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Abstract

:

Offering environmental, social, and governance (ESG) assessment and certification can invite organizations to adapt their activities to accommodate environmental, social, and governance concerns. Prior research points to shortcomings in accurately monitoring and assessing organizational sustainability performance. This contribution aims to highlight the role of ESG indicators as motivating organizations to prioritize sustainability goals. Theory and research elucidate that the definition of specific goals guides the degree of effort organizations invest, the priorities they set, and the persistence they display in pursuing targeted outcomes. The extent to which performance assessments of rating agencies specify and integrate ESG concerns thus impacts the likelihood that organizations will address each of these sustainability targets. The likely impact of ESG indicators was examined by consulting ratings, rankings, and indexes from 130 rating agencies included in the Reporting Exchange Platform. We identified and categorized 237 unique indicators in over 600 corporate ESG indicators. Results reveal that themes covered are less well specified in the governance domain than in the environmental and social domain. Further, different dimensions are emphasized depending on which stakeholder is addressed (investors, consumers, companies). Taken together, we conclude that this makes it more difficult for organizations to adopt a holistic approach to the achievement of sustainability goals.
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1. Introduction


There is general awareness among businesses that they are responsible for their impact on society. This is also reflected in the increasing priority that companies give to contributing to the United Nations Sustainable Development Goals (SDGs) [1]. Although the SDGs provide direction on the way forward and envision a clear universal package of objectives to strive for, at the same time extra effort is needed to achieve the set objectives. Integrating environmental, social, and governance (ESG) activities into the core business often proves a bridge too far [1,2].



Whether businesses succeed at putting their intentions into action seems difficult to evaluate (e.g., [3,4,5]). The ways in which organizations contribute to achieving the SDGs is inferred from organizational activities that allegedly express their engagement in corporate social responsibility (CSR). Practical efforts to assess the true commitment of businesses to the achievement of sustainability ambitions thus focus primarily on measuring outcomes related to an organization’s engagement in CSR—using so-called ESG criteria. Scientists and practitioners have questioned the added value of these measurements, as will be elaborated below. In particular, the abundance and complexity of indicators make it difficult to unambiguously evaluate the progress businesses make [3]. This stands in the way of consistent interpretation and comparability of these indicators as well as the organizational rankings and ratings resulting from them [3,4,5,6,7].



The abundance of criteria may thus reduce rather than enhance clarity for the outside world on how businesses are doing in terms of their sustainability efforts. In fact, they offer little insight [8] into what businesses actually do, or how corporate social responsibility is implemented in the organization. This makes it difficult to judge what makes an organization’s engagement in CSR successful, or how it can be improved. Consequently, despite all the measures and indicators available, it remains unclear to what extent CSR initiatives are integrated into business strategies, what organizational priorities might impede this, or how to make progress in achieving further integration.



Yet, such insight is indispensable because the extent to which an organization incorporates CSR in its core activities explains the diverging effects an organization’s CSR engagement can have on key outcomes such as employee engagement [9,10,11,12] and customer support [13,14]. The accumulation of uncertainties about an organization’s true engagement in CSR activities can also backfire [15,16]. Without any means to reliably evaluate whether stated CSR engagement reflect organizational reality, even legitimate efforts may seem strategic attempts at ‘image laundering’, also known as greenwashing [17,18].



The purpose of this contribution is to examine the likely impact of ESG indicators on organizational sustainability goals. This can reveal whether the nature and content of the ESG indicators currently used by rating agencies encourage organizations to adopt a holistic approach in their CSR activities—or work against this. We aim to consider the objectives specified by ESG indicators as organizational performance goals, building on insights from psychology into organizational behavior, specifically goal-setting theory [19]. Below, we first review prior research that highlights the limitations of ESG indicators as diagnostic tools for investors and other external stakeholders. We then explain how we complement current insights. Based on goal-setting theory, we argue that the nature and content of ESG indicators might also impact the definition and priorities set within the organization to specify its CSR strategy. For this purpose, we identify the range of domains and elaborateness of indicators considered. We also explore whether different dimensions are highlighted depending on the target audience (investors, consumers, companies) addressed. If these ratings are unbalanced or inconsistent, this impedes the clarity of organizational sustainability goals.



