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Abstract: Social rating agencies implement complex filters to identify the companies with the best
sustainable and social performance and help investors select the companies for their sustainable
portfolios. This study analysed whether companies that are defined as ethical, sustainable and
socially responsible by those agencies actually deserve this label. More specifically, the inclusion in
the prestigious Dow Jones Sustainability Index (DJSI) World of companies that have been involved
in controversies according to the Thomson Reuters Eikon database was studied. The results show
that the inclusion of irresponsible companies in the DJSI Index is a fact. This outcome is in line
with previous studies that criticise the methodologies applied by social rating agencies and those
which outline the similarity of sustainable and conventional portfolios. The results may explain the
contradictory conclusions regarding the performance of sustainable and conventional mutual funds
in numerous studies.
Keywords: socially responsible investment; social rating agencies; sustainability index; corporate
ethics; screening methodology

1. Introduction
Throughout the last decades, investors have increased pressure on companies to consider the
environmental and the social impact of their activities, while simultaneously maintaining economic
performance and profitability [1]. Sustainable development, understood as economic growth that is
sensitive to the environmental and social aspects of companies, has become part of the main agenda
of companies, investors and governments [2–5]. Many investors believe that economic growth must
be the solution rather than the problem, helping to increase people’s quality of life and preserving
the environment.
The growing importance of socially responsible investment has motivated a number of studies
that analyse this phenomenon from different perspectives. One of the topics that has attracted the
attention of academics is the comparison of the performance achieved by sustainable and conventional
investments. Although results are not unanimous, most recent studies conclude that there are no
significant differences between sustainable and conventional portfolios. This is a striking result, as,
theoretically, socially responsible companies have some characteristics that distinguish them from
conventional ones and this difference should be reflected in the financial performance [6–10].
The main difference between sustainable portfolios and conventional ones is the asset selection
process. Socially Responsible Investment (SRI) only deals with companies which behave in a
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responsible, ethical and sustainable way. The problem is that there is no widely accepted definition or
methodology that can help investors to clearly identify such companies [11]. As a result, many socially
responsible investors apply complex methodologies, e.g., positive screening, which, in principle, make
it possible to select the most sustainable companies in each industry.
These methodologies have been criticised by some authors who question whether they can
properly prevent irresponsible companies from becoming components of socially responsible portfolios.
The main alternative to positive screening that could solve this problem, so-called negative screening,
is only employed to exclude companies in some industries, such as the production of tobacco or
alcoholic beverages. However, it is not applied to exclude companies with unethical or irresponsible
practices, such as the violation of labour or environmental legislation.
In this context, one may wonder whether the explanation for the similar performance by
sustainable and conventional portfolios may be that traditional screening methodologies do not
correctly discriminate between responsible and irresponsible firms.
To shed light on this question, we analysed the inclusion of socially irresponsible companies in
one of the most prestigious sustainable indices worldwide, the DJSI World. This index was selected for
several reasons. First, it is one of the best known sustainable financial products. Second, it acts as a
benchmark for many socially responsible investors who select the companies in their portfolio from
the DJSI World components. Third, this index applies the methodology by RobecoSAM, one of the
companies with best reputation in the field of sustainable investment in the financial markets.
Together with the inclusion of irresponsible firms in the index, it is important to analyse what type
of irresponsible behaviour these companies have committed, to discover what type of bad behaviours
are most penalised by the index methodology. The study included a regional analysis considering
geographical area and nationality. The aim was to find whether companies are treated differently
based on their geographical location or their nationality.
To carry out the study, we first defined what is an irresponsible company. Rather than using a
complex definition, we defined as irresponsible companies those that have been involved in scandals
related with activities such as environmental damage, violations of human rights, corruption, etc.
Companies conducting such activities should never be defined as ethical, sustainable or socially
responsible and should not become components of a sustainable stock index. We understand that this
screening methodology is in line with the perception of most socially responsible retail investors whose
main objective is to avoid investing in companies that carry out harmful, unsustainable, unethical or
even illegal activities.
The remainder of the paper is structured as follows. Section 2 is devoted to the literature review.
