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Abstract:  
 
 

In recent years, Environmental, Social, and Governance (ESG) ratings have 

gained significant prominence in evaluating the sustainability and societal impact of 

investment funds. However, concerns have arisen about the reliability of these ratings 

due to discrepancies among scores from different rating agencies. This study aims to 

comprehensively analyze ESG ratings of impact funds from various entities to assess 

the credibility of these metrics, identify reasons for their divergence, and explore 

implications for investment decisions. The research commences with an extensive 

literature review on ESG ratings, ESG funds, and potential divergences in these ratings. 

Subsequently, a diverse dataset of ESG ratings is utilized, offering a comprehensive view 

of the ratings landscape. Based on the analyses conducted, two hypotheses are 

developed concerning ESG ratings for impact funds. The first correlation analysis 

reveals inadequate agreement among ESG ratings from different agencies, implying 

difficulty in trusting ratings for the same actions. The second analysis examines the 

distribution of these scores, demonstrating that rating agencies favor different ESG 

pillars and exhibit a rater effect on their ratings, leading to varied high ratings for 

different companies across agencies. This finding introduces a new reason for the 

divergence in ESG ratings. 
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INTRODUCTION 
 
 
 

In recent years, environmental, social, and governance (ESG) considerations have 

gained significant traction in the world of finance. Indeed, climate change lies at the core 

of all discussions, demanding a serious response with concerted efforts. The economic 

and financial sector attracts significant capital that can be harnessed to address climate-

related challenges. As Nordhaus (2019) aptly emphasized, climate change is the ultimate 

challenge, necessitating alignment among investors, asset managers, and governments on 

various challenges and solutions. Investors are increasingly recognizing the importance 

of incorporating ESG factors into their investment decisions, not only to generate financial 

returns but also to make a positive impact on society and the environment. As a result, 

the demand for ESG-rated funds, especially those with an explicit impact focus, has 

surged. ESG ratings provide investors with a standardized assessment of a company or 

fund's performance on various environmental, social, and governance metrics. These 

ratings are typically assigned by specialized entities that evaluate companies based on 

publicly available information and proprietary methodologies. However, the reliability 

and consistency of ESG ratings have been subject to scrutiny, particularly in the context 

of impact-focused funds. 

 

The purpose of this master's thesis is to examine the reliability of ESG ratings for 

impact funds and their portfolio’s positions by analyzing the ratings provided by multiple 

entities. Our research question is in line with this and is entitled: “Can ESG ratings still be 

trusted as an assessment of environmental, social and governance behavior? A study of 

the impact fund market.” Specifically, we aim to investigate the correlation between the 

ESG ratings assigned by different entities and explore the distribution patterns of these 

ratings. By doing so, we seek to provide empirical evidence that challenges the prevailing 

assumption of ESG rating reliability and emphasizes the need for a more critical 

evaluation of these ratings. We will also seek to supplement the existing literature on the 

reasons for these discrepancies.  
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To achieve our research objectives, we will begin with a comprehensive review of 

the existing literature on ESG ratings and their relevance to impact investing. This review 

will delve into the theoretical foundations of labels and ratings, ESG funds and their 

differences with impact funds, and the challenges associated with measuring and 

assessing ESG performance. By examining prior studies and scholarly works, we will 

identify the gaps in the literature and highlight the need for further investigation into the 

reliability of ESG ratings for impact funds. Subsequently, we will describe the dataset 

utilized for our analysis, which comprises ESG ratings from multiple entities. The dataset 

will encompass a diverse range of impact funds and their positions, with their ESG ratings, 

allowing us to capture a comprehensive view of the ESG landscape. We will outline the 

criteria used to select the entities included in our study and discuss the rationale behind 

these choices. Additionally, we will provide an overview of the ESG rating metrics 

employed by each entity, highlighting the similarities and differences in their approaches. 

Next, we will present the models used in our analysis, which primarily involve correlation 

analyses between the ESG ratings provided by different entities. These models will enable 

us to examine the degree of correlation between the ratings and assess whether the 

variations in ratings are consistent across entities. Furthermore, we will analyze the 

distribution patterns of the ESG ratings assigned by different entities. This analysis will 

help us understand whether certain entities tend to assign higher or lower ratings 

compared to others and whether any systematic biases exist within the rating process. By 

visualizing and interpreting these distribution patterns, we will elucidate the potential 

shortcomings and limitations of relying solely on ESG ratings for impact fund evaluation. 

A final analysis will attempt to compare the data collected with the new European Union 

standards in terms of transparency for sustainable funds. The Sustainable Finance 

Disclosure Regulation (SFDR), a regulation that aims to foster sustainability in the 

financial sector by establishing transparency and disclosure requirements for sustainable 

financial products. This will enable us to see whether the rating agencies are in line with 

these new European regulations or whether some are going against them. 

 

Ultimately, the findings of this study will contribute to the ongoing discourse 

surrounding ESG ratings and their reliability for impact-focused funds. By examining the 

correlations and distributions of ESG ratings from multiple entities, we seek to challenge 

the assumption of rating consistency and encourage a more nuanced understanding of 
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their limitations. This research has significant implications for investors, fund managers, 

and policymakers, as it sheds light on the complexities of ESG ratings and emphasizes the 

need for comprehensive due diligence in impact fund selection. In summary, through a 

comprehensive review of the literature, detailed data description, and rigorous analysis, 

this study intends to contribute to the advancement of knowledge in the field of ESG 

investing and promote more informed decision-making practices. 

 
 

PART 1: LITERATURE REVIEW  
 
 

Before turning to the heart of this study, i.e., the analysis of the data collected and 

their results, it is important to survey the existing literature in order to define each term 

used, introduce key concepts and study what analyses have already been carried out on 

the subject. To do this, this paper will begin by defining the labelling/rating process, its 

importance, advantages, and limitations. We will then discuss the differences between 

ESG funds and impact funds, defining these terms and their implications. Finally, these 

two parts will be pooled together to analyze the literature on ratings and labels in the ESG 

fund market before moving on to our analysis of the impact fund market. 

 

 

1. Labelling/rating, (a)symmetry of information? 
 
 
 

Labelling and rating are key concepts in the professional investment process. A 

label or a rating helps to balance the imbalance of information between a buyer and a 

seller. These labels or ratings therefore make it possible to obtain information on assets 

that are referred to as trust assets. A trust asset is a product or service for which the 

consumer cannot directly or easily assess the quality before acquiring or using it. (Bonroy 

& Constantatos, 2004) This may be due to various factors such as the complexity of the 

product, the inability to test it before purchase or the presence of hidden or difficult to 

observe aspects. Some examples of trust goods might include products such as medicines, 

cars, complex electronic products, legal or medical services, where the true quality of the 

good cannot be fully assessed by the average consumer prior to purchase or use. (Bonroy 
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& Constantatos, 2004) The purpose of this section is to demonstrate the significance of 

ratings and trust marks within a specific market, specifically impact funds, as investigated 

in this study. Poorly calibrated or inconsistent ratings/rankings can lead to decisions 

being made based on inaccurate information, potentially misleading consumers or 

investors in our case. 

 

Our study focuses on investment funds, making it crucial to obtain information 

regarding the initial ratings of this market. The history of the first labels and ratings given 

to funds dates back to the early days of the asset management and investment industry. 

Over time, investors looked for ways to measure and evaluate the performance and 

quality of funds in order to make informed investment decisions. This has led to the 

emergence of various forms of labels and ratings. One of the first significant developments 

in this area dates back to the early 20th century with the emergence of credit rating 

agencies. These agencies, such as Moody's and Standard & Poor's, began to assess the 

creditworthiness of bond issuers, thereby providing investors with information on credit 

quality. (Megaeva et al., 2021) However, these assessments focused mainly on debt issued 

by governments and companies, and not on investment funds. The development of labels 

and ratings for investment funds themselves began to gain momentum in the 1980s and 

1990s. At that time, more and more individual investors were turning to mutual funds 

and investment funds to diversify their portfolios and invest in financial assets. This 

created a growing demand for tools to assess and compare the performance and risks of 

funds.  Against this backdrop, companies specializing in fund evaluation have emerged. 

