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Introduction 

1.1 Background 

 
SRI (Socially Responsible Investing) has grown significantly during the past 
decade. According to the most recent figures from US Social Investment Forum, 
assets managed professionally according to a SRI strategy in the US have grown in 
absolute figures from $639 billion in 1995 to $3.07 trillion by the end of 2009.  
 
Compared to the universe of “conventionally” managed assets, SRI has 
experienced high relative growth rates and as such an increasing share of the total 
asset management market [1]. This trend is also prevalent in Europe where, 
according to Eurosif, total SRI assets under management amounted to 5 trillion 
Euros by the end of 2009 with an increase from 2.7 trillion Euros in 2007[2].
  
These general figures of the size and growth of the international SRI market cover 
a variety of different SRI strategies, approaches and methodologies. Investors 
wanting to avoid companies engaged in the production of arms, tobacco and 
alcohol; investments in companies that are selected based on an analysis of their 
CSR (social, environment  etc.) responsibility; investments backed by active 
shareholders engaging with companies around their assumed or real ethical, social 
and environmental responsibility; investments in renewable energy, community 
development etc. etc.  
 
The term “SRI” thus very generally covers investments, which are based not only 
on financial valuations but also on ethical, social, environmental and governance 
(in the following ESG) considerations. As illustratively stated by Eurosif … “It is 
this richness of different views that challenges the investor to perfectly define and 
categorize SRI – it is not easily ‘boxed in’“ [3].
  

1.2 Purpose of study 

The overall purpose of this study is to examine and discuss whether and to what 
extent the current SRI approaches promote the development and progress of 
corporate environmental performance.  
 
This is done by reviewing a number of different guidelines with regard to the 
methods, principles and indicators applied and with a specific focus on the use of 
environmental requirements and performance criteria.  
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2 Introduction to the SRI 
community 

Green investing, triple bottom line investing, value-based investing, ethical 
investing, sustainable investing, responsible investing, impact investing etc. etc.. 
The terms are many. However, behind the many terms one can identify some core 
strategies used in the SRI community as well as some key characteristics of players 
operating in the field. 
 
This chapter gives a broad overview of the framework conditions for SRI as well as 
different types of investors and investment strategies. It forms a basis for the 
subsequent presentation of selected guidelines and discussion of their contribution 
to the promotion of environmental responsibility (chapter 3). 
 

2.1 Framework conditions for SRI 

Identification of the type of investor and the regulatory framework they operate 
under are important in regard to understanding the SRI strategies adopted and the 
implementation of SRI principles.  
 
The figure below gives a basic overview of SRI investments, which can be carried 
out directly by the owner of financial resources or through financial 
intermediaries/trustees such as pension funds, banks etc. SRI investors use a 
combination of investment strategies and investment tools (such as different types 
of guidelines) when deciding which companies (or projects) to invest in. This 
information is included in the investment decision process along with “traditional” 
economic risk/revenue evaluation of the companies/projects. 
 
 

 
 
 
2.1.1 Regulatory framework 

SRI investors can be subject to mandatory or voluntary SRI requirements in regard 
to the adoption and disclosure of their SRI activities (see table 1).  
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Mandatory 
Some organizations are obliged to adopt a specific set of SRI principles. 
Institutions like the European Investment Bank or the World Bank are, for instance, 
obliged to use the ‘EIB Environmental and Social Principles’ and the ‘IFCs 
Environmental and Social Standards’ respectively in all projects, where they are 
investors. This obligation implies a specific attention on the use of SRI parameters. 
 
Of more indirect mandatory character is the increasing use of “disclosure 
regulation” of for instance pension funds. An increasing number of European 
countries (amongst others the UK, Sweden, France, Austria, Belgium and 
Germany) have put obligations on pension funds to disclose if they incorporate SRI 
into their investment policies and practices - and if so - to inform about the policies 
and practices used. While being a voluntary approach, this type of indirect pressure 
on public pension funds is intended to increase transparency and promote the 
adoption of SRI investment policies. However, the choice of investment strategy 
and the strictness with which it is implemented is up to the investor. 
 
Voluntary 
An increasing number of financial institutions voluntarily offer SRI investment 
products or adopt a more general SRI investment strategy. The strategies adopted 
can be product/solution focused such as for instance “green funds” focusing on 
companies engaged in alternative energy, green transport, water and waste 
management technologies or the like. They can also be based on a SRI strategy 
compounded of a specific mix of ESG parameters. Although voluntary, SRI 
investments have an obligation to “deliver according to the product specifications”, 
i.e. to invest according to the principles set up. They can be held accountable to 
their investors, if they do not invest according to the purpose set up. However, the 
degree of transparency in the methodology used and the investments decisions 
made is critical for the possibilities of investors to hold the trustee accountable for 
the strategy. 
 

 Mandatory Voluntary 
Direct 
(adoption) 

An obligation on trustees to use 
specific guidelines or principles 
(e.g. organizations such as the 
European Investment Bank is 
obliged to use a specific set of 
guidelines on their investments). 

 
 
 
 
 
Voluntary adoption of SRI 
investment strategy etc. 
 

Indirect 
(disclosure) 

An obligation on investors to 
disclose if – and if so, how - ESG 
principles are included in 
investments decisions (“disclosure 
regulation”)  
 
 
 

Table 1: Mandatory and voluntary requirements within the SRI community. 
 
 
2.1.2 Fiduciary responsibilities 

Investment managers such as banks, insurance companies, private pension funds 
etc. have so-called fiduciary responsibilities towards their beneficiaries. They are 
required to manage the assets, they have been entrusted, “in the best interests” of 
the underlying owner or recipient (e.g. generally interpreted as maximizing their 
return on investments). There is some debate as to whether the fiduciary duties to 
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beneficiaries conflict with the adoption of SRI policies. Do you sacrifice financial 
returns in return for SRI principles? The uncertainty linked to this question might 
explain why many countries have taken a relatively passive regulatory stance in 
regard to requiring that pension funds incorporate ESG into their investment 
strategies. The adoption of disclosure regulation leaves it up to the investor to 
interpret their fiduciary responsibilities as exemplified by UN PRI that states that 
“In signing the principles, we as investors publicly commit to adopt and implement 
them, where consistent with our fiduciary responsibilities” [20]. 
 
Some “interpreters” of fiduciary responsibilities point to the fact that pension fund 
managers or trustee’s duties should stretch onto a broader scope of the investors’ 
interests and not just purely financial ones. They argue for the relevance of some 
SRI maneuvering within the limits of entrusted fiduciary responsibility. 
 
This view is reflected in a report from the UN Environment Programmes’s Finance 
Initiative (UNEP FI) (the so-called “Freshfields report”), which concludes that “It 
is not a breach of fiduciary duties per se to have regard to ESG [environment, 
social and governance] considerations while pursuing the purposes of the trust. 
Rather, in our opinion, it may be a breach of fiduciary duties to fail to take account 
of ESG considerations that are relevant and to give them appropriate weight, 
bearing in mind that some important economic analysts and leading financial 
institutions are satisfied that a strong link between good ESG performance and 
good financial performance exists” [4]. 

 
Others have a more stringent financial interpretation of this responsibility leaving 
no or very limited room for adoption of SRI strategies, which is seen as being in 
conflict with the fiduciary duties. This is particularly relevant in regard to for 
instance pension funds, where the individual investor has no influence on the 
investment policy of the scheme and where the trustee represents a very broad 
group of investors and interests. 
 
The degrees to which investors with fiduciary duties can adopt SRI policies and 
practices without being in conflict with their fiduciary responsibilities are thus 
debated. This interpretation of the fiduciary responsibilities will influence the 
strictness with which SRI strategies and principles are implemented. 
 
 
2.1.3 The competitiveness of SRI versus conventional investments 

Closely linked to the question of fiduciary responsibility is the question of SRI and 
conventional investments, when it comes to return on investments. For decades, 
there has been an on-going interest and debate amongst academics, SRI 
practitioners and the investing public as to whether the inclusion of ESG 
considerations in the investment process has a negative influence on investment 
returns.  
 
Adopting more criteria in the stock selection process will – all things being equal – 
contribute to reducing the universe of stocks to be selected. Opponents of SRI, will 
therefore often argue that any reduction in the investment universe will reduce the 
investment opportunities and as a consequence the possibilities of maximizing 
return on investments.  
 
Proponents of SRI will, on their side, argue that SRI strategies are a supplementary 
risk-assessment tool, which contributes to excluding companies that are expected 
to deliver a poor performance in the long run and picking companies that are 
expected to be a lucrative and sustainable investment. The fact that the gross 
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investment universe is limited by none-financial considerations (i.e. by adding 
more criteria) is overshadowed by the advantages of using the SRI tools in the 
investment process. 
 
A lot of research has been put into the field of investigating the relative 
performance of SRI versus conventional funds, indexes etc. With reference to the 
wide variety of different strategies, approaches and methodologies adopted in SRI 
community (see section 1.1), one has to be very careful in the conclusions drawn 
from these comparative analyses. The key findings, however, seem to be that SRI 
does not deliver neither superior, nor lower investment returns. Thus, there seems 
to be no significant differences in return on investments between SRI and 
conventional investment strategies. This raises another interesting and difficult 
question – if it cannot be documented that the financial return on investments are 
positively affected by the adoption of an SRI strategy, to what extent does  SRI 
affect the ESG agenda promoting sustainability?  
 

2.2 SRI investment strategies 

One can identify four “classical” investment strategies used in the SRI community. 
 

� Norms/Values-based exclusions 
This investment strategy is based on the identification and exclusion of 
companies involved in activities deemed to be undesirable by the investor. 
Negative screening can be value-based avoiding companies engaged in the 
production of for instance tobacco, alcohols, arms, pornography, animal 
testing etc. It can also be norms-based excluding companies that violate 
internationally recognized norms and standards. 
 

� Positive/Best-in-class selection 
A positive investment strategy aims at selecting companies for their 
superior performance on ESG related parameters. A wide variety and 
combination of positive selection criteria can be adopted, such as the 
company’s risk management systems, resource consumption, energy 
efficiency, employee training programs, governance structure etc.  
 

� Positive/Thematic investments 
Another type of positive selection strategy is the thematic approach, which 
focuses on the products and services of the company. Companies are 
selected for their ability to offer solutions to societal challenges such as 
climate change, scarcity of resources and water, waste management etc. An 
increasing number of thematic SRI investments have emerged focusing on 
areas such as renewable energy (wind, solar energy, biomass etc.), water, 
pollution control, health care etc. 
 

� Engagement 
The engagement strategy is based on using the influence and rights of 
ownership to promote good business practices. The engagement can take a 
variety of forms from writing letters and calling the company to voting a 
proxy, filing a resolution or participating in multi-stakeholder initiatives. In 
itself, the engagement strategy does not reduce the investment universe. As 
such, it can also be used to put pressure on companies that might not be 
part of the investment universe of the two above mentioned strategies and 
thus address companies, which might have a poor ESG performance and 
thus a large potential for improvements. 
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All of the four above mentioned investment strategies can be adopted in their 
“classical” form or in combination with each other. 
 
Seen in a historical perspective, investment strategies and products have developed. 
Where the application of negative exclusionary criteria only (the norms/values-
based exclusions) characterized the very early investment products, the best-in-
class selection methodology entered the stage and took over as the most prevailing 
investment strategy. Engagement and involvement strategies have later added new 
dimensions and today many investments products are based on a combination of 
different strategies with the positive (best-in-class) selection being the predominant 
thread in the investment strategy. 
 

2.3 SRI processes and players 

A number of players are involved in the SRI screening process and the area has 
turned into an industry in itself [5]. As illustrated in the figure below, the 
foundation for SRI investments is based on a process where company CSR data are 
compiled and supplemented with research on companies. This material forms the 
platform upon which the process of rating and ranking of companies is carried out. 
Finally, investors make their decisions based on the outcome of the evaluation and 
benchmarking/ranking process. 
 
Transparency in the process is important in order to be able to examine how the 
current SRI approaches promote the development of corporate environmental 
performance. However, as it is a competitive industry there is a natural limit to the 
degree to which the specific methodologies applied can be revealed. Whereas the 
policies and principles underlying SRI investments are often available, information 
about the specific rating methodology as well as the strictness with which the SRI 
principles are applied is seldom available.   
 

Source: SustainAbility, “Rate the Raters”, phase 4, July 2011 [5]. 
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2.4 SRI guidelines in perspective 

SRI guidelines are tools that can be used by investors who want to integrate ESG 
considerations into the investment decisions. The way these tools are used should 
be seen in the light of the specific investor and the responsibilities that the 
particular investor operates under. While some investors in their ‘object’s clause’ 
are obliged to integrate specific SRI principles in their investment decisions (see 
section 2.1.1), others have a greater room of maneuvering in regard to integrating 
SRI principles in their investments. Furthermore, guidelines can be adopted in 
connection with different investment strategies (negative screening, positive best-
in-class etc.) which are of importance in regard to evaluating their contribution to 
the promotion of sustainability. 
 
In the subsequent chapter, we analyze and discus a selected number of SRI tools 
with the aim of examining the character of the environmental requirements and the 
degree to which these requirements and the tool in itself contribute to the 
promotion of corporate environmental performance. 
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3 Review and analysis of 
existing SRI guidelines 

A review of selected widely recognized SRI guidelines has been carried out. The 
review is based on desk-research combined with a few active contacts to selected 
SRI operators, i.e. the report is based on publicly available information. 
 
The review covers the following guidelines: 
 

� Dow Jones Sustainability Index (DJSI) 
� Ethibel Ecolabel Index 
� FTSE4Good Index series 
� Environmental and Social principles of the IFC, World Bank 
� The Equator Principles 
� European investment Banks (EIB) environmental and social principles and 

standards 
� PRI principles 

 
The review will provide a brief introduction and summary of the guidelines 
(section 3.1). The following section (section 3.2) will analyze and discuss the 
specific character/formulation of the environmental requirements in the individual 
guidelines/tools:  
 

� Are the requirements mandatory (an obligation to do something) or a 
declaration of intent (an obligation to “strive towards…” “aim at..”  
“achieving something..”).  

