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ABSTRACT
Conscious customers and the threat of regulations have compelled capital markets
around the world to increase their sustainability focus. Today, a fund manager must
know how to measure and communicate the sustainability of her fund’s portfolio, which
raises the question of how such measurement should be designed? By interviewing
decision makers at one of Sweden’s major fund management firms and examining
existing sustainability metrics, we identify the key features practitioners want from a
sustainability measurement and discuss how existing metrics relate to this. We find that
there is an increased need for: (i) capturing the positive contributions the companies in
the portfolio have towards a sustainable development, (ii) including each company’s
internal capabilities, which reflects important information about the likelihood of future
contributions, (iii) relevant peer groups in order to understand the context of a
company’s score, and (iv) understanding that sustainability is not a one dimensional
issue and therefore should not be treated as one. To meet this need, we argue that the
emerging group of metrics based on the United Nations Sustainable Development Goals
could be used as a complement to the currently used risk-focused sustainability metrics.
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SAMMANFATTNING
Medvetna konsumenter och förväntade regleringar har tvingat kapitalmarknader runt
om i världen att öka sitt hållbarhetsfokus. Idag ställs det krav på fondförvaltare att
mäta och kommunicera sina fonders hållbarhet, vilket ger följdfrågan, hur ska ett sådant
hållbarhetsmått vara konstruerat? Genom intervjuer med beslutsfattare på ett av
Sveriges ledande fondbolag och en genomgång av befintliga hållbarhetsmått, har vi
identifierat några nyckelfaktorer som de vill att ett hållbarhetsmått ska bestå av samt
fört en diskussion kring hur de befintliga mätvärdena relaterar till dem. Vi finner ett
ökat behov av: (i) att mäta de positiva effekterna ett företag har mot en hållbar
utveckling, (ii) inkludering av företagets hållbarhetspotential, vilket påverkar
sannolikheten för framtida bidrag, (iii) relevanta jämförelsegrupper för att kunna förstå
ett företags bidrag, och (iv) ökad förståelse för att hållbarhet inte är ett endimensionellt
problem och därför inte ska hanteras som ett sådant. För att uppnå detta argumenterar
vi för att mätvärden baserade på Förenta Nationernas `Sustainable Development Goals'
kan användas som ett komplement till de riskfokuserade hållbarhetsmått som används i
hög utsträckning idag.

Nyckelord: Hållbara investeringar, Fondprestation, Hållbarhet inom fondförvaltning,
Mäta hållbarhet, Hållbarhetsratings, ESG investeringar,
Påverkansinvesteringar, SDG investeringar
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Introduction
In this chapter, we present an introduction to the problem at hand. The key message is
that the capital market is in the midst of a paradigm shift, from, simply put, a focus on
companies’ quarterly earnings to the their long term impact on our society - sustainability
is the new black and the industry must learn how to measure it properly.

1.1

Background

Sustainability is establishing itself as one of our time’s most pressing issues. Today, even
Wall Street and capital markets around the world are talking about impact and positive
contributions rather than quarterly earnings.
“Society is demanding that companies, both public and private, serve a social
purpose. To prosper over time, every company must not only deliver financial
performance, but also show how it makes a positive contribution to society.”
- Larry Fink, CEO of BlackRock.
The quote is extracted from Fink’s annual letter to S&P 500 CEOs (2018) and reflects
the new paradigm of seeing sustainability as an essential part of private companies’ value
propositions. Other recent examples of this new paradigm are the financial institution
JPMorgan Chase & Co. which wrote that sustainable investments now are mainstream
rather than a niche field and the CEO of Stockholm Stock Exchange, Lauri Rosendahl,
who urged for a more sustainable capital market (Vlastelica 2018, Höiseth 2018) .
The point is, the capital market is starting to acknowledge the importance of allocating
capital to sustainable companies. But, before we elaborate on that topic, we will briefly
present the development that has led us here.
Since the beginning of the 1990s, the discussion about sustainable development has accelerated rapidly (Capelle-Blancard & Monjon 2012). Today, the younger generation is
considerably more aware and interested in the challenges that surrounds our world in terms
of securing a sustainable development, compared to those that came before (Hill & Lee
2012, McCrindle 2006). And, as conscious consumers they put pressure on companies to
become more sustainable, as for example with the organic food production driven in large
by an increased demand of organically farmed food (Thøgersen 2010). But, continued
economic growth, that includes the most vulnerable groups of our society, in symbiosis
with sustainable use of our resources creates challenges and a need for change in more than
just consumer behavior. Consumer behavior, nor political decisions for that matter, will
on their own solve the climate crisis that is awaiting, or eliminate poverty. Also private
1
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companies must contribute if we are to achieve a sustainable development (UN General
Assembly 2015, Scheyvens et al. 2016, Schütze et al. 2017).
As the discussion about this matter gets louder and the importance of change gets visualized, it also clarifies the value for a company to focus on how it can make an impact
towards a sustainable future, as in the case of organic food producers. Several studies have
also shown that there is no contradiction between sustainability and financial performance
at the company level, and there is even studies that finds a positive correlation (Friede
et al. 2015, Verheyden et al. 2016). There is also the case that both retail investors and
institutional investors put greater value in their investments being made in companies that
are contributing to a sustainable development - it has an intrinsic value for some investors,
whereas other are doing it in the belief of it being a good investment (Ammann et al. 2017,
Hartzmark & Sussman 2018). Thus, for asset management firms, the argument for evaluating its investments on the basis of sustainability is strong - both in terms of attracting
capital to manage and in the belief of it being informative of financial performance. In the
statement referred to previously by JPMorgan Chase & Co. the company explicitly states
the latter, that sustainable investments now is a viable strategy also on return grounds
(Vlastelica 2018).
The term sustainable investments is, however, quite vague and it is true that asset managers have considered at least some sustainability aspects historically as well. Going back
a few years, the work with sustainability within asset management was mostly focused on
excluding companies that were not sustainable, either in terms of poor internal processes
or the product/services having a negative impact, e.g. extracting fossil fuel or producing
weapons (Capelle-Blancard & Monjon 2012). A major part of the traditional sustainability work has therefore involved measuring companies in terms of what has been called
ESG (acronym for: Environmental, Social and Governance) issues to ensure that internal
processes fulfill the basic sustainability standards and do not break any laws or regulations
(Capelle-Blancard & Monjon 2012). But, as the focus has begun to shift more towards
what companies actually contributes with, there has been a change from excluding ‘bad’
companies towards investment systems where companies are selected on the premises of
their positive contribution to a sustainable future (Capelle-Blancard & Monjon 2012).
Reconnecting with the thread that started this section, it is important for achieving a
sustainable development that capital is allocated to sustainable companies. Something
that goes well in hand with the trend, outlined by Capelle-Blancard & Monjon (2012),
of investment systems that actually select companies on the basis of their sustainability
impact. But, the question then is, what actually constitutes a sustainable company?
a company which contributes to a sustainable development? and are those terms used
interchangeably or are there a difference?
Asset management firms have to relate and give answers to these questions. On top of
that, these firms have to relate to the requests and commands from both investors and new
regulations regarding the reporting of sustainability issues in their operations and funds.
This complex environment has led to today’s situation where there are a few standardized
metrics used, GHG emissions per million SEK revenue and a sustainability rating provided
by Morningstar as the most prominent examples in the Swedish capital market (see e.g.
fund listings at the Swedish banks SEB and Handelsbanken), which the majority of the
actors do not believe are good representations of the underlying sustainability performance
of the companies the funds are invested in (SustainAbility 2012). Simultaneously, different
individual approaches to describe the sustainability aspects are performed by each asset
management firm, and non governmental organizations (NGOs) and international governmental organizations (IGOs) are working on ways to standardize such measurements.
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In the academic field, there is a shortage in studies addressing the issue of how to describe
the sustainability performance of companies within an investment portfolio, and in continuation the portfolio itself. The limited research performed in the area of sustainability
measurement in asset management have studied the methodology of rating organizations
as Saadaoui & Soobaroyen (2018) and the basic principles on which to base comparative
sustainability ratings of funds as Koellner et al. (2005) and Dillenburg et al. (2003). In the
non-academic research on the other hand, the NGO Global Initiative for Sustainability
Ratings (GISR) have involved asset management firms (together with other stakeholders)
in the development of key principles for how to measure sustainability of funds. Also IGOs
and NGOs sprung from the United Nations (UN) such as Global Compact and World Business Council for Sustainable Development (WBCSD) have tried to further contribute to
the understanding of how to measure sustainability of individual companies.
Arguably the most influential work in standardizing at least what is sustainable development and how progress towards a sustainable development should be measured (whether
it is by contribution from companies, states or individuals), is the UN’s Agenda 2030 and
the 17 Sustainable Development Goals (SDGs) launched in September 2015. Agenda 2030
is a universal agenda that other than the 17 SDGs also includes 169 subgoals and 230
indicators. It was developed by researchers, governments, private sector and civil society
around the world to fulfill a purpose of three main objectives; eliminate extreme poverty,
lower inequality and solve the climate crisis. It is seen as the most ambitious agreement to
secure a sustainable future and has been signed by all world leaders. These SDGs should
be met in year 2030 and are a continuation of the 8 millennium goals that UN presented
year 2000. Agenda 2030 and the 17 SDGs have made it official and described in detail
what world leaders see as necessary to achieve a sustainable development.

1.2

Problem Statement

There is a shortage in standardized metrics properly describing a company’s contribution
towards a sustainable development. The need for such metrics is great, first and foremost
for the development of our society - the industry must understand and measure its investments in sustainable companies if it is to increase the allocated capital to those companies.
But also from a strict business perspective, both in terms of financial performance of the
funds as well as inflow of capital to the funds via higher quality in the sustainability reporting. Thus, there is a business opportunity as well as a collective and planetary need
for finding a way of measuring and consequently explaining the sustainability aspects of
funds’ portfolios.
However, even though the general problem is that there is no standardized metric properly
describing a company’s sustainability contribution, the more pressing issue is that the
understanding of how to use existing metrics in a suitable way is insufficient. Because,
there are metrics that do cover various aspects of sustainability, even though none of them
are telling the whole truth. Thus, there is a need to increase the understanding of how
these could be used in combination to better reflect a holistic picture of sustainability, i.e.
function as a proper sustainability metric.
The academic literature does not provide any answers to how a standardized metric should
be designed, nor how existing metrics could be used to function as one. The few attempts to
build frameworks for how the sustainability measurement could be designed are insufficient
in producing socially useful knowledge. They are either too general in terms of the fund
perspective to provide applicable guidelines for how to use existing metrics, or too specific
in terms of the companies discussed to be able to be used in a standardized approach. And
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the research done specifically on existing metrics has instead focused on the respective
metric’s methodology rather than how they should be deployed.

1.3

Purpose

Against this background, our purpose is to, through identifying fund management firms’
opinions regarding the measurement of funds’ sustainability performance together with
an examination of existing sustainability metrics, discuss how the sustainability measurement could be performed using existing sustainability metrics. In addition, the empirical
findings, and the following analysis, will be presented also with the purpose to help further
development within the area of sustainability metrics.

1.3.1

Research Questions

The main research question that directly answers to our purpose and thus will help guide
and function as the core of our research, is defined as follows:
RQ1 How can existing sustainability metrics be used to measure funds’ sustainability
performance?
To answer the main research question, we developed two sub-questions. These are specifically designed to be answered directly by our empirical data, and then function as the
underlying arguments for the analysis and discussion relating to our main research question.
SQ1 What does a major Swedish fund management firm consider to be important attributes in a sustainability metric?
SQ2 What are the attributes of existing sustainability metrics?

1.4

Delimitations

The delimitations of this thesis are intertwined with the definitions of terms that are
going to be used and the definition of what is the sustainability of companies and funds,
definitions that are stated and discussed further in chapter 3. The stated problem and the
following research questions also clearly delimit our research. But for clarity, this section
summarizes these delimitations, goes through what will not be done and why, and briefly
what will be done.
We focus on the measurement of the sustainability aspects of funds - with the delimited
focus on the companies that constitute a fund’s portfolio. We do so by performing interviews at one of Sweden’s largest fund management firms. The choice of a firm in Sweden
is influenced by our limited resources to perform a longer study with input from actors all
over the world, but, we do argue that Sweden is in the forefront of sustainability integration in fund management and that our potential insights therefore is of interest also from
the broader international perspective. This question of generalizability will be discussed
further in section 7.7.
We gather and structure the opinions held by fund managers, sustainability analysts and
potentially other relevant employees. The structuring is based on the analytical framework
we have developed from previous academic and non-academic research. The framework is
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also used to structure and explain the different sustainability metrics that the interviewees
mention they come in contact with.
We do not try to build a sustainability performance measurement system for a fund management firm. We believe, in context of the review of current knowledge, that the understanding of how to measure the sustainability aspects of funds is too inadequate to
formulate effective performance measurement systems. Instead, we believe the fund management community and the related research must start in the end of how to measure this
‘new’ aspect called sustainability.
What we neither do is examine every current sustainability metric. We will primarily
examine the sustainability metrics the interviewees come in contact with, and potentially
include more metrics if we believe there is a need for other types of metrics. This delimitation is primarily made due to our limited resource of time, but we also believe that
a major Swedish fund management firm is a good proxy for finding the most frequently
used metrics today - i.e. the metrics that if properly used could have the greatest impact
in establishing a standardization of sustainability measurement.
Another delimitation that has been implied but not stated explicitly is that we are focusing
on specifically fund management and not asset management in general. Thus, we are
looking at funds’ portfolios, and since we are concerned with the company perspective and
how this can be aggregated to the fund level, we are focusing on equity portfolios and do
not attempt to measure the sustainability performance for example bonds or commodities.
As a final note, we do not address the specific financial perspective of sustainability, i.e.
that for a company to be sustainable, its finances must also be sustainable in that it
does not go bankrupt as a consequence of its environmental and social endeavors. The
financial performance of companies are well researched and management systems as well
as performance measures are in place for that aspect, thus, we focus on what will bring
new knowledge - the other perspectives of sustainability, mainly social and environmental.
Since we do not argue that a sustainability metric should replace all other information
and metrics, we see no problem with using a sustainability metric (or several) in combination with existing financial metrics to best describe a holistic picture of a company’s
performance.

1.5

Outline

Since the structure of our thesis may be perceived as unorthodox, we will provide a brief
explanation of what each chapter contains and how they relate to each other.
In chapter 1, we provide an introduction to our problem. The purpose is to create a context
and give an understanding of why our problem is relevant. We lay out the background to
the problem we seek to address, explain the problem, state the purpose and the research
questions, and discuss the delimitations of our research.
In chapter 2, we describe the current state of knowledge. The purpose is to give an
enhanced understanding of the problem at hand via providing relevant contextual research
as well as more closely related research. The purpose is also to enhance the transparency
of our research process and give a logical structure that entwine the current state of
knowledge in the introduction and development of the specific research questions as well
as the analytical framework.
In chapter 3, we lay out the definitions, as well as explain key concepts, for our research.
The purpose is to define and discuss the important terminology that in the continuation
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is central to ensure that the problem and research questions dealt with are fully defined
and understood.
In chapter 4, we introduce the analytical framework developed from the related research
presented in chapter 2. The framework will help structure, guide and delimit the process
of gathering and analyzing the empirical data.
In chapter 5, we describe the scientific method by which we conducted our research. The
purpose is to explain and discuss our chosen scientific method, which is important for the
reliability of our findings. Thus, the chapter covers our research approach, design, and
choice of methods for gathering and analyzing the empirical data.
In chapter 6, we lay out the empirical results structured in sections according to our
analytical framework in order to make the results easier to comprehend. The purpose is
to provide an objective picture of our results before we present our analysis and discussion
of the results.
In chapter 7, we analyze and discuss the empirical findings in relation to each other and
previous research. The chapter is structured according to new themes that emerged when
we analyzed the findings. The purpose is to synthesize the empirical findings in relation
to our research’s purpose and main research question, and to discuss how the findings
relate to previous research. We also discuss the limitations of our findings in terms of
generalizability.
In chapter 8, we provide a summary of our conclusions, the implications and our suggestions for future research. The purpose is to answer the main research question and
reconnect the main conclusion with our research’s purpose. This is intended to induce a
feeling of satisfaction and closure, which will increase the likelihood of our findings being
accepted and supported by the larger finance and academic community.
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Current State of Knowledge
In this chapter, we describe the current state of knowledge - informed by both the academic
and non-academic field of research. The key findings are: (i) there is a growing interest
in integrating the sustainability aspect in performance measurement systems, (ii) there is
a lack of research in how the sustainability aspect should be measured at a standardized
company, and fund, level, and (iii) several NGOs and IGOs are currently working on
initiatives that aim to contribute to the standardization of the sustainability measurement
of companies and funds.

2.1

Contextual Knowledge

In this section, we go through the essential literature in the field of performance measurement to establish the importance of measuring progress. We also provide a more
in-depth review of the current literature on integrating the sustainability aspect in performance measurement systems. Then, we briefly describe the historical development of
financial metrics as performance indicators in asset management. This serves the purpose
of deepening the understanding of performance measurement in asset management and
establishes a reference point when discussing the development of sustainability metrics.
To find relevant current knowledge we used Google Scholar and KTHB’s search tool Primo.
As search terms when looking for relevant research, the following words were used in
different combinations: sustainability, sustainable, development, metrics, measurements,
measures, indicator, rating, measuring, indices, index, ESG, criteria, performance, impact,
outcome, output, evaluation, fund, and assessment. When relevant articles were found we
looked further into those specific topics by checking their references and articles that had
referred to those specific articles.

2.1.1

Performance Measurement

“When you can measure what you are speaking about, and express it in numbers, you know something about it. . . [otherwise] your knowledge is of a meagre
and unsatisfactory kind; it may be the beginning of knowledge, but you have
scarcely in thought advanced to the stage of science.”
- Lord Kelvin, 1824-1907.
This quote attributed to Lord Kelvin (see, e.g. Neely et al. 1995, Tangen 2004) we believe
is a good starting point when trying to understand performance measurement. The term
performance measurement has the literal meaning of the process of quantifying action
according to Neely et al. (1995) and Lord Kelvin’s quote highlights one of the reason for
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why quantifying action is necessary - it gives you a deeper understanding of the functioning
of that action. A deeper understanding of the performance is not only good for curing
individual curiosity, but is beneficial also from a strategy perspective, something that is
accentuated by Kaplan & Norton (1995) when discussing why and how their developed
performance measurement system Balanced Scorecard is useful.
If the understanding of the performance in order to better align and develop strategies is
one key reason for using performance measurement, the second key reason is the benefits
from a behavioral management perspective. Here, an old saying we believe is as accurate
as Lord Kelvin’s quote was earlier.
“What gets measured gets done.”
The idea is that if you measure something, that something will be more important in the
eyes of those who can control the outcome of that something (Otley 1999). This perspective has traditionally been more explored and examined within the field of behavioral
management control rather than in the theorization of performance measurement per se,
but the trend has been that it has come to play a greater role in the field of performance
measurement as well (Srimai et al. 2011).
We conclude the initial subject of why performance measurement is useful with the following two statements:
1. Performance measurement deepens the understanding of actions and, thus, helps
develop strategies.
2. Performance measurement helps manage behaviors of employees in accordance with
these strategies.

