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ESG risk refers to the potential risks associated with environmental, social and gover-
nance (ESG) factors in the decision-making process. ESG refers to a set of principles that guide
a sustainable and responsible approach to investing. This means that ESG factors should be
taken into account in investment decisions, where social and environmental impacts should be
considered alongside financial aspects.

Although the analysis of the relationship between environmental, social and gover-
nance (ESG) criteria and corporate performance, particularly in financial terms, dates back
to the early 1970s (Friede, et al., 2015), the issue has become the subject of intense academic
interest since rating agencies began issuing ESG risk ratings (Escrig-Olmedo, 2019; Gallucci,
et al., 2022).

An ERM framework that integrates risk management with strategy and performance is
recommended for effective ESG risk management. However, activity in this area is not wide-
spread, and the literature highlights significant differences in practice, both by company struc-
ture and location. ESG risk management is common in risk management systems in Europe,
Asia and Australia, but less common in Latin America. This is more characteristic of SMEs and
large companies. Small companies and start-ups are more likely to overlook ESG risks (Zioto,
et al., 2023). There is no doubt that integrating ESG issues into a risk management framework
presents both challenges and opportunities. Key challenges highlighted by researchers include:

* lack of consensus on the benefits of incorporating ESG factors into a risk management
framework (Jain & Tripathi, 2023; Pratama, et al., 2022);

« difficulties in quantifying ESG risks, which often relate to unpredictable events that
can affect not only performance but also the very existence of the company (Cornell, 2021).

In contrast, the key opportunities for the organisation are identified primarily as:

¢ build their competitive advantage using ESG risk management as a determinant of
long-term value creation for their business (Dinh, 2023);

* reduce idiosyncratic risk, which is also a driver of performance improvement (Aw,
2022);

* improve supply chain efficiency (Glindogdu, 2023).

The current state of ESG activity is undoubtedly forcing companies to make trade-offs
between ESG considerations, innovative ventures, and overall financial performance. Although
there is no consensus in the academic literature on the benefits of incorporating ESG factors into
a company's management processes, there is no conclusive evidence that the inclusion of ESG
criteria leads to poorer performance (Aw et al. 2022). The lack of consensus on the benefits of
ESG risk management can be attributed to several factors. First, there is a lack of consensus on
the definition and measurement of ESG components themselves (Neto & Fontgalland, 2023).
The variety of methodologies used to measure ESG over different time periods and investment
areas can lead to inconsistencies in the reported results of studies in this area (Ouchen, 2021).
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The discussion of ESG risks is becoming more in-depth and covers a broader range of
issues. While there is a growing body of research examining the relationship between ERM and
ESQG risks, the evidence suggests that ESG risks can impact a company's sustainability, finan-
cial performance and risk management processes, and that incorporating ESG factors into ERM
practices can be key to effectively managing these risks. However, it should be made clear that
ERM and ESG are complementary frameworks that address different aspects of risk manage-
ment and corporate sustainability. As ERM focuses on integrated risk management across the
organisation, while ESG encompasses environmental, social and governance factors that are
increasingly recognised as important determinants of corporate performance and risk profile,
their integration is critical for organisations to effectively manage risk, ensure sustainability and
improve overall performance.

I believe that the articles offered to you in this issue of PMC are a contribution to build-
ing knowledge to equip managers with the skills needed in these complex and turbulent times,
not least in relation to relatively new risks such as ESG risks.

References

Aw, E. N., Carroll, C., Jiang, J. Q., & Sivin, G. Y. (2022). Beyond a morality tale: Reassessing ESG invest-
ing. The Journal of Wealth Management, 25(1), 8-20. https://doi.org/10.3905/jwm.2022.1.171

Cornell, B. (2021). ESG preferences, risk and return. European Financial Management, 27(1), 12-19.
https://doi.org/10.1111/eufm.12295

Dinh, M. T. H. (2023). ESG, time horizons, risks and stock returns. Research in International Business
and Finance, 65, Article 101981. https://doi.org/10.1016/j.ribaf.2023.101981

Escrig-Olmedo, E., Fernandez-Izquierdo, M., Ferrero-Ferrero, 1., Rivera-Lirio, J. M., & Mufoz-Torres,
M. J. (2019). Rating the raters: Evaluating how ESG rating agencies integrate sustainability prin-
ciples. Sustainability, 11(3), Article 915. https://doi.org/10.3390/su11030915

