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ESG  - definition

• Started in Europe

• Very well developed over there

• Here in U.S.
• Far behind Europe

• Very old

• First called “socially responsible investing”

• Also touched on “economically targeted investments”
• Restricted to public pension plans
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Can you have both  - superior investment results and ESG/SRI

• Common claim

• You can have it all
• ESG . . . Socially responsible investing

• Superior risk-adjusted returns

• Doing good

• Superior investment returns

• Let’s examine this contention



For internal use only, do not share with clients or prospects

Is it a rewarded Beta?
If true . . . then it makes sense . . . as a passive or index ETF
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Consider fixed income

• Checking account

• Money market

• Bank CD

• Ultra short term bond fund

• Short term bond fund

• Intermediate term bond fund

• Long term bond fund

• High yield (junk) bond fund

• Emerging country bonds in local currencies

• Destressed and bankrupt debt
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Consider the full range of asset categories

• Money market fund

• Treasuries

• Investment grade bonds

• High yield bonds

• Emerging country debt in local currencies

• Physical real estate, bricks & mortar

• Developed country stocks

• Emerging market stocks

• Distressed private debt

• Venture capital
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Lesson  - the takeaway

• You’re rewarded for taking risk

• You’re penalized for seeking safety

• The marketplace is incredibly efficient

• It rewards you for taking “non-diversifiable” risk . . . . risk that can’t be diversified away

• This is why you get the tradeoffs just described . . . 2 prior slides

• This is called “Beta”
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Apply this lesson/takeaway to ESG or SRI

• If companies that strongly comply with ESG criteria . . . and 
• As a result, they’re inherently and fundamentally more likely to fail or otherwise get 

into trouble

• This additional risk . . . can’t be diversified away

• Then . . . the market will reward such companies with a HIGHER rate of return

• In such a case . . . ESG becomes a rewarded factor risk . . . a Beta
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What do you think

• QUESTION - Are companies that comply with ESG criteria inherently and 
fundamentally more likely to fail . . . or otherwise get into trouble?

• If YES . . . . they will deliver a higher return

• If instead they have a lower likelihood of failure or trouble . . . . then they must deliver 
a lower return
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Is ESG a Beta . . . . is it a non-diversifiable source of risk

• ESG . . . . it’s really easy and incredibly transparent

• It’s simple and remarkably straightforward
• Is following ESG a source of danger and risk

• Is that additional risk non-diversifiable

• If so . . . . then the markets must reward (with higher returns) those companies that pursue ESG

• My perspective on this question
• Such a suggestion . . . this is the biggest crock 

• It’s remarkably embarrassing to suggest such a thing
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So how do we explain the industry’s response to ESG

• One possible explanation

• ESG is not a Beta 

• It earns absolutely no inherent reward or penalty . . . the market couldn’t care 
less . . . inherently or fundamentally

• BUT . . . it’s a temporary source of alpha . . . and you really really need to 
appreciate that word “temporary”
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Is ESG a possible useful tool for 
seeking Alpha
Recall . . . . Alpha is only available when the market has mispriced a security
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What’s Alpha ?

• Alpha . . . . let’s ground ourselves with a definition

• The market has screwed up

• The market has mispriced one security relative to another security

• Alpha is the extra performance resulting from
• Correctly identifying this relative mispricing between securities

• And . . . successfully harvesting it . . . net of all expenses

• The simple act of harvesting Alpha (a relative mispricing) . . . serves to eliminate the 
opportunity . . . . closing the relative mispricing . . . eliminating the opportunity
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What does Alpha have to do with ESG

• Some have suggested that
• ESG meaningfully affects the ability of a company to succeed or fail . . . it makes a big difference

• The market is not adequately taking this ESG affect into account

• Different securities are therefore temporarily mispriced . . . one relative to another, because 
security analysts and portfolio managers have not yet adequately taken ESG into account

• If all three of these are true, then
• Use of ESG analysis may be a temporary method for seeking superior risk-adjusted returns

• One would only approach ESG using active portfolios . . . and never passive or index
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Rob’s view on ESG as an Alpha source

• I can’t say “no”

• Yes . . . . I’m a little skeptical . . . . but I can’t say “no”

• If true . . . . then one had better be intensely//incredibly active

• Never never passive or index . . . . . which would prevent the slightest hope of success

• My suspicion . . . and where I come from . . . if you want more of one, then you’ll have less 
of the other
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Our industry’s approach to ESG
The good, the bad, and the ugly
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Wall Street Journal article on the truth about ESG
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Wall Street Journal 2nd article on the truth about ESG
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Practical ESG issues

• Greenwashing

• Quality and relevance of the data . . . stocks versus bonds versus other

• ESG . . . . only exists within the context of a specific set of very personal 
values (person specific)

• Story versus substance

• The ultimate craven despicable story-telling

• Classically . . . crap product

• BUT . . . there are genuine well-aimed efforts
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I’m so seriously pissed off

• Hypothetical story

• Large and growing roster of clients are demanding ESG . . . reinforced by political dynamics 
and societal trends

• Sales and reputational opportunity is identified . . . by the investment manager

