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BEYOND CONFUSION: PRINCIPLES FOR SUSTAINABLE INVESTING RATINGS
AND AN OPEN ACCESS SDG SCORE

Abstract

This paper aims to advance the debate on sustainable investing ratings in two ways. First, it
delineates principles that can inform the development of sustainable investing ratings that aim
to support sustainable development. Second, it introduces the Robeco SDG score as a novel
metric of sustainability performance that corresponds to these principles. This SDG score is
made available for free in order to enable research, spark discussion, and further the state of
sustainable investing ratings.
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1. Introduction

Sustainable investing ratings® are under scrutiny. Environmental, Social and Governance
(ESQG) ratings are often used to create sustainable investing strategies. However, extant ESG
ratings inadequately capture the social and environmental impacts that companies generate
(van Zanten & Huij, 2022), leading to ineffective sustainable investing solutions (Bams & van
der Kroft, 2022). Moreover, ESG ratings from different providers are poorly correlated,
creating confusion about what such ratings actually measure (Berg et al., 2022). And popular
media is critical. For instance, The Economist stated that ESG are “three letters that won’t save
the planet” ®, Bloomberg called ESG a ‘mirage’’, while the Financial Times even proclaimed
ESG to be ‘dangerous’®. On the back of such headlines, there are discussions to abandon
sustainable investing and the measurement of sustainable business models altogether in some
countries.

Critically, there is a need for nuance. ESG is often used as an umbrella term for anything
at the nexus of investing and sustainability. Diverse types of ESG ratings are available, each of
which may pursue different objectives. The most dominant ratings have the objective of
measuring if companies face financially material E, S or G issues. Other, more novel, ratings
for example assess companies’ impacts on the Sustainable Development Goals (SDGs) and
their sub-domains like climate change, biodiversity, or human rights. And there are assessments
that measure companies’ alignment with regulation such as the EU Taxonomy, or their
involvement in controversies. This diversity, and the critiques on some of the ratings used by
investors, creates much uncertainty about what types of ratings are needed to build effective
sustainable investing strategies.

Charting a road forward for sustainable investing ratings is an important and urgent
challenge. Sustainability issues are rising in frequency and severity. Scientists are warning that
our window of opportunity for avoiding irreversible changes to our planet is closing (Steffen
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et al., 2015). Consequently, investors are increasingly called upon to contribute to sustainable
development (Kolbel et al., 2020). The United Nations (UN) urges investors to help finance
the 17 SDGs and make financial flows more consistent with limiting global warming (UN,
2015a; 2015b). Sustainable investing strategies that channel financing toward sustainability
leaders and away from laggards, and that encourage companies to become more sustainable
through active ownership, could contribute to these objectives. Moreover, sustainable investing
changes the fields in which companies are embedded, thereby promoting more sustainable
outcomes (Marti et al., 2023). But creating effective sustainable investing strategies requires
investors to have access to ratings that give proper insights into the positive and negative
impacts that companies exert on societies and the environment.

We intend to advance the debate on sustainable investing ratings in two ways. First, we
delineate design principles for sustainable investing ratings. These specify conditions that we
believe such ratings ought to adhere to in order to qualify as effective input into sustainable
investment practices. These principles aid investors, researchers, regulators, and other
stakeholders in judging the quality of the diverse ratings that are available. Our premise is that
principles-based governance is essential for leveraging sustainable business practices in a
world in which companies face transition challenges (van Tulder & van Mil, 2023). A
principles-based approach to sustainable investing ratings aligns with other initiatives, such as
the Green Bond Principles or the CFO Principles on Integrated SDG Investment and Finance.
Second, we introduce the Robeco SDG score as a novel sustainable investing rating that
corresponds to these principles and that is made available for free via the Robeco Open Access
Initiative. This SDG score indicates if companies have a substantial positive or negative impact
on the SDGs. Based on this we hope to contribute clarity, spark discussion, and promote
transparency around sustainable investing ratings.

