Journal of Management and Governance
https://doi.org/10.1007/510997-021-09581-x

®

Check for
updates

Corporate strategies oriented towards sustainable
governance: advantages, managerial practices and main
challenges

Ivo Hristov'® - Antonio Chirico’ - Francesco Ranalli’

Accepted: 2 May 2021
© The Author(s) 2021

Abstract

In the face of advancing globalization, societies have undergone a significant trans-
formation over the last decades. The resulting environmental, social, economic and
institutional challenges have made the issue of sustainability more relevant than
ever, touching every aspect of our lives. To respond to these challenges, institu-
tions and companies must jointly pursue the common goal of sustainable develop-
ment. However, to integrate sustainability in strategic decision-making, academics
and managers require a clear view of the advantages, key value drivers and poten-
tial solutions. Accordingly, we focus on two questions: What are the advantages of
integrating sustainability initiatives in strategic decision-making? How can sustain-
ability be integrated in the corporate strategy with a view to sustainable develop-
ment? Based on semi-structured interviews with 85 managers specialized in sustain-
able governance, we provide a clear picture of the role of sustainability in the value
creation process. Our proposed conceptual model suggests a positive correlation
between implementing sustainability initiatives and corporate performance. Moreo-
ver, our findings show that firms that effectively implement sustainability improve
the conditions of their surrounding communities. Indeed, a sustainable corporate
strategy can lead not only to superior performance, but also to improving the wellbe-
ing of all stakeholders.
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1 Introduction

The effects of climate change and the degradation of the environment have
become critical issues, and experts state that in just a few years, these effects will
be irreversible. As such, the need for individuals and companies to roll up their
sleeves to change the current direction of events is pivotal and urgent. Only in the
last two decades have companies started to become aware of the need to adopt
sustainable practices (Cantele & Zardini, 2018), recognizing the environmental
impact of their activities, and realizing the importance of jointly addressing sus-
tainability issues in the social, environmental and economic sphere (Adams &
Frost, 2008). While governments and businesses may now acknowledge the sus-
tainability issue, the increasingly alarming problems require concrete and urgent
actions to find effective and efficient solutions. Social and environmental respon-
sibility is neither detached from nor in opposition to a corporate strategy based on
economic objectives (Bhattacharyya, 2019), and should be a fundamental compo-
nent of integrating sustainability with a view to long-term benefits aimed at the
creation and distribution of value (Chalmeta & Palomero, 2011). Integration is
here intended as an organizational system that brings together the sub-system of
components to ensure a coordinated whole (Lawrence & Lorsch, 1967). Sustain-
ability is one such component of the corporate strategy (Suganthi, 2019) and a
vehicle to sustainable development.

Despite the significant and growing literature recognizing the potential of sus-
tainability at the strategic level (Figge et al., 2002; Morioka & de Carvalho, 2016;
Sahut et al., 2019), its integration with corporate strategy and managerial practice
remains suboptimal (Braune et al., 2019) for two main reasons: First, the absence
of a clear picture, data and empirical evidence of the advantages of integrating
sustainability in the corporate strategy. From a management perspective, to the
best of our knowledge, few studies focus on the advantages and performance
drivers of practical solutions to integrating sustainability in the corporate strat-
egy (Parisi, 2012). While some studies suggest that sustainability is positively
linked to performance (e.g., Liao, 2018; Magon et al., 2018; Wang et al., 2016;
Xie, Nozawa, et al., 2019), the findings are not supported with evidence from a
managerial perspective, instead justifying the theoretical approach with interna-
tional standards and reports. In addition, and inconsistently, other studies assert
a negative relationship between sustainability and performance (e.g., Cantele &
Zardini, 2018; Lewandowski, 2017; Miroshnychenko et al., 2017). The second
reason, linked to the first, is the absence of practical solutions and strategic tools
that support managers in implementing sustainable strategies. Limited research
has focused on practical approaches to adopting a sustainable strategy (Bisbe &
Malaguefio, 2012; de Villiers et al., 2016; Parisi, 2012). Accordingly, without
alternatives, managers are forced to make recourse to traditional accounting sys-
tems and financial measures (Michelon & Parbonetti, 2010).

To summarize, a review of this literature shows a lack of clarity and some con-
fusion on which performance drivers are linked to the integration process, thus
requiring more attention in managerial practice. We can only hypothesize that
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sustainability has a positive impact on firm performance given the mixed results
and the absence of managers’ perceptions or insights on this relevant topic (Geng
et al., 2017; Michelon & Parbonetti, 2010; Zhu et al., 2012).

Therefore, to address this gap in the literature and advance the field, the pre-
sent study focuses on managers’ perceptions and managerial practices related to
sustainability. Given these premises and the need to clearly identify the impact on
performance of integrating sustainability in the corporate strategy, this study has
a twofold purpose:

(1) Provide a clear picture of the advantages for managers and organizations that
implement corporate strategies oriented towards sustainability.