For example, Morningstar, founded in 1984, became a major reference in the fund rating 

industry by introducing a star rating system in 1985, awarding funds from one to five 

stars based on their past risk-adjusted performance. (Megaeva et al., 2021) Over time, other 

companies and organizations have also developed their own fund rating and labelling 

systems. Some have focused on specific aspects such as the environmental and social 

sustainability of funds (e.g., ESG labels), while others have adopted a more global 

approach. (Megaeva et al., 2021) 

 

To illustrate the significance of ratings and trust marks in the market, particularly 

within impact funds, it is relevant to examine the analysis conducted by Arjaliès et al. 

(2013) on the role of labelling in the construction of a market, focusing on the case of 
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Socially Responsible Investment (SRI) in the French market. The study aims to investigate 

the various SRI fund labelling projects that emerged on the French market since the early 

2000s. SRI funds are considered trust assets due to the inherent complexity of financial 

products and the diverse range of SRI practices that management companies can 

implement. (Bonroy & Constantatos, 2004) The authors analyze four different labels 

introduced between 2000 and 2010, categorizing them based on horizontal and vertical 

criteria. Horizontal differentiation refers to the use of different attributes to set various 

labels apart, while vertical differentiation involves multiple labels with different levels of 

requirements for the same attribute. According to their findings, competition among 

these labels depends on the means of differentiation. When labels differentiate 

horizontally, multiple ones can coexist and complement each other effectively. However, 

if labels differentiate vertically and set similar levels of requirements, the competition 

becomes destructive. The study draws two important conclusions that explain the lack of 

awareness and effectiveness of these labels in the French market. Firstly, the 

informational attributes highlighted by the labels mainly reflect the perspective of 

management companies rather than that of individual investors who prioritize SRI. This 

misalignment between retail investors' information expectations and the labels' 

informational attributes creates a disconnect. Secondly, banking and insurance networks 

distributing SRI products have not leveraged SRI as a significant competitive 

differentiator. Consequently, they have not actively played a role in promoting the 

distribution of labels to their customers. These insights emphasize the importance of well-

calibrated and informative labeling within the impact funds market, as explored in this 

study. Accurate ratings and trust marks are essential to guide sound decision-making for 

consumers and investors, ensuring transparency and trust in the market. 

 

This initial analysis enables us to see the initial limits and weaknesses of the rating or 

labelling processes. This brings us to the various problems and shortcomings that can 

arise in a market where there is a surplus of labels (Changing Markets Foundation, 2018): 

 

1. Confusion for consumers: When there are a multitude of different labels, 

consumers can be confused about the standards and criteria used by each label. 

This can make it difficult for them to make informed decisions about products on 

the market, as they do not know which labels are reliable and relevant. In the 
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context of our analysis, this can happen when several entities offer different and 

contradictory labels or ratings for the same funds, and the consumer no longer 

knows which one to trust. 

 

2. Lack of uniformity: The existence of many different labels can lead to a lack of 

uniformity in certification standards and criteria. Each label may have its own 

requirements, making it difficult to compare products certified by different labels. 

We will see later in this study that this problem is found with ESG ratings for 

different funds, as each rating entity has its own criteria, measures and scope. This 

can also complicate efforts to harmonize regulations and policies relating to this 

market. 

 

3. Market fragmentation: Too many different labels can lead to market 

fragmentation, as each label may have its own loyal consumer base. This can make 

it difficult for companies to reach a wide audience, as they must choose between 

different labels or obtain several certifications to reach different market segments. 

This fragmentation can also hamper competition and innovation in the sector. 

 

4. Lack of credibility: Where many different labels exist, some may be perceived as 

less credible or less stringent than others. This can lead to a loss of consumer 

confidence in the certification system as a whole, undermining the value of 

legitimate and credible labels.  

 

 Crifo et al. (2020) reaffirmed the findings of Arjaliès et al. (2013) regarding SRI 

labels in the French market. Their study focuses on the conditions that drive the creation 

of new labels in a market, specifically highlighting the increasing number of green trust 

labels. Simultaneously, the authors examine the consequences of this proliferation and 

the excessive information they provide. The study reveals that the growing number of 

labels has a detrimental effect on investor confidence in these labeled products. With a 

multitude of labeling options available, market players tend to gravitate towards the least 

demanding labels to minimize effort. This counterproductive system leads to an 

asymmetry of information that these labels intended to address, ultimately pushing 

investors to seek other products. To address this growing issue, the article's conclusions 
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propose a potential solution involving regulatory intervention. Drawing from examples 

in the French market, the role of the regulator is illustrated through interventions by both 

the French government and the European Union. (Crifo et al., 2020) In summary, the study 

highlights the challenges posed by the proliferation of SRI labels, and it suggests 

regulatory measures as a means to mitigate the adverse effects and enhance investor trust 

and informed decision-making in the market. 

 

 

2. ESG funds or impact funds, what are the differences? 
 
 
 
 After a comprehensive exploration of the concept of labeling, we encounter a 

market where this notion holds great significance, more particularly in the context of 

sustainable investment funds, which have evolved into trust assets. This evolution can be 

traced back to the emergence and growing prominence of sustainable and ethical 

ideologies over the past five decades, compelling various sectors to adapt and stay 

relevant in the changing times. (Megaeva et al., 2021) The financial sector is no exception 

to this transformative wave, and it gave rise to responsible investment. Over the last three 

decades, this investment approach has experienced remarkable growth, expanding from 

a mere $12 billion in 1995 to an astounding $2.5 trillion by 2022. (Morningstar, 2023) 

Throughout this period, numerous types of funds have been created, and for the purpose 

of this study, two of them are particularly relevant: ESG funds and impact funds. Although 

the definitions of ESG funds and impact funds bear similarities, their boundaries are not 

clearly defined at the legal level, and they possess a fundamental distinction. This section 

aims to precisely define these concepts and explore the key differences between them. 

 

 ESG funds, also known as socially responsible investment funds, are funds that 

integrate environmental, social and governance (ESG) criteria into their investment 

process. They seek to generate a positive impact on society. The history of the first ESG 

funds dates back to the 1960s and 1970s, when investors began to take an interest in 

social and environmental issues. At that time, the anti-war, civil rights, women's rights 

and environmental movements gained in importance and led to a growing interest in 

more responsible investment. (Townsend, 2020) In 1967, the Pax World fund in the United 
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States is considered to be one of the first socially responsible investment funds. It was set 

up by two Methodist priests who wanted to exclude investments from the military and 

tobacco industries. The Pax World fund paved the way for other funds to start 

incorporating similar social and environmental criteria into their investment strategies. 

(Townsend, 2020) Over the following decades, interest in socially responsible investment 

continued to grow. In the 1980s, institutional investors began to incorporate ESG criteria 

into their investment policies. For example, the California state employee pension fund, 

CalPERS, was one of the first institutional investors to adopt a responsible investment 

policy. In the 1990s, a number of initiatives were launched to promote socially 

responsible investment on a global scale. For example, the Global Reporting Initiative 

(GRI) was created in 1997 to establish reporting standards on corporate sustainability. In 

2005, the Principles for Responsible Investment (PRI) were launched by the United 

Nations, committing institutional investors to integrating ESG criteria into their 

investment decisions. (Townsend, 2020) Over the last two decades, ESG funds have grown 

exponentially. Investors are increasingly aware of the impact of their investments on 

society and the environment, and numerous studies have shown that sustainable 

investments can generate competitive financial returns over the long term. (Bauer et al., 

2005) On this regard, Hamilton et al. (1993) proposed three hypotheses regarding ESG 

funds: firstly, that they do not add or destroy value in risk-adjusted investments; secondly, 

that they offer lower expected returns; and thirdly, that they yield better expected returns 

on stocks. Building on these hypotheses, Bauer et al. (2005) conducted a study and found 

the following results using various models. First, the study revealed no statistically 

significant difference in performance between ethical funds and conventional funds. 

