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Abstract

The number of initiatives and efforts aimed at building a more sustainable future has

greatly increased in recent years. However, what was supposed to be aimed at mitigating the

effects of climate change is actually just an effort by agents to be part of a billion-dollar

market that grows every year. Thus, it is possible to increasingly observe the growth of cases

of greenwashing, leading to a sustainability that is actually symbolic. Bearing in mind that

major societal problems require changes at various levels and systems, this study focuses on

presenting factors that contribute to greenwashing practices and to expand the literature in

this regard based on evidence and concrete examples from the analysis of a database of

European funds that call themselves sustainable. In order to do that, a qualitative analysis is

conducted using the public communication of 182 European funds which promote themselves

as sustainable. After analyzing the results it was possible to identify factors from different

levels that contribute to a misleading communication such as the use of confusing

methodologies of the very tools that should help the investor, methodological differences to

define sustainable investment by the firms, agendas with unrealistic and overly positive

targets, non-standardization of sustainability-related activity reports and lack of auditing.

Keywords: asset management firms; ESG; European financial system; greenwashing;

misleading communication; sustainability; sustainable finance; symbolic sustainability,



Resumo

A quantidade de iniciativas e esforços direcionados a construir um futuro mais

sustentável sofreu um grande aumento nos últimos anos. Entretanto, o que era para ser

voltado à mitigação dos efeitos das mudanças climáticas é, na verdade, apenas um esforço de

agentes para fazer parte de um mercado bilionário que cresce a cada ano. Assim, é possível

cada vez mais observar o crescimento de casos de greenwashing, levando a uma

sustentabilidade que na verdade é simbólica. Tendo em conta que os grandes problemas

sociais requerem mudanças em vários níveis e sistemas, este estudo centra-se na apresentação

de fatores que contribuem para as práticas de greenwashing no sistema financeiro com base

em provas e exemplos concretos da análise de uma base de dados de fundos europeus que se

dizem sustentáveis. Para tal, é realizada uma análise qualitativa utilizando a comunicação

pública de 182 fundos europeus que se auto proclamam sustentáveis. Após análise dos

resultados foi possível identificar factores de diferentes níveis que contribuem para uma

comunicação enganosa, tais como a utilização de metodologias confusas dos próprios

instrumentos que deveriam ajudar o investidor, diferenças metodológicas para definir o

investimento sustentável pelas empresas, agendas com objectivos irrealistas e demasiado

positivos, não padronização dos relatórios de actividade relacionados com a sustentabilidade

e falta de auditoria.

Palavras-chave: asset management; comunicação enganosa; ESG; greenwashing; finanças

sustentáveis; sistema financeiro europeu; sustentabilidade; sustentabilidade simbólica.
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1. Introduction

Finding alternative ways to allocate capital that goes beyond the financial return is not

a recent idea and practice. However due to the growing profitability of being good for the

people and the planet, in other words, sustainable, several firms are performing greenwashing

as a way of being part of a billionaire market. Since the issue of the world's first Climate

Awareness Bond (CAB) in 2017 by the European Investment Bank, the global green bond

market is likely to pass $500 billion during 2021 and surpass the one trillion mark in 2023

(Edie, 2021). Therefore, it is not impressive when G&A Institute announces in its annual

S&P 500 sustainability report (2020) that 90% of the Standard and Poor's (S&P) 500 listed

companies published corporate sustainability reports in 2019.

The problem is that the world's projected warming is 2.7C by 2100 (BBC, 2021) and

society is facing persistent problems due to temperature rise (i.e ongoing environmental

catastrophes). Because the transition to a more sustainable society is also within the context

of investment flows (Migliorelli & Dessertine, 2019), the financial system has a crucial role

in climate mitigation and ease of the transition. Because of that, practicing mere “symbolic

sustainability” does not help and is costly to society (Yu, Van Luu, & Chen, 2020).

Most of the existing literature on greenwashing in the financial system does not bring

a holistic view to the problem nor concrete examples in the European market. In order to fill

these gaps, this study investigates the problem of misleading communication towards

sustainable investments in the European financial system. Using quantitative data on

environmental, social and governance (ESG), I identified funds with the biggest disparity

between the majority of fund holdings and the general sustainability classification given by
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MSCI ESG Fund Rating tool. Then, a qualitative analysis was conducted to bring concrete

examples of greenwashing practices from 20 different European asset managers.

Despite the existence of several meanings to define greenwashing, this study is based

on the meaning given by the European Union (EU) in its guidance of implementation of

Directive 2005/29/EC on unfair commercial practices, by Lyon and Montgomery (2015).

These authors offer a generalistic view of greenwashing, understanding the phenomenon as

any communication that misleads people into adopting overly positive beliefs about an

organization’s environmental performance, practices, or products. In addition, it identifies

misleading communication as when the overly positive claims are sustained by the

impossibility of their verification.

Considering the context explained before, this work aims to present factors that

contribute to greenwashing practices and to expand the literature in this regard based on

evidence and concrete examples from the analysis of a database of European funds that call

themselves sustainable. In order to do that, the work is structured as follows: in the first

section, a review of the literature on sustainable finance is presented bringing the different

stages and types of investment strategies that went through change due to external aspects

and changes in investor's preferences. Then, different takes on greenwashing are explained

based on concepts from different dictionaries, European law and several studies on the field.

Subsequently, it is presented a systemic understanding of the greenwashing drivers in

different levels (external, organizational and individual). In section 4, the methodology used

to identify the European funds to have their communication practices analyzed, and then the

findings are presented in section 5 and section 6 shows the managerial and societal

implications and recommendations. Finally, it concludes (Section 7).
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2. Literature Review

In order to contribute to a holistic and systematic view to climate change mitigation,

the literature review focuses on one sub-system impacting the problem represented by the

financial market and narrows down to the asset management funds roles once they represent

an important stakeholder. To get to this understanding it is necessary to have a closer look at

what it means to be sustainable in the financial system and how it is addressed in different

levels such as the market, institutional and individual level represented by the final client.

2.1 What is perceived as Sustiantainable Finance by the Financial System

According to Levine (2005) the functions of the financial system are directed to

maximize shareholder value by optimizing financial return and risk combination, which in

management studies (Schoenmaker, 2018; Dyllick & Muff, 2016) it is called

business-as-usual. However, this approach leads to misallocation of capital and creates

obstacles to transitioning and moving towards the Green Economy (Macedo, 2015) - defined

by the United Nations Environment Programme (UNEP, 2022) as an economy that improves

human well-being and social equity while significantly reducing environmental risks and

ecological scarcity.