(2) Identify the managerial practices, measures and key challenges related to inte-
grating sustainability in the corporate strategy.

With regard to the first purpose, we analysed the literature and conducted
semi-structured interviews with a sample of 85 managers who clearly describe
their corporate sustainability policies and the perceived advantages. We identify
four main performance areas and key dimensions that managers perceive posi-
tively: financial performance, stakeholder perceptions, image and reputation, and
cultural change. These dimensions play a crucial role in strategic decisions on
whether to implement a sustainable strategy or not. For each dimension, we pro-
vide a comprehensive analysis of the key value drivers linked to performance.
Through interpreting the sustainability drivers considered relevant in the value
creation process, we identify the main performance outcomes. Our findings thus
offer managers a clear view of the competitive advantages of increasing their sus-
tainability knowledge and management experience (Cinquini & Mitchell, 2005)
in everyday matters, supporting decision-making on the implementation of a sus-
tainable strategy.

With regard to the second purpose, specific sections of the questionnaire were
aimed at analysing and discussing the practices, measures, main challenges and
criticalities to provide practical solutions to the integration process. Accordingly,
we built a strategic scorecard based on a set of key performance indicators (KPIs)
and goals designed to implement, monitor and manage sustainable strategies.

Our findings suggest that integrating sustainability at the strategic level
requires incorporating sustainability in the organizational culture. The managers
affirmed that sustainable development is first of all a cultural factor that requires
understanding and acceptance and is, at the same time, a critical and a difficult
challenge.

We develop a theoretical framework that posits sustainability as a key element
of responsible and successful organizations that proactively place themselves in
the environment. The framework is based on three main pillars. First, sustain-
ability needs to be incorporated at an early stage, namely when planning and for-
mulating the corporate strategy. Second, the scorecard analyses each of the four
dimensions (environment, culture, economic and social) in terms of sustainabil-
ity goals, measures, processes and targets. Indeed, given the premises and the
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managers’ assessments of the critical issues and challenges, we added the cultural
dimension to the traditional triple bottom line (TBL). The third relates to clearly
defining and discussing the potential impact on performance when sustainability
is integrated at the strategic level.

The remainder of the paper is structured as follows. Section 2 provides the theo-
retical background on the main issues we address. Section 3 develops the research
methodology, followed by the findings (Sect. 4), sustainable management practices
and main challenges (Sect. 5). Section 6 discusses the results and future research
directions. Section 7 concludes the study.

2 Theoretical background
2.1 Management control and sustainable development

Management control has a significant role in the decision-making process, integrat-
ing several phases aimed at guaranteeing strategic alignment between the corporate
strategy, actions and operations (Burney et al., 2009; Busco et al., 2007; Langfield-
Smith, 2007). Developing the performance of individuals and teams allows a stra-
tegic plan to be defined according to a cause—effect relationship (Chenhall, 2005;
Cinquini & Tenucci, 2010). One of the main challenges for companies and managers
is generating sustainable value in a long-term perspective, integrating sustainability
in governance and corporate strategy-making (Barnett, 2007; Barnett & Salomon,
2006). This is indispensable to guarantee economic development compatible with
social equity and respect for ecosystems based on a balanced and interconnected
relationship between the TBL (economy, society and environment) and corporate
strategy (Perego & Hartmann, 2009). In particular, the implementation of a struc-
tured management control system oriented to sustainability is fundamental for firms
to overcome the new challenges posed by the environmental context (Hull & Roth-
enberg, 2008).

As mentioned, one research stream suggests potential positive effects of integrat-
ing sustainability in the corporate strategy mainly in terms of financial advantages
(e.g., Charlo et al., 2013; Hsu & Chen, 2015; McWilliams & Siegel, 2000, 2001;
Wang et al., 2016; Xie, Huo, et al., 2019; Xie, Nozawa, et al., 2019), and image and
reputation (Cai & Li, 2018; Liao, 2018). Yet, little is known about the main sustain-
ability dimensions that managers consider in practice, and how they might impact
overall corporate performance (Adams, 2002; Burke & Logsdon, 1996). As a result,
sustainability issues have often remained disconnected from the corporate strategy,
leaving the contribution to performance uncertain.

This has prompted our first research question, and is likely the most complex
and critical, particularly given the impossibility of providing a unique and standard
solution for organizations of different types, sizes, sectors and many others factors.
Accordingly, supported by the managerial experiences, we attempt to provide the
clearest picture possible of the main sustainability dimensions as positive drivers of
performance in the decision-making process.
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2.2 Sustainability and corporate strategy

We analyse two different research streams on sustainability and corporate strategy.
The issue of sustainability planning is increasingly important in corporate strategy
(Braune et al., 2019). The integration of sustainability is recommended by the main
international standards, guidelines and strategic documents, such as the European
Commission Corporate Social Responsibility (CSR) recommendations underlining
the importance of a long-term strategic approach to sustainability. Sustainability
integration is part of the ISO 26,000 guidelines referring to the inclusion of social
responsibility as a key element of the organization’s strategy, the Global Reporting
Initiative (GRI), and the integrated reporting framework of the International Inte-
grated Reporting Council (IIRC), referring to the strategic focus of sustainability
and future orientation (Adams & Frost, 2008; de Villiers et al., 2016).

