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Abstract

Society increasingly incorporates concerns about environmental and social issues
that may affect future generations, especially after the covid-19 pandemic alert on the
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interdependence of social, environmental, and economic relations. With an increasingly

responsible demand on their way of acting before society, organizations are faced with
a spread of the term ESG by the financial market, and which also brings the rediscussion
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of the concept of corporate sustainability towards society. Both concepts have been used

by many companies indiscriminately and without due connection with the organizational
spheres of corporations. Our goal is to clarify the essential differences for organizations to

use the advantages of both concepts in their management and strategy.
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Introduction

Around the world, more and more organizations are taking
responsibility for the impacts of their business. Society in general
incorporates concerns about environmental and social issues that
may affect future generations. The sustainability agenda has been
discussed for decades and has become increasingly an integral part of
business in any segment.

The term Corporate Sustainability has been used for decades too
much, generically and with a scope that makes it difficult to understand
executives and the objectivity that the business world (organizations)
lacks. At the same time, the financial market has long aspired to the
(significant) materialization of the much-talked about Sustainability
(in companies), begging for a denomination that shines the eyes, “the
heart” and pocket of companies and executives.

The truth is that every business is deeply linked to environmental,
social and governance issues (ESG).

Thus, the term ESG was adjusted as a mandatory agenda in
the discussions of the top of the business agenda of organizations,
especially for companies evaluated by the financial market, identifying
crucial issues not only for organizations, but for society as a whole.!

With the corporate world becoming aware of the need to
incorporate ESG criteria, in particular, leveraged by the context in
which companies now operate transformed by climate change, loss
of biodiversity, social movements around inclusion, equity, diversity
and working conditions, COVID-19 and changes in expectations
of the role of companies (stakeholder capitalism), it is important to
understand the differences and correlations between the names of
Corporate Sustainability and ESG1'.?

Thus, in this article, we provide a framework to understand the
main organizational specificities related to Corporate Sustainability
and ESG in the business world, contributing to academic and corporate
literature by highlighting the differences when compared to corporate
sustainability and ESG.

Search problem

Recently, the theme ESG “stuck the bubble” and took over all
relevant reports and media organizations of the most diverse segments
and sizes. Bringing up a series of discussions on the subject and its

relationship with Corporate Sustainability, being even called the
“sustainability revolution” in some media vehicles.>*

Thus, Corporate Sustainability also gained prominence in
discussions on business strategy, becoming the focus of discussions of
various forums, webinars or business conference,’ leading the general
public to a confusion about the concepts of Corporate Sustainability
and ESG, being employed interchangeably. Although these two
concepts are related, each has its own definitive objectives and
characteristics and presents a number of particularities when applied
to organizations.

Thus, the general objective of this work is to identify and present
the important differences that people and organizations should know
between the terms Corporate Sustainability and ESG.

Theoretical rationale
Corporate sustainability

The term business sustainability originates from “sustainable
development”, coined by the World Commission on Environment
and Development in 1987 in its report Our common future, a United
Nations initiative. Sustainable Development means “development that
meets the needs of the present, without compromising the capacity of
future generations”.®

The concept of corporate sustainability materializes sustainable
development in the business context, which equally comprises
economic, social and environmental organizational results without
affecting future generations (RAHDARI; ROSTAMY, 2015).

The idea of corporate sustainability gained more strength and
clarity in 1994 when business consultant John Elkington presented
the triple bottom line concept* in the book Canivais with Garvo and
Faca, proposing that organizations to be sustainable should balance
their goals, being “financially viable, environmentally responsible and
socially just”.

The concept presented by Elkington was probably the most
didactic format for an understanding of organizations on Corporate
Sustainability. However, 25 years after the triple bottom line was
launched, the author himself proposed a strategic review to make
adjustments to this management concept adopted by organizations.
Elkington argues that the concept of the triple bottom line had the
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idealism of encouraging companies to track and manage economic,
social and environmental value and thus provoke deeper thinking
about capitalism and its future, but the adoring corporations in general
understood the concept only as an act of balancing the tripe.’

