earning assets in ALLY’s auto 
segment reached $117 billion, a 3% y/y gain 
in 4Q18

Deposit growth continues to be a success 
story – added $11.2B in retail deposits YoY 
(Q418)

•   Tied #1 in the consumer finance 
industry for adhering to equal 
opportunity policies, regardless of race, 
religion, gender, age, and more

•   Leadership behaves ethically and takes 
responsibility for company-related 
issues

•   Ranked #1 in the industry for paying 
wages appropriate for qualifications, 
performance, and employee 
contribution

American Water 
Works 
(AWK)

BUY $102 Mike 
Gaugler

EPS growth, CAGR guidance of 7-10% through 
2023

Continued strong investments (and 
acquisitions) across the utility portfolio sets 
the stage for an active regulatory calendar in 
key states post 2020, which provides strong 
visibility into the 7-10% EPS CAGR guidance 
through 2023

•   Goal of reducing GHG emissions 
40% by 2025, 2007 baseline. 
Sustainability practices have supported 
its inclusion as the first U.S. water 
utility to be included in the Dow Jones 
Sustainability North America Index in 
2012, 2013 and 2015

•   In 2017, recognized as having the 
highest female percentage of board 
members in the S&P 500

Eversource 
(ES) BUY $74 Mike 

Gaugler

Increases in Capex plans through 2023 – 
upside potential to support long-term EPS 
growth targets

4Q18 conference call (from a Q&A 
perspective) focused on the planned equity 
raise and its push into wind generation

•   Ranked #1 in the utilities industry for 
providing products and services of 
good value, and does not price unfairly

•   Communicates effectively with its local 
communities and listens to community 
input

https://justcapital.com/
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UNCOVERING ESG OPPORTUNITIES IN OUR RESEARCH COVERAGE UNIVERSE  (CONT.)

Healthcare:

Company 
Name Rating Fair 

Value
Janney 
Analyst Key Items ESG Criteria

Veracyte  
(VCYT) BUY $27 Paul  

Knight

Beat 4Q18 estimates top to bottom and its 
two new diagnostic tests are gaining traction - 
lung cancer testing increased 74%

Lung Cancer Diagnostics is the most 
compelling market in diagnostics due to size 
and unmet need

Shows convincing margin trends. The 
company posted a gross margin of 66.0% 
versus 64.8% in 3Q18 and 60.4% last year

•   Female Founder and CEO: Bonnie H. 
Anderson

•  Board is 33% female

•   Corporate Governance – 89% of the 
board are independent directors 

Agilent 
Technologies 

(A)
BUY $90 Paul  

Knight

Management continues to drive operating 
margin expansion with “One Agilent Program”

Earnings upside potential – mgmt. highlighted 
a main focus of capital deployment to be on 
accretive acquisitions

•   Awarded one of JUST 100’s Top 
Companies 

•   Company saw a net reduction in energy 
use per headcount of 14% in 2017

•   Discloses a highly detailed paid time off 
policy (4-9 weeks of flex time off) 

Bluebird Bio 
(BLUE) BUY $170 Yun  

Zhong

Near term milestone - we expect EU and U.S. 
approvals for LentiGlobin in TDT patients

Experience gained from TDT should benefit 
the future launch of LentiGlobin for sickle 
cell disease (SCD), which represents a larger 
commercial potential

•   Tied #1 in the Biotech industry for 
creating U.S. jobs

•   #1 in industry for maintaining integrity in 
financial reporting

•   Provides products and services of good 
value and does not price unfairly 

Recro Pharma 
(REPH) BUY $9 Esther  

Hong

Expects to become cash flow positive in 
2H19; CDMO business performing better than 
expected and reduction in expenses related 
to acute care segment

Focused on positive trends for key products, 
likelihood of continued growth for those 
products, and new business prospects for 
both the main plant and expanded facility

•   Female CEO – Gerri A. Henwood

•   Corporate Governance – 78% of the 
board are independent directors 

•   Gives shareholders advanced notice for 
proposals of board changes btwn. 120 
– 150 days in advance 
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UNCOVERING ESG OPPORTUNITIES IN OUR RESEARCH COVERAGE UNIVERSE  (CONT.)

Real Estate, Lodging, and Leisure:

Company 
Name Rating Fair 

Value
Janney 
Analyst Key Items ESG Criteria

Camden 
Property Trust              

(CPT)
BUY $106 Robert 

Stevenson

One of our favorite names in the in REIT 
space – solid same-store NOI growth of 
+2.6% YoY

Provides 2019 FFOPS guidance of $4.97-
$5.17, and 1Q19 guidance of $1.18- $1.22.

