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Summary & Conclusion

This research aims to contribute to the development of sustainability reporting
within the capital markets. The main purpose is to investigate whether sustain-
ability reporting regulation and policies can contribute to the development and
implementation of sustainability reporting of corporations operating in the capital
markets. To answer this main research question, I wrote six chapters based on the
outcome of desk research, literature review and more than 100 interviews
conducted in the period between 2011 and 2016, in four countries object of this
research, Brazil, Sweden, The Netherlands and the United States (US). The sharp
growth of sustainability reporting in the period between 2011 and 2015 makes this
period particularly interesting and relevant for conducting this research. Given the
methodology chosen and the relevance of the period between 2011 and 2015 for the
research of the development of sustainability reporting, this book mostly reflects
upon the developments that took place in that period in the four countries.

Below I provide the answers, first to the sub-questions and second to the main
research question. The answers provided take into consideration all the information
acquired through the previous six chapters.

Research question: can sustainability reporting regulation and policies contribute
to the development and implementation of sustainability reporting of corporations
operating in the capital markets?1

Sub-questions:

• What is the state of the art of sustainability reporting?

The answer to this question is mainly addressed in the first chapter, which provides
an overview of the state of the art of sustainability reporting.

Sustainability reporting has become more common amongst the world’s largest
companies. There has been a continuous growth in sustainability reporting since
2011. From 2011 to 2015 there was a sharp increase in sustainability reports of

1 In this research I investigated if sustainability reporting instruments are used or not. I did not research the quality
and nature of the sustainability reporting instruments.



companies in the S&P 500 companies. It rose from 20% in 2011 to 81% in 2015.2

From 2015 to 2018 this increase was less accentuated, with an increase from 81%
in 2015 to 86% in 2018.3 According to KPMG, in 2015, the rate of reporting on
corporate responsibility among the largest 100 companies (N100) is 71%; among
the G250, 92% of the companies report on corporate responsibility.4 5 In 2017,
75% of the N100 companies report on corporate responsibility and 93% of the
G250 companies report on corporate responsibility.6

As reported by KPMG in their annual survey in 2015, formal third party assurance
of the G250 reports has increased from 59% to 63% from 2013 to 2015. In 2017,
this percentage rose to 67% among the G250 companies.7 KPMG also refers that in
the N100 reports third party assurance increased from 38% in 2013 to 42% in
2015.8 In 2017, this percentage rose only to 45%.9 KPMG’s data suggested that
assurance rate tend to increase most rapidly in countries where reporting has also
increased, such as in the US.10 The ISAE 3000 and the AA1000AS are the most
used assurance standards (KPMG, 2008). Sustainability reporting has grown and it
is happening globally, yet at different paces. Sustainability reporting is in the
agenda of the world’s largest companies and growing between listed midcap and
smallcap companies.

Yet currently, there is no global accepted voluntary or mandatory set of principles
for sustainability reporting. Instead, there is a multiplicity of organizations that
develop sustainability standards and principles, such as, the Global Reporting
Initiative (GRI), the CDP (former Carbon Disclosure Project), the International
Integrated Reporting Council (IIRC), the Organization for Economic Cooperation
and Development (OECD) guidelines, the Sustainability Accounting Standards
Board (SASB), the United Nations Global Compact (UNGC) and the United
Nations (UN)-supported Principles for Responsible Investment (PRI). Although
these standards are compatible with each other, they have different features and
have been used in an ad-hoc manner, as there are no legal rules or enforcement.

2 See, https://www.ga-institute.com/press-releases/article/flash-report-86-of-sp-500-indexR-companies-publish-
sustainability-responsibility-reports-in-20.html and https://www.environmentalleader.com/2016/06/81-of-sp-500-
companies-published-sustainability-reports-in-2015/.

3 See, https://www.ga-institute.com/press-releases/article/flash-report-86-of-sp-500-indexR-companies-publish-
sustainability-responsibility-reports-in-20.html.

4 KPMG, “International Corporate Responsibility Survey”, 2015. Available at: https://assets.kpmg.com/content/
dam/kpmg/pdf/2016/02/kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf.

5 See also, Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 18. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.

6 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 9. https://integratedreporting.org/wp-content/
uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

7 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 26. https://integratedreporting.org/wp-content/
uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

8 See, KPMG International Survey 2015. Available at: https://assets.kpmg.com/content/dam/kpmg/pdf/2016/02/
kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf pp. 40.

9 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 26. https://integratedreporting.org/wp-content/
uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

10 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 26. https://integratedreporting.org/wp-content/
uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.
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From the interviews conducted for this research I have learned that sustainability
reporting can be a challenge for many reporting organizations and responding to
different reporting requests puts pressure and time constraints on these organiza-
tions. Already in 2010, the GRI referred to the challenge that the growing
multiplicity of sustainability reporting standards represented and how to avoid
“(…) a decline in popularity for sustainability reporting.” (Carrots and Sticks
report, 2010) Since then, the multiplicity of sustainability reporting standards did
not decline, as the practice and interest of sustainability reporting did not decline
either. In response to this challenge a number of sustainability standard-setters have
partnered with each other and coordinated their efforts, which has been beneficial
both for reporters and standard setters. Organizations such as the GRI, the CDP, the
Global Initiative for Sustainability Ratings (GISR), IIRC, the SASB, the UNGC
and the UN-supported PRI have also partnered with the financial sector, including
corporations and investors. Voluntary standards have gained a growing acceptance
and impact globally, however, GRI is the leading sustainability reporting standard-
setter used globally. Already in 2013, 81% of the G250 has used the GRI guidelines
and in 2015 this number declined to 74% of the G250 using the GRI Framework
(KPMG, International Survey of Corporate Responsibility Reporting, 2015).11 In
2017, the percentage rose to 75% in the G250 companies.12 The GRI Guidelines
have been the leading sustainability reporting framework used.13 Wim Bartels,
KPMG’s Global Head of Sustainability Reporting and Assurance, has explained in
KPMG’s report (2015) the possibility of the decline in the use of the GRI guidelines
among the largest companies may be because those companies are increasingly
required to report on sustainability in their annual reports.14 Wim Bartels continues,
explaining that the GRI is designed historically for stand-alone sustainability
reporting.15

