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The future of  f inance and investments leans toward sustainabi l i ty and social

responsibi l i ty.  ESG invest ing, or Environmental ,  Social ,  and Governance-

focused invest ing, a ims to faci l i tate the marr iage between corporat ions and

a more sustainable,  equitable world.  

Otherwise known as Responsible Invest ing, ESG assets under management

(AUM) made up one third of  the total  US-domici led AUM by the end of 2020,

and this measure is only growing. Ris ing in paral le l ,  cryptocurrencies were

the best performing asset c lass of  the last  decade  and are strongly al igned

with the ESG mission of sustainabi l i ty,  social-benef i t ,  and community

governance efforts.  

Through the decentral ized nature of  cryptocurrencies and blockchain

technology, the crypto ecosystem is taking cutt ing edge approaches to

sustainabi l i ty in order to achieve i ts mission of uni fy ing the global  economy

with universal ly sovereign f inancial  access. Together,  ESG strategies and

cryptocurrencies are equipped to bui ld a more sustainable and equitable

world.
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What is ESG? 

ESG invest ing is a pract ice that seeks to dr ive returns by backing ventures

with conscient ious environmental ,  social ,  and governance-focused

ini t iat ives.  In equity capita l  markets,  ESG cr i ter ia are used to evaluate the

broader ethical  impacts of  a company’s operat ions. Today’s investors are

sensit ive to ESG considerat ions because of growing publ ic awareness of

environmental ,  social ,  and governance-related issues or ig inat ing from both

pr ivate and publ ic ent i t ies.  Accordingly,  investment fund mandates

increasingly require ESG investment exposure.

ESG is not the only trending asset c lass,  however.  In a mere decade, crypto

assets have transit ioned from an exper imental  f r inge technology to a mult i-

t r i l l ion dol lar  market.   With an inherent ethos of decentral izat ion,

transparency, and fairness,  crypto’s mult id i rect ional  growth in appl icat ions

is creat ing new vectors toward achieving ESG goals.  

At Sarson Funds, we help br idge Wal l  Street with emergent blockchain

economies. We bel ieve we are uniquely s i tuated to offer  perspect ive into

the future of  crypto assets as they relate to environmental ,  social ,  and

governance considerat ions. In l ight of  our posit ion,  we have created the

fol lowing whitepaper in an effort  to share our analysis on the conf luence of

crypto assets and ESG-driven invest ing.

Environmental  Considerat ions

Since crypto assets are inherent ly digi ta l ,  their  environmental  impacts are

pr imari ly conf ined to two buckets:  energy consumption and energy mix.

Energy consumption refers to the absolute amount of  e lectr ic i ty expended

to maintain a given blockchain network.  Energy mix is more nuanced, as i t

refers to the blend of energy sources powering the network.

THE THREE TENETS OF ESG
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Social
Considerat ions

Social  cr i ter ia seek to measure

the extent to which a crypto

asset reduces asymmetr ic

fr ict ion between groups.

Underpinned by a core ethos of

decentral izat ion,  crypto asset

whitepapers often ci te the

empowerment of  an otherwise

disenfranchised group as part

of  their  value proposit ion.  For

example,  a popular narrat ive

for Bitcoin is i ts abi l i ty to

“bank the unbanked”—or,  to

provide f inancial  services to

those who are unprof i table

customers for t radit ional

f inancial  ent i t ies,  which dr ives

posit ive effects for

disadvantaged communit ies.  

Governance
Considerat ions

Blockchain-enabled governance use

cases have appl icat ions in both pr ivate

and publ ic ent i t ies.  In the pr ivate

sector,  ESG-investable crypto assets

may include enhancements to equity-

based decis ion making. Decentral ized

autonomous organizat ions (DAOs)

could enable equity ownership of

businesses to be ful ly represented

through governance tokens. With an

open-source codebase, governance

tokens can give holders vot ing r ights,

div idends, or other customizable r ights

with unparal le led transparency.