� Are the requirements quantitative or qualitative in nature (are they focused 
on numerical ‘how many’ and ‘how much’ rather than a qualitative 
description of performance).  

� Are the requirements process oriented (for instance a requirement to have 
an environmental management system) and/or performance-based 
(requiring information that says something about the actual performance of 
the company – for instance CO2 emitted per employee) – and if the 
requirements are performance-based do they allow for a true evaluation of 
environmental performance level? 

 
Thus, the chapter will not provide a step by step detailed analysis and presentation 
of all requirements in each guideline. Instead, based on a brief summary of the 
guidelines, observations and examples regarding environmental requirements and 
indicators will be highlighted and discussed. It is important to bear in mind, that the 
evaluation is only focused on environmental issues. 
 
As mentioned previously, there is a limit to the degree of access to more detailed 
information about the criteria, approaches and methodologies used by actors in the 
SRI community. In some cases, one has to sign restrictive user agreements in order 
to get access to information about specific criteria and rating methodologies and a 
special permission has to be obtained in order to use the data. 
Furthermore, the actual use of the guidelines – the “strictness” and consistency 
with which they are used – requires more in-depth knowledge and interviews with 
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players involved in the implementation of the guidelines. This report is based on 
desk research and publically available information, i.e. confidential information has 
not been included and an evaluation of the actual implementation of the guidelines 
lies outside the scope of this report. Thus, the report points to some overall 
characteristics in the methodologies used by the SRI community. 
 

3.1 Brief description of the guidelines 

In the table below, the guidelines are summarized indicating their name, type and 
key characteristics regarding the investment strategy adopted and the research 
carried out. Each guideline is presented and analyzed in more detail in the 
following sections. 
 
The tools are grouped into two different types: tools developed for benchmarking 
and tools used for evaluation of specific projects/companies respectively. Tools 
used for evaluation of specific projects/companies are of course also used to 
“benchmark” projects against each other when deciding, which projects can pass 
specific requirements for investments/funding. However, the tools are different in 
the sense that the guidelines used for evaluation of projects are more qualitative, 
less standardized and more context-dependent and thereby more complex to use 
than guidelines used for benchmarking, which are more standardized in their 
approach.  
 
Guideline Type  Characteristics 
DJSI (Dow 
Jones 
Sustainability 
Indexes) 

Benchmarking 
tool 
 
 
 

Investor indexes (both global and regional). Provides 
sustainability benchmark to be used for the management 
of sustainability portfolios. 
Investment strategy: Best-in-class combined with 
norms/value-based exclusions. 
Research & rating: Research and rating is carried out by 
the Suisse company SAM (Sustainable Asset 
Management). 
Research based on:  
- One general and 57 sector specific Questionnaires. 
- Publicly available company-specific sources of 
information. 
- Media and stakeholder analysis. 
- Personal contact with the companies. 

Ethibel 
Ecolabel 
Index 

Benchmarking 
tool 
 

The Forum Ethibel investment register is a register of 
companies with a favorable sustainability assessment 
score. Investment funds can use a Forum Ethibel Pioneer 
or Excellence label on their products, if all companies in 
the fund live up to a certain rating category in the 
register. 
Investment strategy: Best-in-class combined with 
norms/value-based exclusions and screening regarding 
controversial activities. 
Research & rating: Research is carried out by Vigeo. 
Final assessment, rating and selection of companies for 
the register are carried out by Forum Ethibel.  
Research based on:  
- Annual reports, company websites and public reports  
- Contact with companies for additional information 
- Involvement of stakeholders 

FTSE4Good 
Index Series 

Benchmarking 
tool 
 

A series of investor indexes to be used by responsible 
investors. The Indexes are calculated and run by FTSE 
Group. 
Investment strategy: Best-in-class combined with 
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norms/value-based exclusions. 
Research & rating: Research and rating are carried out 
by the British-based company EIRIS (Ethical Investment 
Research Service). 
Research based on:  
- Annual reports and company websites 
- Written questionnaires and liaison with companies 
where appropriate 
- Other publically available material 

Environmenta
l and Social 
principles of 
the IFC, 
World Bank 

Company/ 
project 
evaluation 
tool 
 

Guidelines to be applied on all IFC projects/investments 
financed by IFC directly or indirectly by financial 
intermediaries. 
Investment strategy: Environmental and social due 
diligence combined with norms/value-based exclusions. 
Categorization of projects based on the environmental 
and social risks and impacts of the investments. 
Research & rating:  Research is carried out by IFC or by 
a financial intermediary. 
Research based on:  
- 8 performance standards providing guidance on 
specific topics 
- Site inspections 
- Review of documentation 

The Equator 
Principles 
 

Company/ 
project 
evaluation 
tool 
 

The Equator Principles are adopted voluntarily by 
financial institutions and are applied to major 
infrastructure or industrial projects exceeding 10 million 
Dollars (power plants, etc).  
Investment strategy:  
Aims at providing a minimum standard for due diligence 
to support responsible risk decision-making. 
Categorization of projects based on the environmental 
and social risks and impacts of the investments. 
Research & rating: The EPFI (financial institutions 
which have adopted the Equator principles) evaluate 
whether borrowers (and their projects) comply with the 
Equator principles. 
Research based on:  
-  IFC Performance Standards on social and 
environmental sustainability 
- The World Bank Group Environmental, Health and 
Safety Guidelines (EHS Guidelines) 

European 
Investment 
Banks 
environmental 
and social 
principles and 
standards 
 

Project 
evaluation 
tool 

Applies to the projects that the EIB finances and the 
responsibilities of the various parties. 
Investment strategy: 
Due diligence with EU laws and standard. 
Research & rating: EIB – their Environment and Social 
Office (ESO) 
Research based on: 
References to compliance with: 
- EU Directives and associated laws – with special 

focus on the EIA Directive (Environmental Impact 
Assessment) 

- National law, though succeeded by EU standards, if 
they are more stringent 

- Specific requirements regarding biological diversity 
and climate change. 

PRI 
Principles of 
Responsible 
Investing 

Declaration of 
intent/adheren
ce to the 
principles  

Investors sign up for the principles. As signatory, 
investors are committed to implement the principles in 
their investment decisions and activities.  
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3.2 DJSI: General industry questionnaire 

Introduction to the Dow Jones Indexes 
Launched in 1999, the Dow Jones Sustainability Indexes are the first global 
indexes tracking the financial, environmental and social performance of the 
companies worldwide. The Dow Jones Sustainability Indexes comprise global and 
regional benchmarks including European, Eurozone, Nordic, North American, US, 
Asia Pacific and Korean Indexes. Dow Jones Indexes and SAM (a company which 
integrates financial and sustainability insights into a structured investment process) 
together create customized versions of the indexes to meet investors’ specific 
requirements. According to Dow Jones, the Dow Jones Sustainability Indexes 
(DJSI) have become the key reference point in sustainability investing. 
 
As of December 2011 approximately 50 DJSI licenses were held by asset managers 
in 15 countries. In total, theses licenses presently manage approx. 5.6 billion USD 
[2]. 
 
The DJSI are based on SAM’s Corporate Sustainability Assessment (CSA) 
methodology. SAM’s CSA methodology collects data that forms the backbone of 
the Dow Jones Sustainability Index. 
 
The CSA methodology applies a best-in-class approach for selecting sustainability 
leaders from all industry sectors. The best-in-class approach means that they 
include only companies that fulfill certain sustainability criteria better than the 
majority of their peers. They have chosen the best-in-class approach since they 
believe that sector specific sustainability opportunities and risks play a key role in 
companies’ long-term success. Furthermore, they believe that the best-in-class 
approach leads to a healthy competition among companies for inclusion in the 
DJSI. Thus, to be included or remain in the index, the companies have to 
continually intensify their sustainability initiatives. Though it should be mentioned, 
that it is possible to retrieve index lists, which are based on ‘Norms/value-based 
exclusions’ i.e. a list of best-in-class companies excluding companies within 
certain sectors (for instance the weapon industry). Thus all in all the Dow Jones 
Indexes combine the best-in-class approach with the norms/value based exclusions. 
 
In general, no sectors are excluded from the DJSI indexes, thus the target group 
comprises all sectors. Of course some indexes – as mentioned above – do exclude 
certain companies, but in general the DJSI indexes (the World index for instance) 
include all types of companies. 
 
 
The methodology behind the DJSI 
This section describes the methodology used to assess companies in terms of 
sustainability within the DJSI framework. 
 
SAM starts (each year) by defining sustainability trends, which they see have a 
growing impact on the long-term success of companies. How they do this is not 
described further. Based on this understanding of future economic, environmental 
and social developments, the analysts develop a set of general and industry-specific 
criteria to assess companies. SAM has a total of 20 analysts, who are organized on 
a sector basis, allowing them to understand trends and leadership behavior specific 
to their industries. SAM further hires co-analysts during the period (April-August) 
when the majority of the analysis is conducted.  
 
Dow Jones divides companies into 57 industry sectors. Each sector has its own set 
of assessment criteria (approximately 50 criteria). The assessment methodology 
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may also be different within the different indexes – of which they have 
approximately 19. The industry-specific criteria account for 57% of the assessment. 
The remaining 43% are allocated to general criteria.  
The assessment can also be divided into three dimensions (or themes): economic, 
environmental and social – each accounting for a third of the assessment (see 
figure below). However, their analysts have the possibility to alter the weightings 
slightly to reflect industry characteristics – for example, in the media industry 
economic and social considerations are of more significance than environmental 
considerations.  
 

 
(Source: www.sustainability-index.com) 
 
Besides this annual review of the companies/the index, the DJSI World index is 
also continually reviewed for changes to the index composition necessitated by 
extraordinary corporate actions – such as mergers, takeovers, spin-offs, bankruptcy 
etc. (source: www.sustainability-index.com). Furthermore, the annual selection 
process and methodology are regularly verified by independent auditors. The 
assurance report is available on DJSI’s homepage. 
 
The overall annual assessment process – in more details: 
The World Index consists of the 300 companies that represent the top 10% of the 
leading sustainability companies out of the biggest 2,500 companies in the Dow 
Jones Global Total Stock Market Index. Below are listed the main elements of the 
annual assessment process of the DJSI World Index.: 

a. Sector classification 
o All companies in the index are assigned – based on the company’s 

primary revenue source – to one of the 57 DJSI sectors1. The 
companies are then assessed in line with general and industry 
specific criteria.  

b. Corporate Sustainability Assessment (the CSA assessment) 
o Each company assessed is assigned a corporate sustainability 

performance score according to their CSA methodology (see later) 
c. Ranking within sectors 

o The analyzed companies are ranked according to their corporate 
sustainability score within their DJSI sectors 

d. Eligible Industry Groups 
o Only those DJSI sectors where the highest ranked company has a 

corporate sustainability score of at least one-fifth of the maximum 

                                                   
1 http://www.sustainability-index.com/07_htmle/reviews/sectoroverviews_10_1.html  
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score are eligible for the DJSI World. All other sectors – and their 
associated companies – are deemed ineligible and are eliminated 
from the review process. 

e. Eligible Companies 
o From each eligible DJSI sector, only companies with a corporate 

sustainability score of at least half of the highest ranked company 
in the same sector are eligible for the DJSI World. All other 
companies are deemed ineligible and are eliminated from the 
selection process. 

f. Component selection 
o The target selection for each eligible DJSI sector is 10% of the 

companies in the investable universe in that group. In a first step, 
the top 7% of the eligible companies in each sector – by corporate 
sustainability performance ranking – are selected for the DJSI 
World. In a second step, the eligible current DJSI World 
component companies ranked in the buffer zone between the top 
7% and the top 13% of the eligible companies – by corporate 
sustainability performance ranking – are selected for the DJSI 
World. If after adding all component companies in the buffer zone 
the target selection number is not reached, then additional non-
component companies – in their corporate sustainability ranking 
order – are added to the selection universe. 

g. Market Capitalization Coverage 
o For each super sector, if the cumulative market capitalization of 

the selected companies exceeds this target, then no further 
companies from this super sector are selected for the DJSI World. 

 
The CSA assessment – in more details 
The information used for assessing a company according the CSA method 
comprises the following four elements:  

1. Sources of Information comprise company-specific sources as corporate 
sustainability reports, environmental reports, health and safety reports, 
social reports and annual financial reports, documentation on intellectual 
capital management, corporate governance, R&D or employee relations. 
Other information like websites, brochures can also be analyzed. This 
documentation can be seen as supporting ‘evidence’ of the company’s 
answers to the SAM Questionnaire. 

2. Media & Stakeholder Analysis comprises the use of media coverage, 
stakeholder commentaries and other publicly accessible sources. The 
information is currently provided by the data supplier RepRisk2.  

3. SAM’s Questionnaire consists of approx. 100 questions on economic, 
environmental and social issues. The SAM Questionnaires are specific to 
each of the 57 sectors. The questionnaire is designed to ensure objectivity 
by limiting qualitative answers through predefined multiple-choice 
questions. The completed company questionnaire, signed by a senior 
company representative, is the most important source of information for 
the assessment. 

4. Personal contact with companies. Besides the above mentioned sources 
of data, the analysts may personally contact the individual companies to 
clarify open points from the analysis of the questionnaire and company 
documents. Also information derived from the Media & Stakeholder 
Analysis may give cause for personal contact. 

 

                                                   
2 http://www.reprisk.com/ 
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3.2.1 Environmental criteria 

As mentioned above, environmental criteria account for approximately one third of 
the CSA assessment process and performance scoring. The sector specific 
questionnaires are not publically available3. As a consequence, the analysis below 
is based on the environmental criteria in the general SAM Questionnaire, which is 
publicly available. 
 
