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Preface


Sabine Wieduwilt




»The flap of a butterfly’s wings in Brazil can set off a tornado in Texas.«1












1	The concept originates from chaos theory and is often attributed to meteorologist Edward Lorenz, who used it to explain how tiny changes in initial conditions can lead to vastly different outcomes in weather systems. The phrase has since become a popular way to express the idea that minor events can have significant and unpredictable impacts.









The power of transformation, or the »butterfly effect«


The real estate investment sector is experiencing significant transformation as environmental, social, and governancegovernance (ESG) issues gain global prominence. Once a niche concern, ESG is now central to investment strategy, risk management, and value creation, driven by the increasing demand for responsibility and transparency from investors, regulators, and communities. While perspectives on sustainabilitySustainability and ESG shift due to geopolitical or economic or other factors, and the debate continues whether it is appropriate to use these terms or concepts to shape our business dealings, the practical challenge remains: how can we effectively implement ESG in real estate projects, if we decide to do so?


Sometimes, whether as an individual, a company, a country or even a continent, we feel that we lack the power to change things. Does it then make sense to do anything? Why not continue acting, using, misusing, and spoiling in the same way as before?
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This metaphor »The flap of a butterfly’s wings in Brazil can set off a tornado in Texas.« illustrates how small actions or events can have significant, far-reaching consequences, especially in complex systems.












Consider reading this book with the intention of changing one small aspect of the way you handle projects right now.









2	Each author holds the rights to all illustrations in their respective subchapters, with the exception of illustrations that are marked separately (such as his first »butterfly effect« from Judith Carla Wieduwilt), and the illustrations referring to official sites, such as eurolex.









The intention, chapters and structure of this book




»We may well be the last generation with an opportunity to act.« Is that how we want to think? Let us reframe sustainabilitySustainability not as a sacrifice, but as an opportunity.3





»Real Estate Investment and ESG: A Guide and Toolkit for Practitioners Across the Globe« intends to serve as a resource for professionals – including investors, asset managers, legal advisors, and policymakers – seeking to understand and apply ESG considerations in real estate investment. As global stakeholders increasingly demand more accountability, transparency, and sustainabilitySustainability from the sector, this book strives to provide knowledge, context, frameworks, and practical tools that can be used to meet new standards and expectations.


Our goal throughout the book is to bridge the gap between theory and practice. We intend to demystify ESG terminology and acronyms to make the subject more accessible.


What could be a relevant scenario or use case? Let’s say Global Asset Partners (GAP)4, a multinational real estate investment firm that manages properties worldwide and faces the challenge of aligning its ESG strategy with diverse regional regulations and global standards. In order to meet regulatory demands and gain a competitive edge as well as create long-term value through responsible investment practices, GAP goes ahead to map regulatory requirements in each jurisdiction, adopting international frameworks like TCFDTCFD and ISSB and engages stakeholders to tailor ESG initiatives and integrate ESG considerations throughout the investment process. This ensures compliancecompliance, operational improvements, and enhanced investor trust.


The intention of this book was to gather insights and generate ideas for implementing ESG into real estate investment practice.


The structure of this book mirrors the complexity of ESG in real estate. It starts with an examination of the global forces, standards, and historical context behind the ESG movement, clarifying key terms and international agreements. Subsequent chapters explore how ESG factors shape investment strategies, financing, and the rise of impact investing. The book then covers essential processes like due diligencedue diligence, valuation, greenwashing risks, and operational challenges such as stranded assets, carbon emissions, and the circular economy. It also discusses the increasing role of data, AI, contracts, procurement, regulations, and post-merger integration in ESG. The final section provides regional and local perspectives, highlighting unique challenges and opportunities in different markets, giving readers both a comprehensive and practical understanding of ESG in real estate worldwide.


Here is an overview of the chapters:


Chapter 1: ESG global dynamics and standards – This chapter sets the stage by tracing the historical development of sustainabilitySustainability/CSRCSR/ESG in real estate, examining international treaties, global dynamics, and the shift in focus towards sustainability/CSR/ESG. It seeks to entangle the terminology and acronyms that permeate ESG discussions. It then covers international treaties and conventions focusing on environmental and human rights, as a key area of the normative framework. It also explores the interplay with the instruments, standards, and frameworks that guide implementation. The chapter also delves into the three pillars of ESG: environmental (with a focus on climate, the IPFCC report, and litigation risks), social (emphasizing sustainable supply chains), and governancegovernance (addressing anti-bribery and corruption and anti-money launderinganti-money laundering (ABCABC & AMLAML)).


Chapter 2: The real estate investment market, ESG & investment, finance, greenwashing – Here, the book explores the intersection of ESG and real estate investment. It provides an overview of the global investment market, focusing on megatrends, terms, and acronyms related to responsible investment, and different investor types. The chapter discusses various investment approaches, including impact investing and the integration of ESG into real estate financing, and guidance on drafting clauses and otherwise preparing for financing linked to ESG principles and the risks of greenwashing, and provides an overview of thematic bonds.


Chapter 3: Due diligence, valuation, and user perspective – This chapter offers a deep dive into the practical aspects of ESG factors in real estate transactions for the investment process. It covers environmental due diligencedue diligence (EDD), ESG-specific due diligence process, and the legal considerations involved. The chapter also addresses valuation methodologies that incorporate ESG factors, and discusses whether ESG affects valuation. Additionally, it looks at carbon accounting as business-critical for tenants and a strategic imperative for landlords.


Chapter 4: Further details and perspectives – Focusing on the operational side, this chapter discusses details that may be of interest for real estate investments, such as the Carbon Risk Real Estate Monitoring (CRREM) framework, and the impact of greenhouse gas emissions – including embodied carbon and resource depletion – on real estate. It explores water and health, with a deep dive into a water-cleansing tool in real estate projects, brownfield investments, and the role of insurance and climate adaptation. The chapter concludes with data and artificial intelligence.


Chapter 5: Contracts, procurement, and regulatory frameworks – This chapter addresses the legal and regulatory dimensions of ESG factors in real estate transactions. It covers various deal structures (for example asset and share deals, forward deals, joint ventures, and cross-border deals), the evolution of EU procurement from a sustainability focus to strategic autonomy, real estate investment and funds, and competition. The chapter also explores ESG and different types of management contracts and post-merger integration.


Chapter 6: Global, regional and local perspectives – Recognizing the global nature of real estate investment, the final chapter provides a review of ESG practices and challenges across different continents or regions. It offers deep dives into Africa, Asia, Europe (the EU and the U.K.), the U.S., and Latin America, highlighting regional nuances, regulatory environments, and market-specific opportunities and risks.


Each of the six chapters is divided into six subchapters. The subchapters are written by different authors. There is no need to read the book or any chapter in the linear order. Additionally, each author may have a different view and interpret ESG and real estate investment differently.









3	Ritchie, Hannah, Are We the Last Generation, or the First Sustainable One, TED, https://www.youtube.com/watch?v=Kl3VVrggKz4, accessed 16.08.2025.


4	Global Asset Partners (GAP) is only a fictitious firm that has not been researched. This is not a real-life example or setting.









Why collaboration is essential. An invitation to explore and transform


»The greatest threat to our planet is the belief that someone else will save it.«5 – This underscores the necessity of both individual and collective action for sustainabilitySustainability. No single company can address complex environmental challenges alone. Instead, innovative collaboration is vital for protecting natural resources and creating business value. The Earth’s shared resources – air, forests, and oceans – are being depleted by fragmented, self-interested actions. Only systemic, collaborative solutions can preserve them while unlocking their potential. As collaborative practices and market incentives increase, aligning business interests with environmental preservation will drive progress for both the economy and the planet.6 We think we’re revolutionizing the way we develop cement by developing »green cement«, but we’re still using sand from the beaches. However, instead of becoming hopeless, we have the opportunity to collaborate more and better.