This research focuses on Brazil, Sweden, the Netherlands and the United States.
These four countries were chosen given their duality of approaches to sustainability
reporting but also because of their progressive initiatives in sustainability reporting
(EU), the curiosity of the US approach as the largest economy in the world and the
contrast with the role of of an emerging market in the development of this topic.
Sweden and The Netherlands have a mandatory approach to sustainability reporting
while Brazil and the United States have a voluntary approach to sustainability
reporting. The four countries have different legal and financial backgrounds, and

11 See, KPMG International Survey of Corporate Responsibility Reporting 2015, available at: https://assets.kpmg.
com/content/dam/kpmg/pdf/2016/02/kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf
pp. 42.

12 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 28. Available at: https://integratedreporting.org/
wp-content/uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

13 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 28. Available at: https://integratedreporting.org/
wp-content/uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

14 See, KPMG International Survey of Corporate Responsibility Reporting 2015, available at: https://assets.kpmg.
com/content/dam/kpmg/pdf/2016/02/kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf
pp. 42.

15 See, KPMG International Survey of Corporate Responsibility Reporting 2015, available at: https://assets.kpmg.
com/content/dam/kpmg/pdf/2016/02/kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf
pp. 42.
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different economic growth. These differences have influenced their approaches to
sustainability reporting.

• What can sustainability reporting learn from the development of international
financial accounting standards?

The answer to this question is addressed in the chapter 2. Chapter 2 presented the
lessons we can learn from the development and practice of financial standards and
how these lessons can help shaping the future implementation of a globally
recognized set of principles for sustainability reporting. The experience of developing
a set of internationally recognized and harmonized financial reporting standards may
be helpful to the development of a set of internationally recognized sustainability
reporting standards. This is due to facing similar challenges, for example, on how to
provide credibility to the information disclosed through effective oversight and
governance and how to communicate clearly to ensure transparency. Also due to
the accountants skills and expertise in financial measurement, financial reporting,
assurance and how to link a business strategy to financial performance and creation of
value for stakeholders.16 I reached 10 lessons, listed below.

1. The slow standard-setting process can be accelerated through legislation. We
could see this through the development of financial regulation, in particular at
the influence that Regulation 1606/2002 in the global acceptance of the IFRS.
Regulation 1606/2002 was responsible for directly requiring European listed
companies to apply the IRFS on a mandatory basis. If a framework for
sustainability reporting is to be widely implemented by the corporate and
financial sectors, similarly to the necessity to develop a legal framework for
financial reporting in the EU, mandatory sustainability reporting is funda-
mental to drive harmonization and mainstream practice.

2. Building trust through transparency; the study of the development of financial
reporting standards showed us that through a transparent market we can
understand how oversight and centralized uniform standards contributed to
increasing trust in financial markets. The mainstreaming of financial reporting
standards facilitated transparency in capital markets.

3. Maintaining experts’ independence while mindful of necessary political, corpo-
rate and social engagement; we saw that the key for the International Accounting
Standards Board’s independence is its Governance model. It has the remarkable
capacity of maintaining its technical expertise from national and international
political interference, e.g. EU, SEC, Financial Accounting Standards Board and
national Governments, yet it is accountable to the public interest, through the
work of its Trustees and the Due Process Oversight Committee.

16 See, https://www.aicpa.org/InterestAreas/FRC/AssuranceAdvisoryServices/DownloadableDocuments/Sustain-
ability/Whitepaper_Accounting_for_the_Sustainability_Cycle.pdf and https://www.icas.com/ca-today-news/
eight-ways-accountants-can-contribute-to-sustainability.
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4. Continue without the support of a major economy, such as the US; despite the
US influence on the developments of financial accounting in Europe, and the
fact that they did not adopt IFRS until today, did not stop IFRS from becoming
the world’s mainstream financial reporting standard. The success of a frame-
work for sustainability reporting is not necessarily dependent of the support of
any major economy, such as the US and of its national sustainability reporting
regulatory developments.

5. The investors are the key audience of financial reporting and are also one of the
main stakeholders of sustainability reporting. Investors are calling for more
Environmental, Social and Governance information. Sustainability reporting
also focuses on the protection of investors therefore, the disclosure of reliable,
credible and comparable Environmental, Social and Governance information is
in the interest of investors.

6. Higher harmonization leads to higher comparability; increased harmonization
of financial reporting standards with the use of the IFRS resulted in increased
comparability of international financial reporting practices, reduced informa-
tion costs and reduced information risk for investors. However, concerns with
the uneven implementation and enforcement of the IFRS remains as it might
jeopardize comparability and information and risk reduction.

