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Abstract

This paper undertakes the arduous task of examining the accuracy and relevance of a statement
lacking clear benchmarks. The assertion posits that Environmental, Social and Governance (ESG)
indices is indispensable not just for assessing a company’s sustainability efforts, but also
enhancing its competitive edge. Through analysis of existing literature, frameworks, and empirical
evidence, this article elucidates the nuances inherent in the link between ESG indices, sustainable
practices, and strategic competitiveness within the modern business landscape. To accomplish this,
the paper adopts a structured approach, dissecting the statement into its constituent components to
discern the key points concerning ESG. It intends to challenge the notion of ESG as an
indispensable tool in measuring sustainability, while also evaluating relevant initiatives and
potential impacts. Furthermore, the article explores the extent to which indices truly function as
significant tools, addressing societal and environmental issues while offering pathways for
corporate success beyond conventional business performance metrics. This paper will further de-
construct the statement above with the analysis of existing literature and frameworks that are
evident that ESG has reached its peak and will continue towards a downward slope of decline in
measuring a corporates responsibility towards society.
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1.0 Introduction

The stature of ESG indices as a “perfect”, “transparent” and “truthful” can be argued by a single
highlight made by (DasGupta, 2022) which quotes “To recover public image, sensitive industries
specifically disclose more information than other sectors in their sustainability reports and achiever
higher ESG performance”. This negates the statement above implicating that ESG is the future in
creating a sustainable generation, and therefore can be argued that it is far from truth. Anti-ESG
regulations are emerging with the belief that ESG investments can cause more harm, with the
argument that companies who earn more, can invest more, thus debating whether the existing
regulations exists to fulfil political objectives, rather than mitigate economic implications (Tang,

Submission: 20 November 2024; Acceptance: 4 December 2024
Copyright: © 2024. All the authors listed in this paper. The distribution, reproduction, and any other usage of the content
@ @ of this paper is permitted, with credit given to all the author(s) and copyright owner(s) in accordance to common academic
B practice. This article is an open access article distributed under the terms and conditions of the Creative Commons
Attribution (CC BY) license, as stated in the website: https://creativecommons.org/licenses/by/4.0/



https://creativecommons.org/licenses/by/4.0/

JOURNAL OF BUSINESS AND SOCIAL SCIENCES
Vol.2024:23

Shi, and Jiu, 2024).

ESG was first unveiled and came to prominence when the “Who Cares Wins” report was published
in 2004 by the UN Global Compact as a joint initiative with multiple notable companies such as
Deutsche Bank, Goldman Sachs, HSBC and World Bank Group, amongst others (UN Global
Compact, 2004). This report set out to conjoin environmental, social and governance (ESG) in
financial decision making while advocating a shift towards more sustainable business practices
that can extend its benefits towards the economy as well as the society. Despite the initiative being
launched to establish transparency, accountability and sustainability, there are many underlying
factors which can stamp it as illusory and multifaceted, seen on as early as the executive summary
on page 3 of the report stating:

Companies that perform better with regard to these issues can increase shareholder
value by, for example, properly managing risks, anticipating regulatory action or
accessing new markets, while at the same time contributing to the sustainable
development of the societies in which they operate (UN Global Compact, 2004)

To the naked eye, the above statement provides an insight to what ESG can do whereas if looked
through a magnified view, illustrates how ESG is a front put up by companies to elevate their own
interests rather than the giving back to society. This alone can challenge that the statement provided
in this assignment as tenuous and poorly grounded.

2.0 Literature Review

Looking at the role of ESG in modern business, it has been said that a company’s value
significantly rises with proper implementation of ESG (Henisz, Koller and Nuttal, 2019). A study
carried out by Tarmuji, Maelah and Tarmuji (2016) concludes that in today’s world of business,
ESG indices are a crucial element for long-term sustainability and to enhance performance.
Serafeim (2020) believes that behaving in “prosocial” ways is obligatory for all humans, whether
it be in a corporate or social setting and is one of the key reasons ESG performances should be
elevate. The author asserts that ESG practices must be incorporated in a company’s long-term plan
given the fact that it contributes to the reduction of capital costs and give a push towards the rise
of their valuation.