Section 3 describes the databases employed. Special attention is devoted to the screening methodology
employed to select the components of the DJSI World. Section 4 presents the analyses performed and
discusses the findings. Finally, Section 5 concludes.
2. Literature Review
In the last decades, socially responsible investment has experienced a dramatic growth [12,13].
According to The Global Sustainable Investment Alliance in 2016, ethical assets managed worldwide
with a corporate socially responsible focus were worth $22.89 trillion [14]. This demonstrates that
sustainability has become a fundamental factor to many investors. As a result, sustainability investment
has attracted the attention of academics for several decades.
At the beginning of this century, some researchers [15–17] wondered whether “ethical” or “socially
responsible” investments were actually socially responsible. Soon the focus changed and the question
to be answered was whether investing in ethical or socially responsible companies paid off [18,19].
From the theoretical point of view, there are two opposite answers. On the one hand, limiting the
diversification possibilities of the portfolio to include only sustainable companies should have a
negative effect on return and risk [20–22]. In this vein, some authors analysing the effect of applying
negative screening in the portfolio selection process on return and risk concluded that, in fact, it has
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a negative impact [23–25]. Other authors obtained the same findings when positive screening was
employed [26].
On the other hand, after the stakeholder theory [27], selected companies in the portfolio should
perform better than those excluded from the portfolio, which should lead to a better performance of
the investment portfolio. The hypothesis is that socially responsible companies can avoid some risks
such as consumer boycotts and legal prosecutions and fines [28]. This hypothesis has been confirmed
by a number of studies [29–31].
Nevertheless, most researchers do not find any significant difference regarding the economic
performance of sustainable portfolios and conventional ones [32–39].
A possible explanation for this situation lies in the data employed. The meta-analysis by Revelli
and Viviani [37] reveals that most of the studies rely on data by social rating agencies or use companies
included in sustainability indices [40,41]. This might be a problem, as the methodologies applied by
social rating agencies have been widely criticised for the lack of transparency and standardisation of
the processes, as well as the unreliable information used, as information is mostly provided directly
by the examined companies [17,42,43]. As a result, some researchers claim that the selection process
implemented by those agencies to identify ethical and sustainable companies do not actually make it
possible to discriminate between those companies really engaged in social responsibility and those
which are not [42]. Obviously, if this claim is correct, it has a negative impact on the studies that
employ the data from social rating agencies.
Moreover, many socially responsible mutual funds also rely on the information provided by social
rating agencies or invest only in companies that are included in sustainability stock indices [44]. This
could explain why it is not unusual to find clearly unethical firms in the portfolio of sustainable mutual
funds [45] or why firms held by socially responsible funds exhibit poorer social performance than
those in conventional funds [46].
Therefore, there is a concern about the screening activity of social rating agencies and it is
necessary to research this. This study addressed this gap and explored whether it is actually possible
that companies which should not be defined as socially responsible are included in financial products
which hold this label. After a period during which research has focused on issues such as performance
measures [47–50] and rankings [51–53], it is necessary to question again whether “ethical” or “socially
responsible” investments are actually socially responsible.
3. Database Description
3.1. The Dow Jones Sustainability Index
The Dow Jones Sustainability World Index (hereinafter, DJSI World) was created in 1999 and is
recognised by investors as one of the benchmarks for sustainable stock indexes. The index is jointly
managed by RobecoSAM and S&P Dow Jones, which have expertise in the evaluation of companies
in the field of sustainability and the creation of financial indices, respectively. The aim of the index
is to track the stock market’s performance of major global companies with best-in-class economic,
environmental and social performance. It offers investors an objective reference to managing their
sustainable investment portfolios [54].
The DJSI World Index belongs to the family of DJSI indices, which assess the sustainability
performance of major listed companies applying economic, environmental and social criteria using the
best-in-class methodology.
The purpose of the index is to select those companies that comply with certain sustainability
criteria better than other firms in the same industry. This detail is fundamental. Companies are not
selected due to their corporate socially responsible actions in absolute terms but are selected, once
certain criteria are met, based on their relative behaviour compared to their peers. A company’s
performance is not good or bad in absolute terms but needs only to be better than the other companies
in the same industry.
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The best-in-class methodology also implies that there are no exclusion criteria. There are no