• Build a new set of ETFs
• Claiming ESG

• Promote the proposition that ESG is an inherently rewarded non-diversifiable risk (a Beta)

• Increase the expense ratio of these new ETFs by 500% to 600% to 700%

• Stick these new ultra-high-fee ETFs inside their model portfolios that they sell/deliver to advisors and financial planners

• And . . these new “ESG” ETFs aren’t really any different from their non-ESG ETFs

• If such an organization exists . . . there’s only one word to describe them . . . “Dirty”
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Julex offers a marvelous ESG 
offering
I use it with some of my clients
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Julex offers a marvelous ESG 
offering
I use it with some of my clients This is a concentrated portfolio

The version I use is 
• 25 stocks
• Equal-weighted
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YCharts report for the Julex ESG offering  - Disclosure from YCharts
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What I’m doing with my own clients . . . who are ESG involved

• I have a small set of clients

• An even smaller slice . . . expects ESG sensitivity

• I’m unusually forthright with them about
• The industry’s misleading story-telling

• How difficult it is to measure

• It’s even more difficult to execute

• They and I need to engage on . . . what’s important to them . . . how do they define ESG

• That I will present honest viable opportunities . . . as they arise, but they are few and far between
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Sensible, practical advisor approaches, responses

• A label
• Use one or more of the ESG models being offered by segments of the industry

• Don’t expect it to work . . . . other than the label, and being ultra-easy to use

• Custom build
• This is seriously time consuming

• It tailors the solution (which you have to build) to how your client defines (and evolves) their own 
personal definition of ESG

• Honest forthright industry products
• Julex ESG

• Others . . . real estate, private debt, electrification, energy-storage . . . all limited partnerships
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Attractive, ESG 

solutions do exist. 

But they’re rare. 

It’s critical to draw 

a distinction 

between “doing 

good” and 

“outperformance”



For internal use only, do not share with clients or prospects

Attractive, ESG 

solutions do exist. 

But they’re rare. 

It’s critical to draw 

a distinction 

between “doing 

good” and 

“outperformance”

It’s not easy.  You’ve 

got to ask and 

adequately answer 

“Why does it exist?” 

and “Why does it 

work?” Very few 

can afford the 

required calorie 

burn



For internal use only, do not share with clients or prospects

Attractive, ESG 

solutions do exist. 

But they’re rare. 

It’s critical to draw 

a distinction 

between “doing 

good” and 

“outperformance”

It’s not easy.  You’ve 

got to ask and 

adequately answer 

“Why does it exist?” 

and “Why does it 

work?” Very few 

can afford the 

required calorie 

burn

A record level of 

bad product is 

appearing. This will 

undermine ESG’s 

reputation . . . and 

its appropriate 

application
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For more information contact

Jeff Megar, CFA

Email  jeff.megar@julexcapital.com

Office  781-772-1378

Liam Flaherty

Email  liam.flaherty@julexcapital.com

Office  781-489-5398
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For a 20-year investment, should I use an 
all-stock portfolio . . . or TAA                
Friday

March 24th

11:00 a.m. EASTERN
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Important Disclosures

All data and statistics were provided by Global Financial Data, Inc. and NDR, Inc.  (unless otherwise indicated in the exhibit)

This information in this presentation is for the purpose of information exchange. This is not a solicitation or offer to buy or sell any security. You must do your own due 
diligence and consult a professional investment advisor before making any investment decisions. The use of a proprietary technique, model or algorithm does not 
guarantee any specific or profitable results. Past performance is not indicative of future returns. The performance data presented are gross returns, unless otherwise 
noted. 

The risk of loss in trading securities can be substantial. You should therefore carefully consider whether such trading is suitable for you in light of your financial condition. 
All information posted is believed to come from reliable sources. We do not warrant the accuracy or completeness of information made available and therefore will not be 
liable for any losses incurred.

Some part of the investment performance shown is HYPOTHETICAL. It is based on the back tests of historical data. Hypothetical performance results have many inherent 
limitations, some of which are described below. No representation is being made that any account will or is likely to achieve profits or losses similar to those shown. In 
fact, there are frequently sharp differences between hypothetical performance results and the actual results subsequently achieved by any particular trading program.

One of the limitations of hypothetical performance results is that they are generally prepared with the benefit of hindsight. In addition, hypothetical trading does not 
involve financial risk, and no hypothetical trading record can completely account for the impact of financial risk in actual trading. For example, the ability to withstand 
losses or adhere to a particular trading program in spite of trading losses are material points which can also adversely affect actual trading results. There are numerous 
other factors related to the markets in general or to the implementation of any specific trading program which cannot be fully accounted for in the presentation of 
hypothetical performance results and all of which can adversely affect actual trading results.

The composition of a benchmark index may not reflect the manner in which a Julex portfolio is constructed in relation to expected or achieved returns, investment 
holdings, portfolio guidelines, restrictions, sectors, correlations, concentrations, volatility, or tracking error targets, all of which are subject to change over time.

No representation or warranty is made to the reasonableness of the assumptions made or that all assumptions used to construct the performance provided have been 
stated or fully considered.
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