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ESG: WHAT ABOUT THE S AND THE G? 

 

 

ESG contradictions – where do the S and the G go? 

 

Asset managers and other players in the financial industry are rushing to reap the benefits of 

offering “green” investments opportunities. However, venturing into the maze of ESG compliance 

has proven to be somewhat of a struggle: in fact, the main reason behind the complexity of ESG lies 

in how contradictory the adoption of ESG criteria can be and the natural trade-offs that occur in the 

pursuit of ESG goals. 

 

Case in point: in the article “ESG should be boiled down to one simple measure: emissions” (21 

July 2022), Mark Harris, writing for the Economist, offers great examples of ESG contradictions. 

For instance, while the closing of a coal mine can help reduce emissions and mitigate climate 

change, it can also harm workers and suppliers who rely on it for their livelihoods. 

 

The article highlights the need for a simple and effective approach to ESG, by suggesting that 

instead of trying to consider multiple ESG factors, investors should focus solely on one ESG factor 

– emissions. While the article acknowledges that emissions are not the only ESG factor that 

investors should consider when making sustainable investments, it argues that they should be given 

greater weight in investment decisions, by suggesting that investors can use emission data to 

compare companies within the same industry and identify leaders and laggards in terms of 

environmental performance. 

 

The EU Taxonomy Regulation 

 

In the face of the daunting challenges of climate change, the need for a sustainable economy has 

become more pressing than ever before. To steer capital markets towards ESG criteria-based 

investment decisions, a common classification system for sustainable economic activities had to be 

developed. According to the EU, this system is vital to achieving the goals of the European Grean 

Deal and meeting the bloc’s 2030 climate and energy targets.  
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The “Taxonomy Regulation” (Regulation (EU) 2020/852 of the European Parliament and the 

Council, of 18 June 2020), one of the ten key components of the European Commission’s Action 

Plan on Sustainable Finance, was published in the Official Journal of the European Union on 22 

June 2020 and entered into force on 12 June 2020. It was approved with the aim of establishing a 

framework that helps determine which economic activities can be classified as environmentally 

sustainable. 

 

To be considered environmentally sustainable under the Taxonomy Regulation, an economic 

activity must meet four conditions set out in Article 3: 

 

1. Make a substantial contribution to one or more of the six environmental objectives: 

a. Climate change mitigation 

b. Climate change adaptation 

c. Sustainable use and protection of water marine resources 

d. Transition to a circular economy 

e. Pollution prevention and control 

f. Protection and restoration of biodiversity and ecosystems 

2. Do not significantly harm any of the other environmental objectives. 

3. Comply with minimum safeguards. 

4. Comply with technical screening criteria. 

 

The specific set of environment-related objectives indicates that the Taxonomy Regulation puts its 

primary emphasis on the “E” factor, rather than adopting a comprehensive ESG framework with the 

“S” and the “G”. It seems that the social and governance factors have been relegated to the 

background by the Regulation and the only slight headway made in this regard was the 

incorporation of certain human rights protections in Article 18 of the Taxonomy Regulation. 

 

According to said Article 18, the minimum safeguards that an economic activity has to comply with 

in order to be considered environmentally sustainable consist on the adoption of procedures that 

ensure compliance with certain fundamental conventions or guidelines on human and labour rights 

(such as the OECD Guidelines for Multinational Enterprises and the UN Guiding Principles on 

Business and Human Rights, including the principles set out in the eight fundamental conventions 
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identified in the Declaration of the International Labour Organisation on Fundamental Principles 

and Rights at Work and the International Bill of Human Rights).  

 

From the governance perspective, the OECD Guidelines for Multinational Enterprises addresses tax 

evasion, fair competitions and corruption. However, some argue that the governance factor is the 

one dimension that has been entirely disregarded in the Taxonomy Regulation, resulting in a failure 

to promote an integrated approach to ESG issues.  