The questionnaire covers the following aspects within the environmental area: 

a. Environmental reporting 
o In this section, DJSI evaluates the content, context and coverage of 

the environmental reporting. The evaluation is based on CSR 
reports etc. The judgment seems to cover assurance, qualitative 
data and quantitative data (however, the issues are only mentioned 
by title – no questions are listed related to the issues). 

b. Environmental policy 
o The company is asked whether it has a policy (if so, where it is 

documented) and if not an explanation is required. 
o They are asked to attach the policy to the questionnaire when 

returning it as well as describing the areas covered in the 
questionnaire. 

c.  Environmental management system 
o Whether the system is verified/certified – and if not an explanation 

is required. 
o How many sites are covered by the certificate. 

d. Operational Eco-Efficiency 
o Data regarding full-time employees and revenues are required in 

order to normalize quantitative data. 
o Data regarding direct and indirect GHG emission on operations of 

which the company has a reliable and auditable data acquisition.  
o Data regarding energy and water consumption for the operations of 

which the company has a reliable and auditable data acquisition. 

                                                   
3 “We do not disclose the industry-specific SAM questionnaires to companies that do not participate in the DJSI 
assessment”. 
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o Data regarding the total waste generation (not reused or recycled) 
– again only for operations of which the company has a reliable 
and auditable data acquisition. 

o Whether the data on GHG emission, water consumption and waste 
generation has been verified by third party. 

e. Applicable for (almost) all questions/requirements is the requirement of an 
explanation if the company does not fulfill the requirement (for instance 
having an environmental management system). 

f. The questionnaire is a ‘multiple by choice’ questionnaire. 
 
 
3.2.2 Does DJSI promote corporate environmental performance? 

In the following, some key concerns regarding the ability of the tool to promote 
corporate environmental performance are raised. In focus are the questions:  
To what extent is the methodology applied suitable for: 
- evaluating the environmental performance of a company? 
- benchmarking the environmental performance of companies? 
 
3.2.2.1 Several performance based requirements, however none truly 
comparative 
Quantitative performance-based requirements such as “Please provide your 
company’s total direct greenhouse gas emission (in metric tons CO2 eq)” are 
included in the questionnaire. The possibility to normalize data is also ensured by 
asking for information about full time employees or revenues both of which can be 
related to CO2 emission. However, normalizing data according to full time 
employee or revenues does not always represent a true picture of the environmental 
‘performance-level’. As described in the project “Comparable environmental 
indicators for companies” [7] the normalization factor should be specific for the 
industry chosen in order to provide a fair benchmark. For some companies – for 
instance cement companies – the optimal normalization factor could be ‘ton 
cement’ and not number of employees, whereas other companies (perhaps the 
financial sector) could benefit from using employees as normalization factor. It is a 
weakness in the DJSI framework that only one (or two) normalization factor is 
applied generally.  
Whether this aspect is handled in the sector-specific questionnaires is unknown, 
since these are not publicly available. Yet, it must be pointed out, that simply 
stating the amount of CO2 emitted does not say anything about the environmental 
performance of the company. Only if realistic normative comparable indicators are 
developed (which has to be done at sub-sector level), it becomes possible to 
compare these data in order to evaluate and benchmark the level of environmental 
performance. A relative benchmark could then be made by selecting for instance 
the top 10% performers. Another possibility could be to establish certain normative 
levels of ‘good performance’ based on LCA analysis – i.e. for example 0.1 ton 
CO2/ton cement. However, the workload related to this latter option would be 
enormous. 
 
One could, however, consider establishing benchmarks based on trends (i.e. 
increase or decrease in absolute consumption). This would provide an entirely 
different view on the evaluation of ‘corporate environmental performance.’ It 
would allow a “bad performer” to outperform a “good performer” if the “bad 
performer” made significant progress. In a holistic perspective, this might benefit 
the environment more since a major improvement is better than a minor 
improvement. However, the whole point of investing in sustainable companies is to 
select and reward the best performers by including them in the DJSI. This requires 
benchmarking based on corporate performance level rather than process. 
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3.2.2.2 Doubtful whether the number of areas covered is sufficient to give a true 
picture of the environmental performance level 
It could be debated whether the number of areas covered (water, waste, energy use, 
GHG emissions) is enough to give a sufficient picture of the level of corporate 
environmental performance – especially when considering that DJSI covers all 
kinds of companies. It can be expected that some of the covered companies have 
severe negative environmental impact in an area not covered by the DJSI – as for 
instance chemical management, resource management, use of renewable energy, 
etc.  
 
3.2.2.3 Can you trust answers in questionnaires?  
As many other guidelines, the DJSI makes use of questionnaires. Generally, if 
there is no ‘check of the validity of answers’ then the use of questionnaires can be 
questioned. The DJSI does make use of additional information sources, such as 
corporate sustainability reports, environmental reports, health and safety reports, 
social reports and annual financial reports, etc., when judging a company. 
However, many of these documents are published by the company itself and have 
not necessarily been through a third party review. Thus, the validity of the 
information in these documents can also be questioned.  
 
3.2.2.4 Different weighting of the three dimensions is questionable 
Another point of concern in the DJSI set-up is the fact that the three dimensions of 
sustainability are not necessarily considered in a balanced way, i.e. the evaluators 
have the possibility of diverting from the rule of assigning 33% importance to each 
dimension. The value of the total assessment is questionable if this flexibility is 
used as a “loophole” to bypass for instance key environmental aspects. However, 
from a positive point of view it also gives the analyst the possibility to emphasize 
aspects more relevant to some industries than others, i.e. for instance 
environmental aspects in the automobile sector compared to the financial sector.   
 
3.2.2.5 The consequences of lack of information are unknown 
Many of the questions in the questionnaire are followed by a “comply or explain” 
principle, which requires an explanation for lack of information. 
However, the consequence of not delivering a sufficient explanation of why certain 
criteria are not fulfilled is not known. If no consequence exists the value of the 
criteria is minimal. Yet, since we do not have any information available of how the 
analysts judge the answers, it is very difficult to evaluate the true effect of the 
questions. This goes for the majority of the assessment process.  
 
3.2.3 Conclusion 

To what extent does the DJSI contribute to promoting corporate environmental 
performance? There are several performance-based criteria in the general 
questionnaire requiring companies to document on specific environmental 
indicators (GHG, water and waste). This is positive in the sense that for instance 
knowledge about actual consumption - and emission data is a prerequisite for 
making improvements. The related requirement to report only “reliable and 
auditable” data also emphasize the need to strive for a high quality in the data 
reported.  
 
However, numerical performance data does not say anything about the 
environmental performance level of the company, unless it is benchmarked (see 
above) through the use of fair comparable indicators (at sub-sector level), which at 
present do not exists (see [7]). Whether the sectoral questionnaires and analyses 
make up for this is unknown; however this is very unlikely since, as mentioned, 
truly comparable indicators are yet to be developed. The requirement to only report 
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reliable and auditable data also makes it difficult to carry out a complete 
benchmark as data might be incomplete.  
 
These limitations imply that environmental benchmarking of companies can only 
be based on the development in numerical trend-data. Evaluation and 
benchmarking of companies are thus primarily linked to environmental processes 
rather than environmental performance.    
 

3.3 Ethibel Ecolabel Index 

The Belgian company Ethibel was founded by a group of NGOs in 1991 with the 
aim of providing independent screening of ethical investment funds. Later, it 
turned into Forum Ethibel, the term “forum” indicating that “CSR and SRI 
standards are only meaningful against the background of a wide social debate” 
[6].  
 
Today, Forum Ethibel operates as an independent consultancy agency for SRI 
funds. It is a subsidiary to the French-based research and rating company Vigeo 
SAS.  
 
Ethibel has developed two quality labels - “Ethibel Pioneer” and “Ethibel 
Excellence” respectively. Ethibel operates a register of companies that have passed 
a sustainability assessment process with a high rating result. Companies obtaining 
the highest rating results (Category A and B) are candidates for registration as 
“Pioneers”. Companies eligible for the “excellence” register also comprise 
companies that have obtained a lower (category C) rating. Where research of 
companies for the register is carried out by Vigeo, the final rating (from category A 
to E) and recommendations are given by the Forum Ethibel Registration 
Committee and the actual decision to integrate the company or not are taken by the 
Forum Ethibel Board of Directors. 
 
Ethibel Labels are to be used on investment products. Investment funds that bear an 
Ethibel label (either an “Ethibel Pioneer” or an “Ethibel Excellence” label) are 
exclusively composed of companies in the register selected on the basis of 
Ethibel’s evaluation model.  
 
3.3.1 Environmental criteria 

Research for the register is as mentioned carried out by Vigeo, which performs the 
assessment of companies on the basis of a number of sources including annual 
reports, company websites and public reports. Also, companies are contacted for 
additional information and stakeholders (trade unions and environmental 
organizations) are also involved. 
 
Research and screening of companies are primarily based on positive selection 
combined with some exclusion criteria (significant involvement in areas such as 
tobacco, gambling etc.). Furthermore, companies are screened in terms of 
controversial activities (such as GMO in food, animal testing etc.). The 
environmental criteria used in the positive selection of companies are:  

1. Environmental strategy and eco-design 
2. Pollution management (prevention and control) 
3. Development of green products and services 
4. Risk management related to the affection of biodiversity 
5. Sustainable water management 
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6. Rational energy consumption 
7. Management of atmospheric emissions 
8. Waste management 
9. Environmental management of the surroundings 
10. Impact of transport and distribution 
11. Environmental impact on the  overall life cycle of products and services 

However, the specific requirements regarding each criterion are not publically 
available. Access to these data can only be obtained through a research partnership 
with the company Vigeo.  

They do, however, state that for each of the 35 sectors, the most relevant of criteria 
are selected and addressed. Thus, some of the criteria are ‘activated’ while others 
are ‘deactivated’. For the chemical industry, for example, the evolution of the 
health and safety policy at work will be quite important. Weak prevention and an 
inadequate safety policy can affect the human capital, cause operational 
interruptions and can also have a legal consequence and, eventually, affect the 
reputation of a company. 

Furthermore, they state that each criterion is analyzed based on the following three 
aspects: 

1. Leadership: The relevance of the commitments and policy lines. Which policy 
options were chosen by a company? What is the exact content of these policy 
principles? To what extent does the company actually accept responsibility and is 
it transparent about these policy lines? 

2. Implementation: The effectiveness of the measures taken. Which programs and 
instruments are used? Which exact aspects are tackled with these instruments? 
Which parts of the company are governed by it? 

3. Results: What has been achieved? What are the results in terms of quantity? What 
do the indicators reveal? Do stakeholders confirm this information or are 
controversies revealed? Which controversies? 

Finally, at Vigeos homepage it is described that their frame of reference regarding 
analysis criteria regarding environmental issues covers the following:  

UN: Rio Declaration 
EU: The Green Paper on Integrated Product Policy 
UN: Agenda 21  
UN: Kyoto Protocol to the Framework Convention on Climate Change  
EU: Council Directive 85/203/EEC of 7 March 1985 on Air Quality Standards for 
Nitrogen Dioxide 

However, how these are used in the evaluation of the projects/companies is unclear.  

In its screening methodology for the register, Forum Ethibel has developed a 
research and rating methodology applying mathematical scores from 0 to 100. The 
scores indicate the level of commitment and the extent of risk management carried 
out by the company. The quantitative processing of criteria and scores leads to a 
relative benchmark, based on a comparison of the company’s score with the 
industry. 
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3.3.2 Does Ethibel promote corporate environmental 
performance? 

3.3.2.1 Ethibel evaluation says nothing about the performance level – it only 
indicates that the company fits into a SRI fund. 
The labeling approach adopted by Ethibel is a quality label applied to investment 
funds to ensure, that all companies in the fund have gone through and passed the 
required CSR criteria to a satisfactory level. However, as stated by Ethibel the 
result of the research process “does not say anything final about the sustainable or 
ethical status of the company in itself. It does indicate to what extent the company 
fits into a socially responsible investment fund” [10]. This is an interesting 
comment, which indicates that the outcome of the research is not a “performance 
stamp”. Rather, it is a picture of the current CSR performance of the companies 
and – very important – the “SRI potential” of that particular company. As 
controversials are also an important part of the SRI screening process, the ability of 
the company to uphold a risk-based CSR readiness, is also of key importance. 
Thus, one cannot conclude that an Ethibel labeled company performs 
environmentally ‘better’ than a non-Ethibel labeled company. This can partly be 
supported by the following number of examples of companies that have been 
rejected from the Ethibel investment register. These cover France Telecom (due to 
the suicides at France Telecom), Nestlé (due to supply chain problems, palm oil 
extraction and trade union issues) and Vestas (due to defective and little transparent 
reporting) [19]. 
 
3.3.2.2 Lack of transparency in methodology and criteria 
It is only possible to gain knowledge about the overall environmental criteria that 
Ethibel evaluates the companies against. The headlines of these environmental 
criteria seem reasonable – even a bit ambitious with the issue of having to take into 
account life cycle aspects when evaluating impacts related to products and services. 
However, it is only possible to gain knowledge of the detailed criteria when 
assigning an agreement with Vigeo.  
 
 
3.3.3 Conclusion 

Since it is not possible to evaluate the detailed environmental criteria, due to lack 
of transparency, one can only conclude based on Ethibels own statement regarding 
the result of the research process. According to Ethibel the result “does not say 
anything final about the sustainable or ethical status of the company in itself. It 
does indicate to what extent the company fits into a socially responsible investment 
fund” [10]. 
 
This strongly indicates, that the evaluation does not result in a performance stamp, 
thus it is highly questionable whether Ethibel in reality promotes the environmental 
performance level in the companies. 
 

