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The Continually Evolving 
Role of ESG in Retirement 
Plan Investments
by Frank Szymanek | PlanPilot and Tom Loftus | PlanPilot

Guidance from the Department 
of Labor (DOL) on the use of 
environmental, social and gov-

ernance (ESG) factors within invest-
ment solutions offered in retirement 
plans has shifted in emphasis over the 
last 25 years under the leadership of 
various presidential administrations. 
The potential for further evolution 
given the change in administration and 
DOL leadership this year sheds uncer-
tainty on the future role that ESG can 
play in the investment options for a re-
tirement plan. 

At the same time, ESG concepts are 
becoming more fully integrated into 
the management processes of invest-
ment solutions. These factors provide 
both return and risk management 
benefits above and beyond their social 
impact aspects. The result is that ESG 
funds are becoming less distinguish-
able from any other investment option 

regardless of their identification as an 
ESG fund. This makes efforts to seg-
regate and treat them differently from 
other investments challenging.

One aspect DOL remains more fo-
cused on is the role ESG plays in target-
date funds (TDFs). These are usually 
offered as the default option in retire-

ment plans when a participant does not 
make individual investment selections. 
In these funds, though, the participant 
is unable to select the underlying in-
vestments. 

Retirement plan fiduciaries, usu-
ally supported by their investment 
consultant, need to be aware of the 

A T  A  G L A N C E

• Federal regulatory guidance on the use of environmental, social and governance (ESG) 
factors within investments offered in retirement plans has shifted over the last 25 
years under the leadership of different presidential administrations, and there is po
tential for more change with a new president in office.

• It is becoming increasingly difficult to regulate the use of ESG factors in retirement 
plan investments as these factors have become integrated into the management pro
cesses of investment solutions by the asset management industry.

• The Department of Labor (DOL) has increased its scrutiny on the role that ESG invest
ments play in targetdate funds (TDFs) offered to retirement plan participants. 

• Retirement plan fiduciaries should be thoughtful about the presence of ESG factors in 
investment options in order to satisfy DOL, provide the return and risk benefits needed 
for plan participants, and meet their fiduciary standards of care.
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role and presence of ESG factors in their plan’s investment 
options to:

• Satisfy DOL standards 
• Provide the return and risk benefits needed for plan 

participants to prepare for their retirement 
• Do so while meeting their institutional fiduciary stan-

dards of care. 
This article reviews DOL’s evolving thinking and emphasizes 

the current and anticipated future state of its guidance. It dis-
cusses the current integration of ESG factors as an integrated 
best practice for the management of funds and considers the 
current and anticipated future role ESG plays in TDF options.

This information should help plan sponsors understand 
the role and presence of ESG to assist them in meeting their 
fiduciary responsibilities.

Brief History of DOL Guidance on ESG
DOL has maintained a consistent focus that plan fiduciaries 

need to evaluate the economic or pecuniary factors of invest-
ment options in their retirement plans. These factors primarily 
include returns, risk management and fees. However, the DOL 
view on noneconomic or nonpecuniary factors, traditionally 
believed to include ESG, has evolved over time. 

ERISA
It is useful to begin with what the Employee Retirement 

Income Security Act (ERISA)1 established as standards of 
care for oversight of private retirement plans. This includes 
the prudent person standard of care, which provides a fidu-
ciary shall perform its responsibilities:

1. Solely in the interest of the participants and beneficia-
ries, for the exclusive purpose of providing benefits to 
them and defraying the reasonable expenses of admin-
istering the plan

2. With the care, skill, prudence and diligence under the 
circumstances then prevailing that a prudent person 
acting in a like capacity and familiar with such matters 
would use in the conduct of an enterprise of a like 
character and with like aims, and

3. By diversifying the investments of the plan so as to 
minimize the risk of large losses, unless under the cir-
cumstances it is clearly prudent not to do so.

The interpretation of these standards has been the subject 
of various DOL pronouncements as described further.

