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Abstract

Purpose: The purpose of this paper is to gain a holistic understanding of Environmental,
Social, and Governance (ESG) related narratives applied in OMXS30 firms’ annual
reports. The understanding contributes to the existing literature by highlighting which
main narrative strategies firms’ use to gain and maintain legitimacy, and whether or not
the legitimacy gained and maintained from the narratives are in line with the firms” ESG
performance.

Research questions: How do Swedish OMXS30 firms employ narratives in their annual
reports as a means of legitimizing their ESG performance?

How are the annual report narratives of OMXS30 firms related to their true ESG
performance?

Methodology and method: An inductive qualitative exploratory study was carried out
to gain understanding of the most common ESG related disclosure narratives used by
OMXS30 firms. To highlight how the narrative strategies are used to gain legitimacy, a
thematic analysis of three OMXS30 firms’ annual reports for fiscal year 2022 was
conducted. Discrepancies and similarities among the sample firms’ narratives was
contrasted to the firms’ Refinitiv ESG score, which is used as a yardstick of ESG
performance.

The sample was based on the conceptually driven approach, where the authors of this
study assessed that data from firms with a high ESG score deviation compared to each
other was the best base for further exploration.

Conclusion: Our conclusion shows that there is no generalizable stringent alignment
between firms’ ESG related narratives and their true ESG performance across the ESG
score spectrum. This is shown by the many similarities in ESG related narratives between
the firms, despite their highly deviating Refinitiv ESG scores. Furthermore, our study
shows that narratives employed as a means of legitimizing ESG efforts are exclusively
related to the Environmental and Social pillar of the ESG framework. Our main finding
shows that the lowest rated firm narrative deviates from their ESG performance, by
applying a narrative in line with the highest rated firm in terms of frequently addressed
disclosure topics as well as applied linguistics.
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1. INTRODUCTION

Our introduction chapter consists of a general background of the problem and how it is
constituted, as well as related areas. Furthermore, a problematization chapter follows,
which leads up to two research questions. The purpose and delimitations of our study
are presented lastly.

1.1 Background

Reporting is used by firms to communicate firm-specific information to stakeholders
(Khan et al., 2023). The modern financial reporting we are seeing today can be traced
back to the beginning of the 20th century when increased transparency and accountability
became a focal point in terms of firms’ financial disclosures. This incentive then led to
the requirement of audited financial statements for public companies in 1934 (Tschopp
& Huefner, 2015). Since then, there have been continuous advances in terms of what- and
how firms should compile and present their financial reports. There has been an increased
demand for non-financial disclosure, particularly regarding firms’ sustainability efforts
(Hahn & Kuhnen, 2013).

In Elkington’s (1998) work on sustainability he highlights the need to consider
environmental, social, and economic factors in business decision-making in order to
coordinate conflicts of interest from different societal groups. This aligns with the
definition put forth by the United Nations World Commission on Environment and
Development (1987) of “meeting the needs of the present without compromising the
ability of future generations to meet their own needs”. The firms’ contribution to climate
change can be observed, as increased economic activity has led to higher material use,
waste, and emissions (Schandl et al., 2018). Thus, in order to establish a sustainable
future, firms play a crucial part (Rekker et al., 2021). According to Kolk (2003), it was
only in the late 1900s that non-financial reporting became a generally established practice
by larger firms, thus suggesting that there is a lot more to uncover regarding firms’
sustainability efforts.

Contrasting the two reporting areas we can see that non-financial reporting has not been
subject to extensive regulations in the European Union (EU) until recently, by the
implementation of Directive 2014/95/EU. The directive was aimed at standardizing the
non-financial reporting rules, which was expected to increase the transparency and utility
of firms’ sustainability efforts (Kristofik et al., 2016). This directive has recently been
revised by implementation of the Corporate Sustainability Reporting Directive (CSRD)
and will onwards require that firms’ non-financial information is to be audited by a third-
party (EU directive 2022/2464). On top of that, in 2021 the International Sustainability
Standards Board (ISSB) was established because of the market participants increasing
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demand for high quality sustainability disclosures from firms. ISSB’s role is to increase
the quality of sustainability disclosures through standards connected to four focus
objectives: 1. Develop global guidelines of sustainability disclosures, 2. Meet investors’
information demands, 3. Guide firms in their communication of sustainability efforts, and
4. Align the operability with local legislations (IFRS, 2023.)

The recent birth of these regulations suggests that non-financial reporting has some
catching up to do, seeing as how the requirement of audited financial information has
been mandatory for almost 100 years. However, human actions are the main contributor
to global sustainability issues (Rockstrom et al., 2009). This implies a huge incentive for
responsible firms that want to reverse this trend to put efforts towards streamlining the
non-financial reporting, suggesting that the development of non-financial reporting might
be a quicker feat.

The directives aimed towards non-financial reporting stems not only from the financial
market participants, but also from broad regulatory sustainability agreements and
frameworks, like the Paris agreement which international matter governments agreed
upon in 2015. This was established due to the globally prevailing sustainability issues
with a goal of not exceeding the global warming limit of 2 degrees above pre-industrial
levels, without forsaking economic development (Rogelj et al., 2016). Through firms
reporting on these matters, investors can determine whether or not the investment fits
their sustainability demands.

Furthermore, the Sustainable Development Goals (SDGs) was introduced in 2015 as a
joint effort to build an inclusive, sustainable and resilient future for the planet as well as
the people. The SDGs consist of 17 sustainability goals accepted by all United Nation
(UN) member states (UN, n.d.). By relating a firm’s operations to the SDG blueprint,
firms can decide on different focus areas and get indications of their success in their
pursuit of a more sustainable business. This does not only include environmental
sustainability, but sustainability in all areas. What can be seen regarding the SDGs, is that
the economic activities of the firm need to be decoupled from accelerated emissions,
otherwise the goals cannot be achieved (Schandl et al., 2018). In order to measure firms’
efforts related to sustainability aspects, the Environmental, Social, and Governance
(ESG) framework can be used. From the perspective of investors, ESG is a
comprehensive, concrete governance method that seeks to attain long-term value growth
(Lietal., 2021). Third-party ESG rating agencies have appeared during the last ten years
in order to evaluate and quantify ESG data for different stakeholders to use (Escrig-
Olmedo et al., 2019).

Important to note that even though the new non-financial reporting standards and
frameworks are certainly a step in the right direction, it does not mean that stakeholders
can trust the information provided by the firms without scrutiny. It is reasonable to assume
that correct implementation of the new regulations takes time and requires a certain
resource and competence level that might not be in place either at the reporting firm or
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the auditing firm. Given that non-financial regulations relative to financial regulations are
in the starting blocks, we can also expect that it will be a constantly developing and
dynamic area in the foreseeable future. This makes it an important area to examine
academically, so that we can understand firms' position towards the evolving regulations.

Since publishing reports is used to communicate firm-specific information to stakeholders
(Khan et al. 2023), and investment decisions partly rely on integrating the ESG data from
the report (Yu et al., 2020), we want to examine the alignment between the annual reports’
ESG narrative compared to the ESG rating. A stringency between the two, meaning that
a low (high) ESG score firm uses an unobtrusive (obtrusive) sustainability narrative in
disclosures shows that the regulations are adequately implemented and respected by the
firms. A stringency would furthermore show that firms with low ESG performance do
not enjoy illegitimate financial benefits from their reporting techniques, while a
discrepancy further fuels the need of third-party scrutinizers of non-financial data, as well
as a call for more rigorous non-financial reporting standards.

1.2 Problematization

Since sustainability is a constantly growing topic, non-financial reporting has over the
last few decades become a crucial part of firms’ disclosures in addition to the already
focal position of financial reporting. This is driven by investors' and other stakeholders'
proliferated incorporation of sustainability measures in their evaluation of the firms’
operations (Galbreath, 2013), as well as legislative efforts to include non-financial
information in firm disclosures. These regulations have made the previously optional
status of non-financial disclosure mandatory, affecting both the quantity and quality of
sustainability reporting (Carini et al., 2020).

Sustainable and Responsible Investment (SRI) is a concept that differentiates a
sustainability focused investor's way of screening firms from other investors that do not
have a holistic approach. SRI is based on a broad approach that encompasses ESG criteria
in the decision-making process, for the investor to understand the firms’ contributions to
the ESG practice development (Sladkova et al., 2022). Given the contemporary
development of SRI, the financial markets' need for accurate sustainability performance
measures on top of the financial disclosure has grown (Escrig-Omedo et al., 2019). This
is also seen when looking at the competitive strategy of portfolio managers, where they
incorporate ESG factors in their fundamental analysis of financial assets in search of a
diversified portfolio (Van Duuren et al., 2015).

There is consensus regarding ESG’s effect on firm performance where research has
shown that increased ESG efforts have a positive relation to firm performance (Friede et
al. 2015). Along with those findings, Brogi et al. (2022) found that high ESG awareness



substantially can decrease a firm's probability of default measured by Altman’s Z-score’,
indicating a higher risk-adjusted return for ESG investments. The risk-reducing effect of
ESG efforts is also seen by a negative relation between implementation of ESG factors
and volatility, further strengthening the indication that an investor can gain a better risk-
adjusted return by investing in ESG focused firms (Ashwin Kumar et al., 2016).

In addition to the relation between ESG efforts and firm performance, it has been shown
that there is a positive relation between a firm’s ESG reporting and firm performance
measured in Return On Assets (ROA)2 Return On Equity (ROE)® and market
performance, measured by Tobin's-Q* (Buallay, 2019; Buallay & Al Hawaj, 2021).
Hence, it is crucial that firms with prominent ESG contributions also communicate this
information in an adequate way, seeing as how investors incorporate ESG data in their
fundamental analysis.

Seele and Gatti (2015) states that a company can gain legitimacy through sustainability
claims, and that an increased legitimacy has the potential of enhancing the financial
performance of a firm. They also show that the relation between legitimacy from
sustainability communication and financial performance holds even when firms
purposely report false sustainability facts. This suggests a possibility for firms not
contributing with noticeable ESG efforts in their operations to state false sustainability
claims in order to exploit the positive relation between ESG reporting and financial
performance. The phenomenon of discrepancy between real and communicated green
efforts is called greenwashing. However, according to Seele & Gatti (2015), there is no
coherent definition of the term in available literature. The existence of greenwashing is
shown by (Cho et al. 2015), who states that firms engage in hypocrisy as well as creation
of green facades. Also, Bowen & Aragon-correa (2014) states that there is a significant
gap between corporate sustainability talk and performance.

This would not be a problem if information asymmetry did not exist. Before the
publication of an annual report, insiders at the firm have access to information about the
firm’s quality that is not known to the market. This type of information is called private
information. Meanwhile other market participants only have access to public information,
which is information that is available for all market participants. When private
information is published for everyone to see, it becomes public (Gajewski & Li, 2015),
and information asymmetry decreases (Paananen, 2021). From the investors point of
view, public firm disclosures can help to make well-grounded decisions regarding
whether or not to invest in a company since they can make a more informed valuation
after obtaining the information (Abad et al., 2018). From the reporting firm’s perspective,

L Altman’s Z-score is a formula for determining whether a company, notably in the manufacturing space,
is headed for bankruptcy (Investopedia, 2022b).