2. Principles for Sustainable Investing Ratings

We set out five design principles for sustainable investing ratings, based on our practical and
academic experience with creating and using such ratings.

2.1 Measure companies’impacts on sustainable development

We propose that sustainable investing ratings should measure the positive and negative impacts
of companies on sustainable development. The objective of sustainable investing is commonly
understood as contributing toward sustainable development (e.g., Busch et al., 2016). The
European Union (EU, 2019) similarly defines a sustainable investment as one in an activity
that contributes to environmental and/or social objectives, without causing harm to those
objectives, and while following good governance. This is akin to what Busch et al. (2021) call
‘impact-aligned investments’. Ratings that determine if companies positively or negatively
impact sustainable development thereby enable the creation of sustainable investing strategies.

However, measuring the positive and/or negative impacts of companies requires a
universally valid definition of sustainable development. Sustainable development aims for
present and future generations to be able to live a good life (WCED, 1987). As this is a
contested topic, with numerous social and environmental topics that could fall within its scope
(Leach et al., 2018; Redclift, 2005), confusion around which impacts ought to be measured
looms large. Consequently, a universally valid understanding of sustainable development is
needed. We propose that the SDGs can provide this.



Although we acknowledge that the SDGs are not perfect (see e.g., van Tulder et al.,
2021), these 17 goals with their 169 targets and over 200 indicators were universally adopted
by all UN member states as the global agenda for sustainable development until 2030,
encompassing related intergovernmental agreements such as the Paris Agreement. The detailed
set of targets and indicators can provide an opportunity for sustainable investing ratings to
become more consistent with the measured dimensions, thereby providing an opportunity for
reducing “scope divergence” of different ratings (Berg et al., 2022).

2.2 Determine significant harm

Sustainable investors have an obligation to not significantly harm environmental and social
objectives. This is embodied in the EU’s (2019) definition of a sustainable investment and
follows the precautionary principle in environmental policy (Kriebel et al., 2001). Sustainable
investing ratings must therefore determine whether companies cause harm to sustainable
development. This is complex because companies can simultaneously both positively and
negatively impact SDGs, which themselves can have positive and negative feedback loops (van
Zanten & van Tulder, 2021). For instance, how does a company that makes products with
positive impacts (e.g., solar panels) through practices that cause harm (e.g., child labor) score?

Currently, there are insufficient ratings that quantify positive and negative impacts across
different sustainability goals and then result in an average score. These allow for positive
impact on one goal to compensate for negative impact on another, even though these are not
commensurable (e.g., renewable energy cannot compensate for child labor). Instead, we
propose sustainable investing ratings to always fully rate companies causing substantial
negative impact poorly, notwithstanding any positive effects it may also generate.
Implementing this principle requires making value judgments as to what constitutes severity.
Despite this being a subjective decision, not allowing positive effects to compensate for
negative impacts may contribute to reducing ‘weight divergence’ among various ratings (Berg
et al., 2022).

2.3 Incorporate sustainability science

Sustainable investing ratings need to incorporate sustainability science. Scholars established
planetary boundaries that signal the carrying capacity of our planet. Moving beyond these
boundaries is likely to lead to “a very different state of the Earth system, one that is likely to
be much less hospitable to the development of human societies” (Steffen et al., 2015:1).
However, providing basic needs for people in a way that is ‘safe and just’, at a globally
sustainable level of resource use is a tremendous challenge (O’Neill et al., 2018). To make sure
that objectives of both social and planetary well-being are taken into account, a social-
ecological systems perspective can provide tangible avenues for improving sustainability
outcomes (e.g., Biggs et al., 2015; Folke, 2016). Such insights are highly relevant for
sustainable investing ratings, suggesting that the absolute nature of planetary boundaries and
the complex relations between ecological and social systems ought to be taken into account.
Operationalizing this principle requires a continuous assessment and integration of the latest
expert insights on the sustainability impacts of companies and the products and services they
sell.

