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ARTICLE INFO ABSTRACT

Keywords: The prominent growth in environmental, social and governance (ESG) investment is evident, with the number of
ESG factors global assets managed sustainably more than doubled over the last decade. This trend is expected to continue
Ethics

until 2030. This type of financial data is positive but given the United Nations stated ’climate emergency’ and
’climate survival’ in society today, there needs to be an even greater acceleration of growth in ESG investment.
Unfortunately, significant negativity has emerged on ESG in recent years. This *Cutting Edge’ study explores the
reasons why and how ESG investment has veered off the journey towards enabling society to achieve both its
targets under the 2030 United Nations Sustainable Energy Agenda and the 2015 Paris Agreement. It examines the
factors prompting leading multinational companies, particularly in the energy and food sectors, to shift their
corporate strategies. The key message advanced is that ESG frameworks and guidelines are not problematic;
rather, the issue lies in the practice of ethics in decision-making within corporations. Addressing this ethical
challenge, which is at the heart of ESG practices, across different professions and disciplines can rebuild trust
among stakeholders in ESG investing. This form of interdisciplinary ‘just transition ethics’ can re-orient us back
on the journey towards a just and sustainable world.

Global finance
Just transition
Sustainable finance

Nomenclature

Abbreviations

ESG Environmental, social and governance 1. Introduction

UN SDGs United Nations Sustainable Development Goals .

GHG Greenhouse gas

UK United Kingdom Sustainable finance refers to equity investment decisions that

EU European Union consider environmental, social and governance (ESG) factors. This

us United States ) approach is designed to increase long-term investments in sustainable

MNCs Multinational corporations . . d .. 1 h . .
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Symbols be attributed to two primary factors. First, consumer demands to
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increasingly seeking out companies that not only deliver high-quality
products but also operate in a manner that is environmentally
friendly, socially responsible, and governed by ethical standards. Sec-
ondly, investors preference for investments that offer not just economic
returns but also positive social and environmental impacts [3]. This shift
reflects a broader societal trend towards valuing businesses that
contribute to sustainable development and have a positive impact on
society and the environment. Investors are looking for investment op-
portunities that align with their values and expectations for long-term
financial performance, alongside positive social and environmental
outcomes. As a result, investments in this area have increased due to a
global trend that seeks to contribute to global improvements in a broad
range of environmental and social areas. Indeed, globally, organisations
have been actively more "transparent" about investments, and now over
90 % of S&P 500 companies publish their ESG reports, equivalent to 70
% of Russell 1000 companies (a key global index of companies) [4].

The prominent growth in ESG investments is clear, with a notable
increase in global assets managed according to sustainable investment
strategies. Prior to the COVID-19 pandemic, there was a substantial
surge in this sector, with assets managed in this manner more than
doubled from 2012 to 2020 [5]. This growth saw the figure rise from
circa $13.3 trillion to over $35.3 trillion. Despite the challenges posed by
the pandemic, this trend continues, with projections indicating that
global sustainable investment could reach $50 trillion by 2025 [5] this
would represent a significant portion of the total assets under manage-
ment globally, accounting for one-third of the projected total. Further,
the significant increases in the mentions of "ESG’ in quarterly earnings
calls indicate the degree to which investors are attuned to these issues
[6]. This increased awareness and interest in ESG factors among in-
vestors underscore the growing importance of sustainability in the in-
vestment landscape.

All these above-mentioned increases were accelerated by the 2015
Paris Agreement and the introduction of the United Nations Sustainable
Development Goals (UN SDGs) in the same year. These two de-
velopments provided the impetus for legal certainty over the medium to
longer term, which enabled investors to move and reallocate capital to
ESG investments. In addition, the focus of banking regulators on green
versus brown assets in capital adequacy measures has been a key factor.
For example, in the European Union (EU), the Sustainable Finance
Disclosure Regulation has had a major impact on improving trans-
parency for sustainable finance products.