Yet, financial performance was already coexisting with social goals in different forms

such as cooperative and savings financial institutions during the nineteenth century in Europe

(Ayadi, Llewellyn, Schmidt, Arbak & Pieter De Groen, 2010.; Migliorelli, 2018). In 1985,

Friends Provident, an investment house in the United Kingdom, offered a fully ethical

investment fund named the Stewardship fund. By ethical, Friends Provident was referring to

the religious and personal values of the Stewardship Committee members and its first
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investors (SRI Services, 2021). In terms of investment practices, some basic exclusions were

made regarding “sin stocks” like tobacco, alcohol, gambling and adult entertainment

(Alessandrini & Jondeau, 2020). In Table I, Schoenmaker (2018) categorizes the avoidance

of investing in, or lending to, so-called sin companies as Sustainable Finance 1.0.

The real new addition to sustainable finance is the external growing expectations and

constant pressure coming from investors to firms to increase performance on environmental

and social aspects (Aggarwal & Kadyan, 2014; HBR, 2019). Being sustainable went from a

competitive advantage to market default and proved to be a profitable adaptation. Global

assets that consider environmental, social and global assets are expected to exceed $53

trillion by 2025 (Bloomberg, 2021). In order to be part of the market, the firms which were

adopting the business-as-usual or finance-as-usual approach developed their strategies in

different ways as presented by Schoenmaker (2018) on Table I.

Table I

Different approaches to Sustainable Finance

Sustainable

Finance

Typology

Value

Created

Ranking of

Factors

Optimisation Horizon

Finance-as-usual Shareholder

value

F Max F Short term

Sustainable

Finance 1.0

Refined

shareholder

value

F » S and E Max F subject

to S and E

Short term
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Sustainable

Finance 2.0

Stakeholder

value (triple

bottom line)

I = F+S+E Optimize I Medium term

Sustainable

Finance 3.0

Common

good value

S and E > F Optimize S and

E subject to F

Long term

Note. F = Financial Value; S = Social Impact; E = Environmental Impact; I = Integrated

Value. At Sustainable Finance 1.0, the maximization of F is subject to minor S and E

constraints. Source: Schoenmaker, D. (2018). A framework for sustainable finance.

While adopting a Finance-as-usual approach, the investment horizon is focused on the

short term and financial value is the final goal, Finance 1.0 also is focused on the financial

value but considers social and environmental aspects of the investments. Endorsing Finance

2.0, the firm is looking at investments in the medium term and it aims to create stakeholder

value. In order to create greater business value, a triple bottom line framework is adopted in a

way it considers the social, environmental and financial aspects of an investment as equally

important in order to create business value (Alhaddi, 2015). The last observed transition was

named by Schoenmaker (2018) as Sustainable Finance 3.0, where firms are performing

focusing on the long term. In this case, social and environmental aspects play a bigger part in

the investment decision.

However, most of this transition and new ways of doing finance seems to be

symbolic. Although small changes are being put into place and the number of promises

coming from business leaders rose in the last years, more needs to happen – with urgent

action and at scale (EY, 2021). Most of the money circulating in the form of investment and



17

financing continues to irrigate a polluting and non-renewable natural resource intensive

economy (UNEP, 2019) and it is not showing valuable signs of change. One possible

explanation for such disparity is the phenomenon of greenwashing.

2.2 What is greenwashing

The term “greenwashing” is currently used to refer to organizations' misleading

environmental claims that make people believe they are doing something to protect the

environment when in reality, it is a matter of cost saving and market opportunity (Idowu,

2013). For this study, the meaning of environmental claims is the one defined by European

Union (2005) in its guidance of implementation of Directive 2005/29/EC on unfair

commercial practices:

The expressions "environmental claims" or "green claims'' refer to the practice

of suggesting or otherwise creating the impression (in the context of a commercial

communication, marketing or advertising) that a product or a service, is

environmentally friendly (i.e. it has a positive impact on the environment) or is less

damaging to the environment than competing goods or services.

When analyzed in several dictionaries, the definition also puts the misleading

communication regarding environmental practices in the center of the discussion. Cambridge

Dictionary (2021) identifies greenwash as “behavior or activities that make people believe1

that a company is doing more to protect the environment than it really is”. At the same time,

the Oxford English Dictionary (2022) defines greenwash as the “the creation or propagation2

of an unfounded or misleading environmentalist image”.

2 Greenwashing. (2022). In Oxford English Dictionary. Retrieved from:
https://www.oed.com/viewdictionaryentry/Entry/249122;jsessionid=488D75F399FCA56C8F4A233686E3607D

1 Greenwashing. (2021). In Cambridge Dictionary. Retrieved from:
https://dictionary.cambridge.org/dictionary/english/greenwashing.

https://dictionary.cambridge.org/dictionary/english/behaviour
https://dictionary.cambridge.org/dictionary/english/activity
https://dictionary.cambridge.org/dictionary/english/people
https://dictionary.cambridge.org/dictionary/english/believe
https://dictionary.cambridge.org/dictionary/english/company
https://dictionary.cambridge.org/dictionary/english/protect
https://dictionary.cambridge.org/dictionary/english/environment
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However, one of the most relevant works in the area presented by Lyon and

Montgomery (2015) argues that greenwash is a broader umbrella term that includes an array

of forms of misleading communication and that some definitions go too narrow, missing the

full range and aspects of the gap created between action and what is communicated to the

market. As an example, the study conducted by New Money (2021), attributes responsibility

to fund managers when they use claims to be ‘green’, or ‘sustainable’, or ‘responsible’

without backing up those claims with solid evidence. In another study (Yu, Van Luu, & Chen,

2020), firms practice greenwashing when diclosuring large quantities of ESG data but with

poor ESG performance.

For this specific study and in order to provide a holistic view in this literature review

of how greenwashing is enabled on various levels, sticking to the broad definition given by

the EU (2005) and the authors Lyon and Montgomery (2015). The authors offer the

generalistic view of greenwashing to cover any communication that misleads people into

adopting overly positive beliefs about an organization’s environmental performance,

practices, or products. The EU (2005) then identifies a misleading communication when the

overly positive claims are sustained by the impossibility of their verification. In addition, as

pointed out by Bowen and Aragon-Correa (2014) and Du (2015), greenwashing initiated by

firms may be beneficial to firms but costly to society.

The implications and consequences of greenwash practices are extensive. Unethical

reputation can cause a company its reputation, brand damage, hard cash and reduce its share

price (Watson & Mackay, 2003). As if it was not enough, Furlow (2010) work warns about

the danger of increasing consumer skepticism towards which products actually are beneficial

to the environment. In fact, consumers have been skeptical about sustainable products for a

while. According to the report developed by the European Commission on attitudes of
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Europeans towards green products (2013), just half of the EU citizens generally trust

producers´ claims about their environmental performance (54%). As a consequence, besides

brand damage and bad reputation among consumers, green wash causes a loss of competitive

advantage tied to environmental attributes, since consumers in this situation "discount" the

green claims.

2.3 Drivers of greenwashing

Aiming to extend the existing literature on greenwashing and its different drivers, in

this section a study is presented with the goal of looking at the problems in a systematic way.