specific irresponsible or illegal practices that imply a company is automatically expelled from the
index. All reprehensible actions are, in principle, considered within the relevant evaluation criteria.
However, their impact on the final eligibility is diluted by many specifically weighted criteria.
In contrast to the best-in-class approach, it is a negative screening. It is an alternative selection
methodology electing those companies to be included in a sustainable index. This methodology
defines certain irresponsible activities that imply the automatic exclusion from the index. Most of the
sustainable indices that apply this methodology focus on business industries. Many sustainable indices
explicitly exclude companies engaged in the production of alcoholic beverages, weapons, nuclear
power or tobacco. Negative screening based on business activities is the origin of socially responsible
investment [26,55]. However, there are no sustainable indices that explicitly use negative screening to
automatically exclude companies that perform illegal or controversial activities, e.g., the violation of
human rights, pollution on a large scale or infringement of labour regulations.
It is the best in class methodology that makes it possible for certain companies that have performed
inexcusable actions in terms of sustainability and business ethics to be included as a constituent of a
sustainability index.
3.2. The Selection of Companies
The selection process of around 320 companies that are included in the DJSI World Index is
quite complex. A decisive factor for incorporating a company to the index is the so-called Total
Sustainability Score (TSS) calculated by RobecoSAM in its annual analysis of corporations, called
Corporate Sustainability Assessment (CSA). This annual analysis begins in March and the scores are
published in September.
Every year RobecoSAM invites the 2500 largest companies, in terms of market capitalisation, in
the S&P Global BMI Index to participate in the CSA. There are no restrictions regarding the business
activity of each corporation. This group of companies is the so-called “invited universe”.
A questionnaire containing 80–120 questions, depending on the industrial sector of the companies,
is sent to these companies, which are classified into 59 sectors. The questionnaire collates relevant
financial information related to the economic, environmental and social activities of the company. The
goal is to analyse sustainability factors that could have an impact on the potential to generate long-term
value [56]. It is important to stress that the companies are personally responsible for completing the
RobecoSAM form.
The questionnaire is designed to include both industry-specific criteria as well as general criteria
relating to three dimensions of corporate social responsibility (economic, environmental and social).
Each question is assigned to a criterion and each criterion belongs to a dimension. Each dimension has
a specific weight. The economic dimension has a weight of 27%, the environmental of 38% and the
social of 35% in the final score. The maximum score that one company can get is 100 points.
The general criteria analyse aspects relating to the three dimensions. The Economic dimension
includes codes of conduct, corruption and bribery, corporate governance or crisis management. The
Environmental dimension includes environmental policy and reporting of environmental information.
The social dimension includes philanthropy, human capital development and the attraction and
retention of talent.
Not every company returns the questionnaire, so the universe of invited companies is reduced to
the so-called assessed universe. The companies that belong to this universe are those that responded.
To ensure the correct diversification within the index, criteria related to the regions (North America,
Europe and Asia Pacific) as well as the industry sector of each corporation are taken into consideration.
Companies that did not return their questionnaire can still be included in the assessed universe.
Publicly available data are used to complete their questionnaires.
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The so-called eligible universe is obtained from eliminating those corporations with the lowest
sustainability score (40% less than the highest score company) from the assessed universe. However,
it is ensured that all 59 sectors include sufficient companies.
The companies that will eventually be included in the DJSI World Index are selected from the
eligible universe. The selection is based on the sustainability score of each company. Priority is
given to those companies that already belong to the index to minimise the turnover. Furthermore,
an appropriate industry diversification is maintained.
The constituents of the DSJI world index are released every September. However, companies
can be deleted from the index throughout the year if the DSJI Index Committee determines that a
corporation no longer meets its current TSS.
3.3. Controversies in the Thomson Reuters Eikon Database
As previously described, the sustainable stock index DSJI World selects its constituents by
applying a best-in-class screening methodology. This does not guarantee that companies that have
carried out irresponsible activities do not appear in the index.
Of course, it is important to define what is meant by “irresponsible activities”. A definition of
the types of behaviours or actions preventing a company inclusion in a sustainable index is required.
In principle, it can be argued that sustainable indices should include only a select group of companies
with an unblemished record, or, at least, that constituent companies have not been involved in any