Secondly, ethical funds were observed to be more growth-oriented and less value-

oriented. They underwent a catching-up phase marked by a learning curve before 

delivering financial returns. Additionally, ethical funds exhibited distinct investment 

styles, making them less exposed to market variability. These findings confirm the 

previous paragraph, indicating that over the long term, there is no significant difference 

in performance between ethical and conventional funds. This insight could serve as a 

persuasive argument for investors seeking to diversify their assets. (Bauer et al., 2005) 

 

 The final point and conclusion of Bauer et al. (2005) hold particular significance as 

it introduces a second study supporting the same findings. Nofsinger and Varma (2014) 
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conducted a paper titled "Socially responsible funds and market crises," aiming to analyze 

the performance differences between socially responsible funds and conventional funds 

during times of crisis, further supporting Bauer et al.'s (2005) observation that "Ethical 

funds exhibit distinct investment styles in comparison to conventional funds and, as a 

result, are less exposed to market variability." In their study, Nofsinger and Varma 

examined over 240 funds across several crises, utilizing three different models, and 

arrived at similar conclusions. While responsible funds slightly underperform 

conventional funds in normal times and in the short term, investors are willing to forgo 

higher returns during favorable market conditions in exchange for lower losses during 

adverse times. This behavior stems from the fact that responsible funds show less 

sensitivity to market fluctuations, performing "less badly" during times of crisis. 

(Nofsinger and Varma, 2014) For instance, a company with strong performance and good 

governance practices is more likely to navigate a crisis successfully. Similarly, a company 

with both impressive financial results and positive social initiatives is less prone to 

encountering problems or scandals that could adversely affect its performance. According 

to Kahneman and Tversky's (1979) research, conventional investors are more impacted 

by substantial losses in their assets than by equivalent gains, leading them to sacrifice part 

of their gains to reduce potential losses. As a result, responsible funds are often valued by 

investors seeking downside protection. This study by Nofsinger and Varma (2014) 

provides further evidence supporting the idea that ethical funds with distinct investment 

styles can offer investors more resilience during market crises, corroborating Bauer et 

al.'s (2005) earlier findings. In the same paper, the authors highlight the distinction in 

performance between two types of funds based on their screening approach, specifically 

positive screening funds (also known as best-in-class) and negative screening funds (also 

known as exclusionary screening). Positive screening funds adopt a selection process that 

identifies companies excelling in specific ESG criteria within their respective sectors. 

These funds prioritize companies with the highest ESG ratings. On the other hand, 

negative screening funds employ an exclusionary approach, eliminating companies 

involved in controversial activities or failing to meet ethical and sustainability criteria. 

Sectors like arms, tobacco, fossil fuels, gambling, and human rights abuses are commonly 

excluded from these funds' portfolios. (Nofsinger & Varma, 2014) During times of crisis, 

both types of funds demonstrate fairly similar performance, outperforming traditional 

funds. However, the key distinction emerges in non-crisis periods, where funds with 
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positive screening tend to outperform those with negative screening. This finding 

highlights the importance of the screening approach in determining fund performance 

during various market conditions. (Nofsinger & Varma, 2014) 

Impact funds, also known as impact investment funds, are investment vehicles that 

differ from ESG funds in that they have a dual objective, i.e. they seek to generate a 

measurable and positive social, governance or environmental impact, in addition to 

generating financial returns. (Barber et al., 2021) These funds are specifically designed to 

finance projects and companies with clearly defined objectives in terms of social and 

environmental benefits.  One of the first notable examples of impact funds was the Calvert 

Social Investment Fund, created in 1982 in the United States. (Bugg-Levine & Goldstein, 

2009) This was an investment fund that sought to promote positive social change by 

investing in companies that met strict criteria in terms of social and environmental 

responsibility. Over the following decades, interest in impact funds continued to grow. In 

the 1990s, initiatives such as social venture capital and development bonds emerged, 

providing more specific ways of financing projects with a high social and environmental 

impact. (Trelstad, 2016) In 2007, investor Antony Bugg-Levine and the Rockefeller 

Foundation popularized the term "impact investing" in an article they co-authored, 

describing investment in companies, organizations, and funds with the intention of 

achieving measurable social and environmental outcomes, in addition to financial 

returns. In 2008, the creation of the Impact Investment Group (GIIN) played an important 

role in promoting impact funds on a global scale. GIIN is a not-for-profit organization that 

works to develop and support the impact investing ecosystem, providing standards, 

research and tools for investors and fund managers. (Bugg-Levine & Goldstein, 2009) Over 

the years, more and more institutional investors, foundations, family offices and high net 

worth individuals have expressed an interest in impact investing, which has contributed 

to the growth of impact funds worldwide. (Bugg-Levine & Emerson, 2011)  

 

But this interest is not the same everywhere and for every type of investor. Barber 

et al. (2021) published a study on impact investing in the Journal of Financial Economics. 

Their aim was to analyze the Willingness-to-pay of investors for impact according to 

several criteria. To do this, they based their analysis on a number of entities involved in 

impact investing. Their process for selecting these entities was the same as the one used 
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for the database of this article and is based on the GIIN definition, which defines impact 

investing as "investments made with the intention to generate positive, measurable social 

and environmental impact alongside a financial return". (Global Impact Investing Network, 

2023) Their analyses revealed several interesting findings: 

 

1. Institutions with the highest WTP for impact are development organizations, 

foundations, financial institutions such as banks and insurance companies and the 

public pension funds. 

2. Investors in Europe, Latin America, and Africa have a higher WTP than investors 

in North America. 

3. Impact funds focused on environmental impact, poverty alleviation, and women or 

minorities show the highest WTP. 

4. Several reasons increase the WTP for impact: having a mission objective, facing 

pressure from political or regulatory institutions. (Barber et al., 2021) 

 

Impact funds are therefore an effective way for many investors to diversify while hoping 

for a financial return. Now that the difference between these two investment vehicles is 

clear, and the concept of impact funds has been clearly defined, it's time to take a look at 

their ratings and the various studies on the subject.  

 

 

3. Are ESG labels and ratings still reliable? 
 
 
 

Now that the definitions and the difference between ESG funds and impact funds 

have been clarified, it's time to focus on the main theme of this study: the presence of 

several ESG labels and ratings on the impact and ESG fund markets. The existing literature 

on the subject includes several studies examining the consequences of the presence of 

these ratings on the ESG fund market, and their differences. Given the recent emergence 

of the impact fund market, it would be interesting to take a closer look at this case and 

carry out the same analyses.  For the ESG fund market, Chatterji et al. (2015) looked at the 

convergence of CSR ratings for certain companies and the implications for investors, 

managers, and researchers.  Through an analysis of 6 different rating agencies, their study 
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concluded that there was a lack of correlation between the different assessments of CSR 

actions. Following these results, they drew two conclusions to explain this phenomenon. 

First, there is a problem of common theorization: "A common theorization refers to an 

agreement across raters on a common definition of CSR". The problem is that not all rating 

agencies rate the same stocks for the same results. (Chatterji et al., 2015) Secondly, a 

commensurability problem is observed: "Commensurability refers to the extent that 

raters get similar answers when they measure the same construct”. (Chatterji et al., 2015) 

The problem is that for the same actions, the agencies do not rate them in the same way 

and obtain different results. Berg et al. (2019) also examined ESG rating discrepancies 

using data from 6 major rating agencies, including Sustainalytics, Refinitiv and MSCI, all 3 

of which are present in this paper’s data. Their main analysis tried to explain these 

divergences by looking at the origins of these discrepancies, and their results were 

explained in 3 different reasons, measurement, scope and weights. Measurement 

contributes for 56% of the divergence and is defined by a situation where ESG ratings are 

based on the same facts and actions but using different indicators. For example, one rating 

agency might judge the percentage of women in a company's management by the 

percentage of women on the board of directors, while a second agency would judge it by 

the percentage of women in senior positions (CEO, COO, etc.) in the company. Scope 

contributes for 38% of the divergence and is defined by a situation where ESG ratings are 

based on different facts and actions. For example, one rating agency might include the 

percentage of women on the board of directors as a positive element in their rating, while 

a second agency would not include it at all. Weights contributes for 6% of the divergence 

and is defined by a situation where ESG ratings are based on the same facts and actions 

but not with the same importance. A final additional reason described in the study is what 

they call a "rater effect", meaning that if a company or fund scores well in one of the E, S 

or G categories, it is more likely to score well in the other categories. This effect could also 

explain up to 15% of the difference between rating agencies. (Berg et al., 2019) In the study 

by Chatterji et al. (2015), the various challenges described here are evident in the 

correlations they observed. The results revealed that a company identified as "socially 

responsible" by one agency was less likely to receive the same recognition from another 

agency, especially when compared to a company not labeled as "socially responsible" by 

the first agency. Many of these correlations displayed negative outcomes, underscoring 
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the lack of consensus and consistency in determining social responsibility among 

different rating agencies.  