1.1. Monitoring Organization’s Impact on Society


Based on the definition set by the European Commission [20], corporate social responsibility (CSR) concerns the responsibility of organizations for their impact on society. Going beyond relevant mandatory requirements and collective agreements, businesses should aim to “have in place a process to integrate social, environmental, ethical, consumer, and human rights concerns into their business operations and core strategy in close collaboration with their stakeholders” [20]. In monitoring the extent to which businesses embrace their responsibility for their impact, increasing attention is paid to map not just the economic impact of businesses, but rather their environmental and social impact and their way of doing business in terms of their governance and general business conduct.



The need to monitor an organization’s impact and capture the progress of organizations in reaching the sustainability goals has resulted in a broad range of initiatives. There are several initiatives to stimulate the integration of sustainability goals into corporate reporting. These include the SDG Compass initiated by the GRI, UN Global Impact, and WBCSD, the GRI Sustainability Reporting Standards, the International Integrated Reporting Framework, among others [21,22,23]. Likewise, disclosure standards have been initiated to ensure that organizations manage adverse impacts following law and collective agreements. Examples are the Carbon Disclosure Standards, ISO International Standards related to the SDGs; the Ten Principles of the UN Global Compact, and the Greenhouse Gas Protocol [24,25,26,27]. Finally, multiple ratings and benchmarks aim to assess and capture the performance of businesses on environmental, social, and governance (ESG) criteria. These include REFINITIV’s ESG Indices and Diversity and Inclusion Index, Dow Jones Sustainability Indices, MSCI ESG Indexes, Vigeo Eiris ESG Indices and Ranking, and Bloomberg’s Gender-Equality Index [28,29,30,31,32,33].



The shift toward a greater understanding of the social impact of organizations was clearly necessary and has encouraged organizations to attend more to such outcomes. However, the proliferation of criteria, standards, and indexes has also placed increasingly heavy demands on organizations that want to demonstrate their concern with these issues. As ESG ratings and benchmarks typically rely on information from organizations, this results in reporting fatigue among organizations [7]. The lack of convergence between indicators further contributes to disproportionate demands on the documentation and reporting of organizations about their ESG performance.




1.2. ESG Indicators as Diagnostic Tools


Prior research has addressed how different disclosure strategies relate to organizational sustainability performance [34]. This has revealed that whilst high-performing organizations are motivated to provide a clear and comprehensive disclosure, low-performing organizations tend to tailor disclosures to mask their true performance and protect their legitimacy. In demonstrating that both voluntary disclosure and legitimacy concerns may drive reports provided, this research illustrates that different organizational motives are relevant to corporate reporting. Separating the wheat from chaff remains a challenge though, as other research suggests that central CSR reporting practices are mainly used as symbolic pledges expressing non-committal support for sustainability goals [35]. More specifically, this research showed that reporting practices such as releasing stand-alone CSR reports, using reporting guidance, and assuring information disclosed were not associated with higher disclosure quality.



Accordingly, other research efforts have tried to disentangle organizational motives from a proper assessment of CSR activities. These studies have identified reporting standards that offer objective and reliable evidence of actual organizational sustainability performance, and predict organizational value (e.g., in terms of stock returns); information that is relevant for investors. Research by Khan and colleagues highlights the added value of the Sustainability Accounting Standards Board (SASB), which provides industry-specific guidance on materiality [36]. Using such standards to distinguish between material versus immaterial sustainability issues has been put forward as a viable way to understand organizations’ actual performance. As material issues are more important for safeguarding stock returns than non-material issues, the use of the SASB seems helpful especially from the viewpoint of investors. Yet, other researchers have noted that more objectively verifiable indicators following the SASB or Global Reporting Initiative (GRI) standards are only used by a small proportion of all businesses [37,38].



