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Abstract: The growing concern about climate change and global warming has driven greater involvement of
international organizations, countries, companies, and society in general in acting and ensuring the life of our
planet and the sustainability of future generations. Sustainability and finance are two concepts that are
intertwined through sustainable finance, serving as an instrument that guides financial resources towards
achieving sustainable development. Sustainability allows companies to identify risks and opportunities, being
responsible for measuring their social, environmental, and economic impact under a multi-stakeholder
approach. One of the three main criteria of sustainability is corporate governance, and the main corporate
governance body is the board of directors, where the composition of the board and its supervision and
monitoring functions improve the ESG performance. A relevant aspect within the board of directors is the
adequate balance of gender diversity on the board, becoming an aspect regulated by laws and corporate
governance code. This article develops the main concepts related to sustainability, sustainable finance and
corporate governance describing the current situation of these topics and their relationship, creating a
conceptual framework that allows identifying topics necessary for further empirical research and the
implication of regulation in the scope of ESG issues.
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1. Introduction

This article builds a conceptual framework on Sustainable Finance, starting from the implication
of sustainability in the area of finance, as well as the development of a sustainable investment market
and the role of corporate governance in the scope of environmental, social and governance. (ESG)
issues. Sustainability is a topic of interest to academics, business and regulatory institutions.
Increasingly companies are adopting better sustainable practices and disclosing more ESG
information. This behavior is due to greater regulation regarding ESG information as well as greater
interest of investors and shareholders in considering risks and opportunities related to social and
environmental aspects.

Sustainable finances are those that integrate ESG issues into their investment strategy. The
development of sustainable finance has changed the dynamics of financial markets, with specific
sustainable investment products emerging, as well as rating agencies and sustainable stock indices.
There is a greater number of investors seeking to reconcile their economic interests with creating a
positive impact on society and the environment. Therefore, companies are more aware of this, better
socially responsible behavior not only attracts investment but also customers and employees,
captures greater business opportunities, reduces environmental risks and possible fines.

The regulation regarding the disclosure of non-financial information of companies has allowed
the creation of greater homogeneity in the information. In the European region, the European
Commission has implemented a series of regulations and directives to ensure the transition towards
a more sustainable economy. Recent regulations such as Directive 2022/2464 on corporate
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sustainability reporting and the green taxonomy offer a regulatory framework that increases the
quality of companies' non-financial information.

Within the three criteria of sustainability, corporate governance is the aspect that considers the
governing bodies of companies as a mechanism for supervision and control of business management
that promotes and regulates the ESG practices of a company, as well as aspects related to human
rights, gender equality, transparency, stakeholders’ protection, shareholder rights, among others. The
corporate governance code are recommendations that allow improving the corporate governance
practices of a company, being an important aspect the composition of the board of directors. The
board composition should consider having an adequate balance of experiences, knowledge and
gender diversity. Most good governance codes include gender diversity as a key aspect to ensure the
proper functioning of the board, and several countries have implemented gender quota laws to
ensure the participation of female on boards of directors.

This article argues about the development of sustainability in the framework of finance,
emphasizing advances in the European region. The development of the article confirms that
sustainability is an aspect that affects not only the field of financial markets and investment but also
the governing bodies of companies. As a result, this article seeks to create a theoretical reference
framework on Sustainable Finance.

Section 2 presents the theoretical framework about the development of sustainability in finance,
the role of sustainable finance in achieving sustainable development, development of sustainable
finance in the financial market through socially responsible investment, rating agencies and indices
sustainable stock markets. Section 3 explores the principals corporate governance code of Europe and
its implication in achieving greater participation of female on boards of directors. As well as a review
of the main gender quota laws in European countries and a conceptual framework is built about the
relevant literature and theory about the role of gender diversity on board. Section 4 covers main
conclusions.

2. Sustainability in the framework of Finance

The origin of sustainability in finance is related to the appearance of ethical investment. In the
mid-17th century in the United States and the United Kingdom, protestant religious groups called
Methodists and Quakers excluded investing in activities related to the slave trade, war, tobacco,
alcohol, and gambling ([1,2]). But it is not until the 20th century that ethical investment is consolidated
as an investment philosophy, the first sustainable investment funds appear, becoming an instrument
to claim civil rights, against rational segregation and war. By the mid-1990s there were a total of 60
sustainable investment funds with total assets of US$640 billion ([3]). At present, the different
financial and corporate scandals, climate change, the promulgation of regulations on sustainability
and corporate governance, the Principles of Responsible Investment (PRI) and the Sustainable
Development Objectives (SDGs) have pushed socially responsible investment as an instrument to
finance sustainable development ([4,5]).

The Environmental, Social and Governance (ESG) criteria are considered an evolution of Socially
Responsible Investment (SRI), they are included for the first time by the United Nations Global
Compact in 2006, through the integration of the PRI ([6]). This international initiative established a
commitment for institutional investors, having to consider ESG criteria within their financial
decisions and ownership policies ([7]). Investors are increasingly concerned about ESG issues and
how companies consider these criteria within their business model, preferring to select more
responsible and sustainable companies ([8,9]). Moreover, sustainable investment permit to reduce
risks, increase profitability and improve the performance of portfolios ([10]). Another benefit of
sustainable investment is generating a positive social impact, encouraging companies to be more
sustainable and reorienting investment towards “green” firms and less towards “brown” firms. ([11]).
It should be noted that “green” firms are considered climate-friendly, produce less carbon emissions
and present better environmental performance, while “Brown” firms or less climate-friendly firms
are exposed to greater environmental risks ([11-13]).
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ESG criteria are indicators that measure and evaluate the sustainable practices of a company
according to environmental (E), social (S) and governance (G) factors, allowing a holistic analysis of
the impact of these sustainable criteria on economic and financial performance, social performance,
environmental performance, and governance performance ([14,15]). ESG criteria are integrated into
investments and business decision-making processes ([16]), allowing companies to monitor and
control the impact of their activities ([17]). In turn, ESG criteria offer qualitative and quantitative
information of the corporate sustainability performance of a company, measuring the impact of its
sustainable practices ([18,19]). On the other hand, the integration of ESG criteria in the investment
process allows to identified and managed risks and opportunities, considering the diversification of
the investment, risk analysis and continuous evaluation ([20]).

The Environmental dimension (E) indicates the ability of a company to reduce its carbon
footprint and minimize its environmental impact ([21]), in turn analyzing the use and management
of renewable natural resource and non-renewable natural resources ([22]). The Social dimension (S)
refers to the company's relationships with the different stakeholders that are directly or indirectly
affected, such as the community where it operates, employees, suppliers, customers, investors,
regulators among others, it promotes aspects such as respect for human rights, diversity, inclusion
and equal conditions ([22,23]). Regarding the governance dimension (G), consider the corporate
governance structure of a company as key to achieving sustainability through its corporate
governance policies, level of transparency, internal controls, shareholder rights, stakeholder
protection, gender pay gap, executive compensation, among others ([15]).

Another definition of ESG criteria is defined by [24] who considers ESG criteriaasa dimensions
of sustainability, where the Environmental dimension -E- refers to the conservation of the proper
functioning of the ecosystem and the preservation of natural resources; the social dimension -S- seeks
to guarantee basic human needs (security, food, employment, recreation, freedom, etc.); and finally,
the governance dimension -G- refers to good corporate governance practices that influence
environmental and social aspects, as well as transparency, disclosure of non-financial information,
and compliance with Good Corporate Governance codes ([25]).

In recent years, the demand for ESG information by investors has increased, considering non-
financial performance and the inclusion of ESG criteria within their investment decisions as a tool
that helps identify risks and opportunities ([26]). In turn, ESG disclosure increases the quality of
information ([27]), reduces information asymmetry ([28]), improves the efficiency of market
information ([29]), increasing the level of transparency and encouraging investors, managers, and
stakeholders to make better decisions ([15,30]).

The effect of ESG disclosure on firm performance it is a highly researched topic in financial
literature. Most of the research’s affirm that exist a positive relationship between ESG disclosure and
firm performance ([31-33]), but others studies demonstrate that this relationship is negative or not
exit ([34,35]). There are two points of views of the effect of ESG disclosure on firm performance. There
are several theories that can joint the effect of ESG disclosure on firm performance, the shareholder
theory and stakeholders’ theory, among others. The shareholder theory argues that the main objective
of a company is to maximize economic profit or shareholder value ([36-38]). Shareholder value is
measured through the value of dividends and the increase in share prices ([39]). In turn, this theory
considers shareholders as owners of the company, where managers and directors are the agents
responsible for managing its resources in order to always increase profits but honestly ([36,40]). The
shareholder theory maintains that the use of resources for environmental, social and good
governance (ESG) practices could be detrimental to the main social objective of the firm that is
maximizing shareholder value, considering that these socially responsible practices should be the
responsibility of other purely social organizations such as the state ([39,40]). Furthermore, the
shareholder theory considers that managers and directors do not have the right to act in their own
interest or use company resources to obtain a social benefit that does not justify an improvement in
firm performance ([40], [39]). Managers motivated by personal incentives can excessively increase
spending on ESG practices, exceeding the level that could benefit firm performance and therefore
decrease firm performance ([41]). This behavior could indicate that managers, at the expense of the
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shareholders wealth, act in a more socially responsible way to avoid making bad decisions that harm
their personal reputation, which generates agency conflict that negatively affects firm performance
([42,43]).