3.4 FTSE4Good Index Series 

The FTSE4Good Index Series was launched in 2001 as a series of benchmark 
indices for responsible investors. The Indexes are calculated and run by the FTSE 
Group (a British provider of stock market indexes) and research for the Indexes is 
carried out by the British-based independent not-for-profit organization, EIRIS 
(Ethical Investment Research Service).  
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The FTSE4Good Index Series comprise a range of indexes – such as the Global, 
Europe, UK, US and Japan Indexes. They are constructed on the basis of ESG 
research and rating of approximately 2,400 companies all of which belong to either 
FTSE All-Share Index (UK) or FTSE Developed Index (Global).   
 
For inclusion, eligible companies must meet criteria requirements in the following 
five areas: 
- Working towards environmental sustainability 
- Developing positive relationships with stakeholders 
- Up-holding and supporting universal human rights 
- Ensuring good supply chain labour standards 
- Countering bribery 
 
Companies that have interests in certain industries, like tobacco producers, weapon 
system manufactures, etc. are excluded. However, it is the FTSE4Good Policy 
Committee’s intention to replace the exclusion criteria with performance-based 
criteria supported by public consultation [23]. 
 
Equivalent to the DJSI, a framework for scoring companies’ ESG performance has 
been set up. The framework and calculation methodology is quite transparent. One 
can gain access to specific information about criteria and methodology through 
registration on EIRIS’s web-page and acceptance of a user agreement.  
 
The research and rating framework is quantitative in its nature placing companies 
on different risk and performance levels according to “countable” criteria. Criteria 
are mainly process related (for instance the organizational coverage of an 
environmental policy or management system) and as such does not say anything 
about the actual performance level of the company. However, the requirement of 
for example continuous improvements combined with monitoring of performance 
against targets contributes to a current focus on improvements. 
 
EIRIS evaluation system makes use of the following sources: 
- Scrutiny of annual reports 
- Research of company websites 
- Written questionnaires and liaison with companies where appropriate 
- Other publicly available material 
- Factsheets detailing the information held by EIRIS are distributed to 

companies on a regular basis for updating and review 
 

An overview of the company selection process of the FTSE4Good system can be 
seen in the figure below. 
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The FTSE4Good criteria are regularly revised and updated. However, since the 
launch in 2001 the environmental criteria has been enhanced only once - in 2002 
(and human rights criteria in 2003, etc.)[23]. 
 
3.4.1 Environmental criteria 

Companies are classified as high, medium or low impact based on the 
environmental footprint of their activities. FTSE4Good has grouped the different 
sectors according to their environmental impact (high, medium and low impact) as 
illustrated in the table below. The criteria behind the allocation of different sectors 
to “impact groups” are not described apart from the fact that it is based on the 
environmental footprint of the company.  
 

 
(source: [23])  
 
The higher the environmental footprint of the company’s operations (i.e. the higher 
impact category) is, the more stringent the inclusion criteria are. The environmental 
requirements related to the different impact categories are presented in the figure 
below. 
 
Area High impact Medium impact Low impact 
Policy Policy must cover the whole 

group and either meet all five 
core indicators plus one 
desirable indicator or meet four 
core plus two desirable 
indicators 

Policy must cover the 
whole group and meet 
four indicators, three of 
which must be core 

Companies must 
have published a 
policy statement 
including one 
commitment 
indicator. 

Policy 
indicators 

Core indicators:  
- Policy refers to all key issues 
- Responsibility for policy at board or department level 
- Commitment to use of targets 
- Commitment to monitoring and audit 
- Commitment to public reporting 
 
Desirable indicators: 
- Globally applicable corporate standards 
- Commitment to stakeholder involvement 
- Policy addresses product or service impact 
- Strategic moves towards sustainability 
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Management If environmental management 
systems are applied to between 
one and two-thirds of company 
activities, all six indicators must 
be met, and targets must be 
quantified. If EMS is applied to 
more than two-thirds of 
company activities the company 
must meet five of the indicators. 
One of these indicators must be 
documented objectives and 
targets in all key areas. 
Companies with ISO 
certification and EMAS 
registration are considered to 
meet all six indicators 

EMS must cover one third 
of the company and meet 
four indicators. If the 
EMS covers less than one 
third of the company’s 
operations, the company 
must meet six indicators, 
including quantitative 
objectives and targets. 
ISO14001 certified or 
EMAS registered systems 
are considered to meet all 
six indicators. 

No requirement. 

Management 
- indicators 

Indicators: 
- Presence of environmental policy 
- Identification of significant impacts 
- Documented objectives and targets in key areas 
- Outline of processes and responsibilities, manuals, action plans, procedures 
- Internal audits against the requirements of the system not limited to legal 

compliance 
- Internal reporting and management review 

Reporting The report must have been 
published within the last three 
years, cover the whole group, 
and meet three core indicators. 
Reports which do not cover the 
whole group must meet all four 
core indicators or three core 
indicators together with two 
desirable indicators 

No requirement No requirement 

Reporting - 
indicators 

Core indicators: 
- Text of environmental policy 
- Description of main impacts 
- Quantitative data 
- Performance measure against targets 
 
Desirable indicators: 
- Outline of an EMS 
- Non-compliance, prosecutions, fines, accidents 
- Financial dimensions 
- Independent verification 
- Stakeholder dialogue 
- Coverage of sustainability issues 

 
Risk and performance are balanced within this system, i.e. the higher the risk the 
greater the requirements to companies’ ESG performance. This results in a rating, 
which reflects a company’s ability to handle company-specific ESG risks and 
opportunities.  
 
3.4.2 Does FTSE4Good promote corporate environmental 
performance? 

3.4.2.1 Categorization of companies based on sector - not environmental 
footprint. 
FTSE4Good states that the division of companies according to high, low and 
medium impact is based on the company’s environmental footprint. Taken literally, 
an environmental footprint is a quite comprehensive LCA (life cycle analysis) 
based analysis. In practice, it seems that ‘environmental footprint’ is defined at 
sectoral level, i.e. it is not the environmental footprint of the individual company 
but rather the ‘environmental footprint’ of the sector to which it belongs, that is 
used for categorization. This is questionable since a company that belongs to a 
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sector in the ‘low impact’ category may have a very high environmental footprint. 
This combined with the fact, that companies within the low impact category have 
no requirements towards management or reporting and only one weak requirement 
regarding policy (they must have a policy statement including one commitment 
indicator) – results in a relatively high risk of FTSE4Good approving a company, 
which in reality performs extremely poorly, when it comes to environmental 
performance. 
 
3.4.2.2 Strategic move towards sustainability – is a desirable, not a core, 
indicator! 
The environmental requirements regarding policy state core indicators that the 
policy must fulfill. The requirements also state so-called “desirable indicators”, 
which can be met. One of these desirable indicators is ”Strategic moves towards 
sustainability”. If one should conclude with certainty that the FTSE4Good really 
promotes sustainability one would not expect such a requirement/indicator to be 
only ’desirable’. 
 
3.4.2.3 Few areas covered and no specific performance-based criteria included 
The environmental requirements within FTSE4Good only cover policy, 
management and reporting. In order for a guideline to truly promote environmental 
performance, one would expect more specific environmental areas to be covered – 
as for instance resource management, use of chemicals in products, energy 
consumption, CO2 emission, waste handling etc. If an EMS system is implemented 
which deals with these issues, that is of course positive. However, there is no 
guarantee that these issues have been considered and included in the EMS. 
Furthermore there seems to be no direct quantitative performance requirements at 
all. 
 
3.4.2.4 Evaluation based on information disclosed by the company 
An inherent weakness within many rating systems – including the FTSE4Good – is 
that the evaluation of the company is primarily based on information disclosed by 
the company itself, i.e. annual reports, company web-sites, questionnaires etc. This 
of course raises the question to which degree these types of information sources 
can be trusted. If third party reviews have been performed, the validity of the 
documents of course increases, however, this cannot be assumed to be the case in 
general.  
 
3.4.2.5 Having an EMS in place does not necessarily mean good performance 
As described earlier (and concluded in the study regarding ‘Comparable 
environmental indicators for companies [7]), having an EMS system in place does 
not necessarily imply a high level of performance – it only demonstrates that the 
company works with continuous improvements and reports, what it does. (See the 
section regarding critical discussion of key points for further elaboration on this 
issue). 
 
3.4.2.6 Study concludes that it is likely, but not certain, that companies adopt 
new environmental practices as a result of FTSE4Good engagement 
A study by The University of Edinburgh Business School regarding “The effect of 
FTSE4Good Index on Environmental Management” [22] concluded that it cannot 
be said with certainty that the engagement in FTSE4Good resulted in the adoption 
of new environmental practices. In addition, they see that firms facing higher 
environmental risk are less likely to meet the more demanding requirements than 
firms with lower risk. This conclusion does not support a conclusion of 
FTSE4Good promoting corporate environmental performance.  
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This conclusion is supported by another study (interviewing FTSE4Good Index 
members) [11] which concluded that “the influence of FTSE4Good on corporate 
conduct was found to be limited and mainly confined to reporting activity, though 
policy and management systems were amongst other areas where some impacts 
were noted”. The study suggests that the main reason to list on the Index is 
reputational and that membership did not really have much impact on behavior. An 
article from MHC International [29] states that “FTSE4Good is not an indicator of 
CSR, as some of its adherents had suggested, but a screening device. It is an 
indicator of what some people like and what they don't”. He refers here to the 
exclusion criteria of the FTSE4Good. 
 
3.4.3 Conclusion 

The intention of linking environmental risks to environmental requirements seems 
logical. The higher the risk, the higher the need for environmental focus. However, 
in the case of FTSE4Good, the requirements are mainly focused on the framework 
/system (policies, management systems and reporting practices) and not the content 
of the system (i.e. the specific environmental impact and performance),  
 
The methodology adopted by FTSE4Good also suffers from the same dilemma as 
DJSI when it comes to benchmarking companies’ sustainability performance. A 
meaningful benchmarking is not possible at present due to the fact that no useful 
normative comparable indicators have been developed on a sectoral level. Thus, 
FTSE4Good is primarily based on evaluation of the “systemic framework” 
(policies, management systems, reporting practices) and processes of the company 
– not the actual performance level. As a consequence, the index might include 
companies with a large organizational coverage of the policies and management 
systems that shall ensure environmental focus, but a weak actual performance. 
 

3.5 IFC guidelines: Performance Standards  

IFC (The International Finance Corporation) is the largest global development 
institution under the World Bank Group. It promotes sustainable private sector 
development in developing countries through financing projects both directly and 
indirectly through financial intermediaries (FIs) or IFC’s Asset Management 
Company. 
 
The IFC makes use of an exclusion list, which defines the types of projects that it 
does not finance. Examples on the list are projects involving production or trade in 
weapons, alcoholic beverages, tobacco, projects concerning gambling, casinos, 
drift net fishing, etc. [30]. 
 
The key components in the IFC sustainability framework are a ‘Policy on 
Environmental and Social Sustainability’, which defines IFC’s commitments to 
environmental and social sustainability and 8 ‘Performance Standards’ (PS), which 
define clients’ responsibilities for managing their environmental and social risks, 
i.e. what is required of the projects, which are applying for investment from IFC. 
Clients are the party responsible for implementing and operating the project that is 
being financed or the recipient of the financing.  
 
When a client applies for financing from IFC, the client receives copies of the 
Performance Standards, the EHS guidelines (are explained later), and other 
supporting documents. The IFC team then asks the client to provide key 
information regarding assets and management of E&S risks and impacts associated 
with the project. They then assess the project against the Performance Standards 
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and EHS guidelines and may meet with the company, government and local 
stakeholders to discuss E&S aspects of the project. Subsequently, they generate an 
E&S review summary and an E&S action plan, which are both reviewed and 
approved by the client. The review summary is then disclosed on IFC’s website 
and a consultancy process with the local community is initiated. Finally, an 
investment agreement is mutually agreed. The agreement reflects the terms of the 
action plan plus any other E&S commitments. Thereafter monitoring occurs on two 
levels: 1) site visits from the IFC staff and 2) submission of the clients’ annual 
monitoring report on progress in meeting the E&S terms of the final agreement. 
IFC discloses the client’s progress against the action plan. 
 
3.5.1 Environmental requirements 

Two of the 8 Performance Standards concern environmental issues, namely: 
 
PS 1: Assessment and Management of Environmental and Social Risks and 
Impacts and 
PS 3: Resource Efficiency and Pollution Prevention 
 
For the present study, the most relevant environmental requirements within PS 1 
comprise the following: 
 
- Environmental and Social Assessment and Management system, which 

comprise the following elements: 
o The system should be established in coordination with other 

responsible government agencies and third parties as appropriate and 
be appropriate to the nature and scale of the project 

o Policy that defines environmental and social objectives and specifies 
that the project will comply with applicable laws and regulations. The 
policy will state the person responsible for ensuring conformance with 
the policy and ensure widespread knowledge of the policy in the 
organization. 

o Identification of risks and impacts. A process for identifying 
environmental and social risks and impacts of the project must be 
established. The scope of the identification process will be consistent 
with good international industry practice, defined as ‘the exercise of 
professional skill, diligence, prudence and foresight that would 
reasonably be expected from skilled and experienced professionals 
engaged in the same type of undertaking..’. The process may comprise 
a full-scale environmental and social impact assessment, a limited or 
focused assessment or straightforward application of environmental 
pollution standards, design criteria, or construction standards. The 
identification process will consider the emissions of greenhouse gases, 
the relevant risks associated with a changing climate and the adaption 
opportunities, and potential transboundary effects, such as pollution of 
air, or use or pollution of international waterways. Elements like 
‘indirect project impact on biodiversity or on ecosystems’ are also 
considered. A further – rather ambitious requirement – is that ‘where 
the client can reasonably exercise control, the risks and impacts 
identification process will also consider those risks and impacts 
associated with primary supply chains’. 

o Management programs. Should be established, that will describe 
mitigation and performance improvement measures and actions that 
address the identified risks and impacts. Depending on the scale of the 
project, these may consist of documented operational procedures, 
practices, plans, etc. Performance indicators, targets, or acceptance 
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criteria that can be tracked over defined time periods should be 
defined. 3. Parties can be involved as appropriate. 

o Organizational capacity and competency. The client, in 
collaboration with appropriate and relevant third parties, will establish, 
maintain, and strengthen as necessary an organizational structure that 
defines roles, responsibilities and authority to implement the EMS. 
Personnel within the clients’ organization with direct responsibility for 
the project’s environmental and social performance will have the 
knowledge, skills, and experience necessary to perform their work. 
Though clients may be required to involve external experts if 
necessary. 

o Emergency preparedness and response. If the project involves 
physical elements, aspects and facilities that are likely to generate 
impacts, the ESMS will establish and maintain an emergency 
preparedness and response system. 

o Monitoring and review. The client will establish procedures to 
monitor and measure the effectiveness of the management program – 
in collaboration with third parties, if they are involved in the 
management of certain risks. The client should use internal inspections 
and audits, where relevant. Monitoring will normally include recording 
information to track performance and comparing this against 
previously established benchmarks or requirements in the management 
program. 

o Stakeholder engagement. Stakeholder engagement may involve – in 
varying degrees depending on the nature of the project – stakeholder 
analysis and planning, disclosure and dissemination of information, 
consultation and participation, grievance mechanism and ongoing 
reporting to affected communities [24]. 