Performance Measurement Systems
Neely et al. (1995) give further clarifications regarding how they define performance measurement and associated terms in their research. These definitions read as follows: (i)
performance measurement: the process of quantifying the efficiency and effectiveness of
action, (ii) a performance measure: a metric used to quantify the efficiency and/or effectiveness of an action, and (iii) a performance measurement system: the set of metrics used
to quantify both the efficiency and effectiveness of actions.
Notable examples of performance measurement systems include the Balanced Scorecard
by Kaplan & Norton (1995), the Performance Pyramid by Lynch and Cross (as cited in
Khan & Shah, 2011), and the Performance Prism by Neely et al. (2001).
Kaplan & Norton’s (1995) Balanced Scorecard is according to multiple scholars the most
known example of a performance measurement system and have been widely deployed in
the business community (e.g. Tangen (2004) and Marr & Schiuma (2003)). The main idea
in the Balanced Scorecard is to translate the vision and strategy into coherent objectives
(with corresponding measures, targets, and initiatives to reach the targets) based upon
four interconnected perspectives. These four perspectives include one summarizing fundamental question each which is supposed to help guide the sort of metrics needed in order
to achieve the company’s vision and strategy. These four questions are: (i) to succeed
financially, how should we appear to our shareholders? (ii) to achieve our vision, how
should we appear to our customers? (iii) to satisfy our shareholders and customers, what
business processes must we excel at? and (iv) to achieve our vision, how will we sustain
our ability to change and improve? (Kaplan & Norton 1996b, p. 39).
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One of the accentuated benefits with the Balanced Scorecard (not only by Kaplan &
Norton (1995) but also other scholars as Tangen (2004)) is that it, via structuring around
four perspectives, limits the number of measures used and thereby reduces the information
overload and, thus, helps managers focus on the critical measures. The use of different
perspectives also serves the purpose of decreasing the risk of sub-optimization via providing
a comprehensive picture of the vision and strategy and thereby forces the managers to have
a broad perspective and not get lost in a specific narrow set of measures at the expense
of other important aspects.
The Balanced Scorecard is, as already stated, an example of a performance measurement
system. More specifically, it describe how the system should be designed - it does not,
however, explicitly describe how to choose and construct the individual metrics (performance measures) used in the system. That is one dimension of analysis of performance
measures (Neely et al. 1995). Neely describes two further dimensions from which to analyze performance measurement: (i) the individual performance measures, and (ii) the
relationship between the performance measurement system and the environment within
which it operates.
The bulk of the research we have examined on performance measurement is regarding
the design of performance measurement systems - as the Balanced Scorecard. Research
on the relationship between performance measurement systems and their environments
is not as deeply looked into. However, research regarding the individual performance
measures has been studied and that sort of research includes specific development of
metrics, what is of importance when the scope of the metrics is already defined but the
exact definition and the characteristic of the metric is to be decided. This sort of research
is in some ways universal, but it is also in some sense specific for the environment in
which the metric is going to be deployed. Therefore, the state-of-the-art knowledge in
sustainability metrics will be assessed later on in this chapter, as well as what is the
research position on financial metrics in the next subsection. Important to note, is that
research on the specifics of certain metrics may not explicitly be written as part of the
performance measurement research field. Thus, the findings may to some extent move
into the design of a measurement system as well - not only delimiting itself to the specific
characteristics of a metric.
When discussing the development of performance measurement systems in recent years, it
is important to highlight the influence by and dominance of the Balanced Scorecard (Marr
& Schiuma 2003). But, even though the Balanced Scorecard have dominated the field,
researchers have found trends in a more general sense regarding performance measurement
systems (Srimai et al. 2011). Srimai et al. mention four key trends: (i) operations to
strategic, (ii) measurement to management, (iii) static to dynamic, and (iv) shareholder
values (economic-profits) to stakeholder focuses. All these trends, or evolutionary paths,
have interesting aspects that can be elaborated upon. But, what we will delve into are
the consequences of the last trend - shareholder to stakeholder focus.
Srimai et al. (2011) list two key conditions/forces for this evolutionary path: (i) certified organizations and quality standards, and (ii) social and environmental management agenda.
The importance of involving the social and environmental dimensions of ones business in
the performance measurement is the central idea of the works by, among others, Figge
et al. (2002) and Searcy (2012).
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Sustainability & Performance Measurement
In light of the increased focus on stakeholder values, the importance of including sustainability in performance measurement has increased. In turn, a growing amount of research
has been performed within the area of sustainability performance measurement systems
(SPMSs), as named by Searcy (2012). Searcy notes that in this research, there has been a
greater focus on the design of specific set of indicators (performance measures), compared
to the overwhelming focus on the design of the systems themselves as in the case with
more general performance measurement systems. He also discusses that this in part is a
consequence of the nature of the sustainability dimension, that there is greater need for
context specific indicators (performance measures) that are harder to generalize and standardize since the relation to sustainability will vary over industries and geographical areas.
A consequence of this is seen in the number of influential articles that Searcy reviews, he
finds that several of the important contributions that are made are based on isolated problems within the area of sustainability, as for example research regarding how to measure
contribution to a carbon-neutral world. He also finds several attempts to choose indicators
for different individual cases, as well as attempts at the sector level. These different attempts and their large discrepancies in results again substantiate the notion of the highly
contextualized nature of sustainability measurements. The most prominent attempt to
develop standardized indicators according to Searcy is the work by the Global Reporting
Initiative (GRI). Global Reporting Initiative (2016) has developed sustainability reporting
guidelines that have been voluntarily applied in over 12000 companies in a variety of sectors and geographical areas. But, GRI’s indicators have been subject for critique, mainly
in regards of them not being a management tool, overly general, and too many (Goel &
Cragg 2005).
Research has also been concerned with the question of how to construct composite indicators, i.e. indicators that are in some way aggregated to summarize the information and get
fewer measuring points to consider. This research, however, is relatively minor in quantity
and none of the results have been influential in the sense that companies use them, like
GRI’s reporting guidelines (Searcy 2012). Searcy also notes that there has not been established any consensus for if composite metrics even should be included in SPMSs. The
arguments for and against follow along the same lines as the discussion about composite
metrics have been in all instances of measurements (Nardo et al. 2008). In short, the
people in favor for composite metrics have two main argument: (i) a summary statistic
can capture reality and be meaningful, and (ii) a bottom line is extremely important in
gathering media attention and subsequent interest from stakeholders. The other side of
the discussion has one key argument, that they believe the aggregation process is arbitrary
in its nature in terms of how the different indicators will be weighted. Saisana et al. (2005)
also underline this debate and note that it probably never will settle. They also highlight
that it is an increased temptation to use composite metrics for processes that are complex
and elusive, and give a couple of examples with the inclusion of sustainability.
Among the papers published about how to construct composite sustainability indicators
we have the work by Krajnc & Glavič (2005). In their research they propose a structural
framework for how to construct composite sustainability indicators and test its usefulness
via case studies of two companies. The structural framework consists of seven steps, from
selection of indicators to the combining of indicators into a final composite indicator (which
they label composite index ). The different steps can be seen in Fig. 2.1.
Moving on to the research about the design of the SPMSs themselves, several studies have
been looking at how to incorporate the sustainability perspective into the original Balanced Scorecard model, since it is the dominant performance measurement system today
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Figure 2.1: Framework for how to structure composite sustainability metrics proposed by
Krajnc & Glavič (2005).
(Searcy 2012). One of those examples is the work by Figge et al. (2002), which lists three
different types of integration possibilities: (i) integrating the sustainability perspective
in the existing four standard perspectives, (ii) adding a separate sustainability perspective, and (iii) a specific sustainability scorecard can be formulated. The argument for
incorporating it in each of the standard perspectives is that sustainability is a relevant
aspect among others, and like other relevant aspects, the four standard perspectives are
designed to be able to incorporate them (Figge et al. 2002). Figge et al. summarize the
drawback with this approach to integration as that it is ultimately based on the economic
sphere and the present market mechanisms, meaning that it is best suited for companies
which operate in sectors where the sustainability aspects are fully integrated in the market mechanisms. In the case where sustainability aspects have not yet been established
to be a strategically essential part, the approach will not be effective in incorporating
sustainability. But, as Figge et al. notes, companies do not exclusively operate in the
commercial-economic sphere, they are in fact quasi-public institutions that interact also
in the socio-cultural and legal sphere. In summary, meaning that companies do have incentives for including the sustainability perspective even though it has yet to materialize
in the direct market system, which is what the traditional Balanced Scorecard model covers. This need substantiate the next approach of separating the sustainability perspective.
The approach of formulating an additional non-market perspective along the same structure as the four existing ones (Figge et al. 2002). The point of having the non-market
perspective is thus to capture the strategically important sustainability aspects not integrated in the market. Figge et al. notes that the original work by Kaplan & Norton
(1996a) actually points out that in the company-specific case, there may be a need of
renaming or adding perspectives. Figge et al. continue by noting that the new sustainability perspective can relate to each one of the existing perspectives, depending on how
the non-market issues tie to the already outlined strategically important issues. Thus,
the performance measures selected in the new perspective needs to be tied by hierarchical
cause-and-effect chains to the conventionally developed performance measures. The last
approach outlined by Figge et al. is based on deriving a separate sustainability scorecard.
This approach, however, is something that must be done in conjunction with either one
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of the first two approaches. Thus, it is not an alternative approach for integration but
a development of the previous alternatives. The idea of this development is according to
Figge et al. to use the existing Balanced Scorecard system to build a similar system for
the sustainability aspects already integrated in order to better differentiate and organize
the sustainability aspects. Therefore, this approach enables a “coordinated control of all
strategically relevant environmental/social aspects, which are spread and integrated in the
whole overarching Balanced Scorecard system” (Figge et al. 2002, p.275).
As a final note, the research field of SPMSs is still in its infancy, and as Searcy’s 65 key
research questions allude to - there is a great need for further research in many different
aspects. Besides the most pressing challenge that the only set of indicators that have
shown to be consistently used, the GRI guidelines, is not in fact a management tool, the
two major issues today’s research do not address is according to Searcy that there has not
emerged any guidelines for how to handle the trade-offs between conflicting sustainability
objectives (Hahn et al. 2010). And, that the large majority of the research has been
focused on short time horizons, meaning that the cumulative impacts will be missed which is particularly problematic due to the explicit long-term nature of sustainability.
(Lenzen et al. 2004)
Research specifically on the implementation of SPMSs, or the designing of indicators, for
fund management firms is limited. What has been done is primarily within the area of
the demand and usefulness of integrating the sustainability perspective strategically and
communicating it to customers/investors (Ammann et al. 2017, Verheyden et al. 2016,
Hartzmark & Sussman 2018). And in a relatively limited number of studies, the construction of sustainability ratings of funds has been researched (e.g. Koellner et al. (2005), and
Dillenburg et al. (2003)). These studies on the sustainability ratings provide information
on how funds can be measured in terms of sustainability, the drawback is however that
they are not explicitly conducted from a performance management perspective - similar
to the earlier discussion about GRI’s guidelines. Those studies will be examined further in
a later stage, section 2.2. But first, the historical development of financial metrics within
asset management will be presented in order to further investigate performance measures
that have been used within asset management and establish a reference point to when we
later on will discuss the current situation of sustainability metrics.

2.1.2

Financial Metrics

Markowitz (1952) constitutes the birth of modern portfolio theory and his work enabled
metrics of portfolio performance in terms of financial returns within risk classes - not just
measurements on the basis of total return no matter the risk (Elton & Gruber 1997). In
short, his research showed how one could minimize the risk (variance) of a portfolio while
holding the expected return constant (compared to not using his new theorem - mean
variance theorem). Given our research’s purpose, a deep mathematical explanation of his
theorem are not of any interest. What is of interest, however, is the two basic assumptions
that must hold for the theorem to be relevant: (i) investors seek to maximize discounted
expected returns, and (ii) investors consider expected return a desirable thing and variance
of return an undesirable thing (Markowitz 1952).
Another key insight that followed from the work by Markowitz (1952) was that one cannot
select securities independently, one must take into consideration the co-movement between
securities selected to the portfolio. Hence, measuring the portfolio performance cannot
be done at the security level and then aggregated to the portfolio level - rather one must
perform the measuring on a portfolio level directly (which as mentioned, became available
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in terms of return within risk classes by Markowitz’ mean variance theorem). The subsequent concept of the efficient frontier by Merton (1972), from which an investor can choose
the preferred portfolio depending on individual risk-return preferences, the notion of the
importance of diversification and the capital asset pricing model (CAPM) put forward
by Sharpe (1964) are all examples of concepts derived from Markowitz’ mean variance
theorem.
Composite and Relative Metrics
When it was established that measures at portfolio level was desirable, the search for
composite portfolio metrics intensified. The logical next step from measuring performance
within risk classes was to combine risk and return performance into one single metric.
During a relative short period of time, three such metrics was developed - Treynor measure,
Sharpe ratio and Jensen measure (Treynor 1965, Sharpe 1966, Jensen 1968).
Treynor (1965) recognized two components of risk: the risk from general market fluctuations and the risk from unique fluctuations in the securities in the portfolio. He focused on
measuring the market risk, and thus assumed that an investor could completely diversify
his or her portfolio in order to leave the market (systematic) risk as the only relevant risk.
Sharpe (1966) analogously defined his ratio (or measure) in terms of financial return in
relation to the risk taken. With the difference being that the Sharpe ratio evaluates risk
premium earned (financial return) per unit of total risk, both systematic and unsystematic, as represented by the standard deviation of the portfolio. Thus, the Sharpe ratio
could be used for the measurement of performance of portfolios that is not completely
diversified - which, as mentioned, was a prerequisite when using the Treynor measure.
And it can consequently be used for evaluating the portfolio managers on basis of both
rate of return performance and diversification. Even though the Treynor measure and the
Sharpe ratio use different units of risk, they agree when ranking completely diversified
portfolios (because then there is no unsystematic risk according to Markowitz (1952) and
both metrics also produce relative, not absolute, rankings of performance).
The third metric is the Jensen measure, also known as alpha, that measures the excess
return that a portfolio generates over its expected return (Jensen 1968). The expected
return of a portfolio is derived from CAPM and then the difference between the expected
and the actual return is measured as alpha - the portfolio’s performance, with significant
positive alpha meaning a superior performance and vice versa (Sharpe 1964). Jensen’s
alpha thus calculates the risk premium in terms of systematic risk only, like the Treynor
measure and are consequently applicable only to fully diversified portfolios. One benefit
with Jensen’s alpha compared to the Treynor measure is that it is intuitive and even for
non-professionals easy to grasp the concept of.
Portfolio Performance Attribution
The next step in understanding portfolio performance is to understand which decisions
from portfolio managers that results in excessive returns measured as Jensen’s alpha or a
high Sharpe ratio. Brinson et al. (1995) divides the the broader term investment process
in two main categories: (i) investment policy, and (ii) investment strategy.
Investment policy consists of the decision regarding which asset classes to include and
exclude from the portfolio, and the decision of the long-term distribution among the asset
classes included in the portfolio. The investment strategy on the other hand consists of
market timing, defined as the strategically altering away from the normal distribution
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among the asset classes in order to capture excessive returns due to fluctuations in market prices of a specific asset class, and security selection, defined as selecting individual
securities within the asset class in order to achieve a higher return compared to the asset
class benchmark (Brinson et al. 1995). Both Brinson et al. (1995) and Drobetz & Köhler
(2002) highlight the importance of the investment policy part in understanding the total
return of a portfolio.

2.2

Sustainability in Fund Management

In this section, we go through the research supporting the trend of more focus on sustainability issues, and we review the research most closely aligned with the question of
how the measurement of the sustainability aspect of individual companies within funds’
portfolios should be designed.
Since the academic literature on this topic is limited we include a subsection regarding
other contributions made by primarily IGOs sprung from, or closely associated with, the
UN. This is because of the large impact that research has on sustainability within fund
management and the investment area in general.
Information found in the search process described in section 2.1, that was about sustainability in fund management is presented in this section. To choose what non-academic
organizations to include we looked for organizations which work has influenced fund management firms’ work with sustainability issues.

2.2.1

Sustainable Investments

Sustainable investments were in the beginning something offered by smaller and more
niche investment firms. Since different versions of sustainable investments emerged simultaneously at different firms the exact terminology came to variate. Words such as
responsible, ethical, green, social and sustainable all came to be used for what now most
often are called sustainable investments (Sparkes & Cowton 2004, Rhodes 2010). Any
standardized definition of sustainable investments have not been established but Cowton
(1999) proposes the descriptive definition: “investments that consider other values than
only the financial return”. This definition however, covers only the specific sustainable
investments, not investments made with financial returns in considerations but that also
is sustainable.
Today, the market for sustainable investments have started to mature, in part as a consequence of the fact that institutional investors have begun to require higher standards
regarding the inclusion of sustainability aspects into the investment process, and now
funds with sustainability focus are accessible for the common man as well (Cowton 1999,
Sparkes & Cowton 2004). That institutional investors have stressed the importance of sustainability has also put pressure on companies to measure and report their sustainability
impact in a more extensive manner (Friedman & Miles 2001, Sparkes & Cowton 2004).
Even though the sustainability mindset has grown, it remained a sub-group of investments
for a long time, with no major bearing on all investments or funds offered by a financial
institution such as an asset manager. What has become the norm in Sweden, thanks to
Swesif (2017), is the use of exclusionary criteria to reject companies involved in activities
that are on the extreme end of non-sustainability, such as cluster bombs and tobacco. But,
even though the research has yet to fully reflect this development in descriptive studies,
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the market is starting to change and the integration of more sustainability aspects than
only exclusionary criteria in ‘mainstream’ investment processes has started, as referenced
in the introduction. Another concrete example of a step towards this is that in Sweden,
since January 1, 2018, it is demanded by law that asset management firms provide enough
information about their funds sustainability work so it can be understood by investors
(Lag om Värdepappershandel 2004). Even though it does not require firms to integrate
sustainability, measuring and reporting it is at least a first step.
Research that indeed support this trend of further integration is Capelle-Blancard & Monjon (2012) which in their analysis describe how researchers and mass media have used the
term SRI (Sustainable and Responsible Investing) the last two decennials. They describe
how the trend is to use SRI in combination with words such as impact, sustainable development and stakeholders rather than exclusion and screening. Also Dillenburg et al.
(2003) substantiate this in their research about using a comprehensive ratings scheme
called Total Social Impact (TSI) on SRIs. They too mentions the paradigm shift within
asset management from only screening to actually trying to affect corporate behavior via
including companies in portfolios on basis of sustainability.

2.2.2

Measuring Sustainability

After mentioning the paradigm shift within asset management Dillenburg et al. (2003)
stress the importance of establishing a credible rating system of funds when adopting this
change. They suggest the TSI rating, which consist of indicators in the following categories:
(i) customers, (ii) employees, (iii) owners/investors (iv) suppliers, (v) competitors, (vi)
communities, (vii) environment and (viii) fundamental duties: trust and transparency.
These indicators are, in order to make it easier to compare between industries, intended
to be summarized into a final score representing the total sustainability impact a company
has. Thus, Dillenburg et al. focus primarily on the development of a sustainability metric
at the company level, but, they also argues that this can be used at the fund level to
describe the sustainability aspect because the scores will be comparable between industries.
Dillenburg et al. (2003) do not supply any discussion about why it is possible to simply sum
individual companies sustainability performance to get a valid portfolio score. As have
been discussed with regards to financial return earlier, the covariance between securities
makes such operations invalid in that case (Markowitz 1952). But Dorfleitner & Utz (2012)
on the other hand gives a mathematical proof for why expected sustainability impact, or
value, and subsequently return as they define it, is possible to sum. The foundations of the
argument is that companies’ sustainability impact are uncorrelated with each other. Even
though the mathematical proof concerns the return (change in sustainability performance),
the underlying argument gives that a snapshot of a company’s sustainability performance
is additive. This has important bearing on this subject, most of the sustainability metrics
that will be discussed and analyzed are metrics concerning the individual companies, i.e. in
most cases the metric used for the fund is the weighted average of the holdings individual
score, an operation made possible by the fact that their sustainability performance is
additive. Along the same lines argue Koellner et al. (2005) when they say that a fund’s
aggregated sustainability performance can be derived from each individual holding in the
fund. The formula 2.1 is such an aggregation displayed in mathematical notations.
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ci =

n
X

vk dik

(2.1)

k=1

ci = fund performance of sustainability metric i
dik = company k’s performance of sustainability metric i
vk = weight of company k in the fund
n = number of companies in the fund
Another interesting idea presented by Dillenburg et al. (2003) as well as Koellner et al.
(2005) is that an important aspect of sustainability metrics, or ratings in the case of
Koellner et al., is that they are continuously developed in terms of how they are intended
to capture the sustainability impact from companies. Financial metrics do not pose the
same requirement and, thus, it is hard to arrive at fixed sustainability metrics like the
market have done in terms of financial metrics, e.g Sharpe ratio and Jensen’s alpha. The
research by Koellner et al. (2005) is the closest attempt to what we are aiming to do. They
formulated detailed principles about how one should go about constructing a sustainability
rating for funds within the sustainable investment sphere.
Koellner et al. (2005) also define methodological aspects for sustainability ratings that
follows as consequence from the principles. They talk about the importance of sustainability ratings to be clear and indicators to be accurate. The result from the rating process
must also be comparable between companies and funds, an example that Koellner et al.
(2005) mentions is that CO2 emission per sale allows comparison of dissimilar items. They
continue by presenting further important methodological aspects, in their work, named
aggregation, time perspective, system border, and peer groups.
Within the subject of aggregation, Koellner et al. (2005) mention that a critical issue is
that an aggregated score will not fully reflect the potential negative sustainability aspects.
Therefore, they suggest that ratings should also include a separate indicator for if the
fund invest in problematic products such as cluster bombs and tobacco, or even let such
indicator be reflected in the aggregation and give a negative rating for such portfolios.
Regarding the question of weighting different indicators, Saadaoui & Soobaroyen (2018)
also point out that the aggregation of sustainability ratings differs extensively between
rating organizations.
Elaborating on the subject of the perspective of time, Koellner et al. (2005) explain the
methodological question on whether a rating should be based only on current sustainability
performance or also on future projected performance. They give the example of two funds
were one fund is better right now in terms of direct sustainability impact, but over time
the second fund’s potential for contribution is much greater. If the goal is to reward
actions towards ensuring a sustainable development, the second company should get the
higher score. Thus, they conclude that to satisfy a sustainable development, the projected
future sustainability should also be considered when evaluating a funds sustainability
performance.
Koellner et al. (2005) also note that a proper rating of a fund should include whether it
has a positive impact on the environment and society, not only if it has a negative or not.
In order to do this, it is important to set the system borders of the rating. A too narrow
approach will not fairly reflect the full sustainability aspect, but a too extensive approach
can at the same time be overwhelming. Koellner et al. suggest that a fund rating should
include the fund’s research and management process in addition to the portfolio holdings
since it is argued to have an influence on the sustainability performance of the portfolio
holdings as well. We want, however, to stress the fact that measurement of the research
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process as well as the management of the fund will not be in the scope of our research
(more about this in chapter 3).
The importance of peer-group comparisons or using benchmarks when assessing a fund for
its sustainability is as well discussed by Koellner et al. (2005). To achieve a homogeneous
peer group several criteria are provided, such as financial risk style, country allocation,
sector allocation, asset allocation, and also what sustainability goals the fund strategy is
based on. To conclude they say that a benchmark in general:“(i) should be a real and
realistic alternatives for investments, (ii) have to be chosen before investment decisions
are made, (iii) should be inexpensive and (iv) should be well diversified, and consequently
difficult to outperform, especially when the performance is risk adjusted” (Koellner et al.
2005, p.65).
The recently discussed methodological aspects of a sustainability metric will constitute
the foundation of our analytical framework. Thus, these aspects will be discussed more
in-depth in chapter 4.

2.2.3

Non Academic Contributors

In this section, we will highlight some of the work done by IGOs (and to a limited extent
NGOs and for-profit companies as well) that is closely related to the measurement of
sustainability of companies and funds. We consider this section important due to the great
influence these organizations have on the asset management community, the individual
companies’ willingness to report on sustainability matters, and sustainability regulations.
We do, however, at the same time take caution in the sources we cite, these are not
traditional research papers publicized in academic journals but a variety of collaborations
between governments, businesses, the academia, and other stakeholders.
We start with GRI, briefly mentioned in subsection 2.1.1, which arguable has had the
greatest impact on the sustainability reporting performed by companies themselves. It
provides, via its GRI Standards (Global Reporting Initiative 2016), guidelines for how
companies should report sustainability performance, the standards include for example
GHG Emissions and Water-usage. GRI is widely used around the world with over 12000
organization that have their sustainability reports verified by GRI (Global Reporting Initiative 2016). Another organization with great influence on the sustainability reporting at
the company level is the Sustainability Accounting Standards Board (SASB), which also
develops standards for disclosure of sustainability information. At the Ceres conference in
2017 (Ceres is a sustainability focused NGO), representatives for GRI and SASB talked
about the complementary nature of their reporting frameworks (as cited in Global Reporting Initiative, 2017). They describe how SASB’s standards are investor focused and
heavily tilted towards sustainability issues that are considered to be financially material
for the respective businesses. The GRI Standards on the other hand are more focused on
multiple stakeholders, including civil society, labor, governments in the materiality analysis, as well as the investors. And it urges organizations to make their own materiality
analyzes in discussion with the most important of these stakeholders for the respective
companies. Another key difference that was mentioned during the Ceres conference is
that SASB’s disclosures cover issues that is said to be more easily quantifiable, and therefore of interest for the investors. Whereas GRI has the ambition of also developing better
reporting on issues that today are not as easily quantifiable but important to ensuring a
sustainable development, e.g. human rights.
To be able to report according to the GRI Standards or SASB disclosures there is also
the need for standardization of how to measure each specific disclosure/metric. In many
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cases, both GRI and SASB develops their own (or joint) technical definitions for how it
should be done, but in some instances they try to align with already existing and well
adopted practices, specifically in the field of environmental reporting. One example of a
prominent disclosure within the environmental dimension is the GHG emissions disclosure.
Important contributors on that specific issue is CDP (formerly known as Carbon Disclosure
Project) and GHG Protocol. CDP provides a database based on self-reported data from
companies and works to increase the number of companies that report emission data
as well as to increase accessibility of such data for stakeholders all around the world
(CDP 2018). GHG Protocol is the organization behind the concept of reporting GHG
emissions according scope 1, 2 and 3 (GHG Protocol 2018). This concept is widely used,
in 2016, 92% of companies in Fortune 500 reported according to GHG Protocol (2018).
The difference between scope 1, 2 and 3 is that they include different parts of a company’s
value chain (World Business Council for Sustainable Development and World Resources
Institute 2001). Scope 1 includes direct emissions from owned and controlled sources while
scope 2 are indirect emission from generation of purchased energy. In scope 3, all indirect
emissions not included in scope 2 that occur in the value chain, including both upstream
and downstream emissions, are to be included. Thus, scope 3 includes the usage of a
product as well as the production of it.
Another influential organization is the World Business Council for Sustainable Development (WBCSD). It is a CEO-led organization with over 200 businesses working together
towards the transition to a sustainable world. Due to the composition of the organization and its dignity from stemming from the UN, it has a great influence in the business
community. WBCSD aims to help accelerate the transition towards a sustainable development via advocating and developing the business case for sustainability, it does however
not produce content specifically on how to measure the sustainability aspects.
An organization that has produced work with substantial bearing on our research is the
for-profit sustainability focused think-tank and advisory firm SustainAbility. It performed
a research project between 2010-12 with a follow up report in late 2017 with the title
Rate the Raters. The research project centered around the usefulness of sustainability
ratings and their importance in achieving a sustainable development. We will use some
of the findings in this research project in chapter 3, where we define our research problem
further and discuss the delimitations. Another organization, which we assess to have a
higher credibility since it is a non-profit research organization without intention to sell
its services, is the Global Initiative for Sustainability Ratings (GISR). GISR has also
researched the usefulness of external sustainability ratings and the asset management
community’s impressions of them. We discuss their findings below, and primarily discuss
in relation to them in the continuation, and only complement or substantiate further with
the insights from SustainAbility’s research project. After we have reviewed the work by
GISR below, we also present the Agenda 2030 and the 17 Sustainable Development Goals,
developed by the UN, as it serves as the point of reference for several of todays external
ratings.