In contrast to shareholder theory, the stakeholder theory ([47,48]) considers that companies as
part of society have the responsibility of responding to the interests of the different agents or
stakeholders with which they relate and who are affected by their activity. [49] describes that the
objective of stakeholder approach is to manage and integrate the interests of the different
stakeholders in order to ensure the long-term success of the firm. Under the stakeholder perspective,
the collaborative relationships of the companies with the different stakeholders allow the value
creation ([50]). The traditional business model answers the questions of why and for whom value is
created, it is based on a unidirectional process between the company and customers. On the other
hand, the value creation under the stakeholder’s perspective is based on a multi-directional
relationship between the company and the different stakeholders ([51-53]), responding to the
questions of with and for whom, where the stakeholders are creators and recipients of the value
creation process ([50,54]). This perspective considers stakeholders as partners and resources, the
creation of value is mutually beneficial for the company and the different stakeholders ([50]). In this
way, stakeholders are integrated into relevant decision-making within the business.

According to stakeholder theory, the inclusion of ESG criteria within value creation depends on
the effectiveness of relationships with stakeholders, because unethical behavior of the company can
weaken or break the support relationships of stakeholders, impacting negatively on business
operations and risk the viability of the company ([50]). The multi-collaboration of stakeholders allows
us to identify and solve problems related to sustainability ([55]). Moreover, the stakeholder theory
affirms that ESG performance responds to the needs of different stakeholders, minimizing costs and
increasing social benefits ([47,56]). Firms with better ESG performance benefit both shareholders and
stakeholders, attracting long-term investors ([57]), improving external financing and sending a
positive signal to the market ([58]) and increasing the firm performance ([59]).

In conclusion, ESG criteria are an instrument for measuring sustainability, which facilitate the
growth of a green financial system that allows the reach of sustainable financial resources for
investment and sustainable development ([60]). The disclosure of ESG information makes it possible
to monitor the sustainable performance of companies; this information is demanded by investors and
financial analysts ([61]). The importance of ESG criteria lies in their implication in the creation of
corporate strategies ([62]), reduction of environmental and social risks and positively affects firm
performance ([63]).

2.1. Sustainability and sustainable development

The definition of sustainable development and sustainability is used interchangeably as to refer
to the same term, since sustainability implies sustainable development, shown in the literature
([64,65]). Many authors considered sustainable development like a controversial term, they argue that
sustainable development understood as economic growth is inconsistent with sustainability ([66—-
68]). Others maintain the importance of economic growth seeking to compensate for the damage
caused to the environment through the measured use of resources and the reduction of pollutants
(169,70]).

Sustainability is a complex concept that integrates different disciplines, based on an
understanding covering various characteristics of life. The main areas that impact sustainability are:
energy, resources, environment, economy, education, social, public policy and cultural ([24]). In
general terms, sustainability is defined as that development in the present that does not compromise
resources for future generations ([71]). [24] confirms this definition and adds that humans depend on
the proper functioning of ecological systems, therefore human activity must be aware of saving the
environment where it develops and on which its survival depends.

The concept of sustainable introduces development as a new term. This term is appeared in 1987
with the publication of the Our Common Future ([71]). In the Johannesburg World Summit on
sustainable development celebrate in 2002, the United Nations secretary general describe three
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important pillars or dimensions about sustainable development: “economic development, social
development and environmental protection” ([72]). In this sense, sustainable development provides
solutions to environmental and social problems that affect the development and sustenance of human
life on the planet Earth ([73]). Authors like [74] defines sustainable development such as the
conservation of current resources by the different social actors, whose economic and productive
development should not diminish the state of these resources to ensure the quality of life of present
and future generations.

There are two antagonistic points of view regarding the issue of sustainability: the very strong
and the very weak approach. Starting from the economic function of the capital stock (K), we
understand that the K is made up of human capital (Kh), natural capital (Kn) and manufactured
capital (Kmis). From the weak sustainability, considers that the decrease in Kn is offset by the increase
in Kh and Kmis, maintaining the stability of the capital stock. Consequently, this perspective of
sustainability results from a market mechanism, where at a level of demand, the price of natural
capital increases. This effect motivates producers to increase human and manufactured capital to
create good quality substitute products that help reduce natural capital depletion ([75,76]). As a result
of the weak approach, have emerged two economic models of production and consumption based
on sustainable development: Circular Economy ([77-79]) and Green Economy ([80-82]).

On the other hand, the strong sustainability considers that an increase in Kh and Kmis does not
diminish the negative effect on Kn ([83]). Because natural capital is made up of various biotic and
abiotic elements, whose relationship determines the supply capacity of the ecosystem for human
society ([84]). In this perspective, Kn, Kh and Kmis are complements in production. Therefore, strong
sustainability requires that the following conditions exist renewable natural resources must be
renewed at the same rate at which they are consumed; waste production cannot exceed the level of
environmental uptake; and the measure of exploitation of non-renewable natural resources cannot
exceed the replacement rate of renewable resources ([85]). However, the strong sustainability
approach places nature at the center of sustainability, primarily seeking its conservation in its purest
state. Instead, the weak approach sees nature as a provider of resources, making it the mainstay of
economic systems ([86-88]).

There exist commitments and international agreements that motivate and create normative to
reach sustainable development ambitions and improve the global climate. Most important among
these are the United Nations Framework Convention on Climate Change with the Paris Agreement
on climate change ([89]), the Convention on Biological Diversity and the Aichi targets for biodiversity
([90]) and the SDGs adopted by United Nations in 2015 ([91-93]).

In recent years had fueled the need to create an action plan to financing sustainable
development. Funds like the World Bank BioCarbon Fund, the Clean Development Mechanism, the
Global Environment Facility and the Green Climate Fun have created to support the international
global agenda ([94]). This movement has spread to other sectors, in the financial market has promoted
the creation of sustainable instruments offering the opportunity to respond to the demands of the
economy, which can positively impact sustainable development especially with to compliance of the
SDGs and the reduction of the carbon footprint in accordance with the Paris agreement ([95,96]). At
the same time, there has been an interest in investors to invest following environmental, social and
good governance criteria, opting for sustainable investment funds. Through shareholding, investors
have pushed fund managers to dictate strategies and pursue funds for impact investing ([97-101]).

According to the Global Sustainable Investment Alliance, global sustainable investment had
increased a 15% in the last period (2018-2020), reaching USD35.3 billion in management ([102]). The
rapid growth of responsible investment in the financial market, reflect the important function of
sustainable finance in sustainable development model ([103]). The global damage caused by COVID-
19 has affected the global process in terms of sustainability, in turn has revealed a greater need for
sustainable funds for both developed and developing economies ([104]).

Some researchers have demonstrated the important, within Sustainable Development the role of
Sustainable Finance, owing to the existence of limited information offered to financial markets about
socially responsible investment alternatives, especially to emerging markets ([105-107]).
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2.2. Sustainable Finance

The effects of the financial crisis of the last decade, the effects of climate change, the continuing
decline in non-renewable resources, and the increasingly troubling predictions of the future of life on
our planet are the main reasons that come to support the urgent need to change current business
models around the world ([108]). The market has pushed a change in the financial paradigm, where
the traditional objective of maximizing the shareholders’, value becomes obsolete in the long term,
ignores the needs of other key stakeholders necessary to achieve the creation of sustainable wealth
([109]). In this line, the triple bottom line explains how integrate social and environmental impact in
addition to the economic impact, through the integration of social, economic and environmental
issues in the business model ([110]). This triple impact is transferred to financial practices through
sustainable finance, allowing maximized the multidimensional scope offered by triple-bottom line
performance ([110,111]). Sustainable finance is finance that integrates social, environmental, and
economic sustenance needs, to meet the needs of present generations without compromising the
capabilities of future generations to meet their own needs, maintaining a balance between societies
([112,113]). In turn, sustainable finance including social and environmental aspects in traditional
financial theory, allowing to response to social and environmental risks, ensuring the well-being of
the global economy through sustainable development ([114-116]).

Sustainable finance is an enclave within sustainability; currently, the effects of climate change
and the concern for action are becoming more and more noticeable. The sustainability and the impact
of human activities is a topic of debate at the political and social level, taking a global role, after the
adoption of the Sustainable Development Goals (SDGs) in the context of the United Nations Program
of the United Nations for Development (UNDP) in September 2015 and the Paris Agreement reached
in the United Nations Framework Convention on Climate Change (UNFCCC) in December of the
same year ([117]).

In the European context, the European Commission ([118]) has adopted a series of strategic
measures through the European Green Deal to contribute to the development of sustainability, seeks
to make Europe climate neutral by 2050 and offering a general framework to facilitate the transition
to a green economy. The regulation offers a development framework that allows homogenizing the
criteria, concepts and improves the transparency of the financial actors and corporations. ([119]).
Regarding the promotion of sustainability in corporate governance, the European Commission
([120]) published a proposal of the Directive on corporate sustainability due diligence, with the aim
of encouraging socially responsible business behavior, where companies respond to the negative
impacts of their activity within and outside the European Union, considering aspects like the
protection of human rights, reduction of environment impact, gender diversity on board,
compensation for executive directors, sustainable reporting, among others.