 

The analysis conducted in Berg et al. (2019) paper compares various ESG ratings 

to identify correlations or similarities. However, the correlations ranging from 0.38 to 

0.71 reveal that these ratings lack sufficient consistency, leading to significant 

consequences. The main purpose of these agencies is to assess the environmental, social, 

and governance performance of funds, portfolios, and companies. Yet, the discrepancies 

make it challenging to accurately evaluate their ESG performance. This is especially 

concerning considering the billions of dollars invested in socially responsible funds each 

year, often based on their ESG ratings. (Chatterji et al., 2015) For instance, the study by 

Pedersen et al. (2021) explored the strategies employed by investors when creating ESG 

portfolios. Surprisingly, investors intending to construct portfolios with ESG criteria 

sometimes ended up with lower ESG scores, as per rating agencies, compared to 

conventional investors. Such inconsistencies raise several questions, with a major 

concern being the prevalence of Greenwashing. Greenwashing can manifest in various 

ways, such as publishing actions that are not implemented, or using misleading language 

to bypass regulations. Candelon et al. (2021) introduced the term "ESG-washing," 

referring to funds that make unsubstantiated or misleading claims about their ESG 

commitments. Their analysis specifically focuses on funds whose names and descriptions 

do not align with their actual ESG actions and impact. For example, some funds might 

incorporate the word "impact" in their names and descriptions, despite not fulfilling the 

criteria of an impact fund as outlined earlier in the chapter. The inconsistencies 

highlighted by Pedersen et al. (2021) lead to several consequences, including the fact that 

differences in ratings do not incentivize companies to distinguish themselves through 

their ESG efforts, as actions taken are not consistently evaluated across ratings. The 

disparities among ESG ratings also complicate empirical research on the subject, as study 

outcomes can significantly vary depending on the choice of rating agency. (Pedersen et al., 

2021) In regard to this last point, the study conducted by Brandon et al. (2022) brought 

to light a notable finding concerning signatories to the Principles for Responsible 

Investment (PRI) in the USA. Surprisingly, the research revealed that companies and 

investors who had committed to responsible investing through the PRI did not exhibit 

better ESG ratings than those who had not signed the commitment. In fact, in some 
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instances, the ESG ratings were even worse for PRI signatories. This inconsistency raises 

questions about the efficacy and credibility of responsible investing initiatives in the USA. 

Several factors were proposed to explain this unexpected outcome. Firstly, it was 

suggested that US investors might be joining the PRI opportunistically, driven more by 

commercial motives rather than a genuine commitment to responsible investing. This 

opportunistic approach could undermine the true implementation of comprehensive ESG 

practices. Secondly, legal uncertainty within the USA could also play a role in holding back 

PRI signatories from fully embracing and implementing ESG initiatives. Uncertain 

regulatory environments might deter companies from making significant changes to their 

operations, thus limiting the impact of responsible investing commitments. Thirdly, the 

USA experienced the growth of responsible investing somewhat later compared to other 

regions around the world. This delayed adoption might contribute to the lack of 

significant ESG improvements among PRI signatories, as they are still in the early stages 

of integrating responsible practices into their strategies. These various explanations point 

towards a potential presence of Greenwashing practices in the USA, wherein some 

companies may outwardly portray commitment to responsible investing while failing to 

implement substantial ESG actions. However, an additional explanation could also 

account for the observed inconsistencies. The study by Brandon et al. (2022) employed 

the same rating agencies, namely Refinitiv, MSCI, and Sustainalytics, as those used in 

Berg's article and the present analysis. Consequently, this raises concerns about the 

reliability and trustworthiness of these ESG ratings from different agencies. The 

cumulative results presented later in this paper might indicate a broader issue of rating 

discrepancies, potentially affecting the overall credibility of ESG evaluations conducted 

by these agencies. 

 

Greenwashing, as mentioned above, is indeed a global problem, as it discredits the 

efforts of many companies that are making efforts, and thereby provides an incentive to 

diminish those efforts. Indeed, Heeb et al. (2021) explained that investors were willing to 

pay to create a positive impact, i.e. they had a WTP for positive impact but that "this WTP 

is driven by positive emotions regarding making an impact rather than by a calculative 

valuation of impact". This means that investors are willing to pay, regardless of the 

intensity of impact generated. Given the number of ESG ratings cited above, and the 

confusion they cause, this demotivates socially committed companies and enables others 
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to engage in a kind of Greenwashing to attract new investors. There is therefore a great 

need for regulation in this market. (Heeb et al., 2021) 

 

 The ratings diverge, but how do you manage it? For investors, one solution might 

be not to rely on the agencies' ratings but on the indicators, they use, and create their own 

rating. It is also possible to find out about the different ways in which the various agencies 

proceed, and choose the one where the scope, measures and weights suit you best. As far 

as rating agencies are concerned, it is clear that there is a need for transparency in the 

methods used, on the performance definitions of the various ESG pillars and on their 

measurements. (Chatterji et al., 2015) Finally, the introduction of regulators is essential to 

regulate the market. (Berg et al., 2019) They could monitor ESG declarations and 

standardize them so that rating agencies work with the same raw data. Moreover, 

requiring ESG rating agencies to match their data to a common taxonomy would make the 

whole system simpler and more amenable to comparison. 

 

PART 2: DATA 
 
 
 

For any quantitative thesis model, data selection is a crucial step. A set of data that 

is too incomplete or poorly scaled will not allow the researcher to draw representative 

conclusions and results. To answer the research question of this master thesis, it was 

decided to build a new database from scratch. Around thirty impact funds were selected 

and their ESG ratings collected. The portfolio of each of these funds was then analyzed 

and most of their positions were selected to build the database. For each of these selected 

portfolio positions, ESG ratings from four different rating agencies were extracted: ESG 

Ratings from Bloomberg, Sustainalytics, Refinitiv and MSCI. These ratings will form the 

basis for the analysis of this report. In this section, we will detail how the different funds 

were found, then how the different companies or portfolio position for each of these funds 

was selected. Each of the four rating agencies mentioned above will then be presented 

and the various explanations for their ESG ratings detailed.  

 

 



16 
 

 
 

 

1.Data Collection 
 
 
 
 As detailed earlier in this paper, impact funds differ from ESG funds for several 

reasons. The definition used to select the impact funds is the one of Barber et al. (2021) 

in the Journal of Financial Economics, which details "an impact fund must state the dual 

objectives of generating a positive externality in addition to earning financial returns". In 

the same paper, the GIIN, Global Impact Investing Network is mentioned, and their 

definition of an impact fund is similar: "investments made with the intention to generate 

positive, measurable social and environmental impact alongside a financial return." 

(Barber et al., 2021) The fund selection process used in this paper consists of three distinct 

stages, two of them being similar to this last article, to which we added a third stage for 

the purposes of the study. The article by Barber et al. (2021) specifies that the list of funds 

was selected using 4 distinct sources: ImpactBase (whose database is now GIIN), 

Impact50 list in ImpactAssets, ethos funds in Preqin, and MRI Manager Database in 

Cambridge Associates. Given the limited access to these different databases, the funds for 

this study were collected from the GIIN (Global Impact Investing Network, 2023) and 

therefore, a limited list of impact funds were extracted. The second step was to manually 

check the description of each fund to verify two characteristics. The first was compliance 

with the dual agenda as specified above, both in terms of sustainability and financial 

sustainability as set out in the paper. (Barber et al., 2021) The second check concerned the 

financial size of the various funds. For the purpose of this study, it was relevant to analyze 

funds managing a minimum of 25 million euros, although the majority of them were much 

larger. Finally, a last filter of the data was needed. Only the funds with a Morningstar ESG 

rating were retained. (Morningstar, 2023)  

 
After these three different filters, the data is limited to 27 verified and relevant 

impact funds. For the purposes of this analysis, the portfolio positions for each of these 

funds were retrieved on April 30, 2023. All these positions were found on Bloomberg and 

filtered as follows. All the positions recovered were classic equities. We therefore did not 

select any bonds, ETFs, currencies, ... Each company selected had to meet a specific 

criterion: it had to have a rating available from each of the three major rating entities: 

Bloomberg, Sustainalytics (Sustainalytics, 2023) and Refinitiv (Refinitiv, 2023). The MSCI 
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rating (MSCI, 2023) is a complement to the analysis and is rarer, so it was not used as a 

filtering criterion. For the sake of relevance, a check was made to ensure that 65% of each 

portfolio's monetary assets were present in the selected companies. For example, for fund 

X managing 100M EUR, if 20M was allocated to equities with no ESG ratings from one of 

the three rating entities and if 8M was not allocated to equities but to government bonds, 

it would leave 72M allocated to equities with sufficient ESG ratings, which meets our 

criteria and is therefore relevant to our study. 