1994
DOL issued its first substantive discussion of ESG consid-

erations in 19942 under the Clinton administration, which 
took a more constructive view of the topic. This introduced 
plan fiduciaries to the concept of economically targeted in-
vestments (ETIs)—that is, investments selected for the eco-
nomic benefits they create in addition to their investment 
return and risk impacts. 

DOL interpreted the prudence standards of ERISA as being 
satisfied when the fiduciary gives appropriate consideration to 
the investment option in terms of its risk and return charac-
teristics, diversification and liquidity. This focus has remained 
throughout the department’s later pronouncements. 

In addition, DOL acknowledged that ETIs could be se-
lected for the collateral economic benefit they create. The de-
partment stated that ETIs are not inherently incompatible 
with ERISA and that nothing in ERISA precludes fiduciaries 
from considering them in constructing plan portfolios.

It also introduced what is commonly referred to as the “all 
things being equal test,” which observed that the collateral 
economic benefits of an ETI could be used as a "tiebreaker" 
where return and risk characteristics of alternative invest-
ments are otherwise comparable.

2008
During the Bush administration in 2008, DOL walked 

back some of this earlier view3 and rescinded the 1994 guid-
ance. The department noted that ERISA fiduciary standards 
do not permit fiduciaries to select investments based on fac-
tors outside the economic interests of the plan until they 
have concluded—based on economic factors alone—that 
alternative options are equal. 

DOL expressed concern that the previous rule would 
allow fiduciaries to act on the basis of factors outside the 
economic interests of the plan, where reliance on those non-
economic factors might compromise or subordinate the in-
terests of plan participants and their beneficiaries. 

DOL went on to state its belief that fiduciaries who rely on 
factors outside the economic interests of the plan in making 
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investment choices will rarely be able to 
demonstrate compliance with ERISA 
except in very limited circumstances 
and only with a written record demon-
strating that the economic evaluation 
has been made.

2015
DOL shifted gears once again in 

2015 during the Obama administra-
tion,4 rescinding the 2008 interpreta-
tion and reinstating and expanding 
upon the 1994 guidance. It once again 
noted that plan fiduciaries should pri-
marily consider factors that influence 
return and risk characteristics. It went 
on to state, though, that ESG factors 
may have a direct relationship to the 
economic value of the plan’s invest-
ment. In these instances, DOL said 
these issues are not merely collateral 
economic benefits or tiebreakers, but 
rather are proper components of the 
fiduciary’s primary analysis of the eco-
nomic merits of competing investment 
choices.

DOL also observed that consider-
ation of ESG criteria does not require 
additional documentation or evalua-
tion beyond that required by the fidu-
ciary standards applicable generally 
and that fiduciaries responsible for in-
vesting plan assets should maintain re-
cords sufficient to demonstrate compli-
ance with ERISA fiduciary standards.

2018
This more open view began to be 

limited under the Trump administra-
tion through guidance issued to its field 
staff in 2018.5 The guidance reiterated 
that ERISA fiduciaries must always put 

the economic interests of the plan first 
in providing retirement benefits. 

DOL observed that plan fiduciaries 
must not be too quick to treat ESG fac-
tors as economically relevant to the 
particular investment choices when 
making a decision. The department 
noted that an investment that promotes 
ESG factors might be a prudent choice 
only under limited circumstances.

DOL also expanded the analysis to 
include the target-date option offered 
under the plan. It noted that nothing in 
the regulation suggests that fiduciaries 
should choose TDFs based on collat-
eral policy goals. The decision to favor 
the fiduciary’s own policy preferences 
in selecting an ESG-themed invest-
ment option for use as a plan’s default 
option would raise questions about the 
fiduciary’s compliance with the ERISA 
duty of loyalty.

2020
DOL issued its final rule6 on the use 

of ESG investment solutions in retire-
ment plans in 2020, which rescinded 
the 2015 and 2018 guidance. The final 
rule was issued after a public comment 
period on its initial proposed rule that 
elicited over 8,000 public comments.