7. Principles-based framework is the way to go; looking at the development and
use of the IFRS in financial reporting we saw that principles have worked better
than rules. The IFRS’ principles-based nature, openness and flexibility are the
conditions responsible for its large global acceptance as the mainstream
financial reporting tool. The US-GAAP’ rules are not appealing to companies
and IFRS is largely preferred globally.

8. National legislation needs international guidance; the implementation and
enforcement of IFRS is dependable of national judgments, which are influenced
by national and international politics, economics, regulation, society and culture.
International standards mainly reach to the largest companies which are also the
most financial capable to respond to regulatory change. This is still beneficial
because the largest companies can become an example of how to conduct a
profitable business in a responsible way. Therefore, until a certain degree,
inconsistent implementation and enforcement of standards may be expected.

9. Integrated reporting; providing authentic financial and non-financial information
in the same report and in a timely manner would benefit investors the most.
Investors would then be equipped with all relevant information about a company
in a single document to help them to better evaluate how agile a business is when
responding to change and make better-informed investment decisions.
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10. Mandatory sustainability assurance; with the inherent limitations of what
sustainability assurance is and how it can be best carried-out, as we have
seen with financial reporting, sustainability assurance is also meant to increase
investors’ trust on the reliability of the information disclosed. For account-
ability to take place mandatory sustainability assurance is needed. Sustain-
ability assurance principles should be mandatory and used by accountancy
firms as for example, the Big 4 accountancy firms.

• How is sustainability reporting developing in Brazil, Sweden, The Netherlands
and the United States?

The answer to this question is mainly addressed in the chapter 3, which provides an
overview of the state of the art of sustainability reporting with a focus on Brazil,
Sweden, the Netherlands and the US.

As outlined in chapter 3, regulation has been driving the uptake of sustainability reporting
in Europe, contributing to the advancement of sustainability reporting in Sweden and in
the Netherlands. Another relevant driver of sustainability reporting in Sweden and in the
Netherlands is the Government. The examples of Sweden, the Netherlands and also of
South Africa show how Governmental intervention can be influential in the uptake of
sustainability reporting and integrated reporting (KPMG, 2011). Swedish companies
have been early adopters of international sustainability reporting standards and ESG
concerns are part in the Swedish social and corporate culture.

Companies in the four countries are advancing in their sustainability reporting
practices yet at different speeds. The fact that the largest companies in Brazil,
Sweden, the Netherlands and the United States, which are also some of the largest
companies in the world, are publishing sustainability reports shows the positive
impact of the EU’s mandatory sustainability reporting requirements and may also
indicate that they have understood the benefits of long term value creation and of
enhanced ESG transparency in financial markets. Generally, Sweden and the Nether-
lands, besides their own progressive national initiatives in sustainability reporting,
also benefit from the EU’s sustainability reporting disclosure requirements. In the EU,
the non-financial reporting Directive requires around 6000 large listed companies, or
operating in the banking and insurance sectors, with more than 500 employees,
operating in the EU to disclose ESG risks about their business activities, in their
annual reports. The first reports are expected in 2018 referring to fiscal year of 2017,
and Member States were required to transpose the non-financial reporting Directive
into their domestic legislation by the 6th of December of 2016.17

At this point, according to US legislation, most US companies report on their ESG
risks on a voluntary basis, as there is no specific regulatory framework mandating
sustainability reporting in the US. The SEC is the legitimate institution to require

17 See, http://ec.europa.eu/finance/company-reporting/non-financial_reporting/index_en.htm#news.
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financial and sustainability corporate disclosures in the US. Under the SEC
reporting requirements, US companies do have to report the risks that might affect
their businesses, which among others, includes risks related to climate change and
conflict minerals. The growth of investors and shareholders’ interest and demand
for non-financial information, has triggered the SEC’s initiative to propose
amendments to the current disclosures requirements in the US. If the SEC adopts
its proposal on extending the disclosure requirements to non-financial information,
the US will move from a voluntary approach to a mandatory approach to
sustainability reporting. On a global scale, having the largest economy on board
extending its sustainability reporting requirements to all US listed companies,
means that trend of growth in the uptake of sustainability reporting may accelerate.
The mandatory requirements existent in the EU since 2014 may affect US
companies operating in the EU. Globally mandatory sustainability reporting
(regional, national and by stock exchanges), allied to an increase of the interest
and demand of sustainability information among investors and shareholders is the
reason for the increase of reporting companies in the US. For example, the EU non-
financial reporting Directive also triggers the interest of national regulators, as the
SEC in the US.

In a totally different way from Sweden and the Netherlands, where the European
Commission and national Governments have been the main drivers of sustainability
reporting, in Brazil, the stock exchange B3, former BM&FBOVESPA, has since
2012 been the number 1 driver of sustainability reporting among Brazilian listed
companies. The former BM&FBOVESPA has disclosed a lesson from their
experience with the voluntary “report or explain” approach; according to B3,
voluntary self-regulation sustainability reporting tools and policies in the Brazilian
capital market have proven to be effective. According to the stock exchange’s
experience a few adhering companies have explained that they did not see major
changes within their organization and therefore, stopped adhering. The stock
exchange saw a lower growth of adhering companies in the past two years (2014
and 2015), one of the possible reasons appointed was the lack of penalties for non-
adhering companies.18 These results from the former BM&FBOVESPA’s experi-
ence follow in line with the shortcomings identified in chapter 4 and their opinion,
that as it is the case in Brazil, the challenge lays in the lack of monitoring and in the
lack of legal accountability. This is also my opinion, as companies, not monitored
and without incentives may feel tempted to not comply.