The most frequently studied dimensions of sustainability are the role, use and
measures from a social science perspective (Azevedo et al., 2012; Trianni et al.,
2019), and corporate governance in relation to business management and account-
ing (Cinquini & Tenucci, 2010). Although both dimensions have been amply stud-
ied and discussed, few studies focus on an integrated approach (Farias et al., 2019;
Figge et al., 2002; Morioka & de Carvalho, 2016).

Indeed, the relationship between these dimensions has been analysed mainly in
two ways. The first, strictly linked to social responsibility, is the CSR discipline
(Barnett & Salomon, 2006), providing a bridge between sustainability issues and
corporate strategy, customers, employees and communities to create a culture ori-
ented toward the social and environmental consequences of business activities. The
second aspect, from a strategic point of view, is the KPI system. Several recent stud-
ies have focused on the relevant role of performance indicators in implementing a
sustainable strategy (Acquaye et al., 2014; Bai & Sarkis, 2014; Bini et al., 2015;
Hristov & Chirico, 2019; Le Tellier et al., 2019), and integrating sustainability
in the corporate strategy (Bansal & Bogner, 2002; Figge et al., 2002; Morrow &
Rondinelli, 2002). Indeed, CSR and the KPI system are used to explain the rela-
tion between sustainability and corporate strategy from different perspectives, albeit
distant and lacking integration (Sahut et al. 2019). In fact, sustainability reporting is
considered a secondary dimension aimed mainly at improving corporate image and
reputation, but often not really linked to corporate strategy.

Therefore, we propose a theoretical model aiming to synthetize the relation
between sustainability and corporate strategy (Fig. 1).

Dimension (A) in the figure represents sustainability disclosure based on the
TBL approach (dashed grey oval). The environmental, social and economic dimen-
sions are strictly correlated. Considering these dimensions in corporate governance
enhances the organizational process and moves the firm’s perspective from value
creation to a sustainable value orientation, as well as correlating stakeholder needs
with the firm’s goals. This dimension is mainly measured and implemented with the
use of sustainability KPIs (link 1), an integrated approach to internally add value
to the role of sustainability. The second approach, externally oriented, is CSR cor-
responding to stakeholder engagement (link 2). Moreover, both CSR and the KPI
system have a significant impact on the second dimension (B), the corporate strategy
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Fig. 1 Sustainability strategy

(dashed black oval). From a strategic point of view, the KPI system is an expression
of the firm’s performance management system (PMS) through selecting, implement-
ing, monitoring and refining the corporate strategy (link 3). This systematic process
allows implementing the corporate strategy and supporting managers in each step of
the decision-making process. Finally, an additional and important connection (link
4) between corporate strategy and CSR is planning disclosure as part of the corpo-
rate strategy and increasing shareholder value.

Therefore, while CSR and the KPI system link sustainability and corporate strat-
egy, they remain detached. Although both dimensions impact the firm’s governance
and management, they tend to be analysed separately and discussed within their
boundaries. Instead, our conceptual model integrates sustainability and corporate
strategy by widening these boundaries.

3 Research method

3.1 Sample design and data collection

We collected data from a sample of 85 managers specialized in sustainable corpo-
rate strategy through (1) a survey questionnaire for the sampling and preliminary

data, and (2) an interview questionnaire for data selection and analysis, leading to
a structured analysis of the advantages of adopting a sustainable corporate strategy
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Fig.2 Sample selection

initial sample

190

total
respondents

115 (60%)

sample
selected

85 (45%)

in business management and governance. We selected the respondents using the
AIDA! database and personal contacts, emailing a web-based questionnaire to 190
managers for some basic information and their experience with sustainability issues.
More specifically, the selection criteria included companies with over 100 employ-
ees, as they are expected to have more sophisticated PMS to manage sustainable
integration (Lisi, 2015). In particular, in the first section of the questionnaire, we
focused on the general demographics, and in the second section, on work experience
with sustainability issues. We received a total 115 responses (60% response rate). To
ensure selection quality, we identified the managers to include in our final sample on
the basis of their experience (more than 5 years managing sustainability issues) and
position (middle and top managers). Of the 92 managers we identified and contacted
by email to verify their availability for face-to-face interviews, 85 confirmed their
participation (Fig. 2).

In terms of industries, our respondents are from the manufacturing (34%), tour-
ism (27%), healthcare (19%), food and beverage (13%) sectors, and the remaining
7% in information technology, finance, and education services. Table 1 presents the
descriptive statistics. A large proportion of the sample is male, aged 45+ years, and
middle managers with more than 5 years experience.