Though ESG practice was considered useful, it is disputed by Linz and Meckenstock (2023) on
the grounds that ESG practices are major contributors for both stakeholder and shareholder value
without consideration towards actual implementation, therefore labelling the company as just a
“regulation follower”. This is supported by highlighting the “ESG Entrepreneurs” who are known
to deviate from the sustainable approach and embody an “entrepreneur approach” towards ESG
which leads to tailored reports with no focus on the change driven by ESG indices.
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2.1 Profit Over Planet? Sustainable Future Pursuit Led by Profit-Seeking Companies

An article published by Economist (2022) highlights the decline of ESG investments stating that
it does not align with the financial motivations of companies while making an example of
BlackRock, a company that claims to be “one of the world’s leading providers of investment,
advisory and risk management solutions” who came short of their extensive pledges due misuse
of their power in the market to boycott fossil-fuel firms. This unethical practice of ESG was a
shortcoming that not only strained their public image, but also gained them a spot on a state watch
list by the efforts of the Indiana Treasurer, Daniel Elliot (Mufiz, 2024).

The significance of ESG indices is further contested by Hubbis (2024) with the claim that ESG is
used by companies as a “smokescreen” for “lackluster performance”. Similarly, Tucker, Brakman
Reiser and Xia (2024)’s preliminary data indicates that ESG investments revolve around a
“political bullseye” that investors lately deem too costly to pursue.

2.2 ESG Challenges and Backlash: Navigating the Storm

In the wake of anti-ESG movements, financial companies are now weaving the movement as a
risk in their annual reports (Birch, 2024). As this movement has hit the throttle, it is concurrently
labelled as “loosely defined” (Harvard Business Review, cited in Birch, 2024). The author further
explores the multi-million dollar campaigned launched by Unlocking America’s Future, a non-
profit who is in defiance of the recently adopted anti-ESG legislations as they see it as
“weaponizing” and damaging to the economy. On the contrary, Brown (2023), validates the call
for anti-ESG movements through legislation and policies, with the dilemmas of companies
highlighted in page 2:

"Investors and businesses increasingly face a choice between complying with these
new state laws and achieving the ESG goals promised to their investors and
stakeholders. New anti-ESG laws in 2023 present significant uncertainty for an
increasing range of businesses." (Brown, 2023)

While these policies may be perceived as an agenda to reinforce traditional business practices
(Pollman, 2022), it is however necessary to an extent to address the impending need to mitigate
greenwashing practices. This is followed by “greenhushing” gaining traction to stay afloat amidst
the high tide of ESG backlash leading to adopting legal measures (Brown, 2024). The decline of
company mentions of the terms ‘sustainability’ and ‘ESG’ in their financial reports are illustrated
in Table 1 below:
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COMPANY MENTIONS OF 'SUSTAINABILITY" AND
'ESG" IN FINANCIAL REPORTS

—&— Company mentions of 'sustainability’ and 'ESG' in financial reports
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Table 1 (Factiva, cited by Brown, 2024)

Though the “crackdowns” on inflated greenwashing publishments by companies has made it risk-
bound for them continue this agenda, 2022 statistics show that close to 60% are continuing the
unethical practice of overstating its sustainability efforts (Toplensky, 2023). The latest data on
ESG investing suggests that it is simply “falling away” with the indices being suffering a hostile
landscape in the USA market but is merely a fluctuation and not a permanent threat (Byrne, 2024).
This statement is intriguingly backed up by a forecast report published by Bloomberg Intelligence
(2024) with the prediction that ESG assets are on track to exceeding $40 trillion in the next 6-year
stretch, with Europe being the main hub for this growth. However, this assertion can be contested
when the discrepancies between sustainability reports of companies and the actuality of their
operations are put to trial. Let’s put Toyota’s 2022 sustainability report to scrutiny by looking at
two of their aims stated on page 6:

“Contributing to the creation of a prosperous society through our business activities
based on the Guiding Principles at Toyota while continuing to uphold the spirit of the
Toyoda Principles, which we have inherited since our foundation. Aiming to be the
"best company in town" that is both loved and trusted by local people to achieve the
mission of "Producing Happiness for All" under the Toyota Philosophy compiled in
2020.” (Toyota Motor Corporation, 2022).

The convincing tone of these aims were undeniable, though the delivery failed to materialize.
Toyota caught in yet again another scandal involving falsifying data for safety certification tests
led to a raid by the Japanese Transport Ministry followed by an apology by the company (Liang,
2024). Additionally, the author highlighted the closing of all factories of ‘Daihatsu’, a carmaker
owned by Toyota after conceding that safety tests were falsified. Reflecting to the staunchly stated
aim inclusive of “trusted by local people” and “uphold the spirit of the Toyoda Principles” is
annulled due to the Safety scandal caused by their negligence, which provokes the thought that
“Toyoda Principles” is about causing more harm to the customers and society.