2.4 Be globally applicable and locally relevant



Existing ratings have been criticized for favoring companies from richer countries and
assigning poorer ratings to those of developing markets. A key reason is that companies from
richer countries disclose more information about sustainability, not that companies from high-
income countries have substantially different sustainability performance (Cai et al., 2016).
Naturally, it is not expected that sustainability ratings are similarly distributed across countries.
Yet sustainability ratings would do well to be globally applicable by assessing the sustainability
performance of companies from different countries using the same yardsticks. At the same
time, local dimensions are important to factor in. Some environmental challenges, like
freshwater scarcity, are local in nature. And countries differ in the extent and types of
sustainability challenges they face. Sustainable investing ratings ought to identify companies
providing solutions in locations that need them the most, and that cause adverse impacts in the
most vulnerable regions.

2.5 Be demarcated from investment tools

We call for a greater demarcation between investment and sustainability evaluation tools.
Existing ratings frequently incorporate investment tools. One example is financial materiality.
Most ESG ratings ask if environmental, social, and governance factors could impact a
company’s financial performance. However, not all financially relevant ESG factors correlate
with sustainable development performance. For instance, environmental pollution or the
exploitation of labor might not always be financially punished. While it is critical that investors
integrate financially relevant sustainability risks and opportunities into their investment
processes, financial materiality should not be part of a sustainability assessment. Consequently,
because the most dominant ESG ratings measure financial materiality rather than impact
materiality, they are better understood as risk metrics than as sustainable investing ratings (e.g.,
van Zanten & Huij, 2022).

The same applies to best-in-class scoring. Many existing ratings are normalized per sector
which has the benefit of avoiding sectoral tilts in the construction of investment portfolios. But
best-in-class scoring distorts the picture. Some sectors, like healthcare or renewable energy, are
inherently associated with positive impacts, while others, such as tobacco or fossil fuels, are
known for negative impacts. Sustainable investing ratings would do well to avoid normal
distributions within sectors and score companies based on their overall positive and negative
contributions to sustainable development.

3. Implementing the principles

Moving from theoretical principles to practical implementation is challenging. Below we
highlight several (non-exhaustive) practical questions that need to be addressed in using these
principles to create a sustainable investing rating:

e How do you determine how impactful particular products and services are?

e What is the level of analysis? Do you focus on individual companies or also on the
impacts caused in their value chains?

e Do you focus on the direct impacts generated by corporate activities, or also on indirect
effects that may materialize as a consequence?

e How do you score direct solutions (e.g., renewable energy) compared to indirect
enablers (e.g., semiconductors)?



e What level of detail is required? Do you focus on sectoral effects or zoom in on
individual products or a combination of these?

e How do you set thresholds that translate company performance into a score? For
example, what proportion of thermal coal or oil revenues would qualify for a negative
assessment? Do you set similar thresholds for different products, or do you make the
thresholds product dependent?

e How do you aggregate positive and/or negative impacts of a company on different
SDGs?

e How frequently should the framework be updated in order to best capture companies’
impacts in a transitioning world? For instance, an automotive company whose sales
consist for one third of electric vehicles is a leader in today’s world. But as the sector
transitions towards further electrification, in the future thresholds for assigning positive
scores may increasingly need to become stricter.

e What is the update frequency of input data into the assessment and of the calculation
of outputs?

e How do you deal with cultural differences in the perception of positive/negative
impacts, for example relating to human rights?

These practical questions suggest that the design principles we laid out above can be
operationalized in different ways. Consequently, even if raters adhere to the same principles,
they may arrive at diverging conclusions due to different implementation. This presents a need
for transparency in sustainable investing ratings, in terms of design principles, practical
implementation, and outcomes.

We next illustrate how the principles can be operationalized into a sustainable investing
rating.

4. A Sustainable Investing Rating based on the SDGs

We introduce the Robeco® SDG score as a novel sustainable investing rating that aligns with
the above principles. This is one example, which we highlight due to our experience
constructing and using it and because it is available for free for research purposes. We welcome
additional ratings implementing these principles.