Further,  governance tokens can be

freely exchanged over the blockchain,

heightening l iquidi ty and democrat iz ing

access for investors.
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According to a survey   taken of 2,800 Chartered Financial  Analysts (CFAs),

the key dr ivers of  the r ise of  ESG invest ing are that ESG portfol ios help

manage f inancial  r isks,  upl i f t  reputat ion,  improve f inancial  returns,  c l ients

and investors demand them, and because of the f iduciary responsibi l i t ies of

investment managers.  

5

Risk Management
Companies that are ESG compl iant are bel ieved to be on the r ight s ide of

ant ic ipated future environmental ,  social ,  and governance corporate

regulat ion.  When companies lack sustainable pract ices,  are ignorant toward

their  social  impact,  and have sel f- interested execut ives,  they r isk

suscept ibi l i ty to regulat ion i f  governments move to enforce ESG standards,

potent ia l ly  harming the f inancial  standing, reputat ion,  and investment

viabi l i ty of  a company. 

Improve Financial  Returns
ESG standards are set by industry opinion leaders such as MSCI and the

Sustainabi l i ty Account ing Standards Board (SASB) who establ ish standards

for businesses worldwide through the lens of  sustainabi l i ty,  social-welfare,

and fair  corporate governance. When corporat ions work toward sustainable

pract ices,  posit ive employee exper iences, greater social  impact,  and

execut ive accountabi l i ty,  better work environments are created that may

lead to super ior f inancial  performance. 

Clients Demand ESG
In recent years,  the bir th of  onl ine stock marketplaces and smartphone

appl icat ions has made invest ing more accessible,  shi f t ing the age

demographics of  investors to include mi l lennials and younger generat ions,

not just  the ul t ra wealthy.  This shi f t  in age demographic has brought with i t

an added demand for environmental ly and social ly- minded investments.

Investors are demanding products with the future in mind, and for many, the

future of  invest ing leans towards ESG.

Fiduciary Duties
I t  is  the f iduciary duty of  an investment advisor to dr ive the highest returns
possible for their  investors.  As such, portfol io managers who bel ieve that
ESG exposure wi l l  produce long term returns to a portfol io treat i t  as their
f iduciary responsibi l i ty to provide exposure to ESG strategies.
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ESG invest ing and cryptocurrencies are two of the fastest growing sectors of

investments.  In the last  decade, ESG assets under management grew from

humble beginnings to about one third of  a l l  US assets under management,

whi le Bitcoin was the best performing asset in the 2010s, recording over

20,000,000%  return.  With the future of  f inance and invest ing leaning

towards sustainabi l i ty,  i t  is  a natural  progression for both ESG and

cryptocurrencies to converge as mult ipurpose investments,  consider ing

crypto’s deep relat ionship with energy use, social  impact,  and community

governance narrat ives.  

ESG Growth in the Last decade
In the 2010s, responsible investments rose from near i r re levance to a must-

have in the product suites of  investment managers.  Inspired by several

monumental  environmental  and societal  events over the last  decade, the

importance of br inging purpose and passion to invest ing has never rang

more wide and true.  Now more than ever,  values are a cr i t ical  considerat ion

for investors,  and investors are real iz ing the power that their  money can

have on corporate decis ion making to generate posit ive impacts.  Widespread

awareness is surfacing toward global  warming alongside racial ,  gender,  and

sexual  dispar i t ies,  and investors have been inspired to put their  money

where their  mouth is and turn their  investments into tools for f inancial

act iv ism.

The inf lux of  funds into ESG strategies over the last  decade has been

exponent ia l .  The r is ing popular i ty of  conscient ious invest ing has ignited ten-

fold growth over the last  f ive years,   ra is ing the net new capita l   a l located to

ESG products from roughly $5 bi l l ion in 2015 to $51.1 bi l l ion by the end of

2020. The new capita l  a l locat ion to ESG in 2020 was 25% of a l l  new capita l

invested in the year,  25-t imes the new capita l  a l located to ESG in 2014,

which was then only 1% of a l l  new capita l  investments.  