2 ROA is a metric that indicates a company’s profitability in relation to its total assets (Investopedia,
2022a).

3 ROE is the measure of a company’s net income divided by its shareholders’ equity (Investopedia, 2023).
4 Tobin’s-Q measures whether a firm or an aggregate market is relatively over- or undervalued
(Investopedia, 2021).



signalling through annual reports is a convenient method of enhancing their image. The
firm’s image is among the most valuable intangible assets at a firm, since a positive image
can lead to differentiation and competitive advantages. The reason why it is a convenient
signalling method is that it is deemed a mass communication tool, meaning that the firm
can address several heterogeneous stakeholders at the same time Thielsch (2017). In the
context of communicating firm details through annual reports, Bergh et al. (2014) states
that the investors are called Receivers, while firms are called Signallers.

“Essentially, the annual report is a formal document that fulfils the mandatory disclosure
requirements to inform shareholders, investors, employees, customers, suppliers, and the
press, as well as the general public, about a company’s past, present, and future financial
situation” — Thielsch 2017, p. 3.

However, firms can choose to disclose only selective parts of the sustainability data to
market participants, creating a skewed image of the entity. This image skewness is
referred to as Greenwashing and emerges because it is troublesome for the firms’
stakeholders to evaluate the firms’ true sustainability performance, meaning that the
signalling of quality in the form of firm sustainability disclosure is what stakeholders
have to rely on (Bowen & Aragon-correa 2014).

The discrepancy between real ESG contributions and reported ESG contributions is
possible partly since sustainability disclosure regulations, as mentioned earlier, are fairly
new and still evolving a lot. The most recently accepted EU regulation CSRD is the first
one to require auditors to scrutinize the sustainability report (EU directive 2022/2464).
Therefore, it could be hard as an investor to feel confident with the historical information
provided in the firms’ disclosure, causing a potential need for third-party ESG scoring
agencies. For a private investor though, it is a complex or even impossible matter to get
access to the historical third-party ESG scores, which in the end means that they have to
rely on data provided by the firms themselves. This is a problem because of the negative
relation between ESG performance and greenwashing (Lee & Raschke, 2023), meaning
that investors and regulators can only trust the disclosures of firms with high ESG rating.

Therefore, we will examine the alignment of the firms’ ESG narratives and their
respective ESG scores. This will be done on the OMXS30 index, which consists of the
30 most traded securities on the Stockholm stock exchange (Nasdag, 2022). Swedish
firms are the front-runners of non-financial reporting (Arvidsson & Dumay, 2022), thus
shedding light on a potential problem within that context could be crucial to understand
the shortcomings of non-financial reporting regulations



1.3 Research questions

How do Swedish OMXS30 firms employ narratives in their annual reports as a means
of legitimizing their ESG performance?

How are the annual report narratives of OMXS30 firms related to their true ESG
performance?

For clarity, the first research question aims to emphasize the main characteristics of the
firms’ narratives, while the second examines the alignment of those narratives and the
firms’ appointed ESG Score.

1.4 Research Purpose

The focus of this paper is on the narrative of the annual reports. We will contribute to the
field of studies by taking a holistic approach to the narrative of the complete annual report
rather than selective parts of firms’ annual reports. For firms with a high ESG score we
expect the narratives to be positive and constant in the entire reports, thus matching the
disclosure narrative and the appointed ESG score. Given the time frame of non-financial
reporting standard development we assess that firms with relatively low ESG score still
have a degree of freedom to create green facades, which should be seen by a convergence
in annual report narratives between firms with high and low ESG ratings. Also, we expect
to find a more stringent narrative throughout the annual reports from firms with high ESG
score than firms with low ESG score, since a high ESG score indicates genuine ESG
efforts, thus creating no incentives for excessive reporting.

Our findings can be useful for investors following a sustainable investing strategy,
because it will highlight the level of trust associated with firms’ non-financial reporting.
Furthermore, our work can illustrate the potential regulatory shortcomings for further
development of non-financial reporting standards, and therefore the case for using third-
party agencies in the investing process.

1.5 Delimitation

The selection of firms in this study is not random. Instead, the selection is first and
foremost based on the accessibility of data, which appears to be high for several firms
included in the OMXS30 index. This limits our scope of exploration as well as the
generalization of our study since it excludes firms with a lower trading volume. The
choice of examining Swedish firms is based on the fact that most studies within our
research area have been made in other geographical areas, which on one hand creates a
research gap, but also gives us less reference points in our study.



2. THEORETICAL FRAMEWORK

Our theoretical frame of reference is stated in the following chapter. Legitimacy theory
builds the main theoretical point of departure for our study. Furthermore, the concepts
of ESG, ESG reporting and the mission of third-party ESG rating institutes are described,
as well as their existence in previous literature.

2.1 Legitimacy Theory

Legitimacy theory is a social theory suggesting that in order for firms to continue to exist
and operate in a successful manner, they have to maintain their legitimacy in the
perception of their stakeholders. This theory was properly introduced by Dowling and
Pfeffer (1975) and serves as a foundation for understanding organizational legitimacy.
The authors state that firms have to adapt to social norms and values in order to attain and
retain firm legitimacy, examples of this can be that firms engage in socially responsible
behaviour or by improving their image through public relations efforts. According to
legitimacy theory, this type of behaviour perceived as legitimate can work as a gateway
for attracting investors, customers, and employees. Dowling and Pfeffer (1975) describes
legitimacy as a condition or status which exists when an entity’s value system is
congruent with the value system of its environment.

Subsequent to Dowling and Pfeffer, Deephouse (1996) argued that because legitimacy
requires the endorsement of a firm to be determined by social actors, finding those
relevant social actors is an important part in order to further define legitimacy. In regard
to this the author sides with prior research stating that there are only certain actors who
possess the authority to confer a firms’ legitimacy. To begin with, firms have to be
accepted by the regulators, thus there is the need for a regulatory endorsement in order
for firms to achieve legitimacy. Additionally, public opinion plays a crucial role in
establishing and upholding standards of what is considered acceptable meaning that there
is a need for public endorsement.

Both an assurance that regulatory demands are being met, as well as achieving public
endorsement can be accomplished through the information provided in a firms’ annual
report. In regard to this, Lindblom (1994) highlights four aspects of external disclosures
a firm can apply in order to gain and maintain legitimacy. These consist of 1. Educating
and informing its “relevant publics” about changes in firm's performance and activities,
2. Changing the perceptions of the “relevant publics”, but not changing its actual
behaviour, 3. Manipulating perception by deflecting attention from the issue of concern
to other related issues through an appeal such as emotive symbols for example, 4.
Changing the external expectations of its performance. According to Deegan (2002) firms
can carry out those strategies through public disclosure in their annual reports. Seeing as



how the annual report is the main communication tool for firms, this implies that firms
can manipulate the information conveyed to market participants in order to either
emphasize positive matters or to exclude information that gives a bad impression, i.e.,
Greenwashing.

When firms are greenwashing, data for disclosing is selected based on what is positive
for the firms in terms of image creation, while firms tend to omit to report negative data.
This suggests that the firms’ disclosures have the possibility of being biased to influence
the stakeholders’ perceptions of the firm (Mahoney et al., 2013). Besides selective
disclosure, the information in annual reports is often communicated with a positive tone
(Nielsen & Villadsen, 2023). There is a growing interest for the disclosure tone among
researchers, since it is seen as a way of framing the financial information in the reports
(Yekini et al., 2016).

Despite this interest, there has been comparatively little focus on investigating complete
annual report narratives within the broader context of corporate narratives. The majority
of previous studies have addressed the narrative in other aspects of firm communication
such as conference calls, quarterly earnings reports, and firm press releases as well as
selective parts of the annual report. However, Wisniewski and Yekini (2015) conducted
a study in which they examined the relation between stock market returns and the content
of annual report narratives. The authors found that a positive narrative in the annual report
contributes to an increase in future one-year returns on the stock price. Furthermore, in a
study based on 209 UK firms, a positive relation between an upbeat tone in firm
disclosures and stock price increases was found (Yekini et al., 2016). This is possibly
because of the increase in legitimacy a firm can achieve through illegitimate sustainability
claims (Seele & Gatti, 2015)

A quantitative study carried out by Albitar et al. (2020) examines if corporate governance
mechanisms and ESG disclosure drive CSR narrative tones in the FTSE 100 index firms
between the years 2007-2018. The researchers found that a higher Bloomberg ESG score
is associated with a more positive narrative tone in the firms’ communication to
stakeholders. This relation is of interest in our study, since it points at what we can expect
to find in our data in terms of stringency or discrepancy in annual report narrative between
different ESG score grades. However, the authors are examining the narrative tone by
calculating the number of positive/negative words to measure the tone in terms of
proportions. Analysing it in a qualitative way might give further insights from a
contextual point of view.

2.2 ESG

According to Sharma et al. (2020) ESG is a framework that is used to evaluate a firms’
performance regarding its impact on environmental, social, and governance matters. The
environmental aspects refer to firms' carbon emissions, resource usage, and waste



management. Social impacts include how employees are treated, diversity and inclusion
policies, as well as the relation between the community and the firm. Lastly the
governance factors examine the leadership structure, diversity among board members,
and shareholder rights.

In recent years the ESG framework has gained substantial attention given the increased
sustainable and responsible investing (Xie et al., 2019). The United Nations Global
Compact’s report (2004) “Who cares wins: Connecting Financial Markets to a Changing
World” played an important role in generalizing the use of ESG factors in investment
analysis. The report highlighted that investors and companies must consider a wider range
of issues, i.e., ESG, in addition to firms’ financials. The effects of integrating ESG in
investment decision making can be seen through the Global Sustainable Investment
Review’s (GSIR, 2018) report that in 2018 showed a 69% increase of ESG integration
between the years 2016-2018 followed by a 15% increase between 2018 - 2020 (GSIR,
2020). This waning growth-rate could be an indicator that ESG integration is generally
applied within firms, thus the number of firms eligible to make the transition from non-
integrative ESG towards integrating ESG are continuously decreasing.

In addition to the fact that ESG is a prominent non-financial measure, it still has its
challenges and limitations. Evaluation of firms can be difficult seen as how there is a lack
of consistency and standardization in terms of measuring a firms’ ESG efforts (Kolk,
2016). This is partly due to the lack of established regulations (Erkens et al., 2015), but
also because the measurement of intangibles poses a challenge in terms of reliability and
comparability (Arvidsson, 2010).

2.3 ESG reporting

Previous studies confirm that reporting on sustainability matters increases the legitimacy
of a firm (Arvidsson & Dumay, 2022; Seele & gatti, 2015). However, the practical
usefulness of sustainability disclosures is challenged by the fact that it is sometimes seen
as a facade, and the information is ambiguous and non-comparable. Also, firm activities
might be inflated in the annual reports to gain access to funds, which further fuels the
question of the disclosure utility (Chen et al., 2017). This is a central ESG reporting issue
going forward since there are demands from investors and analysts that the firms should
provide a greater quantity of ESG information. The crucial role that ESG signalling will
play in the future puts pressure on the firms not only to increase the quantity of ESG
disclosures, but also to make sure that the quality meets the demands of different market
participants. Up until now, based on the OMX Stockholm 30 index (OMXS30), the
reporting quality has not met the demands of the market, which is one factor that has led
to the previously mentioned regulations being reformed (Arvidsson & Dumay, 2022).
Additionally, Matgorzata & Artur (2022) conducted a study based on 15000 firms from
27 stock exchanges in the EU, where the findings revealed that ESG reporting quality has
a positive relation to market capitalization. This is somewhat telling for how much still
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needs to be done in terms of improving the quality of ESG reporting, since large-cap firms
in Sweden seem to not meet the demands of market participants, even though we can
expect them to enjoy a positive ESG reporting quality effect given their size. On top of
that, Swedish firms have historically been prominent regarding sustainability reporting
through their role as the frontrunner in new reporting techniques which in theory would
position them well for meeting the market demands of sustainability quality (Arvidsson
& Dumay, 2022).