4.1 A framework for assessing the impact of companies on the SDGs

The Robeco SDG score is generated by analyzing companies with a three-step framework that
is explained in detail in Robeco (2022). To summarize:

The first step assesses various impacts caused by the products and services that
companies deliver. For instance, companies providing nutritious food, healthcare solutions,
clean energy, or sustainable transport can receive positive scores on the most relevant SDGs.
Those that produce thermal coal, weapons, or operate cruise ships will score poorly. A rules-
based approach determines which SDGs are impacted by particular products or services,
whereby the company’s performance influences its score.

® Robeco is an international asset management firm. It is not a data provider. The SDG score presented in this
paper is proprietary research that is used in the firm’s investment processes. This score is not commercially
traded.



The second step analyzes whether the way that companies operate has a substantial
effect on the SDGs. It assesses general dimensions that are relevant to any company, like gender
equality, as well as industry specific aspects, such as relations with local communities for
mining companies or responsible marketing for pharmaceuticals.

The third step determines whether companies are involved in controversies. Here an
assessment is made of how negative the impact of a scandal is on societies or the environment
and whether the company is compensating for the harm that was caused. Based on whether the
company has learned and changed its management practices, it also assesses the likelihood of
similar scandals arising again in the future.

Companies are scored on all 17 SDGs within this framework. The scoring ranges from
-3 (highly negative impact) to +3 (highly positive impact), with 0 implying that the company
does not have a substantial impact on any goal. Because the framework aims to measure
whether companies substantially impact the SDGs, on average companies impact around two
goals. Subsequently, a total score is calculated for each company. Companies that only have
neutral and positive scores on the 17 SDGs will get the highest (max) individual score as its
final score. But as soon as a company has a negative score on any of the SDGs it receives the
lowest (min) score as its final score, regardless of how many SDGs it may positively contribute
to. Table 1 compares this SDG score to the principles that were set out above.

--- insert Table 1 ---

In general, we see around 20% of companies with a neutral score and thus do not
substantially contribute to the SDGs. A quarter has a negative score, thereby harming
sustainable development. The remaining 55% contributes positively to the SDGs, with around
13% of companies having highly positive (+3) scores. The distribution of SDG scores across
sectors and SDGs is visualized in Figure 1. As shown, the SDGs that are most frequently
positively impacted by companies are those focused on economic development (SDGs 8 and
9) and those aimed at advancing health (SDG 3) and sustainable cities (SDG 11). SDGs that
companies mostly have a negative impact on are related to climate change (SDG 7 and 13),
health (SDG 3), and peace and strong institutions (SDG 16).

--- Insert Figure 1 ---
4.2 Validity of SDG scores as a sustainable investing rating

Are the SDG scores able to capture the impacts that companies generate? This was tested in
van Zanten & Huij (2022), who assessed whether poor scores are given to companies with
negative impact and good ratings are assigned to those with positive impact. Samples of
companies with negative impact are created by identifying firms that: (i) investors exclude
from the investment process for sustainability reasons; (ii) violate the ‘do-no-significant-harm’
principle of the EU Taxonomy regulation; and (iii) are ranked among the highest greenhouse
gas emitters.

Samples of companies with positive impact are made by identifying firms that are: (i) included
in sustainable thematic portfolios; and (ii) generate over two-thirds of their revenues from
activities that help mitigate climate change according to the EU Taxonomy. The results show
that samples of companies with negative/positive impact generally receive poor/good SDG
scores.



4.3 Open access

The SDG scores of over 12,000 companies are made available for free via the Robeco Open
Access initiative. With this initiative, Robeco aims to enable research on sustainable investing
and corporate sustainability, obtain feedback from market participants and academics, and
contribute to the further development of sustainable investing ratings. The initiative was
launched in August 2022. Currently, over 900 clients and 90 academics from around the world
have access. The SDG scores can be retrieved online®®.