Global Initiative for Sustainability Ratings
GISR is a public benefit organization founded by non-profits and academic institutes. Its
aim is to help financial agents to contribute to the Sustainable Development Goals (and
the global sustainability agenda in general). To do this, GISR has created a framework for
how to build a sustainability rating that is to measure companies’ sustainability performance. This framework consists of 12 principles divided in two areas, process and content
(presented in Table 2.1).
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Table 2.1: The 12 principles of a sustainability rating divided between the process and
content of a sustainability metric, as presented by GISR (2015).
Process

Content

Transparency

Materiality

Impartiality

Comprehensiveness

Continuous Improvement

Sustainability context

Inclusiveness

Long-Term Horizon

Assurability

Value Chain
Balance
Comparability

The development of these principles consisted of a three step process. The first step was an
internal development made by experts in the organization. They did research and drafts
for presentation to a review committee. When they agreed upon a solution they released
their draft and the complete beta version for public consultation. Feedback during this step
came from stakeholders such as rating organizations, companies, and asset management
firms and other investors. When feedback had been taken into concern they released the
final version of the framework, the 12 principles. The final version is however not a static
document, it continues to be revised and refined also after the publication (GISR 2015).
For the process principles, the key message is to make a rating’s design, application and
maintenance of high quality so that the excellence, credibility and integrity is ensured.
GISR further explains that transparency is a key feature of a metric in the sense that “a
rating should be transparent to those whose decisions are affected by the application of such
rating” (GISR 2015, p.8). Analogously, a metric should contribute to the transparency in
the investment market, and in order to do so, the metric must be transparent to companies,
investors and other stakeholders whose decisions are affected by the application of the
metric (GISR 2015). Although, GISR acknowledge that 100% transparency from rating
organizations often is not reasonable to expect since they have incentives to protect their
intellectual property. This is however not true for all metrics. Metrics consisting of systems
of measurements that is intuitively easy to understand may very well be 100% transparent
for all, particularly if the metric is reported by the company itself. GISR here suggest
that a rating could be fully transparent to paying customers and that others could have
access to a brief description of the basic principles of the rating, all this to handle the
trade-off between being transparent and being competitive. It is also important that a
rating is impartial, meaning that “the design and application of a rating, whose primary
users are external to the evaluated company, should be protected from undue influence by
such company” (GISR 2015, p.9). Continuous improvements is also a key factor since the
area of sustainability still is in its infancy and a lot of work is still to be done in order
to understand the concept fully. For a rating to be useful in the investment process, and
not only as sustainability information for other stakeholders, GISR (2015) argues that it
is also important that the stakeholders whose decisions are influenced by the rating is
engaged throughout the development process. This also includes the principle assurability
which highlights the importance of a rating method being able to be back tested by a
third party.
Regarding the dimension concerning the content of a sustainability metric, GISR (2015,
p.9) describes its principles as “pertaining to the scope, quality, and measurement aspects
of a rating”. Below these principles will be presented briefly.
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First of all, GISR (2015) states the materiality aspect that in short is that the sustainability analysis of a company should be based on the sustainability issues that is relevant for
decision-making in that company. The rating should also consider the company’s total impact on sustainability. This means that the whole value chain must be considered, from raw
materials to a life-cycle analysis of the sold product. A balance between lagging/leading,
process/outcome, quantitative/qualitative and absolute/relative measurements is important to have. In this way the rating includes both the performance of today but also, for
example policies that show an engagement in the future. The rating must also consider
the issues that have impact on human, intellectual, social and natural capital, and at best
even be related to science based thresholds or limits, otherwise widely accepted norms
can be used. For a rating to be useful in the investment process the evaluated companies’
scores must be comparable, both over time for the individual company but also over the
same time periods for different companies.
The UN’s Sustainable Development Goals
During 2015, the United Nations presented Agenda 2030 and the following 17 Sustainable
Development Goals (SDGs) 2015. These targets were identified as sustainability issues
that the world should stave of until year 2030. All members of the UN have signed
Agenda 2030 and have therefore actively taken a promise to work towards achieving this.
The SDGs cover problems such as for example education, hunger and climate. All targets
comes with sub-targets, indicators and actions that countries, companies and individuals
can make to reach this goals (all SDGs are listed in Table 2.2). Each SDG also has several
indicators, that is developed to measure the process of achieving the SDGs (UN Economic
and Social Council 2016). To make clear that the responsibility of achieving the SDGs not
only lays on government around the world, the GRI together with UN Global Compact
released an article series called Business Reporting on the SDGs. These articles include
an analysis about how a company can work with its operations and products to support
the process of achieving the 17 SDGs (UN Global Compact & Global Reporting Institute
2017).
Table 2.2: The 17 Sustainable Development Goals (UN General Assembly 2015).
SDG

Short explanation

SDG

Short explanation

1

No Poverty

10

Reduce Inequalities

2

Zero Hunger

11

Sustainable Cities & Communities

3

Good Health & Well-Being

12

Responsible Consumption & Production

4

Quality Education

13

Climate Action

5

Gender Equality

14

Life Below Water

6

Clean Water & Sanitation

15

Life on Land

7

Affordable & Clean Energy

16

Peace, Justice & Strong Institutions

8

Decent Work & Economic Growth

17

Partnership for the Goals

9

Industry, Innovation & Infrastructure
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In this chapter, we define the central terms in our research. The key message is: sustainability, fund performance, and metrics are all broad terms - which is why we provide a
discussion about how related work has used them as well as how we will define them going
forward.

3.1

Metrology Terms

The definitions provided by Neely et al. (1995)(presented in subsection 2.1.1), in regards
to performance measurement systems, lack in stringency for our purpose since they do not
treat the difference between metrics and measures. Since there were no consensus in the
usage of the terms in the research in general either, we had to look elsewhere for input to
our own usage. Therefore, we consulted a dictionary for the proper definitions of the words
in play. The core term is the verb to measure, which is “assessing or ascertaining the size,
amount, effect, etc. of something” (Measure n.a.). The corresponding noun measure is
“a standard unit used to express the size, amount, or degree of something”, one example
being that meter is a measure of length (Measure n.a.). A metric however, is “a system
or standard of measurement” and a measurement is “the action of measuring something”
(Metric n.a., Measurement n.a.). Thus, our definitions obtained from Neely et al. of
these terms have to be updated to better reflect this information. Now, we define: (i)
measurement: the action of measuring something, (ii) a measure: a standard unit used
to express the size, amount, or degree of something, (iii) a metric: a system or standard
of measurement, and (iv) a measurement system: the set of metrics used to quantify
something.
These new definitions give the term metric a closer meaning to what Neely et al. (1995)
define as a measure. This gives rise to potential misunderstandings and therefore, if we
at some point have to refer to measures as it has traditionally been used in performance
measurement research, represented by the work of Neely et al. (1995), we will use the
term performance measure and the noun form of measure will be used exclusively when
referring to the standard unit used to express the size, amount, effect etc. of something,
as for example CO2 Equivalents as a measure of GHG emissions. But, mostly we will be
using the word ‘metric’ as it includes both systems and standards of measurements, which
is predominantly what we will be investigating.
Two other words that are frequently used both in the academic literature and the nonacademic field is indicator and rating. The term indicator will by us be defined as a
sub-group of metrics. A metric can be a system of measurement of any arbitrary underlying phenomenon. The term indicator on the other hand is also a system or standard of
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measurement, but what is intended to be measured is a phenomenon which is assumed
to be indicative of another phenomenon. In the academic and non-academic literature,
indicators are often referred to as phenomenons which are assessed at ‘the bottom level’
and then aggregated to form a metric that is to explain something of greater width than
those specific phenomenons. An example is that a metric that is to reflect the environmental performance of a company may consists of ten different indicators such as water
consumption, GHG emissions, etc. Those indicators are also per definition metrics, but
as they are intended to tell the story of environmental performance they are often labeled
indicators. We will continue with this usage, meaning we will use the term indicator to
describe the metrics that is used within another metric.
A rating on the other hand is according to the Oxford living dictionary “A classification
or ranking of someone or something based on a comparative assessment of their quality,
standard, or performance” (Rating n.a.). Thus, a rating is also a kind of metric, but
with the built in meaning of ranking the assessed units, not just assessing them. That
definition is aligned with how it is used in the literature and will thus be used by us as
well. The term rating is popular both in the academic literature and in the non-academic
field, and consequently, several of the metrics that will be discussed in this thesis are types
of ratings. But, as the purpose of this thesis is to look at how to measure sustainability,
the ranking of assessed units in itself will not be of value - but the focus will be on how
the ratings assess the sustainability performance. In Table 3.1, a short summary of all
these definitions are provided.
Table 3.1: Summary of metrology terms.
Term

Short explanation

Example

To Measure

Assessing or ascertaining the size,
amount, effect, etc, of something

Assessing a firms sustainability
performance

Measurement The action of measuring something

The process of assessing a firms
sustainability performance

Measure

A standard unit used to express the size,
amount, or degree of something

CO2 Equivalents as a measure of
GHG Emissions

Metric

A system or standard of measurement

ESG Rating

Sub-Groups of Metrics

3.2

Indicator

A metric that is indicative of something

GHG Emission intensity

Rating

A classification or ranking of something
based on a comparative assessment of
their quality, standard, or performance

ESG Rating

Defining Sustainability

Sustainability stems from the concept of sustainable development, which describes a situation in which the society is progressing in a way that is possible to maintain in infinity,
or as it was first noted by Brundtland (1987): ”Development that meets the needs of the
present without compromising the ability of future generations to meet their own needs.”
Consequently, if something is sustainable or not is measured in terms of its alignment
with the idea of a sustainable development and the term sustainability refers to the degree
of which something is sustainable. A frequent breakdown of sustainability is in terms
of social, environmental, and economical aspects. For companies, the talk of the bottom
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line as referred to the final number of economic value (often measured in earnings) is
an established practice. Along the same semantics, the term triple bottom line has been
frequently used to refer to the final number of social and environmental value in addition
to the economic value (Elkington 2013).
One could argue that sustainability is binary, and maybe that is true when assessing the
sustainability of a closed unit. However, in this thesis the term sustainability is discussed
and measured in relation to companies and funds, and those are not closed units but
open units existing in symbiosis with the rest of society and our planet. The question
is therefore to what extent a company, or a fund, is contributing towards ensuring a
sustainable development in society.

3.2.1

Sustainability of Funds

The sustainability of a company is the degree of which the company is contributing to
achieving a sustainable development, as concluded in the previous subsection. Thus,
when measuring the sustainability aspect of a company, what has to be measured is the
company’s impact on society. Whether this impact should be measured in terms of impact
during the last year, last ten years, projected three years, or X period of time, is one of
the questions we aim to give answers to in our research.
The implications for the fund level is, thus, that the fund should be measured on the basis
of how sustainable its portfolio companies are. The academic literature we have reviewed
in chapter 2 does, however, deploy a more encompassing definition of sustainability performance of a fund. Koellner et al. (2005) discuss sustainability performance of a fund
as a questions of a two by two matrix with the categories of drivers vs. outcome and
internal vs. external. The drivers is explained to consist of internal drivers that is the
research process and strategy of the fund for example, and the external drivers being the
company specific drivers such as investments in R&D related to some sustainability issue.
The sustainability outcome on the other hand is discussed in terms of internal being for
example the influence the fund manager is performing on the companies in the portfolio
and the composition of said portfolio, whereas the external perspective describes the actual outcome from the funds research processes and company selection strategies, i.e. the
sustainability outcome of the companies in the portfolio. Koellner et al. argues that it is
important to cover all these aspects in a sustainability rating of funds. We put no value in
that statement, but what we do is point out that there is a great value also in establishing
a measurement process that only cover parts of that definition. Namely the parts defined
by us, the aggregated sustainability performance of the companies that constitutes the
fund’s portfolio. In terms of Koellner et al. (2005) definitions, we are thus in this research
concerned with the drivers and outcomes in the external dimension, as can be seen in Fig.
3.1 (the area within the marking).

3.3

The Universe of Sustainability Information

The measurement of every company in every fund a fund management firm manages would
be extremely time consuming if the management firm would be supposed to measure it
internally from scratch. Thus, a fund management firm have to rely on the reported information provided by the individual companies and the measurements performed by other
organizations - either research firms or rating/ranking firms (these firms may be the same
as well). The importance of company provided information within fund management has
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Figure 3.1: Division between external and internal aspects and division of driver and
outcome aspects within sustainability of funds, from Koellner et al. (2005), with the
addition of our marked area of interest in this research.
given rise to a complete value chain of actors operating within the sphere of providing sustainability information. The common groupings as referred to by both GISR (2015) and
SustainAbility (2011) is outlined in Fig. 3.2. The base of this value chain of information
is the information provided by the companies themselves, the most prominent example
of this is the reporting on the GRI sustainability reporting guidelines. The second layer
of information is provided by what in this structure is called data compilers, this is organizations which compile data from individual company reporting and/or complement
with data obtained through company surveys or desk research, one example of such firm
is CDP. Next, is the research firms, which use inputs from compilers and their proprietary
models of weighting these inputs to measure and analyze the sustainability performance
of companies. These firms may also perform company visits and to a lesser extent include information from those trips. Examples of such firms is MSCI and Sustainalytics.
The last step in the value chain (not including the users of all this information, which
is the companies themselves, fund management firms, as well as retail and institutional
investors), is the rating/ranking firms. These firms performs ratings and rankings on firms
on the basis of their sustainability, often the rankings will be heavily based on information
provided by the research firms. It is not uncommon for firms to be both a research firm
and a rating/ranking firm, but some firms will also only perform ratings/rankings based
on other firms research.
In the context of this study, the majority of the sustainability information provided by all
these groups will be seen and discussed as sustainability metrics. What will not be included
is purely qualitative analysis expressed only in text form - as it is not a measurement but
a judgment. On the other hand, all the GRI indicators as well as composite indicators
developed by research firms and the ratings provided by the raters will be seen as potential
indicators that is to be used to measure the sustainability of companies.
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Figure 3.2: The sustainability information universe, adopted from SustainAbility (2011).
Worth noting is that the use of the terms company sustainability and fund sustainability
will be used somewhat interchangeable since the sustainability of a fund as we defined it
earlier simply is the aggregation of sustainability of the individual companies.
Similar to the discussion about the information provided by GRI not being specifically
developed to be performance measures (subsection 2.1.1). But, a substantial number of
studies within SPMSs have been relating to the GRI guidelines because they are commonly
used, will this thesis examine a number of sustainability metrics provided by research
and rating firms (but also include GRI) that neither is specifically developed to be part
of performance measurement systems - but still provides lot of information relevant for
measuring the sustainability aspect of funds.
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Analytical Framework
In this chapter, we present the analytical framework that has been used to guide and structure the data collection as well as the data analysis. The framework consists of four
measurement aspects: (i) time perspective, (ii) system border, (iii) measuring method,
and (iv) level of aggregation.

4.1

Introduction

With base in the current state of knowledge and the purpose of our research, we have
derived an analytical framework that will help guide and structure our continued research
process. The framework emanates from the findings of Koellner et al. (2005), but are
adjusted to fit our definition of a sustainability metric. Meaning that where Koellner et al.
discuss the aspects from a more extensive fund sustainability rating perspective, we have
delimited the scope of each aspect to align with our definition of a fund’s sustainability, i.e.
the sustainability of the fund’s portfolio companies. To further ensure the relevance of our
chosen aspects, we developed category-pairs of indicators separately and then compared
these pairs with the measurement aspects. The category-pairs were influenced primarily
by the work of GISR (2015), but complemented with other relevant findings presented in
chapter 2. Each category-pair was found to be covered by one of the measurement aspects,
which enhances the likelihood of the chosen aspects covering the measurement issues and
ideas that our research may find. After this mapping was done, the category-pairs were
complemented and further substantiated by the findings from Koellner et al., we did not
want to include any of the discussions about specific indicators by Koellner et al. before
we did the mapping because that would have led to the category-pairs obviously being
matched to the aspects since they in part were derived from exactly those aspects.
In the following sections, these measurement aspects will be presented and explained.
Both in a general sense and with the concrete examples of the indicator category-pairs.
In Table 4.1, a summary of the framework is presented.

4.2

Time Perspective

When defining sustainability performance of funds in section 3.2.1, the definition stated
that we are concerned with the sustainability outcome of a fund’s internal processes in
terms of the sustainability of the companies held by the fund. This limits the time perspective of the funds outcome to today, i.e. the companies that are to be assessed according to
the sustainability metric are the ones held by the fund today. However, the sustainability
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Table 4.1: Summary of our developed analytical framework divided in measurement aspects and categories of indicators.
Measurement Aspects

Categories of Indicators

Time Perspective

Leading vs. Lagging
Driver vs. Outcome

System Border

Negative vs. Positive
Input/Activities vs. Output

Measurement Methods

Quantitative vs. Qualitative
Absolute vs. Relative

Level of Aggregation

Single vs. Composite

metric by which the individual companies are to be assessed must not look at only the outcomes today, it may very well be that the optimal metric focus less on the outcome today
and more on the drivers and predictors of future outcome. Koellner et al. (2005) discuss
this aspect and highlights the importance of understanding how different time perspectives will give different results on otherwise equal sustainability metrics. Any objective
true answer is however not reached, nor attempted to be reached, in their research and
GISR (2015) do only provide guidance in terms of the importance for metrics to include
a mix of metrics in term of the time perspective. In order to further understand how it is
possible to measure and think about the time perspective, two different category-pairs of
indicators will be presented, leading vs. lagging and driver vs. outcome.

4.2.1

Leading vs. Lagging

The division of indicators in leading and lagging indicators are one way of differentiating in
regards to the time perspective. Leading indicators are intended to capture what is most
immediately measurable, but has no intrinsic value, whereas lagging indicators reflects the
results of the actions that the leading indicators are to capture (see for example Kaplan
& Norton (1996b) and GISR (2015)). An example of a leading indicator could, thus, be
customer satisfaction and the lagging indicator the leading indicator is intended to ‘lead
the way for’ would be customer retention. There is not always the case that a leading
indicator is coupled to a lagging indicators as directly, often there would be multiple leading
indicators that together is to provide information about a lagging indicator. Kaplan
& Norton highlight the importance of using both types of indicators when designing a
performance measurement system and GISR (2015) argues that this is important also
to best describe the sustainability of a company, as it reflects both what has happened
and what is expected to happen. The importance, or weight, of each type of indicator is
however not explicitly addressed in any of the previous works we have examined. Another
important characterization of leading and lagging indicators is that they should be directly
measurable, meaning that it should be able to objectively assess the value of the indicators
(Kaplan & Norton 1996a).

4.2.2

Driver vs. Outcome

Another way of categorizing measurements of different focus in regards of the time perspective is to differentiate between driver and outcome indicators. This is first mentioned
in subsection 3.2 when we present Fig. 3.1 made by Koellner et al. (2005). GISR (2015)
discusses this in terms of process and outcome, but in the literature (see for example
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Kaplan & Norton (1996a) and Srimai et al. (2011)) the concept of driver and outcome is
more frequently used and the essence of process and driver is the same. Drivers within
the individual company is often referred to as internal processes that will lead to better
(in this case sustainability) outcomes in the future. Example of such processes is policies
regarding gender equality or a management team dedicated to increase the water efficiency
in the supply chain. To describe outcome GISR (2015) states “outcome indicators provide
measures of the actual effects, or impacts, on strategy, policy and procedures” GISR (2015,
p.14). Examples of this is toxic emissions, energy efficiency or land use impacts.

4.3

System Border

Since we have delimited ourself to a specific subset of fund’s sustainability performance,
the system border at the fund level is already defined. Still, there is need for defining the
boundaries of the company as well as how to measure the impact a company has on the
society (this is of course closely related to the system borders of the company). Koellner
et al. (2005) discuss this aspect primarily in relation to the fund’s boundaries which we, as
mentioned, already have defined, but they also highlight the importance of measuring not
only the negative impact an entity (in our case the individual company) has on the society
but also the positive impact. This differentiation between negative and positive impact
and the related indicators will be elaborated upon below. The division of indicators within
the spectrum of defining the company’s boundaries is grouped by Company Operations
and output.

4.3.1

Negative vs. Positive

The impact a company has on its surroundings can be viewed either in terms of what
the negative effects are or what positive effects the operations of the company has. As
described in section 3.3, Capelle-Blancard & Monjon (2012) and Dillenburg et al. (2003)
highlight the trend towards measuring the positive impact rather than only focusing on the
negative aspects and whether a firm decreases its negative impact or not. An organization
that have done a lot of work on the subject of measuring and defining positive impact
during the last couple of years is the United Nations (UN) and associated initiatives, with
the starting point being their launch of Agenda 2030 and the connected global goals for
a sustainable development. An example of the two different types if indicators could be:
(i) a negative impact indicator - the GHG emissions a company has to produce product
X, and (ii) a positive impact indicator - the GHG emissions saved by using a company’s
solar powered product.

4.3.2

Company Operations vs. Output

Historically, besides the exclusion of apparently bad products, the company has been
treated as a unit that is constituted by its input and internal activities, thus the measuring
has been focused on input and internal activities such as labor union compliance or energy
used in its facilities. Some argue, as GISR (2015), that this categorization should not be up
for debate, a metric should include aspects from the whole value chain of a company, thus
including the product use phase and all of the company’s suppliers. At the same time, there
is still an argument for defining the company’s border more strict, primarily for the reason
of it being more easily measured in such a way - the product use phase (as represented
by output) is more time consuming to measure and raises the question of validity in the
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measurement results (GHG Protocol 2018). But there is also the old argument that the
possible negative effects of a product’s use phase maybe from a morality perspective should
be attributed to the individual using the product rather than the company.

