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Introduction and Scope of the Problem
It has long been noted–usually with significant concern–that ESG/SRI rating and ranking
organizations (and indices as well) frequently rate the same corporation’s E, S and G elements
differently.1 This is true for those organizations that give overall ratings, as well as those that
provide far more granular ratings to specific E and S and G content (e.g. supply chain, board
structure and performance, even carbon use and mitigation). As one study noted in regard to
company CSR (corporate social responsibility, increasingly the corporate flip side of investororiented ‘ESG’) reports, they are ‘selective, subjective and not comparable’.2 In much of the
academic literature, CSR is often the object of study rather than ESG. The same can be said
for ESG raters and rankers. There is an increasing academic and practitioner literature on
ESG/sustainability raters, e.g. MSCI (KLD), Sustainalytics, Asset4,3 Vigeo Eiris. 4 For the
purposes of this paper I use the terms ESG, sustainability, CSR and CSP (corporate social
performance) interchangeably.
The academic CSR literature extends back many decades as the same evaluation and rating
problems were evident in the decades-long history of CSR and CSP.5 The purpose of this
short paper is to survey some of the problems and concerns that raters and rankers present
for the analysts, scholars and users of this information, to present an overview of what I think
is the best of this literature, and in conclusion to suggest what may new directions for
change.6
In some regards the ESG rating and ranking compatibility problem stands in contrast to the
high level of correlations among and between credit rating agencies of corporate default
probabilities.7 Yet a closer approximation of the ESG ratings general lack of correlation is
found in the disagreements among credit rating agencies in regard to areas such as
corporate governance and in investment prohibitions and capital requirements among
institutional investors.8 It is likely that in the default case the data is harder, more timely and
standardized, while in the latter cases, it is softer. A better parallel is between ESG raters and
rankers and sell-side stock analysts who typically have significantly varying buy, hold, sell
recommendations, despite theoretically having access to similar if not identical information.
This is also true of pure quant trading, with algorithms substituting for human calls.
In the title I suggest that the various ratings and rankings are all over the map. There are
upwards of 600 ‘products’ from over 150 organizations providing ESG data and dozens of
others which rank firms along a host of dimensions, e.g. Fortune and Newsweek. 9 In spite of
the large number of data providers, raters, and rankers, the industry is rapidly consolidating,
with MSCI and Sustainalytics the current leading players. This in no way implies that the
problems of quality have changed.
One simple example: a comparison of KLD (MSCI) against Fortune magazine’s ‘Best 100 Firms’
looks like this, see Figure 1. It has correlation of only r=14%10.
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Figure 1. Actual vs. Perceived CSP

The point here is not the KLD (MSCI) is the North Star of ESG data, nor that Fortune’s Best 100
are not ‘good’ or worthy, but rather there is no way to know what to make of such a low
correlation, at least without digging deeply into data sources and methods, to the degree
that is possible (and far too often it is not possible, or certainly not easily done).
Another more specific example is the huge divergence of evaluation in the case of ethical
palm oil sourcing (an S and E issue) when considering the inter-rater reliability of 30
companies by three evaluators.11 Again, we see little correlation, even on this granular level.12
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The takeaway in short: Good analysts do not take third party raters and rankers simply at
their word, they need to dig deeply into E and S and G data and methods just as they do into
standardized financial data, which itself often has significant wiggle room and does not
necessarily speak for itself.13
Both data and methods are formidable hurdles in the ESG/CSR/CSP arenas, as most
providers of ratings and formulators of rankings are not transparent, or only transparent to a
degree. Windolph summarizes six of generic problems noted by researchers. 14
•

Lack of standardization. There is a diversity of approaches, hence of
results, little evaluation of the multiplicity of approaches, and no
comparability. Comparability can be developed to some extent by elaborate
mapping exercises, which many researchers do, but these inevitably involve
inaccuracies and some guesswork.