3.2 Interviews and variables analysed

The interviews with the 85 managers (54 face-to-face and 31 by phone) lasted
45 min on average (from 33 to 57 min), and all the data were analysed by categoriz-
ing the responses into the main conceptual dimensions. In particular, our research
questions guided the development of the questionnaire, resulting in three different
sections covering 20 questions (Appendix). The first section explores the advantages
of a sustainable strategy linked to management and governance. The second investi-
gates the practices and measures related to integrating sustainability in the corporate

! An online database containing financial, personal and commercial information on over 500,000 joint-
stock and financial companies in Italy.
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Table 1 Sample description

Gender Male 63 74
Female 22 26

Total 85 100

Year >50 19 22
45-50 42 49

<45 24 29

Total 85 100

Job position Top manager 28 33
Middle manager 57 67

Total 85 100

Job experience in sustain- >10 31 36
able strategy (years) 5-10 54 64
Total 85 85

Bold indicates total sample interviewed

strategy. The last section explores the main challenges and critical issues related to
the integration process.

3.3 Validity and rigour of the method

All the raw data were transcribed after the interviews, then interpreted and catego-
rized into the defined conceptual areas. We asked the respondents to check the infor-
mation transcribed from the interviews for potential inaccuracies (Bortolotti et al.,
2015). To verify and improve the validity of the results, we contacted the manag-
ers several times (three rounds after the initial interviews) to discuss the summary
findings and make any changes requested. To improve internal validity and reduce
researcher bias, we triangulated the data collected from the interviews with second-
ary data from the literature reviewed (Eisenhardt & Graebner, 2007).

4 Research findings

We have divided our research findings into two parts. The first explores the advan-
tages related to integrating sustainability in the corporate strategy (RQ1). The sec-
ond, presented in Sect. 5, identifies the practices and measures (strategic dimensions
and sustainable KPIs), main challenges and critical issues in the integration process
(RQ2). Finally, we offer a conceptual framework (Sect. 6) that provides a way to
consider and integrate key sustainability issues in the corporate strategy.

In line with our first purpose, after the interviews, we read and analysed the man-
agers’ responses, clustering the information related to specific outcomes. Once the
clusters were generated, we re-contacted the managers (first round) to discuss the
interpretation of the qualitative data and make the required changes. Thereafter,
we identified four main performance outcomes (financial performance, image and
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reputation, stakeholder perception, and cultural change) representing the drivers of
value creation in integrating sustainability at the strategic level, as we next explain.

4.1 Financial performance

The first performance outcome that emerged from the analysis and interpretation of
the managers’ responses is the financial dimension. All of the 85 managers inter-
viewed offered an in-depth discussion on how the integration between sustainability
and strategy brings advantages in terms of financial performance. For instance, from
the question “What are the main advantages of integrating sustainability in the cor-
porate strategy?” (Question 2, Appendix), we conclude that implementing sustain-
ability at the strategic level has positive effects on financial performance, mainly in
terms of cost reduction and revenue growth. The managers discussed several key
issues supporting this conclusion, particularly with regard to material substitution,
fewer resources needed to store materials, green packaging, lowering energy con-
sumption in the production processes, and waste disposal. In particular, the data
lead us to conclude that sustainability is strongly linked to financial performance,
as managers emphasized the relevant role of using, reusing and recycling the low-
cost inputs, and the benefits of renewable sources. Thus, these sustainable activi-
ties are all substantial opportunities to increase efficiency and productivity and,
consequently, cost reduction and revenue growth. In addition, the managers high-
lighted that eco-innovation, initially seen as increasing costs, is now considered an
opportunity to improve overall performance. In fact, Przychodzen and Przychodzen
(2015) focus on the financial advantages of eco-innovators, suggesting that engag-
ing in eco-innovation investments translates into positive effects on return on assets
(ROA) and return on equity (ROE), and that eco-innovative firms are less exposed to
financial risks and obtain greater free cash flow than firms that do not engage in such
innovation.

In addition, the managers affirmed that, after an initial investment to integrate
sustainability initiatives in the organization, the positive financial impact on aver-
age registers after 2/3 years. This lag is mainly due to the time required to ensure
integration between the business units (sustainability-oriented culture) and imple-
menting the environmental and social initiatives. Thus, our respondents confirm the
hypothesis of a positive relationship between a sustainable corporate strategy and
financial performance.

4.2 Corporate image and reputation

The second performance outcome is the advantage in terms of image and reputa-
tion, strongly linked to the integration process. We raised the question as to whether
or not being efficient leads to benefits in terms of increased reputation. Sixty-five
managers highlighted that sustainability integration at the strategic level is posi-
tively perceived outside the firm, particularly by actual and potential clients. The
managers suggested that a positive image and reputation allows the generation of
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further opportunities in terms of new collaborations, new market segments, stronger
customer loyalty, and social initiatives in collaboration with universities and public
institutions, helping firms achieve a competitive advantage and increase brand value.
Moreover, an alternative point of view emerged from the interviews. The manag-
ers suggested they consider the potential negative impact on image and reputation
when sustainability is not integrated in the strategy, since the negative effects gener-
ated by the organizations’ activities linked to the consumption of energy and water
resources, gas emissions, waste management and so forth affect customer percep-
tions. Hence, the image and reputation engendered by integrating sustainability at
a strategic level is a relevant issue that affects customer decisions (Cai & Li, 2018;
Liao, 2018).