Since greenwashing is not one's responsibility, the following section explores it in different

levels and the and the different stakeholders that operate at these levels. Inspired by the

research conducted by Delmas & Burbano (2011), this module explores greenwashing drivers

at the external, organizational and individual level. On the external level, the regulatory

European system will be explored once the literature identifies it as the main driver of

greenwashing after conducting a vast study in the fields of management, strategy and

sociology. As an addition, different aspects of current sustainability initiatives that can serve

as incentives to firms green wash will be presented. On the organizational level, I synthesize

the different investment strategies adopted by firms which, if misused and miscommunicated,

can cause confusion to investors. On the individual level, investor behavior is studied since it

can also potentially incentive firms greenwashing.
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2.3.1 External level. When looking at the external level, the regulatory system is

identified by Delmas & Burbano (2011) as one of the main facilitators of greenwashing

practices. As the object of analysis of this study is European investment funds, the regulatory

environment has the European Commission as its main representative. In this session, two

examples are presented of regulations associated with this entity that contribute mainly to the

lack of clarity about what is understood as sustainable and what is not. Moreover, the lack of

auditing of these modifications by external bodies also contributes to greenwashing.

Other studies complement what is argued by Delmas & Burbano (2011). The

increased number of new regulations and the lack of clarity, the limited punitive

consequences and the lack of audit causes a highly uncertain environment across business

are also factors that sustain the argument of the major role the regulatory environment plays

into contributing to firms greenwashing (Yu, Van Luu & Chen, 2020; Del Giudice &

Rigamonti, 2020). In fact, with new sustainable products available in the market, the number

of regulations related to sustainable finance grew 96% since 2000 and in 2021, the PRI

organization identified 159 new or revised policy instruments so far. On top of that, the

European Union is currently the region with the highest number of policies and interventions.

It is expected that with an increased number of new regulations and modifications, it can be

hard to be compliant and implement changes on time, which can lead to self-made rules and

adaptations coming from firms.

The European Sustainable Finance Disclosure Regulation (SFDR) introduced in 2019

and which was implemented in March 2021 is a good example of how modifications in

regulation, even those that are made to assist the investor, are susceptible to greenwashing.

The EU's SFDR is a regulation designed to make it easier for investors to distinguish and
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compare the various sustainable investment strategies that are already available. By providing

information about to what extent financial products (1) have environmental and/or social

characteristics, (2) invest in sustainability or (3) have sustainable objectives. Due to the

SFDR, this information is now presented in a more standardized way.

Moreover, the EU SFDR regulation requires disclosure of company-specific

information by asset managers and investment advisors regarding how they address two key

considerations: sustainability risks and major negative effects. In addition, the EU's SFDR

aims to help investors choose products by classifying funds into three distinct categories

according to their degree of sustainability. Each category is also required to have binding

investment criteria with specific disclosures. These categories have to be aligned with

Articles 6, 8 and 9 of the EU SFDR, which are summarized in the table I below:

Table II

Financial Products Classifications Linked to Sustainability According to SFDR

SFDR Product

Classification

Linked Strategy

Article 6 Strategies that integrate environmental, social and governance (ESG)

considerations into the process of making an investment decision, or

explain why sustainability risk is not relevant, but do not meet the

complementary criteria of Article 8 or Article 9 strategies.

Article 8 Strategies that promote social and/or environmental features and may

invest in sustainable investments, but whose main objective is not to

invest in sustainability.
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Article 9 Strategies that have a sustainable investment goal.

In the context of adaptation to the new SFDR regulation, which in a way ends up

being an increase in value for the investor because it is a way of increasing transparency and

trust in funds that carry the classifications presented in Table I, reverse effects can already be

observed. In its review of funds in the year 2021, Morningstar (Responsible Investor, 2021)

identified funds that were adopting reclassifications and making upgrades without actually

having made any changes to their investment strategy. In this case, continuing with

business-as-usual strategies and lacking ESG information in the funds' prospectuses.

Since the regulation went into effect in March 2021, Morningstar (2021) data shows

that 1800 funds have been upgraded from Article 6 to Article 8 or 9 by their respective

managers. At the same time that managers have changed their investment strategy, others

indicate that the upgrade was just a formalization of already existent ESG processes and

others made "light touches'' in order to qualify for article 8. The regulation aspect of funds

self-classification becomes an issue as in the results of a survey conducted by the Dutch

financial regulator AFM (Responsible Investor, 2021) there were 46 out of 100 funds that

raised issues to be reviewed at the same time they classified themselves as article 9 funds.

The problem is compounded when the regulation itself is unclear. What is considered

sustainable by the European Commission is still unclear and a matter of debate and

discussion in the EU at the moment. Drafts published in 2021 (European Commission, 2021)

included a list of “green” sectors but it was released that this is an evolving list which will be

continuously updated. In an interview given to China Dialogue (2021), Dr Paul Fisher, fellow

of the Cambridge Institute for Sustainability Leadership and member of the European

Commission’s High-Level Expert Group on the regulation described the new rules as a
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“pretty blunt instrument and not a silver bullet” also a "crude mechanism" when it comes to

promoting green investments.

The European Taxonomy, another regulation which in theory should be key to

promoting a considerable advance in sustainability agendas, is now also questionable. The

EU Taxonomy entered into force on January 1, 2022 and introduces standardized

environmental criteria in the EU which will be integrated into the disclosure obligations set

out in the EU SFDR. This will influence financial products classified as Article 8 or Article 9.

Article 8 products will have to declare whether there are investments made in sustainable

investments and, if so, will have to disclose whether these are investments in activities in line

with the EU Taxonomy. Article 9 products, which by definition have sustainable investment

as an objective, will have to disclose whether these are investments in activities aligned with

the EU Taxonomy. However, recently the Taxonomy became itself a way of greenwashing

becoming institutionalized by firms.

Unfortunately, the European Commission recently included gas and nuclear power in

the taxonomy. Ignoring objections from NGOs, investors, member states, and its own expert

group (FundsPeople, 2022; Reclaiming Finance, 2022, Clean Energy News, 2022) gas and

nuclear power are now considered "transitional activities". According to an ESG senior

analyst at Candriam (FundsPeople, 2022), the inclusion of gas and nuclear power could

undermine the credibility of the framework provided by the taxonomy as the basis of the

European sustainable finance agenda. The inclusions will add more complexity and there is a

risk of creating confusion rather than consensus and clarity.
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2.3.2. Organizational Level. At the organizational level, corporate stewardship

practices such as engagement and voting are presented in the literature as the greatest and

most efficient solutions for a firm to have a considerable impact in terms of sustainability.

However, even though the number of signatories to sustainable initiatives has increased, the

targets are not realistic. This session presents an introduction to the climate problem that

needs urgent action, the efforts at the organizational level that talk to the external

environment (represented by the sustainability initiatives) and data that confront and indicate

that the commitments that these initiatives propose are unrealistic when observed in the

scenario of the invested companies. Furthermore, there is also evidence that the level of

engagement and voting practices that are actually aimed at contributing to solutions focused

on the specific issue of climate emergency are very low. With this in mind, the practice of

engagement and voting activities, supported by sustainability initiatives, which in the

literature are seen as contributions to solving the problem, show signs of greenwashing.

