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Market value of  Sustainable Funds

Source: World Investment Report 2024, UNCTAD, based on Morningstar data. 



Net flows to Sustainable Funds

Source: World Investment Report 2024, UNCTAD, based on Morningstar data. 



What is happening?



How are ESG ratings calculated?

Source: London Stock Exchange Group (LSEG) – formerly Refinitiv



Everything vs Nothing
Greenwashing

Goodness vs Risk

Past vs Future
Measuring ESG

What are the criticisms of  ESG ratings?



Source: Berg, F., Koelbel, J. F., & Rigobon, R. (2022). Aggregate confusion: The divergence of ESG ratings. Review 
of Finance, 26(6), 1315-1344.

How consistent are ESG ratings?

Correlations between six ESG ratings



Scope 
• Different ESG attributes are assessed 

Measurement
• Different indicators used to measure similar ESG concepts 

Weight 
• Different levels of  importance given to ESG factors

What are the sources of  ESG Rating Divergence?

Source: Berg, F., Koelbel, J. F., & Rigobon, R. (2022). Aggregate confusion: The divergence of ESG ratings. Review 
of Finance, 26(6), 1315-1344.



• Traditional ESG ratings (T-ESG)
• Annual reports, Company websites 
• Filings, News

• Media-based ESG ratings (M-ESG)
• Global News & Social Media
• 13 Languages  
• Real-time via natural language 

processing (NLP)

What if  the rater effect is eliminated?

M-ESG are designed to parallel and be directly comparable to T-ESG (LSEG 2024)



ESG rating divergence 
• Chatterji et al. (2016), Gibson Brandon et al. (2021) Christensen et al. 

(2022), Berg et al. (2022)
• Divergence is not an outcome of  different raters

Novel database
• Used first-time to quantify ESG rating divergence

Management of  the ESG rating divergence
• Board gender diversity and other good corporate governance 

measures.
• Women directors and ESG outcomes: Hafsi and Turgut (2013), Harjoto et 

al. (2015), McGuinness et al. (2017), Nekhili et al. (2017)

ESG rating divergence impact on firm value
• Gibson Brandon et al. (2021), Avramov et al. (2022), Berg et al. (2022)

What is the contribution of  the paper?



Match T-ESG and M-ESG rating data
• Non-financial firms, between 2002-2022
• 55,000 firm-year observations

ESG rating divergence
• M-ESG & T-ESG: 0 to 100
• DSEG = | M-ESG – T-ESG | 
• DENV, DSOC, DCONT and DEC (DSEG excluding G)

Financial and non-financial variables (LSEG)

Country level macro data (World Bank)

Final sample
• 6,347 firms, 
• Around 40,000 firm-year observations
• 67 countries

Data Source and Sample









Information mismatch between:
• ESG information disclosed in reports and reflected in external media

Negative divergence (T-ESG > M-ESG):
• Firm ESG disclosures may be substantially different to how it’s actually 

behaving.  
• ESG management via cosmetic adjustments and manipulation (Raghunandan and 

Rajgopal 2022; Cornaggia and Cornaggia 2023; Baker et al. 2023). 
• Strategic omittance of  negative ESG developments (Baker et al. 2023).

Positive divergence (T-ESG < M-ESG):
• Reporting deficiencies of  positive ESG efforts 

• Firms may prefer under-reporting to avoid excessive monitoring from stakeholders 
(Kim and Lyon 2015).

• Firms may not feel to report ESG efforts, due to industrial or country level disclosure 
requirements

But why?



ESG scores assist market participant to make informed decisions 
by reducing the information asymmetries between them and firms 
ESG performance. 

• Chatterji and Toffel (2010), Grewal and Serafeim (2020), Berg et al. 
(2022), Cao et al., (2023). 

However, wide availability of  different ESG metrics does not 
necessarily reduce ESG information asymmetry (Berg et al. 2022).

More ESG disclosure result in a greater disagreement between 
raters due to the subjective nature of  ESG information 
(Christensen et al. 2022).

So what?



Good corporate governance can reduce the information mismatches 
that causes the divergence.

• Firms corporate social responsibility (CSR) actions are classified as a function of  
corporate governance (García‐Sánchez et al. 2022). 

Board of  directors is a core element 
• They responsible for setting and monitoring the CSR objectives and targets of  

firms (De Villiers et al. 2011, Eccless et al. 2014). 

Gender diversity
• Better CSR performance (Hafsi and Turgut 2013, Harjoto et al. 2015, McGuinness 

et al. 2017). 
• Ethically sensitive and receptive to social and community needs (Bear et al. 2010, 

Adams and Funk 2012).
• Better in monitoring (Powell and Ansic, 1997, Adams and Ferreira, 2009, Zalata et 

al. 2019).
• Gender diversity increases quality of  public information and voluntary disclosure

(Evgeniou and Vermaelen 2017, Nekhili et al. 2017).

Can it be managed?
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Descriptive stats.



Robustness
• Blau index
• Critical mass
• Board gender 

composition
(tiled, skewed, 
balanced)

• Excluding US
• With Firm FE
• IV regressions
• PSM  
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Alternative
• Different 

BUZZ 
cut-off  
points
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Conclusions

ESG ratings (and pillars) diverge substantially, even after 
eliminating the rater effect, due to different data sources.  

Female representation on boards reduce this type of  
divergence

ESG rating divergence leads to: 
• Lower accounting and market performance
• Higher cost of  capital
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