Setting the Record Straight
Common Myths about Environmental, Social, and Governance (ESG) Reporting
Over the past few decades, investors have become increasingly concerned not only with the short term
profits of their investments, but also the long-term viability of the public companies in which they invest.
As a result, investor calls for corporate disclosures of a company’s environmental, social, and
governance (ESG) policies, practices, and impacts as a means to assess the long-term health,
profitability, and viability of companies have also increased. In response, public companies have begun
voluntarily disclosing ESG information, and U.S. allies and peer countries have begun to, or have already
enacted, mandatory reporting on ESG issues. The United States’ lack of action puts the country at risk of
falling behind the global curve in mandating the disclosure of ESG issues important to investor
assessment of long-term profitability. Common misconceptions about ESG reporting must be addressed
in order to push forth meaningful reporting requirements that respond to investor needs.
MYTH 1: Only socially responsible or impact investors care about ESG issues
Today, a wide array of investors are looking towards ESG factors as an integral part of their
decision-making processes. Worldwide, investors with $68.4 trillion of capital are committed to
incorporating ESG factors in their investing and voting decisions as part of the U.N. Principle for
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Responsible Investment (“PRI”). According to a recent Ernst & Young report, ESG factors are no longer a
niche consideration, with “investor interest in non-financial information span[ning] across all sectors,”
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and 61.5% of investors consider non-financial information relevant to their investments overall.
Accordingly, some ESG issues such as climate change or human rights are of increasing concern to
investors. For example, investors with $95 trillion in invested capital support the Carbon Disclosure
Project’s (“CDP”) annual survey of global companies regarding their greenhouse gas emissions and
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strategies for addressing climate change. In relation to human rights, an Ernst and Young report found
that 19.1% of investors would rule out an investment immediately and 63.2% would reconsider investing
4
if there were significant human rights risks associated with the investment.
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MYTH 2: ESG issues are not financially material
ESG information is critical to assessing the long-term investment success of a company, especially in
relation to assessing risks, and is therefore financially material. Numerous studies, including a June 2017
Bank of America Merrill Lynch study, found ESG factors to be “strong indicators of future volatility,
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earnings risk, price declines, and bankruptcies.” A 2014 review of empirical studies analyzing ESG data
and corporate financial performance found overwhelming links between sustainability and profit: 90% of
the analyzed studies showed that sound sustainability standards lowered firms’ cost of capital; 80% of
the studies showed that companies’ stock price performance is positively influenced by good
sustainability practices; and 88% of the studies showed that better ESG practices result in better
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operational performance. These reports and statistics, coupled with the support of investors with
trillions of dollars in assets under management, help to illustrate that ESG information is financially
material to a reasonable investor. Furthermore, information need not be financially material, to be
material to a reasonable investor.7 There is growing global consensus that ESG disclosures should be
seen from a “double materiality” perspective, as they provide both financially and
environmentally/socially material information to investors.8
MYTH 3: The SEC doesn’t have the mandate to require ESG disclosures
The SEC was granted broad authority by both the Securities Act and the Exchange Act to promulgate
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disclosure rules “as necessary or appropriate in the public interest or for the protection of investors.” As
discussed above, ESG disclosures are material to investors, and therefore fall under the SEC’s mandate
of investor protection. In addition, disclosure of ESG information is also in the public interest, as it
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“promote[s] efficiency, competition, and capital formation.” Mandatory ESG disclosures would
increase both informational efficiency, through the creation of consistent, comparable, and complete
ESG reporting, and allocative efficiency, as investors would have a better understanding of the long-term
profitability of their potential investments. These disclosures would also help U.S. markets keep their
competitive edge. Today, more than twenty countries have mandated public company disclosures of
certain ESG issues, and seven stock exchanges require social or environmental disclosures as a listing
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requirement. As global investors increasingly demand and expect these types of disclosures, the SEC
should also require the same in order to stay competitive. Such disclosures would increase investor
confidence in the long-term profitability of U.S. markets and encourage increased capital formation in
the form of new investments.
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MYTH 4: ESG disclosures would be too costly for reporting companies
The value of complete, comparable, and consistent ESG disclosures far outweighs any related costs.
Studies have shown that companies with strong disclosure practices have positive shareholder returns
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and better stock returns. Additionally, a majority of the largest companies are currently making
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voluntary sustainability disclosures, with 85% of S&P 500 companies producing such reports in 2017.
Costs associated with larger companies are usually higher given complex supply chains and global
operations. That a number of large companies are already disclosing ESG information voluntarily
reinforces the notion that the benefits of ESG reporting outweigh the associated costs and that the cost
of shifting from voluntary to mandatory reporting would be minimal.
MYTH 5: Voluntary ESG disclosures already provide investors what they need to know
While a range of reporting standards exist for voluntary disclosure of ESG information, the application
and consistency of these standards varies greatly. This variability makes it difficult for investors to
compare ESG data across companies or time, hindering the effectiveness of such disclosures for
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investment decision-making. Without a regulatory mandate, voluntary disclosures are often
incomplete, inconsistent, and not comparable. The SEC has recognized the value and importance of
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standardized disclosures for these same reasons. When reporting becomes mandatory, standards
necessarily become clearer, and the disclosed information more relevant and pertinent to investor
needs.

For more information, please contact Jana Morgan, Director of Campaigns and Advocacy, at Jana@icar.ngo.
The International Corporate Accountability Roundtable (ICAR) harnesses the collective power of progressive
organizations to push governments to create and enforce rules over corporations that promote human rights and
reduce inequality.
Visit www.icar.ngo to learn more.
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