Drivers include: SS revenue growth of 2.8%-
3.8%, SS expense growth of 2.75%-3.75%, 
SS NOI growth of 2.3%-4.3%, acquisitions of 
$200M-$400M, dispositions of $0-$200M, 
development starts of $200M-$300M, and 
$50M- $54M of G&A

•   Ranked 1st in real estate industry for 
creating products and services that are 
high quality, fairly priced, and beneficial 
to society

•   Provides training and career 
development opportunities

Hilton Grand 
Vacations 

(HGV)
BUY $38 Tyler Batory

For 2019, the company expects adjusted 
EBITDA to be between $450M and $470M

Continues to produce industry leading net 
owner growth – guided strong FY19 contract 
sales

Recent and ongoing capital investments 
should allow for further growth

Increased credit facility gives additional 
capacity to pursue opportunities like strategic 
M&A and share repurchases

•   Tied #1 in the restaurants & leisure 
industry for creating products and 
services that are high quality, fairly 
priced, and beneficial to society

•   Manages the impacts of working with 
companies with abusive conditions

•   Commits to using local suppliers and 
materials, when available

Vail Resorts 
(MTN) BUY $230 Tyler Batory

Newly introduced Epic Day Pass should drive 
incremental pass/advanced commitment 
buyers, contribute to more days skied, 
result in higher retention rates and offer an 
opportunity for upsell into premium pass 
products

Remains focused on moving as much of its 
lift ticket revenue in advance of the season, 
something that limits the variability of its 
business model

•   Tied #1 in the restaurants & leisure 
industry for creating products and 
services that are high quality, fairly 
priced, and beneficial to society

•   Leadership behaves ethically and takes 
responsibility for company-related 
issues

•   Reports all financial matters and 
keeps clear and accessible financial 
statements
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— JANNEY’S EQUITY CAPITAL MARKETS GROUP —

MEET FIG 
PARTNERS

Janney announced that 
it agreed to acquire FIG 
Partners LLC. FIG Partners 
is one of the nation’s 
premier investment 
banking and research 
firms specializing in 
community banks. 
Headquartered in Atlanta, 
Georgia, FIG Partners 
has offices in California, 
Florida, Illinois, New 
Jersey, North Carolina, 
and Tennessee.

The experienced team 
at FIG Partners brings 
nationally recognized 
expertise within the 
community bank sector to 
Janney’s existing financial 
institutions sector 
coverage. 

This addition gives Janney 
more than 200 capital 
markets professionals, 
who provide investment 
banking, equity, and 
fixed income expertise to 
corporate, institutional, 
and municipal clients.

FIG Partners currently 
covers 125 small and mid-
size banks and makes 
markets in 800-plus 
community bank stocks. 
Highlights include 43 M&A 
transactions, totaling 
approximately $4.6 billion 
in transaction value, $1.1 
billion of equity capital 
raised, and more than 
$185 million of debt capital 
raised since 2017.

— SELECT 2019 INVESTMENT BANKING TRANSACTIONS —
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DISCLOSURES

Research Analyst Certification

Each of the primarily responsible analysts for this research report, Janney Montgomery Scott Equity Research, certify that all 
the views in this research report accurately reflect my personal views about any and all of the subject securities or issuers. 
No part of my compensation was, is, or will be directly or indirectly related to specific requirements or views expressed in this 
research report.

Janney Montgomery Scott LLC (“Janney”) Equity Research Disclosure Legend

Janney Montgomery Scott LLC intends to seek or expects to receive compensation for investment banking services from 
companies mentioned in the next three months.

Individual disclosures for the companies mentioned in this report can be obtained by accessing our Firm’s Disclosure Site: 
https://jms.bluematrix.com/sellside/Disclosures.action?encrypt=d5a9bb5a-57a8-4d10-a44b-008354befa8f?

Other Disclosures

Janney Montgomery Scott LLC, is a U.S. broker-dealer registered with the U.S. Securities and Exchange Commission  
and a member of the New York Stock Exchange, the Financial Industry Regulatory Authority and the Securities Investor 
Protection Corp.

This report is for your information only and is not an offer to sell or a solicitation of an offer to buy the securities or instruments 
named or described in this report. Interested parties are advised to contact the entity with which they deal or the entity that 
provided this report to them, should they desire further information. The information in this report has been obtained or 
derived from sources believed by Janney Montgomery Scott LLC, to be reliable. Janney Montgomery Scott LLC, however, 
does not represent that this information is accurate or complete. Any opinions or estimates contained in this report represent 
the judgment of Janney Montgomery Scott LLC at this time and are subject to change without notice.

Investment opinions are based on each stock’s 6-12 month return potential. Our ratings are not based on formal 
price targets, however, our analysts will discuss fair value and/or target price ranges in research reports. Any advisor 
recommendations to buy or sell a stock should be based on the investor’s investment objectives and risk tolerance and 
should not rely solely on the rating. Any advisor discussing a recommendation with a client should read carefully the 
entire research report, which provides a more complete discussion of the analyst’s views and share the entire report  
with the client. Supporting information related to the recommendation, if any, made in the research report is available 
upon request.
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