There are sustainability reporting disclosure’ differences between developed
countries, from which Sweden, the Netherlands and the US are part, and emerging
markets, from which Brazil is part. This difference is visible by looking at the
public’s different concerns (see chapter 3) in Brazil, Sweden, the Netherlands and
the US. The European public is generally more engaged with ESG responsible

18 See in Portuguese, Sonia Favaretto, “Relate ou Explique para Relatório de Sustentabilidade ou Integrado: um case
brasileiro de sucesso”, Business case.

Summary & Conclusion 327



practices and risks consideration, when compared to the American public. The US
tradition of minimal government interference (strong capitalist society) on capital
markets contributes to this difference. Given the cultural, social and financial
differences between the four countries, the level of awareness and activism towards
sustainable development is different. As we saw in chapter 3, Brazil has urgent
priorities, as social and financial inequality, safety and education. The level of
concern with sustainability is therefore, diminished when compared with their
urgency for satisfying basic needs. In Sweden, the Netherlands and in the US, three
developed economies, with high income, high level of education and safety, their
publics are generally more conscientious about sustainability.

• Which framework, mandatory or voluntary and integrated or not, is most suitable
to contribute to the development and implementation of sustainability reporting?

The answer to this question is mainly addressed in the chapter 4, which discusses
the information provided in chapter 3 and elaborates on this particular sub-question.

From the research conducted, the co-existence of mandatory and voluntary
sustainability reporting instruments seems to be the most beneficial option at the
moment. The moment is not yet right for a sudden and strict change to legally
required sustainability reporting, it would be too early. As explained below,
organizations need to build capacity and develop knowledge to understand the
internal and external benefits of sustainability reporting. The EU is following the
sustainability reporting developments on a global and regional scale and has
steeped-in to set minimum sustainability disclosure standards to level the playing
field among the member states (2014 EU non-financial reporting Directive). This is
an important development not only within the EU but globally. Amongst the most
significant developments of sustainability reporting in the European Union, is the
2014 non-financial reporting Directive (amending the Accounting Directive (2013/
34/EU) adopted in 2013), requiring for the financial year of 2017, the disclosure of
non-financial information by large public-interest entities as listed companies,
banks and insurance undertakings. The Directive’s requirements are expected to
affect nearly 6000 companies. The European Commission’s directive has scaled-up
sustainability reporting beyond the EU, on a global level, with at least 180 different
initiatives reported by GRI in 45 different countries and regions. The European
Commission’s Directive is not the only driver for sustainability reporting. Among
others, the growing innovation technology (global communication advancements),
the growing interest of Governments (reflecting the public call for increased capital
market’ transparency), the growing engagement of the corporate sector and
investors (particularly the pension funds and stock exchanges) and the stock
exchanges are all drivers for sustainability reporting. Besides the EC, stock
exchanges are amongst the best-positioned stakeholders to drive mandatory ESG
disclosures for listed companies. Even though the large majority of companies is
not listed, what happens on the stock markets is relevant. Stock exchanges play a
role pushing companies to do what is already in voluntary guidelines through
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listing rules, implementation of national legislation and also acting as a “liaison”
between the listed companies, policy makers, investors and ESG organizations
(experts). Listed companies are pacesetters in sustainability reporting. Although
still fragmented, the developments mentioned above, have all been driving forces.
This global interest towards enhanced sustainable practices has been demonstrated
through the international sustainable development agenda, better explained in
chapter 4. The global context has therefore, become more favorable for the
development of sustainability reporting, either mandatory or voluntary.

Well-designed voluntary sustainability reporting standards have been particularly
helpful for jurisdictions introducing a sustainability reporting initiative for the first
time. Voluntary instruments help building the educational process of disclosure as
the reporters learn how to use these tools and learn the benefits of reporting on the
job. The EU mandatory “report or explain” approach from the non-financial
reporting Directive gives companies the freedom to innovate and to find the new
solutions to some of the world’s most pressing challenges. Companies will have the
opportunity to engage gradually and will have the opportunity to adapt and improve
their ESG performance. This initial voluntary period allows companies to develop
capacity, both of reporting experience and to improve ESG performance. Once
capacity is in place mandatory reporting can take place to ensure a harmonized
approach. The European Commission could then develop and require a next
generation of stricter ESG standards. Companies, encouraged through legislation,
report or explain approach, listing requirements and voluntary frameworks, are
expected to report on the impacts (e.g. financial impact) of their ESG risk
management. In turn, as I see it, this disclosure may contribute to mobilize large
asset owners’ interest and capital, such as pension funds, and mainstream sustain-
ability reporting and foster responsible investing practices. Standards are a
necessary starting point but in practice their effectiveness (usefulness) depends
on the successful adoption by the corporate sector, and on the use of the
information disclosed by the investors. The sustainability reporting regulatory
objectives need to be supported by governance structure and auditing system that is
similar to the one of financial reporting and eventually, as it happened with
financial reporting, additional regulation may be necessary.19 The development
of integrated reporting is promising. This is due to the possibility to deliver the type
of information that is most representative of a company’s situation and future
viability. Sustainability reporting can take advantage of the existing financial
reporting infrastructure, including the reporting framework, accounting setting,
comprising the accounting firms and accountant professionals. Given their specia-
lized financial expertise, accountants are in a privileged position to understand and
link the ESG risk management strategy to financial impact.20 Accountants’
knowledge about financial reporting, auditing, key performance indicators, risk

19 See, https://dash.harvard.edu/bitstream/handle/1/22824053/16-032.pdf?sequence=1.
20 See, https://www.aicpa.org/InterestAreas/FRC/AssuranceAdvisoryServices/DownloadableDocuments/Sustainability/

Whitepaper_Accounting_for_the_Sustainability_Cycle.pdf See also, http://www.icaew.com/-/media/corporate/files/
technical/sustainability/sustainability-the-role-of-accountants-2004.ashx?la=en.
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management and measurement can be particularly helpful to measuring ESG
impact and to assuring the information disclosed, and therefore increasing relia-
bility of ESG information.21 Some of the key successes of financial reporting
include, the International Accounting Standards Board Governance structure and
the independence of financial expertise of political influence.