scandal that reveals an irresponsible or unethical behaviour, especially those which could be the
origin of legal prosecutions and fines or consumer boycotts. However, this definition is susceptible to
different interpretations that can be addressed from different perspectives [40,44–46].
This study defined as “irresponsible activities “all those activities that have been classified as
“controversies” in the Thomson Reuters’s Eikon database [57]. This is in line with other studies that
use Environmental, Social and Governance (ESG) controversies to proxy the sustainable performance
of companies [58].
The Eikon Thomson Reuters database draws up scores to quantify the sustainability of companies
analysing the environmental, social and governance aspects from available public information of major
listed companies. In addition, companies are rated depending on the controversies in which they are
involved. More than 7000 worldwide listed public companies (the largest ones in terms of market
capitalisation) are analysed every year. During the 2011–2016 period, 4604 companies were involved
in at least one controversy.
Controversies are negative news that appear in the media. They are classified into 24 headings
which in turn are grouped into seven categories (environment, community, labour, human rights,
products, management team and shareholders). The impact of negative news can transcend the
calendar year if there are future events related to that negative news, such as trials or imposition of
fines. However, every negative news is only quantified once.
Figure 1 shows the growth of controversies as well as the number companies affected. The
increase of controversies as well as the number of affected companies in 2016 is especially striking
because it breaks a positive trend from 2014 and 2015. In 2016, more than 3000 controversial actions
were committed by more than 1000 of the 7000 corporations analysed.
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4. Results
Results and
and Discussion
Discussion
4.
The objective of this study was to clarify whether the constituent selection methodology of the
sustainable DJSI World Index, applying a best-in-class screening, prevents those companies with
reprehensible or unethical behaviour from being selected. Unethical behaviour was defined as an
action that generates negative news in the media and is considered a controversy by the Eikon database.
In principle, controversial companies are expected not to form part of the index. The average
retail investor has difficulty understanding that a company involved in an environmental, labour,
corruption, etc. scandal can belong to a sustainable index, regardless of the selection methodology
used. An index including “controversial” companies as a reference for socially responsible investment
would undoubtedly be meaningless.
Analysis of the Controversies Reported in the EIKON Database Relating to Companies Included in the DJSI
World Index
Firstly, we studied the existence of controversial companies within the DJSI World Index, looking
at the different industry sectors. Then, the different types of controversies and the inclusion of the
controversial companies in the index were studied. Finally, it was verified whether the nationality of
the controversial companies influences their inclusion in the index.
Figure 2 shows the percentage of companies that have committed irresponsible activities included
in the DJSI World Index. In 2016, one in ten companies included in the index were involved in
irresponsible activities. However, the percentage of corporations with a reprehensible action within
the index has clearly declined in recent years. Between 2011 and 2016, the number of controversial
companies included in the DJSI World Index has been reduced by 40%. This development may be
due to a modification in the implementation of the methodology used by the index. As a result, more
companies with bad reputation have been excluded from the index. The opposite development could
have been expected, as in 2016 there was a marked increase in the controversies and the companies
involved in socially irresponsible activities (Figure 1).
It is interesting to note the unusual development that takes place in 2015, as it breaks the
descending trend, which continued in 2016.
An interesting aspect to analyse is whether a similar reduction has occurred in all industry
sectors of controversial companies included in the DJSI World Index. To facilitate investigations,
companies were classified into three industrial sectors: goods, services and works. In the period under
study, corporations classified in the goods industry sector represented 48.4% of all the companies
with controversies, the services industry sector represented 49.3%, and the works industry sector
the remaining 2.3%. None of the companies in this 2.3% became members of the DJSI World Index.
The analysis was therefore limited to the companies in the goods and services industry sectors.
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A selection of the four sectors with the largest number of companies with controversies
throughout the period was made. These sectors are: banking, metals and mining, oil and gas and
telecommunications.
By differentiating the companies according to their industry, it becomes evident that not every
sector follows the previously mentioned development. Irresponsible companies in the banking and
the metal and mining sectors are gradually reducing from the sustainable index, with only a slight
increase in 2015 compared to 2014. The reduction in the banking and metal and mining sector is 51%,
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Table 1. Percentage of controversial companies included in the DJSI by type of controversy.
2011

