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ESG – Environmental, Social, and Governance:
These are the three central pillars utilized by investors on
measuring the social and sustainability (non-financial)
factors of entities in which they invest. Investors who focus
on ESG incorporate these social and sustainability factors,
along with financial factors, to assess risk and performance.
Until recently, ESG has been implemented mainly by
investors, but recently has moved more into the main stream
with attention both at the state and federal level.
On September 20, 2019, the U.S. House Financial
Services Committee passed H.R. 4329, the ESG Disclosure
Simplification Act of 2019. The bill addresses environmental,
social and governance (ESG) disclosures and would require
issuers to describe the link between ESG metrics and long
term strategy, in which ESG metrics would be included in
disclosures. The bill does not seem to have momentum to
become law under the current administration, but is being
addressed at the state level. While the Federal government is
remaining on the sidelines, states are embracing and passing
ESG laws.
Rather than a single Federal approach like in Europe
and Japan, the U.S. approach is being determined at the state
and local level. The approach is expanding beyond Congress’
bill which pertains to issuers to include all institutions in
which pensions or political subdivisions are investing. The
individual approach leads to each state and locality having
individual requirements, creating an endless set of rules and
regulations. This approach is going to be more expensive
and less efficient to manage, but that is the direction at this
point.
California, amongst other states, has embraced ESG
into regulations into the investing of pension funds. Other
states include Connecticut, Illinois, New Jersey, New York,
Oregon and Washington; not to mention localities such as
Boston, Chicago, New York City and Seattle.
Illinois is among the leaders to sign into law the
Sustainable Investing Act, also known as HB 2460, which
became effective in January 2020. The biggest difference
from the others is that the new law requires all public or
government agencies involved in managing public funds to

“develop, publish, and implement sustainable investment
policies applicable to the management of all public funds
under its control.”
This is the point at which to question, how does it
pertain to my financial institution? Governmental entities
are now required to implement sustainable investment
policies in which anyone participating in the investment of
public funds (which includes financial institutions) will need
to address. Financial institutions, in addition to issuers, will
need to consider ESG criteria and be able to defend when
soliciting funds that fall under the ESG requirements.
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