Another legislative measure promoted by the European Union to promote and regularize
corporate social responsibility activities in Europe is the Directive 2014/95/EU (non-financial
information directive, NFRD). The NFRD was published in 2014 to offer a regulatory framework on
the disclosure of non-financial information for listed companies, banks and insurance companies
with more than 500 employees. European member states had until 2016 to make the corresponding
legal adaptations, having to report for the first time in 2018 ([121]). The NFRD regulates aspects such
as the impact of business activity, integration of ESG aspects in the company's policies and strategies,
treatment of employees, human rights, anti-corruption, and diversity in terms of gender, age,
education and professional experience on the board of directors ([121]). An important aspect to
highlight is that the NFRD considers the principle of double materiality; companies must report the
effects of sustainability on their performance from an external perspective and, in turn, how the
company's activity impacts people and the environment through an internal perspective ([122]). In
2017, the European Commission published a guide to principles and methods for preparing non-
financial information reports aimed at companies required by the NFRD, with the aim of making
non-financial information useful, consistent and comparable, offering greater transparency to the
different stakeholders. Subsequently, in 2019 updates were made that integrated additional aspects
regarding the reporting of climate-related information, this guide covers the gaps that exist in non-
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financial disclosure on the Environmental aspect, seeking to ensure that climate-related information
reports on the risks, opportunities and dependencies on the impact of the company's activity on the
environment and the effect of climate change on the company ([123]).

On these bases, the European Commission expand the scope of NFRD publishing the Corporate
Sustainability Reporting Directive (CSRD) in 2020, introducing new changes such as the inclusion of
small and medium-sized listed companies and increasing the credibility of the information, because
the reports must be validated by an independent auditor or certifier. Companies must start the
application of these standards from the year 2024, the disclosure of sustainable information must be
carried out under the European Sustainability Reporting Standards (ESRS). Authors such as [124]
analyzed the impact of the adoption of the NFRD on corporate social responsibility performance
(CSR) of European non-financial companies in the period 2008-2018, demonstrating that after the
adoption of the NFRD, improve the CSR performance and information transparency, also the
companies presented lower levels of risks and cost equity.

Sustainability regulation has become an instrument that permit progress towards sustainable
development by promoting sustainable finance ([125]). It should be noted that sustainable finance
and sustainability are concepts that are intertwined in aspects such as: the rise of ESG criteria in
investment decision-making, impact investing and social responsibility in investment approaches,
the concern for climate change and human rights, the evaluation of the effect of financing in terms of
negative externalities , or the role of sustainable finance for financial institutions where it is stated
that financial performance must coexist with social objectives ([126]).

Furthermore, in 2020 the European Commission established a classification system for
environmentally sustainable economic activities through the regulation of taxonomy, with the aim of
using a common language for companies and investors, promoting sustainable investment ([127]).
The new taxonomy obliges member states of the European Union, financial market participants and
large public interest entities to report and identify their economic activities, whether they are
environmentally sustainable.

The current business model considers sustainability as a key pillar to identify new opportunities
and continue generating value, allowing it to adapt to constant changes in the economic, financial,
social, political and demographic environment, while ensuring that limited resources (financial,
physical and human) are being used responsibly and efficiently to improve people's lives and
strengthen the relationships of organizations with the environment ([108]).

According to the stakeholder theory, companies must operate considering the needs of all
stakeholders that are involved in the company's operations. ESG performance considers the different
needs of stakeholders in terms of environmental, social and governance aspects and they will request
the information they demand on these topics. Since, the satisfaction or dissatisfaction among the
stakeholders affects the economic performance of the firm ([128]). Sustainability and the relationship
with the performance of the company is a relevant research topic, although there are divergences in
the results. [31] analyzed the effect of ESG disclosure on the firm performance of listed companies in
the United States, demonstrating that ESG strengths disclosure positively impacts firm performance,
but weaknesses ESG disclosure negatively affects firm performance. Other authors such as [129]
analyze the impact of ESG practices on market valuation for companies listed on the Korean Stock
Market, where investors positively value the ESG activities of these companies. [130] show in their
study that ESG performance contributes positively to firm financial performance of listed energy
companies.

While other studies concluded that this relationship is negative, [35] indicate that Latin
American multinational companies with better ESG scores show lower economic profitability ratios
(ROA), this could indicate that the costs derived from ESG practices reduce firm performance, or that
companies do not have institutional support to expand the dissemination of its ESG practices. On the
other hand, authors such as [34] analyze the effect of ESG factors on the firm performance of
Malaysian public-limited companies, obtaining an insignificant effect on the economic profitability
of the company and the firm performance measured by Tobin's Q. These differences results could be
due to the fact that the sample is located in countries from different regions, where different country
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characteristics such as the level of corruption, poor legal system, social opportunities and labor
system can affect the ESG disclosure of the companies ([131]). In turn, other factors such as the level
of institutional factor, ownership structure and board strength can affect the firm performance and
ESC disclosure of companies ([132]).

In turn, Sustainable finances have pushed for the development of a financial market that
responds to challenges of their growth related to the way they are financed. As this result of the
need to finance under the concept of sustainability, the so-called Socially Responsible Investment
(SRI) arises. The SRI is defined as one that considers the environmental, social and corporate
governance (ESG) perspective in making investment decisions and not only the aspect economic
([133,134]). The regulation of SRI is carried out through the Principles for Responsible Investment
(PRI) in 2006 ([135]). These principles cover issues such as human rights, environment, transparency
and workers' rights ([15]).

Through the Sustainable Stock Exchange (SSEs) capital market institutions have generated a new
approach, by way this platform they can generate dialogue and exchange of good practices between
the different stakeholders, and above all finance the commercial opportunities presented by the SDG
([135]). The SSEs is an initiative organized by the UN Conference on Trade and Development
(UNCTAD), the UN Global Compact, the UN Environment Program Finance Initiative (UNEP FI),
and the Principles for Responsible Investment (PRI), inviting the participation of regulators stock
exchanges, investors, companies among other stakeholders to create a global platform that improve
the divulgation of ESG information of listed companies, promoting transparency in the world's
capital markets ([151]). Currently, the platform has 122 stock exchanges from developed and
emerging countries from different regions of the world, with a total of 63,822 listed companies ([152]).

Companies are under pressure from different stakeholders to considerer in their operations
environmental and social impacts. In response, many companies have integrated a variety of
sustainability initiatives, which are published in the different corporate social responsibility reports
or memories ([153]). “To help highlight corporations with exemplary sustainability performance, a
number of ratings, awards, and indices have emerged” [153] (pp. 79). CSR reports are a barometer of
an organization's actions and strategies in the face of social and environmental challenges, offering
information to investors, customers, regulators among other stakeholders about the company's
socially responsible behavior, as well as possible risks ([154-157]). There are international standards
that serve as a guide to prepare these CSR reports, the Global Reporting Initiative (GRI) standards
([158]). The GRI standards offers a series of principles and indicators that allow reporting on non-
financial information of companies on social, environmental and economic aspects ([159]).

The selection criteria of these indices focus on the responsible behavior of the issuers, excluding
companies from certain sectors that have a negative impact on society or the environment, such as
companies that are dedicated to the production of tobacco or weapons ([160]). Among the main
sustainable stock indices are including: Dow Jones Sustainability Index (DJSI) Series, Calvert Social
Index, FTSE4Good Series, KLD Global Sustainability Index Series and EuroNext Vigeo Index ([135]).

2.2.1. Sustainable Development Goals

In 2015, the United Nations General Assembly adopted an action plan called the 2030 Agenda.
This agenda is based on 17 Sustainable Development Goals (SDGs) focused on people, planet,
prosperity, justice and peace ([136]). The SDGs are an extension and enhancement of the Millennium
Development Goals (MDGs), whose scope date expired in 2015. The process of elaboration of the
SDGs was carried out through a public process, in which 70 governments and representatives of civil
society participated, including both industrialized countries and developing countries ([137]). The
SDGs are a global governance strategy that integrates efforts from the public and private sectors
towards the fulfillment of an agenda of determining objectives in the sustainable development of all
countries ([138]). However, the SDGs integrate the areas of environmental sustainability, economics
and social inclusion to ensure human well-being ([136,139]). This combination of factors is very
similar to that used by the Triple Bottom line technique ([136,139]). Currently, the SDGs are relevant
global initiative at the level of sustainable development ([137]).
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An aspect to highlight of SDGs is to be an instrument for promote and encourage local economic
development and social change in private business, NGOs and public organizations and institutions
([140]). Thus, the SDGs in the business context act as a structure for a new expansion of business
ethics, corporate social responsibility (CSR) and corporate citizenship ([161]). The SDGs are policies
and actions to reduce the impact of human action, especially referred to the scope of social
inclusiveness (SDGs 1. No poverty, SDGs 11. Sustainable cities and communities, SGDs 15. Life and
land, SDGs 16. Peace, justice and strong institutions), ecological inclusiveness (SDGs 1. No poverty,
SDGs 2. Zero hunger, SDGs 6. Clean water and sanitation, SDGs 9. Industry, innovation and
infrastructure, SDGs 11. Sustainable cities and communities, SGDs 15. Life and land), and relational
inclusiveness (SDGs 3. Good Health and Well-being, SDGs 4. Quality education, SDGs 10. Reduced
inequalities, SDGsl4.Life bellow water, SDGsl6.Peace, justice and strong institutions,
SDGs17.Partnerships for the goals) ([162]).