Therefore, our analysis reveals that a sustainable image is an essential factor to
enhance performance through environmental and social strategies, showing that sus-
tainability initiatives are valued when such efforts are promoted. Many organizations
have realized that integrating sustainability in their management system is essential,
as they cannot succeed without it in a global world, or engage in hyper-competitive
relationships. Accordingly, this process leads to an increase in sales, reduces costs,
strengthens relationships with stakeholders and, consequently, increases profits.

4.3 Stakeholder perceptions

A third performance outcome linked to the integration of sustainability in the corpo-
rate strategy suggested by 62 managers is stakeholder perceptions. They pointed out
that a large proportion of the stakeholders, from clients to potential investors, from
employees to financial institutions, report that sustainability issues are a relevant
factor in their decision-making process. For example, customers are more conscious
than in the past of the sustainability of products and services, and the responsibil-
ity of organizations, thus seeking information on production methods and the envi-
ronmental impact of the firm’s activities. Therefore, non-economic benefits, such as
improving brand reputation, customer retention, creating value for the entire com-
munity, and safeguarding the environment must be taken into account. Our respond-
ents asserted that this process translates into several advantages for a sustainability-
oriented company. For example, deferring payments, forecasting future orders and
providing general information on the future strategy are enabled when customers
perceive an organization as more sustainable than its competitors. In the same way,
the relationship with financial institutions allows easier access to credit lines and
supporting cash flow needs. In addition, potential investors may perceive reduced
risk when investing in firms with lower borrowing and capital costs. Therefore, in
adopting sustainable practices, stakeholders derive greater satisfaction and perceive
the organization as better than others that do not implement sustainable practices.
The positive relationship between a sustainable corporate strategy and stakeholder
perceptions brings advantages to business performance in terms of satisfying stake-
holder needs and developing trusting relationships with them. With respect to the
first outcome (image and reputation), this is more externally oriented and focused on
the needs and perceptions of all stakeholders.
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The data suggest that one of the most important ways that sustainable integra-
tion can enhance a company’s performance is through the firm’s positioning with
stakeholders.

4.4 Cultural change

The last performance outcome that emerged is the cultural change generated in
an organization when a sustainable strategy is implemented. Forty-three man-
agers highlighted that the integration process is supported by a sustainabil-
ity culture in both the company and individuals. This dual role of the cultural
dimension is particularly interesting and, as numerous respondents suggested,
is a driver of implementing sustainability in the corporate strategy. As a perfor-
mance outcome, it impacts the organizational culture and reinforces and sup-
ports the corporate strategy in redefining and developing sustainability goals.
The respondents asserted that strategically integrating sustainability in the
organization’s culture can be achieved by implementing strategic goals including
co-working spaces, employee involvement, and university and public institution
collaborations. For example, the propensity to increase and involve human capi-
tal in defining a sustainability plan where employees feel safe to express them-
selves and share information and ideas will bring benefits to the company and
the people involved, optimizing production and integrating different resources.
This finding is in line with SDG8 (2030 Agenda) of the sustainable develop-
ment goals (SDGs) to “promote sustained, inclusive, and sustainable economic
growth, full and productive employment and decent work for all”, albeit scarcely
addressed and discussed in the literature. Moreover, growth and cultural change
require a solid and concrete network of relationships that can lead to different
opportunities. In this context, conveying and increasing the propensity for a
sustainability culture facilitates achieving the SDGs. Accordingly, this requires
focusing on strategies based on reward systems, strengthening external collabo-
rations and defining cultural initiatives with schools and universities.

5 Sustainable management practices and main challenges

As previously mentioned, after presenting the advantages for organizations that
implement sustainability-oriented corporate strategies, we analysed the manage-
rial practices and measures actually used to integrate sustainability at the strate-
gic level, as well as the main challenges of the integration process.

To this end, after the initial interviews, we analysed the managers’ responses,
identifying the strategic goals and KPIs emerging from managerial practice,
including the main challenges and critical issues of integrating sustainability in
the corporate strategy. After our analysis, we once more contacted the respond-
ents (second round), summarized our interpretation of the results and provided
them with the KPI system generated (Table 2), the future challenges and the
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Table2 Sustainability KPIs

Environmental goals

Sustainability performance measures

Frequency (%)

Reduce utility consumption

Reduce emissions (air, water and soil)

Reduce radiation, noise and vibrations

Waste: efforts to address
“green-ness”

Use renewable sources

Energy intensity
Electricity consumption
Gas consumption

Soil use

Water use

Emission of ozone-depleting substance

Emission of greenhouse gases

Emission of other environmentally affecting
gases

Carbon footprint (Carbon footprint)