Alongside the growth in ESG capita l  inf low, the r is ing demand has been met

with a four-fold growth in the total  number of  ESG funds avai lable to

investors in the last  decade. With just 100 funds avai lable in 2010, 400 were

avai lable in 2020. This growth indicates that investment managers are

awakening not only to the changing demands of investors but a lso the

potent ia l  prof i ts of  ESG strategies.

7
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Heightened awareness, capita l  a l locat ion, and strategy expansion have each

contr ibuted to the exponent ia l  r ise of  total  sustainable funds under

management over the last  decade. Looking at inf low growth, total  new

annual  assets under management for ESG strategies rose  f rom around $30

bi l l ion in 2010 to near ly $250 bi l l ion in 2020, helping the industry achieve a

near $17.1 tr i l l ion total  AUM,   which amounted to one third of  the $51.4

tr i l l ion   total  U.S.-domici led AUM. ESG’s growth over the last  decade is

demanding attent ion from investors as the investment class of  the future.

9
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Source: Morningstar

Crypto Growth in the Last Decade
Bitcoin (and more broadly,  a l l  crypto assets)  is  the fastest growing asset

class of  the past decade.   So far  in 2021, the industry’s peak valuat ion

reached ~$2.465 tr i l l ion,  only 12 years s ince Bitcoin’s launch in ear ly 2009.

Dol lar-denominated dai ly crypto trading volumes are creeping their  way into

the bi l l ions,    opening immense revenue streams to exchanges l ike Coinbase.

According to on-chain analyt ics provided by blockchain data and intel l igence

provider Glassnode, act ive Bitcoin addresses cl imbed to 6,429,860 in 2017’s 
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market cycle top, and set a new al l  t ime high of 6,756,342 again in January

2021.   Act ive addresses can be used to evaluate network growth, as peak

act iv i ty tends to correspond with al l- t ime highs dr iven by retai l  inf lows:

Source: glassnode

Even as Bitcoin’s market cap cont inues to grow, i ts share of  the overal l

crypto market is general ly decl in ing.   Whi le Bitcoin’s network growth has

sol idi f ied the asset as the premium digi ta l  store of  value,  the 2015 advent of

decentral ized appl icat ion networks l ike Ethereum gave r ise to tokens with

increasingly specif ic and frequent ly speculat ive appl icat ions. Tokens for

these appl icat ions tend to attract the most r isk-tolerant capita l  in crypto.

Decentral ized appl icat ions on the Ethereum network exper ienced tremendous

price appreciat ion in summer 2020, coined the “DeFi Summer” after  years of

low-prof i le development fol lowing the 2017 ICO boom.   Short  for

Decentral ized Finance, “DeFi” refers to the category of  on-chain protocols

that offer  borrowing, lending, t rading, der ivat ives contracts,  and other

f inancial  products and services.  Total  value locked, or “TVL”,  is  an on-chain

metr ic that measures the amount of  capita l  held in smart  contracts,  which

“has been used as the de facto metr ic to show the growth of decentral ized

f inance”,  according to research hub Messar i .     DeFi  Pulse,  a DeFi  analyt ics

si te,  demonstrates this growth in the chart  below:
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Source: DeFi  Pulse 

The prol i ferat ion of  crypto tokens in 2021 cont inued not only through DeFi,

but in the emerging sectors of  non-fungible tokens (NFTs),  metaverses, and

gaming. NFTs offer  t ransparent,  digi ta l ly  ver i f iable ownership to be

represented on the blockchain.    Though tokenizat ion has vi r tual ly l imit less

appl icat ions by enabl ing asset f ract ional izat ion,   th is year’s surge in NFT

valuat ions has been dr iven by retai l  interest in NFT art ,  v ideo game i tems,

and metaverse real  estate.  Digi ta l  asset researcher The Block demonstrates

this sector’s explosive growth in the chart  below:

21
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With i ts histor ic t r ip le-digi t  Compound Annual  Growth Rate (CAGR),    Bitcoin

and i ts contemporar ies are seeing unprecedented demand from inst i tut ional

investors.  Spot trading & custody, pr ivate placement in passive funds,

publ ic ly t raded shares,  futures,  and act ively t raded funds are al l  channels for

Bitcoin exposure,  and inst i tut ional  demand for SEC-approved ETFs is

ongoing.   However,  as investment managers seek to offer  crypto exposure

to their  c l ients,  they must also remain compl iant with their  ESG mandates.  