»Addressing diverse perspectives is crucial for effective global communication and stakeholder engagementstakeholder engagement, leading to more impactful solutions.«7 Implementing ESG in real estate investment is a journey, not a destination. It demands leadership, collaboration, and a willingness to challenge established norms. The intention of this book project is to gather meaningful and respectful content.


With the goal of reaching many practitioners, we aim for a global or international view. Even when we strive to be broad, holistic and all-encompassing, we’re well aware that we tend to block other views and perspectives. For example the United Nations (UN) seems to cover the globe; however, not all of its initiatives or agreements have been adopted or are being followed worldwide. The Organisation for Economic Co-operation and Development (OECDOECD) covers only 38 countries8, excluding middle and Latin America, Africa, and Asia. Please always question whether we have covered every aspect.


Also, we are working against a moving target. When I asked practitioners to join the project, one of the key reasons for declining was »there is too much changing right now; this is not the time«. Buildings have a longer lifespan than politicians, the ground they stand on has an even longer lifespan, and our planet will hopefully remain habitable for humans for centuries to come.


We invite you to explore, question, engage with and apply the insights and tools contained within these pages, and to contribute to the global movement toward a more sustainable and responsible real estate sector.


Please see this as an invitation to write our future.9




»No matter what people tell you, words and ideas can change the world.«10












5	Robert Swan, Author and the first person to walk to both poles, https://www.activesustainability.com/environment/robert-swan-and-our-planet/, accessed 31.08.2025.


6	Nidumolu/Ellison/Whalen/Billman, The Collaboration Imperative for Sustainable Business Practices, 2014, https://hbr.org/2014/04/the-collaboration-imperative-2, accessed 29.05.2025.


7	Nidumolu/Ellison/Whalen/Billman, The Collaboration Imperative for Sustainable Business Practices, https://hbr.org/2014/04/the-collaboration-imperative-2, 2014, accessed 29.05.2025.


8	OECD, Members and partners, https://www.oecd.org/en/about/members-partners.html, accessed 13.09.2025.


9	This book is also a tribute to Wolfgang Lucas, my father who died two weeks before we handed in the book, who was a victim and a survivor of war, believed in peace, never made a difference between anybody’s origins or background, lived two sides of Germany and never believed in a wall, loved the African continent and the people on it, especially from Benin, and who discussed and lived sustainable development while politicians were introducing it at global level. 


10	John Keating (Robin Williams) in Dead Poets Society, a screenplay by Tom Schulman, directed by Peter Weir, 1989.










1 ESG global dynamics and standards – including a spotlight on E (climate), S (supply chains) and G (ABC & AML)









1.1 Introduction to Chapter #1


Sabine Wieduwilt




»Start by doing what is necessary, then do what is possible, and suddenly you are doing the impossible.«11







1.1.1 Setting the scene – finding the meaning of ESG. Chapter #1 overview


We are writing this book in 2025, it’s a time of extreme events, turmoil, criticism against the acronym ESG, and a divide of opinions on its relevance.


When this book is published at the beginning of 2026, will ESG be just three letters that used to belong together with a sense of urgency, but are now a shadow of the past?


What’s the catch with ESG and real estate investment?


What does ESG actually mean? Sometimes it feels nebulous and vague; we feel like we’re poking around in the fog.


This chapter #1 will hopefully lift some of the fog by providing context and meaning.


Chapter #1 opens with a general introduction to the terms sustainabilitySustainability/CSRCSR/ESG (#1.2), followed by international conferences, treaties and agreements, a structural review of rule-givers in the sustainability/CSR/ESG arena, with a brief differentiation between principles and implementation, and some examples of institutions, standards, initiatives (#1.3), including a peak at climate issues, specifically the 6th IPCC report and the built environment, as well as related litigation risks (#1.4), followed up by a discussion of the invisible workforce in global supply chains (#1.5), then concluding with anti-bribery and corruption (»ABCABC«) and anti-money launderingantimoney laundering (»AMLAML«) and practical guidance (#1.6).


On a side note: It would not do justice to the authors of this book to frame their contributions solely as disciplines under the umbrella of sustainabilitySustainability/CSRCSR/ESG.


In any case, I am convinced that regardless of our views on sustainabilitySustainability/CSRCSR/ESG, we can work to reduce the risks, enhance opportunities, and have a positive impact.


With this first chapter #1, we begin by exploring sustainabilitySustainability/CSRCSR/ESG issues from a global perspective, before narrowing our focus to real estate and real estate investment.







1.1.2 Milestones – tabular overview


Before we dive into the details, please take a look at Table 1, which provides a non-comprehensive overview of the milestones for those who prefer chronological tables.








	

Year




	

Title




	

Information













	

1972




	

United Nations Conference on the Human EnvironmentUnited Nations Conference on the Human Environment (Stockholm ConferenceStockholm Conference)




	

The first major international conference to focus on global environmental issues, leading to the Stockholm Declaration and the establishment of the United Nations Environment Programme (UNEPUNEP).









	

1976




	

OECDOECD Guidelines for Multinational Enterprises




	

The Organisation for Economic Co-operation and Development (OECDOECD) adopted its Guidelines for Multinational Enterprises, providing voluntary principles and standards for responsible business conduct. See 2011 MNE; 2018 RBC; 2023 MNE for updates.









	

1987




	

Brundtland ReportBrundtland Report (»Our Common Future«)




	

The World Commission on Environment and Development (WCED) published the Brundtland ReportBrundtland Report, thereby introducing the concept of »sustainable development.«









	

1987




	

OECDOECD




	

The OECDOECD published »Environmental Policies for a Sustainable Development,« further integrating sustainabilitySustainability into its policy framework.









	

1992




	

United Nations Conference on Environment and DevelopmentUnited Nations Conference on Environment and Development (UNCED, »Rio Earth Summit«)




	

A landmark event held in Rio de Janeiro, resulting in several foundational agreements: Rio Declaration on Environment and Development, Agenda 21 (a comprehensive plan of action for sustainable development), United Nations Framework Convention on Climate Change (UNFCCC), Convention on Biological Diversity (CBD), United Nations Convention to Combat Desertification (UNCCD), Forest Principles.









	

1998




	

International Labour Organization (ILOILO) Declaration on Fundamental Principles and Rights at WorkDeclaration on Fundamental Principles and Rights at Work




	

The ILOILO adopted this declaration, thereby identifying core labor standards that all member states are expected to respect and promote.









	

2000




	

United Nations Global CompactUnited Nations Global Compact




	

Launched to encourage businesses worldwide to adopt sustainable and socially responsible policies, based on ten principles in the areas of human rights, labor, environment, and anti-corruption.









	

2003




	

Equator Principles




	

A risk management framework adopted by financial institutions for determining, assessing, and managing environmental and social risk in projects.









	

2006




	

UN Principles for Responsible Investment (PRIPRI)




	

An investor initiative in partnership with UNEPUNEP Finance Initiative and the UN Global Compact, promoting the incorporation of environmental, social, and governancegovernance (ESG) factors into investment decision-making.









	

2008




	

ISOISO 26000 Guidance on Social ResponsibilityISO 26000 Guidance on Social Responsibility




	

The development of the standard began in 2008, and it was published in 2010, providing guidance on how businesses and organizations can operate in a socially responsible way.









	

2011




	

United Nations Guiding Principles on Business and Human RightsUnited Nations Guiding Principles on Business and Human Rights (UNGP)




	

Endorsed by the UN Human Rights Council, these principles clarify the duties and responsibilities of states and businesses to prevent, address, and remedy human rights abuses committed in business operations.