 
The most relevant environmental requirements within PS 3: Resource Efficiency 
and Pollution Prevention comprise: 
 
- The client will consider and apply technically and financially feasible resource 

efficiency and pollution prevention principles and techniques. When 
selecting these, the client will refer to EHS Guidelines or other internationally 
recognized sources.  

- Resource efficiency. The client will implement technically and financially 
feasible and cost-effective measures for improving efficiency regarding 
consumption of energy, water, as well as other material inputs. Such measures 
will integrate the principles of cleaner production into product design and 
processes. Where benchmarking data are available the client will make a 
comparison to establish the relative level of efficiency. 

o Greenhouse gases: for projects expected to produce more than 25,000 
tons of CO2 eq. annually, the client will quantify direct emissions as 
well as in-direct emissions. Quantification will be conducted in 
accordance with internationally recognized methodologies. 

o Water consumption: if the project is a significant consumer of water, 
the client shall adopt measures that avoid or reduce water usage so that 
the project’s water consumption does not have significant adverse 
impacts on others. 

- Pollution prevention. The client will avoid the release of pollutants (to air, 
water and land) or, when avoidance is not feasible, minimize and/or control the 
intensity and mass flow of their release.  

o Wastes: The client will avoid the generation of hazardous and non-
hazardous waste materials. Where waste generation cannot be avoided, 
the client will reduce the generation of waste, and recover and reuse 
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waste in a manner that is safe for human health and the environment. 
Where waste cannot be recovered or reused, the client will treat, 
destroy, or dispose of it in an environmentally sound manner that 
includes the appropriate control of emissions and residues resulting 
from the handling and processing of the waste material. A rather 
ambitious further requirement is that the client should ascertain 
whether licensed disposal sites are being operated to acceptable 
standards. Where such sites are not available the client should consider 
developing their own recovery system. 

o Hazardous materials management: the client will avoid, or when this 
is not possible, minimize and control the release of hazardous 
materials. Production, transportation, handling, storage and use of 
hazardous materials should be assessed. 

o Pesticide use and management: the client will, where appropriate 
formulate and implement an integrated pest management approach. 
The approach should take into consideration cultural practices, 
biological genetic, etc. If chemical pesticides are used they should be 
low in human toxicity. 

 
Further (in some cases a lot more comprehensive) details regarding the 
requirements can be seen in [24]. 
 
PS 3 refers to the EHS Guidelines when selecting techniques for resource 
management and pollution prevention. The EHS Guidelines are technical reference 
documents with general and industry-specific examples of good international 
industry practice (100 pages all in all). IFC uses the EHS Guidelines as a technical 
source of information during projects appraisal activities. The guidelines contain 
the performance levels and measures that are normally acceptable to IFC and are 
generally considered to be achievable in new facilities at reasonable costs by 
existing technologies.  
 
The EHS Guidelines are quite ‘technical’ – for example they give examples of 
industrial wastewater treatment approaches (i.e. ‘chemical oxidation, thermal 
oxidation, activated carbon, membranes can be used for oxidation, adsorption or 
size exclusion of COD-non-biodegradable’) [25]. 
 
 
3.5.2 Does IFC guidelines promote corporate/project 
environmental performance? 

3.5.2.1 Ambitious requirements can contribute to promote environmental 
performance – but they are modified by a pragmatic approach 
In general, the IFC evaluation system of projects seems quite ambitious. Some of 
the positive – and rather ambitious – elements/requirements in the system 
comprise: 
 
- Detailed description of how to engage stakeholders 
- Explicit requirements towards CO2 emissions, water consumption, wastes, 

hazardous wastes and pesticide management 
- If licensed disposal sites are not being operated to acceptable standards, the 

client should consider establishing their own recovery system 
- Principles of cleaner production will be integrated into product design and 

processes 
- Indirect project impact on biodiversity or on ecosystems considered 
- Where the client can reasonably exercise control, the risks and impacts 

associated with primary supply chains should be considered 
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- The reference to EHS guidelines, for further ’technical solutions’ 
 

However, these rather ambitious elements in the evaluation system are modified by 
the need to adopt a pragmatic approach. As stated by the IFC, environmental 
objectives should be balanced against financial considerations and sometimes also 
cost effectiveness. Thus, there is an implicit danger that financial considerations 
will prevail over environmental considerations.  
 
3.5.2.2 Not clear how quantitative/numerical data are evaluated 
The system is very goal-oriented, even though a few quantitative requirements are 
included, as for instance the reporting of amount CO2 emitted per year (if over 
25,000 tons). However, there is no mentioning of the way these data are used in the 
evaluation process. Regarding the benchmarking issue, a few requirements mention 
the use of benchmarking if possible as for instance within the ’Resource efficiency’ 
requirement. It states that ”Where benchmarking data are available, the client will 
make a comparison to establish the relative level of efficiency”. As benchmarking 
of different projects against each other faces the same challenges as benchmarking 
of companies against each other (see key discussion later for elaboration), this will 
undoubtedly be a challenge. 
 
3.5.2.3 Involvement of third parties only required “if appropriate” 
Taking into consideration that third party involvement contributes to enhancing the 
validity of the evaluation process, a requirement to only involve third parties (in 
creation of the investment agreement as well as later in the progress of fulfilling 
targets) “if appropriate” is a rather weak requirement. 
 
3.5.2.4 IFC approval despite lack of compliance with performance standards 
An example of the deficiencies in the IFC evaluation system can be found in a case 
from 2006, where IFC approved loans amounting to 125 million Dollars for 
Denver-based Newmont Mining Company’s controversial Afaho gold mining 
project in Ghana. Ghanaian and international human rights and environmental 
NGOs had expressed concerns about the IFC’s capacity to hold the company 
accountable to social and environmental standards. An IFC commissioned 
monitoring report showed that the Ahafo project did not comply with IFC 
standards on involuntary resettlement. Yet, a few days after the report was 
released, the IFC approved the loan. Access to land now remains uncertain for a 
large number of the 9,500 people who have so far been displaced by the project and 
food security has become a pressing issue. Critique has thus been raised that it is 
irresponsible of the IFC to grant a loan without any binding commitment by 
Newmont to resolve the issues around land and resettlement [18]. 
 
3.5.3 Conclusion 

The IFC guidelines are to be applied on specific investment projects and are not 
designed as a standardized tool for benchmarking of companies within different 
sectors. Reflecting this diversity, the environmental guidelines are more goal-
oriented leaving it up to the evaluator to judge, whether the necessary 
environmental risk analyses have been carried out and satisfactory solutions have 
been found in that particular project.   
 
There is a certain flexibility in this set-up, which could be both positive and 
negative in regard to the promotion of environmental performance. First of all, as 
stated in the guideline, environmental objectives should be balanced against 
financial considerations and sometimes also cost effectiveness. There is an implicit 
danger that financial considerations will prevail over environmental considerations. 
Secondly, a goal-oriented approach leaves room for design of different solutions, 
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which in itself could be positive. However, it also requires very skilled personnel, 
who are able to “benchmark” different solutions in order to evaluate the 
environmental impact/benefit of a given solution.  
 
Finally as mentioned earlier, in choosing between which projects to fund, it is very 
difficult to benchmark on quantitative numerical data and thereby make a fair 
comparison between the environmental performance of different projects. 
 

3.6 The Equator Principles 

The Equator Principles (EP) were developed by four banks (ABN Amro, Barclays, 
Citi and WestLB) and launched in Washington D.C. on 4 June 2003. IFC 
participated in some of the meetings leading up to the launch of the EP. The 
principles are based on the International Finance Corporation Performance 
Standards on social and environmental sustainability and on the World Bank Group 
Environmental, Health, and Safety Guidelines (EHS Guidelines). 
 
Financial Institutions adopting the Equator Principles (hereafter named EPFIs) 
commit to not providing loans to projects where borrower will not or is unable to 
comply with the EPFIs social and environmental policies and procedures (which 
has implemented the Equator Principles). 
 
The Equator Principles is only applied through “Project Finance” which is a 
specific method of funding, primarily used for large, complex and expensive 
installations as for instance power plants. 68 banks have by now adopted the EP, 
representing around 80% of large-scale project finance globally [11]. 
 
The EPFI categorize all projects (into category A, B and C) according to the level 
of adverse social or environmental impacts. Depending on the category assigned 
and the geographic location of the project (high-income OECD, low-income 
OECD, non-OECD) the project must comply with one or more of the below 
mentioned Equator Principles. 
 
3.6.1 Environmental requirements 

Below is presented all the Equator Principles, since the environmental 
requirements only comprise a small part – and is not elaborated further. 
 
 
Principle 1 Review and categorization. According to The International Finance 

Corporation (division into cat. A, B or C). Categorization according to the 
level of adverse environmental and social risks/impacts. 

Principle 2 Social and Environmental Assessment. Cat. A and B projects shall 
conduct a Social and Environmental Assessment, presenting the relevant 
social and environmental risks of the proposed project (depending on the 
scale of the project the extent can vary). The assessment can be prepared 
by the borrower, consultants or external experts. 

Principle 3 Applicable Social and Environmental Standards. For projects in non-
OECD countries or low-income OECD countries, the assessment will refer 
to the applicable IFC Performance Standards and the applicable Industry 
Specific EHS Guidelines and principle 4, 5 and 6. For projects in high-
income OECD countries, it is expected that an assessment process in 
compliance with national law is an acceptable substitute of the 
requirements listed in principle 4, 5 and 6. 

Principle 4 Action Plan and Management system. For certain projects the borrower 
shall prepare an Action Plan, which describes actions needed to manage 
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the impacts and risk identified in the Assessment. The actions should be 
controlled in a management system.  

Principle 5 Consultation and disclosure. Assessment documentation and Action plan 
will be made publicly available for a period in local language. 

Principle 6 Grievance mechanism. A grievance mechanism shall be established by 
the borrower throughout the project to ensure considerations to concerns 
raised by others during the project. 

Principle 7 Independent Review. For cat. A and B projects an independent social or 
environmental expert will review the Assessment, the Action Plan and 
consultation process documentation, in order to assist due diligence and 
Equator Principles compliance. 

Principle 8 Covenants. The projects/borrower will comply with laws, comply with 
action plan (where applicable), provide periodic reports, decommission 
facilities where appropriate. 

Principle 9 Independent Monitoring and Reporting. To ensure ongoing monitoring 
and reporting over the life of the loan (cat. A and B projects) EPFIs will 
require independent experts to verify monitoring information. 

Principle 10 EDFI Reporting. Each EPFI adopting the Equator principles commit to 
report publicly at least annually about implementation process and 
experience (though minimum requirements are the number of transactions 
screened including categorization and information regarding 
implementation).  

 
Besides the requirements related to the Assessment, there are some additional 
‘controlling requirements’ in the form of independent review, development of 
action plans, management systems, disclosure and ongoing monitoring, which may 
deviate to some extent from the IFC framework. However, the extent of controlling 
mechanisms is not in focus in this project. 
 
The EPs are to be reviewed from time to time, based on implementation 
experience. Latest update in 2011 launched a series of internal discussions on areas 
such as scope of the EPs, reporting and transparency, governance issues and 
stakeholder engagement during the update process. Results from these discussions 
have yet to be published. The draft for the Equator Principles III update was 
released on 13 August 2012) The key themes and areas of development proposed 
in the draft include: 
 
- An extension in the scope of the EP to Project-related Corporate Loans and 

Bridge Loans 
- Changes reflecting the recent update of the IFC Performance Standards 
- New requirements related to managing impacts on climate 
- Greater emphasis on human rights considerations in due diligence and an 

acknowledgment of the UN “Protect, Respect and Remedy” Framework 
for Business and Human Rights and Guiding Principles on Business and 
Human rights. 

- A strengthening of reporting and transparency requirements. 
 
The consultation period will continue until 12 October 2012. 
 
The changes related to climate change comprise a new requirement for an analysis 
of alternatives, including less carbon intensive fuel sources and technologies, for 
projects emitting over 100,000 tons CO2 equivalent. The requirement is based on 
the requirements stipulated in the updated IFC Performance Standards. Another 
new requirement of borrowers to publicly report on emissions for projects emitting 
over 100,000 tons CO2 equivalents is also included, and it is noted that further 
guidance material on implementation of these requirements will be developed. 
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The strengthening of reporting comprises a strengthening of the disclosure 
requirements of both the project, but also the EPFI reporting’s, which were 
criticized for being too week. The EPFI must now report data according to the 
different project categories (A, B, C, etc.), report on their implementation of the 
Equator Principles, including the responsibilities and staffing of the EP reviewers, 
and the respective roles of the reviewers as well as business lines involved in the 
review process4. 
 