In this research, we complement these prior findings—which mainly assess the value of ESG indicators for investors and other external stakeholders. We take a different perspective, as we address the role of ESG indicators as externally imposed performance targets that may influence strategic priorities and goals set within organizations. We argue that the degree to which the indicators used specify ESG outcomes is not only relevant for external parties to assess progress made in achieving ESG goals. Based on organizational goal-setting theory, we posit that this also influences the clarity versus ambiguity of these outcomes as desired performance goals for organizations—and the likelihood that such goals are prioritized by organizational decision-makers.





2. Theoretical Background


2.1. Goal-Setting Theory


Goal-setting theory is an elaborate theory on human motivation and achievement (e.g., [19]). This theory specifies the impact of what is being pursued (i.e., goal orientation) as well as why this is being pursued (i.e., behavioral regulation) on the priorities people set and the efforts they invest in achieving set goals. The theory—and 35 years of research supporting it—highlights that goals serve multiple functions. First, goals have a selective function as they direct people’s attention towards activities relevant to pursuing it at the expense of alternative options. Second, goals have an energizing function, as they regulate effort and promote that enough energy is put into reaching set goals. Third, goals motivate people to persist on a task over time and to overcome difficulties in achieving progress [39]. Further, a meta-analysis of multiple studies revealed that more abstract and vague goals have less impact on everyday behavioral choices that determine group performance than more specific goals [40]. Presumably, this is the case because abstract goals make it less clear which activities contribute to the achievement of these goals, how progress can be monitored, or when further persistence is needed [39].



The set of ESG ratings and benchmarks currently available not only provide a standard by which the performance of businesses can be monitored and compared by external stakeholders. They can also define a set of goals within the organization that guide the priorities businesses set and the actions they should take to achieve these goals. As ESG indicators inform businesses on the outcomes that are considered important and specify what is expected from them by external stakeholders, they can provide businesses with tools and inspiration highlighting specific topics and targets to focus on. This way, they shape the goals of businesses in providing a direction towards the activities they invest in and focus their attention on [41]. Thus, the nature and content of ESG ratings and benchmarks have the potential to serve as a compass, showing businesses not only where they stand, but also where they are expected to be heading and what they should not let out of sight. However, if different stakeholders have conflicting interests, this can pull organizations in different directions making goal achievement less feasible.



In sum, based on theory and research on goal setting and motivation in organizations, we argue that the indicators that are assessed by ESG rating agencies—including the way these objectives are defined and specified—have implications for which CSR activities organizations attend to and prioritize. Prior studies offer preliminary support for the validity of our reasoning. For instance, companies that reported on specific goals they had set for minority and female leadership were found to outperform other companies in increasing minority and female representation among their leaders [42]. Further, in companies that specified the goal of supporting people with different sexual orientations, employees behaved more positively towards their gay and lesbian colleagues. In fact, specifying these goals that prompted employees to display such behaviors also resulted in more positive attitudes towards gay and lesbian individuals [43]. While this evidence was collected in the social domain, it does illustrate how the definition of specific performance goals may support organizations and the people in them to prioritize and work towards the achievement of these goals.




2.2. What Are Drawbacks of ESG Indicators?


Assessing how well CSR activities are embedded in the business structure and processes can help to understand an organization’s actual involvement in CSR [44]. This allows to differentiate between organizations that are truly involved with embedding SDGs into their core strategy, daily practices, and routines versus organizations that treat CSR in isolation, separate from their core business operations [44]. Consequently, ESG rating agencies should aim to examine whether CSR activities are addressed in isolation (separate from the other business activities) or whether these activities are integrated holistically, as part of a greater whole. Research into CSR embeddedness, calls into question whether this can be derived from corporate reporting [45]. By examining the differences between strategic (i.e., what organizations say) and operational (i.e., what organizations do) levels of corporate responsibility, they found clear differences in levels of engagement—despite similar accounts in corporate reports. Whereas the reporting on the CSR initiatives of a notoriously known sustainable organization implied innovative and integrated CSR engagement, on the operational level it was far less embedded and more elementary.