Friede, G., Busch, T., & Bassen, A. (2015). ESG and financial performance: Aggregated evidence from
more than 2000 empirical studies. Journal of Sustainable Finance & Investment, 5(4), 210-233.
https://doi.org/10.1080/20430795.2015.1118917

Galbreath, J. (2013). ESG in focus: The Australian evidence. Journal of Business Ethics, 118, 529-541.
https://doi.org/10.1007/s10551-012-1607-9

Gallucci, C., Santulli, R., & Lagasio, V. (2022). The conceptualization of environmental, social and gov-
ernance risks in portfolio studies A systematic literature review. Socio-Economic Planning Sci-
ences, 84, Article 101382. https://doi.org/10.1016/j.seps.2022.101382

Gilindogdu, H. G., Aytekin, A., Toptanci, S., Korucuk, S., & Karamasa, C. (2023). Environmental, so-
cial, and governance risks and environmentally sensitive competitive strategies: A case study of
a multinational logistics company. Business Strategy and the Environment, 32(7), 4874—4906.
https://doi.org/10.1002/bse.3398

Jain, K., & Tripathi, P. S. (2023). Mapping the environmental, social and governance literature: A
bibliometric and content analysis. Journal of Strategy and Management, 16(3), 397-428.
https://doi.org/10.1108/JSMA-05-2022-0092

Neto, J. J. d. M., & Fontgalland, I. L. (2023). The BRICS in the sustainable agenda: Performance analysis of
ESG indices in the financial markets in Brazil, China, India and South Africa. International Journal
of Business, Economics and Management, 10(1), 1-11. https://doi.org/10.18488/62.v10i1.3325

Ouchen, A. (2021). Is the ESG portfolio less turbulent than a market benchmark portfolio? Risk Manage-
ment, 24(1), 1-33. https://doi.org/10.1057/s41283-021-00077-4

Pratama, A., Jaenudin, E., & Anas, S. (2022). Environmental, social, governance-sustainability disclosure
using international financial reporting sustainability standards S1 in Southeast Asian companies:
A preliminary assessment. [nternational Journal of Energy Economics and Policy, 12(6), 456—
472. https://doi.org/10.32479/ijeep.13581

Zioto, M., Bak, 1., & Spoz, A. (2023). Incorporating ESG risk in companies’ business mod-
els: State of research and energy sector case studies. Energies, 16(4), Article 1809.
https://doi.org/10.3390/en16041809

ISSN 2029-6932 (Print) ISSN 2538-712X (Online) https://doi.org/10.33225/pmc/23.18.04

PROBLEMS
OF MANAGEMENT

IN THE 21* CENTURY
Vol. 18, No. 1, 2023



https://doi.org/10.3905/jwm.2022.1.171
https://doi.org/10.1111/eufm.12295
https://doi.org/10.1016/j.ribaf.2023.101981
https://doi.org/10.3390/su11030915
https://doi.org/10.1080/20430795.2015.1118917
https://doi.org/10.1007/s10551-012-1607-9
https://doi.org/10.1016/j.seps.2022.101382
https://doi.org/10.1002/bse.3398
https://doi.org/10.1108/JSMA-05-2022-0092
https://doi.org/10.18488/62.v10i1.3325
https://doi.org/10.1057/s41283-021-00077-4
https://doi.org/10.32479/ijeep.13581
https://doi.org/10.3390/en16041809

Iwona GORZEN-MITKA. ESG risk management: Some observations from an academic perspective
PROBLEMS
OF MANAGEMENT

IN THE 21* CENTURY
Vol. 18, No. 1, 2023

Received: October 29, 2023  Revised: November 27, 2023 Accepted: December 25, 2023

Cite as: Gorzen-Mitka, I. (2023). ESG risk management: Some observations from
an academic perspective. Problems of Management in the 21 Century, 18(1), 4-6.
https://doi.org/10.33225/pmc/23.18.04

Iwona Gorzen-Mitka PhD, Assistant Professor, Department of Corporate Finance and Insurance, University
of Economics in Katowice,
1 Maja 50 St. 40-287 Katowice, Poland.
E-mail: iwona.gorzen-mitka@ue.katowice.pl
Website: https://www.ue.katowice.pl
ORCID: https://orcid.org/0000-0002-2844-0054

https://doi.org/10.33225/pmc/23.18.04 ISSN 2029-6932 (Print) ISSN 2538-712X (Online)


mailto:iwona.gorzen-mitka@ue.katowice.pl
https://www.ue.katowice.pl
https://orcid.org/0000-0002-2844-0054