3.6.2 Do the Equator Principles promote corporate environmental 
performance? 

The critical points raised in connection with the IFC guidelines to some extent also 
apply to the Equator Principles as these are based on the IFC framework. Some of 
the issues that could be highlighted are: 
 
3.6.2.1 Compliance with the law is a rather un-ambitious level of sustainability 
performance 
For projects in high-income OECD countries, an assessment process in compliance 
with national law is an acceptable substitute of the requirements in principle 4, 5 
and 6 (which deals with action plan and monitoring systems, consultation and 
disclosure, and grievance mechanisms) Taking into consideration that 
environmental regulation in the OECD countries varies a lot, this requirement is 
not very ambitious. 
 
3.6.2.2 What do they use the amount of reported CO2 emission for? 
As in the IFC guidelines, there is a requirement (in the new draft version) of 
reporting the annual CO2 emission if the project emits more than 100,000 tons per 
year. Yet, again it is unclear what the EP will do with these figures, when 
evaluating the project, since benchmarking is not an obvious option. 
 
3.6.2.3 EP apply only to a small fraction of the banks activities 
The Equator Principles only apply to a very small fraction of the bank’s total 
activities. Many other transactions also have environmental and social impacts but 
they do not fall under the Equator Principle (which applies only to projects above 
10 million Dollars). An example being forestry projects, of which the majority is 
not funded through Project Finance, thus much of the destruction of forests is in no 
way controlled by the Principles. 
 
3.6.2.4 Pipeline project approved by EP despite 127 breaches of the principles 
Some NGOs have pointed out that the EP will not make a real difference. They 
support their statement by the case of the Baki-Tbilisi-Ceyhan pipeline, which in 
2004 was financed by eight Equator banks and the IFC, despite an NGO 
assessment which showed 127 breaches of the Principles. The banks and IFC said 
they were confident that the EP were followed, and said an independent consultant 
had confirmed this assessment [13]. 
 
3.6.2.5 One of the Equator banks the most climate-unfriendly bank in the 
Netherlands 
Other NGOs have pointed out, that one of the Equator banks (ABN AMRO) is the 
most climate-unfriendly bank in the Netherlands, with estimated annual indirect 
CO2 emissions of 250 million tons from industries, to which it provides financial 
services. This corresponds to the annual CO2 emission of the Netherlands and 
almost 1% of the world’s emission. The point being how a bank, which has such a 

                                                   
4 http://www.equator-principles.com/resources/EPIII_PACKAGE.pdf 
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large environmental impact of their own, can be assumed to be a fair judge of other 
projects/companies’ environmental performance. 
 
3.6.2.6 No requirement of third party review of the assessment, which is 
prepared by the borrower 
Category A and B projects shall conduct a Social and Environmental Assessment, 
which is a key element in the evaluation process. However, it seems that the 
assessment can be prepared by the borrower alone – thus without the assistance of 
third parties. This is unfortunate since the identified risks etc. can be narrowed 
down to the ones that the borrower finds affordable. 
 
3.6.2.7 Lack of transparency in the implementation of EP in the Equator banks 
Finally, there is an issue regarding the transparency of the extent to which the 
different banks implement the EP. Extensive guidance on how the banks should 
incorporate the EP exists (in the form of two guidance documents5). However there 
is no requirement on signatories to be transparent and most likely the ones who 
adopt the EP most stringently are the ones, who are most transparent – and vice 
versa. Some NGOs claim that they find themselves continuing to campaign against 
the very same projects that they expected the EP to prevent or significantly 
improve – such as supersized dams blocking life-supporting rivers, huge mining 
projects scarring entire mountains and polluting rivers, etc. The core problem here 
is identified as the before mentioned lack of transparency and the fact that the 
current EP oblige EPFIs to meet a lenient set for reporting criteria, but to not allow 
for external observes to judge the quality and progress of a bank’s implementation 
[11]. Yet, the updated version of the EP seems to some extent to strengthening the 
aspect of disclosure/transparency. 
 
3.6.3 Conclusion   

Being based on the IFC Performance Standards, the critical points highlighted in 
the IFC section also apply to the Equator principles. Thus, the main conclusion of 
the IFC system also applies to the Equator principles, namely that there is a certain 
flexibility in the setup, which could be both positive and negative in regard to the 
promotion of environmental performance. However, there is an implicit danger that 
financial considerations will prevail over environmental considerations. 
Additionally there is the repeating issue of true benchmarking not being possible, 
thus the value of the few numerical performance indicators is questionable. 
 
Furthermore, the lack of transparency in the implementation of the principles in the 
signatory banks makes it difficult to evaluate the effect of the principles. According 
to Just Economics [11] there is no firm evidence that banks adopting the EP have 
changed behavior. Rather, banks which saw the value of adopting this approach 
anyway, merely formalized this by signing up. They further raise the question (as 
suggested by some NGOs) “Do the EP cover the areas that need to be covered?”.  
 

3.7 EIBs environmental and social principles and 
standards 

The European Investment Bank (EIB) is the European Union’s long-term lending 
institution established in 1958 under the Treaty of Rome. The owners are the 

                                                   
5 Guidance to EPFIs on Incorporating Environmental and Social Considerations into Loan 
Documentation and Guidance to EPFIs on Equator Principles Implementation Reporting. 
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Member States of the EU. The EIB is currently also active in 150 countries outside 
the EU. 
 
On 3 February 2009, the EIB Board of Directors approved the (revised) EIB 
Statement of Environmental and Social Principles and Standards. The Statement 
outlines the standards that the bank requires of the projects that it finances as well 
as the responsibilities of the various parties. 
 
The Environmental and Social principles consist of eight general principles. Below 
the most relevant sections of each principle are presented. 
 
Principle 1 The EIB refers to EU environmental law as the primary source of its 

environmental principles… 
Principle 2 .. environmental considerations be appropriately weighted in all aspects of 

EIB work, including its corporate strategy, operational plans, objectives 
and targets, sector lending policies as well as in the projects it finances.. 

Principle 3 … the EIB aims.. at a high level of protection based on the application of 
the precautionary principle 

Principle 4 .. measures should be taken by the promoter to avoid in the first place and 
if a feasible alternative is not available to reduce [environmental and 
social] risk to an acceptable degree. 

Principle 5 The application of the prevention principle means that the promoter should 
demonstrate that appropriate action to protect the environment has been 
taken at an early stage… 

Principle 6 The EIB requires that the promoters implement appropriate measures to 
prevent, or at least reduce point source pollution… (EIB refers to EU laws, 
as the IPPC Directive). 

Principle 7 … investment decisions reflect their true value to society, including… the 
polluters-pays principle 

Principle 8 The EIB will not finance a project with significant residual social costs. To 
achieve this, the bank follows a rights based approach (.. reflecting the 
Charter of Fundamental Rights of the European Union and the UN 
Universal Declaration of Human Rights). 

NB: The entire wordings of each principle are not reproduced exactly.  
 
As seen, the wordings chosen (aims, should be taken, etc.) are vague and the 
content of the principles is also somewhat unclear. For instance, the principle 
regarding the application of the prevention principle, where the promoter should 
demonstrate that appropriate action to protect the environment at an early stage has 
been taken. Who is responsible for judging what appropriate action is? And who 
determines what ‘at an early stage’ means? However, one should remember, that 
principles in general cannot be precise, thus EIB does refer to several other more 
detailed standards.  
 
3.7.1 Environmental criteria 

To support their principles a number of ‘General Environmental Standards’ are 
also described in the Statement. They divide the standards into the following three 
groups: 
 

1) Standards related to the technical characteristics of a project, in terms of 
planned and actual emissions and other environmental performance 
indicators, for instance: 

a. Point source-specific emission standards according to the IPPC 
Directive. 

b. Sector specific Directives e.g. the Water Framework Directive. 
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2) Standards related to the characteristics of the host environment and its 
immediate neighborhood, including its habitat and associated flora and 
fauna, for instance: 

a. Ambient Standards – that refer to accumulated pollution in air, 
water and soils – also determined by requirements of EU 
Directives. 

3) Standards related to the processes adopted and the management 
arrangements applied for project development, implementation and 
operation that have a bearing on the environmental and social impacts and 
outcome of a project, for instance: 

a. ‘procedural standards’ which are broadly defined as the 
management and administrative requirements related to the 
protection of the environment. References are made to a number of 
EU Directives, which contain standards of this type – for instance 
the IPPC Directive, the Environmental Liability Directive and 
Directives related to the objectives of the Aarhus Convention as 
well as the EIA and SEA Directives. 

 
The relevant standards are identified in discussions between the bank and the 
promoter during project preparation, appraisal and negotiation. The standards are, 
where necessary, supplemented by other good international practices – and the 
bank reserves the right to require compliance with standards that are more stringent 
than or fall outside EU legal requirements. 
 
Besides referring to the standards (and EU Directives) above, the EIB also requires 
that projects comply at least with: 

- National environmental law and principles and standards of relevant 
international environmental conventions incorporated into EU law. 

- Applicable EU law, notably the EU EIA (Environmental Impact 
Assessment) Directive, the nature conservation Directives, as well as 
sector-specific Directives and ‘cross-cutting’ Directives. 

o They further specify that regarding the EIA Directive, the 
following should in particular be respected: 

� An EIA should be carried out if a project is likely to have 
a significant impact on the environment. 

� The public concerned should be given early and effective 
opportunities to participate. 

� Any residual impacts should be suitable mitigated, 
compensated and/or offset. 

o For projects in non-EU countries the bank requires compliance 
with national legislation, including international conventions 
ratified by the host country, as well as EU standards. Where EU 
standards are more stringent than national standards the higher EU 
standards are required, if practical and feasible. 

 
It is not possible within the scope of this project to evaluate the environmental 
criteria within all these EU-Directive related standards. However, EIB has 
developed an Environmental and Social Practices Handbook, which describes the 
internal processes and practices of the bank – particular the work carried out by its 
Project Directorate to ensure that all financing activities are consistent with its 
environmental policy. All in all, the Handbook provides guidance for better 
understanding of the requirements of the bank.  
 
According to the Handbook [26] the bank defines the following main areas for EIB 
projects to be eligible for financing on environmental grounds: 

- Tackling climate change, e.g. energy efficiency and renewable energy 
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- Protecting nature and biodiversity 
- Reducing the impact of the environment on human health, e.g. the supply 

of safe drinking water and wastewater treatment, and improvements to air 
quality 

- Promoting the sustainable use and management of natural resources, e.g. 
waste management and watershed management 

- Improving the quality of life in the urban environment, e.g. urban transport 
and urban renewal. 

 
These main areas are then further specified in specific environmental eligibility 
criteria, as for instance the following criteria for project that may be considered as 
contributing to combat climate change: 
All projects meeting the energy efficiency definition of the bank that result in: 

- An increase in energy efficiency of at least 20% from the baseline; 
- An increase in energy efficiency of less than 20% from the baseline, 

provided that the energy savings justify at least 50% of the investment 
cost; or, 

- Investments in cogeneration (CHP) provided they meet the energy 
efficiency criteria defined in the EU Directive 2004/8/EC. 

 
Examples of eligible projects would include CHP plants and district heating 
systems as well as energy efficiency investments in buildings and industrial 
facilities. Projects can also be considered as contributing to combat climate change 
if they fulfill requirements within other areas, such as renewable energy, transport, 
forestry and land use, etc.  
 
The Handbook also describes the issues taken into consideration when EIB screens 
the project at the ‘pre-appraisal stage’. Areas of which they screen comprise: 

- Compliance with relevant EU/national/international law 
- Consistency with EU environmental and social policy 
- Is the project unlikely to have a significant impact on the environment 
- Is the project unlikely to be at or near a nature conservation site 
- Is the project unlikely to mobilize major stakeholder groups in opposition 

to the project plans 
- Is the environmental capacity/performance of the promoter (i.e. applicant) 

judged satisfactory 
- Is the project unlikely to significantly undermine the economic, social or 

cultural wellbeing of vulnerable groups 
- Is adequate accountability reporting in place 
- The outcome of the project will not be significantly affected by climate 

change considerations 
- The project does not pose significant risks from an environmental and 

social point of view. 
 
If the EIB analysts cannot with certainty click ok to each of these screening areas, 
the areas must be included in the environmental and social assessment. 
Furthermore, it should be noted, that the pre-appraisal environmental and social 
screening requirements vary according to the type of loan/project. 
 
3.7.2 Do EIB principles promote corporate environmental 
performance? 

3.7.2.1 EIB primarily refers to compliance with EU law – which might be 
positive for projects outside Europe. 
In general the requirements of the Environmental and Social EIB principles simply 
refer to compliance with laws and regulations, which in itself is the lowest common 
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denominator and not a promotion of sustainability. However, many countries have 
not implemented internationally recognized conventions in their national 
legislation. The requirement of compliance with EU legislation/standards for 
projects within these countries can be seen as “raising the bar”.  
 
3.7.2.2 Positive with normative requirements, but method for establishing 
baseline is unclear 
The EIB criteria for ’approving’ projects as contributing to combat climate change 
comprise a criterion of increasing energy efficiency of at least 20% from the 
baseline. This is a positive goal-oriented approach. However, it needs to be 
specified that the baseline calculation should to be based on EU standards in the 
areas (as for instance ISO 14064), and be validated by a third party review. If no 
such standards are applied, such calculations can be made with very high levels of 
uncertainty.  
 