Furthermore, Arvidsson & Dumay (2022) argues that the continuation of ESG reporting
regulation development is a proof of information asymmetry. The argument for that is
that new standards and regulations would not be required, should the already
implemented ones meet the quantitative as well as qualitative requirements of investors,
analysts and other stakeholders. To contrast it even more, Arvidsson & Dumay (2022)
also found that ESG reporting quantity as well as ESG reporting quality have increased
during the studied time frame (2008-2018), raising the question of whether the
information asymmetry problem will ever be resolved, or if the tough demands from
market participants are outpacing the firms own ESG efforts.

However, the annual report can be used to lower the information asymmetry between the
firm and its stakeholders (Chen et al., 2017). Between the years of 2001 to 2015, the
average number of pages in an annual report rose from 40 to 190 (Nielsen & Villadsen,
2023), suggesting that stakeholders in an historical context today have access to a lot of
information. Nielsen & Villadsen (2023) also report that the ESG information can be
disclosed in overly positive tones, building a case for further examining the narrative of
the annual reports, to see if the increased quantity of reporting is indeed lowering the
information asymmetry, or if it is only a matter of posturing.

2.4 Third-party ESG rating agencies and ESG ratings

Clément et al. (2022) describes the ESG rating as a quantitative measurement of how well
a firm performs in terms of sustainability matters. The scores are put together by ESG
rating agencies with the base idea of developing an evaluation procedure from
assumptions, science, and other measurements of the different ESG pillars. When the
evaluation of the individual pillars is put together, the ESG score emerges as a single
measurement of a firm's ESG performance. Clément et al. (2022) further states that the
ESG score is an established and accepted metric among different market participants. As
an example, investors use it in their decision-making process to understand which
investment is sustainable and not.

Escrig-Olmedo et al. (2019) clarifies that as a response to the growth of investors adapting
the SRI framework, the third party ESG rating agency market has grown. To be able to
follow the SRI framework, the need for environmental and social information is high.
The ESG ratings can serve as an extra dimension for investors since the rating agencies
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not only analyse public information, but also collect data from the firms in terms of
exhaustive questionnaire processes.

What is also stated by Escrig-Olmedo et al. (2019) is that the case for integrating ESG
ratings in investment decision processes has increased since the 2008 crisis. This was
primarily because of the downfall of Lehman Brothers, which highlighted the
shortcomings of historically used performance and risk models. As a risk mitigation
perspective emerged, the leading agencies on the financial market started to consider
firms’ sustainability as a factor in their performance analysis.

ESG scores are used in previous studies to examine different research questions. One of
these studies by (Yu et al., 2020) uses the Bloomberg ESG score, which measures the
extent of disclosure, together with the Asset4 ESG score, which measures the ESG
performance, to examine whether global large-cap firms are greenwashing. A firm with
relatively high Bloomberg ESG score but similar Asset4 ESG score as their peers are
deemed as greenwashers, since it is a sign of trying to gain legitimacy by over-reporting
on ESG matters. Yu et al. (2020) found a negative relation between stakeholder scrutiny
and greenwashing, meaning that the more a firm is scrutinized, the less they will engage
in greenwashing. More explicitly, the researchers found four drivers for increasing
scrutiny, which was a) More independent directors, b) More institutional investors, c)
More influential public interests through a less corrupt country system, and d) the state of
cross-listing. To address these drivers within the context of our study, the Swedish code
of corporate governance state that firms’ board of directors should be non-executive
directors, and that the majority of the board members should be independent (Kollegiet
for svensk bolagsstyrning, 2020). Regarding institutional ownership, according to
Euroclear (2018), 48% of the market value in Swedish listed shares are owned by
institutional investors. Also, Sweden is the fifth least corrupt country among the 180
countries measured, according to the 2022 Corruption Perception Index (Transparency
International, 2022). On the OMXS30 index there are also cross-listed shares (Ding et al.,
2022). Therefore, the OMXS30 firms should be targets for a lot of scrutiny.

Furthermore, there have been numerous studies conducted examining changes in ESG
score and its effect on stock performance. There is, however, a discrepancy in the findings
where some research has found that an ESG score downgrade has a considerably negative
effect on stock performance (De Franco, 2020; Shanaev & Ghimire, 2022) while
Cauthorn et al. (2023) did not find any significant effect on short-term stock performance
in relation to an ESG score downgrade. In addition to these studies, Sodjahin et al. (2018)
found that upgrades in ESG ratings are associated with positive abnormal returns in the
short-term, but not in the long-term. This lack of consensus in the relation between ESG
scores and stock performance suggests that there are incentives for the firms to at least
try and maintain, or increase their ESG score.

Given the previous studies’ consensus that firms often disclose in a positive narrative, as
well as the previously mentioned positive relation between non-financial reporting and
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firm performance, we expect firms belonging to lower ESG score grades to have
incentives to gain legitimacy from exaggerated non-financial reporting to gain
illegitimate financial advantages. In our study, this means that it is not ruled out that firms
with different levels of ESG scores choose to use similar disclosing narratives. However,
we do not expect the exaggeration to be huge, since there could be litigation costs
associated with reporting in a too positive way, meaning that firms might even choose to
understate their ESG efforts to avoid future litigation costs (Dong & Zhang, 2019;
Houston et al., 2019).
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3. METHODOLOGY

3.1 Scientific Method

The scientific method chapter states our philosophical underpinnings with regards to
ontology and epistemology, followed by argumentation of our research design, strategy
and approach. Lastly, a definition and description of discourse in qualitative research is
presented.

3.1.1 Research Philosophy

The following section aims to explain the philosophical framework that guides our
research approach and provides a foundation towards understanding the theoretical and
methodological choices made in this study. Crossan (2003) highlights three established
reasons for the importance of integrating philosophy in one's study, especially in relation
to the research methodology. Firstly, it aids researchers in refining and specifying their
research methods, allowing them to establish a clear research strategy. This entails
determining the type and source of evidence, how that evidence is interpreted, as well as
establishing how it contributes towards answering the research question. Secondly,
understanding research philosophy empowers researchers to evaluate various
methodologies and methods, enabling them to avoid improper use and unnecessary work
by recognizing the limitations of specific approaches early on. Lastly, research
philosophy encourages researchers to be creative and innovative in their approach by
considering previously unexplored methods or adapting existing ones. Furthermore,
Proctor (1998) suggests that before making the choice of what research methodology to
employ, it is essential to explore and comprehend the two contrasting research
philosophies: positivism and post-positivism. These major philosophical approaches are
distinguished by core assumptions pertaining to, among others, ontology (reality), and
epistemology (knowledge). In this study we have chosen to apply a post-positivistic
approach rather than a positivistic one. The following paragraphs will provide more
details on our approach and the reasons behind it.

3.1.2 Ontology

According to Al-Saadi (2014), ontology is the study of being, specifically concerned with
the nature of existence and the structure of reality. It explores what can be known about
the world and encompasses questions about the existence and relations of different
aspects within society. The author further discusses two ontological positions to consider
- objectivism and constructionism. The assumptions related to the position of objectivism
relates to, as the name implies, a more objective approach towards the nature of the world
and science. Included in these assumptions is the belief that reality exists independently
of our beliefs or understanding and can be observed directly and accurately. On the

13



contrary, the constructionism assumption sees reality as existing solely within the realm
of the human mind and shaped by socially constructed meanings. According to this view,
there is no shared social reality, but rather a multitude of individual constructions of it.
Al-Saadi (2014) proceeds to elaborate on additional assumptions associated with each
position. In summary it could be said that the objectivism position emphasizes a
deterministic understanding of reality, where social phenomena and subjective
experiences are limited in their ability to change or influence the nature of the world. On
the other hand, the constructionism position accentuates the socially constructed nature
of reality where individuals play an active role in shaping and revising social phenomena
and meanings. It acknowledges the importance of personal experiences and values
individual influence and responsibility.

Johnson and Onwuegbuzie (2004) propose a pragmatic approach that moves away from
rigidly adopting either an objectivist or constructionist position. Instead, they advocate
for a needs-based and contingent selection of research methods, recognizing that different
ontological positions can have practical implications. Pragmatism could thus be seen as
a middle ground between the objectivism and constructionism position. Given the nature
of our research topic which encompasses economic and social aspects, this more balanced
and comprehensive approach is beneficial. A pragmatism position recognizes the
existence of an objective reality while acknowledging the role of social constructions and
individual interpretations in shaping that reality. Hence, this allows for an examination of
both the objective aspects of ESG, as well as the subjective perceptions and social
constructions surrounding these issues.

3.1.3 Epistemology

Based on Al-Saadi (2014), epistemology concerns our fundamental beliefs about
knowledge and our understanding of the world. It deals with the nature of knowledge, its
limits, and legitimacy. It offers a perspective through which we interpret and comprehend
the world, determining what can be known and what cannot. Epistemology, similar to the
ontological positioning, can be divided into two different standpoints - positivism or
interpretivism. Positivism emphasizes objectivity and evidence in the search for truth. It
separates facts from values, enabling objective and value-free investigation leading to
production of generalizations. In order to contextualize, Alharahsheh and Pius (2020)
provides examples of how an extreme positivist stance would view research. This entails
focusing on uncovering observable and quantifiable facts or patterns with an emphasis on
gathering data that enhances credibility and meaningfulness. Furthermore, it involves
identifying causal relations among the collected data, allowing for the development of
generalizations similar to scientific laws. In contrast, interpretivism adopts a subjective
perspective, focusing on exploring in-depth variables and contextual factors, recognizing
the distinctiveness of human beings from physical phenomena. Unlike positivism,
interpretivism prioritizes capturing the richness of insights rather than seeking definitive
and universally applicable laws.
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In this study we adopt an interpretivism approach as it enables us to understand the
narrative in annual reports within the wider context of a firms’ values, culture and external
factors. Recognizing that annual reports are not solely objective representations, but
rather influenced by subjective interpretations and organizational perspectives,
interpretivism allows us to delve into the embedded meanings and intentions. Through
this approach, we can uncover nuanced connections and gain insights into the underlying
factors affecting the discrepancy, or similarity, in the narratives of the firms’ annual
reports.

3.1.4 Research Design

Bickman and Rog (2008) highlights the importance of selecting an appropriate research
design for the study. This is important because the design is what connects the data
collection and analysis activities towards the research question, ensuring a comprehensive
coverage of the research agenda. According to Stebbins (2001a), exploratory research is
employed when there exists limited or no scientific knowledge about the phenomena
under investigation. To effectively conduct exploration, researchers need to approach the
phenomenon with two key attitudes: flexibility in data collection and openness to diverse
sources. With these orientations in mind, the initial step is to gain a deep, first-hand
understanding of the human actions being observed. The primary objective when
conducting an exploratory study is to generate general concepts and ideas based on careful
observations of the phenomena being studied. While exploratory research can utilize both
quantitative and qualitative data collection, the qualitative approach is more appropriate
in the initial exploration phase. This is because qualitative data collection excels at
capturing the rich and in-depth insights required for thorough exploration.

Considering that our main goal is to provide a comprehensive picture of how firms’
annual report narratives relate to their ESG score, an exploratory research design is most
appropriate. This allows for an in-depth exploration of a relatively unexplored area,
shedding light on potential greenwashing practices amongst firms with different ESG
scores. Through qualitative data collection and thematic analysis, we can uncover
incoherences and patterns between the ESG score and their annual report narrative. This
design facilitates a multi-perspective examination of the phenomenon, generating initial
insights that can serve as a foundation for future empirical studies. It is important to
highlight the fact that, due to the exploratory nature of our study, the findings should be
interpreted as establishing a basis for further research in this area.