As ESG rating agencies rely heavily on the information made available by organizations [46], it is important to consider whether corporate reporting reflects the actual performance of organizations. Cho and colleagues have shown, for instance, that the Dow Jones Sustainability Index (DJSI) is much more susceptible to what organizations say (i.e., their voluntary environmental disclosure) than to what they do (i.e., their environmental performance) [8]. They demonstrated that the more extensive the environmental disclosure they provide, the more likely an organization is to be included in the DJSI and the more favorable their environmental reputation scores are. However, at the same time, they found that organizations that voluntarily disclose more environmental information, perform worse, as captured by Trucost, an organization specialized in quantifying environmental performance [8]. Thus, organizations appear to be praised for something they do not actually do. Other research by Cho and colleagues offers additional evidence for this conclusion [47]. This research revealed that the visible and voluntary environmental disclosure of U.S. oil and gas industry organizations stood in sharp contrast to their less visible but related and proactive political activities. In addition, the resulting ESG ratings and benchmarks can be subject to bias. A study of six major rating agencies (KLD, Sustainalytics, Moodys, RobecoSAM, MSCI, REFINITIV) demonstrated such bias as some agencies offer more positive assessment on all underlying ESG categories [5].



Additional problems that have been noted include a lack of standardization, credibility, transparency, and independence of these ratings [3]. Some have argued that ESG rating agencies should consider the discrepancy between corporate reporting and actual practices or should compensate for this promise–performance gap [48]. While different factors have been identified as causing such problems and different solutions have been proposed, reflections on why this is problematic have mainly addressed the perspective of external stakeholders (for an exception, see [49,50]). Given the questions raised about the accuracy of ESG ratings as actual performance indicators, it is worthwhile to consider them from the perspective of the organization and how these impact goal setting in organizations. Therefore, we examine ESG indicators as motivational targets that can encourage organizations to invest in the achievement of sustainability goals.




2.3. How Complete and Balanced Are ESG Indicators?


Going beyond the accuracy of ESG reporting and whether the provided information is true introduces another concern. If ESG indicators are considered as organizational goals that direct the investment of efforts and resources, it is important to assess how complete and balanced ESG indicators are. It can be a challenge to develop a set of indicators that can capture the entire range of sustainability efforts balancing environmental, social, and governance concerns in their assessment.



A systematic comparison of the assessment criteria used by several representative ESG rating agencies revealed that not all rating agencies assess the ESG dimensions in a balanced way [6]. In fact, some of the prominent rating agencies (among which REFINITIV, RobecoSAM, and Sustainalytics) assign different weights to these indicators to obtain an overall score. This indicates that these agencies do not consider the different environmental, social, and governance criteria to be equally important—however, it is not self-evident that there is consensus about the weights assigned. In addition, as these agencies are not being transparent about how these weights are defined, it is exceedingly difficult if not impossible to properly compare the resulting ESG ratings [6]. In fact, an examination of 709 indicators used by six major rating agencies to cover 65 categories revealed that these are difficult to compare due to fundamental differences in what they measure and how they assess this [5].



This limitation further complicates the use of such indicators as motivational goals to achieve. Another study comes to similar conclusions [51]. Although there are sustainable reporting guidelines that cover multiple dimensions (e.g., the GRI guidelines), these do not recognize potential integration and synergies, positive or negative, across the dimensions. From a goal-setting perspective, this lack of clarity about what requires attention to be able to improve, and lack of insight into important outcomes to achieve is problematic.



In sum, the abundance of ESG ratings and benchmarks contributes to businesses losing sight of what is important. There is only limited transparency on how these indicators come into being and how CSR dimensions are weighed in the assessment [6]. This offers quite some leeway in how the performance of businesses is being measured and introduces lack of clarity on how organizations can show their commitment to working towards sustainability goals. Add to this the variety of subjects that can exist in the separate ESG dimensions aggregated under the umbrella of corporate social responsibility, and the question arises whether and how the ESG ratings and benchmarks really contribute to focusing and prioritizing an organization’s engagement in CSR.