3.7.2.3 WWF critique points regarding elaboration of policies for waste 
management, leakage of toxic substances, reference to GHG standards to use, etc.  
The draft for the current version of the Statement was submitted for external 
critique in October 2008. WWF [14] expressed in 2008 several points of criticism, 
though it seems that the majority of the criticism has been (more or less) accounted 
for in the final 2009 version of the Statement (requirements of direct link to 
relevant EU Directives, the use of the Precautionary Principle, the aim for equal 
standards within and outside the EU, use of EIA, etc.). 
 
Other critique points from WWF do not seem to have been incorporated in the 
2009 version. These cover elements such as: 

- The EIB needs to develop policies, standards and specific Performance 
Requirements for different sectors. (Though here it seems as they are 
attempting to develop a methodology for estimating carbon footprint). 

- Policies for waste management and the leakage of toxic substances need to 
be elaborated. 

- The EIB should present a plan for phasing out of investment in fossil fuels. 
- The EIB should refer to greenhouse gas standards that promoters should be 

required to follow and apply mitigation measures to. 
- The EIBs pre-defined criteria for not financing projects regarding their 

impact on biodiversity need to be more fully elaborated and should be 
enlarged to cover wetlands protection; extractive industries; world heritage 
areas (UNESCO sites); protected areas; etc. 

 
3.7.2.4 Unclear to what extent the Statement binds the EIB from an 
accountability perspective 
A critique point raised by Hachez and Wouters [15] in 2011 points out that it is 
unclear to what extent the Statement ‘binds’ the EIB from an accountability 
perspective. The Statement simply declares that it “must be applied by the staff of 
the EIB in all its operations” – without further elaboration. Counter Balance [16] 
goes even further in their critique (from 2008) and states that “the bank 
systematically fails to take on the responsibilities necessary to ensure that its 
projects contribute to sustainable development and fulfill its obligations”. Instead 
they believe that the “EIB procedures are derived from the presumption that 
promoters are fully responsible for implementing projects financed by the Bank, 
including all environmental aspects, such as studies, EIA processes, the 
implementation of mitigation and/or compensation measures and monitoring the 
success/effectiveness of these measures after implementation. The Bank limits 
itself to determining whether the conditions attached to its financing are met.” 
Counter Balance presents a number of other critique points – mounting up to 21 
pages.  
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3.7.3 Conclusion 

Summing up, it seems that the Statement has improved since its original launch, 
but that there is still plenty of room for improvement. Especially the lacking 
accountability from EIB springs to mind as well as the fact that the Statement 
simply refers to existing laws, Directives, Conventions etc. One could get the 
feeling that they have just written a paper in which they refer to ‘all the right 
documents’ and then let it be with that, i.e. let it be entirely up to the promoters to 
gain knowledge of the different relevant Directives and associated standards, and 
make sure that they comply. Again, insight into how they practice the Statement, 
i.e. makes sure that each document is retrieved from the promoter and evaluated 
appropriately would be beneficial. 
 
However, when this is said, it does look like the EIB is one of the more substantial 
SRI ‘guidelines’. Their Handbook alone testifies that some considerable effort has 
been put into the EIB system - in terms of making sure that the EIB staff as well as 
the borrowers have rather specific guidance in how to evaluate/fulfill criteria. Yet, 
as to how well the EIB system promotes environmental performance, it is hard to 
conclude with certainty that it does – simply due to the fact, that they primarily 
refer to compliance with EU legislation – which cannot be seen as ‘raising the bar’ 
– except of course for projects in non-EU countries, which are required to comply 
with (some) EU regulative requirements. 
 

3.8 PRI principles 

In 2005 the United Nations Secretary-General invited a group of the world’s largest 
institutional investors to join a process in developing the PRI principles. 
Individuals representing 20 institutional investors from 12 countries agreed to 
participate. The group was supported by a 70 person multi-stakeholder group of 
experts from the investment industry, intergovernmental and governmental 
organizations, civil society and academia. The process was coordinated by the 
United Nations Environmental Programme Finance Initiative and the UN Global 
Compact, but the group had the freedom to develop the principles as they saw fit. 
 
After the launch of the PRI principles in April 2006, the ‘PRI Secretariat’ was 
created with the aim of helping investors implement the Principles. The PRI 
Secretariat supports investors by sharing best practice, facilitating collaboration 
and managing a variety of ‘work streams’. Work streams are activities such as 1) 
Implementation support, 2) Academic network, 3) Principles for Investors in 
Inclusive Finance and 4) PRI country networks. The work stream of 1) 
Implementation support is further divided into other groups, of which one group is 
‘Small and resource-constrained signatories’. Within this sub-group tools to 
specifically help these signatories implement the principles are developed. Tools 
comprise case studies, webinars, and ‘practical tools’. The work stream produces 
one implementation tool per quarter. The topics for 2011 were: building and 
communicating the case for RI, writing a RI policy and including ESG in IMAs 
(Investment Management Agreements).  
 
The PRI Secretariat is funded by an annual subscription fee introduced for all 
signatories but also relies on funding/grants etc. from governments and 
international organizations. It is a not-for-profit organization. The Secretariat 
currently employs approximately 45 people in 6 countries – with teams structured 
across several functional areas. The activities in the PRI Secretariat are overseen by 
the PRI Association Board, which again is supported by the PRI Advisory Council, 
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which determines the strategic direction. An interesting aspect here is that the 16 
members of the council (except for three) are selected by the signatories. The roles 
and members of the different ‘levels’ are presented in the figure below:  
 

 

 
Certain board members must conform to a set of ‘Code of ethics’ concerning 
confidentiality, general behavior guidelines, data protection, etc. Other documents 
describing administration rules also exist. 
 
As of April 2012 more than 1000 investment institutions - covering assets under 
management of approx. 30 trillion US dollars - have become signatories. The 
signatories manage approximately one fourth of the world’s assets under 
management. The reason behind the huge number of signatories to the PRI can be 
found in the fact that the principles are voluntary, and the apparent shift in 
paradigm towards the believe that incorporating ESG issues do improve long-term 
returns. 
  
The investors (dealing with the PRI principles) do believe that environmental, 
social and corporate governance (ESG) issues can affect the performance of 
investment portfolios (to varying degree across companies, sectors, regions, asset 
classes and through time). Therefore, where consistent with their fiduciary 
responsibilities, they commit to the principles. 
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The PRI Principles: 
  

1. We will incorporate ESG issues into investment analysis and decision-
making processes. Possible actions: 

a. Address ESG issues in investment policy statements 
b. Support development of ESG-related tools, metrics, and analyses 
c. Assess the capabilities of internal investment managers to incorporate 

ESG issues  
d. Assess the capabilities of external investment managers to incorporate 

ESG issues  
e. Ask investment service providers (such as financial analysts, consultants, 

brokers, research firms, or rating companies) to integrate ESG factors 
into evolving research and analysis  

f. Encourage academic and other research on this theme 
g. Advocate ESG training for investment professionals 

2. We will be active owners and incorporate ESG issues into our ownership 
policies and practices. Possible actions: 

a. Develop and disclose an active ownership policy consistent with the 
Principles 

b. Exercise voting rights or monitor compliance with voting policy (if 
outsourced) 

c. Develop an engagement capability (either directly or through 
outsourcing) 

d. Participate in the development of policy, regulation, and standard setting 
(such as promoting and protecting shareholder rights) 

e. File shareholder resolutions consistent with long-term ESG 
considerations  

f. Engage with companies on ESG issues 
g. Participate in collaborative engagement initiatives 
h. Ask investment managers to undertake and report on ESG-related 

engagement 
3. We will seek appropriate disclosure on ESG issues by the entities in which 

we invest. Possible actions: 
a. Ask for standardized reporting on ESG issues (using tools such as the 

Global Reporting Initiative)  
b. Ask for ESG issues to be integrated within annual financial reports  
c. Ask for information from companies regarding adoption of/adherence to 

relevant norms, standards, codes of conduct or international initiatives 
(such as the UN Global Compact) 

d. Support shareholder initiatives and resolutions promoting ESG disclosure 
4. We will promote acceptance and implementation of the Principles within 

the investment industry. Possible actions: 
a. Include Principles-related requirements in requests for proposals (RFPs) 
b. Align investment mandates, monitoring procedures, performance 

indicators and incentive structures accordingly (for example, ensure 
investment management processes reflect long-term time horizons when 
appropriate) 

c. Communicate ESG expectations to investment service providers  
d. Revisit relationships with service providers that fail to meet ESG 

expectations  
e. Support the development of tools for benchmarking ESG integration  
f. Support regulatory or policy developments that enable implementation of 

the Principles  
5. We will work together to enhance our effectiveness in implementing the 

Principles. Possible actions: 
a. Support/participate in networks and information platforms to share tools, 

pool resources, and make use of investor reporting as a source of learning 
b. Collectively address relevant emerging issues  
c. Develop or support appropriate collaborative initiatives 
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6. We will each report on our activities and progress towards implementing 
the Principles. Possible actions 

a. Disclose how ESG issues are integrated within investment practices  
b. Disclose active ownership activities (voting, engagement, and/or policy 

dialogue) 
c. Disclose what is required from service providers in relation to the 

Principles  
d. Communicate with beneficiaries about ESG issues and the Principles 
e. Report on progress and/or achievements relating to the Principles using a 

'Comply or Explain'1 approach 
f. Seek to determine the impact of the Principles 
g. Make use of reporting to raise awareness among a broader group of 

stakeholders 
 
3.8.1 Environmental criteria 

The PRI principles do not directly address environmental issues. The principles 
only indirectly address environmental issues through the use of the term ESG 
throughout the principles. 
 
Thus, it seems to be up to the individual investor to choose which environmental 
issues to address. If the investor chooses the ‘possible action’ in principle 3 of 
using the Global Reporting Initiative to gain information from the 
project/company, this of course states a certain number of environmental issues 
which needs to be addressed, but otherwise it seems that the field of environmental 
issues to address is not defined and thus entirely voluntary – and thus very 
qualitative in nature. 
 
3.8.2 Do the PRI principles promote corporate environmental 
performance? 

3.8.2.1 A few vague performance requirements – which cannot be used in 
benchmarking 
There are a few vague attempts towards performance requirements within the field 
of environment. These cover the ‘proposed actions’ of ‘Ask for standardized 
reporting on ESG issues (using tools such as the Global Reporting Initiative)’ and 
‘Ask for information from companies regarding adoption of/adherence to relevant 
norms, standards, codes of conduct or international initiatives (such as the UN 
Global Compact)’. However, asking for data cannot be seen as strong a 
requirement as ‘requiring data’, thus the real value (in terms of promoting 
sustainability) of this ‘proposed action’ is very limited. Furthermore, it has been 
proven in earlier studies [7] that using Global Reporting Initiative for comparable 
purposes (i.e. benchmarking one company’s environmental performance against 
another) is very problematic and at present impossible due to the lack of suitable 
comparable indicators on sub-sector level. Thus, PRI does not leave any guidance 
for investors with regard to how environmental performance data from companies 
should be used in evaluating performance. 
 
3.8.2.2 Many signatories have policies in place, but only a minority has 
processes in place 
According to a review [11] of trends and impacts of – among others - the PRI 
principles the first implementation step of the PRI is the creation of an 
organization-wide policy. The PRI themselves reports that around 90 percent of 
signatories now have such a policy in place in relation to ESG issues. However, it 
is much simpler to write a policy than to put into place management processes that 
fulfill the policy. This is confirmed by the fact, that only a minority of the 
signatories said they had these processes in place to a large extent – thus 



43 
 

highlighting the main critique point of the Principles: it is much easier to say what 
you intend to do than to do it. 
 
3.8.2.3 Small funds face considerable challenges in implementing PRI 
30 percent of PRI signatories are small funds with less than 2 billion US dollars 
under management. These funds face considerable challenges regarding 
implementation of the principles since they typically lack sufficient manpower, 
have to pay relatively high prices for ESG research and can have limited influence 
if they engage alone with investee companies. Only 33 % of small funds are judged 
to have sufficient capacity to implement the principles. This weakness of the use of 
the PRI Principles is of course to some degree covered by the attempt to develop 
implementation tools specifically to aid the small funds, however whether these 
tools in reality are ‘enough’ to make all the small funds implement the principles 
are doubtful. 
 
3.8.2.4 Only 10-30% of signatories have implemented PRI across all asset 
classes 
For larger funds the main obstacle is to apply ESG processes across all asset 
classes. Only about 10-30 percent of PRI signatories have implemented processes 
across all asset classes. For the PRI this is, however, not a problem since “the 
Principles have always been intended to be aspirational and not a prescriptive set of 
rules and are to be applied as appropriate within each asset class and investment 
approach”. The large degree of voluntarity in the use of the principles makes them 
very weak in terms of promoting the sustainability agenda – simply due to the fact, 
that if there is no obvious profit to gain no one will use the resources necessary to 
implement the principles. And the obvious profit of implementing ESG 
considerations has yet to be proven. 
 
3.8.2.5 Very weak requirement towards training the employees at the signatories 
Another critique point has been the requirements towards training the employees at 
the signatories. Often ‘training’ consists of participating in conferences – no 
specific training programme is used. Once again the ‘voluntarity’ of the 
requirement dilutes the usefulness. 
 
3.8.2.6 Review shows that ‘it is not clear what the long-term value-added of 
implementing the PRI will be 
The review of the PRI [11] also investigates the impact of the PRI, i.e. “improved 
social and/or environmental outcomes resulting from the investment that would not 
have occurred in the absence of the principles”. A major challenge here was that 
the only party that could really answer this question was the investors themselves, 
which tends to exaggerate their social and environmental credentials. Third party 
evaluations are needed; however the few that exist are more limited than what 
might be expected. Thus, the only evidence of the PRI impacts is from the self 
assessments presented in the annual Progress reports from PRI. However, these 
cannot be viewed as a reliable guide to impact. The conclusion of the review on 
PRI is thus, that it “is not clear what the long-term value-added [of implementing 
the PRI] will be”. 
 