This study aims to highlight the critical role of ethics in the evalua-
tion of ESG practices. it suggests that for ESG to progress to the next
phase of its development, it must integrate ethical considerations that
support the transition towards a low-carbon economy, a concept known
as ‘just transition ethics’. The importance and impact of ESG is explored
in Section 2. Then, in Section 3, the key reasons for the erosion of trust in
ESG are detailed. It is noted that there are attempts to obfuscate the
benefits of ESG by stating that it (ESG) has attracted too much oppro-
brium. However, this is not the case, and in Section 4, it is advanced that
ethics can improve ESG and assist it in achieving its goals that overall
will be highly positive for society. Further, and as highlighted in the
conclusion in Section 5, ESG performance with ‘just transition ethics’
has a clear role to play as society aims to achieve a just transition to a
low-carbon economy.

2. The importance of ESG and its impact

Companies seek to invest in ESG because physical and transition risks
could impact companies’ value and assets. For instance, physical risks
arising from extreme weather events could impact labour productivity,
production costs, the reliability of physical assets, the supply chain and
the demand for products and services [7]. In this area, sector-specific
analyses found that higher temperatures have negatively influenced
corporations’ outputs and productivity. For example, one case study
from the Indian manufacturing sector shows a 2 % fall in productivity
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for a one-degree Celsius (°C) increase in temperature and research from
China demonstrates similar results [8].

Meanwhile, transition risks emerging from market changes, for
instance, those in policy, regulation, technology and consumer senti-
ment, could also influence investors’ portfolios and decision-making and
drive, for example, the transition towards a low-carbon future [9]. From
an investor’s perspective, these investments that support ESG and a
low-carbon economy are recognised to improve the performance of
managed portfolios, reducing portfolio risk and increasing returns [10,
11]. Moreover, disclosing social and material climate-related financial
information can support investment decisions as society advances to-
wards a low-carbon future. With such data, it is easier to compare
companies’ exposures to climate-related opportunities and risks, and
therefore, investors are equipped to integrate these risks into their
business decisions and investments [12]. As a result, this also provides
information to other stakeholders whereby, for example, consumers can
demand companies develop and utilise higher ethical standards and
more transparent business practices, contributing to greater demand for
ESG data.

The common perception is that implementing ESG initiatives and
strategies incurs substantial costs for organisations. In this context,
research has been initially mixed as some reports show a negative
relationship between ESG performance and the corporate financial
performance of corporations [13,14]. However, another study reports a
significant and positive relationship between ESG operations and ac-
tivities with corporate financial performance [15-17]. Significantly,
given the recent turmoil over the last few years with COVID-19 and the
associated financial downturn, ESG aligned investments have been
shown to deliver lower downside risks and returns that are less volatile
during difficult times.

Indeed, recent empirical evidence notes that ESG engagement re-
duces exposure to downside risk factors and the firms’ downside risks
[18]. For example, evidence demonstrates that ESG performance
correlated with higher cumulative abnormal returns amid the COVID-19
pandemic. These findings imply that the significance of ESG perfor-
mance is strengthened during periods of crisis, aligning with the notion
that investors perceive ESG performance as an indicator of future returns
and risk reduction [19]. In addition, this was corroborated by studies
that note ESG information can increase the expected returns, and
improve information ratio and other performance metrics of tracking
portfolios [20-22]. Despite these positive impacts, there is a notable gap
between the theoretical endorsement of the UN SDGs, particularly SDGs
7, 12, and 13, and their tangible implementation in higher education
curricula [23]. This highlights potential challenges in fostering sus-
tainability practices across sectors, as future generations may not be
adequately equipped with the knowledge and skills to effectively
implement ESG principles.

3. The erosion of trust in ESG

In recent years, the inclusion of ESG factors in mainstream invest-
ment strategies has faced difficulties in gaining widespread adoption.
This resistance has stemmed because of multiple issues that affect the
decision-making processes. Seven key reasons are identified below
(which are discussed in detail later in this section).