We will complement the existing research on CSR reporting by analyzing the nature and focus of ESG ratings and benchmarks. Our research questions examine the balance and consistency of indicators used as externally imposed organizational performance targets. We address the following issues: First, we examine whether indicators address environmental, social as well as governance aspects of organizational performance. Second, we compare the abstractness versus concreteness of these three types of indicators and the underlying themes they represent. Third, we explore whether the issues and indicators that are highlighted offer a unified view of which goals are important or depend on the stakeholder group targeted by the ESG indicators.





3. Materials and Methods


The primary data source for the present study was an online database on ESG ratings, rankings, and indexes that we accessed via the Reporting Exchange platform. Initiated by the World Business Council for Sustainable Development (WBCSD) the Reporting Exchange was developed as a collaborative platform to help businesses and academics understand the reporting landscape. Their open database on ESG ratings, rankings, and indexes contains descriptive profiles of over 600 corporate ESG indicators from 130 rating agencies worldwide. It provides insight into the different strategies and tools rating agencies, such as FTSE Russell, Great Place to Work Institute, MSCI, RobecoSAM, and Sustainalytics have for evaluating a company’s ESG performance. The clustering of ESG indicators into rating, rankings, and indexes corresponds with previous research [3,46]. Detailed information on the Ratings, Rankings, and Indexes database can be found on The Reporting Exchange website under the following link: https://www.reportingexchange.com/.



In consulting the database, not only information on the type of indicator (i.e., rating, ranking, or index) could be retrieved, but also information on which dimensions (environmental, social, and/or governance) are assessed, what underlying themes are considered within these domains, and what the main target group (i.e., investors, consumers, or companies) of the different indicators is. The Reporting Exchange platform was consulted for this purpose throughout the summer of 2020. We first removed overlapping entries. Criteria for overlap were the use of the same indicator in a different country context and indicators with identical assessment criteria originating from the same rating agency (e.g., part of the same index family). This procedure allowed us to identify 237 unique ESG indicators in this database that were retained for further analysis. To examine how elaborate the diverse range of ESG ratings, rankings, and indexes are, we created an overview of the domains that are addressed by ESG indicators, investigated what kind of themes are covered within these different domains, and which target audience is generally considered. Frequently occurring themes per dimension were explored and visualized in NVivo.




4. Results


4.1. Consideration of the Different Domains


Some of the ESG ratings, rankings, and indexes are based on a particular environmental, social, or governance concern, such as energy management, human rights, or board structures, while others reflect a combination of multiple ESG concerns. An example of specific ratings is the ranking Best Companies to Work For by the Great Place to Work Institute, which exclusively focuses on the social domain by assessing employee’s view of a great workplace. In a similar vein, BBGI Group’s Clean Energy 100 benchmark index only offers investors insight into companies specialized in alternative energy. Examples of broader indexes are the Dow Jones Sustainability Indices by RobecoSAM and FTSE Russell’s ESG Ratings that capture overall organizational performance on environmental, social as well as governance concerns.



About half of the indicators (48%) consider all three dimensions conjointly, as these include environmental, social, and governance criteria (e.g., the Dow Jones Sustainability Index, Corporate Knights’ Best Corporate Citizen Ranking, and Sustainalytics Company ESG Reports). A few ratings (7%) combine two types of indicators. The remaining assessments focus exclusively on one of the dimensions. The first thing to notice here is that most of the agencies that focus on a specific indicator, pay attention to the environmental performance of businesses (22%, for instance, Bloomberg’s Clean Energy Indices and CDP’s Climate Performance Score Ranking); see Figure 1. Next, specific indicators attend to the social performance of businesses (19%), for instance, the prominent Best Companies to Work For Ranking by the Great Place to Work Institute. The least frequent are assessments specifically addressing the governance domain (4%). There are just a few examples of indicators that focus exclusively on how businesses are governed (e.g., the Transparency in Corporate Reporting Ranking by Transparency International and Institutional Shareholder Services’ QuickScore Rating). Thus, our first conclusion is that not all aspects of corporate social responsibility receive an equal amount of attention, with governance being addressed least frequently.




