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Key TakeawaysAuthors

• ESG analysis in investing is gaining increased focus among 
politicians, regulators, and investment industry practitioners in 2022.

• Some politicians question its economic implications and more, 
while regulators work to increase disclosures.

• Meanwhile debate in the investment industry examines how 
ESG is applied, fees charged and its potential influences on risk 
management, returns, and corporate sustainability efforts.
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Investment regulators 
seek to strengthen ESG 
disclosures

Politics, economics 
shape advocacy

The role of environmental, social, and governance (ESG) analysis in investing is gaining 
increased focus across politics, regulations, and investments in 2022. Responding to 
detractors, practitioners are reasserting ESG research and investing fundamentals.

Comments in opposition to ESG in the political realm tend to center on concerns about 
states’ economic prospects, especially those that rely to greater degrees on activities 
related to fossil fuel energy or firearms industries for tax revenues and jobs.

For example, 19 state attorneys general (AGs) recently wrote to one asset manager 
that manages ESG-based strategies. “Based on the facts currently available to us,” the 
AGs state, the firm “appears to use the hard-earned money of our states’ citizens to 
circumvent the best possible return on investment, as well as their vote.” 

The AGs also initiated a probe into whether Morningstar Inc. violated consumer-
protection laws with its evaluations of companies’ ESG performance. In addition, 
AGs from 24 states, wrote to the Securities and Exchange Commission (SEC), 
calling a proposed climate-related disclosure rule “an ill-advised misadventure into 
environmental regulation.” (See “SEC Proposes Climate-Related Reporting Requirements.”)

A group of 15 state treasurers raised concerns about what they said was the Biden 
administration’s hostility toward the oil and gas industry. Certain states are refusing 
to do business with selected investment managers that favor ESG approaches, select 
ESG-oriented investment funds and other financial firms.

More than a dozen treasurers opposed a potential Department of Labor rule to allow 
retirement plans to consider risks from global warming in their investment strategy. In 
a blow to environmentalists, the U.S. Supreme Court ruled that Congress did not give 
the Environmental Protection Agency the statutory authority to impose a cap on power 
plants’ carbon dioxide emissions. Seventeen states joined the suit against the EPA.

In a letter to the editor of The Wall Street Journal (the Journal), Breckinridge President 
Peter Coffin said, “At bottom, ESG is not a product. ESG data is important non-financial 
information that can be extremely helpful in analyzing a security issuer’s future prospects.

“We believe in a systematic approach that integrates ESG analysis with fundamental 
research. If grounded in materiality and investment-relevance, the addition of ESG 
research can provide a more holistic view of potential long-term risks and costs, 
shifting the sightlines of investors a little further out on the horizon beyond short-term 
considerations.”

Regulatory scrutiny of ESG focuses more specifically on execution and investor information.

In 2022, SEC Regulators proposed two new rules that focused on greenwashing, which 
occurs when businesses or investment funds make misleading or unsubstantiated 
claims about environmental performance about products or activities.

Peter Coffin acknowledged the validity of greenwashing concerns in his letter to the 
Journal, saying “These practices are regrettable and speak to the need for greater 
scrutiny of ESG products they should do nothing to diminish the importance of 
considering ESG factors.”

SEC-proposed rule changes in May intended to address ESG claims of funds under the 
so-called Names Rule and enforce more standardization of disclosures.

https://www.breckinridge.com/insights/details/sec-proposes-climate-related-reporting-requirements/
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Under the pending Names Rule change, registered investment companies offering 
funds with names that suggest a focus on a particular type of investment must invest 
at least 80 percent of the value of their assets in those investments. 

The second proposal would increase disclosure, require additional disclosures of 
ESG strategies in prospectuses, reports, and brochures, implementing disclosure 
approaches for ESG funds intended to ease comparisons of fund for investors, and 
require environmentally focused funds to disclose the greenhouse gas (GHG) emissions 
associated with their investments.