In 2018 the UN Intergovernmental Panel on Climate Change found that the world's

best chance of limiting warming to 1.5ºc from pre-industrial levels is to cut emissions almost

in half by 2030 and zero the rest by 2050. Good news is that during the past year, there has

been an explosion in the number of companies and asset managers who have committed to

achieving net-zero or "carbon-neutral" emissions in their investments. Unfortunately, as

expected, it is not really possible to rely on these promises and the current scenario is

worrisome, firms are making several promises that are unachievable and unreliable. But

before diving into that, it is important to introduce the concept of corporate stewardship or

active ownership in order to go further.
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Assuming that the common sense of striving for shareholder value maximization as a

main objective of a company is too narrow, Oliver Hart and Luigi Zingales (2017) indicate

that maximizing shareholders welfare should be pursued instead. In their study, the authors

explore the idea of the ultimate shareholders of a company being ordinary people who, in

their daily lives, are concerned about money, but not just money. Ethical, social and

environmental concerns are also part of their decisions. At the same time, their activities

which take those factors into consideration don't consist only in donations to charity and

engaging in volunteer work, but they also internalize externalities to some extent.

As an example, someone sharing a house may ask everyone to start recycling and

spend more time looking for cleaning products with less chemicals because he or she is

concerned about waste and pollution. Or someone decides to not eat meat anymore due to

global warming and carbon emissions, and maybe just buy vegetables and fruits in local

markets even if it's more expensive because she or he wants to support fair trade. Another

example are private business owners who take care of their workers' well-being beyond what

is required by profit maximization. In this context, if companies affirm they take

environmental and social factors into account, it becomes intuitive that consumers also want

firms they invest in to also internalize externalities (Hart & Zingales, 2017). Then,

maximizing shareholder welfare is a way of internalizing externalities and stewardship

activities is a good way of achieving this goal (O'Rourke, 2003; Hart & Zingales, 2017; Yu,

Van Luu & Chen, 2020).

Corporate stewardship or active ownership consists in investors encouraging

companies they already invest in to improve their environmental, social and governance risk

management or develop more sustainable business practices (UNPRI, 2022). It implies active

participation by investors when it comes to achieving an ESG turnaround of the company in
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which they invest and can be done in two different ways: engagement and voting. First one

refers to establishing an active dialogue between the company and its investors in order to

jointly achieve ESG objectives. In addition, voting refers to investors using their votes on

Management Boards to achieve a certain goal. This voting can be done directly using the

boards individually or indirectly through platforms and proxy advisors. At the same time,

there is a growing usage of proxy-voting not only because it involves a resource reduction,

but also because you can lobby in a joint manner (Funds People, 2021).

Both engagement and active voting can be done in different ways: directly, in a mixed

way, or collectively. Some examples of collective initiatives are Climate Action 100+, which

aims to unite under the same framework a number of institutional investors that can exercise

"collective engagement". Another more recent example is the launch of Net Zero Asset

Managers, an initiative that seeks to achieve the goal of zero net carbon emissions in all

assets under management among its objectives by 2050 and in which 30 global managers

participate. Seems promising to commit to get to zero net carbon emissions in all assets under

management but having a closer look at the state of art of these assets, the future is not

promising and the story does not stand by itself.

A study published by the climate organizations New Climate Institute and Carbon

Market Watch (2022), analyzed the decarbonization commitments of 25 global companies

and concluded that the current targets are not enough for the companies to achieve net zero,

or carbon neutral in 2030 nor 2050. In general, says the study, the commitments made are

ambiguous and, on average, represent a 40% cut, not 100% as announced. The main criticism

of the study concerns the universe of companies studied. Of the 25 companies, only one had

its decarbonization plan approved by the Science Based Targets initiative, a model that is
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already used as a standard by the financial market. Half had short-term goals approved, but,

of these companies, none officially committed to net zero.

On the other hand, an independent British investment consultant (Redington, 2021)

conducted a study with 112 global asset managers, representing over $10 trillion in combined

assets under management in order to identify valuable insights covering ESG integration,

climate change and stewardship by firms. 83% of respondents reported having a firm-wide

stewardship and voting policy and, on average, this policy covered over 88% of assets under

management, which is a good sign. But, only 44% of asset managers vote on 100% of

resolutions and 75% use proxy-advisors showing flaws in the voting process. When looking

at engagement, managers engage with less than 20% of their portfolio on climate change,

15% in net zero and 11% in Scope 3 emissions. Metrics are concerning since firms

participating in initiatives like Net Zero Asset Managers are committed to a goal which is not

reachable considering the state of art we have at the moment. It is not enough.

2.3.3. Individual Level. From the consumer perspective, the individual-level drivers

include several confusion aspects due to external and internal factors such as: limited

financial literacy, limited dedicated time to think about the topic, lack of knowledge about the

real environmental impacts of investments and optimistic bias. The tendencies become more

accentuated and have a more pronounced effect on individual decision making when

uncertainty and limited or imperfect information are sustained by a confusing regulatory

environment (2 Degrees Investing Initiative, 2021).

When exploring financial literacy, the number of consumers lacking background

knowledge and understanding of basic concepts necessary to articulate expectations and

objectives is expressive (Klapper & Lusardi, 2020). In Europe, Portugal is the country with



28

the highest number of illiterates (Chart I). On top of that, when looking at the time dedicated

to think about sustainability matters when investing, in a research conducted by the 2 Degrees

Investing Initiative (2020) with French and Germans retail investors, it was observed that

most consumers never dedicated time to think about the sustainability topic and articulate

their expectations. In the context of a standard suitability test, the dedicated time (if any) is

very limited, typically less than 5 min, and does not allow consumers to go through the

necessary reasoning to clear confusion and articulate their expectations. Both situations

prevent people from understanding clearly what is being offered and make them susceptible

to being misled.

Figure I. Financial Literacy of the general public by euro area Member State

(percentage of the population with financial literacy)

Source: Klapper & Lusardi (2020)
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Another driver which can lead consumers to be confused is the lack of knowledge

about the real environmental impacts of investments. Investors confuse the acquisition of

financial assets (exposure) with investments in the real economy, thus assuming that

increasing/decreasing exposure automatically translates into an increase/decrease of the

outputs in the real economy and therefore environmental impacts. A study conducted by 2

Degrees Investing Initiative (2020) indicated that when asked about the motivations for

purchasing financial products taking into account the environmental criteria, 42% of the

respondents said they "want to have a positive environmental impact in the economy". The

expressed desire was "the more money invested the more positive environmental impacts are

generated". The lack of general knowledge of the actual impact investors make through

sustainable investments represents a challenge to advance in the topic and it is also supported

by the study conducted by Kölbel, Heeb, Paetzold, & Busch (2020).