•

Lack of transparency. There is rarely full disclosure of methodology,
criteria, or threshold values and levels.
o Biases. Biases along several dimensions exist.
▪ Geographical bias. As ESG is more developed in Europe, there is a
tendency to use these standards.
▪ Factor bias. In some cases, there is no transparency regarding
weighting of various categories or indeed the categories
themselves. E.g. some firms use economic as well as ESG factors;
others focus mainly in their versions of what is ‘ethical’, and may
minimize, for example, environmental factors
▪ Selection bias. Additionally, there can be bias towards investors
or, alternatively, stakeholders. There is bias towards l rating larger
firms more positively as these firms report on ESG factors in
greater proportion and in greater detail than smaller firms. This is
sometimes called “check the box bias.”

•

Trade-off problems. Some raters focus on a single, top level score; others
are very granular. There can be a tendency to add apples and oranges. For
example, Wells Fargo & Company has historically done very well on
diversity, including on its board. Yet as recent scandals reveal, the board
and top leadership was flawed in part due to their long tenure and insular
nature. Thus, diversity appeared strong (as a G factor), yet another G factor,
tenure, was overly long compared to industry peers.

•

Lack of credible information. This has a number of elements. Some raters
use questionnaires and interviews with firms, minimizing independent
information. Others rely heavily on firms’ sustainability reports. Some firms
use only independent information. Few firms are transparent about their
sources, the weighting of these sources and how, if not using pre-set
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mechanical weighting, interpretation plays a role.
•

Lack of independence. In some cases rating and ranking firms have
connections with those they rate or indices they create and license, e.g.
MSCI/KLD.
I would add to these six:

•

Delays in reporting. Some data are available only annually, and there can be
delays with obtaining this (dated) data.

•

Lack of auditing of self-reported data. CSR/sustainability reports are
neither standardized nor audited (with a few exceptions).15

Another way to put the problem is that on the one hand, there is a range of theorization of
what ESG (or CSR/CSP) is, and on the other hand, huge variations in how to measure (and
weigh) those factor definitions. These are sometimes referred to as the theorization and the
commensurability problems, respectively. Not surprisingly, multiple theorizations and
difficult commensurability result in very low ‘convergence validity’ among and between
numerous possible ratings and indexes. 16 The theorization problem is one of a priori
definitions.
But even with similar definitions, how factors are measured (commensurability) varies widely.
Add to this the problem of data (what is being measured, the input), and it becomes clear that
there are huge problems.
It is worth noting that few, if any, studies pay detailed attention to what data sources are
used, and how. This is a significant gap in the existing literature. This means we simply do not
and cannot know what the input information is. Part of this lack of transparency is due to
most raters and rankers’ protection of their intellectual property and/or protection of data
sources. The latter includes proprietary questionnaires sent to firms, and in some cases
interviews and/or conversation with firm officials. Thus, the scope of the ESG ratings
evaluation problems involves five areas: theorization, commensurability, data, data gathering
methods, and transparency.