4.2. Recurring Themes within the ESG Domains


In managing their environmental impact, businesses are assessed on the overall life cycle and sustainability of their products and services; the efficient use and protection of (natural) resources; and the prevention and control of pollution and emissions (including climate change and GHG emissions). The evaluation of social responsibilities of businesses comprises employee working conditions (e.g., health and safety) and human capital development (e.g., training and education); labor rights, non-discrimination, and equal opportunity; human rights, community involvement, and philanthropy; and customer responsibility, product quality, and safety. Corporate governance is indicated by considering business conduct, business ethics, and governance structures; shareholders’ rights, board structure, and remuneration; the prevention of controversial practices, bribery, and corruption; and audit, disclosure, and transparency in reporting. For a graphical representation of the underlying themes found within each of these three domains and the relative frequencies of their mention, see Figure 2.



Comparing these three domains reveals that environmental concerns are most specific. Even if different methods may be used to calculate them, these can be compared most unambiguously between businesses and over time (e.g., percentage GHG emissions). In comparison, the social domain partially consists of specific concerns (e.g., accident numbers, absenteeism), and partially captures more abstract notions such as degree of community involvement. Finally, the governance concerns seem least specific. There appears no common currency to measure business ethics, or an agreed-upon metric to assess efforts made to prevent controversial practices.




4.3. Consideration of the Different Stakeholders


Most rating agencies (72%) address investors as their main target audience. Consumers (18%) and companies (10%) are addressed less often (Figure 3). In the current landscape of ESG ratings and benchmarks, our prior analysis (Figure 1) revealed that not all dimensions receive the same amount of attention. Further, this seems to be driven by which target group the ESG ratings and benchmarks provide information to. In the majority of cases, where the primary target audience comprises investors, the predominant focus on the environmental dimension (29%) stands out the most (Figure 4). By contrast, the indicators that target companies never focus on environmental concerns alone. When comparing this to the ESG indicators that primarily inform consumers, a different picture emerges. Here, much more emphasis is placed on the social dimension (60%).



Apparently, rating agencies assume that companies are not specifically interested in the environmental performance of others they do business with. However, this limits opportunities to make supply chain choices favoring companies that prioritize attending to their environmental responsibilities. Likewise, the underlying assumption seems to be that consumers have a particular interest in knowing about the social responsibilities of different companies. This limits opportunities to make consumer choices contingent on the environmental behavior or the governance of different companies.





5. Discussion


This paper covers a comparative descriptive analysis of public information on environmental, social, and governance (ESG) rating criteria to examine the nature and focus of ESG ratings and benchmarks. First, our analysis reveals that not all aspects of corporate social responsibility receive an equal amount of attention from rating agencies. Second, the underlying themes within each dimension varies considerably ranging from concrete (environment) to more abstract concerns (governance). Third, the consideration of specific assessments depends on the target audience that is addressed. Together these findings do not indicate a balance of different types of concerns, which limits the influence of rating agencies in fostering the achievement of the sustainable development goals (SDGs).



We found that half of the indicators assess a combination of environmental, social, and governance criteria. As each of the ESG dimensions in themselves already covers a diverse range of concerns, what does this mean for goal setting? It is particularly challenging to conclude how to improve the organization from a single judgment combining such dissimilar dimensions. This is especially problematic considering that ESG rating agencies are not sufficiently transparent about how ESG assessments come into being and which environmental, social, or governance concerns weigh more heavily in establishing a final rating [6]. By not revealing the aspects that receive specific attention, what ESG ratings specifically stand for, and what it means (not) to meet the criteria that are assessed, businesses are kept in the dark about what needs to be done.