Sulphur dioxides (SOx emissions)

Nitrogen oxides (NOx emissions)

Environmental accidents

Level of noise

Level of vibrations

Waste reduction rate

Percentage of waste generated per thousand
product units

Dangerous waste generated rate

Percentage of hazardous material over total
waste

Percentage of reusable/recycled material

Pollution indicators (emissions to air, effluent,
solid waste)

Waste generated from products and materials

Renewable energy percentage

Percentage of reusable/recycled material

Renewable electric sources

Sustainable water use

75

65

60

50

50

Social goals

Sustainability performance measures

Frequency (%)

Employees’ acceptance of organiza-
tional change

Environment and work conditions

Human rights

Society

Employee satisfaction rate

Employee turnover rate

Number of training hours per employee
Rate of employees that are shareholders

Employment rate
Internal relation rate
Health and safety rate
Training rate
Diversity rate
Opportunity rate

Equality (male to female ratio)

Child labour

Forced labour

Disciplinary actions

Social security

Charity donations (community rate)

Social initiatives at national and local levels
Expenses for social initiatives

Percent participants in social initiatives
Corruption

80

60

65

55
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Table 2 (continued)

Social goals Sustainability performance measures Frequency (%)
Responsibility Consumer safety 40
Privacy
Economic goals Sustainability performance measures Measures
Increasing return on investment Cost of ownership linked to energy, cost 90
consumption, cost of social and environmen-
tal tax

Growth of gross margin
Total costs and investments relating to envi-
ronmental protection

Increase revenues Additional revenue through: additional price 80
premium brand differentiation, sustainable
innovations

Enhance product technology Total investments in technology 80
New environmentally sound processes intro-
duced
New environmentally sound product develop-
ment
Response to environmental product requests
Amount of environmentally safe alternatives

Guarantee quality Production sites with environmental certifica- 50
tion
Mutual planning for environmental improve-
ments
Environmental information accuracy
Supplier rejection rate

critical issues that we perceived. In the following subsections, we discuss the
output in line with the discussion with our respondents with regard to first the
practices and measures, and then the challenges and critical issues.

5.1 Practices and measures

Addressing the integration process, the managers discussed the various ways in
which their companies have invested in implementing sustainable practices. The
findings suggest that the main initiatives adopted are improving energy efficiency
(e.g. purchasing new energy-efficient machinery and/or installing photovoltaic sys-
tems). These initiatives aim to reduce the use of natural resources (by using materi-
als with a high recyclability rate), decarbonizing the economy, supporting their local
communities and investing in employee training, thus increasing engagement with
people and creating added value, not only for the firm but also for the community.
The managers discussed the relevant role of sustainability KPIs aimed at implement-
ing, monitoring and measuring the sustainability strategy adopted. In fact, the man-
agers unanimously agreed on one point: a KPI system is a necessary tool, a bridge
between sustainability and the corporate strategy, to understand exactly where the
company is heading and to check its trajectory is in line with the agenda. Managers
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must be able to quickly correct and adapt to changing market conditions. If they
want to succeed in an extremely competitive market, they need a way to measure
progress in real time, adapting their actions on the basis of the KPIs. Also emerging
from the interviews was that the managers use several sustainable KPIs in practice
to implement the sustainability strategy. We asked the respondents to indicate the
sustainability dimension mostly considered and the three sustainable goals associ-
ated with the dimension. We then calculated the reported percentages based on the
frequency of the goals. We then discussed each goal to identify the measures most
used in practice, reporting all the indicators associated with the specific goal iden-
tified. For the environmental dimension, the goal most considered in managerial
practice is the reduction of utility consumption (75% of managers), for the social
dimension, employees’ acceptance of organizational change (80%) and, finally, for
the economic dimension, increasing the return on investments (90%). In addition,
we identified the KPIs most used for each strategic goal. Table 2 details the KPIs
adopted for each specific dimensions.

The strategic goals and sustainable KPIs presented in Table 2 are considered a
useful tool to implement sustainability at the strategic level, and a starting point for
practical applications in future studies. As specifically discussed with the respond-
ents, all aim to enable implementation, monitoring and management of sustainabil-
ity issues, thus facilitating the integration process in managerial practice.

5.2 Challenges and critical issues

The main incentive for organizations to adopt sustainable strategies and policies is
the possibility of gaining a competitive advantage. In fact, changing towards sustain-
ability may prompt a real evolution of the competitive scenario, provided that organ-
izations are proactive and ready to make internal changes, adapting their structures
in a short time-scale to remain competitive. Organizations that adapt sooner and do
not consider sustainability as a difficult challenge with few justifications are better
able to gain a leadership position than competitors.