3.1.5 Research Strategy

Silverman & Masvati (2008) states that it is not reasonable to have a fixed research
method preference, and that researchers should not condemn a research strategy based on
a personal predefined preference of method. The authors instead mediate that the choice
of method is not to be settled before a researcher knows what they want to answer. Quinn
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Patton (2015) states that choosing which research strategy to use is a question of
pragmatism. If a researcher wants to measure a phenomenon in a way where the output
IS meant to be generalizable, a quantitative research strategy is to prefer. On the other
hand, Quinn Patton (2015) mentions that the qualitative research strategy is used to study
phenomena in depth and detail with relatively low quantity of input, creating a clear
distinction from the high input orientation of quantitative research. One of the limitations
of qualitative research is therefore the generalizability, since the findings are derived from
a distinctively lower number of cases. However, Quinn Patton (2015) argues that what is
lost in terms of quantity and therefore generalizability is traded for comprehension,
meaning that the level of understanding a phenomenon with a qualitative research strategy
should be higher than for a quantitative research strategy.

Since our study is focused on a specific geographical area, governance setting, and stock
trading volume, we do not expect to contribute with generalizable knowledge that is
applicable outside of those boundaries, even if we would choose to conduct a quantitative
study. Therefore, we argue that a qualitative study has a better chance to fill the given
research gap and answer our research questions. Furthermore, since Sweden is the leading
country in terms of quality of non-financial reporting (Arvidsson & Dumay 2022), we
assess the need for deep understanding about the phenomenon studied to be greater than
the need for generalizability. By studying the front-runners of non-financial reporting and
contributing with insights that can be used to understand how and why best-in-class firms
are using annual report narrative to gain legitimacy, our findings will help to highlight
the shortcomings of firms’ non-financial reporting. With the inductive approach we will
be able to use the existing theories to examine how well they can describe our problem.
From there, the context in which we apply the theories will highlight eventual need for
further expansion of the theories.

3.1.6 Research Approach

Quantitative research typically adheres to a deductive research process while qualitative
research usually embraces an inductive process where the researcher tries to explain their
observations (Williams, 2007). According to Eisenhardt (2016), an inductive approach
involves generating theories from data. Originally it was a positivist approach, but
nowadays researchers with different philosophical orientations use it. Even if there are
different inductive approaches, there are a lot of common factors among them according
to Eisenhardt (2016). First, they involve deep engagement in the focal phenomena
through data in the forms of text, observations, and surveys. Also, more recently, Twitter
feeds, YouTube videos and Facebook posts have been subject to immersion. Second, the
author further mentions that the selection of cases is made by relying on theoretical
sampling, meaning that the researcher opts for the cases which are most suitable to clarify
as well as broaden the knowledge of how certain relations and processes work. This is the
opposite of the random sampling method, where the sampling is based on the criteria to
create generalizability to a population. Third, the inductive methods are based on a
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grounded theory-building process according to Eisenhardt (2016). The process
incorporates data collection in an iterative way, for the researcher to be able to
progressively create knowledge. According to (Hyde, 2000), a deductive approach
represents one of the main methods of reasoning employed to acquire new knowledge.
This approach involves the process of testing a theory by initially relying on an
established theory or generalization and subsequently evaluating its applicability to
specific instances. Other than the deductive and inductive approach there also exists an
abductive approach. Timmermans and Tavory (2012) describes this approach as
generating new generalizable theories about causal relations based on surprising
empirical fingers and contrasting them with current theories. An abductive approach
provides less certainty than the other two but gains innovative potential and is a crucial
pathway for conceptual innovation in the social sciences.

Based on the information provided above, it is evident to us that an inductive approach is
best suited for our study. As described by Eisenhardt (2016), the inductive approach
involves generating theories from data, which is suitable for exploring and building new
knowledge in an area where not much theory exists. Along with that, the process of
grounded theory building allows for iterative collection and analysis of data to
progressively develop new understanding for the phenomena being studied. In our case,
the analysis of annual report narratives for firms with deviating ESG scores will provide
a rich dataset for us to generate new insights and identify previously unknown relations.

3.1.7 Discourse analysis as a qualitative method

Discourse analysis originated from linguistic studies, literary criticism, and semiotics
(Starks & Trinidad, 2007). Discourses are referred to as “structured collections of
meaningful texts” by Phillips et al. (2004, p.636) in their discourse-analysis study about
institutionalization. The author decomposes the meaning of the word “text”, to show that
discourse is not only embodied in written transcripts, but in “every kind of symbolic
expression requiring a physical medium and permitting of permanent storage” (Phillips
et al. 2004, p.636). Along with this, Starks and Trinidad (2007) states that discourse
analysis consists of investigating how individuals employ language to accomplish
personal, social, and political projects. Discourse analysts contend that language and
words, as systems of signs, lack inherent meaning. A firm's annual report could certainly
be described as a physical, and digital, medium which permits permanent storage. In
addition to that, the annual report is also a means of employing language in order to
accomplish a firms’ endeavours. Furthermore, Philips (2004) mentions that the
construction of institutions is based on discourse of the texts that explain and disclose
their actions, rather than the actions per se. This is an indication that legitimacy can be
built through the discourses of the firms, and that the discourse acts as the main
legitimization vehicle.
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“Using a discursive perspective, we conceive of institutions as constructed primarily
through the production of texts, rather than directly through actions” - Phillips et al.
2004, p. 638.

To be clear, Winther Jagrgensen and Phillips (2000) mentions that a discourse analysis is
not about trying to figure out the true meaning behind the discourse, or how reality works
based on its manifestation in the discourse. Instead, the analytical focus is on the discourse
itself. This allows the researcher to discover patterns in the discourse to understand the
discourse's effect in a social context.

In this study, examining the discourses will make us understand how legitimacy tactics
are carried out by the sample firms. Connecting our research to the definition by Phillips
et al. (2004) ESG scores are constituting the firms’ actions, while the discourses are
examined to see how the firms explain and disclose these.

Table 1. Summary of Scientific Method.

Scientific Method
Ontology . Pragmatism
Epistemology —> Interpretivism
Research Design —> Exploratory
Research Strategy ——» Qualitative
Research Approach ——» Inductive

3.2 Practical Method

Our Practical Method chapter highlights how and from where our data was collected, as
well as our choice of firms to examine, by an explanation of sampling methods used. Our
sample firms are briefly introduced to give the reader an understanding of their respective
operations. Furthermore, two previous studies that used discourse analysis to analyse
firm narratives are presented, as well as our practical method of examining the
discourses. Lastly, we state how our process of literature search was conducted.

3.2.1 Data Collection

The process of data collection entails gathering pertinent and trustworthy information that
directly relates to the research objectives. This serves as the primary stage in
understanding the phenomenon under study, which is then followed by the analysis and
interpretation of the data with the aid of theory (Weller & Romney, 1988). According to
Hox and Boeije (2005) data collection can be categorized into two distinct types: primary
and secondary data collection. In this study, we make use of secondary data in the form
of the firms’ annual reports, as well as the ESG ratings provided by the Eikon database.
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The Eikon database provides current and historical ESG score ratings where the
classification is based on firms verifiable reported data in the public domain. The overall
score reflects a firms’ performance in terms of the three pillars of ESG Environmental,
Social, and Governance (Refinitiv, 2022), which are subsequently divided into 10
subcategories. The environmental pillar consists of Resource use, Emissions, and
Innovation. The social pillar examines Workforce, Human rights, Community, and
Product responsibility. Lastly, the governance pillar involves Management, Shareholders,
and CSR strategy. The final score is then calculated from 1 to 100 based on the
performance of each pillar, as well as being weighted for the specific industry in which
the firm operates. The numeric scores are then categorized into score grades that range
from C- to A+. For the governance pillar, however, the weight is equal across all
industries. Important to note is that the governance measurement involves a firms’
transparency, hence, this means that we are measuring somewhat the same aspect by
looking at the disclosure narrative. The overall ESG score is, however, based on 25
themes in total. Therefore, we assess this effect as negligible.

Hox and Beije (2005) state that there are several challenges when utilizing secondary
data. The initial problem is to identify relevant data sources that align with the research
problem. Considering that we aim to investigate how the annual report-narrative relates
to the ESG score, it was a straightforward choice to employ a database that could provide
us with firms’ ESG score data. In addition to this, the firms’ annual reports are easily
accessible through their websites. An additional challenge when making use of secondary
data is to make sure that the quality of the data meets both the researcher’s specific
requirements as well as the methodological standards of rigorous scientific practice. What
strengthens our reliability in terms of this is that previous studies have employed similar
databases when conducting this type of research (De Franco, 2020; Santamaria et al.,
2021; Cauthorn et al., 2023). On the other hand, it is important to acknowledge the
potential limitations stemming from the variability of ESG ratings across different
agencies (Dorfleitner et al., 2015; Escrig-Olmedo et al., 2019). Therefore, it would be
advantageous to incorporate multiple rating sources in order to uphold consistency and
generalizability within our study. However, we acknowledge the limitation that we were
only able to access the Eikon database, thus limiting the scope of our analysis. In terms
of the firms’ annual reports, they serve as a solid source of secondary data given their
comprehensive nature, legally mandated disclosure requirements, accessibility, and
external auditing.

In our study, the ESG score grade is used to give a relative understanding of how the
firms are using their disclosure narrative to gain legitimacy. Since our sampling was made
to extract firms with different ESG score grades, we should expect a discrepancy in the
disclosure narratives within our dataset only if we assume the non-financial reporting
regulations to be respected. However, as our problematization chapter illuminates, this is
not something that is reasonable to assume, even if our sample consists of firms in the
leading country in regard to ESG reporting (Arvidsson & Dumay, 2022). The efforts to
gain undeserved legitimacy will be visible if the main narratives from each firm are
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equally, or at least very similarly, positioned in our analytical framework. It is also
important to clarify that we do not have a method to measure the absolute levels of
legitimacy, what we are looking for is the relative legitimacy strategies applied. This
means that if no deviations at all in terms of disclosure obtrusiveness occur in our dataset,
we do not know how the firms are positioning their disclosure narrative relative to the
ESG score grade. However, it would show that the regulations regarding non-financial
disclosures are not respected.

3.2.2 Sample

With the OMXS30 index as a base, our choice was primarily a question regarding which
parts of the ESG score grade spectrum we wanted to exploratively contrast to each other.
To understand which grades of the spectrum had the best chance of answering our
research questions we had to adjust the data in order to understand the richness of data
for the different score grades. First, we eliminated one of the traded shares of a firm in
the OMXS30 index which have both their A and B shares listed, because both shares are
included in the OMXS30 index. This was made so that we could see the distribution of
score grades without double-counting any firms. After that a reduction of cross-listed
firms to adjust for unwanted external effects in our analysis was made. This is because
they might not follow the Swedish code of corporate governance, and therefore the
comparability of the firms could be impacted. Moreover, investment firms were
eliminated with the main argument that they own shares in other OMXS30 firms which
otherwise could lead to examining some firms twice. Furthermore, firms within
controversial sectors were eliminated because their need of legitimization was expected
to be higher than firms from non-controversial sectors, meaning that the narratives could
be skewed from the start. This could potentially lower the comparability of the sample
firms in our study. After the elimination of these firms, we were left with the following
dataset of 22 firms distributed as follows in the ESG score grade spectrum.