Integrated reporting is growing globally, although the EU has affirmed it to be a
step ahead, both on a practitioner level and on a policy development level.
However, the recent EU development of the EU Action Plan on Sustainable
Finance of 2018 may contribute to the further development of integrated reporting.
Integrated thinking and the concept of value creation have gained traction and more
supporters than the International Integrated Reporting Council itself. Critics have
pointed that the International Integrated Reporting Council has taken up too many
interests and it has not yet gained the market and Governmental confidence to
establish itself as the integrated reporting standard-setter body. Cost-efficiency of
ESG integration and consequent communication of corporate sustainability strate-
gies, through a sustainability report or an integrated report, is fundamental.

If the Global Reporting Initiative (GRI) standards or the International Integrated
Reporting Council (IIRC) framework were to be mandated, it is not clear which one
would be the most appropriate choice at the moment. We may only speculate. As I
see it, if one of the standard-setters were to be endorsed at the present day, GRI
could be an appropriate choice. The GRI sustainability reporting standards are
currently the most used globally. Accordingly to chapter 4, gradually, integrated
reporting is expected to gain traction and therefore, become more used by reporting
organizations.22 The trend seems to be that the GRI is more refferenced in
sustainability reports while the IIRC is increasingly mentioned in integrated
reports.23 If we consider that the disclosure of sustainability reporting information
only makes sense when integrated with financial reporting information, then the
endorsement of the IIRC could be a possibility considering the possible demand for
a standard-setter that responds to the demand for integrated sustainability and
financial information.

The four countries analyzed in this research, Brazil, Sweden, the Netherlands and
the US, have contributed to a better understanding of the advancements of
sustainability reporting in the EU, in Brazil, in the US, but also globally. The
EU sets the example to other advanced economies such as the US, Canada and
Japan. Through the non-financial reporting Directive, the ESG disclosure require-
ments reach out beyond EU companies to other non-EU public interest entities;

21 See, https://www.aicpa.org/InterestAreas/FRC/AssuranceAdvisoryServices/DownloadableDocuments/Sustainability/
Whitepaper_Accounting_for_the_Sustainability_Cycle.pdf See also, http://www.icaew.com/-/media/corporate/files/
technical/sustainability/sustainability-the-role-of-accountants-2004.ashx?la=en.

22 See, Chapter 4 pp. 232, 233 and 258.
23 See, https://www.greenbiz.com/article/battle-continues-gri-vs-sasb-vs-ir.
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Brazil is setting the example in Latin America and to other emerging economies,
together with South Africa.

• How can sustainability ratings contribute to the development and implementa-
tion of sustainability reporting?

The answer to this question is addressed in chapter 5. Looking at the sustainability
ratings market, through the interviews conducted in the four countries and also
from the desk research conducted, I found that companies, investors and raters
depend on each other’s communication and exchange of information. Therefore,
increased engagement between them would possibly benefit companies and
investors. Through engagement, companies and investors could explore new
ways for cooperation, to understand their needs, on identifying material ESG risks,
and to find the ways in which the raters can help providing real-time information
through new products and services.24

By looking at the history of credit rating agencies, we can identify five potential
problems credit rating agencies may have to manage, similarly to those that
sustainability rating agencies may have to deal with. The first is related to the
independence of rating agencies and the integrity of the rating process, which can
be compromised by potential conflicts of interest. Less Governmental intervention
in the past of credit rating agencies may also contribute to increasing credibility and
better quality of sustainability ratings. The second problem relates to how credit
rating agencies manage to avoid a monopolistic credit ratings’ market. This
situation may become more challenging with the possibility of creating Nationally
Recognized Statistical Ratings Organizations (NRSROs). Third, how to manage
the lack of accuracy of the ratings, which could benefit from increased competition
and would be in the interest of investors. Fourth is the “subscriber pays” model and
the “free-rider” possibility; this model has been used by credit rating agencies and
with the support of the regulator may also benefit sustainability ratings. Fifth, how
to manage the lack of factual verification; a solution to this problem could be hiring
independent experts (Coffee, 2014 pp. and 266, 267) and increased Governmental
oversight on rating agencies business operations.

Both credit rating agencies and sustainability rating agencies are needed in the
financial market. Credit rating agencies increase investor’s trust on the credit-
worthiness of issuers and reduce uncertainty (Coffee, 2014).25 Sustainability rating
agencies complement the credit rating agencies’ work by increasing investors’ trust
on the issuers’ ESG performance.

Market standards are still evolving. More education and awareness on the long-
term benefits of increased ESG disclosure and performance ratings could probably

24 See, the EIRIS’ recommendations in response to the insights given by stock exchanges, in EIRIS “Sustainability
Initiatives: Insights from Stock Exchanges into Motivations and Challenges” pp.17 November 2013.