According to the managers interviewed, the benefits linked to implementing sus-
tainability exceed the costs. However, one issue that emerged concerns the quantifi-
cation of the costs and benefits. This is a significant criticism that impacts the deci-
sion to implement sustainable strategy. All respondents mentioned that a large part
of the decision is driven by economic expectations in terms of cost reduction and
revenue growth, as confirmed by the literature (Bhattacharya & Sen, 2004; Epstein
& Wisner, 2001). Specific qualitative and quantitative measures are thus needed
to evaluate the performance of the sustainability strategy adopted, a challenge that
future studies and managerial practice might address.

In addition, 75% of respondents recalled another important issue: many compa-
nies are still convinced that sustainability is a cost, impedes their growth and leads
to unstable innovation, without yet realizing that sustainable strategies bring many
positive effects. Many firms feel sustainability is a legal constraint, where the envi-
ronmental repercussions and financial results contradict the facts. Consequently,
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integration is not advancing quickly enough, mainly because of the cultural bar-
rier in organizations and the lack of trust in the financial benefits that derive from
a sustainable strategy. Indeed, managers are still too focused on short-term finan-
cial results, a critical issue that hinders the integration process, calling for a cultural
change to achieve an integrated view of the corporate system.

6 Sustainable governance and future research directions

In line with our findings, we provide a theoretical framework (Fig. 3), as an exten-
sion of Fig. 1, that we call the ECES (environmental/cultural/economic/social)
model. Based on the respondents’ needs and expectations, in this last (third)
round of interviews, we presented our model to the managers and discussed its
potential for corporate performance. We incorporated the modifications that the
respondents suggested to improve the model’s effectiveness.

Through a careful analysis of the literature and the managers’ experiences, we
provide a clear picture of the role of the key value drivers of sustainable devel-
opment. The framework is based on three main pillars: (1) the way to integrate
sustainability in the corporate strategy; (2) the practices and measures to support
integration; and (3) the advantages firms may obtain thanks to implementing a
sustainable corporate strategy.
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With regard to the first pillar, the model suggests incorporating the sustain-
ability level (B) in the corporate strategy (A) during the planning and formulation
stage to enable integration of all the sustainability dimensions in the firm’s cor-
porate management and governance. The strategic alignment of CSR and the KPI
system allows linking of sustainability and the corporate strategy, in turn leading
to effective integration of the sustainability strategy in the early strategy formula-
tion stage.

With regard to the second pillar, the model identifies the key sustainability
dimensions to include in the corporate strategy and, alongside the traditional TBL,
the fourth cultural dimension, aimed at developing a sustainability-oriented mind-
set and, thus, effective integration. For each dimension, a sustainability plan needs
to be prepared based on a multidimensional scorecard of the strategic goals, KPIs,
measures, processes, targets and analyses. This approach is essential to design a
structured system that allows managers to implement sustainable strategies based
on the fundamental drivers of sustainability development. We highlight the cultural
dimension (organizational culture) separately from the social dimension because of
its strategic role in supporting the integration process. Indeed, 60% of our respond-
ents highlighted the need to consider this additional dimension as fundamental to
developing and implementing a sustainable strategy. For example, one of the manag-
ers stated, “The cultural context is the key to build a favourable climate that allows
achieving sustainable integration. The cultural factors explain, at the same time, the
fears and perspectives deeply embedded in the organization’s mindset”.

Finally, the model clearly highlights the potential advantages of integrating sus-
tainability in the corporate strategy to support decision-making when adopting a
sustainability strategy.

In view of our findings, the ECES conceptual framework is conceived as a way
to support the integration process, aiming to provide a clear view of the how (stra-
tegic alignment incorporating sustainability in strategic planning), the what (prac-
tices and measures) and the why (performance outcomes) of implementing a cor-
porate sustainability strategy. This framework can be considered an additional
first step to achieving sustainable integration, albeit requiring further studies and
implementation.

7 Conclusion and discussion

Integrating sustainability in the corporate strategy is a relevant topic in the literature
and in managerial practice. Managers must drive the company responsibly and cre-
ate an appropriate supervisory structure that supports the firm’s value creation pro-
cess to meets human needs without destroying resources.

The results of our study can be summarized as follows. Integrating sustainability
in the corporate strategy positively impacts financial performance, image and repu-
tation, despite some studies suggesting a negative relationship. The literature has
thus far mainly focused on the environmental, social and economic dimensions of
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sustainability, neglecting the relevant cultural dimension. Overall, our findings point
to the need for an integrated approach to achieve sustainable development.

7.1 Contributions of the study

In this study, we address two specific research questions aimed at improving current
knowledge of the advantages, sustainability value drivers, measures and challenges
of integrating sustainability in the corporate strategy.

Our first research question sought to identify the advantages of integrating sus-
tainability initiatives in strategic decision-making, providing new empirical evi-
dence of the perceived advantages of adopting a corporate sustainability strategy.
Accordingly, we identify and discuss four main performance outcomes: financial
performance, image and reputation, stakeholder perceptions and cultural change.
Our study confirms and reinforces prior literature suggesting the advantages of sus-
tainability initiatives in terms of financial performance, image and reputation. How-
ever, the two additional performance outcomes we examine (stakeholder perceptions
and cultural change) have received less scholarly attention, yet each of these dimen-
sions needs to be carefully analysed through the governance lens when implement-
ing sustainability at the strategic level.

