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EXECUTIVE SUMMARY

How the environmental, social and governance performance of companies might have an impact on the non-financial drivers of business success;  how companies explain these linkages, and how the investment community treats this data, has long been debated. For many years there have been ultimately inconclusive  attempts to prove that improved ESG(Environmental, social, governance) performance (commonly referred to as Corporate(Social) Responsibility ) effects overall business performance.
This report argues that a more fruitful approach is to identify how improved ESG performance can improve individual elements of non-financial performance, and thereby, future business performance.  This Value Creation Framework – and an operationalised management version of it, developed by the EU CSR Alliance laboratory, with which this research project is associated - can be used both by business itself to help embed a commitment to Corporate Responsibility and Sustainability; and by the investment community to refine their business valuation models.

The Value Creation Framework and other recent work on sustainable development and business, challenges the existing dominant convention of shareholder value; and of how value is created or destroyed. As such, there are many obstacles both in business and in the investment community (owners, fund-managers, analysts) which would currently work against widespread adoption of this new approach.

Amongst the investor community, the obstacles include lack of evidence or understanding of the potential linkages; limited or non-existent data and certainly of anything which would be comparable across companies; confusion of terminology and shifting definitions; and few incentives to change.

For companies, the obstacles include all the above, as well as disconnects between CR/ Sustainability specialists and the Investor Relations function; perceived lack of investor interest; and lack of actual performance data.

Based on institutional change theory, there are a number of approaches which might be pursued to challenge the current dominant convention. Typically, this will be a mix of constraining or coercive, mimicking or mimetic, and setting norms. Constraining initiatives are external pressures formally or informally exerted on organizations by other organizations upon which they are dependant. Such pressures can arise from government, regulatory agencies or other actors on which the organizations depend for resources. Mimicking initiatives can be defined as when organizations - facing uncertainty - are inclined to model themselves on other organizations and to imitate their activities, systems, or structures. Models may be diffused unintentionally, indirectly through employee transfer or turnover, or explicitly by organizations such as consulting firms or industry trade associations. Setting norms are professional standards defined and promoted particularly by universities and professional training institutions; and professional and trade associations. 

During the research project, we identified – both through the consultations for the EU CSR Alliance Laboratory, as well as through studying a number of practitioner reports produced since 2000- a number of organisations and initiatives under one or more of each of these headings – both to change investor community behaviour and business behaviour 

We have found a number of organisations interested in collaboration on implementation of the Value Creation Framework and / or providing access for follow-up research opportunities. As part speculation, part suggestion, we show how collaborative commitments might evolve over the next 1-2 years to create a critical mass of vanguard companies and investors prepared to use the Value Creation Framework to help explain risks associated with not embedding sustainability, and the opportunities potentially accruing to businesses from doing so; and how this can be factored into investor valuation models. 

Recommendations to the CSR Alliance laboratory, the EU Commission, companies, investors, business schools and EABIS are identified; and a number of further research opportunities are highlighted such as to show the interactions between improvements to the individual drivers of non -financial performance 











































































































































