DOL again expressed its concern 
that the growing emphasis on ESG in-
vesting may prompt ERISA plan fidu-
ciaries to make investment decisions 
for social purposes distinct from pro-
viding economic benefits to partici-
pants and beneficiaries. 

The final rule, though, dropped the 
specific references to ESG and specifi-
cally acknowledged that there are in-
stances where one or more ESG factors 

may present an economic opportunity 
or risk mitigation that fiduciaries could 
appropriately treat as material econom-
ic considerations. It also noted that ESG 
factors are not necessarily synonymous 
with being nonpecuniary.

Thus, while reiterating its long-term 
focus on the return and risk consider-
ations of all investment choices, DOL 
also acknowledged that nonpecuniary 
factors may be considered in selecting 
an investment lineup for participant 
election, that ESG considerations are 
not by definition synonymous with be-
ing nonpecuniary, and that they may 
be integral to a company’s management 
and to the risk and return merits of an 
investment (outside of target-date op-
tions, which are discussed below).

2021
There is potential for further evolu-

tion in DOL’s views of this topic given 
the change in administration and DOL 
leadership in 2021. This brings uncer-
tainty to the role ESG can play in the 
investment options for a retirement 
plan and meeting fiduciary prudence 
standards in the future. Given Biden’s 
role in the former Obama administra-
tion, it is reasonable to assume a return 
to the more constructive view of ESG. 

In March, DOL announced that un-
til the publication of further guidance, 
it would not enforce the recently pub-
lished final rule or pursue enforcement 
actions against plan fiduciaries based 
on a failure to comply with them with 
respect to an investment, including a 
qualified default investment alterna-
tive or investment course of action.7 
In the announcement, DOL said it 

benefits postelection



third quarter 2021 benefits quarterly 23

has “heard from stakeholders that the 
rules, and investor confusion about 
them, have already had a chilling effect 
on appropriate integration of ESG fac-
tors in investment decisions, including 
in circumstances that the rules may in 
fact allow. Accordingly, the department 
intends to revisit the rules.”

The change in administration could 
result in a change in the most recent fi-
nal rule or an even more direct statement 
that ESG factors are pecuniary in nature.

In any event, as DOL acknowledged 
in its final rule, ESG is becoming an in-
tegral part of the investment manage-
ment process of many fund managers. 
As discussed in the next section, ESG is 
also increasingly becoming an integral 
part of the asset management process, 
so treating these funds differently may 
no longer be necessary.

Integration of ESG Into Portfolio 
Management 

While DOL continues to wrestle with 
this topic, ESG concepts are becoming 
more fully integrated into the manage-
ment processes of investment solutions 
by the asset management industry. Many 
view these factors as providing both 
return and risk management benefits 
above and beyond their social impact 
aspects. The result is that ESG funds are 
becoming less distinguishable from any 
other investment option. This makes 
satisfying DOL’s on-and-off attempts to 
treat them differently challenging. 

Historical Development—
Screening

The predecessor to today’s ESG 
concepts is that of socially responsible 

investing (SRI). SRI usually involves 
exclusionary screens, often involving 
subjects like tobacco, alcohol, weapons 
and health care issues. SRI is typically 
rooted in mission-based institutions, 
often of a religious nature. These fac-
tors fall into DOL’s definition of non-
pecuniary because they advance social 
policy goals that in and of themselves 
may not have return and/or risk impact 
on the investments.

SRI evolved to what is described 
as ESG today to focus more on inclu-
sionary screens on topics of investing 
in green initiatives, promoting social 
good such as diversity and inclusion, 
and maintaining effective corporate 
governance. Many would submit and, 
DOL in its final rule discusses, that 
ESG is becoming integrated into good 
corporate management with the poten-
tial for meaningful return and/or risk 
impact on the company and its inves-
tors.

Many investment products identify 
themselves as using ESG factors either 
in their name and/or in their prospec-
tus discussion of their investment pro-
cess. These products typically incorpo-
rate ESG criteria explicitly throughout 
the entirety of their investment process. 