The governance characteristic of the SDGs is the use of non-legally binding, which were
established by member states of the United Nations ([137]). This characteristic of the SDGs does not
force to include the fulfillment or not of these sustainable objectives in the national legal systems of
the countries, because it is based on recommendations. The SDGs represent a new type of global
governance based on a response to the needs and challenges of today's world to achieve sustainable
development. ([137]). This goal-based style of governance offers nations freedom to choose among
the specific needs and preferences of each country. Although being 17 global objectives, detailed in
169 specific objectives, they have a qualitative nature that permit the implementation of the objectives
to be interpreted by the countries ([137]).

The achievement of the SDGs underlies large-scale financing focused on the mobilization of
public and private resources for the fulfillment of the 2030 Agenda. The capacity exists to mobilize
and redirect private capital towards the success of the 2030 Agenda, both in developed and
developing economies. According to estimates by the International Monetary Fund, the financial
flows of contributions to the SDGs around the world currently only add up to 2.5 trillion dollars per
year, after the covid-19 pandemic and the Russian War against Ukraine and the climate emergency,
the gap towards achieving the SGDs between developed countries and developing countries has
increased, being necessary to have between 2 and 4 trillion additional dollars per year until 2030
([163]).

The expectations established in the 2030 Agenda have been affected by the different world crises
and conflicts, mainly due to the COVID-19 pandemic and the war between Russia and Ukraine, which
has caused an increase in poverty rates, an increase in inflation, an energy crisis, humanitarian, and
refugee ([164]).

The scope of these goals is affected by geographic context, resources, and governance ([165]). In
the case of the type of business sector, it is necessary to consider the relationship of the SDGs with
the activity and vision of their businesses, both private companies and public institutions can address
existing gaps and align with the SDGs ([166]). A new business model denominates the progressive
business model offers solutions to existing gaps in companies, it combines economic earnings with a
real capacity to be socially and environmentally sustainable ([167]). The progressive business model
proposes integrate sustainability through social innovation and social entrepreneurship ([167]).
Further, integrating these models into the practice of the corporation, it allows companies to make a
greater contribution to achieving the SDGs ([168]).

In a report published in 2015 by the International Monetary Fund, it shows the differences that
developing countries face in terms of financing compared to low-income developing countries, for
developing countries some USD $2.6 billion is required for investment in health, education, roads,
electricity, water, and sanitation. For low-income developing countries, can represent up to 15%
additional spending of their gross domestic product (GDP) ([169]). To achieve the SDGs, financing is
indispensable ([170]).

In the literature exist different points about the relationship between finance and sustainability
([171,172]). The research results indicate that is primordial to consider the three dimensional criterial
(environmental, social and governance) of sustainable development for financing SDGs, concluding
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that conventional finance is inadequate for achieving SDGs ([114,115]). [170] analyzed the
relationship between sustainable finance and SDGs based on 23 European countries belonging to the
OECD for 2016, where the highest-ranked positions include the Scandinavian countries (Denmark,
Finland, and Sweden) and Netherlands. The lowest ranting positions according to sustainable finance
were taken by Hungary, Lithuania, and Spain. This study concluded that the more sustainable the
finance model, the better the results of a given country in achieving SDGs.

Focus on the development and achievement on SDGs, exist disparities in the European Union
members ([173]). In this context, [173] analyzed these disparities based on research and development
(R&D) and innovations factors, concluding that the greatest sustainable development disparities
were observed between Denmark, Finland, Sweden (Members States that lead the change to the
sustainable development model) and Luxembourg, Greece, Croatia, Latvia, Slovakia. These
disparities can explain by different factors: (i) Sweden was a pioneer in implement national strategy
on sustainable development in 2002 ([174]), and (ii) exist a cultural factor, some people's preferences
or aversion for the sustainable consumption of goods and services; this reflects different levels of
personal responsibility ([175]).

The success of the ODSs over the economic agenda depends on the manage of these three
challenges: partnerships for the SDGs, measurement of SDG performance and the SDG Compass as
the basis of a strategic tool for SDG implementation ([140]).

2.2.2. Principles of Sustainable Investment

The origin of the term of Socially Responsible Investment (SRI) was based in negative screening
of certain investment (such as tobacco or firearms) by church-based investors ([1]). The term unites
diverse ethical, social and environmental practices ([1,141-143]). SRI is defined by [144] a type of
investment based on environmental, social and governance criteria (ESG) that select best sustainable
companies. SRI is based on environmental, social, and corporate governance (ESG) criteria, this
criterial permit to analyze and choose a quality selection of companies with good corporate social
responsibility (CSR) profile ([145]). Consequently, ethical investors look for to maximize nonfinancial
variables that are consistent with personal and social values ([146]). The author [147] affirm that
Ethical investor also care about the nature of the company’s, goods and services, the location of its
business or the manner in which manages.

SRI is a growing international movement ([148]), and the recent financial crisis and market
instability are factors that promote a change in practices investment ([149]). The SRI has become an
international segment of the capital market, allowing investors international diversification, reducing
portfolio risks ([150]). The total assets of sustainable investment in global investment industry rise to
US$35.3 trillion ([102]).

After the emerge of a sustainable investment market, in 2006 the secretary general of the UN, at
that time Kofi Annan with a group of institutional investors from around the world had the initiative
to create a conjunct of principle to reflect the growing relevance of environmental, social and
corporate governance issues in the context of investment practices ([104]). The PRI state that
environmental, social, and corporate governance (ESG) issues can affect the performance of
investment portfolios and affirm that applying these principles will allow to align investors with
objectives of society ([176]).

Since the PRI system was started in 2006, an increasing number of institutions (asset managers,
insurance companies, banks, financial service providers, or institutional investors) they committed to
implement the principles. In 2018, there were more than 2,200 signatories from roughly 50 different
countries ([177]. This rapid grown of UN PRI signatories, reflect the central role of principles and the
strongly support that received signatories ([178]). The adoptions of these principles for responsible
investment can benefit the signatory’s attachment to responsible financial practices, improving its
reputation, offering distinction over the competition, reduce investment risk and increases the
legitimacy of ESG information disclosure ([177]).

The PRI consist of six voluntary actions which are detailed below ([176]):
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e Principle 1: Seeks the inclusion of ESG criteria in the investment study process, through the
investment policy statement, the development of ESG measurement tools, assessing the
knowledge of internal and external administrators on the incorporation of ESG criteria, the
consideration of ESG criteria by financial services agents, encourage academic research and
promote ESG training for investors.

e Principle 2: Maintain an active attitude on the part of the owners in the incorporation of the ESG
criteria within the policies and practices of the property by disclosing information in accordance
with the principles, protecting the right to vote of the shareholders, informing shareholders on
long-term considerations related to ESG criteria and require investment managers to report ESG
commitment.

e Principle 3: Search adequate disclosure on ESG issues about the entities in which invest through
sustainability reports, financial reports, codes or standards of conduct and supporting
shareholder initiatives that promote the disclosure of ESG information.

e  Principle 4: Promote the implementation of the principles within the investment industry by
including Principles-related requirements in requests for proposals, guiding investment
positions, monitoring processes and performance metrics, maintaining effective communication
with investment service providers investment, develop measurement tools for the integration of
ESG criteria and encourage the development of standards and policies that facilitate the
implementation of the principles.

e Principle 5: Ensure effective implementation of the principles through participation in resource-
sharing platforms and increasing the level of learning about investor reports, addressing issues
that arise and supporting collective initiatives.

e  Principle 6: Reporting on the scope of implementation of the principles by disclosing investment
practices that consider ESG issues, disclosing active ownership activities, determining the
impact of using the principles, reporting on achievements in implementing the principles, and
address a larger group of stakeholders.

In the literature exist evidence about the advantages of adopting PRI in financial decisions. [179]
suggest that the role of the organizational platform provided by the PRI is to promote collaborative
engagement between investors and companies. [177] analyze on financial companies’ the effect of
decisions to implementation or no PRI, obtaining that financial companies that are more likely to
become PRI signatories have fewer available slack resources, are more examine by the public, are
bigger and have a board of directors characterized by greater gender diversity and independence
than non-signatory companies.

Concluding, the PRI are combined as an ally of the UNEP Finance Initiative and the UN Global
Compact. The principles have become a speaker of the responsible investment movement in the
world, it seeks to function in the real meaning of being a responsible investor, thus ensuring that
responsible investment is not seen as an isolated concept ([104]).

2.2.3. Sustainability rating agencies

The great increase of the corporate sustainable practices has been driven by the different
demands of the environment and society, contributing to sustainable development ([180]). For
corporate sustainability to be effective, it is necessary to consider the current needs of the
environment, society and the economy together with the future needs of stakeholders ([181]).
According to [182] corporate sustainability refers to the achievement of environmental, social and
economic objectives within the corporate strategies that configure the different operating, productive,
administrative and organizational systems, through the short and long term.