	

2015




	

Agenda 2030Agenda 2030 – United Nations Sustainable Development GoalsAgenda 2030 – United Nations Sustainable Development Goals (SDGsSDGs)




	

The UN adopted 17 SDGsSDGs as part of the 2030 Agenda for Sustainable Development, providing a global blueprint for peace and prosperity for people and the planet. 









	

2015




	

Paris AgreementParis Agreement (under the UNFCCC)




	

A legally binding international treaty on climate change, adopted at COP21 in Paris, aiming to limit global warming to well below 2°C.














Table 1: Overview of milestones (non-comprehensive)















11	 This quote from a Bizcommunity article encourages taking incremental steps towards sustainability and ESG goals. Bizzcommunity, ESG Quotes, St. Francis of Assisi, https://www.bizcommunity.com/Quotes/196/348.html, accessed 31.05.2025.










1.2 Sustainability/CSR/ESG


Sabine Wieduwilt




»You cannot get through a single day without having an impact on the world around you. What you do makes a difference and you have to decide what kind of a difference you want to make.«12







1.2.1 Introduction to #1.2


Do I have to get through the jungle of sustainabilitySustainability/CSRCSR/ESG in order to make a difference? Of course not.
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We sometimes get so tangled up in trying to define sustainabilitySustainability/CSRCSR/ESG, that we lose interest before understanding the terminology or global dynamics.


There are as many meanings of sustainabilitySustainability/CSRCSR/ESG as there are people who use the acronyms. ESG is often used interchangeably with »sustainability« and »sustainable development,« as well as »CSR«. With this book, we don’t aim for perfection in delineating the terms, we don’t want to get wrapped up in that.












Subchapter #1.2 compiles a selection of publications, reports, models, conferences, and other materials associated with the terms, sustainabilitySustainability and sustainable development (#1.2.2), CSRCSR (#1.2.3) and ESG issues, including discussions around ESG (#1.2.4)13. It then provides a tabular overview of ESG and real estate (#1.2.5).








1.2.2 Sustainability, sustainable development


The concept of sustainabilitySustainability has been a guiding principle for political, economic and ecological action.


Traditional societies and indigenous peoples: Long before the modern term existed, many ancient cultures and indigenous communities practiced forms of resource management that prioritized the long-term capacity of their environment to sustain them.14


1713 – The term sustainabilitySustainability comes from the Latin word »sustinere«, meaning to maintain, support, uphold, or endure.
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Hans Carl von Carlowitz, a Saxon tax accountant and mining administrator, introduced the concept of »sustainabilitySustainability« in his book »Sylvicultura oeconomica«.15 Excessive logging in Saxony (now in Germany) to supply wood for mining and other uses led to visible forest depletion. Carlowitz advocated for the responsible, long-term use and replanting of timber to ensure the continuous and sustainable use of forests.16 This prompted the search for better wood management.












1798 – Thomas Malthus, an English economist, proposed the concept of the »Malthusian trap,« warning of an impending imbalance between population growth and food resources.17


1962 – Rachel Carson, a U.S. marine biologist, writer, and conservationist, published »Silent Spring«,18 a book that raised public awareness about the dangers of pesticides and sparked the modern environmental movement.


1969, 1970 – as a result of environmental debate in the U.S., The National Environmental Policy Act (NEPA, U.S.) was passed in 1969 and took effect in 1970 and was one of the first laws worldwide to require systematic environmental impact assessments for federal projects. This established a foundation for considering environmental effects in project planning.


1968, 1972 – The Club of Rome – an informal international association formed in 1968 to foster understanding of the interconnected global challenges facing humanity – commissioned the book »The Limits to Growth« in 1972. The book used systems dynamics modeling to warn that unchecked exponential growth in population, industrialization, resource consumption, and pollution would likely exceed the planet’s physical limits within a century, leading to potential collapse unless deliberate action was taken to achieve a sustainable global equilibrium.19


1972 – At the United Nations Conference on the Human Environment in Stockholm, the first world conference to make environmental issues a major concern, participants adopted a series of principles for the sound management of the environment, including the Stockholm Declaration, the Action Plan for the Human Environment, and several resolutions. The Stockholm Declaration contained 26 principles and elevated environmental issues to the forefront of international concerns. It also marked the start of a dialogue between industrialized and developing countries regarding the link between economic growth, air and water pollution, and the well-being of people worldwide. The Action Plan contained three main categories, which were broken down into 109 recommendations: (1) Global Environmental Assessment Programme (watch plan); (2) Environmental management activities; (3) International measures to support assessment and management activities carried out at the national and international levels.20


1972 – In his lectures at M.I.T. Ernst Basler’s (company founder and sustainabilitySustainability pioneer21) focused on expanding the concept of sustainability. He discussed the need to manage not just forests, but all environmental resources – such as water, soil, air, and biodiversity – in a way that would ensure their availability and health for future generations. Basler emphasized the interconnectedness of ecological systems and the importance of considering long-term impacts when making decisions about resource use.22


1983, 1987 – Within the Framework of the United Nations, the World Commission on Environment and Development (WCED) was established. Gro Harlem Brundtland was appointed to chair the commission (»Brundtland Commission«). In 1987 the commission issued the Brundtland ReportBrundtland Report, titled »Our Common Future«, intending to address the conflict between globalized economic growth and accelerating ecological degradation by redefining »economic development« in terms of »sustainable development.«23






»Sustainable development is development that meets the needs of the present without compromising the ability of future generations to meet their own needs.«24








According to the report, »sustainable development« requires an integrated approach that considers environmental concerns alongside economic development.25 Some have stated that sustainabilitySustainability is also defined in the report:






SustainabilitySustainability can be defined as »meeting the needs of the present without compromising the ability of future generations to meet their own needs«26, which broadens the scope of sustainability beyond environmental concerns.27








The document defines »sustainable development« and uses this as the operative concept, with »sustainabilitySustainability« being an attribute applied to specific systems or processes, rather than a term with a separate definition. In the report, the meaning of »sustainability« is always contextual – linked to the ability of systems, resources, or development paths to endure and support both present and future needs. The term »sustainability« is used throughout the report in relation to development, resource use, or specific sectors (e.g., »sustainable energy pathway,« »sustainable industrial development«). While the report discusses the need for »sustainability« in various contexts, such as agriculture, industry, and population, it does not isolate or define »sustainability« as an abstract concept independent of development or sector-specific applications.


There have been numerous attempts to define sustainabilitySustainability, which are often very similar in essence.28 See three common visualizations of sustainability in Table 229 (they are not conclusive).
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Figure 1: Three intersecting circles (Venn Diagram)


(Edward Barbier, 1987)30




	

Figure 2: Three Pillars Model


(early 1990s, popularized in 1992 with the UN Rio Declaration and Agenda 21, sustainabilitySustainability literature)




	

Figure 3: Nested Approach (Nested Ellipses)


(Mary Scott Cato, 2009)31









	

SustainabilitySustainability is represented by three intersecting circles for environment, economy, and society. Sustainability is where all three overlap.




	

There are three pillars of sustainabilitySustainability: environmental, economic, and social; each pillar is equal in rank and supports the overall structure.




	

The environment as the foundation, with society nested within it, and the economy nested within society. The nested ellipses emphasize the hierarchy of these dimensions, placing the environment at the foundation and highlighting that both society and the economy are constrained by environmental limits. 