2.3 Unveiling ESG as a Smokescreen in Greenwashing Practices
The standards and systems revolving sustainability reporting and monitoring has barely gained

http://ipublishing.intimal.edu.my/jobss.html
elSSN:2805-5187



http://ipublishing.intimal.edu.my/jobss.html

JOURNAL OF BUSINESS AND SOCIAL SCIENCES
Vol.2024:23

momentum, despite the ramped-up attention revolving corporate sustainability (In and
Schumacher, 2021). Let’s look at why ESG has become a smokescreen below:

“The existing challenges on firms’ disclosure on ESG data are manifold: unaudited
ESG data, no global governing body, various behavioural issues at firm level, and no
specific regulatory guidelines to ensure the accuracy of reported ESG data” (PRI,
2015; Khan et al., 2016; PRI, 2017; State Street Global Advisors, 2017; Schroders,
2017; Fride, 2019, cited in Yu, Van Luu and Chen, 2020)

This perplexing nature of ESG data disclosure provides latitude for companies to continue their
greenwashing practices. Volkswagen’s Dieselgate Scandal is a quintessential example of
greenwashing complicity and unethical corporate leadership (Mujkic and Klingner, 2019). In
2015, Volkswagen was issued a notice of violation following the uncovering of their “defeat
device”, used to falsify the emission of their diesel vehicles, in which emission rates were 40 times
more than what’s legally allowed. The charges against them were irrefutable and damages
irreversible. Some intriguing takeaways from their first sustainability report published in 2017,
two years following the industry-wide scandal are highlighted in page 12:

“In truth, our company faces a dual challenge. We have not yet surmounted the diesel
crisis for which we ourselves are responsible; its consequences will continue to weigh
on us for the foreseeable future. We have taken significant steps to strengthens our
internal processes and control mechanism, and to refocus on compliance and integrity
— by revising our code of conduct, for example, and extending our whistleblower
system... ... " (Volkswagen Group, 2017)

The report attempts to present an image of corporate remorse and responsibility, aiming to regain
public trust. However, it ultimately serves as a smokescreen, masking the company’s continued
obfuscation of its past wrongdoings. Instead of offering genuine accountability, the report
perpetuates a narrative of redemption that distracts from the ongoing issues at hand.

The company Shell is a great illustration of this phenomenon. High ESG scores were awarded to
Shell in 2018, even as the company still invested in the extraction of fossil fuels. Many people
praised Shell for its pledge to reach net-zero emissions by 2050, but others noted that the firm’s
greenhouse gas emissions were still increasing, and its capex was predominantly on oil and gas
projects (Boffey, 2020). This malaise resulted in allegations that Shell was trumpeting its ESG
ratings to justify its actions overrunning with unsustainable practices.

An additional instance relates to Nestlé, who also had been accused of greenwashing in terms of
their environmental initiatives. Although Nestlé reported advancing plans on palm oil sustainable
sourcing and plastic waste reduction, the firm was still a massive polluter, mostly due to its use of
single-use plastic bottles (Macdonald, 2019). In light of these concerns, however, Nestle was able
to hold firm disabling ESG investment indices pointing out the concerns on the efficacy of NESI
in eradicating poor sovereign outlays environmentally and socially. These cases can paint a clear
picture on how ESG indices can inadvertently praise corporations for their ambitious, yet
unrealistic plans without allowing any real change, which therefore encourages more
greenwashing practices.
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3.0 Discussion
3.1 The Mirage of Transparency: ESG Indices and Their Lack of Standardization

The central claim in this essay is that that ESG indices are “transparent”, “truthful” and
“unambigious”. This is however brought into question due to the variation in ESG reporting
frameworks across jurisdictions. Kotsantonis and Serafeim (2019) have pointed out that different
rating agencies, including MSCI and Sustainalytics and RobecoSAM, assess companies along
different metrics and have different processes of assessment resulting in significant rating gaps for
the same company. For instance, in the year 2020 oil corporation ExxonMobil was rated highly
for its governance and environmental policies by handful of agencies while some agencies took it
very low because of its continued funding of fossil-based energy (Berg et al, 2019).

Since there is no harmony in the measurement or the rating systems, this implies that the investors
and other stakeholders can always be in the wrong direction as ESG scores are unable to reflect on
a single standard of ethical practices which is globally accepted. Such lack of transparency can
also enable the companies to cherry pick the good metrics at the same time avoiding the negative
metrics, as was the case with regard to the ESG ratings of Tesla. Although Tesla received good
scores for environmental expectations, its labor practices and aspects of governance focusing on
worker safety and diversity, have been of concern to some of the ESG raters (Berg et al, 2019).