In turn this directly raises the issue of standardization or lack thereof. Both historically and
logically standardization can (and has) come about either through mandates (governmental
or otherwise, e.g. stock exchange listing requirements), mergers and market concentration
(a few rating firms come to dominate market share), or the creation of public goods
standards.
In the latter case, the Sustainability Accounting Standard Board (SASB) comes to mind.
Specifically, SASB’s focus on materiality based on U.S. legal standards as it defines it from an
investor point of view. This clearly does not encompass all stakeholders and stands in
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contrast to GRI—the Global Reporting Initiative, for example. Nor does SASB’s materiality
definition neatly fit into many non-U.S. jurisdictions and regions. SASB’s increasing influence
in the U.S. and elsewhere does not, however, resolve the data problem: What are the inputs?
What SASB’s approach does do is solve or radically minimize the commensurability and
theorization problems and some elements of transparency due to its clear and granular
definition of materiality. We return to this below.
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A Deeper Dive: Correlations and information
Correlations
A number of studies have probed the lack of correlations problem, with some of the best
focusing on a specific topic.
For example, Semenova and Hassel examined the validity of environmental performance
metrics, comparing MSCI (KLD), Asset4 (Thomson Reuters) and Global Engagement Services
(GES). While the ratings have common high-level dimensions (theorizations), the authors
concluded they do not converge. They argue that the three raters correlate strongly on
performance and risk constructs (definitions/theorizations) when they analyzed data for the
US MSCI World Index (2003-11), but that there is significant divergence when the authors’
analysis controls for company-specific characteristics, e.g. size, profitability.
They conclude that MSCI/KLD ‘strengths’ focus on company a specific metric while ‘concerns’
focus on industry wide elements (e.g. emissions, waste, chemical, compliance). Thus, MSI/
KLD data capture historical performance, while GES and Asset4 focus more on
environmental opportunity perspectives and future performance metrics.
Semenova’s and Hassel’s detailed examination concludes that the reason for nonconvergence lies in very specific theorizations (compared to high-level agreements), which
leads to commensurability issues.17 They write:
“We propose that industry-specific environmental risk drives EP
[environmental performance] and that performance and risk are
different constructs to be clearly separated when conducting
further research.” 18
Thus, at a granular level (theorization) there is a priori divergence in spite of higher-level
agreement. Specifically, they attribute the divergence among the three raters to conflating
of environmental impact with environmental management. They also are critical of the lack
of control for different rater weightings.19
In a similar vein, Dortleitner, Halbritter, and Nguyen examine the overall ESG and the
individual E and S and G scores of Bloomberg, Thomson Reuters’ Asset4 and KLD (MSCI). Like
others, they point out the definitional-theorization problems of CSR/ESG but they
additionally focus on selection bias. It’s a particularly important factor since, for example,
Asset4 relies on firms’ disclosure but as well that larger firms with good CSP tend to disclose
more than both smaller firms (regardless of CSP) and all firms with poor CSR/ESG
performance (however measured).20 The definition/theorization problem is again typically
very granular.