Table 2: Three common visualizations of sustainability





1992 – At the United Nations Conference on Environment and Development (UNCED) in Rio de Janeiro in 1992, The Agenda 21 was adopted, a comprehensive action plan for achieving sustainable development globally, nationally, and locally. ‹Integration of Environment and Development: Agenda 21 opens with a clear statement of the need for integration: »Humanity stands at a defining moment in history. We are confronted with a perpetuation of disparities between and within nations, a worsening of poverty, hunger, ill health and illiteracy, and the continuing deterioration of the ecosystems on which we depend for our well-being. However, integration of environment and development concerns and greater attention to them will lead to the fulfilment of basic needs, improved living standards for all, better protected and managed ecosystems and a safer, more prosperous future.«32 Both the Agenda 21 and the Rio Declaration emphasized the integration of the three dimensions environmental, economic, and social into sustainable development policy.


2000 – Building upon a decade of United Nations conferences and summits, world leaders gathered at the United Nations Headquarters in New York to adopt the United Nations Millennium Declaration. This declaration committed their nations to a new global partnership to reduce extreme poverty and set out a series of time-bound targets – with a deadline of 2015 – that have become known as the Millennium Development Goals.33


2015 – The United Nations General Assembly adopted the resolution »Transforming our world: the 2030 Agenda for Sustainable DevelopmentTransforming our world: the 2030 Agenda for Sustainable Development« (Agenda 2030Agenda 2030), which sets out a 15-year plan for global sustainable development under the guiding motto »Transforming our World,« paraphrased as »People, Planet, Prosperity, Peace and Partnership« (see Figure 4).
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Figure 4: Agenda 2030Agenda 2030 – 5 Ps











	





[image: Das Bild stellt die 17 Ziele für nachhaltige Entwicklung (Sustainable Development Goals) der Vereinten Nationen dar. Jedes Ziel ist durch ein Symbol auf einem quadratischen Feld in grauer Farbe repräsentiert. Die Ziele behandeln Themen wie Armutsbekämpfung, Bildung, Gesundheit und nachhaltigen Konsum. Die Anordnung erfolgt in einem 3x6-Raster. In der oberen Zeile befinden sich die Ziele 1 bis 6, in der zweiten Zeile die Ziele 7 bis 12 und in der dritten Zeile die Ziele 13 bis 17. Oben links ist das Logo der Vereinten Nationen zu sehen.]

















Figure 5: UN SDGsSDGs





At the heart of this agenda are the 17 Sustainable Development Goals (SDGs), with 169 targets, providing a comprehensive framework for advancing sustainability worldwide. The SDGs are a call to action for all countries – rich, poor, and middle-income – to promote prosperity while protecting the planet. They recognize that ending poverty must go hand in hand with strategies that stimulate economic growth and address a range of social needs, including education, health, social protection, and job opportunities, while tackling climate change and protecting the environment.34


The Agenda 2030Agenda 2030 further states that sustainable development aims to ensure that »all human beings can fulfil their potential in dignity and equality and in a healthy environment,« while also protecting the planet from degradation, ensuring prosperity, fostering peaceful and inclusive societies, and revitalizing global partnerships. Implementation of the 2030 Agenda is country-led; each nation is responsible for integrating the Sustainable Development Goals into national strategies and policies, while systematic reporting and follow-up are ensured through regular national, regional, and global reviews. The High-Level Political Forum oversees global progress using a framework of indicators and high-quality, timely, and disaggregated data to track and assess achievement of the goals.35 While the Agenda 2030 does not offer a concise, standalone definition of »sustainabilitySustainability« or »sustainable development,« it thoroughly describes these concepts as a holistic, integrated approach to advancing the economic, social, and environmental well-being of present and future generations while ensuring that »no one is left behind.«






Conrads/Serode/Sauer/Tauberschmitt36 have described three phases of the development of sustainabilitySustainability. The concept of sustainability has evolved through these three distinct phases, each reflecting a deeper understanding of the interconnectedness of environmental, social, and economic factors.


The first phase emerged in the early 1970s and focused on resource constraints and the potential limits to economic development. Influenced by the Club of Rome’s 1972 report »The Limits to Growth,« this phase emphasized the finite nature of Earth’s resources and the necessity of prudent management to prevent depletion and environmental degradation. It marked the beginning of global awareness and advocacy for sustainable resource use.


The second phase gained prominence in the 1980s and expanded the focus to include the environmental impacts of human activities and the responsibility toward future generations. This phase highlighted the negative effects of pollution, deforestation, and other forms of environmental degradation, emphasizing the concept of intergenerational equity. It underscored the need to address short- and medium-term environmental challenges while considering their long-term implications for future generations.


The third phase, which began in the late 1980s and continues to this day, takes a holistic and long-term approach to sustainabilitySustainability. Influenced by the Brundtland Commission’s 1987 report »Our Common Future,« this phase integrates economic, social, and environmental dimensions into a comprehensive framework for sustainable development. It emphasizes long-term planning and considering sustainability impacts over extended time horizons and recognizes sustainability as a global guiding principle. This phase underscores the importance of continuous adaptation and innovation in sustainability practices to address emerging challenges and ensure a resilient and equitable future for all.














1.2.3 Corporate Social Responsibility (CSR)


According to Del Sarto, Corporate Social ResponsibilityCorporate Social Responsibility (CSRCSR) is a concept intimately connected to sustainabilitySustainability, reputation, and the role of companies in society.37 According to Dathe et al., the fundamental concept of CSR is based on the idea that businesses have the responsibility to ensure that their operations do not negatively impact society or the environment.38


1953 – The term Corporate Social Responsibility (CSRCSR) was mentioned by Howard R. Bowen in his book »Social Responsibilities of the Businessman«, in which he advocated large corporations in the United States to contribute more to civil society. Bowen raised the question of what responsibilities society could reasonably expect from business leaders.39


1960s, 1970s – Social movements such as the civil rights, the consumer, the environmental and the women’s movements played an important role in shaping the development of societal expectations towards corporations.40 In 1960, Keith Davis argued that social considerations should take precedence over pure profit motives.41


For three CSRCSR models to visualize the concept: 1971–1979/1983/1991–1997, see Table 3.
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Figure 6: Social Responsibilities of Business Corporations (Del Sarto, based on CED report, 1971)
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Figure 7: Pyramid of Corporate Social Responsibility (Archie B. Carroll, 1991)
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Figure 8: Triple Bottom Line (TBL, John Elkington, 1997)












	

CSRCSR as a multi-layered concept consisting of three concentric circles: core economic responsibilities, broader societal expectations and addressing emerging social issues.




	

»Stated in more pragmatic and managerial terms, the CSRCSR firm should strive to make a profit, obey the law, be ethical and be a good corporate citizen.«




	

Companies should measure success not only in terms of economic performance, but also in terms of environmental and social impact.42














Table 3: Three models to visualize the concept of CSRCSR





1971 – The Committee for Economic DevelopmentCommittee for Economic Development (CED), a U.S.-based nonprofit public policy think tank, issued a report titled »Social Responsibilities of Business Corporations«. The report called to redefine the corporate mission, proposing that businesses support »human values« by contributing to social progress, even at the expense of short-term profits. In this report, CED introduced the idea of CSRCSR as a multi-layered concept consisting of three concentric circles: the innermost circle representing core economic responsibilities; the intermediate circle representing broader societal expectations; and the outermost circle representing emerging social issues.43


1979 – A shift was noted (i.a. by Carroll) in the strategic placement of CSRCSR in organizational policy. Carroll developed a three-dimensional conceptual model of corporate social performance, proposing a four-part-definition. According to this definition, businesses must address a range of obligations toward society. Social responsibility must comprise all four categories of responsibilities: economic, legal, ethical, and discretionary. Carroll revisited his four-part definition of CSR in 1983, repositioning the discretionary component to include volunteerism and/or philanthropy. In 1991, Carroll redesigned the model into the »Pyramid of Corporate Social Responsibility.« See Figure 7, as a metaphor for the economic responsibilities being the foundation.44