Greenwashing is not the only target of SEC proposed rulemaking in 2022. In addition 
to its proposed rule on climate-related disclosures, SEC enforcement division lawyers 
asked some firms for proxy voting information, including whether they recall shares lent 
out before corporate elections. The initiative may relate to ESG funds voting proxies in a 
manner that is inconsistent with their mandates. Failure to recall loaned shares raises 
the prospect of fund shares being voted by short-sellers contrary to ESG interests.

Within the investment industry, despite widespread acceptance and adoption of ESG 
research, some still challenge the materiality of ESG factors while others question why, 
after a decade plus, ESG hasn’t made more progress away from the concerns that are 
common to ESG approaches and the concept of sustainability. Some critics focus on 
fees while others point to what they characterize as overstatements by asset managers 
who offer ESG-oriented investment strategies.

Lending perspective to the discussion, Chris Fidler, Senior Director, Global Industry 
Standards at the CFA Institute, said in a recent interview, “… there are many different 
types of investors. And there are many different types of products. We all need to allow 
for the fact that different people can take different approaches. And maybe we should 
do a little less judging and maligning of people who are taking different approaches. 
That might be healthy.”1 

Erika Karp, Executive Managing Director and Chief Impact Officer at Pathstone, 
adviser on $40 billion of assets for families, foundations, and endowments, offered 
the following perspective, “The term Environmental, Social and Governance (ESG) 
describes an analytical approach. This discipline is an integral and essential part of 
comprehensive and thorough investment research.”

For its part Breckinridge maintains the stance that it adopted more than a decade ago 
when it integrated ESG into its investment process. Driven by its investment research 
team, Breckinridge integrates material ESG issues to identify and assess long-term 
and idiosyncratic risks. 

The firm believes that a thoughtful and forward-looking assessment of risk would be 
incomplete without the inclusion of material ESG factors. It also believes ESG factors can 
provide useful insights into the character and caliber of an issuer’s of management team.

Breckinridge’s ESG integration methodology combines a quantitative assessment of 
ESG factors alongside a rigorous review of qualitative ESG considerations to derive a 
composite sustainability rating.

“In addition to financial data, we look at ESG metrics because it’s supplementary 
data that we believe to be material to varying degrees across issuers and sectors,” 
explained Breckinridge Co-Head of Research Nick Elfner. “ESG, like many things today, 
is being heavily politicized and that is likely to continue and perhaps intensify. We stay 
true to our messaging by focusing on materiality and its investment merit.”

Investment industry 
weighs in on ESG 
investing

Breckinridge’s ESG 
perspective remains 
consistent over the past 
decade plus

https://impactentrepreneur.com/no-such-thing-as-esg-investing/?mc_cid=ed6a5fc09c&mc_eid=2d4e5fdde6
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FOOTNOTES:
1.   “Q&A: CFA’s Chris Fidler on different types of greenwashing,” Investment News, August 5, 2022.