Because Bitcoin is the oldest,  most popular,  and largest crypto token by

market cap, i t  is  usual ly the f i rst  blockchain token investors consider.

Bitcoin is a lso arguably the most f iercely debated. A May 2021 report  by

Galaxy Digi ta l  Mining est imated that the Bitcoin network’s annual  e lectr ic i ty

consumption is 113.89 TWh/yr.    In comparison, Norway produced a record

154.2 TWh in 2020   —a f igure Bitcoin cr i t ics often ci te to demonstrate the

network’s massive draw from the global  energy supply.  In real i ty,  there are

environmental ists on both s ides of the Bitcoin debate.  Bitcoin’s appet i te for

low-cost e lectr ic i ty makes certain renewable energy opportunit ies prof i table

through energy arbitrage.    Furthermore, Bitcoin mining’s energy mix may

improve as China loses i ts leading share of  global  hashrate    and miners

become increasingly cooperat ive in addressing ESG concerns through

ini t iat ives l ike the Bitcoin Mining Counci l .  

Beyond Bitcoin,  numerous token projects seek to disrupt industr ies through

ful f i l l ing ESG cr i ter ia.  Audius’s decentral ized music-shar ing and streaming

protocol  is  e l iminat ing gatekeepers and cost ly barr iers to entry for art ists,

level ing the playing f ie ld for art ists and offer ing new monet izat ion

opportunit ies for governance token holders.     Through oracle tokens l ike

Chainl ink,  hybr id smart  contracts enable new eff ic iencies in industr ies l ike

f inance, supply chain,  ident i f icat ion,  insurance, gaming, market ing, and

governance.    Arbol ’s hybr id smart  contracts offer  parametr ic insurance to

businesses facing weather r isk,  e l iminat ing r isks associated with insurance

claims through transparency.    Simi lar ly,  Hel ium Network’s blockchain

creates incent ives for indiv idual  investors to deploy wireless hardware,

scal ing IoT network infrastructure without need from incumbent networks l ike

Ver izon or AT&T.
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The Future of Sustainable Finance
Over the previous decade, the popular i ty of  ESG and cryptocurrencies have

been growing in paral le l .  However,  2021 represents the f i rst  year that ESG

considerat ions have been forefront in the cryptocurrency space. The

relat ionship between ESG invest ing considerat ions and cryptocurrencies is

dynamic and nuanced, with varying degrees of over lap across di f ferent

blockchains and decentral ized appl icat ions. Recent ly,  environmental

concerns surrounding cryptocurrencies have been met with widespread

cr i t ic ism, however,  crypto’s al ignment with ESG considerat ions is deeper

than energy usage might suggest.  

How Crypto intersects with ESG
While cryptocurrencies often demonstrate strong social  and governance

character ist ics,  weakness in the environmental  category has drawn recent

cr i t ic ism. The basis for th is argument is the total  energy use in proof-of-work

networks,  disregarding the energy mix and incent ive to seek renewable

sources. 

Bitcoin is the largest proof-of-work cryptocurrency network,  and has come

under f i re recent ly for i ts large energy usage. One might determine that

Bitcoin’s energy footpr int  is  direct ly opposed to ESG goals,  but th is dynamic

is more nuanced than i t  appears.  Whi le Bitcoin’s total  energy use is

enormous, few cr i t ics wi l l  analyze the energy mix.  I t  is  est imated that

Bitcoin’s energy mix is at  least 60%   f rom renewable sources. Further,  the

miner community that is consuming this energy is strongly incent iv ized to

reduce energy costs.  This dr ives miners to seek renewable sources, and

sources that are subsidized and otherwise wasted, such as through natural

gas f lar ing.