1997 – The emphasis on environmental sustainabilitySustainability paralleled with the development of CSRCSR, leading to the establishment of frameworks such as Elkington’s Triple Bottom Line (TBL) (see Figure 8). This framework proposes that companies measure success not only by economic performance, but also by environmental and social impact.45


In the 1990s, there was a growing discussion about accountability and the need for formal reporting and transparent communication of a company’s commitments and achievements in the context of social responsibility towards all stakeholders.46


2000s – The turn of the millennium brought heightened attention to the environmental impact of human activities, prompting Stoermer to introduce the term »Anthropocene«.47






21st century – CSRCSR expanded to encompass sustainabilitySustainability as the concept of ESG gained prominence.48








2001 – The OECDOECD published »OECD Guidelines and Corporate Social Responsibility in a Global EconomyOECD Guidelines and Corporate Social Responsibility in a Global Economy,«49 defining CSRCSR as an evolving, holistic approach in which businesses integrate social, environmental, and ethical responsibilities into their core strategies. The report emphasized that CSR goes beyond philanthropy, requiring responsible governancegovernance, transparent reporting, and sustainable development, and highlighted the need for voluntary initiatives, supportive public policy, and global standards to guide responsible business conduct. The document aimed to promote CSR as essential for sustainable growth and long-term business success in a globalized world. Figure 9, based on the OECD’s 2001 document for key content of CSR, illustrates its role in the global economy, and implementation and challenges. According to the document, CSR was anticipated to become a core component of business strategy and operations, driving sustainable development and long-term success through innovation, transparency, and collaboration among all stakeholders. The OECD’s 2001 document also differentiates between normative frameworks and instruments and delineates as well as provides examples of each (see subchapter #1.3 for more detail).
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Figure 9: CSR – key content, role in global economy, implementation and challenges (based on OECD 2001)





2001 – In the European Union’s (EU) Green Paper on CSRCSR »Promoting a European framework for Corporate Social Responsibility«50, the EU formally adopts CSR, defining it as a concept whereby companies voluntarily integrate social and environmental concerns into their business operations and stakeholder interactions.51






Spießhofer52 – CSRCSR was developed in response to the limitations of traditional legal frameworks. The globalization of the economy and the growing power of corporations create a demand for a corresponding assumption of responsibility. There is a recognized need for a global eco-social regulatory framework that can effectively govern transnational business activities and establish a »level playing field« for all market participants. While setting standards for responsible business conduct, these legal frameworks, especially national laws, are limited by their territorial scope and lack of extraterritorial effect, unable to adequately regulate global business processes. The idea of a world government or world law is neither feasible nor desirable. International treaties are often slow to negotiate, depend on state ratification, and typically result in only minimal consensus.53


The concept of CSRCSR began as a voluntary commitment by businesses to address social and environmental issues, with a focus on individual ethical responsibility. Over time, the focus shifted from individual to corporate responsibility, with increasing attention being given to the collective obligations of companies.54








2011 – In its strategy for 2011–2014, the Commission (EU) redefined CSRCSR as the responsibility of enterprises for their impact on society and, therefore, it should be company-led. Companies can become socially responsible by (i) integrating social, environmental, ethical, consumer, and human rights concerns into their business strategy and operations; and (ii) following the law,55 in short:






»Corporate social responsibilityCorporate Social Responsibility (CSRCSR)«, is »the responsibility of enterprises for their impacts on society«.56








While compliancecompliance with applicable law is established as the minimum standard, companies are also expected to implement processes that integrate social, environmental, ethical, human rights, and consumer concerns into their strategies and operations, in close cooperation with stakeholders.57 »Corporate Social Responsibility (CSRCSR) refers to the comprehensive responsibility of companies for the social, ecological, and economic impacts of their core business activities, emphasizing that responsible and sustainable business practices should be integrated into all operations and go beyond mere philanthropy or compliance with legal requirements. The EU Commission now supports a broader, more binding approach to CSR, advocating for legal measures such as mandatory disclosure of social and environmental information and the application of high standards throughout the entire value chain, both domestically and internationally.«58


2011 – The Organization for Economic Co-operation and Development (OECDOECD) used the term Responsible Business Conduct (RBC) in its update of the OECD Guidelines for Multinational Enterprises. This change from »Corporate Social Responsibility (CSRCSR)« to the broader and more actionable concept of »Responsible Business ConductResponsible Business Conduct (RBCRBC)« reflected a move toward integrating responsible practices into all aspects of business operations, emphasizing not just voluntary initiatives but also the expectation that companies avoid and address adverse impacts related to human rights, labor, environment, and anti-corruption throughout their global operations and supply chains.59 The OECD has defined RBC as follows:






»Responsible Business ConductResponsible Business Conduct (RBCRBC)« is defined as »making a positive contribution to economic, environmental and social progress with a view to achieving sustainable development and avoiding and addressing adverse impacts related to an enterprise’s direct and indirect operations, products or services.«60,61








2011 – John Ruggie presented his final report as the Special Representative of the Secretary General on the issue of human rights and transnational corporations and other business enterprises. It summarizes his work from 2005 to 2011 and presents the »Guiding Principles on Business and Human Rights: Implementing the United Nations ›Protect, Respect and Remedy« Framework« for consideration by the Human Rights Council. No. 6 of the Introduction to the Guiding Principles states: »The Framework rests on three pillars. The first is the State duty to protect against human rights abuses by third parties, including business enterprises, through appropriate policies, regulation, and adjudication. The second is the corporate responsibility to respect human rights, which means that business enterprises should act with due diligencedue diligence to avoid infringing on the rights of others and to address adverse impacts with which they are involved. The third is the need for greater access by victims to effective remedy, both judicial and non-judicial. Each pillar is an essential component in an inter-related and dynamic system of preventative and remedial measures: the State duty to protect because it lies at the very core of the international human rights regime; the corporate responsibility to respect because it is the basic expectation society has of business in relation to human rights; and access to remedy because even the most concerted efforts cannot prevent all abuse«62. The UN Guiding Principles on Business and Human Rights (UNGP) were annexed to the report. The Commission (EU) states in relation to the UNGP: »Human rights are an increasingly important aspect of CSRCSR/RBC, especially when it comes to businesses’ global supply chains. The UN guiding principles on business and human rights (UNGPs) define what companies and governments should do so businesses don’t have a negative impact on human rights. These guiding principles were endorsed by the UN Human Rights Council in 2011, stating that business enterprises are specialized organs of society, which requires them to comply with all applicable laws and to respect human rights.«63 The UNGP expand the responsibilities beyond the internal sphere of the company – »piercing the corporate veil«. This concept was also introduced in the OECDOECD.
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The role of international organizations: The United Nations (UN), the Organization for Economic Cooperation and Development (OECDOECD), and the International Organization for Standardization (ISOISO) develop key frameworks and guidelines, such as the UN Global Compact, the OECD Guidelines for Multinational Enterprises, and ISO 26000, which set out principles for responsible business conduct on a global scale.64


Regarding sustainability and CSR, the German Federal Ministry of Labor and Social Affairs states that »CSRCSR refers to a company’s responsibility for its impact on society. This includes social, environmental and economic aspects, as for example outlined in the internationally recognized reference documents on CSR, chief among them the fundamental ILOILO declaration on multinational enterprises and social policy, the OECDOECD Guidelines for Multinational enterprises, the UN Guiding Principles on Business and Human Rights, the UN Global Compact and ISOISO 26000. More specifically, CSR for example involves fair business practices, staff-oriented human resource management, economical use of natural resources, protection of the climate and environment, sincere commitment to the local community and also responsibility along the global supply chain.«65 
