As an example, San Francisco–based 
boutique manager Parnassus Invest-
ments incorporates ESG criteria and 
principles into all its fund offerings, 
and it has done so since its founding in 
1984. Though its funds do apply pre-
liminary exclusionary screens to the in-
vestible universe, Parnassus integrates 
positive ESG analysis into the security 
selection process that is far more exten-
sive and involved. 

Present—Integration Into 
Investment Process

ESG is evolving rapidly to become 
part and parcel of the management 
processes of investment solutions by 
many firms in the asset management 
industry. Many managers hold the view 
that what is good as an ESG factor for 
social policy reasons may also be good 
for business and, in turn, its investors. 
This often takes place without the ESG 
factors being called out either in the 
name of the investment fund and/or 
identified as a key investment strategy 
in its prospectus.

Morningstar’s Sustainable U.S. Land-
scape Report for 2019 (issued in Febru-
ary 2020) thoroughly investigated this 
notion of increased inclusion of ESG in 
the investment processes of managers, 
and its findings match the claim. By first 
reviewing fund prospectuses and then 
gaining additional insight from fund 
reports, websites, pitchbooks and meet-
ings with managers, the report identi-
fied funds fitting into a category of ESG 
integration that it labeled as “ESG Con-
siderations.” Funds falling into this cat-
egory were defined as those considering 
ESG information as relevant to a more 
complete investment analysis while not 
considering ESG as central to the invest-
ment process. The report identified 564 
distinct funds in this category, a sixfold 
increase from the 81 identified in Morn-
ingstar’s 2018 report.

In the second half of 2020, fixed in-
come manager PIMCO launched its ESG 
Income fund, an ESG-focused iteration 
of its massively popular income strategy. 
This marked the most recent addition to 
a small but growing suite of ESG-focused 
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funds for the bond behemoth, but it is far from an early step the 
firm has taken to bring ESG into the investing picture. Aside 
from its ESG-dedicated strategies, PIMCO is already incorpo-
rating material ESG factors into its investment research for all 
funds (including its non-ESG-labeled income fund) and has 
been for some time; it is a key pillar of the firm’s credit analysis 
process. From the perspective of PIMCO, ESG factors are ma-
terial inputs into understanding markets and companies, and 
their inclusion in the investment research process is intended to 
help enhance risk-adjusted returns for investors. 

An important point to be taken from the above example is 
that many asset managers (including Parnassus and PIMCO) 
integrate ESG factors into their processes, viewing them as a 
part of the total information available to construct the most 
holistic view of a company or security possible. In this con-
text, ESG is one of many factors considered in the investment 
process, rather than the primary consideration for an invest-
ment decision. ESG risks are undoubtedly receiving more at-
tention inside and outside of the asset management industry, 
and it is reasonable to expect this trend to continue.

ESG in Target-Date Funds 
One aspect DOL remains more critically focused on is the 

role ESG plays in TDFs. These are usually offered as a plan’s 
default investment option. Participants who do not make 
individual investment selections are defaulted into a target-
date option appropriate to their anticipated retirement age 
and date. Those participants are unable to select the under-
lying investments within the target-date option chosen for 
them, which increases the scrutiny from DOL and the re-
quired analysis by the plan’s fiduciaries. 

The DOL final rule, subject to potential revision as noted 
above, requires an identification and potential disinvestment 
of ESG solutions in TDFs by April 30, 2022. Given the time 
needed to analyze and potentially change these options, as 
well as to provide the appropriate participant communica-
tions, now is the time to review this further and make the 
needed plans to accommodate.