25 See, http://www.un.org/esa/ffd/wp-content/uploads/2015/01/CRA_summary.pdf.
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be beneficial for the long-term development of this area. I have introduced five
challenges in the sustainability ratings’ industry. First, a one-size-fits-all approach
does not seem to be as beneficial as the ratings per industry, sector and size.
Engagement, through e.g. dialogue, will bring more clarity to the market partici-
pants’ needs and facilitate the response to challenges. However, the other side of
the coin is, second, that the multiplicity of ESG ratings and research providers also
triggers investors’ additional information requests to companies. Third, another
consequence of the multiplicity of ESG ratings and research providers is the
multiplication of information requests and the duplication of information, which is
a burden to companies and also to investors. Fourth, how to deal with incomplete
information and the risk of publishing inacurate information; transparent meth-
odologies, criteria and policies bring trust to the ratings’ provider and credibility to
its products and services. Finally, the fifth is the successful management of
conflicts of interest, which influences how raters keep their independence and
avoid being on the spotlight for the wrong reasons, as we saw with the past
financial crises.26

Involvement of the Government and market regulators in the process of main-
streaming of accurate, reliable and real-time rating principles could prove beneficial
for accelerating the process. As we have seen in chapter 2 with the mainstreaming
of IFRS, the involvement of the European Commission and national Governments
may have increased compliance and enforcement. There are over 100 raters in the
market who developed their own methodologies and often, rate the same issues.
Companies and investors are challenged to select which raters and information to
trust. It seems that the answer to overcome the challenges listed above, may not be
to develop a new rating standard but instead focus on a standard to rate the raters,
which the GISR is trying to achieve. The GISR works towards developing rating
principles for the raters. The idea of focusing on the raters and not just on the rated
looks promising. Just as we saw with financial reporting, all auditors and credit
rating agencies are bound by the same rules to audit and rate, respectively.27 It
seems logic to have an independent organization focusing on the rater’s perfor-
mance. External assurance of the data provided by ESG research providers using
standards as the Arista 3.0 is also considered to increase credibility in the data
provided and in ratings.

Looking at the successful business cases in Brazil, with B3, the former BM&FBO-
VESPA and in the US with the DJSI (see chapter 3), but also in other parts of the
world such as, in South Africa, with the Johannesburg Stock Exchange, we see the
influence of positive regulatory change, through the support of the Governments.
Companies are more likely to report specific information if such disclosure is made
mandatory by a stock exchange or regulator (UNCTAD, 2011; Ioannou and

26 The Sarbanes Oxley Act, in response to the financial crises of 2002, has contributed to the higher independence of
credit rating agencies. Sarbanes Oxley Act of 2002, Section 201 (g) restricted auditors’ provision of non-auditing
services to their clients. See, http://www.sarbanes-oxley-act.biz/SarbanesOxleySection201.htm.

27 See, chapter 2.
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Serafeim, 2012). If there would be more clarity and more robust evidence about the
link between financial returns and ESG disclosure, stock exchanges could have a
financial incentive to change their listing requirements and include ESG listing
requirements. Otherwise, mostly Government regulations and political support
would drive interest in the field. Academic research has been done about the link
between financial returns and ESG disclosure. However, further research is
necessary to finding a more robust evidence of the link between ESG disclosure
and increased ESG performance, with increased financial returns.

There is a long way between commitment to initiatives as the UN-supported
Principles for Responsible Investment and effective implementation, however, the
increasing number of signatories of responsible investment’ initiatives, the number
of ESG assets under management and the increasing use of ratings as an investment
tool, point towards the direction of growth of the responsible investment trend, as
ratings became an increasingly used tool amongst investors. Consequently, there
will be room for further innovation, in particular in personalized sustainability
indices that meet their investment objectives.28

The developments referred in chapter 5 highlight the potential of enhanced ESG
disclosure and performance ratings to contribute to mainstreaming sustainability
reporting practices and ultimately, to encourage changes in business culture and
practice. The goal is to put the GISR principle of the information value chain in
practice (see, figure 1 in section 5 of chapter 5), where all the market participants in
the rating process add value to each other’s work and add value to capital markets,
to society and to the environment.

Following on recent developments in the EU (EUAction Plan of 2018), as companies
are increasingly integrating ESG risks in their annual reports and as non-financial
information become more quantifiable, the European Securities and Markets Author-
ity (ESMA) has launched a consultation paper, proposing that in the future credit
rating agencies may be required to disclose whether and how ESG criteria have been
considered as part of a credit assessment outlook.29 This development suggests the
interest in the further integration of ESG risks’ consideration into the financial sector.

• How can pension funds contribute to the development and implementation of
sustainability and responsible investment reporting?