4.4

Measuring Method

Indicators can be differentiated with regards to their specific method of assessing value.
Different ways of measuring are preferential in different situation and since an optimal
sustainability metric probably is going to cover a lot of different aspects and dimensions,
there will be need for different measurement methods in different stages of the measuring
process. An important measuring method as discussed by Koellner et al. (2005) is the
relative method (with the opposite being the absolute method, which also has its use
cases). The different types of methods are easily translated into different indicators,
i.e. indicators that use those methods. Also GISR (2015) discusses the importance of
deploying both methods, and it also described the differentiation between quantitative
and qualitative indicators. Worth noting is that in the case of Koellner et al. (2005), they
discuss the use of relative indicators as important for the more extensive definition of a
fund’s sustainability performance, thus their discussion is not directly transferable to our
case. But, it is still a valid category of indicators part of the measuring method aspect.

4.4.1

Quantitative vs. Qualitative

The literal definition of both quantitative and qualitative metrics is quite commonly
known, but for clarifying purposes, GISR (2015, p.14) describes these different methods
as “quantitative indicators are expressed in numerical form. Qualitative indicators convey
the character or nature of an aspect of performance without numerical expression”. Often
a qualitative assessment is based on some sort of quantitative measurement and as alluded
to earlier, both quantitative and qualitative methods are frequently used in sustainability
metrics and the question is more where each should be used rather than if one or the
other should be used. Still, there could be a need for only one or the other, absolute GHG
emissions is an example of a quantitative indicator (also with a narrowly defined focus in
terms of sustainability) that over the recent years has been used frequently on its own to
describe sustainability performance. A qualitative indicator on the other hand could for
example be a sustainability risk indicator that rating agencies sets based on its qualitative
assessment of a company.

4.4.2

Absolute vs. Relative

Along the same lines as quantitative and qualitative indicators are the categorization of
absolute and relative indicators. Absolute indicators are absolute in the sense that they are
not put in reference to anything, it is simply a value of something. Relative indicators on
the other are easily interpreted as being the opposite to absolute indicators, i.e. indicators
where the value is put in relation to something. But, there are different types of relative
indicators that are important to differentiate between. GISR (2015, p.14) describes these
different types of relative metrics as “relative indicators communicate performance relative
to the company’s own past or future performance, a peer group, a physical threshold/limit
or social target established by external parties”. Using that quote, there are three different
types of relative metrics to distinguish, (i) relative to own performance, (ii) relative to
peers, and (iii) relative to a threshold/limit, which can be set in various ways. Among
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these types of metrics, Koellner et al. (2005) argues that (ii) and (iii) is important at the
fund level, in order to provide further information regarding the nature in which the fund
operates. A fund that exclusively invests in Russia may have completely different conditions than one that invests exclusively in Sweden, thus, Koellner et al. (2005) argue that
it is valuable information to relate these different funds’ sustainability scores to companies
with the same investment scope instead of directly to each other. This reasoning could be
analogously translated to the company level.

4.5

Level of Aggregation

This measurement aspect do not contain two indicator category-pairs as the other aspects
do. Therefore, there will be no subsections in this section and the whole presentation and
discussion will center around the category-pair ‘single vs. composite’ as is what level of
aggregation refer to.
Koellner et al. (2005) mention throughout their research paper that a meaningful rating
must contain metrics of different sustainability aspects and proposes a solution for how to
aggregate these different metrics. They simply suggests that one should choose a set of
relevant sustainability criteria and assign each criterion a weight based on their relative
importance for the user. Krajnc & Glavič (2005) also address the question of how to
construct a composite indicator in a similar way, as can be seen in figure 2.1. According
to our definitions, such a criterion would be a sustainability metric (or indicator). The
question is whether there is any intrinsic value in combining different metrics to one final
sustainability metric which assigns a value to the total sustainability performance of a
fund (or group of companies). If there is, then equation 4.1 could be used to compose this
final metric. If not, then measuring the sustainability performance of a fund can be done
via assessing different metrics and presenting them as they are, there would be no need
for composing them - only aggregating the respective companies scores based on portfolio
weight as explained by equation 2.1 in section 2.2.2.

SP =

n
X
i=1

wi ci ·

m
Y

bj ,

(4.1)

j=1

SP = Sustainability Performance of the fund
wi = weight of sustainability criterion i (metric i)
ci = fund performance of sustainability metric i
bj = fund performance of non-compensatory sustainability metric k
n = number of sustainability metrics that is additive independent
m = number of non-compensatory sustainability metrics
This method of aggregating criteria is based on Multi-Attribute Utility Theory (MAUT)
and the assumption that the set of possible criteria is additive independent. Meaning that
the outcome of the decisions taken based on an aggregated metric is only dependent on
the outcome of the individual metrics and not the relation between them, i.e. there is
no systematic risk or opportunity that adds information when assessing metrics together.
Combining this aggregation method of sustainability criteria with the aggregation discussed in section 2.2.2 - that the fund score on a criterion is the weighted average score
for the companies held by that fund (Dillenburg et al. 2003, Dorfleitner & Utz 2012) - enables the creation of a model of sustainability performance based on a set of criteria, their
relative importance and the companies weighted average score on those criteria. There is,
however, one aspect of this aggregation that may be problematic depending on the views
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of the user of the aggregated metric - the question of absolute necessities, i.e. a criterion
that must be fulfilled in order to even get a score (non-compensatory criterion). Such a
criterion could for example be that the portfolio does not contain any companies selling
nuclear weapons. Given what is already known to us about Swedish fund management
firms, such criteria do exists. Thus, this thesis propose an updated version of the aggregation formula that Koellner et al. (2005) present, with the addition of non-compensatory
criteria.
The notion of including different criteria, differentiated in the time perspective, system
border definition and in measuring method is supported by one of the original principles
by GISR (differences in the system border definition is not explicitly mentioned since it is
defined beforehand in their work). The principle is refereed to as balance, and explained
by “a rating should utilize a mix of measurement techniques to capture historical and
prospective performance” (GISR 2015, p.14). Since GISR’s principles are aimed at metrics
for individual companies, the historical and prospective part are referring to the individual
companies that are to be rated, and not to the past and future performance of some fund
that holds a set of companies, i.e. the meaning of the principle is applicable given the
scope.
The developed equation (4.1) will potentially be used to describe a way of using a single
composed metric to assess the sustainability of a fund. Note that it is perfectly fine for
n to be equal to one, meaning that there only is one existing metric that should be used
since it in its own is covering the relevant measuring aspects and therefore do not need any
complementary criteria more than the ones of non-compensatory nature. There is also the
possibility that the views will entail that there is no need for an aggregated metric, that
the optimal system in which to use existing metrics is to use them as separate entities
describing different aspects. In such a case, only the equation 2.1 presented in subsection
2.2.2 will be used in the sense that it enables the aggregation of company scores for these
separate metrics to the fund level.
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In this chapter, a description of the research methodology is presented. The research
approach and design is outlined and the methods for gathering and analyzing the data is
presented and discussed in relation to our research’s purpose. Then, we end with comments
on the reliability and validity of the chosen methods.

5.1

Research Approach

Given our purpose, to discuss how the sustainability measurement could be performed
using existing metrics, the methodology was constructed according to four main parts: (i)
examination of current knowledge, (ii) developing a framework for analysis, (iii) collecting
data, and (iv) analyzing the obtained data. Important to note is, however, that these steps
were not conducted in a strict chronological order. The examination of current knowledge
continued during the whole process in order to secure that relevant research was covered,
and also, during the analysis, further data collection regarding relevant sustainability
metrics was made as an iterative process.
The general research approach was pragmatic, meaning that during the research process
continuous circles of abductive reasoning was used in order to increase the probability
of the results being socially useful knowledge (Yvonne Feilzer 2010). This pragmatic
paradigm does “sidesteps the contentious issues of truth and reality, accepts, philosophically, that there are singular and multiple realities that are open to empirical inquiry
and orients itself toward solving practical problems in the ‘real world’ ” (Yvonne Feilzer
2010, p.8). Thus, this approach enabled us to focus on relating the considerations of major Swedish management firms regarding how sustainability metrics should be designed
to be useful rather than what most truly measures the historical and prospective actual
sustainability impact.
The subject of sustainability metrics in fund management firms is new and earlier research
primarily have considered the impact on financial return. Thus, we cannot build and test a
hypotheses in line with the deductive approach. However, there have been some attempts
in the research to understand and define what constitutes a good sustainability metric,
and thus this thesis builds on that research by including their contribution as part of the
analytical framework.
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5.2

Research Design

To best answer our formulated sub-questions and subsequently our main research question,
we choose a qualitative research method. The reason for choosing a qualitative method
over a quantitative method was that we were searching for patterns in peoples thoughts
and considerations, and in addition we needed richness and the possibility to identify
nuances to build a profound synthesis rather than simplify and quantify the opinions into
hard data. Given that type of endeavor, a qualitative method was favorable (Leung 2015).
The research design was as a consequence of the purpose and research question a descriptive design, since we aimed to describe the area in which the research was conducted. The
research was also exploratory since we wanted to explore the current state and contribute
with analyzes and structure to current knowledge that not yet was fully synthesized (Collis & Hussey 2013). Thus, we did not base our research on a hypothesis. Which was a
conscious decision discussed in the previous section. But, our findings and discussions
about the relation between current opinions about metrics and the existing metrics will
hopefully enable more confirmatory research to be done within this field of research.
To collect data, we deployed two methods, interviews and document examination. Interviews were chosen in order to gather information about what a major Swedish fund
management firm considers to be important attributes in a sustainability metric. We
chose to interview decision makers within a major fund management firm to best answer
the question of what that kind of firm believe. Interviews as a method was chosen since
it is suitable when the objective is to develop a deeper understanding of a phenomena,
capture new dimensions and nuances (Collis & Hussey 2013, Blomkvist & Hallin 2014).
Other research methods such as questionnaires and naturalistic observations was considered, but since the research purpose was to identify and analyze opinions rather than
quantify data or examine peoples’ behaviors, interviews was found to be the most suitable
data collection method.
Secondly, we collected information regarding existing sustainability metrics via an examination of the documents that is to explain each metric. This method was chosen instead of
interviews to reduce the risk of bias in the collection process. If interviews were conducted
with representatives for each metrics, there would have been incentives for the representatives to skew the information about their metrics to be perceived more beneficial than
they might be. This would be especially true in the cases where the metrics is developed
and assessed by a for-profit company, which several was. With written document on the
other hand, there still exist the possibility that the organization presents their metric in
a favorable way, but there should be a more holistic presentation which makes it harder
for the organization to hide or skew some of the information. Thus, we used written
documents to increase the possibility to critically review relevant material.

5.3

Data Collection

To answer our sub-questions and subsequently our main research question we have collected empirical data via six interviews at a major Swedish fund management firm and
also gathered information about several existing sustainability metrics. Following in this
section, we will provide information about how we conducted the data gathering together
with a critical view of how these methods have effected the research results.
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5.3.1

Interviews

In accordance with our research purpose, and to be able to answer the first sub-question,
the data collection method was, as stated earlier, interviews with decision makers at a major fund management firm in Sweden. Notable is that the interviews were held in Swedish
since it was the native language for both us as interviewers and the interviewees. The
number of interviewees was not set beforehand, we instead worked through decision makers at the firm until we identified a saturation in the ideas and considerations expressed.
This resulted in us conducting six interviews, two with sustainability analysts, two with
fund managers, one with a risk managers and on with the CEO. The length and date of
each interview is presented in Table 5.1.
Table 5.1: Information about the conducted interviews.
Position

Length

Date

Sustainability Analyst

60 minutes

2018-03-23

Sustainability Analyst

40 minutes

2018-03-28

Fund Manager

40 minutes

2018-04-10

Risk Management Specialist

45 minutes

2018-04-19

CEO

45 minutes

2018-04-19

Fund Manager

40 minutes

2018-04-25

Before the formation of interviews was started, an examination of current knowledge had
already been performed and time was spent at the interviewees’ office to get familiar
with the subject, power structure and local language to better be able to ask significant
questions during the interviews (Kvale 2008). A semi-structured interview approach was
chosen since this topic is scarcely researched and, as mentioned earlier, the aim is to get
a deeper understanding. This approach was chosen over unstructured interviews due to
that the research had a predetermined purpose and semi-structured interviews enabled a
more specific focus during the interview session, while still committed to the exploratory
approach we needed (Collis & Hussey 2013). In order to reduce interviewer bias the key
questions were asked in the same order and with the same formulation in every interview
as well as making sure that the interviewer understood every answer and the interviewee
understood all questions (Collis & Hussey 2013).
The interview manuscript (Table 5.2) was divided into four themes as well as an introduction section followed by some general questions. The general questions were included
to cover aspects that could be of interest but might not be covered in the themes. When
constructing the themes for the interview manuscript the themes presented in the analytical framework was used, time perspective, system borders, measuring method and level
of aggregation. Within each theme, questions were constructed in order to get considerations of the important aspects for a sustainability metric identified in the context of the
framework.
Furthermore, the questions under each theme was based on five different question types,
these were open questions, hypothetical questions, comparison questions, summary questions, and probes (Collis & Hussey 2013). Collis & Hussey (2013) describes these questions
as follows; Open questions is useful when is comes to gather broad information, hypothetical questions is useful to encouraging broader thinking, comparison questions is useful to
explore needs and values, and summary questions is helpful when it comes to avoiding
ambiguity, validating data, and linking earlier answers. Regarding probes, different kinds
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have been used such as probes for clarity, depth, significance and bias all to get the interviewee to elaborate on their answers and to gain greater understanding of the subject
(Collis & Hussey 2013). We prepared probes on a general level and adjusted these based
on the initial answers to achieve more detailed answers.
Table 5.2: Interview Manuscript
Theme

Key question(s)

Introduction

Can you please introduce yourself?

General views

If you get to construct a sustainability metric with the aim of making it as truthful as
possible to the sustainability performance of the holdings in your portfolio, what would
be the key attributes of such a metric?
If you get to construct another sustainability metric with the aim of maximizing its
usability, would you make any changes to the metric described earlier?

Time perspective
Lagging/Leading
Drivers/Outcomes

System Borders
Negative/Positive
Comp.Operations/
Output

What would you say is most important, measuring the actual outcome or the drivers
behind that outcome?
Do you think there is a need for more proper explanations on how composite metrics
use lagging and leading indicators to compose their metrics?
A sustainability metric can either measure the positive effects of a firms operations, the
negative effects of said operation or a combined metric using both perspectives. What
is your thoughts on the balance between positive and negative effects?
Key follow-up: If a firm contributes positive in one dimension, say socially, and
negative in another, say environmental, how would you prefer those contributions to be
combined?
Is it a necessity for you that a sustainability metric covers the whole value chain of each
individual firm?
Absolute and relative approaches are often mixed and used in different stages of
metrics, do you see any problems in combining absolute and relative techniques in the
same metric?
Key follow-up: Do you prefer using only one or the other?

Measur. Methods
Absolute/Relative
Quantit./Qualit.

Key follow-up: What kind of relative techniques do you believe are appropriate at what
time? (i.e. relative to peers, own performance or scientific set benchmark)
What is your opinion about qualitative metrics?
Key follow-up: Is the subjective assessment that follows a qualitative metric a positive
or negative thing for you?
Key follow-up: Assuming that quantitative metrics would exists for all aspects
discussed earlier, would their still be a need for qualitative metrics?

Level of
Aggregation

Would you rather use a basket of single metrics or one composite metric to measure the
sustainability of the firms in your portfolio?

To ensure that the ethical aspects during the data collection was taken into concern, several actions were taken, including voluntary participation, anonymity and confidentiality
(Collis & Hussey 2013, Blomkvist & Hallin 2014). All participants received an information
sheet one to two weeks before the interview. This sheet informed the participant about
the purpose of the study, that the information from the interview only will be published
in a compiled form and that it will anonymized so it cannot be traceable back to the
interviewee.
When the interviews were held the participants were asked if they did receive the information sheet and if they understood and accepted the conditions. A short explanation of
the content in the information sheet was also made so they would have it repeated one
more time. The, one extra question to get their consent of recording the interview was
made to prevent misunderstanding. To handle anonymity all interviews were transcribed
with names and details that was easily linked to a specific individual were replaced by
interviewee A, B and so on. Since the size of the sample is small extra caution was taken
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when transcribing, such as erasing some comments that was directly linkable towards the
participant. This is according to Kvale (2008) important since the management knows
which employees that participated in the interviews and they can therefore identify the
interviewee from personalized information.

5.3.2

Document Examination

To gather information about the chosen sustainability metrics, the main source was information coming directly from the companies behind each metric. All used metrics have
summary information that is accessible for free, but for some of them, more extensive
information was available for paying customers only. During this research, access to this
extensive information was provided to us to enable a more in-depth analysis. One of the
metrics, Arabesque S-Ray, had not sufficient amount of information documented that we
could get hand of. Therefore, to gather information, we conducted an interview with a
director with focus on business development at Arabesque. The interview was conducted
as similar to the document examination as possible meaning that our identified themes
worked as a base and then the interviewee got the opportunity to explain how their metrics
was structured. Since this interview had the objective to gather the same information as
document examination for other sustainability metrics we present it in this subsection.
The sustainability metrics chosen were based on the empirical data collected via the interviews. We started with a set of sustainability metrics that were explicitly mentioned
in terms of actual usage in their day to day activities or metrics they came in contact
with more sporadic. This set of metrics were divided into two groups, one being the core
metrics that primarily were being used, and the other one being complementary metrics
that was beginning to emerge or metrics they related to in some instances but not had
as close connection with in the day to day activities. The second set of metrics were also
further complemented during an iterative process were we during the analysis found relevant themes to group the metrics by. Thus, we complemented one group (which was not
a group to begin with, but had the potential to be) since it was believed to be relevant
for the empirical findings from the interviews.

5.4

Data Analysis

In order to properly analyze the data, we rigorously planned the research process in
advance to avoid the mistake of designing a process that gives an amount of data that
is to extensive to analyze, which otherwise is a common mistake for new researchers
according to (Collis & Hussey 2013). The first step of the data analysis was to transcribe
the interviews. This was to structure the interview conversations in a form that enabled
closer analysis (Kvale 2008). The transcriptions were made by us using audio records of the
interviews, and they were written with the ambition to make segmentation between each
asked key question. One common problem when transcribing interviews is poor quality of
the recording, which can lead to mishearing and thus lower quality of the transcriptions.
To address this potential issue all audio equipment was tested and optimized before the
interviews to reach high quality sound. Despite this, some words were difficult to hear, in
these cases both of us listened to the sequence independently to reduce the risk of wrong
words in the transcription.
When all interviews were transcribed, the phase of reducing and identifying relevant statements started. In the first step, the transcriptions were categorized within the themes that
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the interview manuscript, and the analytical framework, were based on (displayed in Table
5.2 and explained in chapter 4). The majority of the sequences of answers were already
categorized since we performed the interview according to those themes, but in the instances were the discussion wondered away to another theme or included answers relevant
for multiple themes, these were moved or copied to the other themes as well. In this
stage, sequences of answers that did not fit into our predetermined themes were neglected,
given that they were not believed to raise any important aspects that did not fit into our
developed framework. We were particularly cautious when excluding such sequences of
answers because we did not want to assume our framework to be collectively exhaustive
even though we tried to develop it that way. But, we saved each neglected sequence of
answers to enable an iterative process of going trough those sequences again when we had
a greater understanding of the data from reducing and structuring it further. Given that
approach, we argue that we reduced the risk of excluding relevant data in the reduction
process. This is important since it is a common problem that the reduction of data is
affected by the researchers own subconscious perceptions about what is relevant and not
(Kvale 2008).
After the categorizations were made, the data within each category was coded in accordance with identified themes within each category. This was made to simplify the
identification of similar statements and develop a structure in the way the empirical data
then were to be presented. Thus, the presentation of the empirical data was divided into
two sections in each category (each aspect in the framework), with the exception of level
of aggregation that were presented as one coherent part. In each section, all relevant ideas
expressed by the interviewees as well as the nuances of these ideas were attempted to be
presented in a clear and understandable manner to enable the reader to draw valid conclusions based on our empirical results (Collis & Hussey 2013). As mentioned in subsection
5.3.1, the interviews were held in Swedish. To reduce the risk of loosing nuances when
translating, due to the fact that English is not our native language, we used dictionaries
to translate critical words we were not fully certain how to translate properly.
Regarding the sustainability metrics, the process of reducing the data to a presentable
coherent structure according to our framework followed the same procedure. The difference
was that we in the first stage now had text documents instead of an audio file. Meaning
that we started at the stage of ordering categories of text into the defined aspects in
our framework, similar to the stage when we had transcribed the interviews. For the
one interview we had do conduct, we also followed the same structure of transcribing.
categorizing, reducing, and presenting the reduced data in a clear and understandable
manner.

5.5

Reliability & Validity

Qualitative research in general, and semi-structure interviews in particular do entail a
lower reliability than quantitative methods and also than structured interviews (Kvale
2008). But, we argue for the reliability of our findings to be relatively high in the context
of semi-structured interviews due to the actions taken by us to be as structured as possible
throughout the research. Our analytical framework is the cornerstone in this structure.
We developed the framework, as explained in chapter 4, from previous research and the
framework helped structure both the process of gathering the empirical data as well as
reducing and presenting them. This increases the reliability since it enables a potential
replication of our study to use the same structured approach. We also provide the reader
with our interview manuscript which increases the possibility for a researcher to repeat
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our semi-structured interviews more closely than only knowing the four aspects in the
framework (Collis & Hussey 2013). In the result chapter we present selected quotes from
the interviews to increase the transparency of the exact statements said. Although, as
mentioned earlier, the interviews were held in Swedish so the quotes are translated. But
to make it possible to read the untranslated version of the statement the original quotes
are attached as note in the end of the chapter.
The positions of the interviewees are stated earlier in this chapter to enable a replication of
this study to ask decision makers in similar positions. We do not, however, present which
company we have performed the interviews at. This to pertain the anonymity of the
interviewees, but the major fund management firms in Sweden have similar prerequisites
and operates in the same milieu. Therefore, we argue the reliability to be high when
looking at the possibility to recreate the scenery of the interviews.
Another general problem with a qualitative study that ours as well suffer from, is the fact
that we, as researchers, effect the outcome and analysis when interpreting the phenomena
(Hansson 2007). Even with an interview manuscript, follow-up questions and body language will be two factors not as easily replicated that will have an impact on the output
from the interviews. Also when reducing the interview data to present our empirical result
we were forced to make decisions of what was relevant given our themes presented in the
analytical framework. Even if the framework does pinpoint the important aspects in each
theme there is always room for interpretation which lowers the possibility to recreate this
study with the same result.
But, we argue that this approach was necessary to collect the empirical information we
needed to answer our sub-questions and subsequently our main research question that
answer to our purpose with this research. The reason for choosing a qualitative method
and then semi-structured interviews is explained earlier in this chapter, in short, it was to
capture the nuances and in-depth thoughts about this topic. These choices were all made
to ensure the validity of our findings. Without the in-depth knowledge we gained access
to, it would have been difficult to argue for the validity in terms of the findings actually
describing the considerations that a major Swedish fund management firm has regarding
important attributes. In order to ensure validity that what our interviewees expressed is
representative for the whole firm were they worked, since we wanted to examine the firm’s
considerations, we conducted interviews until we identified a saturation in the what was
expressed.
Regarding the empirical data collection of the chosen sustainability metrics, there is a sidenote to the reliability due to the fact that we did examine several documents that only are
accessible for paying customers to the organization behind the metric. The information is
still there, and accessible for researchers that have the means or collaborations that enables
the use of those sources. But, it demands greater resources to do so. The reason why we
chose to include these documents were to ensure a high validity. Without the extensive
methodological documents we would not have been able to analyze the metrics in such a
granular way which would have effected the empirical results and discussion. Also, the
approach of including only sustainability metrics with full information available for all,
which was an alternative, would have decreased the validity since the sustainability metrics
that are in use primarily are the ones with less than full general access. Another aspect
that lowers the reliability is the fact that we conducted an interview with Arabesque,
explained earlier in subsection 5.3.2. We did this to make sure that we got the right
information about the metric. The interview was conducted in a format were we tried
to effect the interviewee as little as possible to enable unbiased information about the
metric.
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Empirical Results
In this chapter, we lay out the empirical results from our research. It will be divided in two
main sections where the interviews and sustainability metrics will be presented separately.
A key message or findings will not be presented as this chapter’s purpose is to present the
empirical results as they are without any further interpretations.