In an interview given to China Dialogue (2021), Dr Paul Fisher, fellow of the

Cambridge Institute for Sustainability Leadership and member of the European

Commission’s High-Level Expert Group also brought up the topic into question. In an

interview he said that asset managers actions and efforts are limited by making divestments

or voting for sustainability themes when exercising stewardship activities. If the investor

does not know what are the real impacts he or she can have with their investments, it is easier

to be fooled.

Another important factor that contributes to greenwashing on an individual basis is

the optimistic bias from the portfolio manager perspective. Delmas and Burbano (2011) in

their study bring the optimistic bias also as an individual driver that supports greenwashing.

By optimist bias, the authors understand as "the tendency for individuals to overestimate the

likelihood of positive events and under-estimate the likelihood of negative events'', which
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may also contribute to greenwashing. The bias usually is formed due to the common practice

of forecasting future outcomes based on plans and scenarios of success rather than on past

results. The argument is based on a survey runned with entrepreneurs who perceived their

chances of success way above what it usually were. Because of that, it was understood that

decision makers, in this case, portfolio managers may overestimate the positive results of

greenwashing, namely gaining market share in the green business and attracting capital from

investors who are concerned by sustainability. On the other hand they underestimate the

likelihood of negative outcomes of greenwashing like facing consumer boycott, brand

damage, negative media and NGO scrutiny. This imbalance is able to increase the chances of

a fund manager to greenwash and choose to communicate positively about firm

environmental performance.

3. Methodology

Considering the context explained before, this work aims to contribute with the

development of the financial sector towards more sustainable and transparent practices

identifying cases of greenwashing practices by firms. In order to do that, I reviewed the

existing literature on how greenwashing is enabled at different levels and stakeholders. With

the objective of bringing concrete examples and expanding the existing greenwashing studies

on the financial market, in this section it is explained the step-by-step approach used to select

the European funds to be analyzed in the following session.

The rationale behind this step by step was first to identify funds that promote

themselves as sustainable and understand if their ESG ratings support this discourse using

widely used tools by the financial market such as Morning Star₂ and MSCI ESG Rating tool.

In case of disparities, I aimed to identify through a discourse analysis, the main patterns that
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sustain greenwashing. Aspects that can mislead people into adopting overly positive beliefs

about an organization’s environmental performance, practices, or products.

In order to identify funds that promote themselves as sustainable, in the second half of

2021, I first screened European funds from the data provider MorningStar₂ data provider

looking for funds that named themselves with sustainability keywords. The first step was

selecting all European open-ended equity funds. The initial sample, composed of 3,6143

funds. The initial sample, composed of 3,614 funds, was further refined through a keyword4

search to retain only funds that indicated by their name any kind of sustainability concern

using a nomenclature with sustainability-related themes such as responsible investments,

climate action, ESG, sustainable responsible investment (SRI) and carbon emissions (e.g

AAF-Edentree European Sust Eqs C €, AAF-Liontrust European Sust Eqs F €, S-Bank

Passive Europe ESG Equity C`). The keywords were: Sust, Sustainable, Sustainability,

Sostenible, Climate, Climat, Clmt, Carbon Offs, ESG, Engagement, SRI, Impact,

Responsable, Resp, SDG, Ecology, Responsible, Resp Europe , Syst Resp, Rspnb, Ethique,

Corp Gov, Green, Environment, Environmental, Environnement, Socialement Respnsb,

Social, Ethical, Net Zero.

The process allowed the retention of 267 funds. In order to simplify the understanding

of the amount of money held by these funds, in other words, assets under management

(AUM), the sample has been reduced for funds operating in euro currency. Moving forward,

the second goal was to understand if the ESG ratings of the selected funds supported the

sustainability discourse. For being a leading provider of support tools and services for the

global investment market, the MSCI ESG Fund Rating tool was chosen. Because of this,

4Morning Star (2022). Retrieved from https://www.morningstar.com/products/data
3Morning Star (2022). Retrieved from https://www.morningstar.com/products/data

https://www.morningstar.com/products/data
https://www.morningstar.com/products/data
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funds that were not compatible with the tool and couldn't be tracked were also excluded. The

final database consisted of 182 funds (amounting to EUR 60 Billion AUM).

The MSCI ESG Fund Rating is a tool designed to identify industry leaders and

laggards according to their exposure to ESG risks and how well they manage those risks in

comparison to peers (MSCI, 2022). MSCI uses a dashboard (Appendix I) to provide ESG

metrics from investment funds. These metrics, available for each fund, were used in this

study to identify whether the funds that call themselves sustainable and are considered

industry leaders due to MSCI classification, present metrics that are compatible with their

communication. The metrics provided by the dashboard (Appendix I) and used for future

analysis were: MSCI ESG Rating, the ESG Rating distribution of fund holdings, the weighted

average carbon intensity, green vs. fossil fuel-based revenue and social safeguards screens. It

is important to note that MSCI, from what is made available by its reports (MSCI, 2020) uses

its own methodology to define its metrics and the presentation of all the calculations

performed to reach such metrics is not necessary for the purpose of this study.

3.1 MSCI ESG Rating

On the dashboard it appears in the upper right-hand corner next to what is placed as

MSCI ESG Ratings. According to the materials made available by the platform, the rating

indicates the resilience of a fund’s aggregate holdings to long term ESG risks. Highly rated

funds consist of issuers with leading or improving management of key ESG risks. It is a

rating that, from calculations and qualitative assumptions by MSCI, presents variations

ranging from CCC, B, BB, BBB, A, AA, and AAA. The description of what each rating

indicates is presented in the table below.
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Table III

ESG Fund Ratings Criteria

ESG Fund Rating Criteria

AAA LEADER The companies that the fund invests

in tend to show strong and/or

improving management of

financially relevant environmental,

social and governance issues. These

companies may be more resilient to

disruptions arising from ESG

events.

AA

A AVERAGE The fund invests in companies that

tend to show average management

of ESG issues, or in a mix of

companies with both above-average

and below-average ESG risk

management.

BBB

BB

B LAGGARD The fund is mostly exposed to

companies that do not demonstrate

adequate management of the ESG

risks that they face or show

worsening management of these

CCC
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issues. These companies may be

more vulnerable to disruptions

arising from ESG events.

3.2 ESG Rating distribution of fund holdings

Presented as a bar chart, it indicates what percentage of the fund's holdings receive the

different MSCI ESG Rating of CCC, B, BB, BBB, A, AA, and AA.

3.3 Weighted average carbon intensity

The Weighted Average Carbon Intensity measures the carbon intensity of the fund’s

holdings based on the weighted average carbon emissions per USD million sales. The

Weighted Average Carbon Intensity is grouped by the level of intensity Very High, High,

Moderate, Low and Very Low.