Spießhofer66 – Corporate responsibility is viewed as both a positive goal of maximizing shared value for owners, stakeholders, and society, and a negative obligation of preventing and mitigating harm. CSRCSR is not considered to be in opposition to shareholder value, but rather as being essential to its long-term promotion and sustainabilitySustainability. The boundaries of corporate conduct are shifting from mere legality to legitimacy, evolving from a »legal license to operate« to a »social license to operate.« Companies are increasingly expected to meet societal expectations and normative standards, rather than just legal requirements. CSR is characterized by a »smart mix« of voluntary measures, regulations, market incentives, and accountability mechanisms. Companies are expected to take the lead in developing CSR strategies, with support from governments, civil society, consumers, investors, and the media. The area of responsibility for companies is significantly broadened, extending beyond the internal sphere to include the entire value chain and supply network. The UN Guiding Principles on Business and Human Rights (UNGP) and the OECDOECD Guidelines introduce the concept of due diligencedue diligence, which requires companies to address risks to human rights and the environment throughout their operations and business relationships. With the adoption of the EU CSR-Reporting Directive (2014/95/EU)67, corporate reporting underwent a paradigm shift. Reporting is no longer just about financial value but also about the company’s social and environmental impacts, thereby extending accountability to the public and civil society. The scope of CSR has broadened to include not only compliancecompliance with legal requirements but also the proactive identification, prevention, minimization, and compensation of potential negative impacts.


Spießhofer68 highlights the following regarding the nature of CSRCSR:


Polycentric and pluralistic governancegovernance: The regulatory framework for CSRCSR is polycentric, involving multiple actors (both public and private) and various instruments, hard and soft law, education, reputation, and market mechanisms. The distinction between private and public governance is becoming increasingly blurred.


Challenges of fragmentation and complexity: The current landscape of CSRCSR regulation is fragmented and complex, with overlapping standards and actors. This creates challenges for legal certainty, harmonization, and effective implementation.


CSRCSR as a key concept and guiding principle: Rather than having a fixed definition, CSR serves as a key concept and orienting principle in the ongoing debate about the role and responsibility of companies in a globalized world. The underlying normative and cultural expectations are decisive for shaping the content and enforcement of corporate responsibility.


Ongoing evolution: The development of CSRCSR continues to be shaped by new forms of normative regulation, the interplay between soft and hard law, and the dynamic involvement of a wide range of stakeholders at the national, European, and global levels.








The concept of Environment, Social, Governance (ESG) has become widely used, often interchangeably with CSRCSR.69








1.2.4 Environmental, Social, and Governance (ESG)


What’s ESG? See exemplary for introductory purposes a definition from the Commission’s (EU) website:






»ESG can be a framework or criteria to measure the sustainabilitySustainability and ethical impact of an investment or a company focusing on three fields: Environmental, Social and Corporate GovernanceCorporate Governance. While the term ESG is often used in the context of investing, stakeholders include also customers, suppliers, and employees, all of whom are increasingly interested in how sustainable an organization’s operations are.«70








ESG was first mentioned in the early 2000s, formally introduced in the »Who Cares Wins« report (see below under (b)). However, let’s take a step back again (below under (a)).


(a) Pre-ESG






It is worth mentioning the economic theories, practices, and the paradigm shift that occurred before the 2000s.








1970s–1980s – During this period, economist Milton Friedman articulated the shareholder primacy doctrine,71 arguing that the only social responsibility of a business is to maximize its profits. Friedman warned that social responsibility initiatives could harm financial performance and that government regulation would damage the macroeconomy. This perspective, known as the Friedman Doctrine, dominated corporate and investment thinking throughout the late 20th century.72 In the context of the shift from traditional to sustainable finance, Del Sarto73 describes the economic theories of shareholder primacy, stakeholder theory and shared value theory (illustrated in Figure 10) as the »theoretical frameworks that support this paradigm shift toward sustainabilitySustainability, which form the foundation for understanding how and why companies are increasingly expected to adopt socially and environmentally responsible practices«.




[image: Das Bild stellt drei Theorien zu Unternehmensverantwortung dar: Shareholder-Theorie (Milton Friedman, 1970), Stakeholder-Theorie (R. Edward Freeman, 1984) und Shared Value-Theorie (Michael E. Porter & Mark R. Kramer, 2011). Jede Theorie ist in einem eigenen Feld präsentiert, das wesentliche Konzepte zusammenfasst. Die Shareholder-Theorie betont die Maximierung des Shareholder-Werts. Die Stakeholder-Theorie erweitert die Verantwortung auf verschiedene Anspruchsgruppen. Die Shared Value-Theorie fokussiert auf die Erzeugung von wirtschaftlichem und gesellschaftlichem Nutzen.]




Figure 10: Economic theories »supporting paradigm shift«









The concept of ESG is based on the broader tradition of sustainable and responsible investment (RI) and its variations, such as ethical and socially responsible investing (SRI).








1970s – The origins of ESG investing can be tracked back to the broader movement of ethical and socially responsible investing (SRI). In the 1970s, global opposition to South African apartheid led to selective disinvestment, as examples of decisions being guided by ethical and social considerations rather than purely financial ones.74


1977 – The Sullivan Principles75, introduced by Leon Sullivan in 1977, provided a code of conduct for companies operating in apartheid-era South Africa. These principles became a benchmark for ethical investing, encouraging companies and investors to consider social justice and human rights in their business and investment decisions.


1981 – Freer Spreckley introduced the concept of social accounting and auditing, proposing that organizations should use internal criteria such as financial viability, social wealth creation, organizational governancegovernance, and environmental responsibility in their annual planning and reporting. This emphasized the importance of non-financial factors in organizational assessment.76


1988 – In his 1988 article »Social Capital in the Creation of Human Capital,« James S. Coleman challenged the dominance of self-interest in economics by introducing the concept of social capital. He argued that social factors should be included in the value measurements.77


1998 – John Elkington coined the term »triple bottom line« (see also under CSRCSR, #1.2.3) in his 1998 book Cannibals with Forks: The Triple Bottom Line of 21st Century Business. Elkington advocated for the inclusion of financial, environmental, and social factors in business valuation – a concept that would become central to ESG thinking.78


Late 1990s–2000s – Robert Levering and Milton Moskowitz published the »Fortune 100 Best Companies to Work For« list, highlighting the link between corporate social responsibility and financial performance. Moskowitz also emphasized the importance of corporate governancegovernance, arguing that good governance maximizes productivity and efficiency without harming financial performance.79


2000 – UN Global Compact, a voluntary corporate responsibility initiative, was launched by Secretary-General of the United Nations Kofi Annan. Its primary goal was to implement universal principles in business and encourage businesses to adopt sustainable and socially responsible policies, as well as report on their implementation. This marked a significant shift in the UN’s approach, moving from an adversarial stance toward businesses to a more collaborative one, aiming to harness the power of the private sector for global development, human rights, labor standards, and environmental protection.80


2003 – The UN convened the first Institutional Investor Summit on Climate Risk, which resulted in the creation of the Investor Network on Climate Risk, a group of seventy investors with seven trillion dollars in assets. This initiative reflected a growing concern about the financial implications of climate change and the need for investor engagement.81


2003 – The Equator Principles82 were launched. Based on existing environmental and social policy frameworks established by the International Finance Corporation,83 the Equator Principles became a global benchmark for managing environmental and social risk in project finance.


(b) ESG


Introduction of the acronym ESG – According to Del Sarto,84 the concept of ESG builds on the broader tradition of sustainable and responsible investment (SRI)85, which has existed much longer. Unlike SRI, however, which is based on ethical principles and moral criteria and often employs negative screening (e.g., avoiding investments in companies involved in alcohol, tobacco, or firearms), ESG investments are founded on the premise that ESG factors are financially relevant. ESG factors cover a wide range of issues that are traditionally outside the scope of financial analysis but that can have a significant financial impact.