Closer examination of the ESG ratings and benchmarks that focus exclusively on environmental, social, or governance concerns in their assessment, highlight that less attention is devoted to corporate governance. This is in line with prior research, revealing that governance ratings showed a modest correlation with overall ratings (0.30), while this relation was more visible for environmental (0.53) and social (0.42) ratings [5]. Although there is less emphasis on governance issues, this does not imply that these are less important. The discrepancy between stated and achieved sustainability goals addressed in the introduction, not only raises questions about the accuracy of corporate ratings provided. It also highlights that the effectiveness of efforts in the environmental or social domain crucially depends on whether the quality of the governance makes it likely that such initiatives are genuine and systematically followed through. For instance, in an organization known for corruption and bribery, corporate information about environmental and social achievements should be treated with more suspicion. If such information on governance is lacking, the value of ratings addressing the environmental or social performance of the organization is much less clear. Indeed, prior research has pointed to the importance of considering internal governance mechanisms on organizational CSR engagement [51,52,53,54,55,56].



Unfortunately, of the three dimensions, the concerns addressed in the governance domain also appear the most abstract and vague. As noted in the introduction this reduces the likelihood that governance goals impact everyday behavioral choices, because it is not clear which activities contribute to the achievement of these goals or how progress can be monitored. The ambition of rating agencies in striving for accuracy of their judgments implies that the criteria being evaluated need to be specific. However, at the psychological level, the adverse effect may be that this implicitly prioritizes outcomes that can be measured unambiguously over more abstract and subjective outcomes. The difficulty to objectify and get a grip on governance structures and internal operations might explain why there is less specific attention to governance concerns in the ratings provided. The unfortunate implication of this is that businesses are not stimulated to think about internal procedures and practices in terms of their business conduct, business ethics, and governance structures. Although high-quality governance would contribute to the likelihood that CSR activities are integrated into strategic decisions as well as day-to-day business structure and processes, the risk of current rating practices is that most attention goes to the activities that can be measured most easily.



Most rating agencies consider investors as their primary target audience. Although this is not altogether surprising, it is worth noting that the nature of the target that rating agencies have in mind appears to shape what is being measured. Supporting previous observations [3], this communicates implicit assumptions about the interest of different target audiences in specific indicators. It also influences which priorities are highlighted by businesses addressing these audiences. Clearly investors—putting up the funds needed for businesses to operate—are considered as a key target group. However, an unintended side effect is that businesses are invited to assign priority to activities that figure prominently in the information provided to investors. This raises the question how the composition of such ratings may direct organizational change towards more sustainable business practices. This observation makes it even more pressing to ensure that the information provided to investors by rating agencies accurately reflects the range of activities businesses can undertake to contribute to achieving the SDGs. The current investigation suggests that there is a lack of balance in the extent to which different dimensions are highlighted as relevant performance goals.



5.1. Theoretical and Practical Implications


An underlying problem with the increasingly complex landscape of ESG ratings and benchmarks is that they can shift the locus of control from internal to external. Let us revisit the definition of corporate social responsibility, which implies that businesses should integrate ESG concerns into their business operations and core strategy [20]. Research on behavioral regulation and motivation views integrated actions as fully internalized behaviors that have become a central part of one’s identity [57,58]. A supportive context that facilitates internalization consists of a meaningful rationale to engage in the behaviors (why is it important?), acknowledgment of potential conflicting pressures and tensions (why is it difficult?), and minimizing pressure and conveying choice (promoting ownership and control) [59]. How does this apply to the role that is reserved for ESG rating agencies? Although the proliferation of ESG ratings and benchmarks may have encouraged organizations to pay more attention to CSR issues, they can have unintended consequences on experience of control. Additionally, the broad range of issues to attend to makes it tempting to prioritize outcomes that seem most important for final ratings (e.g., environment) while being less preoccupied with desired outcomes that are emphasized less by rating agencies (e.g., governance). In striving for high ratings, organizations are prompted to do what is needed to ‘tick the boxes.’ Instead of considering the sustainability goals they want to achieve, rating agencies can thus drive organizations to comply with whatever is being measured. Whereas internally endorsed and emergent goals are associated with task orientation and focus on growth and contribution, externally imposed goals trigger a focus on the achievement of specific outcomes, regardless of the way this is achieved [58]. Given the strong emphasis on assessing how organizations are performing on certain ESG criteria, the resulting ESG indicators can become a dominant driver for an organization’s course of action, as an external source of motivation. The strong brand recognition of some of these ratings and benchmarks further steers organizations away from considering how they can make the biggest difference as they are tempted to narrowly focus on the criteria that can earn them external approval. This way, the focus on ESG ratings and benchmarks promotes controlled instead of autonomous motivation for engaging in CSR. This type of extrinsic reinforcement undermines intrinsic motivation [60,61] and can encourage businesses to implement decoupled organizational programs as opposed to integrated forms of responsible behavior [62].



