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In the same way that some equity investors object to owning 
or profiting from companies deemed at odds with their moral 
compass, we have seen a number of bond investors who 
want to tie their capital to issuers that share their values. 

Bond investors must consider how to accomplish this 
alignment in a meaningful way. In this blog post, we focus on 
the shortfalls of passive bond index funds with regards to their 
inability to customize in ways that align with investor values.1

In short, since passive bond index funds track specified 
indices, fund investors will unavoidably hold the constituents 
of the tracked index, even when those issuers are out of 
line with their values. On top of this, passive investors can 
face a tough road in determining just how out of line with 
their values an index fund is. For example, the Bloomberg 
Barclays Aggregate Index, which many passive funds 
track, is composed of more than 12,500 as of May 31, 2022, 
complicating visibility into precisely how it is exposed—
directly or indirectly—to certain products, industries, 
locations or other criteria.2 For investors attentive to 
concepts like water conservation, diversity or workplace 
safety, the task of discerning exposure to poor performers in 
these areas could also present challenges, even with access 
to top-shelf tools and data. Given this lack of transparency, 
passive index fund investors could unwittingly experience a 
wide chasm between their values and their investments.
We note that some of the same values-based criteria of 
which investors are conscious, such as natural resource 
consumption and depletion, independent board member 
representation or other factors, can have credit impacts, 
beyond values concerns. For example, in 2010, BP’s oil spill 
in the Gulf of Mexico resulted in credit downgrades and 
billions of dollars in legal fines over several years. In 2015 
and early 2016, Energy bonds materially underperformed 
other industrials as the price of fossil fuels declined 
sharply, prompting credit rating downgrades and bond 
spread widening. Finally, poor governance policies and 
procedures among large U.S. banks contributed to weak 
underwriting standards prior to the financial crisis in 2008 
and 2009, which also led to credit downgrades. These 
events illustrate how material environmental, social 
and governance (ESG) factors, when poorly managed, 
can negatively impact corporate credit quality.

We continue to believe that the current market landscape 
calls for active bond management with in-depth, 
fundamental credit research. We remind investors that 
within fixed income indices, a bond issuer’s weighting is 
determined by the market value of its debt outstanding; 
that is, a company’s index weighting increases as its 
indebtedness grows (See: The Case for Active Management). 

With that in mind, index funds could lead investors into a 
difficult vise of unintentional or obligatory misalignment 
with certain values, and high exposure to companies with 
elevated debt. As we move through a period of elevated 
economic uncertainty and market volatility, issuers 
could experience deterioration of debt metrics with the 
potential for changes to the value of their bonds.

Active managers are not bound to index holdings and 
can invest thoughtfully and strategically without being 
overly tactical (See: When To Bench the Municipal Bond 
Benchmark and Taking the Measure of Bond Ladders). 
For investors interested in emphasizing certain values 
in their investments, a customized strategy may be 
appropriate, as it empowers the investor to choose which 
values to reflect in their portfolio and how strongly to 
consider those criteria. That said, not all customized 
strategies are alike. At Breckinridge, our ability to 
customize separate accounts is a core competence of 
the firm, and we have invested significantly in technology 
that allows us to construct and manage portfolios 
that hew to client directives such as values-based 
customizations, meaningfully and systematically.

Harnessing Choice in Fixed Income Investing

As Robert Monks wrote, “Passive index funds, algorithm 
trading, the incessant churn of financial markets 
around the world have all served to weaken the bonds 
of ownership and divorce shareholders from any 
compelling sense of responsibility for the corporations 
in which they have invested.”3 We know it’s not our job 
to define our clients’ values, but we do think investing 
should be done responsibly and thoughtfully. We look 
forward to continuing to provide opportunities for 
our clients to do so, and we invite further discussion 
on fixed income strategies for a changing world.
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FOOTNOTES:
1. There are differences between active and passive investing. Active portfolio management employs a professional portfolio manager, or team of managers, to decide 

which underlying investments to choose. Typically, the goal of an active manager is to achieve better total return performance as measured against an appropriate 
market index, or benchmark, based on its stated investment strategy by choosing investments believed to be top-performing selections. Passive portfolio management 
seeks to parallel the performance of a particular market or benchmark index as closely as possible. Benchmark indexes are unmanaged, and an investor cannot invest 
directly in an index. However, passive strategies are branded as passively managed rather than unmanaged because a portfolio manager oversees replicating the 
index. Some passive strategies invest in all of the securities included in a benchmark index, while others invest in only a sample of the securities included in a market 
index. There is no guarantee that either passive or active strategies will achieve their performance objectives. Active investing generally involves more risk than passive 
investing because active managers may take on greater market risk to outperform the index. Active strategies also tend to have higher management fees and operating 
costs than passive strategies. Investors should consider all the differences and risks before making any investment decisions.

2. Reshma Kapadia, “We’re All Gun Owners, and Here’s Why.” Barron’s. February 24, 2018. Eric Roston, “New York City, Albany Part Ways on Divesting Fossil-Fuel Stocks,” 
Bloomberg, February 27, 2018.

3. Robert A.G. Monks, Citizens DisUnited: Passive Investors, Drone CEOs and the Corporate Capture of the American Dream (Miniver Press, 2013).  
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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. 