3.4 Green vs. Fossil Fuel-Based Revenue

Fund exposure to Green Revenues is the weighted average of each fund holding's

percent of revenue generated by goods and services, including alternative energy, energy

efficiency, green building, pollution prevention and sustainable water. Fund exposure to

Brown Revenues is the weighted average of each fund holding's percent of revenue generated

from thermal coal extraction, unconventional and conventional oil and gas extraction, oil

refining, as well as revenue from thermal coal-based power generation, liquid fuel based

power generation or natural gas-based power generation.

3.5 Social safeguards screens

The fund's exposure to companies flagged for certain frequently used social

safeguards screens.



35

3.5.1 UNGC Violations. Sum of the weight of issuers in the fund that are in violation

of the United Nations (UN) Global Compact principles according to MSCI ESG Research

methodology.

3.5.2 Very Severe Controversies. Sum of the weight of issuers in the fund that are

facing one or more very severe abe a vc controversies related to the environment, product

quality, human rights, labor rights and governance per MSCI ESG Controversies

methodology.

3.5.3 Controversial Weapons. Sum of the weight of issuers in the fund that have any

tie to landmines, cluster munitions, biological, chemical, depleted uranium, or nuclear

weapons.

3.5.4 Tobacco. Sum of the weight of the issuers in the fund that are tobacco producers

that derive =>5%, as well as tobacco distributors, suppliers, and retailers if the combined

revenue is => 15% of total revenues.

After identifying the sustainable performance of the selected funds, a discourse

analysis (Jørgensen & Phillips, 2002) was used with the aim of examining how firms use

language to construct their sustainability meaning and identity, identifying the main patterns

that sustain greenwashing practices. In addition, a thematic analysis (Braun et al., 2014) was

also runned to generate themes based on the literature that were then used to structure and

support my theorisation.

To this end, data collection began with secondary data made public available by

firms. I concentrated on information provided on websites such as their website first page,
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sustainability dedicated pages, annual sustainability reports, stewardship reports and fund

specific reports.

Secondary Data coming from the MSCI ESG Manager were used in order to

understand how a well known and vastly used tool by the financial market to measure

sustainability performance use discourse to promote funds sustainability. Also, secondary

data coming from website front pages were considered since it is one important touch point

that the firm has with the investor and companies get to choose how and what they are going

to use in order to emphasize their sustainable behavior.

Annual sustainability reports, specific stewardship reports and specific fund reports

were used to search for tangible evidence - future promises, agendas, strategic roadmaps -

provided by firms to justify sustainable behavior and to supplement the analysis with details

and discourse. It is possible to observe on table IV the sources of that and what they were

used for. The data analysis followed the principles of main discourse analytic approaches that

recognizes language as (1) not a reflection of a pre-existing reality and (2) structured in

patterns or discourses.

Table IV. Sources of Data

Sources of Secondary Data

Source Description Used for

Secondary Data MSCI ESG Fund Manager
and MSCI ESG Ratings
Methodology document

Understanding how a well
known and vastly used tool by
the financial market to
measure sustainability
performance use discourse
and present data visually to
promote funds sustainability

90 Websites Front Pages Understanding how firms use
discourse to give emphasis in
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how sustainable they are

60 Sustainability Dedicated
Website Pages

Identifying how discourse is
used to describe what is
considered to be sustainable
by these firms - used
methodologies and
sustainability pillars

53 Annual Sustainability
Reports

Searching for tangible
evidence, agendas, images,
goals and strategies provided
by firms to justify sustainable
behavior

21 Specific Stewardship
Reports

Complementing details
supplementing the analysis
with details and discourse

34 Specific Fund Reports Complementing details
supplementing the analysis
with details and discourse

4. Findings

This study seeks to present factors that contribute to greenwashing practices and to

expand the literature in this regard based on evidence and concrete examples from the

analysis of a database of European funds that call themselves sustainable. It is understood

that these funds perform a sustainability that is symbolic since, from the qualitative analysis

of their public communication and their performance measured by ESG metrics, it was

possible to identify factors from different levels that contribute to a misleading

communication such as (1) overly positive presentation of sustainability performance (2)

methodological differences to define sustainable investment by the firms, (3) agendas with

unrealistic and overly positive targets, (4) non-standardization of sustainability-related

activity reports (5) lack of auditing.
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4.1 Overly positive presentation of sustainability performance

After going through the different sources of secondary data presented on Table IV, it

was possible to observe sustainability performance being highlighted in an overly positive

way in different forms. This pattern was mostly observed in the MSCI ESG Fund data

provider tool, in sustainability reports and in stewardship reports. This happens mainly

because not enough information is provided when something is not positive nor what type of

improvements are necessary to be made.

Using secondary data provided by the MSCI ESG Fund Rating tool, it was possible to

observe that the tool itself contributes to greenwashing and because of that can also be added

as an external level driver. What happens is that after imputing the fund name in the main

page, a dashboard is provided with visual data (Appendix I), however the data is visually

presented in a way the fund looks more sustainable than it really is. Key information is

missing in the metrics description, no full disclosure of the fund's classification methodology

is available and when a fund shows occurrences on social safeguard screens, it is not possible

to know what exactly is the matter that caused the negative event.

When looking at the first highlighted information on the top right, it is possible to

infer that the fund in question carries the majority of its investments labeled in that category.

When looking at Appendix I as an example, if a fund is being highlighted as an AAA, it is

possible to infer that the majority of its investments are classified as AAA. But that's not the

case. When looking at the composition of the fund in "ESG Rating distribution of fund

holdings", it is possible to see that the majority of the fund holdings is actually part of the AA

tier. At the same time looking at the data description, no further information is given about

this kind of disparity. What is presented to the final investor is the following:
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● "65% of the fund's holdings receive an MSCI ESG Rating of AAA or AA (ESG

Leaders) and 0% receive an MSCI ESG Rating of B or CCC (ESG Laggards)."

The confusion about what can be inferred by a "MSCI ESG Rating" is also supported

in other occasions. The AAA MSCI classification holds more than 80% of the funds (Table

IV), meaning that the majority of the sample is composed, in theory, of funds in which the

invested companies show a tendency of having strong and/or improving management of

financially relevant environmental, social and governance issues. But, the majority of these

funds actually invest in fossil fuel and have revenue from it. The average green revenue is

low for funds pictured as sustainable (7.47%). Picturing these funds as AAA can create

distortions of what is considered sustainable or, as the provider puts, resilient.

Table V

Sample Composition - General Classification

General

Classification

Sample Composition

%

AAA 81.3

AA 15.4

A 3.3

Looking at other documents provided in the platform which express that actually the

rating AAA-CCC is given due to fund resilience, this is not shown in the final dashboard,

contributing to lack of clarity and transparency with what is being presented. The same lack

of information happens when a fund presents some kind of change with respect to the
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variables that constitute "Social safeguards screens". Negative events are not fully described

and there is no way of looking into the issue. For example, if a fund has three occurrences of

cases in the variable "Tobacco" like "Betamax Europe Smart for Climate F", it is not possible

to verify what these occurrences are (Appendix 2).