2012

2013

2014

2015

2016

18.5
23.8
20.6
75.0
25.6
20.0
18.4

13.8
30.0
21.4
47.4
20.6
16.4
18.5

16.5
25.9
33.3
23.8
14.7
13.2
18.4

12.4
14.3
7.1
40.0
13.0
13.0
12.6

17.4
18.6
9.1
0.0
11.0
15.1
15.2

11.1
11.9
27.3
7.1
12.1
11.5
12.1

Community
Environment
Human rights
Management
Product
Shareholders
Workforce

It is also worth mentioning the development of management team related controversies. In 2011,
two out of three companies with controversial actions in this area belonged to the sustainable index.
Since then, the percentage has been drastically reduced, reaching 0% in 2015. It seems reasonable to
think that the index selection process has been modified to be more scrupulous, or less lax, regarding
this type of irresponsible activities.
Finally, it was studied if belonging to a specific country increases the probability that controversial
companies become constituents of the DJSI World Index.
Table 2 shows the percentage of controversial companies that are included in the DJSI World
Index, divided by country. The ten countries with the highest number of controversies during the
examined period are included: Germany, Australia, Canada, China, South Korea, France, India, Japan,
The United Kingdom and the United States. These 10 countries belong to the group of the 14 largest
countries in the world in terms of GDP. This situation is expected, as Eikon only reports controversies
from the largest companies in the world, which generally are located in high developed countries.
Table 2. Percentage of controversial companies included in the DJSI by country.

Australia
Canada
China
France
Germany
India
Japan
South Korea
United Kingdom
United States

2011

2012

2013

2014

2015

2016

25.0
7.7
13.3
41.4
54.5
8.3
2.2
13.3
34.4
8.1

20.7
11.8
10.7
35.7
41.7
0.0
4.5
10.7
34.5
7.4

22.0
21.4
9.7
37.5
39.3
2.9
2.0
9.7
20.5
7.7

7.4
17.9
6.7
25.9
41.7
5.6
0.0
6.7
23.5
5.6

20.0
16.7
13.0
42.9
36.4
3.8
2.4
13.0
28.1
8.5

10.5
12.8
10.5
48.1
25.0
2.2
1.4
10.5
18.1
5.4

A simple look at Table 2 reveals that treatment by country is not homogeneous. The geographical
diversification policy in the index has an impact in the selection of companies. Nevertheless, the
development of every country is similar to the one described in Figure 2. That is, regardless of the
country, at present, fewer controversial companies are accepted in the index compared to past years.
The percentage of controversial companies that are included in the DJSI World Index varies
greatly between countries. The countries with the highest percentage in 2016, and also throughout the
whole period, are Germany and France, followed by the United Kingdom. In other words, they are
European countries.
The countries with fewer controversial companies within the DJSI World Index are Asian countries:
China, India, Japan and South Korea. It is also striking that the United States has such a low percentage,
the lowest among the Anglo-Saxon countries.
This leads us to think that the geographic diversification policy, the need to include a minimum
number of companies from each region, decisively influences in the selection of companies. This
impacts on the quality of the selected companies regarding their socially responsible behaviour. As the