 
Once these selections have been made, the database contains 27 funds with their 

respective Morningstar ESG ratings. For each of these funds, an average of 30 portfolio 

positions is available with their respective ESG ratings, i.e. 4 Bloomberg ratings (E,S,G & 

ESG), 4 Sustainalytics ratings (E,S,G & ESG), 4 Refinitiv ratings (E,S,G & ESG) and for the 

vast majority of these positions, 2 MSCI ratings (Temperature Alignment and AAA-CCC 

ESG rating). Each of these ratings was manually retrieved from the respective databases 

of the above-mentioned rating agencies. Figure 1 shows each of the funds and their ESG 

ratings, and Figure 2 illustrates the above explanation using full data for one of the funds. 

 

 

[Figure 1. Impact Funds and their Morningstar ESG ratings] 
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[Figure 2. Example of an Impact Fund, its positions and their ESG Rating]
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To illustrate this section on data, here's a brief analysis of the companies most 

present in the portfolios of the various impact funds. It is interesting to see which 

companies are the most represented and therefore the most likely to meet the dual 

objectives of each impact fund, i.e. to provide a financial return while respecting a 

sustainable strategy in terms of environmental, social and governance issues. Figure 3 

shows the positions most present in the 27 funds in the data. As we can observe, many of 

them are in the energy, pharmaceutical and banking sectors.  

 

 
 

 
 

 

Now that the data collection part is over, it's important to take a look at the 

different rating agencies, their roles in the market and their respective ESG ratings. The 

next sections will therefore focus on Bloomberg, Sustainalytics, Refinitiv and MSCI. 

 
 
 

[Figure 3. Most frequent companies in database] 
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2.Bloomberg 
 
 
 

Bloomberg is a global financial information and media company providing a wide 

range of services to financial professionals. Founded by Michael Bloomberg in 1981, it is 

headquartered in New York. The company's main product is the Bloomberg Terminal, a 

computer program that provides real-time financial data, news feeds and analysis to 

financial professionals. Over the years, Bloomberg has expanded its offering to include 

various financial tools, data services, news outlets and media platforms. (Bloomberg 

History: Founding, Timeline, and Milestones - Zippia, 2022) Bloomberg's success can be 

attributed to its commitment to accuracy, reliability and innovation in financial 

information and technology. The company invests heavily in the collection and 

organization of vast amounts of data from many sources around the world, ensuring that 

its users have access to the most up-to-date and comprehensive financial information 

available. (Roush, 2016) Bloomberg provides ratings and environmental, social and 

governance (ESG) data to help investors assess the sustainability and ethical performance 

of companies. Bloomberg's ESG ratings are based on a comprehensive framework that 

evaluates thousands of data points to assess companies across multiple dimensions. 

These dimensions typically include environmental impact, such as carbon emissions and 

resource use; social factors, such as labor practices and community engagement; and 

governance, such as board composition and executive compensation. The E, S and G 

ratings are added together to form the Bloomberg ESG rating. This rating ranges from 0 

to 30 and is read in descending order of risk. 

 
 
 

3.Sustainalytics 
 
 
 

Sustainalytics is a leading provider of environmental, social and governance (ESG) 

research, ratings, and analysis. The company provides ESG data, information, and 

assessments to help investors and organizations make sustainable investment decisions 

and manage ESG risks.  (Sustainalytics, 2023) Sustainalytics' history dates back to 1992, 

when it was founded as Innovest Strategic Value Advisors. In 2009, Innovest merged with 
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another ESG research company, RiskMetrics Group, to form a new company called MSCI 

ESG Research. In 2012, a group of private investors, led by German company Vigeo, 

acquired MSCI's ESG research division and renamed it Sustainalytics. Sustainalytics' 

ratings assess companies on the basis of a wide range of ESG criteria, giving investors an 

idea of a company's sustainability performance and risk exposure.  In 2020, Morningstar, 

a leading investment research and management company, acquired Sustainalytics, 

integrating its ESG research and rating capabilities into Morningstar's range of 

investment solutions. (Sustainalytics, 2023) Sustainalytics' ESG ratings measure 

companies' exposure to industry-specific ESG risks and the extent to which they are 

managing these risks. These risk analyses are multi-dimensional and include analyses of 

business model, financial strength, geography, and incident history. "Sustainalytics 

classifies a company as a part of its comprehensive universe or core universe primarily 

by its market capitalization as well as its inclusion in major global and regional indexes. " 

(Sustainalytics, 2023) The E, S and G ratings are added together to form the Sustainalytics 

ESG rating. This rating ranges from 0 to 50 and is read in ascending order of risk as follows 

in figure 4.  

 

 

[Figure 4. ESG Ratings for Sustainalytics] 

Source: Sustainalytics. (2023). Retrieved February 25, 2023, from 
https://www.sustainalytics.com/corporate-solutions/esg-solutions/esg-risk-ratings 

 
 

4.Refinitiv 
 
 

Refinitiv is a global provider of financial market data, analysis and trading 

solutions. It offers a wide range of services and products to financial institutions, 

investment professionals, corporations, and governments. Refinitiv was created in 

October 2018 when Thomson Reuters, a leading information and media company, sold a 

majority stake in its Financial & Risk division to a consortium led by Blackstone Group LP. 

Blackstone, as a private equity firm, aimed to leverage the expertise and capabilities of 

the Financial & Risk division to create a leading player in the financial data and technology 

https://www.sustainalytics.com/corporate-solutions/esg-solutions/esg-risk-ratings
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sector. In January 2021, LSEG acquired Refinitiv, creating a new company called "LSEG 

Refinitiv". Refinitiv's ESG scores are "a transparent, data-driven assessment of companies' 

relative ESG performance and capacity, integrating and accounting for industry 

materiality and company size biases." (Joshuacogar, 2022) Their ESG score ranges from 0 

to 100 and is read in ascending order of performance. The scores are made up of the 

elements shown in figure 5 below. (Refinitiv, 2023) 

 

 

 

[Figure 5. ESG Ratings for Refinitiv] 

Source: Refinitiv. (2023b, February 15). About us. https://www.refinitiv.com/en/about-us 

 

 

5.MSCI 
 
 
 

MSCI Inc, formerly Morgan Stanley Capital International, is a leading provider of 

investment decision support tools and indices. The company offers a range of services to 

investors, including stock market indices, ESG ratings, risk analysis and portfolio 

management tools. (MSCI, 2023) MSCI was founded in 1969 as an independent research 

division of Morgan Stanley, one of the world's largest investment banks. In 2007, MSCI 

became an independent company through a spin-off from Morgan Stanley. In recent years, 

MSCI has focused on environmental, social and governance (ESG) research and ratings. It 
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has developed ESG ratings to help investors evaluate companies based on their 

sustainability performance and ESG risks. MSCI's ESG ratings have gained in importance 

within the investment community, as ESG considerations become increasingly important 

to investors. (MSCI Constituent History, 2023) There are two different MSCI ESG ratings. 

Firstly, the global ESG rating, which breaks down into 7 labels (AAA, AA, A, BBB, BB, B, 

CCC). This rating is broken down into 3 pillars E, S and G, themselves made up of 10 pillars 

and finally 33 ESG Key Issues, as illustrated in figure 6 below. (MSCI, 2023) 

 

 

[Figure 6. Key Issues of ESG Ratings for MSCI] 

Source: ESG Ratings: MSCI ESG Ratings Key Issue Framework. (n.d.). MSCI. https://www.msci.com/our-
solutions/esg-investing/esg-ratings/esg-ratings-key-issue-framework 

 
 
MSCI's second ESG rating is the MSCI IMPLIED TEMPERATURE RISE, which is designed to 

show the temperature alignment of companies, portfolios and funds with global 

temperature goals. This note is intended to show where companies are headed and where 

more aggressive action is required. It ranges from 1°C to 4°C and its scale is explained in 

figure 7. (MSCI, 2023) 
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[Figure 7. ESG Temperature Ratings for MSCI] 

Source: MSCI. (2023). Retrieved February 25, 2023, from https://www.msci.com/ 

 
 

PART 3: EMPIRICAL ANALYSIS AND DISCUSSION 
 
 
 

Now that the ESG data for all the impact funds is complete, it's time to use it to try 

and answer our main question: "Can ESG ratings still be trusted as an assessment of 

environmental, social and governance behavior? ". To this end, several analyses were 

carried out and are therefore described in this section. This section begins by an 

explanation of the models used. The results obtained are then commented on, and this 

section concludes with a discussion of the results in order to answer the above question. 