3.8.2.7 PRI principles are generally too weak to overcome the basic tension 
between profitability and sustainability 
According to an article [21] commenting on the review of the different SRI 
principles [11] the general conclusion of the review is that the principles generally 
fail to encourage socially and environmentally responsible investments and that the 
investment principles are generally too weak and vague to overcome the basic 
tension between profitability and sustainability/equity. This is supported by author 
Eva Neitzert from research consultancy Just Economics who states that “in general 



44 
 

principles encourage only minor alterations to investment decisions, within 
commercial constraints, rather than altering the underlying basis of decision-
making”. The review also concludes, that “until all investors sign up to a common 
set of investment principles there is a commercial incentive for current signatories 
to adhere to only minimum requirements”. However, since the PRI principles 
signatories comprise one fourth of the world’s investment funds, this argument 
does not seem so strong. 
 
3.8.3 Conclusion 

PRI is characterized by being a “declaration of intent”. As such, the pace of 
progress as well as the seriousness with which the principles are implemented is up 
to the investor. As highlighted in a recent study [11], the majority of subscribers 
has only reached the “policy-level” but has not yet put the actual processes into 
place which ensures that principles are implemented in business activities.   
Furthermore, small funds, which account for approximately 30% of the PRI 
signatories, face challenges in integrating the principles into their business 
practices due to lack of resources.  
The fact, that the Principles are meant to be aspirational and not a prescriptive set 
of rules, makes them appear rather vague as a driver for the promotion of corporate 
environmental performance.  
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4 Discussion of key points 

The overall purpose of this study has been to examine and discuss whether and to 
what extent guidelines used in the SRI community contribute to the promotion of 
corporate environmental performance. The study is based on desk research of 
publically available information, i.e. the actual guidelines and the specific 
environmental requirements and criteria used to evaluate companies environmental 
responsibility (in so far as these have been accessible).    
 
The analysis has pointed to some key “areas of concern” regarding the ability of 
SRI guidelines to promote corporate environmental performance. The key findings 
are: 
 

4.1 Process-related requirements dominate, but do 
not ensure a high level of performance 

The majority of the indicators used in the guidelines are process and “progress” 
related, i.e. based on criteria such as the existence and coverage of an 
environmental policy or management system, progress in relation to environmental 
goals, etc. However, formulating policies and setting up management and reporting 
systems is not an indication of actual performance 
 
For example, the existence of an environmental management system (EMS) in 
itself does not necessarily say anything about the quality of the environmental 
performance of a company. As highlighted in the conclusions of the project ‘Going 
beyond EMS’ [27], environmental management systems are based on a principle of 
continuous improvement. However, it is possible to become ISO 14001 or EMAS 
certified without fulfilling any given level of environmental performance beyond 
legal compliance. Studies show that there is no clear evidence that producers with 
an EMS have a ‘better’ environmental performance than producers without an 
EMS. The ‘Going beyond EMS’ study furthermore concludes, that a minimum 
level of environmental performance for the companies that are to obtain an EMS 
certification should be ensured, and that key environmental performance indicators 
which allow for comparison between different organizations should be developed.  
 
Likewise, a policy is a “statement of intent”. However, adopting a policy does not 
necessarily ensure that the goals in the policy are fulfilled. This is exemplified by 
the review of PRI signatories, in which almost 90% had implemented a policy but 
only a minority has implemented the processes that ensure that the goals in the 
policy are fulfilled.  
 
Thus, investing money in SRI products based on an SRI research and rating 
methodology is not necessarily an investment in companies, which can 
demonstrate superior environmental performance. Rather, the analyses indicate that 
companies selected for an SRI investment universe might have their policies, 
management systems and reporting practices in place and can thus be said to work 
towards environmental progress. Qualitative indicators such as a strong 
environmental management system is a good indicator of a company’s 
‘preparedness’ – especially if the quality of the system has been checked by a third 
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party. However, it still does not say anything about the actual environmental 
performance of the company. 
  

4.2 Limited/inadequate use of quantitative 
performance indicators 

Besides using performance indicators in the form of process-related requirements 
(as described above), the guidelines also make use of relatively few quantitative 
performance indicators, mainly in the form of requiring information of the amount 
of CO2 emitted per year. However, reporting an amount of emitted CO2 does not 
say anything about the company’s performance, unless: 
 

1) the amount is benchmarked (in a fair manner) or 
2) goals are set to reduce the amount x % within a certain time period.  

 
Setting goals to reduce the amount x % within a time period can be seen as a 
reasonable attempt to improve the level of environmental performance. 
Unfortunately, the level of ambition in regard to setting reduction targets is left to 
the companies. Yet, since companies within the system may be very different, and 
thus have different possibilities to reduce the CO2 amount emitted, it can be 
difficult to set a common fair criteria of reducing with x percent. Furthermore, 
benchmarking based on increase/decrease in absolute emission would allow for a 
situation, where a company with a “bad performance” but a large potential for 
improvements could outperform a “good performer” with a more limited 
improvement potential. 
 
Using an amount of CO2 emitted (for instance) to benchmark companies against 
each other requires the use of fair and sensible normalization factors – i.e. relating 
the emission amount to for instance ton product produced, or number of 
employees. Some guidelines such as e.g. the DJSI use one or two general 
normalization factors (revenue or number of employees) when assessing the 
companies’ sustainability performance (in terms of CO2 emission). However, 
employing these two types of normalization factors across all companies is useless. 
This is due to the fact, that normalizing data according to full time employees or 
revenues does not always present a true picture of the sustainability performance-
level of a company. As described in the project ‘Comparable environmental 
indicators for companies’ by the Consumer Council at the Austrian Standard 
Institute [7], the normalization factor should be specific for the industry chosen in 
order to provide a fair benchmark. For some companies – for instance cement 
companies – the optimal normalization factor could be “CO2 per ‘ton cement’ 
produced” and not per number of employees. Other companies (perhaps the 
financial sector) could benefit from using employees as normalization factor. These 
types of fair indicators are yet to be developed for all sectors.  
In some sectors, such as for instance the automobile sector, it should at present be 
possible to use benchmarking indicators such as for instance fuel efficiency. 
However, for the majority of sectors, relevant normalization factors enabling a fair 
benchmarking between companies within the sector has not been developed.  
 

4.3 Inadequate use of third party evaluations 

Requirements in the guidelines to make use of third party evaluations vary. 
However, the general picture is that the requirements towards use of third party 
evaluations are often vaguely formulated (i.e. formulated such as ‘use of third party 
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evaluation if appropriate’). Third parties are not necessarily involved in the 
evaluation of company information (annual reports, questionnaires, etc.). The 
material used for research and rating is primarily produced by the companies 
themselves and not necessarily verified by a third party. Also, no third party 
verification is evaluating the way in which the investor (or research and screening 
companies) actually uses the company information. Some organizations have 
compensated for this by introducing a procedure by which research and selection 
for an Index is separated in two different fora (e.g. Ethibel Ecolabel Index).  
 

4.4 Lack of transparency in rating methodologies  

There are several problematic issues related to the general lack of transparency in 
the methodologies applied within the different guidelines. This should of course be 
seen in the light of the limitations connected to desk-research of publically 
available information. In general, there are three main areas of which the lack of 
transparency causes problems: 
 
1) Lack of transparency in how the investor organizations – based on the 

answers/info from the company - judge whether the company fulfills the 
criteria – and to which degree. This is a problem since a guideline may look 
good (i.e. comprise a lot of reasonable criteria) – however, if the evaluator is 
very poor at evaluating the answers, the outcome may be questionable. Linked 
to this issue is of course the aspect of whether the staffs at the investor 
organizations cover the sufficient competences to evaluate the broad range of 
criteria. 

2) Secondly, the investor organizations often do not disclose information 
regarding for instance the way they have implemented the principles, how 
many SRI projects/companies have been accepted versus rejected – and why. 
Neither are they submitted to third party audits of their implementation 
process. This also makes it very difficult to evaluate the ‘true sustainability 
value’ of the guidelines. 

3) In some cases there is also a lack of transparency in the specific criteria of 
which they evaluate the projects/companies, which causes problems when 
outsiders are to evaluate the degree of which the guideline promotes the 
sustainability agenda.  
 

The reason behind the lack of transparency of the applied rating methodologies is 
presumably found in the fact that it is a commercial competitive industry. Yet, this 
still results in a publicly very low confidence in the ‘sustainability value’ of the 
different SRI guidelines. One could therefore ask whether it would be a better 
solution with one official rating bureau – thus eliminating the problems related to 
the lack of transparency. However, if such a bureau was established it would need 
public supervision. All in all it seems that there is a need for better monitoring and 
measurement of the impact of investment principles. 
 

4.5 Exclusion criteria sometimes overrule 
sustainability issues 

Activities deemed to be bad from an ethical point of view might (even though they 
are legal) be excluded despite the fact that the company can demonstrate superior 
environmental performance. It is mainly the investor indexes that operate exclusion 
criteria. The research for these indexes makes use of exclusion criteria such as 
involvement in weapon production, nuclear facilities, sale of alcoholic beverages, 
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cigarettes or pornography, etc. Whereas some of these criteria are of more ethical 
nature, i.e. legal but deemed morally unacceptable (alcohol and pornography), 
others are excluded due to the environmental and human health risks associated 
with the activities (production of nuclear energy).  
While there are clear environmental considerations linked to the latter exclusion 
rationale (the environmental risk aspect), exclusion criteria might in some cases 
overrule good environmental performance (such as for instance production of 
alcohol in a highly sustainable manner). Whether this is fair could be debated. 

 

4.6 SRI Guidelines are an add-on to profitable 
investments 

Companies eligible for investment indexes like DJSI and FTSE4Good are 
companies, which have already passed a financial analysis which qualifies them for 
inclusion in the general global/regional indexes. The research and rating take its 
point of departure in this universe of “financially accepted” companies. In this 
sense SRI is an add-on to investments which from a financial point of view have 
passed a financial risk assessment test. 
 
The guidelines used on specific projects/investments are a bit different. The general 
conclusion of a rather extensive review of the different SRI principles (PRI, The 
Equator Principles, EIB principles and IFC performance standards) [11] is that the 
principles generally fail to encourage socially and environmentally responsible 
investments and that the investment principles are generally too weak and vague to 
overcome the basic tension between profitability and sustainability/equity. 
According to their review, investment decisions are still governed primarily by 
financial criteria – even where investment principles are employed that emphasize 
the use of social and environmental criteria as well. Often such principles are 
implemented ‘where feasible’ or ‘where possible’, which tends to mean where ESG 
criteria do not compromise financial returns. This is supported by author Eva 
Neitzert from research consultancy Just Economics who states that “in general 
principles encourage only minor alterations to investment decisions, within 
commercial constraints, rather than altering the underlying basis of decision-
making”.  

4.7 Sacrifices must be made  

According to Eva Neitzert from the research center Just Economics “Not 
everything can be a win-win for business and sustainable development. To pretend 
otherwise distracts attention from other approaches that will be needed if the stated 
objectives of principles for responsible investments are to be achieved”. According 
to an article [21] commenting the review of the Investment principles [11] “the 
next generation of investment principles should be more ambitious and more 
powerful in bringing about investment that supports, rather than undermines, 
sustainable development”. One should of course remember that studies so far have 
proved no significant increase (or decrease) in profit when taking ESG into 
consideration. When new studies emerge – which hopefully prove increased profits 
when taking ESG into consideration – the claim of ‘sacrifices must be made’ may 
have to be altered.  
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5 Conclusion and perspectives 

Based on the review of selected SRI guidelines two key conclusions stand out: 
 
The research and selection of companies for the SRI Indexes are primarily based 
on process related indicators, i.e. the selection of companies with the most 
comprehensive policies, management systems and reporting practices. The 
companies rewarded (included in the Indexes) for their superior performance are 
thus primarily rewarded for the organizational policies and processes, that are 
going to lead to/produce superior performance. They are not rewarded for their 
actual performance per se.  
 
This leads to the second key conclusion to be highlighted. Relatively few 
quantitative indicators are used in the benchmarking of companies. Furthermore, 
these indicators suffer from a lack of comparability. Numerical data can be used to 
evaluate and monitor development trends – especially if they are connected to 
reduction goals. However, they cannot be used for benchmarking as they are often 
not normalized in a meaningful way. Normalization factors have to be sector 
specific in order to be meaningful. 
 
Furthermore, the material, which forms the backbone of company research, is often 
of very heterogeneous nature and produced by the company itself. If meaningful 
benchmarking is to be carried out, there is a need for development of harmonized 
reporting practices and third party verification of data in order to increase validity 
and reliability of such data. 
 
The key conclusions highlighted above cannot be solved by the investment 
community in itself. Improvements in SRI methodologies are dependent on the 
character of the material available for researching and selecting companies, i.e. the 
data and information provided by the companies. Companies, on their side, are 
dependent on the tools available for reporting their activities and results.  
 
As an example, until now there has not been a common standard for reporting of 
CO2 from the transport sector. Companies have used their own models based on the 
GHG Protocol or ISO 14064. However, special conditions for the transport sector 
imply that these standards are not suitable for this sector. As a consequence, there 
is a wide heterogeneity in the way transport companies report their emissions. This 
hampers the possibility of customers (or investors) to benchmark the performance 
of one company compared to another. A CEN standard is being developed with the 
aim of harmonizing reporting within the transport sector. 
 
A key conclusion is therefore also, that SRI is dependent on development within a 
number of other areas (harmonized meaningful standards for reporting etc.). 
Improvements in the methodologies used by the SRI community (research and 
rating agencies) are highly dependent on development within these related areas. 
Thus, in order to move from process related to more performance related 
evaluations of companies’ environmental responsibility, there is a need to develop 
tools suitable for benchmarking of environmental performance. These tools could 
with advantage be developed through the involvement of all relevant stakeholders. 
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