DISCLAIMER: This material provides general and/or educational information and should not be construed as a solicitation or offer of Breckinridge services or 
products or as legal, tax or investment advice. The content is current as of the time of writing or as designated within the material. All information, including 
the opinions and views of Breckinridge, is subject to change without notice. 
There is no assurance that any estimate, target, projection or forward-looking statement (collectively, “estimates”) included in this material will be accurate or 
prove to be profitable; actual results may differ substantially. Breckinridge estimates are based on Breckinridge’s research, analysis and assumptions. Other 
events that were not considered in formulating such projections could occur and may significantly affect the outcome, returns or performance.
Not all securities or issuers mentioned represent holdings in client portfolios. Some securities have been provided for illustrative purposes only and should not 
be construed as investment recommendations. Any illustrative engagement or ESG analysis examples are intended to demonstrate Breckinridge’s research 
and investment process. 
Past performance is not a guarantee of future results. Breckinridge makes no assurances, warranties or representations that any strategies described herein will 
meet their investment objectives or incur any profits. Any index results shown are for illustrative purposes and do not represent the performance of any specific 
investment. Indices are unmanaged and investors cannot directly invest in them. They do not reflect any management, custody, transaction or other expenses, 
and generally assume reinvestment of dividends, income and capital gains. Performance of indices may be more or less volatile than any investment strategy.
Performance results for Breckinridge’s investment strategies include the reinvestment of interest and any other earnings, but do not reflect any brokerage 
or trading costs a client would have paid. Results may not reflect the impact that any material market or economic factors would have had on the accounts 
during the time period. Due to differences in client restrictions, objectives, cash flows, and other such factors, individual client account performance may differ 
substantially from the performance presented.
All investments involve risk, including loss of principal. Diversification cannot assure a profit or protect against loss. Fixed income investments have varying 
degrees of credit risk, interest rate risk, default risk, and prepayment and extension risk. In general, bond prices rise when interest rates fall and vice versa. 
This effect is usually more pronounced for longer-term securities. Income from municipal bonds can be declared taxable because of unfavorable changes in 
tax laws, adverse interpretations by the IRS or state tax authorities, or noncompliant conduct of a bond issuer.
Breckinridge believes that the assessment of ESG risks, including those associated with climate change, can improve overall risk analysis. When integrating 
ESG analysis with traditional financial analysis, Breckinridge’s investment team will consider ESG factors but may conclude that other attributes outweigh the 
ESG considerations when making investment decisions. 
There is no guarantee that integrating ESG analysis will improve risk-adjusted returns, lower portfolio volatility over any specific time period, or outperform 
the broader market or other strategies that do not utilize ESG analysis when selecting investments. The consideration of ESG factors may limit investment 
opportunities available to a portfolio. In addition, ESG data often lacks standardization, consistency and transparency and for certain companies such data 
may not be available, complete or accurate.
Breckinridge’s ESG analysis is based on third party data and Breckinridge analysts’ internal analysis. Analysts will review a variety of sources such as 
corporate sustainability reports, data subscriptions, and research reports to obtain available metrics for internally developed ESG frameworks. Qualitative ESG 
information is obtained from corporate sustainability reports, engagement discussion with corporate management teams, among others. A high sustainability 
rating does not mean it will be included in a portfolio, nor does it mean that a bond will provide profits or avoid losses.
The effectiveness of any tax management strategy is largely dependent on each investor’s entire tax and investment profile, including investments made 
outside of Breckinridge’s advisory services. As such, there is a risk that the strategy used to reduce the tax liability of the investor is not the most effective for 
that investor. Breckinridge is not a tax advisor and does not provide personal tax advice. Investors should consult with their tax professionals regarding tax 
strategies and associated consequences.
Federal and local tax laws can change at any time. These changes can impact tax consequences for investors, who should consult with a tax professional 
before making any decisions.
Separate accounts may not be suitable for all investors.
The content may contain information taken from unaffiliated third-party sources. Breckinridge believes the data provided by unaffiliated third parties to be 
reliable but investors should conduct their own independent verification prior to use. Some economic and market conditions contained herein have been 
obtained from published sources and/or prepared by third parties, and in certain cases have not been updated through the date hereof. All information 
contained herein is subject to revision. Any third-party websites included in the content has been provided for reference only.
Certain third parties require us to include the following language when using their information:
BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg does not approve or endorse 
this material or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained 
therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith. 
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Commenting on the current public examination of ESG by regulators and practitioners, 
Breckinridge Co-Head of Research Adam Stern said, “Scrutiny is a justified and healthy 
development for the emerging ESG investment space. ESG investment products have 
proliferated at a rapid clip in recent years, and as with any fast-emerging financial 
product, a degree of skepticism is warranted from investors and regulators, alike.”

He added, when considering the politically and sometimes culturally charged tone of 
some commentary, “It would be a disservice to many if poorly conceived Wall Street 
financial products or ambitious politicians taint the reputation of ESG before more 
investors can benefit from it.”

https://www.investmentnews.com/qa-cfa-institute-chris-fidler-on-different-types-of-greenwashing-225022

