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Blind Reliance on ESG Data and Rankings -
The Seeds of the next Mis-selling Crisis?
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i ing o marketed to
investors as friendly’. 97 of
every 100 financial advisors in the

United Kingdom (UK) had declared

famous t profection insur- -
m‘emm the UK™

Unfortunately, the PPl scandal is notaniso-  */(ff

lated exception; it i just one of many finandal
product mis-selling scandals that we have

enced in the Unionand the UK over the last
few years. The concems raised by UK finandial advi-
soes are shared by their colleagues in the European
Unioex (ELT).

“The green investment funds which can
make you rich... and save the planet”
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est in ESG funds,” thexeﬁdaa:l)aﬁzw\oalm
tive in attempting to label funds as ESG friendly” to
gain a competitive advantage. The great problems
with ESG data are the vast quantity of it, the lack of

enforceable internationally agreed-upon standards

h a range of nitiatives are under-

~_ way in the EU® and the UK, among

\ others — and the lack of third-party
verification.
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Momingstar, and MSC1
are some of the Jeading providers
of ESG data and rankmbs and
they are all aware of the issue at
hand. All three are trying haxd to
address investor concems and
have staned embedding,

\ against mis-selling claims in

the future. Some will argue
v & that the 'hindsight bias” will
strike again; others will blame it

on the gy moeal ss in fi-
nancial services. But the fact remains, blind re-
liance on such ratings is a risky for asset

wealth managers, Institutional investors,
and platiorms.

Avoiding Greenwash and its Dangers

On April 15, 2020, we celebrated the tenth year an-
nivessary of Andrew Winston's article in Harvard
Business Review: Avoiding Greenmash and its Dan-
gers. The oft-cited ™ usumﬁaﬁdtoswnmmmm
pr'mgorzgm But tim'ezsahrgknskq"mymg

hﬁlhﬂ st quite true, or of overstating the
truth” still resonates with me.

Greenwashing is the name given to worries over
firms marketing ﬁmduds & more ESG friendly
than reality reveals

Within finandial services, ~makers and regula-
tors have awoken to this Eer The tone was given
by the FAQ released by the European Commssion

when it issued :tsrfqmlmﬁrm}gaﬁtanw&e
growth in May 20

Bropean Comomission’s on Financing Sus-
tainable Growth — Extract of the FAQ (May 2018):
“Asset maragers and instititional investars who clair to
pursue sustamability objectives would have to disclose how
their investments are aligned with those objectives, This
s grealer transparency fonoards end-investors, ensur-
ing compambiity betwemn products and discouriging
green-washing” or misleading  information.” (Seurce

To manage this risk strategically, asset managers,
wealth , institutional investoes, and plat-
forms must do more; they must do better!

In the UK, the Finandal Conduct Authority has de-
damdxismmhmmbvpumungm
firms it bedieves to be egreen.
mebpmhmmmnm&mnﬂalse

g the sustainability of their investments.

ucts in a

ims regand-

The FCA dedared that initial findings made it clear
that the ESG label has been applied toa wide range of
products, many of which showed no material diffes-
ence 1o those not considered ESG friendly.

The FCA said: «1oe ackmouiedge that assessing this is
complex. There can belzg:tmm:emxmﬁwd;,ﬂbmm
assessements of sustatmabulity of products, for example sec-
toral or differences, and it can be difficult to de-
Mnmﬁmmmdaﬁwndpmiudmaqmmg
sustairability goals.”

Another imy nt figure identifying the need for
some kind of regulatory mlequge\dsmgm
standards is Steven Majoor, Chair

Securities and Markets Authoeity (ESMA), who, in

mote address at the E Financial Forum
m blin said, “it is importan! that public authorities
step i and estabiish robust ESG standards and supervise
the relevant aclors and products to prevent the risk of

greeruashing.”
As noted above, in a sertous effort to combat the lack

of standards in ESG data verification, Momingstar,
ton e lologes oo ahematve dot

bve
sxxunenud\as&\mefmmeh:g\edaamﬂ\('o
datasets. Nonetheless, finandal institutions must do
better yet than blindly rely on ratings that they may
not fully undesstand.

Stanley, Merrill Lynch, Wells Fargo and UBS
havea]w:mxmsed&m Ehapmbmaoquue
uah!ydararebanimg canming social re-

In 209, M Sumle-,m\uledamltohelP
vestors i du:qnmbehmmaporﬂbln
setqaminsstml] responsible objectives. The tool
uses verified  data tohelp ensure the coerect
data where ESG mwestments are concerned.

Whatever happens next, it is clear that increasing con-
sumer demand for ESG investment vehicles, along
with increasing scrutiny over ESG practices, means
that finandial institutions need structures in place to
secure data quality.
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