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Rethinking the S in ESG: the
second half of the sustainability
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As a result of being easier to measure and less likely to conflict with profit making, the E of ESG has dominated
efforts — it's time for the S to claim its place at the centre of this acronym.

Sustainability is a game of two halves. In the first, the goal is to raise collective awareness through advocacy and

environmental evangelism, making the highest number of people fully conscious of the importance of a sustainable
future. The objectives of the first half of the game have shaped the early nature of the concept of sustainability: green
and shallow. Sustainability metrics exactly mirrored these features.

Towards a new balance in ESG

Looking back at the recent past of ESG, we can see a huge E and two smaller letters — the S and the G. The reasons
for this are clear. First, the E is much easier to measure; second, and most importantly, in the realm of E, keeping
profit and purpose aligned is a simpler task compared to the pursuit of social objectives without endangering

shareholders’ dividends.

The easy and shallow approach to sustainability means that financial players and large corporations have carefully
dodged any kind of profit-purpose tension. They have achieved this by means of one of two strategies: either
engaging in negligible corporate social responsibility initiatives or cherry-picking sustainability objectives that don't
require any trade-off between profit and purpose. This has resulted in an overwhelming prevalence of green
narratives and environmental-related goals, with crucial social objectives being overlooked. The price for such an
imbalance has become evident only recently: the politicisation of ESG and the slowing down of the green transition
due to emerging social tensions. There follows an imperative necessity to bring the letter S back to the centre of the
debate.

Placing the S at the heart of the ESG triad

This marks the beginning of the second half of the game, where the nature of sustainability efforts needs to assume
two distinctive features, becoming social and transformative. Social means pursuing full integration and a fair balance

between climate change oriented efforts and a commitment to fighting inequalities and social exclusion.
Transformative means that radical change must be delivered. Efforts alone are no longer enough, enly real social

impact matters, and measurement techniques are bound to change accordingly. Long lists of standardised indicators
and routine approaches will need to be accompanied by a bespoke theory of change, with a clear specification of the
input-output-outcome-impact nexus of causality to deliver transformative change and make communities better-off.

The new centrality of the S in the ESG triad makes the sustainability playing field far more complex. Boards of
directors will have to face complicated situations in which profit and purpose clash; the resulting trade-offs will need to
be managed with considerable creativity and bravery.

Profit and social purpose can be kept aligned, but this may require additional innovation in the business model and,
potentially, research and development. Challenging as it may be, this represents a strong reason to embrace social
objectives openly and deeply. Pursuing complex social impact acts as an extraordinary goal-stretching device within a
company, triggering its most creative and innovative forces.

Unlocking the transformational power of the measured social impact

The intrinsic complexity of measuring social impact also merits consideration. The complexity is a result of the
heterogeneous, sector-specific and idiosyncratic nature of social issues, which prevents the use of routine
measurement algorithms. Furthermore, social impact measures are often long-term exercises, a feature making them
less compatible with standard management practices.

In the near future, companies will become subject to a double pressure: the overwhelming burden of compliance
requirements, especially in the EU, and the additional complexity associated with the centrality of social aspects. Due
to societal challenges, market pressure and compliance obligations, considerable costs will sneak into companies
through the back door. Organisations may either passively accept such costs or turn them into a highly valuable
asset, the measured social impact.

The measured social impact may be a source of value creation at the operations, management, strategy and
governance levels. For example, it will help improve recruitment and reduce staff turnover, it will allow the design of
balanced incentive schemes for the executive leadership team and may lead to innovative supply chain management
policies. At the strategy level, a focus on the social aspect of ESG may contribute to the building of a unique and
credible value proposition or entry into new market segments.

There are a few important steps that boards should take to better integrate the S of ESG. They should ask
themselves how coherent their corporate culture is with the company's social purpose, be aware that the pursuit of
social impact requires a change management programme involving the whole organisation and implement a new
impact measurement infrastructure with specific social indicators dedicated to both internal and external social value
creation.

The definition of a clear and ambitious social purpose brings us to the crux of the matter, that is the importance of
supporting these evolving processes with a new and modern governance structure committed to promoting a deep
redefinition of purpose, its integrity and mechanisms to ensure the company’s social mission is locked-in.

Mario Calderini, Professor of Management for Sustainability and Impact in the School of Management at Politecnico
di Milano

Image credit | Shutterstock

This article appeared in the Online exclusive issue of Governance and Compliance.

o

Report or be reported Al and the talent pipeline Intelligent reporting or artificial

< ‘ < promises?
<t

Topics
Cross sector ESG Feature
Becomea Subscribe to access all / CGIUKI Awards 20204
G overnance + professional = © [elsis . \ _ ,
i subscriber @ 4 - | Simibaisdiill NOminations are now
Com P liance CGIUKI website ranos 2000 NOSEN

The magazine of: The Chartered Governance Institute UK & Ireland

: J,. 4 A
CGIUKI on Facebook Joinus (@ CGIUKI website (% Contact us

Services (&' CGIUKI professional development Advertise

CGIUKI on Twitter _ : :
Jobs (& Submit an article Privacy

CGIUKI Linkedin Terms of use

Designed and produced by Redactive Media Group 2024