8

ESG Ratings and Rankings

While noting that all three of their raters define E issues along similar lines (e.g. emissions,
water, waste, resource reduction, impact of products and services), the authors point out
that Asset4 alone singles out animal testing, whereas Bloomberg and KLD (MSCI) focus only
on regulatory compliance.
Focusing on S, they write: “… employment quality, occupational health and safety, diversity
and opportunity, human rights and product responsibility are primarily evaluated. But when
considered in detail, one can see enormous differences in what and to which extent social
performance is measured. While KLD evaluates health and safety through only two indicators
with regard whether the firm has strong health and safety programs or whether it is involved
in controversies, ASSET4 and Bloomberg assess it in a more detailed way.”21
Their conclusion is worth quoting in detail:
“The results suggest an evident lack in the convergence of ESG
measurements.
First, the qualitative evaluation of the three rating
methodologies reveals obvious distinctions in the scoring
approaches as well as the CSR definition. This does not only lead
to differences in the complexity of the CSP assessment but also
in the degree of transparency. While ASSET4 sheds light on
various issues regarding social responsibility through qualitative
and quantitative questions, KLD combines multiple aspects in
one indicator without reporting upon the specific assessment
criteria. Although the CSP concepts of the three providers are
generally based on similar aspects regarding environmental,
social and governance dimensions, the different composition
and weighting of the indicators lead to significant distinctions in
the final ESG appraisal. This is especially true for the social pillar.
Second, the descriptive statistics confirm the obvious
differences in level between the three ESG score providers.
Owing to enhanced reporting activities, large firms generally
obtain higher scores. By performing a quartile analysis, we find
that ASSET4 and Bloomberg ratings are, to a large extent, in line
for approximately half of the companies. KLD only shares the
same quartile groups for about one-third of the firms. The
correlation analysis provides evidence of the fact that the total
ESG scores of ASSET4, Bloomberg and KLD are significantly
positively correlated with regard to their environmental and
social scores. However, KLD shows low correlations to the
scores of the other providers. In terms of the particular ESG
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dimensions, corporate governance aspects are least strongly
connected to the other pillars.
Third and lastly, the ESG risk analysis demonstrates that the
expected loss is highly dependent on the underlying data basis.
Thus, hardly any correlation exists between the different data
sets in terms of ESG risk. Similarly to the ESG level analysis, the
ESG risk of KLD’s ESG scores show the least resemblance to the
other databases. Overall, the results do not indicate a remarkable
coincidence between the expected losses of
the three data providers.”22
In perhaps the most methodologically-developed study, Chatterji, Durand, Levine and
Touboul examine three raters (Asset4, Innovest and KLD (MSCI) and three indices (Dow Jones
Sustainable Index, FTSE4Good and Calvert). It should be noted that while it wasn’t
considered in the latter group, MSCI/KLD is also an index provider. Their data covers
2002-2010 (prior to the KLD purchase by MSCI).
They, too, begin by asking ‘how much do we really know about… CSR?’ Their conclusion: we
don’t really know very much, because the convergent validity among these six is low. It is low
not only due to different theorization, but because ‘all or almost all of the ratings have low
validity,’ even once one adjusts for differences in theorization.
In other words, commensurability (measurement) is low as well. For example, Chatterji et al.
cite in the E area that KLD gives credit for products beneficial to the environment, while
FTSE4Good uses metrics assessing procedures to find and mitigate environmental risks.
These become difficult if not impossible to compare. Among the six raters in their analysis,
the overlaps run from 19% (Calvert) to 60% (Innovest). An overlap is where all six firms include
the same category. But this itself is misleading as the universes for each of the six vary in
size (as well as composition in other regards, e.g. capitalization). This causes methodological
problems, as I will note below.
“In addition to theorization, commensurability and universe problems,
each rater has its own idiosyncratic weightings. For example, KLD had
71% of its sub-categories in the social area, giving social a higher
preponderance than did Asset4 that had 47% in the social issues
area. The reverse is true when considering employee/human capital
issues; Asset4 puts more weight on it than did KLD.”23
How does a researcher make sense of and analyze what is known as dichotomous data, a
problem that runs throughout rater and ratings comparisons?24 Without going into the
methodological particulars, various techniques can begin to sort out these problems,
beginning with joint probability of agreement, Pearson and Spearman correlations and
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concluding with pairwise tetrachoric 25 correlations among the six indexes.
Chatterji et al’s analysis found pairwise tetrachoric correlations for three years among the six
raters, with a mean correlation of 0.30 (about 2 standard deviations). However, this also
included some negative ones’ correlations, meaning what one rater found responsible
another found ‘irresponsible.’26 Correlations (all types) were higher among U.S. based raters
compared with European ones, a geographic discrepancy found by many researchers. Most
agree this stems from definitional practice/theorization and related weighting differences,
as noted in the example above, where KLD (U.S.) weighted social higher than Asset4
(European), which weighted employment higher.
Chatterji et al’s final exercise was, after normalizing theorization differences as best they
could, to measure commensurability. They found it to be low: That is, measurement and
methods themselves were different.27 While an important finding in itself, what is not
examined in their study (and probably not knowable at all) is what data is being measured,
that is, what the data inputs are among raters. That is, far more often than not, we simply
don’t know the inputs being measured or evaluated. This brings us to the information
problem.