The pressure on organizations to disclose their actual efforts and to accurately assess their true performance also has the drawback that this easily elicits a defensive response where organizations are motivated to document what they do well. Research on CSR disclosure already points in this direction as organizations tend to report only about their positive CSR practices and not about the potential negative impact [63]. Supporting organizations to complete their transformation and to confront remaining challenges requires a different approach where rating agencies help organizations identify specific areas for further improvement without punishing them for lack of progress. Here, rating agencies could also think of recognizing the potential conflict of interests between different stakeholders. Such a different approach would also pre-empt legitimacy concerns and invite organizations to engage in more spontaneous disclosure. When employees perceive that their organization strives for a positive impact out of a strong sense of purpose, this positively affects employees’ psychological well-being [64] and work engagement [65]. Conversely, when the motivation of an organization to engage in CSR is perceived to be externally regulated, this can have downstream effects on employee motivation and engagement [66,67,68,69].




5.2. Future Research Directions


Despite considerable effort to develop ESG indicators, it remains difficult to assess whether organizations truly integrate social, environmental, and governance concerns into their business strategy and operations. Numerous studies have illustrated that corporate reporting on CSR can be at odds with an organization’s actual strategies and practices [8,45,47,70,71]. Hence, our investigation shifted the question to whether and how standards developed to assess organizational performance can function as motivational goals that guide the organization’s sustainability efforts. Future research might further examine the extent to which strategic decisions in organizations aim to accommodate external ratings rather than expressing organizational sustainability goals. For instance, sustainability officers may be surveyed about the range of sustainability initiatives their organization is involved in and indicate which of these initiatives is also captured by external ratings. Further, they may report which stakeholder group they aim to target with these initiatives. This is an avenue of research we are currently pursuing.



In hindsight, the reporting–performance discrepancy might be explained by assuming that in these cases CSR is not fully embedded in the organization. However, this is usually not self-evident. Research showed that times of crisis can reveal an organization’s true nature [72]. During the global financial crisis, in many companies, CSR commitment, especially concerning social and governance issues, was found not to hold. Although times of crisis may highlight priorities and hence provide valuable insights, there should also be other ways of assessing whether CSR is fully embedded into corporate strategy. Without consistency between policies and actions, all that remains is “window dressing” that has negligible impact on employees’ attitudes and behaviors—and is unlikely to persist [15,17,73]. If this is the case, corporate reporting is not very informative and might primarily offer a cloak of invisibility hiding practices that are socially irresponsible. Prior research has demonstrated that such a disguise can cover up unethical behaviors and can systematically mislead the public [74,75,76].





6. Conclusions


ESG rating agencies play an increasingly influential role in steering businesses forward to a sustainable future. By assessing the nature and focus of ESG ratings and benchmarks we highlighted that in their current state these ratings do not encourage organizations to adopt a holistic approach to the achievement of sustainability goals. To fulfill their promise to serve as a compass, ESG rating agencies must provide businesses a better understanding of where they stand, but also where they are expected to be heading and what they should not let out of sight.
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Figure 1. Overview of which domains (environmental, social, governance) are covered by the environmental, social, and governance (ESG) indicators. 
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Figure 2. Graphical representation of the underlying themes within: (a) the environmental domain; (b) the social domain; (c) the governance domain. 
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Figure 3. Overview of which target audience (investors, consumers, companies) is considered by rating agencies broken down by indicator type (index, rating, ranking). 
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Figure 4. Overview of which domains (environmental, social, governance) is covered by the ESG indicators broken down by target audience type (investors, consumers, companies). 
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