Present Use of ESG in TDFs 
Like ESG strategies, the prominence of TDFs has in-

creased significantly in recent history, both in terms of the 

number of target-date solutions offered and the sophistica-
tion of those offerings. Few target-date solutions today are 
explicitly ESG-focused at the series level. Natixis Investment 
Managers’ Sustainable Future Funds series (created in 2017) 
was the sole ESG TDF family available as an off-the-shelf 
fund solution until BlackRock launched its LifePath ESG 
Index series in August 2020. Counting only ESG-focused 
series, however, vastly understates the presence of ESG in 
target-date portfolios.

Future Use of ESG in TDFs 
Under the DOL final rule, fiduciaries are prohibited from 

continuing with or adding any investment fund or model 
portfolio if the TDF’s investment objectives or its principal 
investment strategies include the use of one or more non- 
pecuniary factors. The language of the final rule does not nec-
essarily preclude the use of investments that more implicitly 
incorporate ESG into their investment processes, however. 
As noted above, there are hundreds of existing funds that use 
ESG as a risk management tool while not emphasizing it as 
a key objective, and that number is only growing. From this 
perspective, ESG presence in and impact on TDFs is already 
pervasive, and the DOL final rule will have little effect on the 
current dynamic.

To illustrate this point, one can apply the Morningstar 
sustainability rating to the TDF universe. To assign a fund 
sustainability rating, Morningstar first collects individual 
company ESG risk scores from Sustainalytics, an ESG re-
search provider. It then rolls up these scores on an asset-
weighted basis to assign an overall portfolio ESG rating. As a 
holding-level assessment, sustainability ratings are indiffer-
ent to whether or not a fund is labeled as ESG.  

Applied to TDFs, roughly 20 distinct series currently 
maintain a sustainability rating of “above average” or “high.” 
JPMorgan’s SmartRetirement series, one of the industry’s 
largest, maintains the same “high” rating as the Natixis Sus-
tainable Future Funds. While sustainability ratings are a 
helpful indicator of how ESG considerations are already in-
fluencing TDF portfolios, the ratings do not capture the full 
scope of TDF managers that are indirectly applying ESG to 
their series, regardless of whether that application has an ob-
servable impact on the overall portfolio.
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So while it may be more challenging to continue offering 
TDF families explicitly identified as ESG funds, the presence 
of ESG in the investment process of so many managers results 
in a pervasive presence of ESG in these offerings. As ESG likely 
becomes identified as a pecuniary factor more clearly and is 
more deeply embedded in asset management, DOL’s wrestling 
with this topic may simply no longer be feasible.

Conclusion
DOL continues to wrestle with its guidance on the topic of 

ESG factors within investment solutions offered in retirement 
plans and is likely to do so under the current presidential ad-
ministration. The reality is, though, that the investment indus-
try is moving faster to incorporate these factors, making them 
virtually indistinguishable from any alternative option. 

As demonstrated here, ESG concepts are becoming more 
fully integrated into the management processes of invest-
ment solutions, thus making it difficult to regulate them 
differently. Many asset managers recognize that ESG fac-
tors may provide both return and risk management benefits 
above and beyond their social policy impact aspects. 

To be certain, one aspect that still merits careful attention 
for plan fiduciaries is DOL’s focus on the presence of ESG in 
TDFs. ESG exposure implicitly built into the asset manage-
ment process may still thrive even in TDFs.

Retirement plan fiduciaries, typically with the guidance of 
their investment consultant, need to be thoughtful about the 
presence of ESG factors in their retirement plan investment 
options in order to satisfy DOL and provide the return and 
risk benefits needed for plan participants to prepare for their 

retirement, while meeting their fiduciary standards of care. 
Therefore, it is important for plan fiduciaries and their advi-
sors to conduct solid due diligence on this topic. 

Endnotes
 1. Employee Retirement Income Security Act of 1974 (ERISA).
 2. Interpretive Bulletin 94-1; 94 Federal Register 15162.
 3. Interpretive Bulletin 08-1; 73 Federal Register 61734.
 4. Interpretive Bulletin 15-1; 80 Federal Register 65135.
 5. Field Assistance Bulletin 18-1.
 6. 85 Federal Register 72846.
 7. Ibid.
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