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SOLUTION
We combined the investors’ desired 
factor exposures with their ESG 
criteria in a customized way.

CHALLENGE
An advisor’s clients were struggling  
to find investment options that met  
both their factor and ESG criteria. 

RESULTS
The resulting portfolios met the dual 
mandate, and the clients gained greater 
clarity on what’s actually in their portfolios.

INVESTOR CHALLENGE  
Combining Responsible Investing with Factor Investing 

Challenge

Given the popularity of—and market for—factor investing, it’s common for many advisors to combine 
it with other things their clients express interest in, such as responsible investing. However, for 
those clients who want to dovetail their environmental or social principles with factor exposure, 
advisors’ choices typically narrow to a few select funds with predetermined ESG criteria.  

In this instance two clients were invested in the same factor-based fund with a sustainability overlay. 
The fund’s ESG criteria either excluded or underweighted companies with “significant” amounts of 
carbon emissions. It also included some social considerations, such as tobacco revenue. 

For the first client, however, “significant” was too ambiguous—the client sought a more defined 
threshold. The second client wasn’t particularly interested in defining the emissions threshold and 
didn’t care to restrict companies with any sort of tobacco revenue. Moreover, the second client 
wanted the same factor-based exposure in international developed markets, whereas the current 
fund was strictly a US-based universe. The advisor was unsure what to recommend to these two 
clients but knew that the current fund was clearly unacceptable to both, albeit for different reasons.
 

Parametric solution

Leveraging our factor investing and responsible investing expertise, we put together a customized 
yet simple and straightforward approach the advisor could use for each client. The first client 
selected a similar factor-based exposure to the original fund and applied tobacco criteria. We then 
used our ESG data to find a suitable screen that satisfied the client’s need for a more specific 
carbon-emissions threshold. We explained the screen, the threshold, and the rationale behind the 
two to the advisor, who was able to give the client clarity and confidence in the resulting portfolio. 

We put together a 
customized yet simple 
approach the advisor 
could use for each client.

Advisors who want to 
combine factor investing 
with ESG criteria for their 
clients are often limited to 
a few select funds.



INVESTOR CHALLENGE INSTITUTIONAL

About

Parametric Portfolio Associates® LLC (“Parametric”), 
headquartered in Seattle, is registered as an investment 
advisor with the US Securities and Exchange Commission 
under the Investment Advisers Act of 1940. Parametric is a 
leading global asset management firm, providing investment 
strategies and customized exposure management directly to 
institutional investors and indirectly to individual investors 
through financial intermediaries. Parametric offers a variety 
of rules-based investment strategies, including alpha-seeking 
equity, fixed income, alternative, and options strategies. 
Parametric also offers implementation services, including 
customized equity, traditional overlay, and centralized 
portfolio management. Parametric is part of Morgan Stanley 
Investment Management, the asset management division of 
Morgan Stanley, and offers these capabilities through offices 
located in Seattle, Boston, Minneapolis, New York City, and 
Westport, Connecticut. 

Disclosures

This material is intended for investment professionals. It 
may not be forwarded or reproduced, in whole or in part, 
without the written consent of Parametric. Parametric and 
its affiliates are not responsible for its use by other parties.

This information is intended for informational purposes and 
details investment strategies and opportunities identified 
by Parametric. Opinions and estimates offered constitute 
our judgment and are subject to change without notice, as 
are statements of financial market trends, which are based 
on current market conditions. We believe the information 
provided here is reliable but do not warrant its accuracy 
or completeness. This material is not intended as an offer 
or solicitation for the purchase or sale of any financial 
instrument. The views and strategies described may not be 
suitable for all investors. Past performance is not indicative 
of future results. Investing entails risks, and there can be 
no assurance that Parametric will achieve profits or avoid 
incurring losses. Parametric does not provide legal, tax, or 
accounting advice or services. Clients should consult with 
their own tax or legal advisor prior to entering into any 
transaction or strategy described herein.

This information is derived from the experiences and 
observations of Parametric. No representation or warranty 
is made as to the reasonableness of the assumptions 
made or that all assumptions used in achieving the results 
have been stated or fully considered. No representation is 
made that any client account will, or is likely to, achieve a 
successful outcome similar to the one presented. Actual 
results will differ and may differ substantially from the 
example provided. Changes in assumptions may have a 
material impact on the example presented. 

The information may not reflect the impact that material 
economic and market factors might have had on Parametric’s 
decision-making.
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Parametric is located at 800 Fifth Avenue, Suite 2800, 
Seattle, WA 98104. For more information regarding 
Parametric and its investment strategies, or to request a 
copy of the firm’s Form ADV or a list of composites, contact 
us at 206 694 5500 (Seattle) or 612 870 8800 (Minneapolis) 
or visit parametricportfolio.com.
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We helped the advisor meet the second client’s goals by broadening the exposure to 
include all developed markets, not just US markets, using the same factors and the same 
carbon-emissions screen applied to the first client’s portfolio. However, in the second 
client’s case, we introduced no other criteria, helping the advisor satisfy the client’s desire 
to not restrict companies that derive any level of revenue from tobacco. 

Results

A single factor-based fund, despite its sustainability overlay, didn’t meet the investing 
needs for two clients with responsible investing goals. Both clients were better served by 
moving to a more flexible structure in which they could define sustainability in their own 
way. What’s more, the advisor gained a simple and scalable way to satisfy multiple clients’ 
objectives—even when each client wanted something different.

Parametric can provide clients with a wide range of responsible investing expertise across 
a host of themes—from faith-based to environmental and from social to governance. We 
welcome the opportunity to help advisors and their clients define what responsible investing 
means to them and integrate it into just about any exposures they seek.

The advisor gained a simple 
and scalable way to satisfy 
multiple clients’ objectives.

Find more insights and research 
at parametricportfolio.com.