confirmed that the percentage of companies with controversial behaviour that are included in the
DJSI World Index is bigger for European countries. According to the Eikon database, in 2016 (Figure
6), of the 371 corporations performing irresponsible activities, 63 were European companies that were
included in the sustainable index. Therefore, 22.1% of the European controversial companies listed
in
the Eikon
database
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The conclusions that can be extracted are in line with those obtained analysing Table 1. It was
5. Conclusions
confirmed that the percentage of companies with controversial behaviour that are included in the DJSI
In the last two decades, sustainability has become a major concern. Thus, together with
World Index is bigger for European countries. According to the Eikon database, in 2016 (Figure 6),
profitability and some other factors, corporate social responsibility and ethical behaviour have
of the 371 corporations performing irresponsible activities, 63 were European companies that were
become important inputs in the investing decision making process.
included in the sustainable index. Therefore, 22.1% of the European controversial companies listed in
Analysing companies in terms of sustainability and social corporate responsibility is a huge task
the Eikon database joined into the DJSI World Index. The second place was for South America (18.5%),
that cannot properly be accomplished by individual investors. To facilitate this need, many social
although only five controversial companies were included in the sustainable index.
rating agencies have emerged that carry out this assessment. Their methodologies are applied by
It is important to mention that there are no African companies in the DJSI Index, which means
several sustainable, ethical or socially responsible stock indices that select companies based on their
the index does not include controversial African companies. Regarding Asia, which only has four
economic, environmental and social performance. Sustainable mutual funds and researchers suppose
companies subject to controversies that have become index constituents, it is possible that the DJSI
that companies included in these specialised indices can actually be defined as ethical, sustainable
World Index selection process is stricter with Asian companies. However, it is also possible that Eikon
and socially responsible.
monitors companies in this region less exhaustively than companies in other regions. A reason may
Occasionally, the media disclose scandals involving companies included in these sustainable
be the difficulty of analysing the news in different languages. It is possible that the DJSI World Index
indices that show that their behaviour is far from ethical, responsible or sustainable. Furthermore,
could include controversial Asian companies that have not been identified as such by Eikon. This
several studies have criticised the screening methodologies employed by social rating agencies and
could explain why there is a low percentage, only 1.6%, of controversial Asian companies included in
the index.
Regarding North America, of the 281 irresponsible companies, there are 23 controversial
companies included DJSI World Index. In the case of North America, compared to Europe, it can
be concluded that the range of large companies among which to select the constituents of the DJSI
World Index is broader. Therefore, the index can include more companies that are not involved
in controversial activities, explaining the low percentage (6.2%) of North American controversial
companies included in the index compared to the percentage of European companies. (22.1%)
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5. Conclusions
In the last two decades, sustainability has become a major concern. Thus, together with profitability
and some other factors, corporate social responsibility and ethical behaviour have become important
inputs in the investing decision making process.
Analysing companies in terms of sustainability and social corporate responsibility is a huge task
that cannot properly be accomplished by individual investors. To facilitate this need, many social
rating agencies have emerged that carry out this assessment. Their methodologies are applied by
several sustainable, ethical or socially responsible stock indices that select companies based on their
economic, environmental and social performance. Sustainable mutual funds and researchers suppose
that companies included in these specialised indices can actually be defined as ethical, sustainable and
socially responsible.
Occasionally, the media disclose scandals involving companies included in these sustainable
indices that show that their behaviour is far from ethical, responsible or sustainable. Furthermore,
several studies have criticised the screening methodologies employed by social rating agencies and
claim they do not prevent irresponsible firms to be defined as “ethical”. In this situation, investors may
wonder whether the process of selecting companies used by specialised organisations can be trusted.
This study analysed one of the most prestigious sustainable index in the world, the sustainable
stock market index DJSI World. The aim was to assess to what extent companies performing
controversial activities in terms of social corporate responsibility and sustainability are included.
To identify irresponsible corporations within the index, the database of negative news or controversies
elaborated by Eikon Thomson Reuters was used.
The principal result is that the index does include companies that have been involved in
controversial activities. However, the percentage of irresponsible companies that are included in
the index decreased significantly over the period analysed.
In addition, it has been concluded that, as the result of the selection process by the DJSI World
Index, companies from specific geographical areas or specific industry sectors are more likely to be
included in the index, even in the case of conducting socially irresponsible activities. There exists a
significant geographical and industrial sector selection bias. This bias may be explained by the logical
need of correctly diversifying the index and is in line with the classical portfolio management theory.
Finally, when analysing the different categories in which the controversies are classified, it is
concluded that the general trend also applies. That is, the number of irresponsible companies included
in the DJSI World Index is decreasing for most of the irresponsible activities covered by the Eikon
database. This is particularly relevant in the case of management controversies, which have been
reduced drastically.
This study is in line with previous works questioning whether all companies labelled as ethical,
socially responsible or sustainable really deserve this label. It sheds light on some contradictory
results obtained by researchers comparing the performance of socially responsible mutual funds and
conventional funds.
At present, social rating agencies apply negative screening filters based on the industries or
complex positive screening methodologies that have been widely criticised. A possible line for future
research is employing simple and clear definitions and transparent filters to identify companies
performing irresponsibly. In this study, we used to this end the controversies in the Thomson Reuters
Eikondatabase, but there are many other options to identify bad behaviour and other databases are
available. It is also interesting to conduct a similar analysis on other sustainable stock indices and
socially responsible mutual funds to find whether the results obtained here reflect the general situation
in the industry. Finally, quantitative models could be used to quantify the actual impact irresponsible
behaviour has for social rating agencies when determining whether a company can be labelled as
“ethical” or not.
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