According to Del Sarto86, ESG is a widely used yet variably defined framework for evaluating companies and investments based on environmental, social, and governancegovernance criteria, and is considered an evolution of CSRCSR that reflects modern social responsibility. The UN Principles for Responsible Investment (UN PRIPRI) offer a leading framework for ESG that is now central to measuring long-term sustainabilitySustainability and signals a broader green transition in markets and society.


2004 – The term/acronym ESG was formally introduced in the United Nations report »Who Cares Wins,« which was a joint initiative of financial institutions. The initiative was launched at the invitation of former UN Secretary-General Kofi Annan, who wrote to the CEOs of 55 of the world’s leading financial institutions, inviting them to participate, under the auspices of the UN Global Compact. The report’s expressed goal was: »By establishing the link between environmental, social and governancegovernance issues and investment decisions, this report wishes to contribute to better integration of these factors in investment decisions which will ultimately support the implementation of the Global Compact principles throughout the business world.«87 The report emphasized the importance of ESG factors for long-term value creation, risk management, and sustainable development. It advocated for improved disclosure, the integration of ESG into research and investment processes, and the collaboration among market actors, including regulators, companies, investors, and NGOs, to foster more resilient and responsible financial markets. This report marked the transition from the general concept of responsible investing to a more structured framework that focuses on environmental, social, and governance factors.88


2005 – The United Nations Environment Programme Finance Initiative (UNEP FI) commissioned the law firm Freshfields Bruckhaus Deringer to analyze the legal framework for integrating ESG issues into institutional investment. Freshfields Bruckhaus Deringer then issued a report for UNEP FI. The report concluded that integrating ESG issues into investment analysis was not only permissible and arguably part of the Fiduciary dutiesfiduciary duty. It also explored how ESG considerations could be incorporated into legal obligations to benefit beneficiaries and society. The report emphasized that responsible investment that aligns with ESG factors is permissible and increasingly recognized as compatible with fiduciary duties. This legal interpretation helped legitimize ESG integration in mainstream investment practices.89


2006 – The Principles for Responsible Investment (PRI)PRI, launched by the UN Environment Programme Finance Initiative and the UN Global Compact at the New York Stock Exchange provided a framework for integrating ESG into investment processes, promoting responsible investment practices globally. The initiative was founded on the conviction that ESG issues can affect the financial interests of investors and the performance of investment portfolios and are therefore important to fiduciary duty. The PRI encourages its signatories to incorporate ESG analysis, active ownership, transparency, industry collaboration, and reporting, aiming to foster sustainable capital markets and support UN initiatives, such as the Global Compact and UNEPUNEP FI. According to Del Sarto,90 the »Freshfields Report« demonstrated that ESG issues are relevant to financial evaluations, and numerous academic studies in the following years confirmed that strong corporate sustainabilitySustainability performance is associated with positive financial outcomes.


2006 – Michael Barnett and Robert Salomon published a study in 2006 proposing that social responsibility and financial performance could be complementary. They suggested a non-linear, inverted U-shaped relationship between ESG and financial returns. This challenged the assumption that ESG always helps or hurts financial performance. Instead, they posited an optimal level of ESG investment.


2008 – The »Who Cares Wins« initiative concluded with a final report noting that ESG integration was becoming mainstream, though progress was uneven across environmental, social, and governancegovernance issues. The report highlighted that, although corporate governance and environmental issues had advanced, social and stakeholder issues lagged behind. The global financial crisis reinforced the need for better risk management, including ESG-related risks.91


2010s – ESG terminology and practices spread rapidly, aided by the growing influence of large institutional investors and asset managers.92 The Global Reporting Initiative (GRI) expanded its guidelines to cover ESG issues, and the PRI’s signatory base grew to include thousands of investors worldwide.93 ESG became a central theme in corporate governancegovernance, investment products, and regulatory discussions.94


2011 – Alex Edmans demonstrated in a 2011 study, that companies with high employee satisfaction (a social factor) outperformed their peers in terms of stock returns, providing empirical support for the idea that social factors within ESG can have a measurable impact on financial performance.


2014 – The Law Commission (England and Wales) confirmed in 2014 that pension trustees could consider ESG factors in investment decisions, further embedding ESG considerations into the legal and regulatory framework for institutional investors.


2015 – A study by Fried, Bush & Bassen found a positive link between ESG performance and financial performance in 90 % of cases, suggesting that integrating ESG criteria can reduce risk exposure and improve financial outcomes.


2010s–2020s – The distinction between ESG risk rating agencies (such as MSCI and Sustainalytics) and ESG effectiveness rating agencies (such as Refinitiv and Moody’s) has become important for understanding the difference between measuring exposure to ESG risks and actual ESG impact, reflecting the growing complexity and sophistication of ESG models in the investment industry.


2017 – BlackRock CEO Larry Fink referenced ESG in his annual letter to CEOs, signaling the mainstreaming of ESG considerations among the world’s largest asset managers.95 The »Big Three« (BlackRock, Vanguard, and State Street) began offering ESG funds and engaging with portfolio companies on ESG issues, which further accelerated the adoption of ESG practices.96


2020 – BlackRock published one of several surveys, titled »Sustainability Goes Mainstream: 2020 Global Sustainable Investing Survey«, which analyzed global investor attitudes and behaviors regarding sustainable investing. The survey revealed that sustainabilitySustainability considerations were becoming central to investment decisions, with the environmental dimension emerging as the most prominent ESG factor.97


2020s – ESG became a ubiquitous term in global finance, corporate governancegovernance, and regulatory policy. However, its flexible and evolving definition has led to challenges, including confusion over its meaning, the proliferation of inconsistent ESG ratings, and criticism regarding greenwashing and the effectiveness of ESG investing. Political backlash, particularly in the United States, intensified, with some viewing ESG as ideologically driven or »woke capitalism«. Regulatory efforts to standardize ESG disclosures, such as the SEC’s climate disclosure rules and the EU’s Corporate Sustainability Reporting Directive, have faced both support and legal challenges (SEC 2022; EU Commission 2024).98


2021 – The EU Sustainable Finance Disclosure RegulationSustainable Finance Disclosure RegulationSFDRSustainable Finance Disclosure Regulation (SFDR) advanced ESG disclosure and standardization further.


2024 – Recent research by Susen & Etter (2024) found that higher levels of ESG performance (ESG tilt) and changes in ESG performance over time (ESG momentum) are positively correlated with increased employee satisfaction in S&P 500 companies. This correlation is mediated by perceptions of organizational justice and expectations of future rewards.


2024 – The debate over the meaning, utility, and future of ESG continued, with proposals to redefine, narrow, or even abandon the term99. The flexibility that enabled the global spread of ESG is now seen as a source of both its strength and its most significant challenges.100


(c) Discussion, critique and trends


Trends


From voluntary to mandatory standards and back to voluntary again: the EU’s Sustainable Finance Disclosure RegulationSustainable Finance Disclosure Regulation (SFDR) and the Corporate Sustainability Due Diligence DirectiveCorporate Sustainability Due Diligence Directive (CSDDDCSDDD) are examples of increasing regulatory requirements. With the EU’s simplification package, the EU is partly reverting to voluntary standards again or at least reducing the mandatory requirements.101


The alignment and interoperability of standards are being promoted through international cooperation with organizations such as the IPSFIPSF and ISSB, which work to harmonize frameworks.


ESG criticism


The term/acronym ESG is being questioned. Are new acronyms introduced to replace ESG? For example: Geopolitics Sustainability Economics (GSE)102.


Pollman103, in her Harvard Business Review article »Summary of« The Making and Meaning of ESG’« took a critical stance to the current use of ESG. The article explores the term’s history, diverse usages, and implications in corporate governancegovernance and investment. It traces ESG’s origins to United Nations initiatives and highlights how the term was coined through collaboration between the UN and major financial industry players without a precise definition or clear normative goals.


