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Incomplete KPI Coverage

Lack of Disclosure and Specificity

Many KPIs fail to address full emissions

scopes—particularly Scope 3, which often

represents the largest share of a company’s

carbon footprint.

Oftentimes, KPIs are vaguely defined or lack

sufficient disclosure, reducing credibility

and accountability

Important environmental dimensions such as

air quality are frequently overlooked, despite

their material impact on public health and

local ecosystems.

Weaknesses

Comprehensive GHG Emission Coverage

Consider Full Spectrum of Material Issues

Strengthen Oversight by Investors and SPOs

Recommendations 

Sustainability-linked instruments should mandate full

coverage of Scope 1, 2, and 3 emissions, especially

for high-emitting sectors.

Incorporate sectors with high local environmental

impact particularly for air pollutant metrics (e.g., NOx,

SOx, PM2.5) in KPI frameworks. 

Investors & Second-Party Opinion (SPO) providers

should flag incomplete KPIs & demand greater

transparency, third-party verification, & robust penalty

mechanisms to enhance the credibility of

sustainability-linked financing.

Sustainability-Linked Bonds (SLBs) & Sustainability-Linked Loans (SLLs) are rising as ESG

financing tools, aiming to incentivise sustainability, align financing with climate goals, and enhance

corporate accountability.

But growing evidence suggests a credibility gap:

   Background & Motivation   

Rapid growth since 2020,

but concerns remain

Du et al. (2023): SLLs often used by high-emitting firms but lack impact due to weak incentives

Affolter et al. (2024): SLBs with science-aligned KPIs trigger stronger market reactions

Poggensee (2025): Market values credibility over cost

Analysis focused on the Energy, Agriculture, and Transportation sectors due to:

Their role as major emitters, placing them at the center of climate mitigation efforts

Investor and regulatory pressure to adopt science-based, material KPIs
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