 

 

1.Methodology and Results 
 

A. Spearman Correlation 
 
 

Our first analysis attempts to provide a direct answer to the question: “Can ESG ratings 

still be trusted as an assessment of environmental, social and governance behavior?”. 

With the same objective as the articles by Berg et al. (2019) and Chatterji et al. (2015) we 

began by analyzing the correlations between each rating agency. To do this, several 

models were relevant to our analysis. The following table 8 summarizes the different ESG 

rating scales of the rating agencies cited in the "Data" section. 
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[Figure 8. Summary of the scales for our ESG Ratings] 

 
For information, MSCI's AAA-B ratings have been replaced by numerical data ranging 

from 1 to 6, with AAA becoming 1 and B becoming 6 (AAA=1, AA=2, A=3, BBB=4, BB=5, 

B=6). As can be seen, the scores are not on the same scale and are not easily adjustable. It 

was therefore decided not to use the classic Pearson correlation model for this first 

analysis, but rather a Spearman rank model.  Spearman correlation is a statistical measure 

used to assess the relationship between two ordinal variables (or, in some cases, 

continuous variables) based on rank rather than raw data values. Unlike Pearson's 

correlation, which measures the linear correlation between two continuous variables, 

Spearman's correlation is based on data ranks. It assesses whether the ranks of 

observations of one variable are related to the ranks of observations of the other variable. 

To calculate the Spearman correlation, the data are first ranked in ascending or 

descending order, then the ranks are assigned to each observation. Next, the difference 

between the ranks of the two variables is calculated for each observation. The Spearman 

correlation coefficient is obtained by dividing the sum of the squares of these differences 

by the formula appropriate to the sample size. (ULiège, 2020) The exact formula is given 

below : 
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𝑅𝑥  and 𝑅𝑦 are the ranks of the x and y data, N is the data sample size and S is Spearman's 

correlation coefficient. Spearman's correlation coefficient varies between -1 and 1. A 

coefficient of 1 indicates a positive perfect correlation, meaning that the ranks of the two 

variables are perfectly in phase. A coefficient of -1 indicates a negative perfect correlation, 
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meaning that the ranks of the two variables are perfectly opposite. A coefficient of 0 

indicates that there is no linear correlation between the ranks of the variables. (ULiège, 

2020) For the results of this master thesis, a perfect correlation would be equal to 1 for 

the relationships between Bloomberg and Refinitiv (the 2 ratings in ascending order), as 

well as for those between Sustainalytics and the 2 MSCI ratings (the 3 ratings in 

descending order). By definition, all other perfect correlations between these data should 

be equal to -1. Correlations were carried out for each of the 27 funds, and a summary of 

their results can be found below in figure 9. 

 

 

[Figure 9. Min, Max, Average and Median of the correlation for the ESG, E, S & G ratings for  

the 27 Impact funds] 

 

The correlations are surprisingly weak, especially when we look at their averages 

or medians, many correlations show very low results, below 0.2. Many even show 

extremes of opposite sign in the results, such as the ESG Sustainalytics-Refinitiv 

correlation with an average of -0.12 but extremes of 0.4. Secondly, the correlations 
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between Bloomberg and Refinitiv, Refinitiv and MSCI are the highest in terms of mean 

and median but remain quite low at less than (-)0.4.  Thirdly, the correlations between 

Bloomberg's E-ratings and Sustainalytics and between Sustainalytics and Refinitiv are 

positive, while their perfect correlation is -1. The correlations shown above all have their 

own specificity, and we could comment on each of them, but when we look at this table as 

a whole, it's easy to see that the relationships are too weak, non-existent or even inverse, 

and that we can't draw any positive conclusions for the correlation of these data. 

 

 

B. Data Distribution 
 
 
 

The various correlations are rather crude and need to be put into context. To do this, 

an interesting analysis is to observe the distribution of these ratings by the different 

agencies, to see how they rate. This will give out a more global and illustrative view of the 

current situation and enable us to see in which areas these agencies are more generous 

or more severe. 

 
The distributions of these scores could be interesting, but only if the way in which they 

are observed is relevant. For the moment, all the ESG scores are on different scales, and 

in order to analyze them, it is needed to put them on a common base. For ease of reading 

and understanding, it has been chosen to put all the scores on a scale from 0 to 100. To 

achieve this, the min-max normalization method was used. (European U., 2008) The min-

max normalization process involves adjusting the original values of a data set so that they 

all fall within a new specified range, in this case between 0 and 100. The method works as 

follows. Suppose you have a data set with numerical values, first, you need to find the 

minimum (min) and maximum (max) values of this data set. Then, for each value in the 

data set, you apply the min-max normalization formula: 

 

 

𝑉0−100 = 100 ∗
𝑉𝑥−𝑦 − 𝑀𝑖𝑛(𝑉𝑥−𝑦)

𝑀𝑎𝑥(𝑉𝑥−𝑦) − 𝑀𝑖𝑛(𝑉𝑥−𝑦)
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Where 𝑉0−100  represents normalized values on the 0-100 scale. 

And 𝑉𝑥−𝑦  represents basic values on the x-y scale. 

 

Once these data have been normalized, it is time to observe and analyze them. To this end, 

all the data from the 27 funds has been assembled into a database to create the various 

histograms shown below. These now allow us to analyze the distribution of ESG ratings 

and then E, S and G ratings from the 3 major rating agencies in the data, i.e. Bloomberg, 

Sustainalytics and Refinitiv. It is important to note that these were carried out on a single 

data model, in other words, where a company such as Novo Nordisk, which was present 

11 times in the data, is found only once in these histograms. In addition, as Sustainalytics' 

ratings are on the opposite scale to those of the other two rating agencies, its histograms 

have been set on the 100-0 scale for ease of reading. 

 

 

 

 
 

 
 

 
 
 
 
 
 
 

[Figure 10. ESG and E, S, G Histograms for Bloomberg. Analysis of the frequency for each rating from Bloomberg. The color 
difference (blue & orange) has no impact on these histograms and is only there for ease of reading.] 
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These different histograms lead to draw certain conclusions. For the overall ESG rating, 

Bloomberg and Sustainalytics have similar, fairly balanced distributions. Refinitiv, on the 

other hand, seems to give higher ratings in general. For E and S ratings, Bloomberg is the 

[Figure 11. ESG and E, S, G Histograms for Sustainalytics. Analysis of the frequency for each rating from Sustainalytics. The 
color difference (blue & orange) has no impact on these histograms and is only there for ease of reading.] 

[Figure 12. ESG and E, S, G Histograms for Refinitiv. Analysis of the frequency for each rating from Refinitiv. The color 
difference (blue & orange) has no impact on these histograms and is only there for ease of reading.] 
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least generous of the rating agencies. On the other hand, Bloomberg's G rating is 

surprisingly much more generous than the E and S ratings and shows a similar 

distribution to the other two agencies. When we look at these different distributions, we 

quickly realize something: each agency is more generous in one of its ratings, and this is 

different for each of them. Indeed, Bloomberg shows a much better distribution for 

Governance ratings, Sustainalytics for Environmental ratings and Refinitiv for Social 

ratings. This could already be a first clue to explaining the divergence in overall ratings. 