1. Investors’ mistaken belief that sustainable investing limits choices
and undermines crucial financial objectives;

2. the notion that ESG practices represent a misappropriation and
misallocation of corporate resources; and

3. the fact that many investors are not willing to accept sub-optimal
financial performance to pursue ethical and social objectives [24];

4. the lack of clear definitions and variations in ESG terminology and
practices among different stakeholders, especially across borders,
have contributed to challenges in achieving their widespread
adoption;
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5. the absence of standardised reporting practices and transparency
(with highlighted examples below);

6. the difficulty of converting qualitative information into quantitative
data generates another barrier to effectively integrating sustain-
ability factors into investment decision-making; and

7. finally, ESG rating providers sometimes prioritise disclosure metrics
over climate transition-focused metrics; and this becomes relevant
because bridging the information gap on sustainable risks and op-
portunities is critical in directing capital towards investments sup-
porting low-carbon transitions and sustainable growth (with
highlighted examples below).

It is worth noting that ESG investment remains a market-based
voluntary action and hence can give the false impression that the tril-
lions of dollars needed for transitioning to a more sustainable future are
already being allocated. For some, this can lead to the notion of green-
washing, which undermines trust in the whole ESG mechanism. These
distortions that can be created or advanced can reduce the urgency to
introduce vital regulatory reforms and large-scale public-private part-
nerships needed to address environmental and social challenges [25].
Further, ESG as of yet has not received a dominant platform at the
annual UN COP conferences to cement it into business practice.

There are several examples of this, and one concerns Coca-Cola,
which received a high ESG rating for achieving its self-imposed target
of becoming "water neutral" ahead of schedule. However, this rating
failed to consider the water consumption in the company’s agricultural
supply chain, which accounts for over 90 % of its total water usage. This
example highlights the significance of using comprehensive and accu-
rate metrics when evaluating a company’s ESG performance [25].
Further evidence highlights widespread greenwashing practices within
the food and drinks industry. Companies like Danone, Arla Foods,
Danish Crown, Nestlé, Marfrig, JBS, and Saputo have faced accusations
of employing deceptive marketing campaigns to exploit consumers’
environmental concerns without taking concrete action [26].

Other big companies have also made "applaudable" net-zero pledges;
however, a deeper malaise lies underneath the loud public relations
statements. Consider the following: (i) Saudi Aramco, responsible for
about 4 % of greenhouse gas (GHG) emissions globally since 1965,
ignored the emissions caused by their supply chains (Scope 3 emissions);
(ii) Walmart, the world’s largest retailer also decided to ignore Scope 3
on its route to net zero even though Scope 3 makes up 95 % of its
emissions; and finally, (iii) Shell Oil Company included Scope 3 emis-
sions in its net zero strategy and failed to include Scope 3 emissions from
its non-energy products, including but not limited to bitumen, chemicals
and lubricants [27].

Such contradictions as above are pervasive when looking at other
key sectors of the economy. For instance, during COP26, a joint call of
450 financial firms, including big names such as Goldman Sachs,
Santander, and J.P. Morgan Chase, pledged $130 trillion of private
capital to invest towards a net zero future. However, according to Net-
Zero Tracker, financial institutions like J.P. Morgan Chase fail to provide
clear guidelines on measures to reduce CO5 emissions, and they lack
formal accountability strategies [27]. Moreover, some of the world’s
largest asset managers are employing investment funds marketed as
socially responsible or green to allocate hundreds of millions of dollars
to fossil fuel companies. Key examples of this behaviour are BlackRock,
Legal & General and State Street, where between February and April
2023, they held $1 billion in fossil fuel company bonds within their ESG
funds despite claims of being sustainable [28].

Such issues highlight a discrepancy between the branding of these
funds and their actual investment practices about fossil fuels. As such,
Tariq Fancy, BlackRock’s former chief investment officer for sustainable
investing, in a significant statement, said, "In essence, Wall Street is
greenwashing the economic system and, in the process, creating a deadly
distraction. I should know; I was at the heart of it' [29]. His message
accompanied the argument that this ethereal illusion that Wall Street is
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combating climate change has led not only to displacing the urgency in
climate action but also to the increasing economic inequality.