When analyzing the documents provided in the MSCI platform about the final goal of

the rating tool, the information provided on the fund's classification shows some level of

disparity to what is presented in the dashboard. According to the document MSCI ESG

Ratings Methodology (MSCI, 2022), "MSCI ESG Ratings aim to measure a company’s

resilience to long-term, financially relevant ESG risks." At the same time, in the dashboard, it

is not possible to see anything actually mentioning resilience or that the combination of the

presented factors means the resilience level of a fund, leaving to the investor the final

interpretation. The omission of this type of information combined with the disparity between

"General MSCI Rating" and "ESG Rating distribution of fund holdings", contributes to

misinterpretation.

If a tool is widely used by firms it also contributes and makes greenwashing

something institutionalized since the higher sustainability scores can be attributed to funds

that actually don't perform that well in crucial aspects. Also, nuances - such as incidences in

social safeguards - are not well highlighted and not detailed to provide enough information to

the final investor, contributing to the promoting of an overly positive image of what is being

offered.

Now looking at sustainability reports, the overly porosity highlight is, for example,

presented in the following way:

● " N's first-ever sustainable gold fund, launched by LLB AG, surpassed the USD 100

million mark in 2021 within a matter of just months."
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In the sentence, it is highlighted how much money the fund holds and was able to

capture "within a matter of just months". But there is no single information about what this

amount of money actually means since it lacks a comparison factor to give the reader the

information if it is a lot or a little amount of money. Also the time information is not clear. It

is understood that it wants to highlight something fast and give emphasis on it. The wording

"gold" to name the fund as something premium, helps to promote an overly positive image of

the offering. The phrase is so overly positive highlighted that the final dot at the end could

easily be an exclamation point.

When looking at Stewardship reports, it is common to see affirmations like the

following:

● "We voted at 1,870 general meetings, primarily in Europe and North America, which

represented nearly 75% of our votes."

● "In 2019, Y attended 1,276 meetings".

In those sentences, the comparison factor is also missing. It is not possible to

understand what these numbers mean. They are pictured as being a lot of meetings that were

attended but at the same time it is not possible to know if it's true since there is not an

industry comparison or a comparison with the firm goal for example in terms of meetings

attendance (e.g attend 80% of meetings).

4.2 Methodological differences to define sustainable investment by the companies

Once there is no common definition provided by a global authority, it is possible to

find very different definitions and methodologies approaches. Asset managers have space of

maneuver to define what is understood as sustainable investment. While one firm presents 6

sustainable investment pillars, another one presents 3 and they are never the same. Since this
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study is for academic purposes only, the company names have been replaced by letters of the

alphabet. As exemples, it is possible to find statements like:

● "... the methodology followed by X to integrate these non-financial dimensions in the

construction of its investment universe. It is based on 3 pillars: exclusion, Inclusion

and shareholder engagement".

● "‘Y has three focus areas: Climate & Environment, People and Anti-Corruption. The

three areas direct our efforts, ongoing improvements and overall aims within

sustainability and are used to map each of the United Nations Sustainable

Development Goals (SDGs) of particular relevance to our business activities."

● "We integrate sustainability into the investment process managing ESG risks,

Identifying opportunities, promoting change ".

● "Our approach: We have a range of products across asset classes that have

sustainability playing a significant role in the investment process. We also offer

tailored solutions that span the sustainability spectrum, including ESG integration, tilt

toward a specific E, S or G factor, thematic, positive screening, impact or exclusions."

● "Our strategy is supported by sustainable investments beliefs: ESG integration helps

us achieve better risk-adjusted returns, our Fiduciary duty is aligned with sustainable

investment, stewardship is an opportunity and obligation, we are long-term, forward

looking investors, a sustainable economic future relies on sustainable investment

practices, walking the talk is critical to achieving excellence".

The different and often vague methodological approaches and pillars makes it difficult

for the final investor to understand differences between options since they are not comparable

in any instance, there is no single basis for comparing funds. It is possible to understand that

each firm has its own single take on what is sustainable and that common keywords are
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included to support the narrative, such as: ESG, SDGs and sustainability. Although, without

further information or development of the topics, the information turns out to be vague and

not clear. In addition, sometimes even scores are created by firms:

4.3 Presentation of unrealistic targets

The practice of promising what it is not possible to deliver is common in investment

firms and it can have a very absurd nature or be backed up by sustainability keywords. In the

first case, it is possible to identify promises that put the firm as almost a world savior due to

homeric targets without further information. For example:

● "Our target to improve our water and forest footprints in the next three years: To

support global efforts to halve forest loss by 2020 and end forest loss by 2030."

Discourse here is used in an overly positive and irrational way. At the same time, on

the other hand, when companies are a bit more specific about their goals, they are also not

really realistic:

● "Is our promise to reach net zero across all aspects of our operations and client

activities by 2050."

● "Specifically, the Group has set itself here, too, the goal of reducing the CO₂

emissions of all bank products to net zero by 2040."

It is a common practice of firms to show promises aiming to reach net zero, but as it is

presented by previous literature, the decarbonization commitments of an expressive amount

of global companies are not enough for the companies to achieve net zero, or carbon neutral

in 2030 nor 2050.
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4.4 Non-standardization of sustainability-related activity reports

In order to support the discourse about being green, firms make different types of

reports available. Although the themes are similar, there is not a real standardization of the

reports and affirmations are always backed up with further information, making it difficult to

trust in what is presented. The non standardization of reports can be observed in Table VI.

While some companies present up to 11 different forms of proving how sustainable they are,

also showing signs of over-positivity about the topic, others show their sustainability in on

their website page without further information about how implementation is going.

Table VI

How sustainability is reported by different companies

Firm How sustainability is reported

A Webpage exclusively describing the used sustainable finance methodology
and what the firm consider to be ESG

B Sustainability Report
Position on Thermal Coal Document
Climate Transition Plan Document
Investments on Thermal Coal Policy Document
Position on Biodiversity Document
Website Page with Environmental Performance
Position on a "just transition" to a sustainable world
Webpage on Communities
Webpage on Skills and Education
Webpage on Diversity and Inclusion
Webpage on Responsible investment

C Responsibilities for the economy, society and environment Document
Voting & Engagement Approach Document
Facts and figures highlighting the C Group‘s commitment to the
environment, society and corporate governance Document
Sustainability at the C group Document

D D Corporate Finance and Stewardship Report 2019
D Bank Sustainability Score Webpage
D Bank Risk Optimised ESG Equity Funds
Principle Adverse Sustainability Impacts Statement Document
Sustainability risk integration in investment decisions and advice

https://global.mandg.com/~/media/Files/M/MandG-Plc/documents/responsible-investing/MG-Corporate-Finance-and-Stewardship-Report-2019.pdf
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Document
Green City Investment theme – Opportunities from sustainable
urbanization Document

The lack of padronization in reporting can contribute to firms being completely free in

which topics they want or not to report, open space for over-positivity about their

sustainability performance without backing up the results and expressing their negative

performance. As an example, the job of identifying the methodology used in the investments

is not easy. Although there are sustainability pages and reports, often what is considered to be

sustainability is not expressed in the first documents you come across, and you have to spend

a few minutes searching through different links and reports to find out exactly what the firm

considers to be sustainability. When it comes to identifying what exactly are the ESG factors

considered in the investment process, it is even more difficult.