6.1

Interviews

In order to make our empirical results easier to comprehend as well as protect the anonymity
of our interviewees, the presentation of the results is compiled and structured according to
our analytical framework. To increase the transparency and secure a level of trust in our
compiled version of the original transcripts, we include key quotes from the interviews,
with the Swedish originals in the Notes, found last in this chapter.

6.1.1

Time Perspective

Future Outcomes
The majority of the interviewees highlighted the importance of not only focusing on past
outcomes when measuring the sustainability performance of a company. The common
view was that a measure of sustainability has to consider information relating to future
sustainability impacts as well. One of the key reasons listed was that the financial consequences of sustainability performance is often seen in the long term, not immediately as
they play out, and thus there is the accumulated sustainability outcomes over time that
is of interest. Several of the interviewees noted that this do not differ in theory from the
traditional financial perspective, which also has to consider the long term outcomes.
An example provided by one of the interviewees during a discussion about the relevance
and likeliness of measuring future impact as part of sustainability performance: “Actually,
the 2 degrees investing initiative have performed an assessment of our portfolios - based
on our alignment with the scenarios that has to play out in order to achieve the 2 degrees
investing initiative - and that is in fact an example of a measure of future impact.” 1
This example points to one way of measuring future impact mentioned by multiple interviewees - scenario based assessments. Besides alignment with the 2 degrees investing
initiative, also life-cycle-analysis was mentioned as an alternative to measure future sustainability impact.
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Scenario based assessments were mentioned in the context of climate-related measures. All
of the interviewees mentioned that the level of maturity in measurement of sustainability
varies between climate- and social-related metrics, and it was explicitly highlighted that
there at least is some scenario based assessment methods available for climate-related
issues whereas there is none that has been established for social-related issues.
An alternative way of measuring future impact that also were discussed by the majority of
the interviewees is using proxies as drivers and leading indicators for future impact. Proxies
mentioned were policies and management systems (drivers), and technology exposure and
other leading indicators - the specific example of technology exposure were how much
companies invest in green/brown technology (basically environmentally friendly or not).
Even though the interviewees all were positive towards measuring expected future impact,
the majority expressed skepticism to using policies and other company published written
documents (drivers) as proxies for it. What was expressed was multiple examples of how
it does not work in predicting future behavior and also that measuring policies induces
a bias towards rating larger companies higher than small companies. What instead was
prescribed was basing such analyzes of drivers for future impact on information provided
via direct contact with the assessed entity, or find better leading indicators. Thus, the
small company bias was said to be removed and a more profound information about what
policies or management systems actually being drivers for future impact was thought to
be obtained.
The problem expressed with scenario based assessments on the other hand was resources,
that such assessments are time consuming and/or expensive and that is impractical to use
since the update frequency will be low.
Measuring technology exposure (an example of leading indicator) were not met with as
much skepticism as using policies, and the expressed thoughts were positive. What was
mentioned in negative terms were the lack of standardized/established metrics of that type
of exposure and that it also inherits the problem of covering mainly climate-related issues.
However, the idea of using metrics of other proxies than policies to capture the aspect of
future impact also for the social aspect was mentioned as something that the interviewees
would like to see more of. An example of such metric provided by one of the interviewees
were employee turnover as a proxy for working conditions. But, as the interviewee noted:
“That metric is the sort of metric already being used - providing information of past
outcomes. What we want is something similar to the exposure to green technologies something that primarily is an indicator for future outcome rather than something that
gets valued as an important outcome in itself ”. 2
Several of the interviewees noted that they thought that these kind of metrics of future
outcomes would emerge as the field of sustainability metrics mature. But, even though
relevant metrics would emerge and possibly be established as standardized metrics, there
were still interviewees who raised the question if those metrics still would be subjective
and best assessed at a case by case basis rather than obtaining information in a more
general sense strictly via public information on the Internet.
The final results on the question of assessing future outcomes was that most of the interviewees highlighted the importance of having contact with the assessed entity. This
was listed as the best-practice in assessing future sustainability outcome. On the question
of what information this contact entails the answer was, with discrepancies only in the
used words, that it was a combination of how they worked with policies, investments in
new technologies and their strategy in general with follow-ups and deep-dives in the areas
relevant to their business.
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Past Outcomes
When discussing current outcomes, the interviewees were hesitant to even acknowledge
the term, the main reasoning was along the lines of what has already happened is past
outcomes and the question is what time horizon is relevant. An example provided was
that if one define current outcomes as what has happened during the most recent 365
days, then, the information of the total GHG emissions during that time would be of little
importance. Because that number could be affected by factors outside the company’s
control, or one time happenings. What instead would be of interest was said to be a time
series of data on GHG emissions in order to understand the trend underlying todays value
(we will come back to thoughts on putting these time series in relation to peer-groups or
similar).
Past outcomes were collectively thought to play an important role in the assessment of sustainability performance of funds. Besides the division of past outcomes into drivers/outcome
and leading/lagging indicators and how those types of indicators should be used, as presented above, the topic discussed more specifically in relation to past outcomes were
controversies.
Controversies are past outcomes with a substantial negative effect on one or multiple
dimensions of sustainability. The relevance of controversies were acknowledged by all of
the interviewees where the discussion came up (in the majority), but, it was expressed
that controversies was weighted to heavily in existing metrics. And primarily was a factor
for too long of a time after it had happened - multiple interviewees expressed a demand
for shorter time-horizon on the weight of controversies. More specifically, the time-horizon
would not necessarily have to be shorter, but update on the weight on the controversy
was expressed to have to be diminished at a higher speed given new information regarding
what the company has taken actions to limit future similar controversies. One of the
interviewees explained this by saying: “At some point in time, the liability has to stop, I
mean at some point - what more can you do” 3 .
One of the interviewees also elaborated on the fact that companies which have had major
controversies often are the ones best prepared to avoid controversies in the future. And
that no controversies in the past not necessarily is a good proxy for the avoidance of future
controversies.
Another interviewee noted that it is important to consider the management personnel at
the time of the controversies. The argument presented was that if the management would
have been replaced, the predictive value would be less.

6.1.2

System Border

The Company’s Responsibility
All of the interviewees clearly stated that today, companies are responsible for the complete
value chain of their products/services. That includes the suppliers activities as well as
the usage of the offered product/service. However, the level of responsibility may vary
with the, what one interviewee labeled ‘distance’ from the operations directly under the
managements control, i.e. the further you go down the supplier tiers, the less weight a
controversy should have - but, it should still be noted and the company should not accept
such behavior and make sure to screen suppliers to decrease the likelihood of controversies.
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Several interviewees noted that companies have different prerequisites to take this extended
responsibility depending on the culture in which they operate. They also expressed that it
can be contra-productive to expect the same level of responsibility for the complete value
chain in a culture where the responsibility traditionally has been limited to the internal
operations only, because such companies are not equipped to do so. But, one should still
put pressure towards expanding the scope of responsibility even though one may have a
greater leniency.
Another perspective raised was to take responsibility for future consequences of ones activities. With this discussion mainly focusing on the offered products/services, the reasoning
was that companies have to answer to what their products/services render for consequences
in the long run - not only in the immediate phase after they are bought.
One of the interviewees explicitly expressed that companies now have an extended responsibility not only for their complete value chain but in terms of sustainability performance.
That companies no longer only have the responsibility of ensuring financial returns, via
among other things avoiding sustainability related controversies, but also the responsibility
of not causing any societal costs. And that this should be ensured for multiple life-cycles
- the company should be able to perform its business for the unforeseeable future. This
notion will be elaborated upon in the sustainability system part with th use of further
comments from other interviewees.
The problem with measuring the impact from products/services was also discussed by several interviewees. However, even though it is a fact that there is a shortage in standardized
established ways to measure certain impacts, they pointed out that it does not mean that
the impact do not exists. Thus, one has to try to explain that dimensions as well even
though it may be the case that as of right now, the true impact is not quantifiable.
The increasing understanding of the importance of products that have a positive impact
towards a sustainable development was something mentioned by the majority of the interviewees. This also led to the distinction provided by several interviewees between what
companies produce, and how they do it in terms of understanding how companies are
affecting their surroundings.

System Border of Sustainability
Several interviewees stressed the fact that the borders of sustainability should not be in
terms of what negative impact a company has - it should include the possibility for the
company to contribute with positive impact. The paradigm shift from excluding companies
based on negative impact to include companies based on positive impact had a key role in
every interview discussion. It was also noted that the UN’s SDGs both has had a major
impact in that transition and that it provides an interesting framework for how to define
(and measure) sustainability contribution. It was explained that the SDGs have helped
clarify that it is not enough for companies to not work against a sustainable development,
they have to work for a sustainable development. Consequently, funds have to transition
towards investing in SDG solvers rather than only excluding companies with apparent non
sustainable businesses and, thus, also start measuring that positive impact. At the same
time, it was noted, that exclusions still serves a purpose and should not be forgotten in
the quest for new metrics and perspectives.
An example given by two of the interviewees was the case of the Swedish aluminum manufacturer SSAB: “SSAB stands for roughly 10% of Sweden’s CO2 emissions today because
the production process of aluminum is CO2 emission heavy - not because the company have
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extraordinary energy consuming processes in comparison to other aluminum manufacturer.
From an exclusionary perspective mainly focused on the negative effects of the company’s
operations, the case of SSAB would be valued low in terms of sustainability with high risks
associated to its CO2 emissions. But, when including the opportunity perspective, positive
impact, the sustainability case of SSAB seems much greater because its aluminum products
are top of the line, in terms of durability and lightness, and a great substitute for similar
products in terms of energy efficiency and thus reducing CO2 emissions in the long run.
In a case like that, as an investor, the sustainability case seems largely misrepresented if
excluding the long run impact from its products. But, at the same time, the risks associated
with the negative impact perspective has to be considered and one wants the company to
have a strategic plan for how to decrease the CO2 emissions from its operations.” 4
One problem that several interviewees mentioned in terms of including the positive impact
is the lack of knowledge in how to quantify that impact. But as one interviewee pointed
out in the closely linked discussion about measuring the impact from products/services,
lack of metrics is not an argument for not including that dimension, then, one has to
simply judge that dimension to the best of ones abilities given existing tools, rather than
saying that it is not relevant and excluding it from the total sustainability assessment.
Another interviewee further explained that the problem do not lie in the lack of methods
to assess the positive impact associated with different activities, NGOs and development
banks have performed that type of assessment for a long time, but the problem is that it
has not been established a consensus on how to do it, and the majority of methods used
by them are more time and resource consuming scenario or life-cycle based methods.
A discussion that arose with several of the interviewees was how to handle a negative
impact in one sustainability dimension, say societal, contra a positive impact in another,
say environmental. In the case of SSAB, both the negative and positive impacts was
primarily assessed to be in terms of CO2 emissions, which makes it easier to compare
those in order to get a final ‘score’ on the sustainability of the company. But, if the
negative is in terms of child labor in production units and the positive is in terms of
production of renewable energy via solar panels that are sold to private home owners, the
total sustainability ’score’ is harder to agree upon. One specific geography based example
of this was provided by one of the interviewees - the case of least developed countries and
their urgent need for job creation and infrastructure development, while at the same time
having to achieve this using less of the non-environmentally friendly means of production
compared to already industrialized countries. How should one assess the sustainability of
an African based company which extracts brown coal but employs thousands of people and
generate substantial tax money to the country it operates in - exactly what is needed to
elevate the country from poverty, how should that sustainability assessment be performed?
No conclusive answer to this question was given by any of the interviewees. What was
the dominant tendency of answers was that both perspective is important and should be
included in what we call the system border of sustainability, and that an analysis has to be
made on a case by case basis. The idea of having a standardized bottom level of acceptable
negative impact and only using that level as a yes or no screening before assessing the
positive impact was not seen as a good alternative - the idea of having some level of basic
acceptability in terms of negative impact was said by several interviewees to be a good
method, but above that basic level the reasoning was that it needed to be assessed at a
more case by case basis that includes the negative impacts with the associated risks more
than only having a predetermined bottom level of acceptability. That level of acceptability
would probably be arbitrary and not sufficient in many of the cases.
The conclusion of this negative/positive impact was that it should be assessed separately
at a first stage, at least if they are in different types of impact, and clearly presented
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separately. From those scores, a case by case assessment then has to be made in order to
score the total sustainability. Several interviewees pointed out that more research on this
type of problem is needed to establish a common understanding in regards of what and
how to value different types of impacts together.
Another perspective presented was that the system border of sustainability in a way should
be defined differently between companies operating in different context. Or rather, there
should be differences in how certain parts of the sustainability aspects is weighted depending on the context - a materiality analysis has to be made for each company (or at least
sector). The concept of materiality and the importance of using it when defining how to
measure the sustainability of companies was something all of the interviewees noted in
the interviews. An example provided by one of the interviewees was that CO2 emissions
may be irrelevant for one type of company in the sense that it having a low CO2 emission
rate do not have any impact on whether it is sustainable or not, because the nature of
its business renders no CO2 emissions by default. Whereas something like if the company
has good working conditions or not are affecting thousands of people and are really the
key issue when determining its sustainability.
The two key aspects that got mentioned for when performing a materiality analysis was
sector (or sub-sector, the more granular the better) and geographical context.
In the closing discussions about the system border perspective several interviewees chose to
highlight that even though all these aspects of sustainability should be considered (positive
and negative), and that how to weigh different aspects/which aspects to measure has to be
based on a materiality analysis - it still exists some hygiene factors that should be met no
matter the other aspects. One of the interviewees mentioned UN’s Global Compact as a
good example of a definition that could be used to formulate these hygiene factors. Other
specific examples of hygiene factors mentioned were basic human rights for all employees
and suppliers and no fatal injuries in production sites.

6.1.3

Measuring Methods

Absolute vs. Relative
The interviewees agreed that both relative and absolute, as well as qualitative and quantitative measures had a role to play in sustainability metrics. That all these different
methods entail one or several important aspects that one wants to consider. But, there is
still a need to go through the answers given on the question of how to more specifically
use these different methods.
Using absolute data is a good approach for what earlier was called hygiene factors, the
criteria that should be met no matter the business or geographical area, that was noted by
several of the interviewees and in the discussions where it did not come up, nothing was
said that contradicts it. However, one reflection that was made regarding absolute metrics
and hygiene factors was in the reasoning about controversies mentioned in dimension
system border, subsection 6.1.2, that controversies in existing metrics play too big of a
role for too long of a time. The addition to that was that it is measured in a too absolute
way, the thought presented was that it to a larger extent should be relative to the size and
nature of business in terms of assessing the severity of the controversy. The discussion
was aligned with the one earlier about negative and positive impact, that one cannot only
consider the negative impact because a company may be substantially net positive in that
dimension thanks to a large positive contribution somewhere else in the value chain. The
same holds for using only absolute measures for controversies, the relative impact that
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controversy has in relation to what the company does otherwise was perceived to be a
better method to approach the severity of controversies.
Further, several interviewees said that they believe we live in a too absolute world, where
the information that is actually useful to a larger extent is pertaining to relative measures
rather than absolute. One interviewee also noted that this was said based on the time
we live in, where sustainability metrics in some senses are too absolute, and thus the
importance of relative measures has to be put forward. But, the interviewee then noted
that absolute measures still has an important role and that measures should not become
too relative, meaning that they still must have a basis in an actual effect on the society
and the world in order to give information about how a company actually contributes to
a sustainable future.
A problem with relative measures that all the interviewees noted was that today, many of
the relative metrics render comparisons between different types of companies (and funds)
impossible, because they have to be compared within the peer group of their relative
score. Here, a development of an absolute metrics as a complement would be giving
valuable information.
When discussing how to use relative metrics, the majority of the interviewees noted that
metrics relative to a peer-group gives valuable information. There is, however, a problem
with the existing metrics in defining these peer-groups, as described by all of the interviewees. The current method of using GICS or other sector based divisions to build peer
groups was said to not be granular enough - ending in peer groups with companies with
completely different business models and conditions. This was by several of the interviewees highlighted as the greatest reason for many of the existing metrics not being useful
in their final score of companies (and funds). As in the discussion about materiality, it
was expressed that there should here as well be included both sub-sector levels as well as
an geographical component to the peer-group divisions.
Another subject that arose and also is linked to an earlier discussion was the alternative to
use scenario-based analyzes to assess the sustainability. This also has bearing on the use of
absolute versus relative measures, because such assessments could give relative measures to
a predetermined scientifically based target (which will be influenced by the where and what
of its business) rather than relative only to peers with no direct connection to absolute
impact. 2 Degree Investing Initiative and Science Based Targets initiative (SBTi) was
listed as the most prominent example today of scenario based assessments that seems to
be trending upwards in terms of usage by companies. A key aspects in the using metrics
based on such assessments is that companies themselves start performing and reporting
those assessments, then the issue of too resource-demanding for the investors would be
partially solved as described by one of the interviewees. Also noted in this discussion was
once again that these methods mainly are concerning climate related issues and not social,
at least not to the interviewees knowledge as of today.
Qualitative vs. Quantitative
The majority of the interviewees explicitly stated that they would prefer more quantitative metrics, but that they do not believe there exists metrics yet that can describe
all important aspects of sustainability. Thus, qualitative metrics serves a great purpose
today to fill in those gaps. The interviewees continued by noting that it is important for
those qualitative measures to be transparent - because the assessment has to be able to
be understood and validated. The possibility to validate measures was said to always be
important, but often extra important when dealing with qualitative metrics, both in terms
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of quality of the specific assessment and in terms of consistency between companies, and
over time.
Also noted was that in the development of new quantitative measures, they may go towards
being scientifically and sophisticated to the degree of they being nearly impossible to
comprehend for an investor, then, there would still be an urgent need to qualitatively
describe the meaning of those quantitative metrics.
Several of the interviewees brought up the challenge of quantifying qualitative assessment
and whether or not there is even a need for that, but no one felt they had any conclusive answer. The discussions circled back to the ones described earlier, subsection 6.1.2,
about how to value different sustainability impacts and how and if they at all should be
aggregated. But at the lowest indicator level, the interviewees was unanimous in that
quantifying the specific indicators within each different sustainability aspect is necessary
- the question is how to do it.

6.1.4

Level of Aggregation

All of the interviewees acknowledged the benefits of a final score/rating on sustainability
for the external communication. The benefit is primarily that it is easy to comprehend
for investors/customers. But, the unanimous opinion expressed was that you are doing
yourself a disservice if you try to explain the sustainability performance by only using one
metric. One of the interviewees said it well: “people often want to reduce multidimensional
problems and explain them using only one dimension, but that is a wrongful solution on
a problem. I mean, at ICA MAXI, the customer do not want fewer items to choose
from, the customer wants more choices but better help navigating through the store and
picking good combinations of items” 5 . The interviewees point was that there is great
potential for improvement in describing and explaining the sustainability dimension in fund
management, rather than only trying to rank fund or companies according to arbitrary
ranking nomenclatures.
Another perspective on the use of aggregated final scores/ratings was that it is actually
a very good thing, even though it may not describe the sustainability dimension as good
as one would like. The argument was that it helps drive a focus towards these issues, the
example was Morningstar Sustainability Rating that today are visible per fund at many
of the major fund marketplaces. It creates a need to address the sustainability questions,
it forces fund managers to think about and try to explain why and how the metrics does
not describe the true sustainability performance of the fund - thus, they have to explain
and relate to sustainability.
It was also argued that it is a sign of the immaturity of the industry, because sustainability should not be any different from any other information that is used to develop an
understanding about the company one wants to invest in. Thus, several of the interviewees noted that in time, it probably will be much better integrated and a key aspect in
a company’s value rather than something that is seen as isolated. At the same time, the
interviewees highlighted that it also then probably will be a demand for presenting the
sustainability aspect isolated externally, for investors/customers and also regulators.
As alluded to earlier, the consensus was that even though an aggregated final score on
sustainability has its advantages, the investing community should try to move towards
describing the sustainability aspect in a multidimensional way - using multiple metrics.
Regarding what more specifically that multidimensional way should consists of, the answers were not equally clear. The division between environmental, social, and governance
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was expressed as a form a foundation that both has been used for some time now and is at
least better explaining sustainability than one final aggregated score. However, there were
also opinions expressed that the industry should move to even more specific dimensions
- here, the 17 SDGs was said to be a promising alternative. Also divisions as have been
presented earlier have bearing on this discussion, primarily the examples of negative versus positive impact and the suppliers and internal operations versus the impact from the
products/services, both these examples was mentioned as alternatives for how to present
a final basket of metrics that is to explain the sustainability performance of a fund.

6.1.5

Discussed Sustainability Metrics

During the course of the interviews, several sustainability metrics were mentioned and
used as examples both of good and bad methods. Five metrics were identified as metrics
the fund management firm has to relate to in terms of sustainability at a regular basis.
Additionally, five other metrics were identified as promising new alternative metrics that
have surfaced, but not seemed to catch on yet. Table 6.1 displays these different metrics.
Table 6.1: Sustainability metrics the fund management firm comes in contact with.
The Core Metrics

Other Mentioned Metrics

MSCI ESG Rating

SDG Exposure

Sustainalytics ESG Rating

Climetrics

Morningstar Sustainability Rating

2°C Portfolio test

Arabesque S-Ray

SBTi validation

GHG emission metrics

Exclusionary Criteria
Single-issue Metrics

6.2

Sustainability Metrics

The five sustainability metrics the fund management firm comes in contact with the most
will serve as the primary metrics of investigation. For these metrics, a thorough investigation based on the established analytical framework will be provided. Additionally, the
other four mentioned metrics will be described in a more brief manner, but will still follow
the analytical framework. The same level of investigation will be provided for two metrics
not explicitly mentioned by the interviewees, but metrics we believe to have the potential
to meet certain described needs. Thus, the division of metrics will be: (i) metrics thoroughly investigated, and (ii) eight metrics more briefly investigated. The division and the
specific metrics are presented in table 6.2.