Further, sustainability pledges are also responsible for the disinte-
gration of societal trust in big business. Claims of sustainability
(adherence to the UN SDGs) from big companies can often be contested,
with current research suggesting that 42 % of green claims are decep-
tive, false or exaggerated, pointing to industrial greenwashing [30].
Further research adds to this claim and notes that despite the significant
increase in voluntary target setting, gaps in corporate action persist. For
example, 80 % of the Fortune 500 companies have neither set nor offi-
cially committed to set science-based targets through the Science Based
Targets initiative; and associated with this, about 40 % of the Fortune
500 companies have no public climate or energy-related targets and less
than one in five of these companies cover Scope 3 on its climate goals
[31].

All of this evidence reinforces our call for more detailed information
regarding the impacts of companies, as it is frequently the case that their
detrimental environmental and social impacts, as well as their financial
performance, remain unreported, or it is significantly challenging to
observe due to methodological limitations [32]. These issues cross
country borders, there is a commonality here in that ESG and ethics is an
international issue that reflects change — it would be what scholars refer
to as a cosmopolitan justice issue whereby it is a global issue that reflects
itself at a national level. This is in part due also to the power of multi-
national companies. For example, some international companies have
resorted to blatant dishonest practices and evade regulations, as exem-
plified by Volkswagen’s violation of the United States (US) Clean Air Act
in 2015 [33].

4. Restoring trust in ESG through ethics

Undoubtedly, the lack of transparency in assessing and using
appropriate metrics to measure impacts presents a significant challenge
when addressing greenwashing. A notable example is the case of
McDonald’s and its rating upgrade by MSCI, a major ESG global index.
The upgrade was primarily based on the company’s environmental ef-
forts related to "packaging material and waste," such as installing recy-
cling bins at undisclosed locations in France and the United Kingdom
(UK). However, MSCI’s evaluation failed to account for McDonald’s
emissions in the supply chain, which in 2019 alone surpassed those of,
for example, Portugal or Hungary; where McDonald’s emitted 54 million
tons of GHG emissions in 2019, indicating a growth of over 7 % in just
four years [34].

In addition to the above examples, numerous criticisms of "green-
washing" exist, whereby financial institutions and corporations deceive
clients and customers regarding their environmental or social impacts
and the credibility of their products. It is crucial to place greater
emphasis on this aspect, particularly when ESG investing is fundamen-
tally driven by the goal of minimising exposure to risks like climate
regulation or labour disputes rather than focusing on achieving tangible
positive outcomes in the real world [35]. Furthermore, these deceptive
practices can have unintended consequences, as when companies fail to
fulfil their social responsibility goals or misrepresent their impacts, it
significantly undermines customers’ trust and satisfaction with their
products or services [36]. These greenwashing issues, strategies and
their effects are now international and national concerns, they are not
restricted from country to country, and that is why placing ‘ethics’
within ESG is a solution for all countries at the national level.

In other cases, companies often fall short of their envisioned purpose
despite good intentions and mitigation strategies. In this sense, "nature-
based solutions" could also lead to unintended consequences, as it as-
sumes that harm in one area can be balanced out elsewhere. For
instance, when dealing with tree planning initiatives to offset carbon
emissions, it must be considered that each habitat is unique and irre-
placeable; thus, planting non-native trees on a large scale has proven to
disrupt natural ecosystems [37], worsening wildfires and even depleting
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groundwater levels. Therefore, it is crucial to prioritise long-term, sus-
tainable solutions rather than relying on potentially harmful trade-offs.

Therefore, maintaining societal trust in companies’ commitment to
promoting environmental and social wellbeing becomes increasingly
challenging in light of the numerous reports raising concerns about key
aspects of the ESG framework. In this context, many reports highlight
human rights violations, modern-day slavery, forced labour in supply
chains, human trafficking and illegal surveillance of workers. For
example, recent investigations have revealed that Apple’s supplier, Lens
Technology, allegedly used forced labour from Uighur Muslims trans-
ferred from Xinjiang to produce iPhone glass [38]. In fact, "Apple is
lobbying against a bill aimed at stopping forced labour in China" and simi-
larly, internal documents [39] suggest that Amazon violates basic
workers’ rights by restricting rights to unionise.