The demand of the financial market, the pressure of activist groups, the implementation of
standards and regulations on sustainability, and the level of competition of the company, are factors
that motivate companies to improve their sustainable performance and become part of ESG ranting,
given that this behavior sends positive signals to shareholders and stakeholders ([183]). The rise of
ESG rating agencies has become an important niche in the financial market ([181]. This growth in the
number of ESG rating agencies is due to the establishment of a network of alliances (e.g.,
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RobecoSAM); mergers and acquisitions of different ESG agencies (e.g., Vigeo-EIRIS) or the

introduction of financial data providers and raters in the ESG rating industry (e.g., MSCI) ([184]).

According to study from the [185] there are around 600 ESG ranting agencies, other studies indicate

170 ESG indices ([186]) and 120 voluntary ESG standards ([187,188]).

Through their ESG evaluations, the environmental, social and government (ESG) rating agencies
are the most important source of information for investors, their data show the sustainable behavior
of companies, measuring their degree of contribution to sustainable development ([189]) The
reflection of these ESG evaluations is shown in the sustainable indices, becoming the main benchmark
for the socially responsible investment market ([189]). However, ESG rating agencies examine
corporate sustainability performance through different sources of information such as extra-financial
information and financial information ([184]), questionnaires, reports and public company
information ([181]).

The absence of universal ESG metrics has led agencies to develop their own methodologies and
indicators, therefore the same company may have different ESG qualification from various ESG
ranting agencies ([190]). Resulting in a complete ecosystem of ESG measures, data sources and ratings
([191-193]). The divergence between the measurement methodologies used by ESG rating agencies is
a relevant subject studied in the literature ([193-195]. The diversity of measurement methods is seen
by agencies as a market differentiation strategy ([196]) and influenced by cultural and ideological
factors ([197]). [193] recognizes three general aspects that ESG rating agencies always consider: (i)
evaluate the categories according to the environmental, social and governance areas under positive
criteria; (ii) examine the controversial practices of companies; and (iii) assess the normalization
processes of their rantings for each industry.

The sustainable investment ecosystem includes the customers, corporations and ESG ranting
firms ([198]). The customers of ESG rating agencies use the data to make investment and business
decision (e.g., supply chain partners and institutional investors). Another actor in the sustainable
investment ecosystem are the corporations, they obtain information about their sustainable
performance, maintaining their good reputation and commitment. Finally, the ESG rating agencies
create and select the data, metrics, indicators, obtaining the information for their customers.

Among the main ESG rating agencies are: FTSE Russell ESG Ratings, Morgan Stanley Capital
International (MSCI) ESG Research, S&P Global Ratings ESG Evaluation, Sustainalytics and Vigeo
EIRIS.

e  FTSE Russell ESG Ratings: Offers a weighted average measurement model, where the most
relevant ESG issues carry the greatest weight when determining companies' scores. The ESG
score is made up of 300 indicator assessments and 7.200 securities in 47 Developed and Emerging
markets. The ESG score focuses on the following sustainable dimensions: (i) environment
integrates biodiversity, climate change, pollution and resources and water security. (ii) social
issues include labor standards, human rights and community, health and safety, customer
responsibility. (iii) governance issues integrated anti-corruption, corporate governance, risk
management and tax transparency ([199]).

e  Vigeo EIRIS: It is one of the global leading sustainable indices in ESG research and data base, it
belongs as a filial of Moody's Corporation. Through its Equitics methodology, measures and
scores the ESG performance of companies, based on 38 sustainable criteria and divided into six
dimensions on Environmental, Human rights, Human resources, community involvement,
business behavior and corporate governance. The Vigeo EIRIS methodology allows to analyze
risks and opportunities by sector and companies at the ESG level. Of the 38 sustainable criteria,
20 to 25 criteria allow analyzing a specific sector, a weight between 0 to 3 is assigned based on
three specific areas of the sector's impact on nature, level of exposure and corporate risk ([200]).

e MSCI ESG Research: Assesses a company's ESG risk and opportunity management, using the
rules-based methodology to identify leading and laggard companies by industry. The MSCI ESG
ranting has 35 key issues, which make it possible to evaluate and measure the three dimensions
of sustainability (environment, social and governance). These key issues are divided into three
pillars and various subcategories: (i) the environmental pillar with four subcategories: climate
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change, natural capital, pollution and waste, environmental opportunities; (ii) the social pillar

includes human capital, product liability, stakeholder opposition and social opportunities; and

(iii) governance pillar considers aspects such as corporate governance and corporate behavior.

As for the ratings, they start from leader (AAA, AA), average (A, BBB, BB) to laggard (B, CCC).

Companies with a leader rating are those that show better management of their ESG risks and

opportunities. As for the companies with an average rating, they present a mixed or not

exceptional behavior in terms of ESG compared to their peers in the same industry. And finally,
laggard companies show high exposure and inability to manage ESG risks and opportunities

([201]).

e  S&P Global Ratings ESG Evaluation: Provides an opinion on the future risk and opportunity
management ability of businesses for organization, banks and insurance firms. The ESG
evaluation of these companies is carried out through the information provided by S&P Global
Corporate Sustainability Assessment (CSA) questionnaires, in turn evaluation is made up of an
ESG profile and Preparedness opinion. The ESG Profile summarizes the S&P Global Ratings
opinion on short-term ESG risk management and opportunities. The ESG profile scores the
environmental dimension with 30%, the social dimension with 30% and the governance
dimension with 40%. Regarding the Preparedness opinion, it allows an evaluation of the
company's ability to anticipate and adapt to changes and risks in the long term. The
development of the Preparedness opinion is done through a meeting with a company's senior
management and a board member to establish and assess their knowledge of emerging trends
and risks, as well as their long-term strategic planning on these topics. These emerging trends
and risks issues include: climate change, ecosystem decline, wealth distribution, cyber security,
fuel and energy, deforestation, urbanization, childhood obesity, water scarcity, food security,
material resource scarcity and aging and wellbeing. Finally, the ESG score is obtained through
the combination of the ESG profile and Preparedness opinion, based on a 100-point rating scale
([202]).

e  Sustainalytics: Is and independent ESG and corporate release belonging to a Morningstar
Company. ESG Risk Ratings offers a quantitative score on the unmanaged risk of a company,
allows to identify the ESG risk, the security and level of the portfolio and how it can affect the
profitability of the investment in the long term. The composition of the ESG Risk Rating is based
on three blocks: corporate governance, material ESG issues and idiosyncratic issues. The
corporate governance block reflects the shortcomings of poor corporate governance and the high
degree of risk it represents for the company. The second block considers ESG material as one
topic or a set of topics that require a common or similar management strategy, e.g., diversity,
employee recruitment, labor relationships are considered in the ESG issues of human capital.
The unmanaged risk score is measured through a numerical scale from 0 to 100 and the
companies are grouped into categories, where the negligible category encompasses a score of 0-
10, the low category of 10-20, medium to 20- 30, high from 30-40 and severe over 40 ([203]).

The relevance of ESG rating agencies is not only a topic of interest for financial market agents,
but also represents a highly important research topic for academia, where various aspects like the
role of ESG agencies in the implementation of sustainable objectives on companies ([204]); the impact
of ESG ratings on the company's sustainable performance ([205]); how the score used by ESG ratings
affects companies and investors ([206]) the disclosure of EGS reports and disagreements among ESG
rating agencies ([195]) among others. The great growth of ESG rating agencies and the sustainability
indices reflect the demand of investors, stakeholders, shareholders for extra-financial information on
the socially responsible behavior of companies, given that beyond the social and environmental
commitment that companies must have on the development of their economic activity, ESG aspects
also represent risks and opportunities for companies.

1.2.4. Sustainable indices

Sustainable investment practices have promoted the creation of stock market measures called
sustainable indices, allows and facilitates quantifying the profitability of the portfolios of socially
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responsible companies ([207]). Since their beginning in the 1990s, the indices have provided a
measure of the performance of shares of socially responsible companies. Its analysis approach is
based on the triple bottom line, which refers to the relationship of the impact of the company's activity
with three dimensions: economic, social and environmental ([153,208]). These indices are indicators
of the evolution of the value of the most representative companies in the market, and in turn function
as a representative measure of the entire market they represent; serve as the underlying asset in
derivative and structured producer markets; and finally, they work as a benchmark in the
management of socially responsible portfolios ([209]).

Sustainable indices or ESG differ from conventional financial indices, given that sustainable
indices monitor and evaluate the firm's sustainability performance, including environmental, social
and governance criteria and are categorized according to industry sustainability leaders ([210]). An
extensive literature studies the differences between the performance of sustainable indices and
conventional indices ([211-213]). Some author like [214] found no significant difference between the
ESG index and conventional index of the Morgan Stanley Capital Internacional (MSCI) index family
for developed and emerging countries. Other studies show lower risk and similar or better
performance of ESG indices compared to conventional indices ([215]). Similarly, previous studies
show that under periods of crisis, sustainable funds and socially responsible investment strategies
present a lower risk compared to their conventional peers ([216,217]); on the other hand, ESG indices
also show a similar behavior, having a better performance and faster recovery in times of crisis ([218]).