Table 2. ESG Score distribution after initial eliminations.

Score Grade Number of firms
A+ 0
A 6
A- 10
B+ 3
1
1
C+ 0
C 1
0
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When conducting qualitative research, sampling is usually made to find a small number
of cases to examine in depth, based on the study’s research questions and conceptual
framework (Farrugia, 2019). Furthermore, sampling methods are divided into two
approaches, conceptually driven and non-conceptually driven. The authors further
describe that the conceptually driven approach is divided into sub-groups of different
sampling techniques, where purposive sampling is one of the two conceptually driven
approaches. Purposive sampling means that the researcher chooses a sample based on
what data has the highest potential to answer the research question. Farrugia (2019)
further mentions that the purposive sampling is divided into sub-groups of different
approaches that can be used stand-alone, or in combination with each other. The two
sampling techniques used in this study are the Stratified purposeful sampling, and Critical
case sampling. According to the descriptions of these techniques provided by Farrugia
(2019), the Critical case sampling technique allows us to generalize our findings to other
cases, i.e., other OMXS30 firms with similar ESG scores. The Stratified purposeful
sampling allows us to conduct our sampling based on sub-groups of the population, i.e.,
different ESG scores, to compare the findings of each sub-group to the others.

Choosing many firms with too similar ESG scores could impact our ability as researchers
to draw clear, reliable conclusions since it could be hard to distinguish the firms’
narratives and confidently relate them to the ESG scores. We chose to examine three firms
to increase the distance between each sample firms’ ESG score. We argue that this is
crucial to maintain a high level of researcher objectivity. Objectivity within the context
of qualitative research could be seen through the consistency of meaning, meaning that
independent researchers would draw the same conclusions from our empirical findings
(Flick, 2018).

We assess that choosing firms with as deviating ESG scores as possible has the highest
probability of answering our research questions. This would mean that our sample firms
should be Volvo, with an ESG rating of 91 (Refinitiv, 2023a), as well as Sinch and SBB
with ESG scores of 36 (Refinitiv, 2023b) and 64 (Refinitiv, 2023c) respectively.
However, we argue that based on the low market capitalization of Sinch and SBB, which
together account for only 7,2% of Volvo’s market capitalization (Avanza, 2023), they
would not be suitable to base a contrasting study on because of the probability of the firms
addressing different stakeholder groups which could impact our possibilities to compare
the narratives. Sinch was therefore removed from the sampling list. After our
eliminations, our sample firms consist of Volvo and Hexagon, the latter with an ESG
score of 51 (Refinitiv, 2023d), which gives the highest possible ESG score deviation. To
get maximum deviations of ESG scores across the entire sample, we now find NIBE with
a score of 71 (Refinitiv, 2023e) in the middle of the spectrum, with a deviation of 20
points to the other sample firms.
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3.2.3 Sample Firms

Volvo

The Volvo Group drives prosperity through transport and infrastructure solutions,
offering trucks, buses, construction equipment, power solutions for marine and industrial
applications, financing and services that increase our customers’ uptime and productivity
(Volvo, 2023).

NIBE

NIBE Group is a global organisation that contributes to a smaller carbon footprint and
better utilisation of energy. In our three business areas — Climate Solutions, Element and
Stoves — we develop, manufacture and market a wide range of eco-friendly, energy-
efficient solutions for indoor climate comfort in all types of property, plus components
and solutions for intelligent heating and control in industry and infrastructure (NIBE,
2023)

Hexagon

Hexagon is the global leader in digital reality solutions, combining sensor, software and
autonomous technologies. Our solutions free our customers to harness the rapidly
increasing amounts of data, putting it to work to boost efficiency, productivity, quality
and safety across industrial, manufacturing, infrastructure, public sector and mobility
applications (Hexagon, 2023).

3.2.4 Discourse analysis in previous papers

Hatani (2019) conducted a retrospective case-study on Toyota after their global recall
crisis, due to malfunctioning pedals. The study tried to investigate if the narratives of
Toyota's annual reports leading up to the crisis contained any deviations that could
potentially give the stakeholders a hint of the forthcoming crisis. The historical narratives
in Toyotas’ annual reports from 2005 to 2014 were examined by Hatani (2019), by
adopting a document analysis of the entire annual reports to gain a holistic view of the
case, rather than selective parts of the firm's communication channels. The document
analysis was carried out by computer-assisted coding to generate key concepts for further
analysis of the voluminous text documents.

Other scholars have been using similar methods for their research. As an example, Nielsen
& Villadsen (2023) used the annual reports of 24 Danish large cap-firms as data to
examine their ESG disclosure. They applied a mixed-methods approach by first using
corpus linguistics to quantify the linguistic patterns. This was made by inserting the terms
“Environmental”, “Social”, and “Governance” to a database called Wordnet Lexical
database, to identify sister terms. The terms were then inserted to the Related Words
database to extend their scope of terms. Lastly for the linguistic part, Nielsen & Villadsen
(2023) manually added relevant terms that the databases might have missed. For the
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qualitative part of their study, a dispositional analysis was carried out to understand what
drives the firms to report on ESG matters.

3.2.5 Data analysis

Since “Discourses cannot be studied directly—they can only be explored by examining
the texts that constitute them” (Phillips 2004, p.634), we need a way of examining the
text to discover patterns in discourse, Thematic Analysis (TA) is a suitable method.
Clarke & Braun (2017) states that the method is a systematic way of structuring data to
identify and interpret the core features of the data. TA is not connected to a specific
theoretical framework, or a specific research paradigm. The identification of core features
is made by highlighting something called codes, which is described by Clarke & Braun
(2017, p.297) as “The smallest units of analysis that capture interesting features of the
data (potentially) relevant to the research question”. Similar codes are then clustered to
create themes, which the authors define as “A framework for organizing and reporting
the researcher’s analytic observations” (Clarke & Braun 2017, p. 297). This allows for a
rigorous and high-quality analysis, according to the authors. The themes created, referred
to as candidate themes by the authors, are then examined in a review process to make sure
they represent the codes in a truthful way, thus increasing the quality of the method.

More thoroughly, to be able to reach a conclusion and construct themes based on coding,
Clarke & Braun (2006) suggests a six-phase framework for TA.

Phase Description of the process
1. Familiarizing yourself Transcribing data (if necessary), reading and re-reading the data, noting down
with your data: initial ideas.
2. Generating initial codes: Coding interesting features of the data in a systematic fashion across the entire
data set, collating data relevant to each code.
3. Searching for themes: Collating codes into potential themes, gathering all data relevant to each
potential theme.
4. Reviewing themes: Checking if the themes work in relation to the coded extracts (Level 1) and the
entire data set (Level 2), generating a thematic ‘map’ of the analysis.
5. Defining and naming Ongoing analysis to refine the specifics of each theme, and the overall story the
themes: analysis tells, generating clear definitions and names for each theme.
6. Producing the report: The final opportunity for analysis. Selection of vivid, compelling extract
examples, final analysis of selected extracts, relating back of the analysis to the
research question and literature, producing a scholarly report of the analysis.

Figure 1. Description of Thematic Analysis phases
Source: (Clarke & Braun, 2006, p. 87).

As can be seen in the table above, TA is a dynamic way of analysing data. Even if stated
phase by phase, it is not a linear process. The method allows the researchers to move
between the different phases in a recursive process to address the research topic. This
means that the research question can be constantly evolving during the analysing process,
given the rigorous nature of the method (Clarke & Braun, 2006).

The choice of TA was mainly because of its invitation to dive deep into the data. To draw
conclusions, we wanted to make sure that we were familiar with the data we are working
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with. TA allowed us to compare our final conclusions with the building blocks of the
firms’ narratives, to ensure that our findings constitute the actual discourses of the firm
disclosures, as we view them. This would not be possible if it were not for the iterative
characteristics of TA. Furthermore, both authors of this paper were involved in the TA
phases of each firm, to lower the risk of missing codes and therefore themes, which
increased the precision of this study.

Using MAXQDA software, we conducted a thematic analysis of the annual reports of our
sample firms to examine the connection between their narratives and the ESG framework.
The initial step of the analysis was to go through the annual reports in order to get an
overview of the data. This was followed by extracting the firms’ ESG related narratives
from their annual reports using a code system within MAXQDA, applying the 10
subcategories of ESG. This allowed us to analyse the presence, frequency, linguistic
aspects, and contextual presentation of these categories. The identified narratives were
then categorized into codes such as “Enabler for emission reduction”, “Consideration of
supplier sustainability ", and “Ensuring product quality and sustainability”.

We identified that the generated codes were connected to specific communication
categories that were recurring throughout the reports of our sample firms, with connection
to the ESG framework. MAXQDA facilitated the systematic organization and coding of
the data, enabling us to further analyse these aspects. The emerged categories served as a
basis for developing potential themes which we chose to call Future, Superiority, and
Commitment to regulations & frameworks. This analysis provided an indication of the
importance attributed by the sample firms to these themes, and the strategic emphasis
placed on them within the reports. Important to note is that, in addition to the words
applied from the ESG categories, we took an iterative approach towards the finalization
of the themes. This involved incorporating theme-relevant aspects within the annual
reports that were not explicitly stated in the ESG subcategories. With the emerged themes
in mind, we revisited the annual reports incorporating aspects that words from the ESG
subcategories could not fully capture. We also observed that specific subjects were
recurrently highlighted, suggesting a narrative strategy to prioritize these over others.
This observation prompted us to further explore the significance of these narrative
themes. Upon reviewing the themes, we found that the superiority theme was very
extensive and needed to be fragmented into two themes, thus creating a total of four
common narrative themes among the sample firms. The question of whether the narratives
surrounding these themes are used as a strategy to build and maintain legitimacy is further
discussed in the results and analysis chapter.

3.2.6 Literature Search

According to Grewal et al. (2016), conducting a literature search is an essential step in
conducting rigorous and credible research. This involves systematically and methodically
searching existing published data to identify high-quality references on the chosen topic.
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The literature review serves various purposes, such as gathering information that can be
used to create guidelines based on solid evidence, supporting the research methodology,
and fulfilling academic requirements. However, the primary objective of a comprehensive
literature search is to assess the available literature on the topic, identify gaps that warrant
further investigation, and formulate research questions. Furthermore, Stebbins (2001b)
argues that although comprehensive literature reviews are important for certain research
purposes, they can be problematic when applied without modification to exploratory
research projects. In exploratory research, literature reviews are conducted to demonstrate
the lack of prior work in the area of study, thus justifying an open-ended approach to data
collection. Stebbins (2001b) suggest a procedure of finding relevant studies and
highlighting their limitations in order to justify the need for further explanation. The
literature review then focuses more on works closely related to the project and
progressively includes less nearby sources.

Timmins and McCabe (2005) further emphasize the importance of a structured and
systematic approach to conducting a literature search, highlighting that it ensures
comprehensiveness, avoids duplication or omission of references, and establishes rigor.
The author refers to two structured approaches that are commonly used: the standard
approach and the network approach. The standard approach involves looking through
databases, journals, and articles to compile a list of relevant material, thus serving as more
of an inductive, backward-looking approach towards the literature search. The network
approach entails identifying a recent paper in a relevant journal and tracing references
from the same journal to gather further relevant citations. The author further draws
attention to the importance of selecting appropriate keywords for the database searches
where a failure to identify possible keywords might result in the omission of relevant
literature, negatively impacting the quality of the review. In order to expand, exclude, or
join keywords when conducting the search, Boolean operators could be applied. The
operators include “AND”, “OR” and “NOT” where “AND” is used to make the search
more specific,” OR” is employed to expand the search, and “NOT” is used to exclude
words or meanings.