The answer to this question is addressed in chapter 6. The pension funds analysed
in the four countries have recognized the relevance of responsible investment for
their own business model. Pension funds, Governments, international organizations
such as, the OECD, have long debated how pension funds could best achieve the

28 S&P Dow Jones Indices, “Sustainability Indices: Investment Solutions for Future Generations”, January 2015,
pp. 4.

29 See, https://www.esma.europa.eu/press-news/consultations/consulation-disclosure-requirements-applicable-
credit-ratings.
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goals of securing the payment of a retirement pension to retirees, and obtain the
best returns at an acceptable level of risk.30 International developments have shown
that there is a growing recognition of the relevance of ESG risk integration into
investment processes by pension funds and in the responsible investment chain.
These developments have taken place at different levels, corporate, investor
community, society, international organizations and the EU, which ultimately has
a significant impact on a national level. At different speeds but consistently, the
four pension systems analyzed in this chapter show to be increasing ESG
integration in their investment policies and strategy, therefore, it is positive that
sustainability reporting is developing further. Besides, we can also notice an
increasing awareness about ESG risks among asset managers, consultancies and
policy makers.31 Investors can practice responsible investment by using a variety
of instruments, for example, exclusions, ESG integration, engagement, best-in-
class and voting. Responsible investment practices have an added value to
investors, such as pension but also to companies and governments, as it increases
awareness about the impact of ESG risks may have on long-term issues ranging
from sustainable development to long-term corporate performance. Responsible
investment practices allow investors to identify more sustainable companies for
potential investment and to improve the ESG integration and performance of
investee companies.

Among the main drivers identified were, client demand, clarity on fiduciary duty,
supportive regulation, work of organizations such as the CDP, GRI, the Interna-
tional Integrated Reporting Council (IIRC), the OECD, the Sustainability Account-
ing Standards Board (SASB), the UN Global Compact and the UN-supported PRI,
which have played an important role engaging with pension funds and their
responsible investment chain to create awareness and drive long-term value
creation. Barriers identified were the lack of regulatory guidance, particularly on
how to report and what to report regarding ESG risk integration into investment
processes, miscommunication in the responsible investment chain about the
growing relevance of the role of ESG risk integration for pension funds, short-
termism and the lack of trust in the link between ESG risk integration and financial
returns.

Regardless of their cultural, political and financial different traditions, the four
pension systems show similar challenges, and more importantly, they show that
despite the differences in their structure and organization, they all show that it is
important to integrate ESG risk in their investment strategies. The four pension
systems signal their growing interest and engagement with responsible investment
reporting and best practices. Despite the diversity of responsible investment
approaches across the different pension systems, the four pension funds given as
examples, are in the forefront of responsible investment globally (Rob Lake, 2016).

30 See, http://www.oecd.org/finance/private-pensions/2763540.pdf pp. 1.
31 PRI, “How Asset Owners Can Drive Responsible Investment – Beliefs, Strategies and Mandates” 2016.
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As put by Rob Lake, “just as there is no single, universally ‘correct’ way to invest,
there is no single, universally ‘correct’ way to be a responsible investor.” It will
certainly take time to reach a mainstream but the horizon looks positive.

Given their major asset size, pension funds need to manage ESG risks in parallel to
deliver retirement benefits. Therefore, pension funds would benefit from a good
system of sustainability reporting. Renowned organizations have made recommen-
dations on how pension funds can best improve ESG best practices. Among others,
agree on generally accepted definitions, draw parameters and set clear guidelines on
what to report, how to report and how to implement ESG risks into investment
strategies, clarify ESG integration as part of the fiduciary duties (PRI, Fiduciary
Duty in the 21st Century, 2015) and create a supportive regulatory framework.

Pension funds’ responsible investment interest has sent a signal to policy makers to
level the playing field, to increase transparency and foster sustainability and
responsible investment reporting. In Europe, there are three main initiatives that
have the potential to scale-up sustainability and responsible investment reporting:
i) the revision of the IORP Directive for the occupational pension sector; ii) the EU
Shareholder Rights Directive II (SRD II) from 2017, that will come into force in
2019, which promotes transpaenrency and long-term investment strategies; and
iii) the recent EU Action Plan on Sustainable Finance of 2018, which may
contribute to mainstream sustainability and responsible investment’ definitions,
provide guidance on ESG risk management, clarifying the duties of institutional
investors and asset managers to improve the responsible investment decision
process, to improve sustainability, responsible investment and integrated reporting.

After answering the sub-questions and keeping in mind the information gathered
above, the answer to the main research question is provided below.

Research question: can sustainability reporting regulation and policies contribute
to the development and implementation of sustainability reporting of corporations
operating in the capital markets?32

The answer is yes, sustainability reporting regulation and policies can contribute to
the development and implementation of sustainability reporting of corporations
operating in the capital markets. Through my research I found that regulation and
policies, both mandatory and voluntary sustainability reporting can together
contribute to the development and implementation of sustainability reporting of
corporations operating in the capital markets. In my opinion, it is not an either/ or
question as they both have an important part to play. Withdrawn from the extensive
interviewing in four countries, with among others, sustainability reporting’ experts,
and from the supportive desk research conducted, the European Commission’s non-

32 Among others, in this research I investigated if sustainability reporting instruments are used or not. I did not
research the quality and nature of the sustainability reporting instruments.
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financial reporting Directive was an important positive step towards the develop-
ment of sustainability reporting’ best practices. This regulatory initiative has driven
sustainability reporting change in member states national legislation, as they were
required to transpose the non-financial reporting Directive into their domestic
legislation by the 6th of December of 2016. As a direct consequence of the
transposition of the Directive, large undertakings are expected to publish their first
reports in 2018, referring to financial year 2017. The full effects of the Non-
Financial Reporting Directive are expected only later in 2019 or 2020.33 The
European Commission’s initiative may contribute to a higher number of reports;
however, the question remains, what will be its influence on generating more
truthful, accurate and comparable disclosure. This is when voluntary instruments
can play a role. Voluntary sustainability reporting standard-setters are currently
partnering with each other and trying to work towards minimising “double”
requests for ESG information, sometimes accepting to be referred to other
standard-setters guidelines and reports. If reporter organizations use the same
sustainability reporting guidelines, chances are that comparability of information
will increase. Through the development of transparent methodologies, criteria and
policies assurance providers, such as accountancy firms, may bring trust and
credibility to the ESG information disclosed in the sustainability reports.