Sustainable investment is a growing market, by the beginning of 2020 the total sustainable assets
in the global market amounted to USD35.3 trillion ([102]). Even though sustainable investing plays a
determining role in the economy;, its history is relatively short. In 1990, the first ESG index called the
Domini 400 social index emerged, created by the company Kinder, Lydenberg, Domini, and Co.
([219,220]). Currently, the number of sustainable indices has increased, due to the great acceptance
of investors and regulators in terms of socially responsible investment and a greater involvement of
companies in terms of sustainability ([221]).

Among the main sustainable indices are:

e Euronext Vigeo Eiris Eurozone 120: Include the 120 most sustainable companies in the Eurozone
among the 500 companies with the largest free float in Europe. The index is compiled from
ratings provided by Moody's ESG Solutions ESG rating agency associated with Euronext, which
assesses achievements based on ESG criteria ([222]). Liern and Pérez-Gladish (2018) use this
sustainable index as a benchmark to obtain the ESG performance of European companies.

e Euronext Vigeo Eiris Europel20: Based on the Equities scores include the 120 most sustainable
companies among the 500 companies with the largest free float in Europe ([222]).

e Dow Jones Sustainability Europe Index: This index is made up of the 146 companies that have stood
out the most in the last year in terms of sustainability and governance, this index represents the
20% of the largest 600 European companies in the S&P Global BMI ([223]). Previous studies such
as [224] have used this benchmark index for the analysis of the determinant effect of socially
responsible investors and European companies' adoption of environmental measures.

e  MSCI EU index: Includes large and mid-cap developed markets from 15 European countries,
uses a best-in-class selection strategy for the top 25% of companies in each sector, and excludes
companies that negatively impact social and environmental aspects. In turn, it classifies
companies with a leader (AAA, AA), average (A, BBB, BB) or laggard (B, CCC) rating ([201]).
Authors such as [212] compare the performance of different sustainable indices and traditional
indices, including the MSCI EU index.

e MSCI Leaders index: selects the companies with the highest ESG performance in their sector, from
different countries and regions. Its methodology is based on the assessment of a company's
management of ESG risks and opportunities and the risks of each country ([201]). Previous
studies such as [225] compare the possible effect between ESG indices and a country's economic
growth, using the MSCI Leaders index as a reference.

e Euronext Vigeo Eiris World 120: It collects the 120 most sustainable companies among the 1,500
companies in terms of free float in North America, Asia-Pacific and Europe ([222]).
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e FTSE4 Good All World: It is part of the FTSE4Good Index Series: The components of the index are
classified into according to Industry Classification Benchmark (ICB), the global standard for
industry sector analysis. The company selection strategy is based on negative screening,
excluding companies from certain sectors such as weapons, non-renewable energy and vice
products, and with negative practices or behaviors such as controversies according to the
principles of sustainable investment and lack of diversity ([199]).

o Calvert Social Index: This index is provided by Calvert Investments. It consists of 680 largest
companies, selected from approximately 1,000 of the largest publicly traded companies in the
United States. These companies must operate in accordance with the Calvert Principles for
Responsible Investment which fall broadly into one of three categories: Environmental
sustainability and resource efficiency (E), Equitable Societies and respect for human rights (S)
and Accountable Governance and transparent operations (G) ([226]).

e MSCIKLD 400 Social Index: It's designed to provide exposure to companies with high MSCI ESG
Ratings while excluding companies who are involved in negative and controversial activities
(e.g., Civilian Firearms nuclear weapons, Tobacco Adult Entertainment, Alcohol). It consists of
400 companies selected from the MSCI USA IMI Index, which includes large-, mid- and small-
cap US companies ([227]). [228] use the US sustainable companies of the MSCI KLD 400 Social
Index to analyze the relationship between corporate social responsibility and earnings
management.

e Dow Jones Sustainability North America Composite Index: Consist of leader’s companies recognize
by S&P Global. It represents the top 20% of the biggest 600 North American companies ([223]).
Research such as [229] have used this sustainable index as a proxy to measure firm's socially
responsible investments.

e Dow Jones Sustainability Emerging Markets: Consist of leader’s companies recognize by S&P
Global. It represents the top 10% of the largest 800 companies in 20 emerging markets ([223]).
Previous research has used this sustainable index as a reference for the study of the sustainable
practices of companies in emerging countries such as Taiwan ([230]).

o The Dow Jones Sustainability MILA Pacific Alliance Index: This index includes best-in-class
companies, those that meet certain sustainability criteria better than all other companies within
a given industry, measures the ESG performance of companies in the countries of Chile,
Colombia, Peru and Mexico ([223]).

There are other alternatives to sustainable indices, the so-called ESG disclosure scores. The ESG
disclosure score allow measuring the impact of ESG performance through the ESG disclosure of a
company in the different ESG dimensions, as well as knowing its level of compliance and initiative
in ESG practices ([231,232]). Among the most used is Bloomberg's ESG disclosure, it has a database
of more than 15,000 companies in more than 100 countries, with more than 120 indicators to measure
environmental, social and governance aspects, and obtains ESG information from companies through
their ESG reports, sustainability reports and reports, information on their website, press and
corporate presentations, among others ([233-235]). Most of the information used by Bloomberg ESG
disclosure scores is directly provided by the company, it is not possible to certify the quality of the
information ([236]).

In conclusion, sustainable investment is a key instrument to solve social and environmental
problems, encourages more responsible behavior in financial markets and allows investment to be
redirected ([237]). Sustainable indices differ from traditional market indices, allowing investors to
monitor firms' ESG practices, encouraging greater transparency and disclosure and pushing
companies to obtain better ESG behavior ([210,238]).

3. Corporate Governance Codes

3.1. Development of Corporate Governance in Europe

Codes of corporate governance express the best governance practices for the companies,
including themes such as board functions, board composition, nomination and remuneration
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members, auditing, information disclosure, typologies of directors, and relationships with
shareholders. These codes try to fill the gap in the corporate governance systems of countries of
European countries. Several countries have issued one or more codes, due among other things to
globalization such as the financial markets, liberalization, privatization and increasing the role in the
companies of institutional investors.

The Cadbury Report in 1992 was the first code established in Europe, its contained
recommendations about best practices in board structure for United Kingdom (UK) listed companies
([244]). This report is based on a guide of the control and reporting functions of the board of directors
and of the auditors, which considers keys in the organization of a good corporate governance of the
listed companies, which in turn look for the sake of management that is more attentive to the interests
of the shareholders and, ultimately, of the investors. The [244] included recommendations based on
the separation of power between the role of chief executive officer (CEO) and the chairman, the
minimum number of non-executive directors on corporate board, the independent audit committees,
and the improvement of the role of institutional investors through their voting rights ([239]).
Furthermore, this code is based on the explain or comply principle, it’s the principal approach of this
report, considered as soft law which enable companies to comply with the recommendations or
explain the reasons why they do not adopt this code of good corporate practices. This principle makes
it possible to choose self-regulation and offers greater transparency, in turn indirectly forcing
company directors to choose an alternative approach, showing themselves to be more sustainable
over time ([240-242]). The development of corporate governance regulations has continued to be
updated in the United Kingdom, with the Greenbury Report is first implemented in 1995, and later
through the creation of the Corporate Governance Committee by the Financial Reporting Council,
the Hampel Report was established in 1998, because of a review of the Cadburry Report and the
Greenbury Report ([245,246]). Through the statutory authority under the Financial Council Report
and Markets Act of 2000, a code is established on the one-size-fits-all principle, where shareholders
and directors share the same responsibility for accountability, is created the Combined Code Report
(1998) and has been revised and updated from 2003 to the latest version published in 2018 ([247]).The
current UK Corporate Governance Code was published in 2018 and was designed to build on the
relationships between companies, shareholders and stakeholders and make them key parties to the
long-term sustainable growth of the UK economy ([248]). In terms of gender diversity on boards of
directors, the [247] noted a transparent and rigorous process in the succession of new directors to the
board, based on merit and objective criteria, being necessary to promote gender diversity and others
important aspects such as social and ethnic backgrounds, experience, cognitive and personal skills.
The process used in relation to board appointments and description of the board’s policy on diversity,
including gender should be reflected in the annual report [243] (pp. 8).