Information
The organization SustainAbility (http://sustainability.com) conducted a five-part study
beginning in 2010 and ending in 2012 called ‘Rate the Raters,’ the motivation of which was to
cast a critical eye on the state of the ESG rating world. Many of the concerns and criticisms
they highlighted had previously been noted by others, and would be significantly developed
subsequent to their reports.
They summarized their findings, writing that long-standing problems were, “…poor
transparency in the ratings process, inadequate focus on material issues, difficulty in
comparing companies across industries, [and] conflicts of interest in organizations that
offer services (alongside ratings) …” Additionally, there was ‘too much noise’ amidst the
signals; ‘…simply too many rating schemes measuring similar things in different ways.’28
The reports pointed out a number of related concerns focused on information. There was no
standard among raters for distinguishing disclosure (e.g. of carbon) vs. performance (e.g.
trends to lower carbon emissions), and no consistency as to how (or whether) to weigh each.
They found about 60% of raters in 2010 depended overwhelmingly on corporate selfdisclosure, either in CSR reports or similar publications, or in response to requests for
information and interviews from firms. Indeed, they also found that firms that responded to
information requests fared better in ratings than firms that did not respond (selection bias).
Of the 120 raters they examined, about half relied only on public information sources, and the
other half on either corporate self-disclosures alone or some combination of the two. 29 They
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found only ‘a few’ raters adequately disclosed information (sources and methods) so that
users could understand how the ratings were constructed.30
SustainAbility’s critique of the information problem logically led them to conclude that the
rating industry must get beyond the ‘black boxes’ of information. They recognize the
intellectual property of these raters resides in their proprietary data sources and methods,
but that is of little solace to the users and consumers of such ratings, as they have
tremendous difficulty trying to interpret raters’ typically differing conclusions and
recommendations. 31
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Conclusion
This brief overview of the problem of raters and ratings being all over the map suggests a
number of directions for improvement, if not transformation. The four most obvious and
most mentioned are: 1-transparency and disclosure regarding both theorization (often, but
not always, disclosed at various levels of granularity) and; 2-commensurability (far less
disclosed in adequate detail). And 3-less discussed in the literature is data inputs. Finally, 4how data is interpreted and weighed. As noted above, to varying degrees, each runs directly
into the problem of most rating firms’ intellectual property (IP). There is no easy way around
the IP protection problem given most of the existing rating and ranking models.
Additionally, as noted, there is no existing standard for theorization. On the one hand this
makes sense as there are a variety of stakeholders (and shareowners) whose values,
orientations, and interests are often quite different from one another.
However, from an investor perspective generally, there are signs of significant change, in
particular the growing influence of SASB, both in the U.S. and as its influence grows in other
countries and regions. If SASB (or others who may come along) can develop a widely
accepted (or mandated) set of specific materiality-based standards as a public good, the
focus will subsequently be on data inputs and analyses into these financially oriented
materiality categories for what appears to be a more unified financial-investor client
audience.
From a broader point of view, however, what is materially important to investors changes
over time, and for very good reasons may not be identical to what is important to various
stakeholders aside from investors.32
A corollary to the standardization argument is the likelihood that the terrain of ratings and
ranking competition will shift form theorization to commensurability. If this is correct, the
field is open to a paradigm shift in how ESG is conceived, analyzed and measured.
This does not imply that now or in the future there will be a single ‘ESG truth’, just as there is
not and never will be one way to analyze the ‘hard’ financials of an investment, nor to
conceptualize and measure risk and return. That is part of what makes a market work: that
players have different views of past and future, and of what is important. What, however, is
likely to happen, is that the transparency of concepts and the knowledge of data will
dramatically and perhaps qualitatively transform.
In addition to the standardization trend, various forms of big data analytics and artificial
intelligence will also drive ESG transformation as these techniques move from a host of nonESG spaces into ESG and related space. Standardization and technological disruption will
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likely transform the rating and ranking industry, resulting in closer (but far from perfect)
convergence. The hallmark indicator of this transformation, should it fully take place, will be
transparency in the theorization and commensurability realms, and importantly in the
transparency of data inputs, which, as noted, is currently lacking in traditional rating and
ranking organizations.
Moreover, while all rating and ranking organizations depend on existing data (regardless of
how they access and analyze it), in the near future it is likely that firms will begin to create
data using advancements in and declines of cost for various technological advances able to
supply data which currently does not exist.
For example, satellite data is currently tracking various climate indicators, but it could also
track parts of the global supply chain, creating a new S source. Similarly, advances in socalled asset specific data can layer multiple of data sources to identify a specific firm’s (or its
sub-contractors) behavior regarding both S and E issues. A number of academic conferences
have been held or will be examining these technological potentials.33
In sum, there will always be important and legitimate differences of evaluating, measuring
and defining E and S and G. But the investors or data users, not the raters/information
providers, should determine those differences.
The data and methods of raters need to be transparent and be able to be manipulated by the
end user to fit his or her quantitative and/or qualitative models. This means that data should
be available in ‘raw’ form, much like financial data (and the SASB model). The data inputs may
not be ‘objective’ (that is, how an event is covered and/or interpreted by a news story, an NGO,
a corporate, an investor, etc.), but it must be transparent. 34 It likely goes without saying, or
should, that technological advances have the potential to make analysis and data available in
near real time unlike most current raters and rankers. This opens up the ability to use a
variety of statistical tools that are not meaningful when reports are mostly issued annually.
Finally, it is worth highlighting that the Global Initiative for Sustainability Ratings project’s
‘core framework’ emphasizes many similar themes. Best they speak for themselves:35
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