6.2.1

MSCI ESG Rating

MSCI is an independent provider of research-driven tools for institutional investors. This
section is mainly focused on MSCI ESG rating but MSCI ESG controversies method, which
is part of the ESG Rating, will be discussed briefly as well. Output from the ESG Rating
analysis is score on each letter, E, S, and G, separately and also a combined aggregated
ESG-score, which is related to peers and transformed into a rating. This ESG-rating is
based on MSCI’s belief that ESG factors can impact a company’s long term risk and thus
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Table 6.2: Chosen Metrics
The Core Metrics

Complementing Metrics

MSCI ESG Rating

SDG Exposure

Sustainalytics ESG Rating

Climetrics

Morningstar Sustainability Rating

2°C Portfolio test

Arabesque S-Ray

SBTi validation

GHG Emission metrics

Exclusionary Criteria
Sinlge-issue metrics
MSCI ACWI Sustainable Impact Index
Sustainalytics SDG Rating

the return profile for investors. Which in conclusion means that this metric measures the
risks and opportunities a company have regarding ESG factors.
The ESG Controversies investigates controversies connected to companies and classifies
these on level of severity. A controversy is here defined as instance or ongoing situation in
a company’s operations or products allegedly have a negative impact on the three pillars.
As output MSCI have color-coded alerts of green, yellow, orange and red, where green
is less significant or none controversies, yellow indicates noteworthy controversies, orange
indicates one or more major controversies and red indicates that the company have been
involved in at least one very severe controversy.
MSCI is a payment metric which means that to get fully access to its analyses and method
one need to be a paying customer. The analyses are made by professional analysts which
are employees at MSCI. For outlines of the analysis they have identified 37 key sustainability issues which are connected with 10 themes which are linked towards one of the three
ESG pillars. These are continuous improved by expert-analysts at MSCI to match the
significant contemporary risk areas in the world. For each industry, the weights on each
key issues relevance for the given industry are updated annually. In this process MSCI
takes opinions and views from industry expert to enable a better result. It is also possible
for MSCI to adjust this weights continuously and even add some key issues to a industry
if new information comes up which changes the relevance of a issue to given industry.
When these key issues are determined MSCI starts collecting data from different sources.
For every company it collects company specific data through corporate reporting (e.g.
annual reports). Although, since key issues can be affected on a level outside of the
company they also use several macro economical report from e.g. relevant organizations,
and governments. When the analysis is done the company gets invited to join the data
review process and the possibility to review and comment on facts gathered about the
company.
Although MSCI is an independent company and the analyses are only dependent on the
MSCI regulation. To manage the risk of partiality amongst their employees MSCI have
processes such as review committee which reviews analysis when a trigger is encountered
(e.g. top-rated report, ratings jump of more than two step, etc.).
The main content in the ESG Rating method is its assessment of the three pillars, environmental, social and governance. To each of these pillars a couple of themes are connected to
more easily assess what is analyzed. For environmental MSCI includes the themes Climate
Change, Natural Resources, Pollution and waste, and Environmental Opportunities. For
the pillar social the themes are Human Capital, Product Liability, Stakeholder Opposition,
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and Social Opportunities. Lastly to governance the themes are Corporate Governance and
Corporate Behavior. The scores are set relative to its peers in the industry. For example
two companies in different industries with both 9 in final rating is to be seen as industry
leader within their industry but between them it can be large difference based on which
key issues that are relevant to these industries.
Regarding the Controversies, MSCI applies the same three pillars as in the ESG Rating,
but with other themes. For environment and governance MSCI looks at controversies in
general regarding these subjects, such as pollution or bribes. The social pillar is divided in
to three themes, Human Rights and Communities, Labor Rights and Supply Chain, and
customers.
Time Perspective
MSCI ESG Rating is a risk focused metric that given their key issues identifies scenarios
within every industry that can effect the individual company. These assessments is different from each company and issue. One of the key issues, carbon emissions, are determined
by looking at the reported carbon emissions from each individual company, these are then
compared relative to its peers. The actual effect of this issue towards the final rating is
decided by the industry weight of this particular issue. In other words, the rating is here
decided with base in today’s carbon emission but calculated using future risk the industry
might face. For other issues, such as opportunities in clean tech or controversial sourcing,
MSCI does its analysis on policies and commitments regarding each issue.
Controversy score is calculated from historical incidents, that still are ongoing or have not
been archived by MSCI. For all current incidents there is written extensive information
but if an incident is considered being an important part of the company’s ESG history, this
information will be accessible through MSCI platforms but not effecting the controversy
score.
System Border
Most of the key issues focus in the operations within each company, how its operations is
effected by future risk regarding each key issue. For example regarding product carbon
footprint, a life-cycle assessment is used to estimate the total GHG emissions in the supply
chain. This example is measuring the negative effect a products manufacturing have on
the climate when it comes to its carbon footprint. MSCI also measures investments, and
research and development to determine possibilities that the company can capitalize on
opportunities in for example clean tech, renewable energy, and health and nutrition. In
this way MSCI does a quantitative assessment on the possibilities that the company can
have positive impact in the future. For the controversy score a company’s whole supply
chain is considered.
Measuring Method
As mentioned earlier MSCI is a risk focused metric which calculates future risks for a
industries key issues. The assessment of these different key issue are made in different
ways for each issue. When it is possible to gather quantitative data, as in carbon emission
example earlier, the analysts uses that to compare companies within a industry. Although
its method includes a qualitative analysis in several steps. Firstly the 37 key issues are
identified by a research team that uses both qualitative and quantitative data to determine
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which key issues to include. Then the industry research teams uses views and opinions to
decide which key issues that are relevant for each industry and also determine the weights
for each of the issues. Lastly, as mentioned earlier, the company analysis is made using
existing data in some cases but regarding some key issues a qualitative assessment is made
to estimate the individual company’s exposure to this issues. All their measurements are
relative to its peers in the same industry.
The controversy score is a qualitative and absolute score based on assessments made by
MSCI analysts. Issues included in this model is seen as binary, meaning that all companies
should follow this no matter what industry it are active in.

Level of Aggregation
MCSI’s final rating is divided in five parts, it is one score for each of the three pillars
between 1 to 10, one aggregated score for each company between 1 to 10, and lastly a
letter rating based on the aggregated score. Each pillar score is based on all key issues
that are linked to that pillar and also is seen as relevant for the given industry.
Controversy score is also a aggregated result of all controversies connected to a company,
and is aggregated to a color-coded systems mentioned above in this chapter. Notable is
that is a company have reported controversies this will effect the final ESG Rating by a
deduction of points relative to how severe the incident was or is.

6.2.2

Sustainalytics ESG Rating

Sustainalytics is an independent provider of ESG and Corporate Governance research and
ratings. One of its services is the ESG Rating, which includes the following aggregated
metrics: ESG Rating, Analyst View, and Controversy Score. All these metrics are applied
at the company level. The ESG Rating is the core of the service and in that metric, the
controversy score is included. But the controversy score is believed to have an intrinsic
value and is, thus, also presented as a separate metric. The analyst view is a complement
to the ESG rating and is a more extensive qualitative analysis of the key material issues
for that specific company. On a more granular level, both the ESG Rating as well as the
Controversy Score is built up by multiple indicators. But, the analysis will be limited to
the ESG Rating and the Controversy Score in the sense that these are metrics, all other
levels of information will be discussed as indicators.
Sustainalytics ESG Rating intends to measure how well companies pro-actively handle
the sustainability issues assessed most material to their business. Sustainability issues
are divided into three pillars, environmental (E), social (S), and governance (G) related
issues. The rating is primarily developed to describe companies’ ability to mitigate ESG
risks. The total score on Sustainalytics ESG Rating is available for free together with
other aggregated results of the analyses such as scores on each pillar and the Controversy
Score. In order to access the more detailed information underlying the metric one have to
buy the service from Sustainalytics.
The analyses are made in-house by employees at Sustainalytics. The analyses follows a
structured methodology but, at the same time allows analysts expertise based on company and sector knowledge to be a critical part of the analyses. The basic structure of
the analysis is represented by a divide of ESG related indicators into categories of: (i)
preparedness (policies, programs, management systems), (ii) disclosures, and (iii) perforPage 52 of 83
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mance (qualitative, quantitative). The analysis is based primarily on data from public
sources, rather than company questionnaires.
The process in which Sustainalytics’ analysts generate the Sustainalytics ESG Rating
is broadly described in documents accessible for free at Sustainalytics home page. To
get the more extensive information one have to be a customer via one of Sustainalytics’
services. When having access to the more extensive information, the analysis process is
fully transparent.

Time Perspective
The ESG Rating metric is focused towards measuring the companies’ ability to handle
future sustainability related risks. That ability is measured as of today, but is specifically
developed to be a predictor for future outcomes. In order to do so, the metric is designed
to capture three dimensions: preparedness, disclosures and performance.
Preparedness is intended to reflect the companies’ commitment to handle ESG risks, i.e.
it is a measurement of a driver rather than an outcome. Indicators within this dimension
are based on analyzes of companies’ policies, programs and systems to manage ESG risks,
which also are driver rather than outcome indicators.
The performance dimension is instead intended to measure the actual effect of the drivers,
i.e what is measured in preparedness. Thus, it consists of outcome indicators. Since
the driver indicators is intended to measure the commitment to handle ESG risks, the
outcome is defined partly in terms of ESG related incidents. But also as outcome in terms
of quantitative indicators relating to specific information that do not have to be a negative
ESG related incident, e.g. GHG emissions that even though it is the outcome of GHG
related policies and routines in the company, it has the extra dimension of also being a
driver for future ESG risks.
Disclosures is the last dimension. Those types of indicators are better explained in terms
of lagging/leading indicators than driver/outcome. Disclosures do not necessarily drive
an outcome, but it does serve as a proxy for the actual driver, the preparedness. Thus, it
is a leading indicators that is intended to be predictive of a future lagging indicator - the
actual outcome of what is measured in that disclosure. The disclosure dimension has the
extra benefit being an indicator of companies’ transparency, which is a hygiene factor in
itself.
These three dimensions are meant to describe the types of indicators used. Thus, all
indicators belong to one of those dimensions precisely as every indicator belongs to either
the Environmental, Social, or Governance dimension. Since the final ESG Rating metric
score is a weighted sum of all indicators, that weighting also have to include a time
perspective. In this case, the weighting within the E, S, and G dimensions is based on
forecasts of future exposure to ESG risks (materiality).
The performance dimension consists as mentioned of both outcome indicators in form of
controversy indicators and outcome/driver indicators in form of for example GHG emissions. The former, controversy indicators, constitutes about 40% of the total ESG Rating
metric (each individual controversy indicator’s weight depend on the assessment made of
that particular issues relevance for that peer-group).
The Controversy metric is focused solely on historical performance as it is calculated from
a subgroup of the dimension performance indicators (controversy indicators - qualitative
performance). But, as addition to the Controversy metric is the Outlook, which is a
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forward looking qualitatively assessed statement by an analyst about the likelihood of
change in the Controversy score within the next 24 months period.
System Border
Sustainalytics ESG Rating metric include measures of companies’ whole value chain, from
choice of suppliers to internal processes to the products/services offered. Indicators for
these different parts of the value chain are not necessarily included in every ESG Rating
score because the assessment of which indicators that are material to the specific peergroup may render that indicators relating to for example the products/services are not a
material sustainability issue for that particular peer-group. This ties together with the
notion that the metric considers indicators that are material from a sustainability risk
perspective - not from a sustainability opportunity perspective.
The Controversy metric is even more focused towards risks. That metric shows the historical controversies as information to the likelihood of future such. Thus, positive aspects
of working with sustainability - that are not in direct relation to controversies when a
company is weaker on the issue - will not be reflected in the score.
Measuring Method
Sustainalytics ESG Rating metric is a quantitative score on an interval scale (1-100).
The structure is based on the idea of balanced scorecards. The metric is of an absolute
character where the end score is the sum of the weighted indicators at lower levels. It is,
however, also presented as a relative score in relation to the assessed company’s assessed
peer group - in terms of a percentile ranking.
Each individual indicator (with the exclusion of qualitative performance indicators) is
relative to a benchmark, with the benchmark being best practice standard related to
that particular issue. The score is then set on an interval scale (1-100) via a qualitative
assessment based on a set of internal criteria
The Controversy metric is based on the controversy indicators that also are a part of the
total ESG Rating metric (as qualitative performance indicators). But where the indicators
are aggregated using a weight matrix for the ESG Rating metric, the Controversy metric
takes the score of the most severe controversy indicator.
Each controversy indicator is assessed qualitatively with the help predefined assessment
criteria and factors. These factors are assessed both in absolute terms and in relation to
the peer group in terms of the nature of the controversy.
Level of Aggregation
The ESG Rating metric is an aggregation of all the indicators considered to be material
for the peer group each company is assessed to belong. This score is also provided as a
score relative to the peer group. These relative scores are further translated into one of
five performance classes: Laggards, Underperformer, Average Performer, Outperformer,
or Leader.
The Controversy metric is not an aggregation of the scores of the controversy indicators
but a highlight of the most severe indicator score. For Sustainalytics ESG Rating as a
single entity there is however no aggregated score. Rather, the ESG Rating metric score
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serves as the primary score and the scores on the other metrics is to be considered as
complementary information.

6.2.3

Morningstar Sustainability Rating

Morningstar, Inc. is a global leading provider of independent investment research. Its
sustainability Rating, the Morningstar Sustainability Rating, is a metric based on Sustainalytics ESG Rating. What Morningstar does is using the information at the company
level provided by Sustainalytics ESG Rating to construct a metric that gives similar information at the fund level. If this would have been done via taking the weighted sum
of each company’s score on Sustainalytics’ ESG Rating, then the new metric would have
the same properties in terms of the time perspective, system borders, and measuring techniques, just with an added aggregation to the fund level. There is, however, additional
adjustments made to calculate the Morningstar Sustainability Rating and these adjustments will be explained in this section. Although, because of that this rating is based
on Sustainalytics and therefore have the same approach to the dimensions system border,
time perspective and measuring method, only the last dimension, level of aggregation, will
be further explained in this section.
The Morningstar Sustainability Rating is a metric that is relative to the fund’s peers. The
metric is based on the obtained score on the metric Portfolio Sustainability, which in turn
consists of two indicators that are aggregations of information provided by Sustainalytics
ESG Rating.
That Portfolio Sustainability is equal to the Portfolio ESG Score subtracted by the Portfolio Controversy Deduction. The Portfolio ESG Score is the weighted sum of the normalized
ESG scores provided by Sustainalytics for each company. The normalization is performed
via a Z-score transformation in equation 6.1:
Zi =

ESGi − µpg
σpg

(6.1)

ESGi = ESG Score of company i
µpg = mean of the ESG scores of the companies in the peer group
σpg = standard deviation of the ESG scores of the companies in the peer group
Where the Zi s is used to create a normalized score between 1 − 100 with mean 50 and 10
values difference indicating one standard deviation from the mean of the peer group, i.e.
ESGN ormi = 50 + 10Zi

(6.2)

The second component to the Portfolio Sustainability metric is the Portfolio Controversy
Deduction. The Portfolio Controversy score is a weighted sum of Sustainalytics’ Controversy score for each company, but with reversed scale. To get a Controversy score the
same requirements as above holds (that 50% of the assets must be covered). That score
is then rescaled by division with a factor of 5:

Portfolio Controversy Deduction = Portfolio Controversy Score/5,
Portfolio Controversy Score =

Σni wi

(6.3)

∗ Controversyi ,

(6.4)

Controversyi = 100 − Sustainalytics Controversyi ,

(6.5)
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Level of Aggregation
The Portfolio Sustainability Scores are then used to assign the funds’ absolute category
ranks as well as percent ranks within their Morningstar Categories. In order for a fund
to get i relative score to its category, the category must contain at least 10 funds with
Portfolio Sustainability scores. A fund’s Morningstar Sustainability Rating is its normally
distributed ordinal score and descriptive rank relative to the fund’s category. In order for
a fund to receive a sustainability rating, its Morningstar Category must have at least 10
funds with portfolio sustainability scores. The rating is a 1-5 scale where the top 10% gets
highest rank.
The Portfolio ESG Score, Portfolio Controversy Score, Pillar scores on each of E, S, and
G as defined by Sustainalytics is also presented at the portfolio level following the same
relative rating system.

6.2.4

Arabesque S-Ray

S-Ray is a data-driven sustainability measurement service provided by the asset management firm Arabesque. S-Ray is mainly used in asset management but individual companies
can also get a deep dive in its own operations that explains why they have gotten its scores,
news monitoring peer group analysis for example. Further the focus is on the application
of this metric within asset management. The information about this method is mainly
gathered from an interview with a representative from Arabesque that works with S-Ray.
S-Ray is, as mentioned, a data-driven sustainability measurement tool that uses big data
and machine learning to help its customers look beneath the individual company’s surface
to enable a better understanding of its value to society. To do this, S-Ray, at company
level, calculates two scores, a Global Compact-score (GC-score) and an ESG-score. These
scores are going to be in-depth analyzed further in this section, but shortly the GC-Score
is based on analysis of the Ten Principles of the UN Global Compact, which is covering
areas regarding human rights, labor rights, environment and anti-corruption. For the ESGscore an analysis is based on the three pillars Environmental, Social and Governance. The
analysis for both scores is made in two ways, for start hundreds of individual metrics
that is identified to affect a company’s sustainability performance is analyzed and graded
together with a news analysis that identifies news signals from over 50000 sources across
15 languages. The search for information and all grading is made by algorithms and are
therefore a quantitative assessment. Once a month the scores calculated by the algorithm
are evaluated and through machine learning it is learning by its mistakes or earlier grading
to be more accurate in the future. Besides this, Arabesque search continuously for new
metrics that could be added to the algorithm, in this way the method is a iterative process
with aim to always improve itself.
Both the GC-score and the ESG-score is accessible for free at their website but to get a
more in-depth access to all metrics that is used and what specific metrics that affects each
companies scores one have to be a paying customer. S-Ray includes listed companies that,
as they express is, have enough information to enable a aggregation on the metrics to a
score, about 7000 companies was included in April 2017.
Time Perspective
S-Ray uses big data and machine learning to combine what sustainability metrics best
correlates with financial performance. The algorithm weights the metric differently each
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month by back tests how the outcome was during last period and then adjust these weights
to be more comprehensive towards financial performance. In this way the aim is to be
more updated on market signals. S-Ray takes policies, earlier handling of controversies
and other both lagging and leading indicators in concern when deciding their score with
the aim to best describe the companies conditions to get higher risk-adjusted return.

System Border
S-Ray includes metrics that are relevant for sustainability performance from the whole
value chain. Regarding the GC-score all industries are evaluated on the same premises
and the main focus is that a company fulfills the Ten Principles of UN Global Compact.
This is principles that mainly focus on companies’ operations and a method that looks
at no breakage against the principles rather than a positive impact towards them. The
ESG-score is calculated on a industry specific level were Arabesque decides, together
with experts on different areas, which of the metrics that are relevant for companies’ in
respective industry to focus on.

Measuring Method
Both the GC-score and the ESG-score is a quantitative score on an interval scale of 1100. Both scores are made with exclusively quantitative method based on big data. The
GC-score is industry agnostic and absolute value which means that companies across all
industries are analyzed on the same premises. Arabesque sees it as a hygiene factor meaning that the ten principles needs to be fulfilled by companies in all industries. Regarding
the ESG-score the final result is calculated using industry specific methods which gives a
relative score compared to each company’s industry. Arabesque takes help from industry
experts and other relevant sources to identify the metrics most relevant for each industry.

Level of Aggregation
S-Rays final rating is a aggregated score in both the GC-score and the ESG-score between
1-100. Paying customers can access the results from all the individual metrics, the calculations to get the aggregated score is also displayed in detail meaning that all individual
metrics effect on the final score is displayed. The measurement also provides a momentum
result that shows the improvement or dis-improvement.

6.2.5

GHG Emissions Metrics

The absolute GHG emissions by a company is the cornerstone in GHG emissions metrics.
Using that data to calculate GHG emission intensity or look at the change over time is
relatively straightforward once the absolute GHG emissions is calculated. Therefore, this
sections will focus on measuring the absolute GHG emissions, and only commenting on
different deployment of that measure. The reason for it being examined in its own, when
there is arguments to be made that there are several other single-issue metrics that are
similar in nature, is the usage of GHG emissions today. Other single-issue metrics are used
at bottom level of sustainability metrics, as drivers or leading indicators that are weighted
together to say something about the future. GHG emissions however, that measure are
presented on its own and thus has a special positions among the single-issues metrics.
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There exists different methods and standards for calculating GHG emissions, the majority
is similar in the regards of the analysis performed in this thesis, but for clarification,
further description will be based on the GHG Protocol. The GHG Protocol has developed
standards for measuring Scope 1, Scope 2, and Scope 3 and is the results of an initiative
by WRI and WBCSD.
The absolute GHG emissions measure tries to measure the GHG emissions by the specific
company over a certain period of time, usually defined as one year. Emissions are classified
according to: (i) scope 1: direct GHG emissions, i.e. from sources that are owned or
controlled by the company, (ii) scope 2: electricity indirect GHG emissions, i.e. from the
generation of purchased electricity consumed by the company, and (iii) scope 3: other
indirect GHG emissions, which includes all other indirect emissions, one example of Scope
3 is the GHG emissions generated by the use of sold products/services. In the standards
defined by the GHG Protocol, Scope 1 and Scope 2 is mandatory to report, but Scope 3
is an optional reporting category. Although it do exist agencies, such as ISS Ethix, that
estimates the scope 3 on sector basis and then uses this to calculate a company’s scope 3.
Time Perspective
Absolute GHG emissions are per definition a backwards looking metric. Although, the
scope 3 approach is measuring how the products sold during the last time period will effect
the climate during its usage period, thus, capturing the future impact of what is known
about the products sold.
System Border
Reliable GHG emissions metrics are today limited to Scope 1 and Scope 2. Meaning
that in many instances, the majority of the GHG emissions will be excluded from such a
measurement since it does not include the emissions from the usage of the products sold
nor from the suppliers and other upstream activities.
Measuring Method
The absolute GHG emission metric is clearly a quantitative measure. With relative areas
of deployment, such as contra peer-groups or to a scientifically set target. There can,
however, be differences in how companies measure, primarily in Scope 1 and Scope 2
depending on how they choose to define the system border of its own company. Even
though the GHG Protocol has standards for how to do define such borders, there is still
room for creative adoptions.