In the case of France, the implementation of good governance codes began in 1995 through the
Viénot I report ([249]). In subsequent years, they are complemented by other reports and
recommendations like the Viénot II report in 1999, the Bouton report in 2002, and the French
Association of Large Companies (AFEP) and the Movement of the Enterprises of France (MEDEF)
code. The [249] and [250] report consists of a series of recommendations on the corporate governance
structure of French listed companies. The [249] report was based on several recommendations which
proposed among other recommendations explains that directors do not serve on the boards of other
companies (cross directorships), limited of independent directors, selected by their personal
expertise, and can’t have a dependent relationship with the company (for example, shareholders,
investors, costumer, or supplier). Additionally, this code proposed to create of special committee with
responsibilities in areas such remuneration, auditing or for the selection of directors and others
corporate officers. Following this code, the [250] report offers the possibility of separating the
chairman of the board and chief executive officer, favoring the power distribution and their effect in
decision making. Other aspect that is take account the number of board meeting and the important
role of the general shareholder meetings and favored the disclosure of information on management
remuneration and offered recommendations on the communication of financial information. The
[251] keep the same line of previous report and emphasize the present a greater independence of the
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corporate board, higher degree of formalization and information divulgation concerning to the board
of directors. In 2003, French Association of Large Companies (AFEP) and the Movement of the
Enterprises of France (MEDEF)) code combined these three reports and published the corporate
governance code of listed corporations, based on “comply or explain” the principles. The [252] is
considered as a standard for the French capital market and has had different updates over the years.
The first code was published in 2002 and the latest and current version being in 2020. This version is
orientated on social and environmental issues. The code recognized the important role of social and
environmental factors in the relationship between company’s business activities, giving to show in
this view that the board can generated long-term value creation. Also, these criteria should be
considered into executive remuneration structures. Regarding to gender diversity, this code
considers policies to promote diversity and non-discrimination on the board. In this line, this code
recommends included a minimum number of females on the high committee, its required minimum
of one woman on their seven-member High Committee. ([253-256]).

In 2003 was adopted The Financial Security Law (LSF) to strengthen the legal provisions related
to corporate governance, demanding the transparency of information about the operations of the
corporate boards. The first obligatory legislative about good governance report appears in 2008,
through the LAW number 2008-649 relating to various provisions for the adaptation of company law
to Community law (known as “DDAC”). The DDAC (2008) is focused on determining that these
companies listed on a regulated market, it requires adherence to codes of good corporate governance
based on the principle of comply or explain, that is, comply with those established by the code or
explain the reason for its non-compliance ([256]).

Other European country whose development in terms of corporate governance stands out is the
case of Spain. The first corporate governance code in Spain was the Olivencia report published in
1998, which included a series of non-binding recommendations based on the comply or explain
principle for listed Spanish companies ([257]). This code was based on several recommendations such
as: the main supervisory function of the corporate boards, the approval of company's strategy, the
creation of risk policies, the implementation of internal control system and the evaluation and
compensation of top executives. Other point is the distinction between internal and external directors,
within the external members there is a difference between the external members linked to the
company (significant shareholders) and the independent external members (prestigious
professionals representing the free float). In turn, it recommends the election of independent
members on the board, the creation of operative committees (Nominations, compensations, audit,
and compliance committees) and take a balanced view of the remuneration of board member ([258]).
In 2002, an update of the Olivencia Report (1998) is made, this change is motivated by the lack of
transparency provided by the Spanish listed companies. Through the creation of the Special
Commission for the Promotion of Transparency and Security in the markets and in listed companies,
the Aldama Report is published. The Aldama Report (2002) considered the criteria of transparency
and loyalty in first place, proposed to report on aspects related to the board's operations, capital
ownership and risk control system through the annual corporate governance report ([259]).
Moreover, this report suggested the regulation of legally business loyalty by limiting the improper
use of privileged information and company assets ([260]). The recommendations contained in the
Aldama Report in 2003 was published the Law 26/2003 (Law on transparency of listed corporations),
later this law was updated and modified through Law 31/2014, by which the Capital Companies Law
is modified to improve corporate governance to reinforce the transparency of listed corporations
([261,262]). This new regulation established standards of good governance practices for those listed
Spanish public limited companies, introduces the mandatory presentation of corporate information
through the annual corporate governance report according to the order number ECO/3722/2003
(Annual Corporate Governance Report and other information instruments of Listed Corporations
and other entities), as well as has a web page to respond to the need for information on the part of
shareholders and disseminate relevant information ([260], [263]). In May 2006, was approved by
Agreement of the National Securities Market Commission (CNMV) the Unified Good Governance
Code (UGGC). This code is based on the previous corporate governance codes, and this unified code
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is updated according to international good governance standards and the recommendations on
corporate governance of the European Commission. This code [264] has been updated in different
years (Unified Good Governance Code of Listed Companies, 2013; Good Governance Code of listed
Companies, 2015), being its last version in 2020. This new code is made up of 64 recommendations,
grouped into three large blocks which content general aspects about the general shareholders'
meeting and board of directors. This code emphasizes the presence of female on boards of directors,
promotes the integration of social and environmental criteria in business policies, encourage the
transparency through non-financial information and sustainability, highlights the importance to
reputational and non-financial risks and provide the aspects related to the remuneration of directors.

In Germany, the legislation related to control and transparency in business was introduced for
the first time through the Control and Transparency in Business (KonTraG) ([266]). This law
developed the main issues on corporate governance such as risk management and strengthening the
rights of supervisory boards. The first corporate governance code was adopted in 2002, by an expert
commission appointed by the German Federal Government (The German Corporate Code). This code
is addressed to listed companies of the German Stock Exchange based on a voluntary act of self-
regulation by business itself, but in the case, companies don’t assume these recommendations are
obliged to disclose and explain (comply or explain). In summary, the German Code indicate in their
recommendations: the supervision of the corporate tasks of board management and its function in
the identification of risks and opportunities of the company associated with the impact on social and
environmental factors. Moreover, this code included the recommendations about the representation
of female on board members and the establishment of legal gender quota, the responsible
management on efficient internal control against risks and compliance with sustainability objectives
and the detail of the functions and importance of the general meeting. This code also considered the
appointments to the management board, consideration of the necessary requirements to elect the
representatives of the supervisory board and the independent nature of some of these members, as
well as recommendations on the transparency of information and disclosure of external and internal
reports including corporate responsibility reports. The German Code has been revised several times
from its first publication in 2002 to its last version published in 2022. The latest amendments aim to
further sustainability transformation, showing the role played by management board in the
development of ecological and social sustainability in companies ([267]). The German Code
establishes the CEO and Chair division, under the dual board structure or the tow-tier model, clearly
distinguishes two boards, management board and supervisory board. The chair is responsible for
directing the management board, oversees coordinating the work of the board members, developing
the company's strategies, identify risks and opportunities considering social and environmental
factors, and coordinating with the supervisory board the implementation of the strategies. Another
tasks of management board are to ensure gender diversity in executive positions, execute an internal
monitoring and ensures the implementation of an effective control system and risk management
system.

The Nordic corporate governance model has attracted attention in recent years ([268]). This
model is characterized by the several concentrated distributions of power but its low private benefits
of control ([269]). This behavior of low private benefits can be explained through the effect of social
norms in these Nordic countries. ([270]). The Nordic model is based on national legislation, primarily
accounting acts and acts governing the securities market and securities trading, as well as relevant
European Union regulation, stock exchange rules and corporate governance codes. Some common
aspects of corporate governance in listed companies in the Nordic countries are the strong
shareholder power through active participation in the company's decision-making process, the shares
with multiple voting rights but with limitations only in Sweden, in the other countries it is not
common; balance power between major shareholders and minority shareholders through
guaranteeing the right to vote; specify that at least half, or a majority, of the Board members have
to be independent of the company; promote a stronger gender diversity on the board; use of board
subcommittees; high degree of transparency and highlights the role of the board in risk supervision
management and internal control system ([271]).
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3.2. Gender diversity on board of directors

Gender diversity in the workforce has been a topic of great academic and social interest in the
recent years ([272,273]). Past research, provide evidence that the barriers that female present to access
labor market in lower and middle management positions ([274]) due to the fact of the glass ceiling
effect ([275-277]). In this sense, glass ceiling is a phenomenon defined as a type of artificial barrier
based on organizational prejudices that stagnates and prevents professional and qualified female
from occupying positions of power in a company ([278]).This gender wage gap is defined based on
two perspectives that is human capital theory and segregation occupational ([279,280]). Human
capital theory explains that individuals invest in themselves, gain experience and knowledge over
education or years of experience in the labor market, thereby increasing their productivity and value
([281]). The differences in the treatment between choosing female or men in the labor market, is the
expectation of obtaining lower productivity or profitability ([278]). Based on this theory, female tend
to invest less in human capital than men, mainly because they have more domestic and family
responsibilities, causing absenteeism that would drive in a less implicated to their careers ([282],
[283]). Furthermore, the occupational segregation explains that female is excluded from certain types
of work. The existence of occupational segregation by gender is influenced by geographic and
economic factors based on political systems, social, cultural and religious aspects ([284]). The
occupational segregation can be separated in vertical and horizontal. The Vertical segregation is
characterized by a dominant presence of men in high positions of power in a company, regardless of
the sector, creating access barriers for female to this type of position or to the labor market (glass
ceilings and sticky floors) ([285]). On the other hand, the horizontal segregation explains the
predominant presence of female and men within a labor sector in jobs ([286]). For example, female
tend to perform jobs related to the service or health sector, while men perform related jobs with the
area of engineering, construction or mechanics ([287-289]). The occupational segregation is based on
different reason: gender stereotypes ([284,290]) differences in education levels ([291]) or
discrimination in hiring and promotion ([292]). This situation tends to create low-paying occupations
and worse work conditions for female ([280,293-295]).