Based on the concept developed by Elkington, Hart and Milstein
(2003) and Porter and Kramer (2011), they complement that the idea
of the triple bottom line should permeate the organization’s strategy,
and can generate shared value, not only for owners or shareholders,
but also for stakeholders, and society as a whole *.*9

Thus, companies should reflect on the way triple bottom line is used
in their management, for an understanding beyond the environmental,
social and economic spheres specifically. Organizations should
understand that corporate sustainability also involves analyzing
societies’ challenges and concerns in local and global scenarios that
need to be considered for the formulation of management strategies
and practices that can have a positive impact on society.

Corporate Sustainability is a comprehensive term that covers all the
efforts of a company to reduce its impact, being a true strategic driver
of the organization and its business for the benefit of a sustainable
world (NICOLAESCU; ALPOPI; ZAHARIA, 2015).

This understanding was manifested in the current Covid-19
pandemic, which accelerated the need for more responsible capitalism
on the part of organizations around an action that thrives for society
as a whole and showed that organizations that had Corporate
Sustainability as a guide to their strategy and management did better
in coping with the crisis caused by the Covid-19 pandemic.”

In research presented in the book “Leading Sustainably -
The Path to Sustainable Business and How the SDGs Changed
Everything”, Bridges and Eubank (2021), show that companies with
mature Business Sustainability programs were better positioned
to cope and survive this unusual crisis (Covid-19). Also according
to the study, organizations (from hospitality to waste management,
fashion, finance, etc.) had incorporated Corporate Sustainability into
their core strategies, adopting a stakeholder perspective to examine
their relationships in all spheres and scenarios in which they were *
present.!!

This enabled them to understand and mitigate the impacts they had
on communities, ecosystems, consumers and business partners. This
knowledge has made these organizations have improved visibility into
their impacts, preparing them to respond more quickly and effectively
when problems happen unexpectedly.

Corporate Sustainability should guide the purpose of the
organization. Do the right thing, because it’s the right thing to do. A
construction of business identity in commitments based on values that
permeate the organizational culture of the company and that consider
its stakeholders and its implications in the structure, management,
strategy and decision-making of the organization.

ESG

The acronym ESG (environmental, social and governance)
representing the trio of measures to measure and disseminate the
environmental, social and governance impacts of organizations has
become exponentially popular recently. The issues relevant to the
ESG theme were raised to the top of corporate agendas, driven by
financial institutions and investors seeking investment opportunities
in socially responsible organizations.'

Although the term ESG has become popular in recent times, the
concern about investments in sustainable companies has existed
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for a long time. The term Socially Responsible Investing (SRI, in
Portuguese, Socially Responsible Investment) has its modern roots
in the United States amid the political climate of the 1960s involving
anti-Vietnam war movements, civil rights equality and cold war
concerns; such movements broadened their claims to labor practices
in industries and the anti-nuclear social movement during the 1970s.
These movements fostered and escalated social issues with investment
funds that began to consider social criteria in decision-making on
which companies should receive investments.

In the 1980s, concerns about social criteria for investment grew
dramatically, thousands of people from Methodist churches had filters
against investments in guns, alcohol, tobacco and gambling. Another
relevant factor occurred mainly through the effort to end the racist
apartheid system in South Africa.”>!* Later the focus shifted to avoid
investments in companies responsible for environmental disasters,
such as the Bhopal Disaster in India, in which tons of toxic gases
leaked from pesticide factories, and the exxon mobil oil tanker crash
in Alaska in 1989.

Thus, the environmental agenda also raised the concerns of
socially responsible investors. During this period, organizations
began to realize the importance of reducing negative impacts on the
environment so as not to lose investment in the financial market.