In our study we adhered to both the standard approach as well as the network approach
as referred to by Timmins and McCabe (2005). The initial step towards identifying a
relevant research gap was to find research articles that examined related areas to that of
our chosen topic. In line with Stebbins (2001b) argument for literature search in
exploratory studies, we examined relevant articles with the aim of grasping their
constraints. The process of finding these articles was carried out through applying
adequate keywords in conjunction with Boolean operators, namely “AND”. Examples
such as “Legitimacy AND Firm disclosure”, “ESG AND Disclosure narrative”, and
“Firm performance AND Non-financial disclosure” were used during this phase of the
literature search. In order to maintain a systematic approach towards our literature search,
we utilized a software called Miro. This allowed us to make notes in regard to relevant
articles, which according to Timmins and McCabe (2005) can be used to categorize the
articles, allowing us to get an overview of the current situation in terms of our chosen
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topic, zeroing in on the research gap. Given our limited knowledge about research
practices, we only chose to examine peer-reviewed articles that preferably had a
substantial amount of citations. The databases from which we accessed the articles were
mainly Scopus, Google scholar, and the Umea University library. Furthermore, the Umea
University library worked as a facilitator in giving access to articles found on databases
such as Google scholar, as well as strengthening the reliability of those sources, were they
to exist within the library.
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4. EMPIRICAL RESULTS AND ANALYSIS

First, a brief introduction to our choice of focus for analysis, based on phase 1, 2, and 3
of the TA framework, is being presented. An integrated result- and analysis section
follows after that, where we break down the results of the main ESG related legitimacy
tactics, and present the extracted themes for further discussion and argumentation.

4.1 Results Introduction

The main narrative categories extracted from our coding process associated with the ESG
framework ended up creating the code segments: Future, Firm Superiority, and
Commitments to regulations and frameworks. When reading respective firms’ annual
report, we found that all of our sample firms seem to address these categories to a
somewhat equal extent and very often with similar narratives. In some cases, though, the
narratives from the sample firms are not similar, which we will address further below.
Future is spoken about in an optimistic way, with a strong emphasis on how the reporting
firms’ will achieve continuous contributions to their surroundings going forward. This
code segment also helps to highlight the firms’ future market positions. Firm Superiority
is often reported explicitly or implicitly through information about the respective firm’s
value proposition. Lastly, Commitments to regulations and frameworks is a continuous
subject in the sample firms’ annual reports, where the firms’ highlights which regulations
and frameworks are of importance for the firm, why they are important, and how the firm
addresses the regulations and frameworks in their operations and management.

The table below presents the firms’ Overall ESG score and ESG grade respectively. This
information will be further incorporated in the analysis and discussion to follow.

Table 3. Overall ESG Score and ESG Grade for all firms.

Firm Overall ESG Score ESG Grade

Volvo 91 A

NIBE 71 B
Hexagon 51 C+
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4.2 Future

Our sample firms’ reporting about the future connected to the ESG framework is mostly
represented by the firm’s communication regarding Emissions and Innovation. The
innovations are clearly stated by all our examined firms as a core facilitator of carrying
their sustainability contributions into the future, while at the same time addressing that
they are a part of a growing market. For all sample firms, the growing market and demand
for sustainable products are mentioned together with their future roles as a self-evident
part of the continuous transition.

“On a planet of eight billion people, sustainability at scale is the number-one business
opportunity that Hexagon will pursue in the coming years. We need to move further,
faster. Our innovations have led us to the limits of the possible. Today we are ready to
move beyond.” - Hexagon Annual report 2022, p.11

“With a growing world population ... Demand for transport and infrastructure will
continue to increase. We will meet this demand with solutions that are considerably more
sustainable, productive and safer than today. We have already started on this journey
together with a growing number of customers, and the shift to a decarbonized transport
system is a unique growth opportunity for us as a Group, while at the same time enabling
us to have a positive impact on our customers’ businesses and society.” - Volvo Annual

& Sustainability report 2022, p.7

“A large and growing part of our business is based on components and solutions for a
growing number of end-products which facilitate the transition to a more sustainable and
climate-neutral society.” - NIBE Annual & Sustainability report 2022, p. 23

Furthermore, their commitment to reducing emissions and achieving other sustainability
factors in the future are explicitly communicated. In connection to that, all sample firms
connect the future sustainability focus to economic factors.

“Tech companies play an active role in helping achieve net-zero emissions and other
sustainability initiatives ... While innovation has enabled industry to drive digital
transformation, in the coming years we must deliver beyond the balance sheet to create
value and sustainability at scale” - Hexagon Annual report 2022, p. 6.

This quote is followed up with a section where Hexagon states that they no longer have
to prioritize between growth and profitability, efficiency, productivity, quality, safety,

digital transformation and sustainability.

“Thanks to advances in digital reality technologies, achieving these priorities equally is
no longer insurmountable” - Hexagon Annual report 2022, p. 6.
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Adding results from the other firms further addresses the relation between the future
transition and economic prosperity. By aligning their business strategies with
sustainability principles, the firms have positioned themselves to capitalize on emerging
market trends, meet increased customer demands, and unlock new avenues of growth.

“This transition is not only vital for a sustainable future, it also delivers on our customers’
commitments to reduce their CO2 emissions and it drives growth for the Volvo Group” -
Volvo Annual & Sustainability report 2022, p. 7.

“Our goals are sharply focused on profitable growth and responsible value creation with
healthy finances. Our strategies for achieving the goals are well proven and based on our
business principles, focusing on four strategic areas: growth with profitability, market-
oriented expansion, innovation and a long-term approach.” - NIBE Annual &
Sustainability report 2022, p. 24

4.2.1 Theme 1 - Justifying future existence

Our theme created from these quotes describes that Volvo, NIBE and Hexagon are
justifying their future existence by communicating with an optimistic and frequent
narrative regarding their innovative focus and their mission as enablers of their value
chains’ transition towards becoming emission-free and sustainable. There is a clear tilt
towards convincing the reader to believe they will be an integrated and obvious part of
the transition towards a more environmentally sustainable society for years to come, often
backed up with their customer’s need for their solutions. By implementing a
communication that signals a given existence in the future, we assess the narratives
employed to be a quite aggressive way of building legitimacy. Predictions about the future
are one way of building legitimacy (Géring et al. 2022), and there is no guarantee that our
sample firms’ will continue to operate. However, there is somewhat of a catch 22 here.
According to Dowling and Pfeffer (1975), firms need to get legitimacy in order to operate,
and the way of getting legitimacy is through the perception of the stakeholders. Given the
increase in SRI during the last decade, the firms’ might feel forced to address ESG matters
in a more holistic way and to pitch their firm in a confident way since the sustainability-
oriented investors require more ESG data as well as information about the firms’ ESG
practice development (Sladkova et al. 2022). Contrasting the findings of this theme to the
ESG scores of the firms, we see no big difference in the narratives of the firms. This is
particularly important to address because of the high discrepancy in ESG scores of our
sample firms. The high ESG score of Volvo indicates that they are already positioned
well to be a reliable, profitable part of the value chain going forward which makes us
assess their narrative about the future to be aggressive but not misleading. The relatively
low ESG score of Hexagon together with a somewhat equally aggressive narrative about
the future as Volvo, if not more aggressive, could be seen as misleading and might be a
way of greenwashing, especially when considering that a firms’ overall ESG score works
well as a future indicator of their corporate financial performance (Qureshi et al., 2021).
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With an ESG score of 51 out of 100, stating that “Our innovations have led us to the limits
of the possible” (Hexagon Annual report 2022, p.11), which was probably meant as a
positive thing, signals for us that Hexagon has a long way to go in order to align their true
performance with their dreams. Although their illegitimate legitimacy might be
advantageous for their short-term stock-performance in line with Yekini et al. (2016), their
future corporate financial performance might suffer as according to Quershi et al. (2021),
e.g., negatively affecting their future legitimacy. As for NIBE, the promises for the future
are backed up with facts about the history as well as present performance, therefore we
assess their narrative to be coherent with their ESG score of 71, which means that
Hexagon is the firm that stands out as legitimacy-hunters with regards to their narrative
about the future.

4.3 Firm superiority

The firms convey a strong sense of firm superiority in the communication surrounding
their products and ESG factors. They showcase their dedication to reliable and emission-
free solutions and acceleration of sustainable technologies. Conveyed in all of the sample
firms’ reports is that they consider themselves being present leaders related to their
product- and service offerings, in driving the transition towards a greener future, firmly
establishing their authority within sustainable practices. Even though all the sample firms
share a common goal of sustainability, their communication conveying firm superiority
differs. The scope of impact from the respective firms’ products are also addressed, in
addition to the actual performance superiority of the products, which creates two themes:
“Product superiority”, and “Scope of impact superiority”.

Regarding the superiority of the sample firms’ product performance, Environment is a
recurring pillar of the ESG framework mentioned. This pillar is exclusively referred to
through communicating the innovative orientation of the firms’ products, as well as their
contributions to lower emissions.

“After decades of relentless innovation that has distanced Hexagon from its peers, I'm
confident that our best work is still ahead” Hexagon Annual Report 2022, p.11.

“Every day, our unique combinations of sensors, software and autonomous technologies
are reshaping ecosystems to produce higher-quality outputs while running more
efficiently, productively and safely. The result is fewer inputs, less waste, lower emissions
and reduced risk — creating industries that are not only profitable but also contribute to
the sustainable change our world so desperately needs” - Hexagon Sustainability Report
2022, p.3

“No longer is electromobility only a niche option — change is here, and the company’s
technology is already proving to be a reliable and emission-free solution for customers”

- Volvo Annual report 2022, p. 38.
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“The majority of the Volvo Group’s customers are companies within the transportation
or infrastructure industries. The reliability and productivity of our products and services
are a key factor in their success and profitability” - Volvo Annual & Sustainability report
2022, opening page.

“Our focus on world-class solutions in sustainable energy contributes to the global goal
of reducing emissions of carbon dioxide and particles to the atmosphere” - NIBE Annual
& Sustainability report 2022, p. 33.

“The strength of our brands is substantiated by products that are characterized by
quality, innovation and which support sustainable development and competitive prices. -
NIBE Annual & Sustainability report 2022, p. 30.

These quotes clearly state that the firms’ products and solutions are highlighted as a key
factor of success. This might not be considered as news but shows clearly that tangible
assets are the main driver for firm superiority, which is further addressed below. The
firms communicate frequently regarding the scope of impact their products achieve, by
mentioning who benefits from their offers as well as how those benefits are created. The
most recurring ESG framework pillar is the Social, by the firms’ relating their social
impact to product responsibility.

“QOur portfolio of digital reality solutions is making entire industries and nations more
efficient, with significantly reduced emissions, minimised waste and improved safety for
citizens and employees, every hour and every day” - Hexagon Sustainability Report 2022,

p. 2

In the citation above, the phrase “making entire industries and nations more efficient”
could give an indication of how Hexagon uses the narrative to build legitimacy by
communicating an alignment of their operations and the expectations from the social
context in which they operate in.

“While Hexagon’s most significant contribution is accelerating the sustainable journey
of our customers through the use of our products, we re also heavily focused on our own
actions and operations and made great strides in 2022 toward reaching our goals “-
Hexagon Sustainability report 2022, p.3.

