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Increasing the Importance of ESG
Management and Defense Industry
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Korea Institute of Science & Technology Information, Republic of Korea

Opinion

ESG management emphasizes the importance of sustainable management as a core
value and emphasizes performance in terms of the environment, society, and governance.
Recently, companies are strongly required to implement ESG management by investors and
key stakeholders. Compliance with ESG values has affected overall management performance
such as investment, credit and financing [1]. In this situation, I briefly look at the recent
changes in the size of global ESG investment. In particular, I will look at why ESG is important
to defense companies. Finally, [ opinions what needs to be developed for ESG management. As
of 2020, the total ESG investment assets are estimated to be about $35 trillion, an increase of
more than 10 trillion won from about 22 trillion won in 2016. The annual average investment
growth rate is also increasing steeply to about 11.5%. By country, investment in the United
States increased significantly from about $8.7 trillion in 2016 to about $17.1 trillion in 2020.
The annual average investment growth rate is 18.3%. Meanwhile, Europe showed the largest
ESG investment at $12 trillion in 2016, but it is estimated to be at a similar level in 2020.
Meanwhile, as an Asian country, Japan has invested $2.8 trillion in 2020, showing a high
annual investment growth rate of 56.9% compared to 2016. In other words, it can be seen that
the size of ESG investment is rapidly increasing worldwide (Figure 1). However, In Europe, it
is estimated that some of the existing investment products have been excluded from statistics
due to the recent change in the definition of ESG investment [2].
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Figure 1: Global sustainable investing assets. total investing assets and major
region investing assets.

In particular, in the case of the defense industry, which produces weapons that kill lives,
ESG risks are highlighted in terms of financing. This is because financial institutions are
reluctant to invest or lend in the defense industry as they are likely to receive negative results
in ESG management evaluation just by the fact that they have defense portfolios. State-run
financial institutions, which should be supported, are also in a difficult situation. Recently,
state-run banks have been speeding up climate finance by reducing financial support for coal
power exports, and this passive loan attitude is likely to spread to the defense industry in the
future. Such a blind spot in ESG management is also called the so-called “sin industry” such as
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weapons, cigarettes, alcohol, and gambling [3]. In fact, most of the
major defense companies are evaluated to have medium high and
severe ESG risks (Table 1). Consistency of the ESG evaluation system
is needed in order to expand ESG management value in the future
and make a practical contribution to sustainable management of
companies. Currently, there is virtually no ESG evaluation standard
that is recognized for public trust worldwide. ESG evaluation of
companies is not only crowded with institutions that have applied
their own evaluation criteria, but also has limitations in terms of
reliability of evaluation due to the low consistency and objectivity
of the evaluation system [3]. In particular, when comparing the
results of the FTSE ESG index (ESG evaluation index prepared

Table 1: ESG risk rating in defense & aerospace.

by Financial Time Stock Exchange Russell, a UK stock index and
related data service provider, divides the environment, society, and
governance into 300 detailed items to conduct ESG evaluation) and
the MSCI ESG index (As an ESG index published by Morgan Stanley
Capital International in the United States, it is an evaluation system
that evaluates 10 areas and 35 key issues and gives 7 grades), which
are representative ESG evaluation indicators, no clear correlation
is observed. In other words, ESG institutions in each country or
around the world will need to prepare more unified ESG evaluation
indicators so that companies can respond to ESG risks and pursue
sustainable management [4,5].

Level Companies
Negligible -
Low -
Medium AeroVironment, Inc. (29.7), Airbus SE(25.8), BAE Systems Plc(26.2), Hanwha Systems Co., Ltd.(28.2), Leonardo SpA(21.0), Northrop
Grumman Corp.(27.5), Safran SA(22.8), Thales SA(28.7)
Hich Bombardier, Inc. (32.5), Dassault Aviation SA(35.8), Elbit Systems Ltd.(38.9), Hindustan Aeronautics Ltd.(34.4), LIG Nex1 Co., Ltd.
g (38.2), Lockheed Martin Corp.(30.2), Raytheon Technologies Corp.(35.6), The Boeing Co.(39.6)
Severe Avic (Chengdu) UAS Co., Ltd. (44.0), AVIC Electromechanical Systems Co., Ltd. (48.0), AviChina Industry & Technology Co., Ltd. (44.7),
Beijing Beimo High-Tech Frictional Material Co., Ltd. (42.2), Joby Aviation, Inc. (40.4), KOREA AEROSPACE INDUSTRIES Ltd. (45.4)
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