Relat ive to the banking industry,  which consumes 263.7 TWh/year,  Bitcoin’s

113.9 TWh/year is less than hal f  the consumption.    Investors who cannot

appreciate this wi l l  f ind comfort  in the use of novel  token instruments that

represent carbon credits as a portfol io construct ion tool .  Further,  proof-of-

stake and simi lar  non-proof-of-work models can provide exposure without

the concerns for energy usage. 
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Define exclusion cr i ter ia as proof-of-work,  ent i re ly excluding the universe

of blockchains that consume signi f icant amounts of  energy to effect

transact ions. 

Determine that energy use in proof-of-work systems is acceptable i f  the

energy is sourced from provably sustainable sources, and seek to buy

virgin cryptocurrencies from sustainable miners,  though typical ly at  a

premium

Subordinate the drawbacks of total  energy use to social  and governance

themes, opt ing to offset the carbon footpr int  of  energy- intensive

investments through the use of tokenized carbon credits

Scal ing and interoperabi l i ty investments seek to expand the reach of

blockchain networks,  improve their  usabi l i ty,  and broaden their

appl icabi l i ty.  The success typical ly depends on the potent ia l  shared

benef i ts to a number of  involved communit ies.

Cryptocurrencies al ign wel l  with social  and governance standards. Much of

the technology is developed to specif ical ly dis intermediate rent-seeking

middlemen, and provide unrestr icted global  access to software,  f inancial

services,  and other products.  This democrat ized access to goods and

services is a core tenet of  the social  port ion of  ESG.

The open-source nature of  blockchain software and the transparency of

governance processes support  strong adherence to ESG governance

standards. Most blockchain networks discuss governance issues publ ic ly

within their  communit ies,  a l lowing anyone to part ic ipate,  cr i t ique, and

propose new ideas. From an ESG perspect ive,  th is is far  super ior to the

closed-door governance approach of issuers in t radit ional  markets.

Constructing a Crypto ESG Portfol io
Construct ing an ESG portfol io in the cryptocurrency space is chal lenging

due to nuance across the three ESG categor ies.  

Under the environmental  category,  there are several  investment approaches: 

Social  ESG themes are a bi t  more di f f icul t  to def ine in the context of

cryptocurrencies.  Social  typical ly refers to the relat ionships between an

ent i ty and i ts community.  In cryptocurrency, social  aspects extend beyond

these relat ionships in our v iew, encompassing the fol lowing:
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Social  impact investments focus on dr iv ing current and potent ia l  posit ive

effects for people and communit ies,  typical ly by dis intermediat ing

restr ict ive central ized bodies.

Financial  inclusion is another social  theme in cryptocurrencies.  As

decentral ized f inance appl icat ions del iver f inancial  services on a

permissionless and immutable basis,  access to banking and f inancial

instruments can dr ive benef i ts for underbanked communit ies.

Cryptocurrencies have exceedingly transparent and fair  governance

processes, a l lowing users to vote on issues.

These issues are discussed publ ic ly on forums where anyone can

part ic ipate.

Novel  governance approaches, such as quadrat ic vot ing, further

democrat ize governance by reducing the inf luence of larger holders.

Governance in tradit ional  ESG investments typical ly refers to board

composit ion and transparent decis ion-making. In cryptocurrencies,

governance tokens al low communit ies to vote on decis ions.

FUTURE OPPORTUNITIES
Blockchain technology is model ing the future of  sustainable corporate

infrastructure.  Through blockchain,  indiv iduals and corporat ions worldwide

have an opportunity to opt imize their  processes with the trust less,  ef f ic ient,

and sustainable solut ions that blockchain provides. As the world tests out

the most elementary use cases for blockchain technology, f rom opt imiz ing

supply chains,  removing intermediar ies,  and cutt ing costs,  to br inging

universal  access to f inancial  instruments and entertaining more equitable

and fair  governance structures,  the best of  th is technology is yet to come.

As the future of  global  af fa i rs leans toward rel iance on blockchain

technology, the future of  ESG invest ing is heavi ly intertwined with the

progress that crypto wi l l  make to support  a more sustainable and equitable

future.  
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