6.2.6

Complementing Metrics

SDG Exposure
The fund management firm this study is done at has a own internal metric to measure a
funds exposure towards the SDGs, all information about this is gathered through internal
documents. The aim for this metric is to analyze a funds holding companies’ exposure
towards products and services that contributes to the world achieving the 17 SDGs. The
method is that each company is analyzed in terms of ’revenue attributable to’, which
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means that the analyst categories the products or services sold to the SDG sub-targets.
To achieve a consistency in the analysis a general mind map of what products or services
that is attributable to each target exists. As final score, the result of the analysis of each
company is weighted with respect to the holding size, and lastly a score showing how many
percent of the revenue that is exposed to the SDGs.
Climetrics Fund Rating
Climetrics was catalyzed and funded by EU’s climate innovation initiative called ClimateKIC. By using data from mainly CDP and ISS-Ethix Climate Solutions, Climetrics provides a fund rating with focus on integrating climate impact into investment decisions.
The rating have output on a 1 to 5 scale, displayed by green leafs, where 5 leafs is the
highest score. The ranking methodology is three-leveled and includes the dimensions,
Asset Manager, Fund Investment Policy and Portfolio Holdings. The first two concerns
the actual decisions taken by the fund managers regarding their climate impact. In the
rating the first two dimensions are weighted 10% respectively 5% and the last, Portfolio
Holdings, have the majority of 85% impact on the output.
Portfolio Holding score is based on two measure in it self, Emissions Intensity and Climate
Management, both with equal impact on the individual company’s score, which later is
aggregated over portfolio to receive a fund rating. The Emissions Intensity is calculated as
GHG emissions per 1$ million revenue which then is ranked relative to all other companies
rated by Climetrics. Emissions Intensity is calculated for each of Scope 1,2 and 3 separately
and then aggregated to get a final score. Notable is that the scope 3 score is a rounded
number to handle the fact of low quality in this metric. Climate Management score is
instead looking at the Climate Change score together with a trust score. The Climate
Change Score is gathered from CDP and assesses the company’s awareness of climate
change issues, management methods and the actions taken on climate change.
Combined with this several other industry-specific aspects are taken into concern, e.g fossil
fuel heavy industries have a score on direct exposure to fossil fuel extraction and some
companies have a score in deforestation if its operations affects this. Funds with more
than 60% of their holdings analyzed by Climetrics are then getting a leaf-rating relative
to all other funds in Climetrics.
2°C Portfolio Test
The 2°Initiative is a research organization that provides 2°scenario analysis within their
science-based target setting. This comes from the agreement between world countries to
stop climate change and to measure it in terms of that the global average temperature
must not increase more than 2°Celsius. The initiative provides, through scenario analysis,
the possibility for asset managers to validate their fund strategy alignment towards the
2°target.
Science Based Target Initiative Validation
Science Based Target Initiative (SBTi) is an initiative founded by CDP, World Resources
Institute (WRI), the World Wide Fund for Nature (WWF), and the UN Global Compact.
Similar to 2°Initiative, SBTi works with the mission that companies should be aligned
with the 2°target from the UN Paris agreement. What SBTi do is that they validate
companies actions towards the 2°target with science based methods. Thus, its metric is a
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binary validation, either you are validated or you are not. If a company is validated then
that means that SBTi have confirmed that the company’s science based targets to lower
their environmental impact is aligned with the 2°target.
Exclusionary Criteria
To reduce the risk of investing in companies with controversial business models it is common for asset management firms to use exclusionary criteria. This means that funds that
uses the criteria are not allowed to invest in the listed business models. For example this
can include tobacco, nuclear weapons, fossil fuel, and pornography. Worth mentioning is
that this does not measure any sustainability instead it works as regulations of the funds
investing universe.
Single-issue Metrics
As opposite to many of the metrics presented in the result chapter it also exist what
we call Single-issue Metrics. This is metrics that measure one specific thing with a absolute number. These metrics exist within environmental, social as well as in financial
sustainability aspects. Example of single issue metrics mentioned in the interviews are
water-use, energy-use, waste generation, women in management, serious injuries and employee turnover. First three considers the environmental impact and the latter three social
aspects. Similar for this type of metrics is that it often is reported by the company itself.
The earlier mentioned GRI have set standards for how companies could report sustainability and this have been widely used by companies around the world. Example of the
environmental metrics is total water withdrawal from source, energy consumption withing or outside the organization and total weight of waste by type and disposal method.
Similar for these metrics is that all three measures a historical value of how the company
have done during last time period. It is also a focus on operations of the company, the
exemption is energy consumption which can be reported for the value chain.
The social aspects could according to GRI be measured in several different ways. The
gender aspect should, for example, be reported in aspects of percentage of new employees,
salary compared to men and average education hours by gender. Employee turnover can
be reported as average time spent as employee and injury metrics is simply number of
injuries categories by gravity. Similar to the environmental aspects this also highlights the
historical perspective rather that predicting the future.
For all these metrics there are a focus on the operation in the company rather than the
whole value chain. This could be described by the water-use metric that states how
much water the company uses in their operation but the usage phase of the manufactured
products is omitted.
MSCI ACWI Sustainability Impact Index
Described earlier the independent research company MSCI did a ESG rating on company
that assessed questions regarding the three pillars. Besides this they have also develop
MSCI ACWI Sustainability Impact Index with the aim to identify companies with at least
50% its revenue from products or services that is aligned with the SDGs. To identify what
products or services to include MSCI have categorized the SDGs in 4 themes, basic needs,
empowerment, climate change, and governance. Under these themes they have a more
detailed description of each theme and what is included there. Important to notice is that
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this index only looks at the pillars Environmental and Social, hence Government are not
included in this analysis. To qualify to the index a company must also pass a number of
exclusionary criteria such as low exposure towards tobacco, alcohol and weapons but also
over a certain level in both MSCI ESG Controversies score (score of 0,1 or 2) and MSCI
ESG Rating (over rating BB).
Sustainalytics SDG Rating
Sustainalytics provides an SDG-alignment score for both companies and portfolios. The
approach is divided in operational alignment and product alignment. Under each part
Sustainalytics analyzes the alignment and misalignment for each company. Operational
alignment is based in ESG preparedness and performance and for misalignment controversial events for the company is analyzed. Product alignment score i set according to
is the products/services are aligned with the SDGs or if it detract from achieving SDGs.
The score i set 1-100 where 50 i neutral alignment, score below 50 is having misalignment
and above 50 have alignment towards the SDGs. Sustainalytics also provides a portfolio score that is based on the weight of each holding. The scores can also be compared
with a selected benchmark for portfolios or a sector-level performance to a benchmark for
companies.

Notes
1

Och egentligen, 2 degrees initiative har ju gjort en analys på våra portföljer, baserat på vår alignment
med de scenarion dem har kastat ut för att uppnå 2 graders målet. Så det är ju faktiskt ett exempel på
att mäta långsiktig impact.
2

Det måttet är ett sånt som redan finns, att de visar på historiskt utfall. Vad vi vill ha är något
liknande angående företagets exponering mot grön teknologi. Något som främst fungerar som en indikator
för framtida utfall snarare än något som blir värderat för sig själv.
3

Men till slut måste ansvaret sluta, jag menar, vid en punkt så finns det inget mer du kan göra

4
SSAB som gör stål står för typ 10% av Sveriges CO2-avtryck. Därför att produktionen av stål släpper
ut mycket CO2, egentligen inte för att dem släpper ut extremt mycket mer än sina konkurrenter. Utgår
man ifrån ett exkluderingsperspektiv främst fokuserat på ett företags negativa effekter så skulle SSAB
värderas lågt gällande hållbarhet med en hög risk på grund av sitt CO2 utsläpp. Men om man räknar
med möjligheterna, den positiva påverkan, så blir hållbarhetscaset kring SSAB mycket mer intressant
då deras stålprodukter är av högsta kvalité i termer av hållbarhet och lättvikt. Och därmed ett bra
substitut för liknande produkter om man tänker på energi effektivitet och därmed ett reducerat CO2 i
det långa perspektivet. Som investerar i ett sånt case så känns hållbarhetscaset väldigt missvisande om
man exkluderar den långsiktiga impact från produkterna. Men samtidigt så måste man ta hänsyn till det
negativa perspektivet och då vill man att företaget ska ha en strategisk plan för hur dem ska minska sitt
CO2 utsläpp från sina processer.
5

Att multidimensionella problem vill folk reducera ned och besvara med en dimension och det är ju en
felaktig lösning på ett problem. Jag menar i en ica maxi så vill ju inte du ha färre matvaror men du vill
ha hjälp i att navigera i butiken och väljer en bra kombination av varor
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Analysis & Discussion
In this chapter, we analyze and discuss the empirical results from our two sub-questions in
relation to our main research question: “How can existing sustainability metrics be used
to measure funds’ sustainability performance?”. We also discuss our results in relation
to previous research and states the limitations of our findings. The key message is: (i)
four main findings from the interviews, labeled; positive impact, future impact, materiality,
less aggregation, and (ii) a proposed framework that will help relate these findings to the
existing sustainability metrics and thus can be used to better deploy metrics today.

7.1

Categorization of Metrics

We have found common themes which we consider to help bring clarity in the use of
existing metrics to describe the sustainability of funds. Thus, we start by using these
themes to divide the examined sustainability metrics into categories that will serve as the
first unit of analysis given the empirical results provided by the interviews.
We have identified six different themes and will consequently present six different categories. These categories are not mutually exclusive, some categories will include metrics
from other categories as well. We argue that this is necessary in order to best explain the
aspect that is intended to be captured with each metric, even though it in some instances
may be a sub-aspect of what another metric intends to measure. The categorization is, on
the other hand, collectively exhaustive in that it covers all relevant aspects of a sustainability measurement. The categorization is summarized in Table 7.1 and each category
will be explained in the following sub-sections.

7.1.1

ESG Metrics

The most prominent theme which is found in several of the most used metrics is the ESG
angle to sustainability. The ESG term is deeply rooted in the finance community and has
served as the dominant sustainability terminology for several years (to substantiate this
statement we refer to earlier research about integration of sustainability in fund management, which all mentions ESG metrics as a dominant factor, see for example Brinson et al.
(1995), Friede et al. (2015), and Hartzmark & Sussman (2018)).
Within the group of ESG metrics, there is a multitude of differences in regards to the
dominant measuring methods and use of indicators in the different stages of the time
perspective. But, in common for these metrics is their system definition, both in terms
of sustainability and the company itself. These common definitions center around the
focus on material non-financial issues for each company from a risk perspective. The
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Table 7.1: Themes in the existing sustainability metrics.
ESG

Controversy

MSCI ESG Rating

MSCI Controversy Score

Sustainalytics ESG Rating

Sustainalytics Controversy Score

Morningstar Sustainability Rating
S-Ray’s ESG Score
SDG

Negative involvement

SDG Exposure

Exclusionary Criteria

MSCI ACWI Sustainable Impact Index

Sustainalytics ’Misalignment’

Sustainalytics SDG Rating

S-Ray’s GC Score

Climate

Single-issue

Climetrics

GHG emissions metrics

2°C Portfolio test

Other

SBTi validation

issues are divided into three dimensions, Environmental, Social, and Governance (whereof
‘ESG’). The issues are material only if they have the possibility to render a negative effect
on the financial value of the company. ESG metrics are often called ‘ratings’ and are
predominantly a composite score based on the scores of each of the three dimensions, E,
S and G. The specific method of how to compose the final rating varies between metrics
and so does the method for calculating the score of each dimension.
ESG metrics are primarily developed for measuring individual companies and the ESG
score for a fund is then simply a weighted aggregation of these individual scores. However, many of the ESG metrics are relating some or all of the underlying indicators in
the score of each individual company to a defined peer group, which makes room for the
question of how appropriate it is to simply sum the weighted scores for each company in
a fund portfolio. Morningstars Sustainability Rating has developed an alternative way of
solving the aggregation of ESG scores, it uses a normalization method to re-calculate each
of the individual ESG scores within a fund, explicitly for handling the potential problem
with aggregating scores based on peer-group related assessments. The Morningstar score’s
underlying information is Sustainalytics ESG Rating and thus not a new method of calculating ESG scores of individual companies but precisely an example for how to aggregate
ESG scores.
Of the reviewed metrics, the following five is ordered into this group: MSCI ESG Rating,
Sustainalytics ESG Rating, S-Ray’s ESG Score, and Morningstars Sustainability Rating.
The next category is a sub-category of ESG metrics in the sense that these metrics is used
as input to the ESG scores. That category is Controversy metrics. The level of importance
of Controversy scores varies between ESG metrics, and the method of implementing them
also varies, from a simple deduction of the final score to a more elaborated composite
structure where the Controversy score is an indicator at the level of E, S, and G, or at
some sub-level within other defined dimensions.
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7.1.2

Controversy Metrics

The controversy theme is as described closely linked to the category of ESG metrics. But,
even though these metrics are an indicator among others in the method of calculating
the ESG score, they have been deemed relevant enough to be presented in their own as
well. Thus, an organization providing an ESG metric often also presents a controversy
score (two out of three among our chosen metric). In common for these metrics is the
system border definition as well as the time perspective approach taken. In terms of how it
relates to sustainability, it do so from the perspective of negative effects the company has
towards sustainability. The system border of the company is the whole value chain of which
the company are deemed by others to have responsibility for, thus, also if product/service
offered by a company give rise to a negative sustainability impact, it will be included in the
score. These metrics are also primarily concerned with past outcomes, they do not look at
leading indicators for what will give rise to a controversy or qualitatively judge policies for if
controversies will happen. They do, however, when a controversy has happened, to various
extent, include other factors in its assessment of that controversy. Examples of aspects
considered when a controversy has happened is drivers and leading indicators regarding
how the company has handled the controversy. The Controversy metrics are absolute in
their nature since they measure the number of times a controversy has happened, but they
are also relative and qualitative to various degrees when categorizing and measuring the
negative effects of a specific controversy.
Of the reviewed metrics, the following two is ordered into this group: MSCI Controversy
Score and Sustainalytics Controversy Score.

7.1.3

SDG Metrics

This theme is constructed differently than the other. Here, we only had one metric that
was mentioned by our interviewees, but simultaneously it was a theme discussed in-depth
by several of the interviewees even though they did not explicitly mention more than
one such metric. Thus, we reviewed sustainability information and rating organizations’
offerings to find more metrics as complement within this theme. We found two that are
provided by the same organizations that the ESG metrics we have examined are provided
by, we also found one that still is in development and several other rating organizations
and other information providers that are producing content within the theme.
The common thread between SDG metrics is their approach to the system border of
sustainability. These metrics intends to measure, in various ways, the alignment of a
companies businesses (in two cases the focus is on the actual offerings of the company and
the third is concerning also the operations) with the SDGs. Here, it is a clear purpose of
measuring the positive contribution a company has towards increasing the likelihood of
reaching a sustainable development. In terms of time perspective, there is a focus on what
is produced today and how that aligns with the SDGs rather than trying to find leading
indicators or drivers for future alignment with the SDGs. The measuring methods varies
between metrics, but in common is that they are absolute in their nature, i.e. the score is
set in relation to alignment to the SDGs, not the relative alignment within the company’s
peer-group.
Of the reviewed metrics, the following three is ordered into this , MSCI ACWI Sustainable Impact Index, Sustainalytics SDG Rating, and the SDG Exposure metric at the
interviewees firm.
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7.1.4

Negative Involvement Metrics

The theme negative involvement is alluding to the group of metrics which was labeled as
exclusionary criteria in our empirical results section, sub-section 6.2. This group of metrics
share its simple construction, either a company is sustainable enough to be considered or it
is not. Thus, these metrics are binary and absolute (in some cases one can use exclusionary
criteria to limit the investment universe to only the X best companies within a sector or
similar - but that kind of exclusionary criteria is not included in this discussion). Primarily,
these metrics are concerning the products/services (practically, products) offered and will
decide on not invest-able in the extreme cases of products that contradicts a sustainable
development, like nuclear weapons and fossil fuel extraction. In the time perspective
dimension, these types of metrics only refers to what the company is involved with as of
today. No consideration is taken with regards to future transitions of business area.
An emerging sub-group of negative involvement metrics that also can be used as exclusionary criteria is the metrics measuring the misalignment with basic sustainability issues.
In our case, these are represented by Arabesque S-Ray’s GC Score which measure the
alignment with the ten basic principles from Global Compact and Sustainalytics ’Misalignment’ which measure the misalignment with the SDGs. These metrics extend the
possibility of excluding companies that have a direct negative impact on the society, and
they do it in an absolute way - it is not in terms of whether the issues are material or not
(even though there is reason to believe that such issues will be).
Of the reviewed metrics, the following three is ordered into this group: Exclusionary
criteria, Sustainalytics ‘Misalignment’, and Arabesque S-Ray’s GC score.

7.1.5

Climate Metrics

This theme is highlighting the metrics that is focused on climate and the environmental
dimension within sustainability. The reason for why environment is identified as an own
theme and not social and governance is because of sustainability metrics within environment have come further in its development. The three climate metrics mentioned in this
thesis, Climetrics, 2°C Portfolio test, and SBTi validation, differs from each other when
it comes to methodology but all have a strict focus on the environment. SBTi validation
is the science based target initiative that validates a company’s targets for reducing GHG
emissions in relation to UNs Paris Agreement’s 2 degree target while Climetrics looks at
primarily GHG Emission and Climate Management. Although, similar within this theme
is a strong focus on the GHG emission, and also in the management around it, which
is to be seen as the key parameter when it comes to the environmental dimension. One
interesting thing with this theme is the time perspective. SBTi is clearly looking at future
performance and if a companies plan for this is aligned with the 2 degree target. On the
other hand, Climetrics have a focus on GHG emissions during past period but also on management regarding how prepared the company is to handle climate transition and issues.
Here we can see a clear proof on how this theme have come further in its development,
they have both absolute and relative numbers on how to measure future performance on
a more precise level than the other themes.
Of the reviewed metrics, the following three is ordered into this group: Climetrics, SBTi
validation, and 2°C Portfolio test.
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7.1.6

Single-issue Metrics

This theme is in one way similar to Climate metrics explained above. Although, the singleissue metrics covers all dimensions of sustainability and therefore we want to highlight this
theme in itself. Common for all single-issue metrics, as the name implies, is the focus on
one specific issue within one of the dimensions. The leading metrics within this theme is
the GHG emissions explained in section 6.2.5.
The focus have historically been on measuring negative impact such as GHG emissions
and water-use but it is starting to come metrics that is more focused on positive impact.
Example of this is metrics that measures positive impact from the product a company
sell, such as saved water or decreased energy consumption. Another focus that single issue
metrics covers in some aspects is measuring leading indicators such as money invested in
R&D of sustainable technologies.
Of the reviewed metrics, the following X is ordered into this group: GHG emissions metrics,
Water Usage, Waste Produced and Invested money in green technology.

7.2

Positive Impact

The primary takeaway from our interviews is that the potential positive contribution
a company has towards a sustainable development must be reflected in a sustainability
metric. This means that sustainability measurements have to extend the perspective
of primarily looking at sustainability from a risk perspective. Risk and opportunity is
in a sense two sides of the same coin, if describing risk is the negative outcome of an
uncertainty, the opposite would then be opportunity. Thus, decreasing the risk would
increase the opportunity and vice versa. But, as is shown in a study about framing news
as risks or opportunities, there is a change in perception as to how something is presented
(Schuck & De Vreese 2006). In another study about how well risk management of projects
actually manages the opportunities, the findings point towards the risk perspective being
insufficient in managing opportunities (Olsson 2007). The studies point to two aspects
of the difference in risk and opportunity perspectives: (i) the perception and the subsequential behavior, and (ii) the actual systems in place and their ability to identify and
increase opportunities.
In the case of sustainability metrics, this discussion is relating to the use of ESG metrics,
defined in subsection 7.1.1. ESG metrics have a stated risk perspective on sustainability
issues. But these metrics also, in various degrees, incorporate opportunity specific indicators as well in their methods, (best exemplified by MSCI ESG Rating, which is also
described as to take considerations to opportunities). The conceptual difference between
a risk focused indicator versus an opportunity focused indicator can be represented by the
following example. Consider climate change and the related issue of GHG emissions, a
risk focused indicator would measure the amount of GHG emissions associated with the
company’s operations, and potentially also emissions from its products, whereas an opportunity focused indicator would measure the amount of GHG emissions the company’s
products are saving in comparison with some benchmark based on relevant substitutes
for the product. ESG metrics, even though some of them state to include opportunities
as well, tend to primarily be concerned with the former of those two examples. What
some ESG metrics are doing good from the opportunity perspective (again, MSCI ESG
Rating being the primary example), is measuring leading indicators for the possibility of
future positive impact (or, as it still tends to be, the possibility of decreasing negative
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impact) via indicators based on investments in clean-tech and other R&D endeavors with
sustainability relevance.
In summary, the ESG metrics examined in this study does not capture the positive impact
companies have in a sufficient manner. Additionally, even if some of the important aspects
for positive impact certainly is covered in some of the ESG metrics, those aspects will still
be composed with other aspects to form the final scores on E, S, and G and in the end
the ESG score itself, which raises problems if a desired measurement system will display
and measure that aspect separately (a discussion we will circle back to in subsection 7.6).
In the interviews, the SDGs were mentioned as both catalysts and a potential solution
to this new extended perspective. The SDGs also is the common denominator in the
SDG metrics group, defined in subsection 7.1.3, which we argue is the current group of
metrics best suited to fill this expressed demand. The SDG metrics are as explained
focused on the impact a company has on its surroundings and whether this impact is
aligned with what is defined by the SDGs. These metrics thus display only the level of
positive impact (Sustainalytics SDG Rating is a composed metric that also includes the
misalignment with the SDGs). Thus, there is two major benefits with this type of metrics:
(i) companies’ with positive impact can be identified and at the fund level, the funds
exposure to companies with positive impact can be measured (and potentially integrated
in a PMS) and presented to investors, and (ii) positive impact is defined according to a
document signed by the leaders of every country in the United Nations - even though the
method of deciding on alignment or not can vary, the basis is till well defined as opposed
to traditional ESG metrics that have to use their own definitions of what constitutes
sustainability (there is benefits with this approach as well, and the definitions are often
well established with the help of multiple scientists and stakeholders, we will discuss this
further in subsection 7.4).