 
 
 

C. SFDR Comparison 
 
 
 

To complete this analysis, we wanted to compare the ratings of the data with a new 

label, the Sustainable Finance Disclosure Regulation (SFDR). SFDR is a European Union 

regulation that aims to foster sustainability in the financial sector by establishing 

transparency and disclosure requirements for sustainable financial products. It came into 

force in March 2021. The SFDR introduces key environmental, social and governance 

(ESG) performance indicators that must be disclosed by asset managers. These indicators 

include measures such as carbon footprint, greenhouse gas emissions, energy 

consumption, social risks and governance practices. (Degroof Petercam, 2023) The SFDR 

provides a classification system for sustainable financial products through harmonized 

labeling. This classification enables investors to better understand the ESG characteristics 

of financial products offered on the market. (EUROSIF, 2023) This classification is 

separated into different articles, the one interesting for this paper are article 6, article 8 

and article 9: 

 
1. Article 6: This article concerns financial products that claim to have a sustainability 

characteristic. It establishes disclosure requirements for financial products that 

pursue a specific sustainability objective. Fund managers must provide detailed 

information on how the sustainability objective is achieved, including the 

investment selection methodology, the ESG key performance indicators used and 

how sustainability criteria are taken into account in investment decisions. 

(European Union, 2017) 
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2. Article 8: This article concerns financial products that promote sustainability 

characteristics, but do not pursue an explicit sustainability objective. It requires 

fund managers to provide information on how sustainability factors are taken into 

account in their investment processes. Managers must disclose how sustainability-

related risks are integrated into their analysis and decision-making, as well as the 

impact of these risks on financial returns. (European Union, 2017) 

 
3. Article 9: This article concerns financial products that have specific sustainability 

characteristics and claim to contribute to environmental or social objectives. In 

particular, it concerns investment funds that focus exclusively on sustainable 

investments, such as renewable energy funds or social inclusion funds. Managers 

of these products must provide detailed information on the sustainable impact of 

their investments, including quantitative and qualitative indicators, as well as 

details of the contribution to the United Nations' Sustainable Development Goals. 

(European Union, 2017) 

 

Each fund is required to follow one of the articles set out by the European Union. The 

European Union is therefore taking a first step towards a solution to the problems 

explained earlier in this paper by introducing a market regulator, as suggested in the 

article by Berg et al. (2019). It could therefore be interesting to compare our ESG scores 

with this regulation. Using annual reports and other published documents, the article 

corresponding to each fund was retrieved. Indeed, funds are required to publish this 

information. Out of the 27 funds, none fall under article 6, 9 fall under article 8 and 

therefore promote sustainability characteristics, but without pursuing an explicit 

sustainability objective, and finally, 19 fall under article 9 and therefore claim to 

contribute to environmental, governance or social objectives. Here are in Figure 13 the 

various comparisons between Article 8 and Article 9 funds in relation to the average 

ratings of the companies in the 27 funds. 

 

 
[Figure 13. Comparison of ESG Ratings between Art.8 Funds VS Art.9 Funds. The best score is highlighted in green. The 

highest scores are the best for Bloomberg and Refinitiv, while the lowest scores are the best for Sustainalytics and MSCI.] 
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The first surprising conclusion is that for 3 of the 4 rating agencies, the overall ESG ratings 

of Article 9 funds do not exceed those of Article 8. This is a real confusion and 

inconsistency that we'll have to try to explain. This means that funds that claim to actively 

pursue environmental, governance or social objectives have lower ESG ratings than funds 

that promote sustainability characteristics, but do not pursue an explicit sustainability 

objective. (European Union, 2017) This is the case for Bloomberg, Refinitiv and MSCI. The 

only bright spot in this analysis is that Sustainalytics' ESG ratings are better for Article 9 

funds. This is confirmed by Morningstar's ratings (as a reminder, Morningstar is a rating 

agency that gives E, S, G and ESG ratings to funds directly, not to their positions. 

Morningstar and Sustainalytics are closely linked, as the latter rating agency belong to 

Morningstar), which offers results very similar to those of Sustainalytics. 

 

 

[Figure 14.Comparison of Morningstar Funds ESG Ratings between Art.8 Funds VS Art.9 Funds The best score is 
highlighted in green.] 

 
The two different results lead to initial trust in Sustainalytics' ratings due to their 

adherence to European Union standards. However, caution should be exercised as the 

analysis is based on limited data, making it a potentially isolated case. For the other 

agencies, we arrive at the same results as our correlations, making it challenging to derive 

positive conclusions from this analysis. The implications of these findings will be further 

discussed in the subsequent section. 

 
 

2.Discussion 
 
 

The utilized data encompassed ESG ratings from four distinct rating agencies, 

portfolio positions of 27 impact funds, and the ESG ratings assigned to the impact funds 

themselves. By employing this data, we conducted several analyses that allowed us to 

draw conclusions regarding the state of ESG ratings within the impact fund market. Prior 

studies examining the ESG fund market, such as those conducted by Berg et al. (2019), 
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Chatterji et al. (2015), Brandon et al. (2022), and others, have also explored similar 

themes, and our findings align with theirs. Our research question, stated at the outset of 

this paper as "Can ESG ratings still be trusted as an assessment of environmental, social 

and governance behavior?", has been thoroughly addressed considering our diverse 

results. Consequently, the reliability of these ratings is now being called into question, 

indicating the need for reforms. In this section, we will elucidate the rationale behind this 

conclusion and propose potential improvements to instill trust in rating agencies and 

their ratings. 

 

The findings of the initial analysis, specifically the average correlation results, 

consistently fall below 0.4, with the majority even lower. The highest correlations 

observed do not surpass 0.7. These outcomes align with the findings of Chatterji et al. 

(2015), where their models similarly exhibited correlations not exceeding 0.65, including 

negative correlations. Our study's results also demonstrate instances of opposing 

correlation signs. This is concerning, as it suggests that a company highly rated by one 

agency is more likely to be among the worst performers rather than the best performers 

according to another agency. Berg et al. (2019) also discovered comparable correlations. 

These figures, as indicated by the results, preclude the drawing of positive conclusions. 

The low correlations substantiate the conclusions reached in the aforementioned studies. 

Consequently, it becomes increasingly challenging to place trust in these rating agencies, 

given the stark disparities in their ratings that fail to accurately represent consistent 

environmental, social, and governance efforts and actions. The reasons for these 

differences are detailed at length in the paper by Berg et al. (2019) and are summarized 

by the fact that the divergences are explained by 3 phenomena. As a reminder, 

Measurement contributes for 56% of the divergence, and is defined by a situation where 

ESG ratings are based on the same facts and actions but using different indicators. Then 

Scope contributes for 38% of the divergence and is defined by a situation where ESG 

scores are based on different facts and actions. And finally, Weights contributes for 6% of 

the divergence, and is defined by a situation where ESG scores are based on the same facts 

and actions but not with the same importance. (Berg et al., 2019) This comprehensive 

analysis already explains most of the reasons for these divergences.  
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The analysis of the rating distributions offers a parallel explanation to the findings 

of the Berg et al. (2019) paper. On one hand, the results reveal that each rating agency 

tends to be more lenient in assessing one of the E (environmental), S (social), or G 

(governance) elements compared to the others. For instance, Bloomberg demonstrates a 

more favorable distribution for Governance ratings, Sustainalytics for Environmental 

ratings, and Refinitiv for Social ratings. On the other hand, Berg et al. (2019) explained the 

existence of a "rater effect," suggesting that companies or funds scoring well in one 

category are more likely to receive favorable ratings in the other categories as well. 

Connecting this two information provides further insights. Since each agency exhibits 

greater ratings in a particular area, a "rater effect" can be established for companies 

excelling in that specific aspect. To illustrate this point, consider the example of 

Bloomberg, which shows a more favorable distribution for Governance ratings. If a 

company demonstrates exceptional performance in this area, Bloomberg is likely to 

assign a highly generous rating. Consequently, the "rater effect" comes into play, 

potentially leading to better social and environmental ratings for the company due to its 

elevated governance rating. Taking this into consideration holistically, as each agency 

emphasizes one of the ESG pillars, they are unlikely to be lenient towards the same 

companies. In other words, Bloomberg will assign higher ratings to companies 

demonstrating superior governance, Sustainalytics will assign higher ratings to 

companies excelling in environmental aspects, and Refinitiv will assign higher ratings to 

companies performing well in social areas. This phenomenon inevitably contributes to 

divergent ratings and could serve as an additional explanation for the observed 

disparities. 