 

In addition, under Article 26, paragraph 2b, the Taxonomy Regulation requires the Commission to 

describe the provisions that would be required to extend the scope of this Regulation beyond 

environmentally sustainable economic activities and provisions that would be required to cover 

social objectives. Once again, this could add up to the argument that the Regulation seems to put 

aside the governance dimension as a fundamental part of sustainability. 

 

In search for the social taxonomy 

 

Under the abovementioned Article 26(2)(b) of the Taxonomy Regulation, the Platform on 

Sustainable Finance proposed a concept for a future social taxonomy in February 2022, focusing on 

three main objectives that include ensuring decent work for employees with the company and along 

the value chain, with sub-goals such as reinforcing social dialogue; ensuring decent living standards 

for consumers, with sub-goals such as product safety; and establishing inclusive and sustainable 

communities for affected groups, with sub-goals such as promoting inclusive growth. 

 

The increasing demand for financial products that adhere to ESG criteria highlights the need for 

clarity in the field. However, the current ambiguity surrounding ESG complicates the process of 

steering investments towards socially sustainable activities and encourages “social and 

greenwashing”, which masks the adverse impacts of economic activities. Naturally, this emphasizes 

the importance of a social taxonomy to provide transparency and support for social sustainability. 

Moreover, the existing emphasis on environmental risks in sustainable finance neglects the crucial 

aspects of social sustainability associated with investments – think about the example of the coal 

mine. 
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Governance taxonomy 

 

In its Social Taxonomy report, Platform on Sustainable Finance also recommended 2 objectives on 

governance with 7 sub-goals in total: strengthen sustainability aspects of traditional corporate 

governance and corporate-governance aspects that are important for sustainability, with the sub-

goals including skills in sustainability assessment, transparency, anti-corruption measures, 

responsible lobbying, diverse board members, and employee representation on supervisory boards.  

According to the Platform on Sustainable Finance, whilst the environmental and social taxonomy 

provides criteria to help classify sustainable activities, governance should be looked as providing a 

framework of mandatory and voluntary regulations for sustainable activities. This framework is 

essential to avoid actions which would be inconsistent from a sustainability standpoint, such as a 

company with 100% sustainable activities being involved in tax fraud or bribery. Furthermore, a 

good sustainable-governance framework encourages companies to transition towards sustainable 

activities. 

 

The Social Taxonomy proposal suggests that governance topics belong in the minimum safeguards 

category of the taxonomy framework due to their close connection with companies. Transparency 

should be the hallmark of governance criteria as a means of informing investors about a company’s 

implementation of procedures that support sustainable activities and mitigate reputational risks. 

 

Conclusion 

 

The EU Social Taxonomy is still in the early stages of development, and it is unclear when or if it 

will be adopted as an official EU regulatory framework considering the project has been put on 

hold, at least until the European Commission’s current term of office ends in 2024. 

 

The truth is that the specific context of the nature of social sustainability makes it challenging to 

establish a universal standard that all nations can agree on, as cultural traditions and perspectives 

greatly influence perceptions of what is good or bad. While environmental objectives can be based 

on science, such as measuring carbon emissions, a social taxonomy would be based on agreed 

international standards. Developing a social taxonomy that functions not just in the EU, but also in 

the global supply chain of EU-based companies has become a hot topic of intense discussion, which 

could explain the delay in developing a social taxonomy. 
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Although a social taxonomy seems unlikely to be established soon, there are other alternative paths 

that show promise in enhancing social investment at the EU level and making greater impact on the 

sector. One such strategy is the EU’s Social Economy Action Plan, which was introduced in 

December 2021 and aims to enhance social investment, support social economic actors and social 

enterprises to start-up, scale-up, innovate and create jobs. The plan will undergo stakeholder 

consultations before the European Council presents a recommendation on developing social 

economy framework conditions in 2023. 

 

At the end of the day, considering the concrete measures implemented for the E factor, as opposed 

to the “under development” measures for S and G, one could argue that while the planet is not more 

important than people, impacts on the former are easier to measure. In fact, one thing everyone can 

agree on is that investors prefer to measure things that can be incorporated into quantitative models, 

and carbon is (more) easily quantifiable. 
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