The European Securities and Markets Authority (ESMA) has cited that over 80% of large publicly
listed companies in EU have some kind of ESG reporting but ‘quality and detail’ of this reporting
differs drastically (ESMA, 2021). Consequently, most stakeholders are frequently misinformed
about a firm’s real effect on the ecosystem and community. This can be illustrated by BP during
its reinvention on green energy. Despite the company trying to position as a green energy
innovator, BP’s reports concerning scope 3 emissions (which are emissions produced by end users
who utilize BP’s products) were frequently deficient and deceptive. So, while BP strategically
released components of its energy transition strategy to account for a large proportion of its
reported ESG performance, the lack of detailed and aggregate data on the environmental footprint
of its operational and fossil fuel sectors businesses raised serious questions regarding the
company's sustainability inclination (Wright, 2020). Such deficient reporting not only undermines
the ability of ESG indices to provide meaningful ratings but also furthers the causes of
greenwashing by concealing the behavioural aspects of the corporations that are more difficult to
observe.

3.2 ESG: When Ethics Become a Marketable Asset

Another emerging concern in relation to ESG would be the fully developed financialization of
ESG in towards filters whereby ESG ratings are mostly employed as a tool for investment rather
than as genuine measures of a firm’s sustainable performance. As its culture grows, so does the
chance that a firm’s ESG strategy will be evaluated as an investment strategy, concentrating on
how its ESG ratings may enhance financial returns rather than the social or environmental
responsibilities (Grewal et al., 2021). Such perverse market-based approach to ESG data reduces
sustainability into an investment portfolio rather than an ethical theme.

http://ipublishing.intimal.edu.my/jobss.html

elSSN:2805-5187


http://ipublishing.intimal.edu.my/jobss.html

JOURNAL OF BUSINESS AND SOCIAL SCIENCES
Vol.2024:23

The proliferation of ESG exchange traded funds (ETFs) is one example of this trend. Many ESG
indexes include as a selection criteria companies which are rated on their ESG rating system;
however, these funds have been accused of incorporating companies like Chevron and Bristol-
Myers Squibb, who have a bad Environmental and Social reputation but are included for having a
high financial or governance scoring. In 2020, an ETF focusing on ESG by BlackRock was outed
for having stakes in companies which were known for their unethical human rights practices,
which included a company responsible for the deforestation in the Amazon (Griffiths, 2020)

3.3 SDGs: The Blueprint for Meaningful Business Transformation

Amid growing criticism of ESG indices’ short comings, more and more voices have been heard
suggesting a transition toward the United Nations’ Sustainable Development Goals (SDGs). The
SDGs, which are in themselves multiple, including alleviation of poverty and inequalities,
advancement of climate action and protection of the environment, are regarded as more holistic
constituents to measure a corporation’s sustainability (Kolk and Van Tulder, 2020). In contrast to
the rather narrow vision of ESG benchmarks, wherein financial performance and selective
environmental or social concern are the emphasis of focus- the SDGs define a more expansive
view of societal development.

To illustrate, Unilever has received plaudits for its attention in merging its business purposes and
goals with those of the SDGs, specifically gender equality, responsible consumption and climate
change (Dahl, 2021). It is apparent that Unilever, due to its emphasis on SDGs, has been able to
showcase its commitment to sustainability in a way that, in a much deeper sense, goes beyond
seeing sustainability as an ESG issue. It is expected that firms that operate within the framework
of the SDGs will be able to impact global issues in a positive way while at the same time improving
their reputation and business continuity.

Additionally, the SDGs present a more uniform and clear-cut methodology that can help resolve
some of the discrepancies associated with ESG rating systems (Schmidt and Cohn, 2020). As far
as businesses align their plans with the SDGs, they are urged to Embark on a more integrate
approach which brings for the SDGs.

4.0 Conclusion

There is no doubt that ESG indices have become popular as tools for the measurement of
responsible corporate behavior. The three factors, however, raise serious issues regarding the
effectiveness of the indices: a fragmented standard, some variance in the developed metrics, and
greenwashing. Practical examples demonstrate the exercise in futility which Shell, Toyota and
Volkswagen brought to ESG metrics: self-regulation of the companies in terms of their impact on
society as well as the environment. Owing to these, place the SDGs as the best alternative, they
promise a more sophisticated concept for adoption especially for corporate social responsibility.
In such a context, these goals will become operational for businesses and transitions from words
to actions because they have a clearly defined and in unison international standard.
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