When looking at engagement and voting efforts, some firms do not provide any

disclaimer about this topic, probably meaning no participation, others use the logo of the

initiatives - such as Climate 100+, PRI, Net Zero Asset Managers - on their website with no

proof of participation and the ones which are more advanced, provide cases divided by

themes. For those who claim to be signatories but do not provide any kind of proof of

participation or its efforts inside the initiative does not contribute to transparency and are

affirming something they can't prove at the moment.

At the same time, it is extremely common to find that sustainability is "inherent" in all

those firms and part of the investment strategy since always. But, all of them need a separate

website page to indicate that they are actually sustainable. Instead of doing investments, they

do "sustainable investments".



46

4.5 Lack of auditing

All the factors above (i.e the use of confusing methodologies of the very tools that

should help the investor, methodological differences to define sustainable investment by the

firms, agendas with unrealistic and overly positive targets, non-standardization of

sustainability-related activity reports) are directly related to the lack of auditing which ends

up connecting and becoming an intrinsic problem of the aspects presented. Also, it meets

what is presented by literature when Delmas & Burbano (2011) presents the regulatory

European system as the main driver of greenwashing. At the same, it affects all three

presented levels - external, organizational and individual.

In the external aspect, despite the existence of a United Nations body that provides

some, but not all, of the theoretical definitions (as is the case of Principles for Responsible

Investment), the definitions are still not clear and are not foreseen in the European law.

Because of that, matters extend to the organizational level when definitions are malleable and

subject to free interpretation by managers which was observed in websites, sustainability

reports and stewardship reports. It is also a problem when the information in these reports are

not also audited by an external organization, sometimes the audit is done by the company

which is providing the report, as it is possible to observe in the following examples, making it

viable to make any kind of affirmation without having a back up:

● "In 2019, we undertook a waste audit at our headquarters in Paris, where

approximately half of our workforce is located. The results of the waste audit, which

show that we currently recycle 35% of our waste, provide us with a baseline to

achieve our long-term goal of diverting 100% of our waste."

Another common type of affirmation is providing data that can't be confirmed.
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● "We exceeded our ambition of 30% of women in X boards: we reached 38% by the

end of 2020, versus 21% in 2018 and we have recently re-evaluated our ambition and

now want to reach gender parity on our boards as soon as possible."

● "During the course of 2020, we engaged with 38 companies on biodiversity issues

ranging from regenerative agriculture and the use of pesticides to the preservation of

the Arctic National Wildlife Refuge."

On an individual level, the problem ends up extending and taking other proportions

when, according to literature, we have an investor profile that lacks background knowledge

and understanding of basic concepts necessary to articulate expectations and objectives

(Klapper & Lusardi, 2020). Not having great financial literacy makes it easier to be deceived

and misled.

5. Managerial and Societal Implications

All the practices and factors that have been presented indicate a system that is flawed

on many levels. Because of this, who is most harmed is society and business as a whole, since

we are experiencing a climate crisis backed up by an unreal and symbolic sustainability. This

symbolism is sustained by several factors and stakeholders. The European Commission in

turn shows a series of problems in its new regulations mainly due to the lack of clarity that

they carry, opening space for the fund managers themselves to make upgrades for a better

classification. Since there is no audit, there is no problem. Also, including oil and gas

activities as part of the regulations is like taking a few several steps backwards and opening

even more room for no changes to be made with the urgency needed. Now the false

sustainability has the support of the law.
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At the same time, the wide participation in sustainability initiatives by firms also

presents problems, due to lack of auditing and the aspect of passive participation possibility.

Even being a signatory, not all funds report their activities within these initiatives, and are not

the main agents to take forward and lead collective engagement initiatives for example.

Participation is also not mandatory by law, i.e. it is up to the company's discretion the effort

and commitment. In addition, there is the practice of firms choosing exactly what will be

disclosed, which in its totality does not make clear the negative side or what exactly is the

current moment in terms of sustainability. This leads to the creation of an overly positive

corporate image.

On top of that, we have the figure of the investment manager, who in turn, due to the

lack of clarity and auditing, has all the freedom to pull strings here or there and make the

necessary adjustments to fit both the initiatives and the higher ratings of their respective

funds. In the end, investors who for the most part have low financial literacy, may be more

easily confused by the malleability of the information.

6. Conclusion

In conclusion, we are experiencing a climate emergency and the financial system has

a large - although not exclusive, after all problems like this must be addressed in a systematic

way - role in the transition to a more sustainable economy, after all it is responsible for the

flow of capital. However, despite all the promises that have already been made by leaders of

these same organizations, it is necessary to act seriously and faster. What is not happening.

What there is evidence is the practice of a symbolic sustainability that is enabled by several

factors in different connected levels.
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On the external level there is the European Commission representing the regulatory

system and the given examples are two regulations that were recently approved and are

presenting a series of problems such as lack of clarity about what is sustainable and what is

not, the possibility of funds upgrade themselves to higher and better classifications and the

inclusion of activities that goes against the goal of a sustainable future with lower carbon

emissions. On the organizational level there are unrealistic targets and promises coming from

the growing participation of sustainability initiatives (i.e Climate 100+ and NZAM). On the

individual level the main identified drivers by the existing literature are limited financial

literacy, limited dedicated time to think about the topic, lack of knowledge about the real

environmental impacts of investments and optimistic bias.

In this context, seeking to present factors that contribute to greenwashing practices

based on evidence and concrete examples from the analysis of a database of European funds,

a qualitative analysis of their public communication and their performance measured by ESG

metrics was runed. It was possible to identify factors from different levels that contribute to a

misleading communication such as (1) the use of confusing methodologies of the very tools

that should help the investor, (2) methodological differences to define sustainable investment

by the firms, (3) agendas with unrealistic and overly positive targets, (4) non-standardization

of sustainability-related activity reports (5) lack of auditing.

The lack of auditing and clear rules that permeate the system, open many types of

margin for the malleability of information and disclosures that are presented to investors and

the market. It is a factor that permeates all the other components presented. Because of that,

as main recommendations to public authorities is the investment in the creation of clear

nomenclatures, creation of main reporting themes, and mainly investing in human resources

that can serve as auditors of all the aspects that work as touch points between the consumer
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and what is publicly placed by the firm. From the firm side, the recommendation is actually

to promise only what you can deliver. If it's nothing, it is better to stay quiet.
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8. Appendix

Appendix I - MSCI ESG Fund Rating Dashboard
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Appendix II - Example of negative occurrences on the variable "social safeguards

screens"
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Appendix II -Example of observed methodological differences
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Appendix III - Example of net zero promises without milestones