7.3

Future Impact

Another important aspect that all of the interviewees listed is to consider also future
impact and not only the direct impacts as of today. This aspect demands a more delicate
discussion and analysis since it is easy to get skeptical about considering future happenings
in a metric, especially if the metric in a later stage of the process is intended to be used
within a PMS. But, it is not in any way wrong or impossible to do, and the urgent need
of including this perspective makes us believe it is important to go through how it could
be done.
What is important to consider is that the metric ultimately is to be aggregated at the
fund level, this means that what we want to measure is the sustainability of the weighted
average company of the fund. This is not the same as to say that we want to measure the
sustainability impact the fund’s companies has rendered during the last year (or X last
months/years). That is also one approach to measure the sustainability of a fund, but
not the one discussed in this research (see subsection 3.2.1 for a more elaborate discussion
about our definition). Thus, if we would use the metric (or basket of metrics) we now are
trying to develop in a PMS, it would not be used for tracking the progress in actual impact
from the companies in the funds during the different time periods, rather, it would be used
for tracking the progress of how sustainable the companies in the funds are considered to
be. Therefore, it also follows that the argumentation provided by the interviewees are
valid and important when they say that measuring also future impacts (or rather, leading
indicators/drivers for future impact) is essential when measuring the sustainability of a
company and subsequently the whole fund. This approach also makes the sustainability
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information more valuable in the investment process (the investment process is in its
nature forward looking) and thus something the fund managers will be of genuine interest
of, which is a benefit from a PMS perspective (Kaplan & Norton 1996a).
The future impact still has to be measured in some way though. It cannot simply be
a textual analysis about a company - such information is difficult to aggregated to the
portfolio level and is hard to track differences in over time. The interviewees expressed
skepticism towards using policies and other written documents, that in theory could be
seen as drivers for future impact, to measure the probability of positive future impact.
These opinions were primarily based on negative experiences from existing metrics that
do so. This seemed to be largely to the fact that having a policy drawn up or a management
system for how to handle certain outcomes was not believed to correlate with the actual
future performance. And the fact that smaller companies with less resources often got
lower scores since they often do not focus on formulating and presenting such information
- even if their policies or management systems in fact are very good. Instead, leading
indicators such as investments made in green technology were expressed to be favorable.
Both because those type of indicators were believed to better correlate with outcome and
be easier to measure than a set of documents since it at least has a value (as in the case
of investments in green technology - the investment as part of total R&D expenditures,
or simply the absolute expenditure). Another important aspect is companies in transition
from one core business to another more sustainable one, in such instances, it is important
to cover that aspect and not only get blinded by what is happening today, or last year.
Metrics that cover the future impact is hard to find. There is no group of metrics that
clearly is suitable to cover this aspect on its own, but instead, all groups of metrics could
include also this perspective. As explained briefly in subsection 7.2, some ESG metrics
tend to cover leading indicators and include them in an analysis, however, ESG metrics
in their totality is more geared towards the present outcomes and the present level of
preparedness. SDG metrics on the other hand is even more geared towards today, since
they primarily examines the products/services offered today (and in Sustainalytics case,
the operational alignment as well, but still in terms of today). The solution we see is
the inclusion of more single issue metrics, the majority of these metrics are, however,
not suitable today due to the fact that the majority of for example GRI’s standards are
concerned with what is happening today as well. But, there is some examples of metrics,
at least within the environmental perspective that measure change towards more green
alternatives, such a development in all perspective, maybe also with the SDGs as basis,
would be of great interest.
Another perspective of future impact which is closely aligned with the perspective of
positive impact (discussed in the previous subsection) is the future positive impact of
actions taken today. That is for example the amount of saved GHG emissions a Tesla will
have when sold compared to the average car. This is a part of the positive contribution
from the companies’ products/services and/or operations. In the SDG metrics, these are
measured in terms of if the product/service itself aligns with the SDGs, meaning it does
not measure the specific impact the product will have - an impact that will happen in
the future seen from the perspective of the exchange between company and customer is
happening at time zero. Sustainalytics SDG Rating is constructed somewhat differently,
in their metric the score is not binary for each company but the company is measured on a
scale from 1-100 (100 being completely aligned and 1 completely misaligned), this approach
captures difference in the level of contribution between companies that all have a positive
impact, which is valuable information. That method goes one step closer to actually
measuring the future impact, whereas as previously said, MSCI ASWI SDG Index and
the SDG Exposure metric instead measures if it will be a positive future impact or not.
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What would be of interest here is also more single issue metrics that cover the predicted
future impact of different actions and products/services. The type of metric that aligns
best with that demand is life-cycle-analysis based metrics of products/services, the most
prominent example is GHG Protocols scope 3 emission metric that indeed covers the
expected GHG emissions by a company’s products/service sold during the time period
of interest. But, as discussed previously, there is a shortage of reliable scope 3 data
today. Other than Scope 3 that at least exist as a relatively well defined and accepted
metric, these types of metrics are not present today in the most standardized sustainability
metrics reported by the individual company (GRI standards for example). In ESG metrics
there is a mix of deployment of these methods, MSCI does perform their own life-cycle
analyzes, but at a grouped level rather than for individual cases. The Climate metrics,
described in subsection 7.1.5, is more aligned with these types of measurement. Which
also is what was expressed by the interviewees, that the environmental, and especially
climate, perspective is more developed than the social perspective in terms of measuring
the impact and consequences from actions/products/services.

7.4

Materiality

The third key takeaway from the interviews is that it is important to consider the sustainability impact in relation to both the nature of the business area and the geographical
location of the business. This notion of companies being assessed on relevant sustainability issues is commonly referred to as materiality. The concept of different issues being
material for different companies and for different industries is aligned with the research
done by Searcy (2012) that, in the context of SPMSs, shows how different indicators are
relevant in different cases and how the research so far focus on individual cases. From the
perspective of aggregating to the fund level, the concept of materiality and having different
indicators (or weighting indicators differently) gives rise to some issues in the aggregation
process. The ESG metrics are such a case, where the score of company X in industry A is
not directly comparable to company Y in industry B, only to the extent that both scores
show how the companies is positioned within their industries. This can however be solved
via normalizing each company’s score, like the case with Morningstars Sustainability Rating. SDG metrics on the other hand has a different approach due to the nature of their
construct, those metrics are all in relation to the SDGs and thus the materiality concept
comes into play for each target in the SDGs, either the target is material for what the
company do and the company get a score, or the target is not material for the company
and the target becomes not applicable (or whatever the specific metric characterizes it as).
If the SDG metric would be summarized to a single score, then there could potentially
be problematic in differences in weighting, but, if displaying the results as alignment to
each SDG then it would be no problem, or if expressed as percentage of revenue that is
attributable to one or several of the SDGs (as in the case of the SDG Exposure metric
and MSCI ACWI Sustainable Development Index).

7.5

Less Aggregation

Measuring sustainability as one composite metric is something that has been done via the
use of ESG metrics. Morningstar Sustainability Rating is one such example that is based
on ESG metrics and is presented as one final score for the fund (via a system of one to
five globes). That metric has had a great impact on capital inflows to funds, as discussed
in Ammann et al. (2017), and that sort of approach has also been important in driving
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the integration of sustainability factors into the investment process and the awareness and
likeliness of explaining the sustainability aspect to investors.
There is however a great problem with only measuring sustainability as one aspect. The
score in itself give rise to a lot of ambiguity and the weighting is often hard to comprehend
and even tough the concept of sustainability is relatively easy to grasp in the binary
perspective, setting a score from 1 - 100 is not really intuitive and what does actually that
metric say? Our findings suggest that a sustainability measurement should include several
metrics reflecting different aspects of sustainability. In that sense, our findings comes in
at the side of not having composite metrics if referring back to chapter 2. Important
to note is however that composite metrics will still exist, just not only in the sense of a
final composed metric. Because, metrics that is to be used to reflect certain sustainability
aspects can still be composed if there is a reason to believe it has a higher likelihood of
conveying and explaining reality.
This discussion also compares with the findings of Figge et al. (2002) where they say that
once the inclusion of the sustainability in the original PMS is done, it can be a good idea
to derive a specific sustainability scorecard, in order to better differentiate and organize
the sustainability dimensions. This derived sustainability scorecard is essentially what is
preferable as an alternative to only one metric of sustainability. The question then is how
this scorecard should be designed to cover the relevant aspects of sustainability of funds.
This question is in part answered in the previous discussions in terms of what the key
takeaways are of what should be included in a sustainability perspective.
The use of less aggregated metrics is not only beneficial from an internal perspective, but
also serves a purpose of informing the investors of the sustainability aspects of each fund.
As one of the interviewees so eloquently put it: “I mean, at ICA MAXI, the customer do
not want fewer items to choose from, the customer wants more choices but better help
navigating through the store and picking good combinations of items”.

7.6

An Attempt to Synthesize

Given the analyzes and discussions above centered around our five key findings in the
interviews and how they relate to the existing categories of metrics, we have developed a
framework for how to understand sustainability measurement of funds and how this relate
to existing sustainability metrics. The framework consists of six different blocks, which
are mutually exclusive and collectively exhausting in terms of explaining the sustainability
of a company and in consequence a fund. These blocks will be described in terms of the
findings of this study and for each block, the categories of existing metrics will be mapped.
However, the categories of existing metrics may be included in several blocks if they do
cover more than one of the identified aspects. The framework can be seen in Fig. 7.1.
The framework starts in the two dimensions of sustainability impact a company can have:
(i) positive impact (as can be seen in the upper section of the framework), and (ii) negative
impact (thus, can be seen in the lower section of the framework). The purpose of this categorization is to establish the basic principles for what a company can do in terms of impact
towards a sustainable development, either the impact will be positive and get us closer
to achieving a sustainable development or it will be negative and decrease our chances
of reaching that goal. This division of impact is something the UN has written about
as well during the introduction of the SDGs (Corporate Author 2015), and these works
substantiate our conclusion that it is an important distinction to make. Relating back to
our framework, this is a differentiator in relation to the system border of sustainability.
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Figure 7.1: Proposed framework for how to understand existing categories of sustainability
metrics.
According to our empirical results, it is important to measure both aspects, but traditional
metrics, such as ESG metrics, Controversy metrics and Negative involvement metrics
are too heavily focused on measuring the negative impacts and companies operations to
properly reflect a holistic picture of a company’s sustainability. This relates to our first key
finding, the need for measuring the positive impact a company can have. Here, the SDG
metrics are favorably positioned to be a valid alternative. They are both standardized in
terms of the definition of what constitutes a sustainable development and they enable the
measurement of a company’s positive contribution via assessing the company’s impact in
relation to the specific targets set up by the SDGs.
The second basic principle in our framework is the division of the company’s value chain
in two separate units: (i) company operations, that is the inputs needed to conduct the
business as well as the company’s internal operations (the left half of the framework), and
(ii) output, that is the company’s product/services (the right half). We have chosen this
division because it represents the most prominent differentiator in the interviews, the one
of what a company produces and how it produces it. This division can be compared to
a condensed version of a company’s value chain and thus, is within the dimension of the
system borders of the company. Both the UN and GHG Protocol have developed more
extensive value chains along the same lines as we have in order to capture what needs to
be explained in relation to their GHG Scopes and SDGs (Corporate Author 2015, GHG
Protocol 2018). This division also serves the purpose of enhancing the understanding of
what positive impact actually means for a company. That a company can contribute both
with for example decent working conditions as well as products that increase sustainability.
In terms of this differentiator there is not as clear of a divide between the groups of
metrics as the case were for positive and negative impact. But, there is a tendency for
ESG metrics to reflect primarily the company operations, and for SDG metrics to rather
reflect the output. There is however overlapping, and one of the examined SDG metrics
explicitly address the company operations as well. The ESG are, as discussed, to a large
extent based on risk-materiality, thus, the extent of the inclusion of the product is based
on what the company does. The same goes for Controversy metrics. Further, we see that
the group of Negative involvement metrics is in the space of measuring the output.
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The last part of our framework is the division of the unit company operations in: (i)
impact, and (ii) transition/preparedness. This step is important in order to include the
concept of future impact, as has been discussed as our second key finding. The idea is
that the impact from a company’s operation can be either direct, as in the case of water
withdrawal (as a negative direct impact), or it can be in terms of the capabilities that is
predictive of future impact, for example investments in green technology will be expected
to have a positive impact in the output category in the future. For the capabilities, we
have chosen two different words for expected positive/negative impact to better reflect
what is measured, and those are: (i) transition, in the context of expected positive future
impact, and (ii) preparedness, in the context of expected negative future impact.
Our key finding future impact is concerned with primarily the category of transition because that, once again, is based on the importance of including the positive future impact.
But, also our third key finding, relating to the materiality aspect of the measurement, is
relevant to understand the importance of this differentiator. The materiality aspect on the
other hand is more important for the category of preparedness as potential opportunities
not can be material in the same way as risk can. Measuring the potential for positive
impact (opportunities) can be done in a standardized way that is not dependent on the
nature of the specific business a company is associated with for the moment. The metrics
best equipped to capture this aspect are single issue metrics, specifically leading indicators
- as they were found to have less bias than single indicators based on more qualitative
drivers, such as policies and other written documents. The level of preparedness for limiting the frequency and the handling of negative impacts on the other hand is important to
be measured according to a materiality perspective. Our findings suggests that this is a
key issue with how metrics are constructed today, that too little importance is put on the
level of preparedness for material risks. Among the existing metrics, it is essentially only
the ESG metrics that cover these aspects, but they on the other hand, as we discussed
earlier, tends to be too focused on assessing policies and management systems rather than
leading indicators. The transition is also to an extent covered by the ESG metrics, but,
as discussed earlier, the ESG metrics are focusing on material risks meaning that they
do not cover the opportunities properly and also thus have problem with measuring the
transition properly.
Covering the majority of these blocks are the categories of single-issue metrics and climate
metrics, which is a single dimension metric and in that sense similar to single-issue metrics.
The challenge with these kinds of metrics is their limited use in explaining sustainability
holistically, they have to be paired with several other single-issue or single-dimension
metrics. But, within a well defined measurement system, these kinds of metrics may
certainly function as valuable complements in areas where other more holistic metrics,
such as ESG and SDG metrics, lacks in information.

7.6.1

Deployment of Metrics

Given our proposed framework and the advantages and disadvantages with the categories
of metrics we have examined, we argue that the following approach to explaining the
sustainability of a fund is one approach that matches the considerations of a major Swedish
fund management firm. The approach and how it relates to the different blocks is visualized
in Fig. 7.2.
We suggest the use of ESG metrics together with Controversy metrics and Negative involvement metrics to reflect the negative impact a company has as well as the internal
capabilities and how they relates to future negative impacts. This approach is in line with
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Figure 7.2: Proposed framework for how to understand existing categories of sustainability
metrics, with the addition of proposed types of categories of metrics to deploy to each
aspect.

the common usage of sustainability metrics today. To further differentiate between the
different metrics within each category of metric is possible, there certainly is differences
among the metrics. This is not primarily what we set out to do, but our research has
rendered a few insights that we still want to share for future research. Controversy and
Negative involvement metrics are more or less the same, exclusionary criteria that is the
negative involvement is often set by the funds themselves and serves primarily as a hygiene factor for the sustainability of a fund. What is of interest in this category is the
S-Ray’s GC Score and Sustainalytics ’Misalignment’ that could serve as a hygiene factor
with higher demands than not only being invested in products such as nuclear weapons, as
it reflects how companies behave in relation to the ten basic principles by Global Compact
and the SDGs respectively. The controversy scores we have examined is not meaningful to
differentiate between further, the importance of a controversy score can also be questioned.
Therefore, we have set the controversy score in parenthesis, that is not needed to explain
the sustainability of a fund in general, but it can bring relevant information if there is type
of business particularly prone to causing controversies, or the opposite, a company with a
disproportionate high controversy score. The third group of metrics, the ESG metrics is
the metric that is most important to explain the company’s position to impact the society negatively. In this category, the greatest discrepancy between the metrics is the one
between S-Ray’s and the other two (MSCI’s and Sustainalytics’). S-Rays’s is more quantitatively focused and gathers information via multiple sources (including printed news)
and thus has the potential to update scores faster as well as present data objectively. We
see potential in the quantitative approach, but future research has to study its efficiency
and effectiveness closer in order to validate its usefulness further.
To reflect the positive impact a company has on the society, we argue for the use of a
SDG metric as the starting point. Two of the SDG metrics we examined is only relating
to the outputs of a company, thus, the positive impact from the company’s operations is
neglected if one were to use any of them. Therefore, there is an argument to make that
Sustainalytics SDG Rating is favorable. But on the other hand, that metric is not as
transparent and clear in how the scores are calculated - so there is also the argument to
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be made that MSCI’s approach as well as the SDG Exposure approach is better to reflect
an accurate picture of the company’s sustainability performance toady. The problem with
Sustainalytics’ approach is that the final score is relative to other companies, it does
not reflect in absolute terms how one single company is contributing to the SDGs. It
does, however, differentiate between contribution, something the other two metrics do
not, as they only measure if there is a contribution or not. And differentiation between
contributions is important - and should be included also if choosing one of the other
two approaches, in those cases, this could be done via complementing single-issue metrics
that quantify the contribution a company has. One example of a SDG Exposure approach
complemented with a single-issue metric is a company that sells solar panels, that company
would probably contribute to SDG 7, increasing the renewable energy part in the global
energy-mix, but one also wants to present a more precise measurement of that contribution,
which could be done via stating how much solar energy its products have produced and
what impact that has had on the local energy mix.
A common problem for the SDG metrics existing today however, is that they do not
measure potential efforts to develop or tweak the business model towards being more sustainable (the transition block). Our suggestion is to use single issue metrics as complement
to describe this aspect as well, and specifically leading indicators, e.g. investments in green
technology. This kind of single issue metrics is primarily covering climate related issues as
of today, but given the trend right now the rise of similar metrics focusing on the social
dimension as well will hopefully emerge within the near future, but until then, that sort
of endeavors would have to be measured at a case by case basis using the best available
methods.

7.7

Limitations

The two major limitations of our study is: (i) our choice of interviewing fund managers and
other decision makers at only one fund management firm, and (ii) our choice of delimiting
the examined existing sustainability metrics to primarily the metrics mentioned by the
interviewees.
The first limitation raises the question of the generalizability of our findings. Can we
know that what is expressed by one of the largest Swedish fund management firms is
representative for the other major firms? Obviously, we cannot know for sure. But,
we have reason to believe the generalizability to be high in the Swedish context. The
fund management firm we conducted our interviews at is not an anomaly in any way in
the Swedish fund management industry, and the company does have collaborations with
other firms, for example via the‘Swedish Investment Fund Association. The independence
of each interviewee also enhances the generalizability since it increases the likelihood of
our findings at one Swedish company to be representative for all Swedish companies the more a company’s employees can perform their work separate from each other, the
less firm specific commonalities it is reasonable to believe their behaviors and thoughts
will have. In this case, the fund managers have a mandate to operate their funds in
an autonomous way and even though the firm has started to integrate the sustainability
aspect more during the recent year, there is still no established approach to exactly how it
should be done that influence the interviewees. Still, there will exist commonalities that
do influence our interviewees to think and act more like each other than decision makers
at other fund management firms, that aspect is not completely eliminated.
The Swedish context also raises the question of the generalizability relating to international
actors. Capital markets indeed is differentiated and have local specialties, but there is a
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common global perspective - each fund do invest globally (unless otherwise stated) and the
inflow of capital may come from international clients as well. Thus, the firms analytical
generalizability is similar and the conditions for why this is relevant is not specific for
Sweden as both UN’s work as well as the quote from the CEO of BlackRock allude to.
With that said, Swedish fund management firms is considered to be in the forefront of
sustainability (together with a couple of other European countries), and thus we argue
that findings in the Swedish context have bearing on how it could be done also in other
countries - it is especially useful for actors in countries where this sort of focus have yet to
materialize, because they have the opportunity to adopt for example SDG based metrics
from the start and make it a natural part of mainstream investments.
In order to further increase the likelihood of our findings to be generalizable, we discussed
our findings in relation to the limited previous research that can be used to substantiate
our findings. However, as mentioned earlier, previous research is more useful in setting the
scene a constructing a framework for our analysis rather than informing and substantiating
our actual research question. But, the research that is possible to relate directly to our
findings do substantiate them, such as for example the research compiled by Searcy (2012)
on specific sustainability indicator designs that shows how the relevant indicators vary
between companies and industries and thus support the concept of materiality being a
key component.
In conclusion, the circumstances substantiate the argument of the differences in opinions
at least not being diametrical between firms. Since this research is descriptive, but with
an exploratory nature due to the newness of the subject, we do not attempt to provide a
conclusive picture of how Swedish fund management firms as an entity thinks regarding
this subject - we provide insights and discussions about how one of the major firm thinks
and analyze how this relates to the existing groups of sustainability metrics.
The second limitation is relevant for the discussion of how collectively exhaustive our
categorization of existing sustainability metrics actually are. We have not examined every
available sustainability metric, we also delimited the analysis of each metric to be more
in-depth in the metrics primarily used by the interviewees and the complementing metrics
examined at a more general level. But, as the common themes in the metrics were as
clear as they were, the metrics in the two key areas, ESG and SDG, were enough for us to
consider those groups of metrics saturated in information. The other groups of metrics did
however display more differences or consists of fewer metrics, thus, we are more cautious to
argue for the excellence in categorizing every complementing metric to the ESG and SDG
metrics. We also want to note that our use of primarily sustainability metrics mentioned
by the interviewees in fact contribute to the likelihood of our findings being socially useful,
as we have ensured that the majority of the metrics we are basing the categorizations on
not only are theoretical phenomenons but actually metrics being used today.
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In this chapter, we provide a summary of our conclusions, the implications, and suggestions for further research. The key message is: (i) positive impact could be measured with
the help of SDG-based metrics, (ii) single issue metrics can be valid complements if they
are transition focused leading indicators, and (iii) the established way of using ESG metrics in combination with Controversy scores and information about Negative involvement
does also reflect an important sustainability aspect - the negative impact - but those metrics
have to be better at assessing materiality and developing peer groups.

8.1

Conclusion

The paradigm shift within asset management is well under its way - sustainability is finally
taking off. How then, should a fund manager measure and present the sustainability of
her fund’s portfolio? how could each company in her portfolio be measured in terms of
sustainability?
Interviews with one of the major Swedish fund management firms and an examination
of existing sustainability metrics that is used in fund management firms today suggests
that it is of the up-most importance to not only present an aggregated ESG score with a
complementing GHG emission rate per $million sales, that is the common approach today.
What also should be presented is the positive contribution each company has towards
achieving a sustainable development. The question should not be: does the company have
any negative impact on our society that may hinder increased returns? but rather, does
the company have any positive impact on our society? In the latter case, metrics based
on UN’s sustainable development goals are best equipped to provide a meaningful answer.
Fund managers as well as investor in general should not only focus on what is happening
just this moment, nor the last year. We know that the current scenario we are living in
has to change in order to achieve a sustainable development, and that includes companies
the furthest back on the sustainability spectrum, they too have to change. Thus, there is
a need to reflect ongoing transitions in a sustainability measurement system as well. In
relation to this, the current regime of metrics is insufficient - what is the most promising
alternative is single issue metrics and climate metrics, specifically the leading indicator
kind, but these primarily target the environmental dimension of sustainability.
But, in the midst of all these new aspects to include, we should not forget about the direct
economical risks associated with having a negative impact on our society. Thus, there is
still a need for ESG metrics that is complemented by controversy scores and exclusionary
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criteria. For these metrics to increase in value however, they must be better at assessing
materiality and constructing relevant peer groups. This, to better reflect the relative
performance a company has.

8.2

Implications

Our findings address the gap in knowledge regarding how existing sustainability metrics
could be used to construct a useful sustainability measurement system, and does so in the
context of sustainability being a mainstream approach rather than a niche phenomenon
relevant for only a handful of funds. In doing so, we expand on the findings by Koellner
et al. (2005), in which they describe the general structure for how a sustainability rating
of funds should be designed, by discussing and formulating a framework for how existing
sustainability metrics can be used to cover the specific aspect of a fund’s portfolio companies’ sustainability. Our framework will enable more in-depth research on the specific
metrics and their design within each aspect.
From the business perspective, our findings give decision makers a tool to better pinpoint
the sustainability of their funds’ portfolio companies and a framework for how they could
present a holistic picture to their investors. This is important in light of capital inflows
being influenced by current sustainability ratings investors not fully understand, which
increases the opportunity and value of explaining and showcasing a more comprehensive
but understandable sustainability performance to investors. It also serves as a first step
towards building a standardized measurement process, which in time can be used as part
of a performance measurement system to better accentuate and incentivize the integration
of sustainability in the investment process.

8.3

Further Research

Our exploratory research has rendered several important questions. Given the increasing
importance of SDG metrics, there is a need to further examine and study both the existing
metrics as well as the foundations for how such metric should be designed. We did find
during our research process, that there is several other rating organization (/advisory
firms) that are about to launch their own SDG based metrics and analyzing tools. Thus,
this sort of research will have more information to be based on than what was available
for us during this research process if done when these are public.
Another key area of study is the correlation between sustainability and returns. Several
studies have examined this subject, but almost exclusively with ESG scores as indicators
for sustainability. Thus, we suggest further research to look into this question using a
more holistic measurement of sustainability, as we have prescribed, instead of only using
the ESG metrics approach.
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