“Hexagon’s solutions play an important role in driving sustainability in almost every
major industry. One example of a sector going through significant change is energy,
where Hexagon is a vital factor in the transformation of six key areas” - Hexagon
Sustainability Report, p.16

The citations above give no indications of flaws with regards to Hexagon’s scope of
impact, and by portraying themselves as drivers of sustainability in an industry like
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energy, they could be interpreted as the solution to a huge sustainability issue we face
today.

“The transport and infrastructure industries are vital parts in driving sustainable growth.
Our customers use our products and services to move goods and materials, help people
get to work or school and build and maintain the infrastructure we all rely on every day.
We drive prosperity, in advanced economies and developing countries, across the globe
and around the clock” - Volvo Annual Report 2022, p. 7

This quote from Volvo tells us that there are no limits with regards to their social impact.
Driving prosperity in advanced economies and developing countries basically means that
they drive prosperity for everyone.

“By delivering long-term value to our customers, we are also able to maintain
profitability and help achieve the global development goals.” - NIBE Annual &
Sustainability report 2022, p. 64

“Our focus is on supplying the market with innovative and competitive solutions in areas
where we can have the biggest impact” - NIBE Annual & Sustainability report 2022, p.
67.

In contrast to Hexagon and Volvo, NIBE’s narrative is more aimed at signalling their
knowledge with regards to where their products can have the greatest impact. This could
be very effective for gaining legitimacy, but possibly from a narrower stakeholder group
than the other firms.

4.3.1 Theme 2 - Product Superiority

All firms consistently convey a strong sense of product superiority, highlighting their
commitment to innovation, reliability, and overall sustainability. Highlighting their
innovative and superior products, the firms establish themselves as leaders in their
industry, fostering trust and confidence among stakeholders, i.e., gaining and maintaining
legitimacy. The identified narratives regarding the firms’ innovative superiority are
represented in each of the firms’ innovation ESG score where Volvo scores 95 (Refinitiv,
2023a), NIBE 82 (Refinitiv, 2023e), and Hexagon 79 (Refinitiv, 2023d). The way our
sample firms’ signals superiority of their products can be seen through a linguistic
strategy where the firms are using words and phrases like “unique”, “key factor”, “vital”,
and “world class” in their communication. Even if these words are certainly leaning
towards a positive way of describing a product or solution, we find it hard to judge
whether it could be deemed as excessive or misleading with regards to the products’
actual performance. However, when the firms choose to connect their product superiority
to ESG factors like innovation and emissions, it is possible to analyse and contrast their
employed narratives to their respective ESG score to highlight their legitimacy tactics.
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We believe that the use of the formerly cited words and phrases while also stating that
their products support sustainable development, reshapes ecosystems, and helps drive
sustainability is a way of gaining and maintaining legitimacy. This makes the reader
believe that the products are always existing in symbiosis with the ESG framework,
without any trade-offs. For potential employees and the existing workforce, it could be
seen as a way of contributing to society by working in an innovative firm with a
sustainability focus on their products. This probably creates public endorsement, which
drives legitimacy (Lindblom, 1994). For investors, especially investors that rely on the
SRI framework, investing in firms with superior products that help to reduce emissions
might be tempting since it could deliver a better risk-adjusted return than the market
(Brogi et al. 2022; Ashwin Kumar et al., 2016). Represented in the narrative is also the
firms’ track record of continuous improvement, substantiating their claims of superiority
and further enhancing their legitimacy by showing longevity.

4.3.2 Theme 3 - Scope of impact Superiority

Relating the firms’ narrative to their appointed ESG score, specifically regarding the
category of product responsibility which this theme addresses, we assess that VVolvo and
NIBE appropriately align their narrative with their high ratings. Volvo achieves a product
responsibility score of 92 out of 100 (Refinitiv, 2023a), while NIBE demonstrates a rating
of 85 (Refinitiv, 2023e). Hexagon, on the other hand, have merely a score of 39 (Refinitiv,
2023d) even though their narrative poses an overwhelmingly positive tone, much to the
same extent as both Volvo and NIBE. This discrepancy between narrative and
performance raises significant legitimacy concerns regarding Hexagons stakeholders’
trust and perception, since a scrutiny of their true product responsibility performance
shows that it is severely lower than what we believe the narrative indicates. The low
product responsibility score of Hexagon indicates a bad management and low awareness
of the value chain, also raising questions about the internal competence related to ESG
factors, which we assess to be low. This is also a question of transparency, since Hexagon
chooses to highlight that the use of their products and solutions are lowering waste and
improving safety for citizens and employees. This might be true if looked at objectively,
by measuring these factors in an absolute manner. Since we are taking a constructivist
approach, we are able to dig deeper into what lies within these statements. If we assume
the statements about lowering waste and improving safety to be true, we do not believe it
automatically should be used as stand-alone arguments in a legitimacy tactic, like
Hexagon seems to believe. Replacing something bad with something that is less bad, and
portraying it as a revolutionary victory, is certainly a way of trying to fit the operational
actions with society’s expectations, i.e., gaining legitimacy. Instead, a reasonable
narrative could be to address the opportunities and challenges that lie ahead, and which
resources the firm has to meet those. Further analysing the scope superiority theme, we
can also see that the firms’ address other social factors than product responsibility. For
example, their impacts on the community. Volvo’s Community score is 95 (Refinitiv,
2023a), thus we find their narratives applied to certainly build and maintain legitimacy,
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which is very well deserved based on their solid contributions to their surroundings.
Volvo has a very positive way of talking about their contributions to society, one example
of this is stating that they are driving prosperity. If that is true, as we have to assume
because of the high Community and overall Social score, Volvo’s societal performance
is certainly aligned with the stakeholders’ interests, building a base of legitimacy.
However, even if we find the present state of VVolvo to be truly superior to other firms,
there is one thing that needs to be addressed. Volvo was founded in 1927 (Volvo annual
report 2022), which means that the sustainability challenges they face today are partly
created by themselves since sustainability was not a prioritized focus of that time. Thus,
the strong brand that VVolvo has built throughout the history is probably born out of not
being forced to take sustainability matters like emissions and community into account for
many years, creating business opportunities for today. Also, connected to our first theme
“Future”, the predictions stated by Volvo could be a way of legitimate previous actions
(Géring et al. 2022). We assess that this is not communicated holistically in the narratives
of their annual report, and one could question why it should. We believe it could be useful
information for different stakeholders in order to understand if the industry as a whole,
and Volvo in particular, is still thriving with regards to sustainability, or if the
sustainability development of the firm is stagnating. Understanding where the firm comes
from could simply be used as a base when measuring how far the firm has come.

NIBE, with a community score of 46 (Refinitiv, 2023¢), has a little more unobtrusive
language than Volvo when reporting about the scope of impact of their products. They
are talking about supporting sustainable development, rather than being a driving force
of it. It is hard to tell how their narrative relates to legitimacy, especially since sustainable
development is a broad expression, and NIBE’s scores on the other sustainable
development aspects are pretty high. However, statements like these do not build
legitimacy to the same extent in contrast to Volvo’s narratives around the same subject.
There is a clear distinction between supporting and driving, where “supporting” can be
perceived as a less offensive way of meeting the sustainability challenges, and “driving”
shows that the firm is committed to their leadership. Given the other Social and
Environmental strengths of NIBE, this could be viewed as a way of sandbagging in order
to avoid litigation costs, in line with (Dong & Zhang, 2019; Houston et al., 2019).
Hexagon is closer to NIBE than Volvo performance-wise, with a Community score of 64
(Refinitiv, 2023d). In the narratives though, they are also using words like “driving” when
talking about their sustainability contributions, just like VVolvo. Considering that the other
ESG factors of Hexagon are low rated, we believe this is a clear way of trying to signal
greatness, which their Social performance cannot back up. This means that they are
getting, or at least that they are trying to get, legitimacy from their narratives.
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4.4 Commitment to regulations and frameworks

A recurring narrative in all of the firms’ reports is their commitment to upholding
regulations and frameworks that govern their operations. The narratives are mainly
expressed through their social and environmental commitments, with particular emphasis
placed on the firms’ dedication towards human rights. This involves both the direct
impacts of the firms, such as ensuring their own production facilities and operations
adhere to relevant guidelines, as well as the firm’s commitment to ensuring that other
segments of the supply chain also uphold human rights.

Human rights as a primary concern is recognized in such a way that it is not only an
ethical essentiality, but also integral to their overall success as organizations:

“Our most fundamental undertaking is to respect the people who are affected by our
operations and their human rights.” - NIBE Annual & Sustainability report 2022, p. 13.

“Our policies on respecting human rights and promoting equal opportunities and non-
discrimination also extend to our supply chain, and we evaluate new suppliers against
our requirements before they are used.” - NIBE Annual & Sustainability report 2022,
p. 78.

“NIBE operates in around 30 countries and in environments in which unethical business
practices and infringements of human rights may occur. If NIBE is involved in these
business practices, the company’s reputation in the market may be harmed.” - NIBE

Annual & Sustainability report 2022, p. 99.

“NIBE’s values are based on a number of external international principles and
regulations such as the ILO’s conventions, the UN guiding principles on human rights,
the UN Global Compact and ISO 26000 Guidance on social responsibility.” - NIBE
Annual & Sustainability report 2022, p. 177.

“Hexagon selects suppliers based on an assessment of the overall competitiveness of the
offering and if they live up to the goals and values expressed in the United Nations Global
Compact’s ten principles in the areas of human rights, labour rights, environmental
impact and anti-corruption” - Hexagon Sustainability report 2022, p.34.

“The basis for Hexagon’s sustainability work is the Hexagon Code of Business Conduct
and Ethics, which is based to the ten principles of the UN Global Compact on Human
Rights, Labour, Environment and Anti-Corruption” - Hexagon Sustainability report
2022, p.45.

The extent to which the firms’ reports around human rights matters show that it is an
integrated part of their operations. By including human rights in values, policies and
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supply chain management they show a high grade of responsibility towards the matter. A
risk with those three aspects of a firm is that it is hard to assess to what extent employees
are implementing the aspects. Here, the Refinitiv Human rights score helps us with those
assessments. Since all our sample firms has a high score regarding the human rights aspect
of their operations, we assess it to be effectively implemented. VVolvo generally delves
deeper into their human rights-responsibilities, contextualizing their stance on the matter
to a greater extent:

“The Volvo Group aims to provide for or cooperate in the remediation of negative human
rights impacts if our activities have caused or contributed to them and seek to play a role
in the remediation of negative human rights impacts that we may be directly linked to in
our operations, products, services, or business relationships” - Volvo Annual &
Sustainability report 2022, p.178.

“The Volvo Group is committed to respecting internationally recognized human rights.
Negative human rights impacts may potentially materialize not only within our own
organization, but also through our business relationships and in the value chain. We also
seek to address adverse human rights impacts with which the Volvo Group is involved.
We are continuing to strengthen and align our human rights work with the following
international frameworks: « UN International Bill of Human Rights. * ILO’s fundamental
conventions. * UN Global Compact. * UN Guiding Principles on Business and Human
Rights. * OECD Guidelines for Multinational Enterprises. * Children’s Rights and
Business Principles” - VVolvo Annual & Sustainability report 2022, p. 170.

Volvo has also asked their auditors to audit the sustainability report of 2022, even before
the implementation of EU directive 2022/2464. This shows that VVolvo might be more
committed to regulations and frameworks than the other firms, by allocating resources to
non-mandatory ESG reporting activities.