Between the 1990s and 2000s, the first socially responsible indices
emerged. One of them is the MSCI KLD 400 Social Index, which
focuses on sustainable investments. It is aimed to reduce investments
in arms, cigarettes and alcohol companies. Another index created was
the Dow Jones Sustainability Index, created in 1999 to evaluate the
sustainability performance of companies.'>'®

Thus, socially responsible investments were merging as a response
to the concerns of the financial market. Thus, in 2005, in the report Who
Cares Wins (or, in Portuguese, “who cares’’), the result of an initiative
of the United Nations (UN) emerges for the first time the acronym
ESG. At the time, 20 financial institutions from 9 different countries —
including Brazil — met to develop guidelines and recommendations on
how to include environmental, social and governance issues in asset
management, securities brokerage services and research related to the
topic.!”

Thus, in 2020 we saw the boom of the ESG theme as a consequence
of the COVID-19 pandemic, which materialized as a reminder of the
imbalance among the systems that sustain us: economic, social and
environmental.'® Illustrating the collapse in society’s relationship with
the environment and exposing vulnerabilities in the interdependence
of the economic and social dimensions ).!**

The acronym ESG rekindles the importance of social,
environmental and governance aspects that were already treated in
socially responsible investment, now incorporates a critical bias of
how a company is managed, how it positively impacts society, how
it affects the environment and how all these factors cumulatively
determine the overall performance of the organization.”!

Discussion

While Corporate Sustainability and ESG have many similarities,
there are significant differences. Mainly in the sense that Corporate
Sustainability is comprehensive, and ESG is more specific, providing
a particular set of criteria that organizations can use.

Corporate Sustainability aims at the continuity of business with
responsibility (social, economic, financial and environmental)
committed to present and future generations, generating shared value
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to all stakeholders. The ESG is based on three pillars (environmental,
social and governance) central to the measurement of the non-
financial aspects that organizations report to society, especially to the
financial market.?

The concept of Corporate Sustainability already has a tradition
in research in the area of business and management. However, the
adherence of the acronym ESG with the financial world has strongly
elevated discussions on corporate sustainability, still viewed with
some disbelief by many executives and corporations. Corporate
Sustainability is again discussed in its form of integration with
the values, culture and purpose to the strategic management of the
organization.

The acronym ESG reappears at a time when the Covid-19
pandemic illustrates the collapse in society’s relationship with the
environment and exposes vulnerabilities in the interdependence of
the economic and social dimensions, thus also emerging a discussion
about the actions of companies in the face of the imbalance among
the systems that sustain us: economic, social and environmental.'®2°

Table I Corporate sustainability and ESG applied to management and strategy
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Topics that are often difficult to measure and use comprehensively
in companies, Corporate Sustainability directs organizational actions.
The ESG focuses on (concrete) evidence of the impacts of the actions
of those developed by the organization, especially those that can
generate risks to the core business of the business and data for the
decision-making of senior management.

Based on the already stated in our discussion, we understand
that a specific differentiation is still made in aspects relevant to the
management and strategy of organizations on Corporate Sustainability
and ESG, as reported in the Table 1 below:

As shown in Table 1, corporate sustainability and ESG are relevant
for organizations and, although they are in several places, there are
also relevant differences to be considered. Comparing the topics
relevant to the Management and Strategy of each, it is evident that
there is a difference. The distinction between the two is well marked
and arguably relevant in the sphere of organizations.?*