 

The resemblance between our findings and those of the aforementioned papers 

leads us to concur with their conclusions regarding the repercussions of divergent ESG 

ratings. It is evident that these ratings no longer fulfill their primary purpose of effectively 

assessing the environmental, social, and governance performance of funds, portfolios, and 

companies. Moreover, the discrepancies in ratings no longer incentivize companies to 

differentiate themselves in a sustainable manner, as long as their efforts and actions are 

not equally recognized by each agency or investor. Furthermore, such disparities distort 

and complicate empirical research on the subject since the choice of rating agency can 

significantly impact the results of a study. (Pedersen et al., 2021) In summary, the 
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information asymmetry that these ratings aim to address does not diminish but rather 

intensifies. These three distinct issues necessitate greater transparency on the part of 

rating agencies. There is a clear lack of consensus regarding evaluation criteria, 

highlighting the need for clearer standards and guidelines to ensure a more reliable and 

consistent assessment of ESG performance. Additionally, a more holistic and integrated 

approach to evaluating sustainability is required. Instead of solely focusing on specific 

criteria, a comprehensive and nuanced assessment of ESG factors could provide a more 

accurate depiction of a company's sustainability. Implementing these suggestions could 

involve the introduction of a regulatory body, as proposed at the beginning of this study. 

The recently introduced Sustainable Finance Disclosure Regulation (SFDR) by the 

European Union has the potential to fulfill this regulatory role. This regulation aims to 

promote sustainability in the financial sector by establishing transparency and disclosure 

requirements for sustainable financial products. It is important to note that these 

regulations are relatively new, and their accuracy and effectiveness are yet to be fully 

assessed. Analyzing their impact constitutes a separate research endeavor that falls 

outside the scope of this study. However, assuming that these regulations function as a 

regulatory framework, our results indicate the presence of numerous inconsistencies for 

three out of the four rating agencies. Only Sustainalytics demonstrates ratings that align 

with the SFDR regulations and, therefore, appears to provide the most reliable results at 

present.  

 

The various analyses and discussion points cited above lead us to draw the 

following hypotheses, which confirm and complete the various points made in the 

literature review. 

 

• Hypothesis 1: ESG ratings from different rating agencies are not sufficiently 

correlated. This means that ratings for the same actions are too different. These 

ESG ratings are therefore difficult to trust. 

• Hypothesis 2: On the one hand, the various rating agencies each favour different 

ESG pillars and, on the other, they exert a rater effect on their ratings. These two 

assertions lead us to introduce a new reason for the divergence in ESG ratings. 
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CONCLUSION 
 
 

In this master's thesis, we embarked on a comprehensive journey to explore the 

reliability of ESG ratings for impact-focused funds. We began by conducting a thorough 

review of the existing literature on ESG ratings and their relevance to the domain of 

impact investing. This review provided us with valuable insights into the theoretical 

underpinnings of ESG ratings, the methodologies adopted by various rating agencies, and 

the challenges associated with their measurement and assessment. 

 

Having established a strong theoretical foundation, we then proceeded to analyze 

a diverse dataset comprising ESG ratings from multiple entities. Through correlation 

analyses, we tested the first hypothesis that ESG ratings from different agencies are not 

sufficiently correlated. Our findings unequivocally supported this hypothesis, revealing 

that the ratings assigned by various entities for the same actions exhibited substantial 

differences. This lack of consensus and consistency among the ratings highlights the 

complexities and subjectivity inherent in the rating process. As a consequence, it raises 

legitimate concerns about the reliability of ESG ratings for impact funds, suggesting that 

investors should exercise caution when relying solely on these ratings to make their 

investment decisions. Furthermore, our exploration of the distribution patterns of ESG 

ratings led us to the second hypothesis, which postulates that different rating agencies 

have distinct preferences for specific ESG pillars and may engage in a rater effect, meaning 

that each agency assigns higher ratings to different companies. This phenomenon not only 

contributes to the lack of correlation among ratings but also introduces a new dimension 

of concern regarding potential biases and conflicts of interest within the rating industry. 

 
The various points detailed in this dissertation and recalled in this conclusion 

enable us to propose an answer to our research question, "Can ESG ratings still be trusted 

as an assessment of environmental, social and governance behavior? The combined 

support for both hypotheses has significant implications for investors, asset managers, 

and policymakers alike. The notion that ESG ratings from different agencies are not 

sufficiently correlated challenges and contradict the assumption that these ratings 

represent objective and consistent measures of a company's or fund's environmental, 

social, and governance performance. Instead, it underscores the importance of conducting 
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due diligence and scrutinizing the methodologies employed by rating agencies before 

relying on their assessments. Moreover, the identification of distinct preferences and 

potential rater effects among rating agencies necessitates a deeper examination of the 

underlying incentives and motivations governing the rating process. This revelation calls 

for greater transparency and accountability within the rating industry, as well as 

increased awareness among stakeholders about the potential biases and limitations 

associated with ESG ratings. The introduction of regulators in this market is necessary, 

such as the Sustainable Finance Disclosure Regulation (SFDR) by the European Union. The 

effects of this agent have not yet been proven and this opens up many new areas of 

research.  

 
Despite the valuable insights gained from this research, it is important to 

acknowledge certain limitations that could impact the generalizability and applicability 

of our findings. These limitations arise from the nature of the data used, the specific time 

period of data collection, and the dynamic nature of ESG ratings. Firstly, the availability 

and accessibility of ESG data present significant challenges. ESG ratings are not always 

widely and consistently reported by companies. This limited disclosure can lead to data 

gaps and biases in the dataset, potentially affecting the comprehensiveness and accuracy 

of our analysis. Furthermore, the varying quality and reliability of data from different 

sources may introduce noise in our results, despite our efforts to use reputable databases 

and rating agencies. Secondly, this study relies on data collected at a specific moment in 

time. ESG ratings are subject to change as companies and funds continuously update their 

practices and disclosures. As a result, the ratings presented in this study may not reflect 

the most current assessments and could become outdated over time. Therefore, the 

transient nature of ESG ratings raises concerns about the relevance and validity of our 

conclusions in the long term. Thirdly, the dynamic nature of ESG ratings is influenced by 

evolving regulatory frameworks, changing industry norms, and shifting societal 

expectations. As rating agencies refine their methodologies and incorporate new data 

points, the ratings may undergo substantial shifts, rendering the correlations and 

distribution patterns observed in this study subject to change. Thus, our findings should 

be interpreted with caution, considering the potential fluidity of the ESG rating landscape. 

Moreover, the choice of rating agencies and the specific funds analyzed in this study might 

also impact the generalizability of our results. Different rating agencies may use diverse 
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criteria and weightings, leading to varying outcomes in different contexts. Additionally, 

the selection of specific impact funds may not fully represent the entire universe of such 

funds, introducing some degree of selection bias. 

 

Despite these limitations, this study tries to serve as a steppingstone in 

understanding the reliability of ESG ratings for impact-focused funds. Future research can 

build upon our findings by incorporating more extensive datasets, including real-time 

updates, and exploring alternative methodologies to address data limitations and provide 

a more comprehensive analysis. As stated above, this study paves the way for further 

analysis of the Sustainable Finance Disclosure Regulation (SFDR), its legitimacy, its 

regulatory role, and its impact on the ESG ratings market for impact funds and funds in 

general. Finally, future research could look more closely at ratings, rating agencies, and 

their methods in order to realize which parts of these processes can still be trusted and 

how investors can still use these ratings despite their shortcomings presented in this 

thesis. 
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APPENDICES 
 

Appendix 1: Database 
 
 

The database contains 27 funds with their respective Morningstar ESG ratings. For 

each of these funds, an average of 30 portfolio positions is available with their respective 

ESG ratings, i.e. 4 Bloomberg ratings (E,S,G & ESG), 4 Sustainalytics ratings (E,S,G & ESG), 

4 Refinitiv ratings (E,S,G & ESG) and for the vast majority of these positions, 2 MSCI ratings 

(Temperature Alignment and AAA-CCC ESG rating). Each of these ratings is manually 

retrieved from the respective databases of the above-mentioned rating agencies. Figure 1 

shows each of the funds and their ESG ratings, and the other 27 pages each show one of 

the funds, its positions and their ESG ratings. 

 
 

 
[Figure 15. Impact Funds and their Morningstar ESG ratings] 
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Appendix 2: Correlations Results  
 
 

Correlations were carried out for each of the 27 funds, and their results can be 
found below. 

 
 

 