4.4 Use-cases for SDG scores

In practice, the SDG scores can be used to align investment strategies with the SDGs. The
scores can be integrated in diverse ways. Investors can avoid investing in any company with a
negative SDG score, they could tilt portfolios toward the highest scoring companies, or they
can prioritize companies that score positively on individual SDGs to create thematic solutions.
The scores can be used in equity, credit, and debt strategies. This does not need to harm
financial performance. Early research finds that an equity strategy that only invests in
companies with a neutral or positive SDG score has similar risk-return characteristics as the
broader market, making SDG integration a viable option for passive as well as active
investors':12, The SDG scores can subsequently be used in reporting to show how a fund is
positively and negatively exposed to the SDG.

Academically, the SDG score has diverse use-cases. In research, the score can serve as
a variable that signals to what extent companies contribute to sustainable development, noting
that its scope is limited to determining if companies have substantial impact (e.g., van Zanten
& Rein, 2023). In academia, the SDG score can help students screen companies on
sustainability to create model investment portfolios or company case studies.

5. Conclusions

Sustainable investing can play a role in alleviating global sustainability challenges. Creating
effective sustainable investing strategies requires understanding the sustainability performance
of the companies that might be invested in. However, there is a fierce debate around the use
and (in)adequacy of existing sustainable investing ratings. We laid out five design principles
that we trust can help create and test the validity of such ratings. To make this practical we also
introduced the Robeco SDG score as a novel sustainable investing rating. This rating is now
made freely available in an effort to enable research, promote discussion, and further the state
of sustainable investing ratings.

10 https://www.robeco.com/en-int/sustainable-investing/how-do-companies-and-countries-
score-on-sustainability
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Table 1: Robeco SDG score in relation to the design principles for sustainable investing
ratings
Principle

Robeco SDG score

Measure companies’
impacts on
sustainable
development

Capture significant
harm

Incorporate
sustainability science

Be globally
applicable and locally
relevant

Be demarcated from
investment tools

The score aims to measure if companies have substantial
positive and/or negative impacts on sustainable
development as conceptualized by the SDGs. Through
assessing how the products and services that companies
deliver, and whether a company’s operations structurally
contribute to the SDGs, this score intends to identify
significant positive and/or negative contributions to
sustainable development, rather than accounting for all
ecological and social effects that companies may generate.
Companies are scored on the 17 individual SDGs and
subsequently receive a total score. Those that are assigned
a negative score on any of the 17 SDGs will always
receive a negative total score. This way, the score
recognizes that all SDGs are integrated and indivisible,
and that positive contributions to one goal cannot offset
negative impacts on another.

The score incorporates sustainability science. Academic
research on the linkages between the economic activities
that companies undertake, i.e., the products/services they
deliver, is embedded into the SDG framework (as
discussed in van Zanten (2023)). The framework is
updated twice annually, in order to be able to incorporate
new insights.

Companies are assessed with the same KPIs regardless of
their location. The KPIs are determined in such a way that
companies from all regions can be assessed and that
differences in disclosure frequency and volume do not
affect the scores. To determine local relevance, the SDG
framework contains KPIs to see if companies provide
solutions in emerging markets (which can lead to higher
scores) and whether companies cause harm in areas that
are particularly vulnerable, such as water scarce regions
(leading to negative scores).

Financial materiality is no dimension of the SDG
framework. Scores are not normalized across sectors and
thus no best-in-class approach is applied.



Figure 1: Distribution of SDG scores across sectors and SDGs

Panel A: This panel shows the distribution of SDG scores across sectors, using the MSCI All Country
World Index as a sample (n=2896). There is a sectoral tilt, with some sectors having many companies
that score positively (e.g., healthcare) or negatively (e.g., energy).
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Panel B: This panel shows the proportion of companies in the MSCI ACWI that has a positive (teal)
or negative (magenta) impact on the 17 SDGs. More economically oriented SDGs, like 8 (Decent
Work and Economic Growth) and 9 (Industry, Innovation and Infrastructure) are the ones that are
most frequently positively impacted. SDGs 13 (Climate Action), 7 (Affordable and Clean Energy), 3
(Good Health and Well-being) and 16 (Peace, Justice, and Strong Institutions) are most frequently
negatively impacted.
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