4.4.1 Theme 4 - Vulnerability & accountability

Respecting Human rights in a firm’s operations is a way of building legitimacy (Georges,
2020). Opposed to previously highlighted narratives, this theme constitutes a category
within ESG where all firms have a high, consistent ESG score in relation to each other.
Volvo and NIBE have an equal score of 93 in connection to human rights (Refinitiv,
2023a; Refinitiv, 2023e), while Hexagon is closely trailing with a score of 90 (Refinitiv,
2023d). This, coupled with a consistent narrative within each of the firms’ reports,
indicates a coherence between the narrative and the ESG score. Expressing commitment
to social factors is not evidence of actual commitment (Arvidsson, 2010), therefore
gaining more legitimacy than deserved is a possibility driven by information asymmetry.
However, given the high Human rights score of each firm, we believe that no underserved
legitimacy is gained for any of our sample firms. Not only that but seeing how the
communication regarding the firms’ human rights efforts were constant and vigorously
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applied within the narrative of the entire reports, this indicates that communication
regarding firms’ human rights efforts is a strong case for gaining or maintaining
legitimacy. As touched upon in the previous segment, this vigorous and recurring
narrative does not only stem from an ethical viewpoint. Firms are well aware that their
large-scale, multi geographical operations are at risk of potential mishaps that can result
in litigation costs, as well as having detrimental impacts on their public image and brand
as a whole. In light of these considerations, it becomes evident that the powerful and
coherent narrative surrounding human rights not only serves as a means of maintaining
legitimacy, but also exposes firms to potential implications. The vulnerability stemming
from firms’ transparency and adherence to relevant frameworks could be seen as a
double-edged sword. On the one hand it presents an opportunity for firms to rigorously
and transparently demonstrate their dedication to human rights to build legitimacy by
satisfying the needs of stakeholders (Dumay et al., 2015). On the contrary, it raises the
stakes in the event of a misstep. This is because of the high levels of transparency our
sample firms apply to the matter of human rights, which means that they will be held
accountable by their stakeholders if they deviate from their reported focus on the matter.
In that case, the firms’ can expect their legitimacy to drop dramatically.
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5. DISCUSSION & CONCLUSIONS

This last chapter discloses our conclusions of the thesis. The general conclusions are
stated first, followed by the theoretical and practical contributions of our study. Lastly,
limitations of our conclusions and recommendations for further research are presented.

5.1 General

The purpose of this study was to get a holistic view of the narratives employed in the
annual reports of three OMXS30 firms. This study was done to understand their way of
gaining and maintaining legitimacy, and how it relates to their true ESG performance.

Our findings suggest that there is no clear and stringent alignment between our sample
firms’ narratives and their ESG performance when compared with each other, indicating
that either the non-financial regulations are not respected fully by the firms, or that the
regulations are not requiring firm narratives to align with their ESG performance, or both.
Furthermore, conclusions from our analysis shows that in high ESG rated firms, an
obtrusive and positive language is used to signal ESG performance. For low rated ESG
firms, the narrative is quite similar even if the discrepancy in ESG performance is high,
which is in line with the findings of Nielsen & Villadsen (2023). Adding to their findings,
we also show that there might be linguistic barriers that impede the positiveness of firm
narratives. After all, firms can not apply a narrative which portrays them to be better than
world-class or contribute with prosperity to a wider extent than for both undeveloped and
developed countries. To support our findings of lack of stringency between narratives and
ESG performance, the firm that had a score in between our low and high rated sample
firms sometimes applied a narrative similar to the other firms, and sometimes even less
obtrusive than both of our other sample firms. This shows that there is still a clear degree
of freedom with regards to how the firms portray themselves to their stakeholders, which
cements that there still is information asymmetry in the market and that the new
regulations are very needed, just like (Arvidsson & Dumay 2022) suggests. We find
NIBE’s narrative to align with their scores of the respective ESG pillars by adjusting their
tone when addressing the different ESG categories. With a score of 71, which could be
seen as somewhat average in our study, it could give an indication of at which ESG score
levels the narrative starts building more legitimacy than deserved, since this is clearly
what Hexagon is doing with a ESG score of 51. This cements the fact that some firms’
reports are biased to influence stakeholder perceptions (Mahoney et al., 2013), which
might be a way of greenwashing.

The narratives that create legitimacy are mostly seen by firms’ using positive words in
connection with reporting on ESG matters, as well as frequently addressing certain topics
that are of interest to the firms’ stakeholders, in line with the legitimacy theory (Lindblom,
1994). This means that legitimacy is not only being built from informational sections in
the annual reports, but also from the way the firms’ present the information, i.e., the
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narratives. What can also be analysed is where the different ESG pillars are present in the
report. For all our firms, the Environmental pillar is addressed immediately when opening
the reports, potentially indicating that it is the most important pillar to gain legitimacy
from. The Social pillar is also represented quite early in the reports, but excels in the later
parts, where they get the readers full attention in their own paragraphs. Looking at the
ESG npillars, narratives around Environmental and Social factors are used to build
legitimacy, while Governance was not narrated in such a way that we could create a theme
for it.

Our conclusions are visually stated in the following framework. The framework
summarizes our analysis for each firm and each theme, based on if they use an excessive,
reasonable or legitimate narrative in their annual & sustainability reports. “Excessive”
means that the firms are gaining illegitimate legitimacy from their narrative, while
“reasonable” indicates hints of illegitimate legitimacy that are not strong enough to deem
the firm to be greenwashing. “Legitimate” shows that the firm narratives are in line with
their ESG performance. The framework is in line with the findings of Lee & Raschke
(2023), that showed a negative relation between ESG performance and greenwashing.

Table 4. Final framework.

Th
eme Justifying future Product Scope of impact | Vulnerability &
Overall existence superiority superiority accountability
ESG Grade
A Legitimate Legitimate Legitimate Legitimate
B Legitimate Reasonable Legitimate Legitimate
C+ Excessive Excessive Excessive Legitimate

5.2 Theoretical implications

This is the first study contrasting the narratives qualitatively in annual reports with ESG
scores in Sweden, and maybe outside of Sweden as well. Our findings can act as a base
for further research since it gives indications of image skewness and legitimacy tactics
that are not in line with the overall auditing rule of showing a fair image of the firm for
lower rated ESG firms. This is important when the new EU directive 2022/2464, which
forces auditors to scrutinize the Sustainability report, is implemented. Furthermore, our
framework can be used as an inspiration for which areas of the ESG framework are most
important to get further theoretical insights from.

5.3 Practical implications

For investors that want to invest in sustainable firms, our study shows that the ESG
aspects of the annual report should only be relied on in a fundamental analysis if the ESG
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score is high. For low rated firms, we would recommend investors to add extra risk
management tools because of the potential litigation and reputational costs associated
with an overly positive narrative tone. Our study is not made to highlight at which ESG
level a risk management tool should be implemented. Furthermore, our study also shows
that in order to lower the information asymmetry, implementing rules regarding narratives
should be taken more into account going forward, besides the scope of the annual report.
Our study also shows that the third-party rating agencies help with increasing
transparency, or the lack of it, on the stock market. Therefore, we believe they should be
a part of the fundamental analysis of investors following the SRI framework. However,
there is a lack of access to data from third-party rating agencies which is a problem for
non-institutional investors. Also, among firms that have lower trading volumes than the
OMXS30-firms, sometimes no data is available. This means that our practical
recommendations for investors are hard to follow, and that the continuous growth of third-
party rating agencies is crucial to reduce unjustified legitimacy tactics going forward.

5.4 Limitations

One limitation of this study is that we expect the ESG scores to be objective and true, in
order to be able to conduct the study. Even if ESG scores are used in previous papers in
a similar way, it could affect the results. The effect might skew the results in two ways,
either weakening or strengthening our results, depending on if the third-party rating
agency used is optimistic or pessimistic regarding the firms’ ESG performance. Also, our
findings show that limited trust should be given to low ESG rated firms, and since third-
party rating agencies use information from the firms’ themselves, we cannot be
completely sure that this information is correct. To handle this in our study, we collected
information about Refinitiv’s methodology for ESG scoring.

5.5 Future research

Considering the new EU directive 2022/2464 as well as the establishment of the
International Sustainability Standards Board (ISSB) in 2021 (IFRS, 2023), we believe
that longitudinal research regarding the change in narrative should be conducted, some
years after the directive as well as new standards is implemented. This could give insights
to whether or not it is successful in terms of getting rid of greenwashing through firm
narratives. Up until that point, we would suggest scholars to examine the ESG narratives
relation to the ESG score more closely, to get further insights of the phenomena.
Preferably, for further research in Sweden, this should be done for other firms than ours
within the OMXS30 index, to see how the relation changes depending on the sample.

5.6 Quality criteria
Frambach et al., (2013) state four main quality criteria for qualitative research. According

to the authors, there are different techniques that can be implemented by researchers to
meet these criteria to increase the quality of qualitative research. The first quality criterion
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is credibility, which states how trustworthy the findings of the study is. To meet the
credibility criteria, we have applied investigator triangulation in the thematic analysis.
Investigator triangulation means that multiple researchers have been involved in reaching
the study’s conclusions (Frambach et al., 2013). Another quality criterion mentioned by
the authors is transferability, which aims to explain how well the findings can be applied
in different settings. To enhance transferability, we have used two techniques mentioned
by Frambach et al. (2013). Firstly, the aim to conduct a thick description of our findings
was the main focus of our research. This technique enhances the meaningfulness of the
study by detailed explanations of the findings. Secondly, to enhance transferability we
have explained the sampling method, which is another technique to increase quality in
qualitative research according to the authors. The third criterion has to do with
dependability. Dependability describes to which extent the conclusions are consistent
within the contexts in which they were generated. Frambach et al., (2013) mention that
one of the techniques to increase dependability is to use iterative data collection. The
thematic analysis has allowed us to be iterative in our data collection by moving between
its different phases mentioned by Clarke & Braun (2006, p.87), which also increases the
saturation of our findings. The last quality criterion mentioned by Frambach et al., (2013)
is confirmability. This describes how well the research is based on the study’s settings
instead of our biases. To increase confirmability, the technique of peer debriefing was
used. Peer debriefing is when a researcher discusses the processes and/or the findings of
the research with peers and/or experts. The expert used in our peer debriefing technique
is a person who holds multiple bachelor's degrees and has been professionally involved
as a researcher in qualitative studies within the Swedish mining industry, where thematic
analysis have been used.

5.7 Social and Ethical considerations

Considering that all our empirical findings are generated through publicly available
sources, we as researchers can observe and report freely on the issues we want to examine
(Byrne, 2022). However, our report can influence different stakeholders within the
contexts we are examining. That is why assessing the risk of harm our study can have on
the sample firms and their nearby environment is important. In research, making sure that
the potential benefits of the study outweigh the potential risks of conducting it is crucial
if a researcher wants to carry out an ethically correct study (Wiles, 2013).

The main risk we identified is the negative reputational impact our study may have on the
sample firms, which might affect the firms’ relations with shareholders, customers,
suppliers, regulators, and employees. To keep the objectivity of our study intact, the firms
were not invited to comment on our conclusions before publication. Thus, our assessment
of the sample firms might not align with the firms’ own intentions with their narratives.
However, highlighting a potential discrepancy between narratives and the ESG score
could also act as an eye opener for a firm to change its narratives in order to avoid
litigation costs that could be associated with a too positive narrative (Dong & Zhang,
2019; Houston et al., 2019).
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Also, given that our research can inspire regulators to further develop regulations to
increase transparency in the financial markets, we assess the potential benefits outweigh
the potential risks with regards to societal and ethical factors by far.
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