Our second research question sought to determine how sustainability can be inte-
grated into the corporate strategy with a view to sustainable development. We con-
structed a sustainable KPI system as a tool to support the integration process in view
of long-term advantages. Our findings potentially show managers how to achieve
sustainable integration, respecting the wellbeing of our planet while also benefitting
the organization. We used our findings to develop the ECES model that encapsulates
all the sustainability dimensions, translating the firm’s strategic objectives into a set
of measures leading to sustainable value creation.

We believe the paper contributes to the existing literature in several ways. First,
we provide a clear overview of the advantages, practices and measures, challenges
and critical issues in adopting sustainable strategies, and managers’ perceptions of
sustainable value drivers linked to corporate performance. Second, we extend the
current literature by advancing the cultural dimension that has thus far remained
overlooked from a strategic and accounting perspective. Third, by integrating sus-
tainability, our conceptual framework can help managers implement and monitor
their corporate sustainability strategy.

7.2 Theoretical and practical implications

Our study is relevant to academics and practitioners alike. Researchers might use
our findings to test the efficiency of the sustainability framework through analysing
the impact on corporate performance in a specific time period (for example, 2 or
more years) as well as the sustainable corporate strategy approach implemented to
achieve superior performance. Practitioners dealing with sustainability issues at the
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strategic level can use the proposed framework as a strategic management tool to
support the decision-making process.

The advantages of adopting an integrated sustainability-oriented approach as per-
ceived by managers provide a clear view of the potential effects of implementing a
sustainable corporate strategy on performance. Through emphasizing the relevance
of sustainability issues, the KPI system indirectly drives the integration of sustain-
ability in the corporate strategy, informing the organizational culture, supporting the
planning and implementation of sustainable strategies, and measuring strategic per-
formance. In addition, the proposed KPI system is an important step in guiding and
supporting future studies and managerial practice to integrate the environmental,
cultural, economic and social dimensions in corporate governance.

However, more effort is needed to identify the relationship between sustainable
KPIs and performance, particularly which KPIs are positively linked to perfor-
mance. Our proposed scorecard is a starting point that needs further investigation to
determine the effectiveness of the indicators on overall firm performance, as well as
on selecting, using and monitoring sustainability indicators.

Moreover, our study suggests that a cultural change in organizations is required to
promote understanding of the fundamental importance of sustainability.

Finally, the theoretical framework enables the key value drivers of sustainable
development to be pinpointed from an integrated perspective, a strategic tool to sup-
port the decision-making process with relevant implications for practice. Our theo-
retical development paves the way for future studies to explore the issues around
integrating sustainability in the corporate strategy.

7.3 Limitation of the study

As with any research, this study has some limitations. Specifically, we have focused
on the contributions of respondents more open to/positive toward sustainability,
potentially leading to subjective bias. Given that the interviewer interprets and con-
textualizes qualitative data, objectivity cannot be assured, and therefore a practical
implementation of the theoretical model is required. In addition, the cultural dimen-
sion requires further investigation; for example, future studies might explore the key
drivers related to this dimension in organizations.

To overcome these limitations, future research could use the proposed model
as a starting point to develop an integrated approach through a pilot study. Practi-
cal cases implementing the model, including the sustainability KPIs, are needed to
improve our findings and achieve a better understanding of the potential of a sustain-
able performance management system.
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Table 3 Questionnaire

Section 1 — Competitive advantages
1. Can you explain how the use of a sustainable strategy impacts the value creation process?
2. What are the main advantages in integrating sustainability in the strategy? Can you explain why?
3. How do you measure these advantages and their impact?
4. What do you think about the role of sustainability in management and governance?
5. Are managers interested in sustainability issues?
Section 2 — Practices and measures

6. Based on experience, can you explain which sustainability dimension is mostly considered in prac-
tice?

7. Can you explain why?
8. For each dimension, can you provide a set of three strategic goals used in practice?
9. In addition, can you identify the KPIs mostly used for each of the strategic goals provided?

10. Can you talk about the sustainable development goals (SDGs) and how they are considered in
practice in view of the Agenda 20307

11. What are the actions and tools used to integrate SDGs in the strategy?
12. What are the main certifications used and their impact on the strategy?
Section 3 — Integration, challenges and critical issues
13. Do you think it is possible to add value by integrating sustainability in the corporate strategy?
14. Has your company invested in implementing sustainable practices? Why? (whether yes or no) How?
15. Which is the main investment field?
16. Can you explain the main aspects that managers focus on when they evaluate the investment?
17. How do you integrate sustainability, and in general CSR issues, in the corporate strategy?
18. Can you talk about the critical issues linked to this integration?
19. What do you think about the integration achieved in your company?
20. What are the main challenges linked to the integration?

Appendix

See Appendix Table 3.
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