Management

and Strategy Corporate Sustainability

ESG

it's a comprehensive term that guides companies to "do better, do

highlights specific and crucial issues for executives and

Scope e ot i
P what's right. investors.
Strategy should be integrated into the business strategy provides data for strategy decision-making
S o evaluates the company's performance (in the financial market)
Performance fosters initiatives for the purpose of the organization o
to achieve its purpose
Documents materializes in policies, guidelines, action plans, programs and materializes in company reports and reports (PRI, TCFD, MSCI,
projects GRI)
Reasons is based on research and studies of environmental sciences, business  is based on standards defined by investment organizations and
and management reports
) . , . . defines criteria that make these responsible action efforts
Acting is the company's responsible way of acting
measurable
Relationship organization with society and the environment Stakeholders (Mapped)
o . organizations listed on stock exchanges or that need to obtain
Relevance organizations of all segments and sizes. ) )
financial market financing
qualitative, quantitative and in some cases measurement indicators . . -
Measurement : provides quantifiable indicators
not possible
Risks environmental risks identifies the material risks to the organization[i]
Stakeholders society as a whole. those mapped according to materiality matrix[ii]
Focus focuses on the cause/origin of material themes focuses on the result (measurements) of material themes
Motivation "do what's right, because it's the right thing to do" do what is measured/managed

Responsibility

Result economic (intangible)

Impact generates positive impact on society and stakeholders
Value creates shared value

Defendant from within (organization) out

Communication Society as a whole

addresses broad and complex issues in the environmental,
economic, social, cultural, spatial, psychological, national and

Scope
international political dimensions.

creates responsibilities and values within the organization itself

tries to measure existing values and responsibility
financial (tangible)

generates a positive impact on the financial market
creates targeted value

from the outside in.

investors, financial market, shareholders

addresses specific issues in the reductionist view of the

financial market in the environmental, social and governance
dimensions.

Source: prepared by the author

Final considerations

Corporate Sustainability is a precursor to the birth and current
“resurgence” of ESG. Without Corporate sustainability, there would
be no ESG. Essentially, while Corporate Sustainability aims to make a
company responsible, ESG establishes criteria that make the activities
of organizations measurable.

ESQG is a financial market classification of corporate sustainability

and consequently the performance of your company. Good enterprise
sustainability initiatives can help drive high ESG ratings for
organizations.

Ideally, if the organization has a strong business sustainability, it will
consequently have positive ESG ratings. Thus, business sustainability
has implications for organizational structure, management and
strategy functions and responsibilities in organizations.
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The current market factor called ESG can add value to
organizations through evidence presented to the financial market
regarding environmental, social, governance, security and compliance
issues addressed by organizations.

The differentiation between the concepts of ESG and business
sustainability may seem only a matter of semantics, but for
organizations, it is essential to understand the two terms and in what
each proposes best for business.

The ESG does not by nature carry a sustainability gene. A
company can be very well evaluated in an ESG rating, but to say
that this company performs excellently in business sustainability is
a different statement. Organizations must thrive in the long term,
generating value and respecting the limits, thresholds and standards
(social, environmental) that are defined by society, not simply defined
by comparing companies or goals and objectives defined by financial
market institutions.

The current condition of ESG evaluations is discussed by several
actors involved, headed by the financial market for the establishment
of standards that meet accounting criteria and that provide more
evidence of materiality that generate reliability, credibility and the
possibility of comparison between organizations.

As the world recovers from COVID-19, society will not lose
sight of the sustainable action by organizations and the trend of
ESG issues will become more central to the financial market. The
ESG will play a critical role in how the environment will be built
is managed going forward in more sustainable economic recovery.
Business sustainability, originating from the concept of sustainable
development is much more than the reductionism of indicators of the
economic, social, environmental and governance dimensions. Thus,
organizations have a long journey to go on the path of organizational
learning and development, and it is necessary to invest in Corporate
Sustainability for the much desired results in ESG.
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Endnotes

1. Instakeholder capitalism, all those who have an interest in the economy
can influence the taking of decisions, and metrics optimized for
economic activities favor broader social interests

2. Or triple bottom line is a sustainability structure that examines the
social, environmental and economic impact of a company.

3. According to Porter (apud MCPHEE, 2014) only through the actions of
the companies will the global challenges be solved; because businesses
can create social and economic value simultaneously, solving issues
with a business model, which it names “shared value”.

4. Leading sustainably - The path to sustainable business and how the
SDGs have changed everything (our translation).
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