Sustainability ratings and stock exchanges can play a role too. As we saw on
chapter 5, the companies, investors and the raters (e.g. sustainability indices and
rating agencies) depend on each other. Engagement is crucial for exploring new
ways for cooperation, to understand the needs of companies and investors, on
identifying material ESG risks, and to find the ways in which the raters can help
providing the information (through new products and services) they need in real-
time. However, there are over 100 raters in the market who developed their own
methodologies and often, rate the same issues. Companies and investors are
challenged to select which raters and information to trust. Assurance providers
can make a difference by increasing trust in the data disclosed and in the ratings.
The publicity given to the sustainability reporting engagement and reporting of
listed companies generates, triggers but also responds to increased interest from
investors. As for the investors, as pension funds, have the power to influence how
money is invested and therefore, have the potential to drive change too. In this large
circle of divergent interests, a common effort towards sustainability reporting best
practices, from the EU and governments developing favourable sustainability
reporting disclosure policies and enforcement, engaged companies, investors
demanding ESG disclosures, raters and stock exchanges requiring sustainability
reporting through their listing requirements, assurance providers increasing trust,
and voluntary sustainability reporting standard-setters aligning their guidelines, can
drive change and contribute to the mainstream of ESG disclosures.

33 KPMG Survey Corporate Responsibility Reporting, 2017, pp. 12. Available at: https://integratedreporting.org/
wp-content/uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.
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These tasks are far from being easy, however, looking at the long and “bumpy”
development of financial reporting, the development of sustainability reporting
could benefit from the 10 lessons identified on chapter 2 and be a step closer to the
mainstream of sustainability reporting.

Corporate reporting has evolved from only financial reporting to coexisting with
sustainability reporting and integrated reporting. Financial reporting aims to
accurately reflect how financially sound a business is and its potential to thrive
in the future, and it assures that investors are timely provided with this information
(Eccles and Spiesshofer).34 Sustainability reporting, on a voluntary basis, aims to
provide stakeholders in general (not only investors) with material ESG information
(Eccles and Spiesshofer).35 Finally, also on a voluntary basis, integrated reporting
aims at providing, stakeholders, in particular the investors, with material informa-
tion about how an organization creates value over time (Eccles and Spiesshofer).36

The sustainability movement is growing; the advancement is global but at different
paces. All over the world, developed and emerging economies, large companies,
small and medium enterprises and investors are becoming more involved, which is
positive. It indicates that we are passed the sustainability reporting awareness
phase. Regulation allied with efforts from policy makers, international organiza-
tions such as the UN Global Compact and the OECD, voluntary standard setters but
also from the investment and business community, may have contributed to pass
the sustainability reporting awareness phase.

In principle, it seems difficult to be against sustainability reporting and also
unconvincing to invoke unawareness of the development of sustainability reporting
in pursuit of sustainable development. The challenge goes beyond one’s belief in
the inherently goodness associated to sustainability. Corporations moved by the
prospect of short-term profitability may be driven by self-interest rather than an
altruistic consideration of ESG impact of their business. The lack of regulation
could motivate companies to hide or manipulate ESG information. Regulation
leveling the playing field can play a role to incentivize companies to be more
transparent about their ESG risk management and long-term strategy. Coordinated
efforts to address ESG risks, combined with adequate policy seem to promote
sustainable business practices among the corporate and investment sectors. The
world is constantly changing and businesses need to be resilient, forward-looking,

34 Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 18. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.

35 Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 18. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.

36 Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 18. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.
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and be prepared, to be able to take advantage of the opportunities that arise from
change (World Development Report 2014).37

“With these desirable outcomes in mind, the (…) emphasis [should be] on
managing risks in a proactive, systematic, and integrated way. (…) From a policy
maker’s perspective, a proactive, systematic, and integrated approach to managing
risks involves striking a proper balance between the contribution from the state and
the contribution from individuals, civil society, and the private sector, with the goal
of ensuring that these contributions are coordinated and complementary.” (World
Development Report 2014).38 Although challenges arise from different fronts, in a
fragmented way, efforts to overcome these challenges could be more successful if
integrated and addressed holistically. Raising the bar of ESG transparency is not
only a responsibility of the regulators, it is up to a chain of different stakeholder
groups, such as companies, investors, raters, accountants or governments, to
demand transparency, trust and accountability in capital markets.

On a final note, inclusion of sustainability reporting and responsible investment
reporting in academic curricula is key for the education of, among others, the legal
and the financial professionals of the future. Subjects as accounting, management
and risk, business ethics and law could further introduce those topics to prepare
future professionals to address the current and future sustainability and global
challenges.

Today just as in 2011, I look to the challenge of further development of
sustainability reporting as something incredibly positive and necessary. However,
today I add that it looks possible and also inevitable. Gladly, the “black box” is
increasingly getting lighter shades of green.

37 See, http://siteresources.worldbank.org/EXTNWDR2013/Resources/8258024-1352909193861/8936935-
1356011448215/8986901-1380046989056/WDR-2014_Complete_Report.pdf pp. 3.

38 See, http://siteresources.worldbank.org/EXTNWDR2013/Resources/8258024-1352909193861/8936935-
1356011448215/8986901-1380046989056/WDR-2014_Complete_Report.pdf pp. 3.
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