Over time, ESG has evolved to encompass a wide range of meanings, from a set of factors for investment analysis and risk management to a synonym for corporate social responsibility (CSRCSR), sustainabilitySustainability, or even an ideological or political stance. This flexibility has contributed to the global spread and mainstream adoption of ESG, attracting trillions of dollars in investment and prompting companies and regulators to develop ESG policies.


However, the article critiques the broad and unfixed definition of ESG, arguing that combining environmental, social, and governancegovernance factors into one term has led to confusion, unrealistic expectations, and challenges such as greenwashing and »sustainabilitySustainability arbitrage.« This lack of clarity makes it difficult to empirically demonstrate a causal relationship between ESG and financial performance and has resulted in a proliferation of inconsistent ESG ratings.


The article also discusses the political and ideological backlash against ESG, particularly in the United States, where the term has become »weaponized« and is facing regulatory and legislative challenges. These critiques are intertwined with the original flexibility and ambiguity of ESG, creating obstacles for the future of the ESG movement and regulatory reform.


Ultimately, the article emphasizes the need for greater clarity and careful consideration of ESG’s future role in corporate and financial practices, noting that the ambiguity of its normative goals must be resolved to address ongoing challenges and critiques.


Defenders of the concept


Highlighting the benefits for companies


CSRCSR initiative by German Federal Ministry of Labour and Social Affairs:


Sustainably managed companies tend to achieve greater long-term success due to an enhanced reputation, increased efficiency, reduced risks, and improved innovation, while also attracting institutional investors who increasingly prioritize sustainabilitySustainability in their investment decisions.104


Three UN PRIPRI blogs 2021, 2023, 2024:


2021 – Industry research shows correlations between higher ESG rankings and better risk-adjusted equity returns. However, results vary by geography, sector, company size, and quality. Governance factors are most consistently linked to performance, while environmental and social impacts differ by context.105


2023 – Climate risk is increasingly recognized as central to investment risk, though challenges in measurement persist. Governance remains the strongest ESG predictor of returns, and ESG funds – particularly those with higher ESG rankings – demonstrated resilience during the recent market volatility. However, sector exposures, such as underweighting energy, affected outcomes.106


2024 – While ESG factors have historically been associated with strong investment performance, recent market shifts have complicated this relationship. Some studies show that -ESG companies continue to outperform, while others find little or no link. Overall, ESG’s impact on returns remains nuanced and context-dependent. Integrating ESG factors can offer potential downside protection and lower risk.107


About the critical assessment of ESG


There’s the fashionable phrase that keeps ringing in my ears »sustainability/CSR/ESG is too expensive«. Instead of indulging on whether this is right or wrong, I’ll add a quote from Carroll on »CSR«: »The traditional thought is that resources spent for legal ethical and philanthropic purposes might necessarily detract from profitability. But according to this case for CSR this is not a valid assumption or conclusion.«108


»Policy incoherence« is not based on the term being unclear. If we don’t understand how sustainable finance laws and standards are supposed to work together, it may be based on the evolving nature of the concept and that the practical implications still need to be further refined. Sometimes, they are not well-interlinked, sometimes, we have too many different rules from various rule-setters at various levels109, tending to push »greenwashing« risks to businesses, when those setting the rules have themselves not set completely clear, coherent, or practical rules, or set rules in isolation to the other rules »out there«, leaving some questions about coherence unanswered when the industry has put a lot of effort into coming together. If this is correct, what do we do about it?


In any case, we may have to be careful about one-sided views when thinking about policing others, moralizing business – other businesses or regions because we think we’re the only ones knowing what’s right110. We can perhaps act on this by starting to change our own – personal, company’s, state’s, etc. – actions before we change others, or at least think twice before we become too judgmental.


»Unclear and hence does not make sense« – If we look into the background of sustainabilitySustainability/CSRCSR/ESG, we will see that there was never an intention to provide one definition for these terms and acronyms or to provide clear delimitations between them. As there is no single definition, but rather 1001 definitions, moreover, since sustainability/CSR/ESG are concepts, »we have to take a conceptual approach«111. There are regional and sector-specific topics, as well as practice area specifics. Not to mention the legal side – there are so many complex relations that do not fit into a simple definition.


Staying ahead of the curve – No matter what we call it or how we think or feel about the concepts in the short term – if we stop now or lose sight of sustainabilitySustainability/CSRCSR/ESG in favor of short-term goals, we need to consider the medium- and long-term effects.








1.2.5 ESG and real estate


Because there is no single definition of ESG, a conceptual approach is necessary to understand its diverse and far-reaching implications for real estate. Rather than attempting a detailed classification, which could lead to more confusion, Table 4 presents selected topics covered by ESG. It references some global standards or initiatives and highlights some specific implications for the real estate sector.








	

ESG Component




	

Global Level




	

Real Estate Implications













	

Environmental




	



	

•	Climate change mitigation





	

Renewable energy





	

Resource efficiency





	

Pollution control





	

Biodiversity conservation112





	

Global treaties (e.g., Paris AgreementParis Agreement)





	

Reporting and disclosure rules and standards (e.g., GRI, CDP)113 










	



	

•	Energy-efficient buildings





	

Sustainable construction materials





	

Green building certifications (e.g., LEED, BREEAM)





	

Reducing carbon footprint





	

Enhancing resilience to climate change





	

Standards and treaties for sustainable urban development (e.g., the New Urban Agenda)
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OECDOECD Guidelines for Multinational Enterprises
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Health and safety standards for construction workers and building occupants
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•	Board diversity





	

Executive compensation
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Shareholder rights





	

Transparency and disclosure





	

UN Global Compact





	

Principles for Responsible Investment (UNPRI)










	



	

•	Transparent decision-making





	

Ethical business conduct





	

Accountability to investors and stakeholders





	

Robust risk management





	

Compliance with regulations





	

Fostering diversity in leadership




















Table 4: ESG and real estate – selected topics





The following standards should also be considered:




	

GRESB: ESG benchmarking and reporting for real estate and infrastructure assets





	

World Green Building Council: Global advocacy and standards for sustainable buildings





	

GRI (Global Reporting Initiative): Sustainability reporting framework, including real estate sector disclosures





	

CDP (Carbon Disclosure Project): Disclosure of environmental impact, especially carbon emissions, for real estate and other sectors.
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Key content of CSR

Operational standards and guidelines: Guided by
international standards (OECD Guidelines, UN
Global Compact, GRI)

Normative foundations: Rooted in international
declarations and treaties (Universal Declaration of
Human Rights, 1LO)

Stakeholder engagement: Engagement with
shareholders, employees, suppliers, customers,
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Transparency and accountability: Disclosure,
transparency, and social/environmental reporting to
build trust

Strategic philanthropy and Social Investment:
Proactive social investment, philanthropy, and
community engagement

Responsible supply chains: Extending CSR
principles to supply chains, ensuring responsible
sourcing and stewardship

Therole of CSRin the
global economy

Contribution to sustainable development: CSR
supports sustainable development, social cohesion,
and economic growth

Managing globalization: Provides a framework for
managing social and environmental impacts of
business across borders

Building trust and social capital: Builds trust between
business and society, reduces social exclusion,
fosters social capital

Enhancing business performance: Innovative
workplace practices, environmental controls, and
community development improve results

Public-Private Partnerships: Realized through
partnerships between business, government, and
civil society

Implementation and
challenges

Voluntary vs. regulatory approaches: CSRis largely
voluntary, but public policy creates enabling
frameworks

Diversity of approaches: CSR varies by sector,
company size, culture, and context, with
convergence on best practices

Measurement and reporting: Ongoing development
of social/environmental indicators, benchmarking,
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