The role of female in today's society has gone from occupying functions limiting to the home
and family care, to being considered key in the economic development of any society. The role of
female in business has been ignored or marginalized over the years ([296]) due to the masculinity and
patriarchy of local and global business structures ([297]). According to data from the [298], the global
percentage of female in the labor force is 49%, compared to the 75% labor percentage of men,
indicating a gender gap of 26, and in some regions of the world the difference can reach 50 points.
However, according to the [299], the percentage of female in top management positions is much
lower, the global number of women in management positions amounts to 31%. The presence of
females in position of responsability is a matter has increased the relevance in the last decades
([274,300,301]). Females in position of responsibility run businesses differently, based on their values
and self-schema, allow greater involvement of the company in the report on gender policies ([302]).
The empowerment of female and their ability to understand the environment and generate change is
determined by their experience, personal perspective and openness to change ([303]), female are more
likely to present a transformational leadership style ([304]). On the other hand, female are
significantly less likely to occupy a position of higher hierarchy and power in business and corporate
governance than men, in turn earn less and are less voted for by members on decision-making
committees ([305,306]). These exclusion barriers that affect the ascending of female in top
management positions are due to the glass ceiling ([274]). Despite this, there is evidence that shows
that gender diversity in top management improves the financial performance of companies ([307],
[308]). However, gender diversity is not only an important topic for academic and researchers, but
there is also a great responsibility on the part of international institutions and governments to
implement policies and regulations that eliminate discriminatory barriers and generate greater access
opportunities for females. Within the United Nations sustainability plan called the 2030 agenda, one
of the objectives (SDG5) seeks to achieve gender equality and empower female. OECD data (2021)
show the global position of female in managerial positions is only a third percentage in OECD
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countries are held by female and in terms of CEOs, only 4.8% are female ([309]). In respect of
regulations about gender quota on the boards, only around a quarter of the countries that make up
the OECD have adopted mandatory gender quotas, while a higher proportion (30%) have adopted
recommendations as voluntary goals, and 8% have introduced a combination of both ([309]).

The corporate governance codes in the international context promote the presence of female on
boards of directors has increased (see Table 1). Within the European countries, Norway has been the
pioneer in implementing a quota mandating that about 40% of board seats in listed firms are held by
the female, it was first introduced in 2003 and took full effect in 2008. This tendency was followed for
other European countries like France, Italy, Belgium, and Germany that implemented mandatory
gender quotas on boards of directors. In the case of Iceland or Switzerland, the gender quota
legislation is without sanctions, while Denmark, Sweden or the United Kingdom have established
good governance codes that follow the "comply or explain” principle and contain recommendations
regarding gender diversity on boards ([310]). Gender quotas is defined as a legal regulation that
require a minimum participation of female (or men) within an institution, group, or position. Gender
quotas have the mission to help female to overcomer cultural stereotypes gap that make them less
likely to aspire to or be selected for such positions ([311,312]).

In this sense, the in French Code [313] recommend that the corporate board has the obligation
to determine gender policies for governing bodies, considering deadlines and accomplishment of the
objectives, with executive management being responsible for presenting the results achieved each
year in the corporate governance report. In 2011, France publishes the Law no. 2011-103 (The balanced
representation of female and men within the boards of directors and supervisory boards and on
professional equality), which implements a gender quota of 40% for companies listed on the stock
exchange (“CAC 40”), or those with more than 500 employees and turnover exceeding €50 million
over the previous three years ([314]). Subsequently, in 2021 a new law called Rixaim Law was adopted
in France. The Rixaim Law imposes gradual compliance with gender quotas, establishing that
companies with more than 1,000 employees must have an initial representation of 30% by 2026,
gradually increased to 40% from 2029. For the case of companies with 50 or more employees must
publish an annual gender equality index based on Law 2018-771 ([315]). The Rixaim Law is
considered as a hard regulation, non-compliance with sanctions by the appointment of directors in
violation of the law is voided and the payment of attendance fees is suspended. The European
Institute for Gender Equality (2021) show that 45.3% of board members in France largest publicly
listed companies are female, showing the success of reaching the implemented gender policies ([316]).

In Spain, the [264] recommend the incorporation of female directors on corporate boards.
However, the Spanish government publish in 2007 the Act 3/2007 for Effective Equality between
Female and Men, which establishes that companies listed must achieve a quota of 40% of female in
decision-making bodies by 2015 until 2022 ([317]) . According to a report from the National Securities
Market Commission (CNMV) based on the annual corporate governance reports of issuing
companies, by 2021 the total number of female directors was 29,26% ([318]).

In Germany, the Corporate Governance Code considered the legal gender quota in the
composition of the supervisory board ([267]). In 2015, the Law on Equal Participation of Female and
Men in Leadership Positions in the Private and Public Sector imposed a 30% quota of female
representations in supervisory boards of around 100 companies in Germany ([319]). In 2021, this law
is updated focus on executive boards, companies with more than 2,000 employees, must have a
minimum participation of one woman and one man in their executive and administrative boards with
more than three members ([320]). The law makes it possible to justify non-compliance with this quota
through the “zero” objective, explaining in detail the considerations on which the decision is based.
If the percentage of female is less than 30% when the objective is established, this proportion cannot
be reduced, and deadlines must be set to meet the quota, with a maximum of five years. Those
companies that do not comply with the presentation of the target or zero target will be penalized
([321].

Table 1. Gender quota Law in Europe.
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Corporate Quota
Country Gender Quota Law Governance Code
Norway Public Limited Liability 40%
Companies Act (2003)
Iceland Act on Equal Status 40%
and Equal Rights of
Women and Men
(2008)
Switzerland Federal Act on the At least by 30% on the
Amendment of the board of directors and
Swiss Civil Code = 20% in the executive
(2023) board.
Denmark Committee on Not mandatory quota,
Corporate recommends that
Governance’s diversity (gender, age,
Recommendations for ~ educational and
corporate governance commercial
(2008) background) be

considered in the
composition of the

board.
Sweden The Swedish Not mandatory quota,
Corporate Governance recommends a strive
Code gender balance on
board.

Netherlands Act on balanced gender The Dutch Corporate The gender quota law
diversity at the top of =~ Governance Code  obliges large public
large companies (2021) (2022) and private
companies to have at
least 30% male and
female on their
supervisory boards.
The Dutch CGC
promotes those board
be made up of an
appropriate degree of
diversity (sex, gender,
nationality and
cultural or other

background).
Austria Law on Equality for The Austrian Code of The supervisory board
Women and Men as Corporate Governancemust be made up of at
Non-Executive (2021) least 30% female and
Directors on Company 30% male.
Boards (2018)
Belgium Law to Guarantee the ~ Belgian Code on 33,3%
presence of women on corporate Governance
the board of directors (2020)
(2011)
France Law no. 2021-1774. Corporate Governance The board
Accelerating economic Code of Listed composition must

Companies (2022)  have at least 30% of
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and professional the executive
equality (2021) members and 40% of
the non-executive
members will be of
the underrepresented
gender (male or
female) by 2027 and
should eventually
increase to 40% by
2030.
Italy Gender Parity Law  Corporate Governance The board of directors
(2011), modified in Code (2020) and control body
2019. must be composed of
at least one third of
the underrepresented
gender (male or
female). By 2020,
companies that renew
their board must
increase their member
quota from 1/3 to 2/5.

Spain Law of effective ~ Corporate Governance The Law recommends
equality of women and Code (2020) a gender-balanced
men (2007). participation quota
(40%).
Germnay Law on Equal Corporate Governance 30%
Participation of Female Code (2022)
and Men in Leadership
Positions in the Private
and Public Sector
(2015)
United Kingdom UK Corporate Not mandatory quota,
Governance Code offers a voluntary
(2016) approach of the
presence of females on
board.
Portugal Law no. 62/2017.  Corporate Governance 33,3%
Regime of balanced = Code (2018). Revised
representation between in 2023

women and men in the
management and
supervisory bodies of
entities in the public
business sector and
companies listed on the
stock exchange.

4. Conclusions

This article has sought to explore the concept of sustainability in finance. It also sought to expand
the origin and current state of sustainable finance. Highlighting the main European regulations on
sustainability, as well as the role of sustainable finance in achieving sustainable development goals.
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On the other hand, the principles of socially responsible investment are described as an instrument
that encourages the behavior of responsible investors and facilitate the adoption of investment
strategies with ESG criteria. Sustainable finance is a global trend, in the different financial markets
there are sustainable investment products, as well as ESG rating agencies that evaluate companies
according to their ESG performance and assign an ESG score. Within this market, there are also
sustainability stock indices which integrate sustainable companies with the best ESG performance.
Rating agencies and sustainable indices constitute a benchmark for investors, stakeholders,
shareholders.

This article weaves together the relationship between sustainable finance and corporate
governance, highlighting the development of corporate governance code in Europe and the
consideration of gender diversity on board. Corporate governance is a key piece for the
implementation and improvement of ESG practices in companies, which is why it is considered an
important part of the conceptual development of the framework of sustainable finance.

The shared knowledge in the article builds an analytical framework that can be used as a
theoretical basis for other empirical studies and as a reference to consult the current state of
sustainable finance. In turn, this article offers operational means for socially responsible investors,
companies, consultancies, and regulators to promote sustainable finance and identify challenges for
improving the scope of sustainability in business.
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