Such questionable practices cast doubts about how these companies
truly align intending to build a more sustainable and just world.
Therefore, when assessing the companies’ ESG ratings, it is crucial to
examine whether the factors emphasised in reports, such as ethical
policies and corporate behaviour, genuinely drive significant environ-
mental and social advancements or merely address matters already
considered illegal, such as bribery and money laundering. It is also
important to consider that some countries have weak institutions that
struggle to uphold the rule of law and protect fundamental rights. Thus,
firms can end up operating in such countries where authorities are un-
able to deal with the negative externalities caused by these companies.

Nevertheless, ethics in decision-making needs to have a clear role. It
should be clarified into ESG processes to restore trust in ESG and ensure
climate and sustainability targets are achieved. More accountability and
responsibility need to apply and if practitioners remain unwilling, new
guidelines for international business need to be accelerated (i.e., to
advance a just transition ethics). These new guidelines need to be global
and national so that they can then trickle down to a local level. There is a
need for a global organisation such as the UN to take a leadership role on
this issue.

Finally, it is clear that ESG (as stated in Section 2) is a force for good
and an improvement on past systems, which some of the ESG detractors
want to go back to. There is no more time to wait for many countries
with the clear onset of accelerated climate change. Overall, given the
need to align the financial system with energy and climate targets for
2030 and beyond to 2060 net-zero ambitions, ESG can fulfil that func-
tion. Further, in this context, it can ensure that ESG plays its role in the
just transition to a low-carbon economy, where the key message is to
leave no one behind; this is key for countries that are developed and
developing. As stated earlier, a failure to have functioning ESG processes
for the corporate world will lead to more economic inequality. Hence,
ESG can be a beacon for improving just socio-economic outcomes in
society.

5. Conclusion - the path Forward: achieve ESG performance
through utilising just transition ethics

The implementation of more rigorous corporate regulatory frame-
works, such as those being developed in the US [40], the EU [41] and the
UK [42] could help create stricter market standards that limit harmful
environmental and social practices from happening in the first place.
ESG emerges as a pivotal tool for catalyzing global transformative
change, contingent upon several key factors: (i) its integration with
empirical scientific data; (ii) comprehensive coverage across the entire
business value chain; (iii) incorporation into mandatory assessments of a
business’s future societal impacts; and (iv) alignment with the over-
arching global just transition to a low-carbon economy. Such measures
are essential to counteract the strategies employed by certain companies
that seek to exploit regulatory loopholes. Big businesses, in particular
multinational corporations (MNCs), distort many international pro-
cesses such as advertising, taxation and their environmental impact, so it
is no surprise that ’greenwashing’ occurs. To effectively combat such
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practices, the ESG framework must continually evolve, adopting a pro-
active stance that outpaces corporate attempts to conduct
"business-as-ususal’.

The evolution of ESG demands a strategic pivot towards long-term
objectives, with a primary focus on facilitating a just transition to-
wards a low-carbon economy. This necessitates a fundamental realign-
ment of ESG principles, placing ethical considerations at the forefront of
all its operations. From data gathering and analysis to the development
of frameworks and strategic evaluations ethics must permeate every
aspect of ESG implementation. Relying solely on regulatory de-
velopments risks prolonged delays, potentially undermining public
confidence and inadvertently facilitating actions akin to "climate delay’.
Therefore, proactive integration of ethical principles within ESG prac-
tices is imperative to expedite progress towards SDGs and forestall
further ecological deterioration.

As COP28 has just happened, the UN and other international orga-
nisations have been looking at and determining many issues that will
affect ESG. However, arguably the main one will be the central focus on
justice at COP28 and in particular, the continued establishment of just
transition pathways (which was introduced in COP27). A key issue is
how these just transition pathways will be financed across all countries,
and this is where ESG can realise its future value in terms of impact. ESG
data already shows all the positives of adopting ESG but the *business-as-
ususal’ behaviour continues unabated. ESG could flourish and assist in
countries meeting their energy and climate targets if there was inter-
national leadership. The first step therefore is to evolve the financial
sector so that it introduces ‘just transition ethics’ to ESG decision-making
and frameworks.
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