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Please note that in this Instructor’s Manual, sample responses have been provided in the
section, “Suggested answers.” Students should, however, provide their own analyses with
examples.

Chapter 1
History and Status Quo of Sustainable Development

Learning Objectives
After reading this chapter you will be able to:
e Describe the historic roots of sustainable development.

e Characterize sustainable development based on the concepts of intra- and intergenerational
justice.

e Explain why achieving sustainable development is a wicked problem.
List of Key Terms

e Biogeochemical flows

e Biosphere integrity

e Brundtland definition

e Climate change

e Earth Overshoot Day

e Intergenerational justice

e Intragenerational justice

e Land system change

e Novel entities

e Sustainable development

e  Wicked problem
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Chapter Overview

The chapter begins with a historical overview of sustainable development, tracing its origins to the
18th century and the work of Hans Carl von Carlowitz. It then discusses modern understandings of
sustainable development, particularly the Brundtland definition, which emphasizes intra- and
intergenerational justice. The chapter examines the status quo of sustainable development,
presenting data on human development and environmental sustainability. It also addresses the
complexity of sustainable development as a “wicked problem” and explores the roles of multiple
actors, including governments, companies, and civil society, in achieving sustainability. The chapter
concludes by highlighting the need for collective action to balance the demands of current and
future generations.

Classroom Learning Exercises

1. Sustainability Timeline Activity: Divide students into small groups and provide each group
with a set of key events in the history of sustainable development. Ask them to arrange these events
in chronological order and present their timeline to the class. This activity helps students understand
the historical evolution of sustainability concepts.

2. Intragenerational vs. Intergenerational Justice Debate: Organize a debate where one group of
students argues for prioritizing intragenerational justice while another group argues for prioritizing
intergenerational justice. This exercise encourages critical thinking and helps students understand
the trade-offs and complexities involved in sustainable development.

3. Role-Playing Stakeholder Meeting: Assign students different roles (e.g., government officials,
business leaders, environmental activists, citizens) and conduct a mock stakeholder meeting to
discuss a sustainability issue (e.g., climate change, deforestation). This activity engages students in
understanding the perspectives and interests of various stakeholders in sustainability discussions.

Scenario: Mock Stakeholder Meeting on Urban
Development and Sustainability

Meeting Context

The city of Greenfield is planning a major urban development project aimed at revitalizing the
downtown area. The project includes constructing new commercial buildings, residential areas, and
public spaces. However, there are concerns about the environmental impact, particularly regarding
climate change, biodiversity, and the overall sustainability of the project. To address these concerns,
the city council has organized a stakeholder meeting to discuss the project and gather input from
various perspectives.

Meeting Type

The meeting will be a Public Consultation and Stakeholder Dialogue. This format allows for an
inclusive discussion where different stakeholders can voice their opinions, concerns, and
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suggestions. The goal is to understand the diverse viewpoints to make informed decisions about the
project.

Stakeholder Roles

1. Government Officials:
Role: City Council Members, Urban Planners, Environmental Regulators

Interests: Economic development, job creation, compliance with environmental regulations, public
welfare

Goals: Ensure the project aligns with city policies, balance economic growth with sustainability,
address public concerns

2. Business Leaders:
Role: Real Estate Developers, Local Business Owners, Investors
Interests: Profitability, market growth, business opportunities, infrastructure development

Goals: Advocate for the economic benefits of the project, push for business-friendly policies,
highlight the potential for new jobs and increased commerce

3. Environmental Activists:
Role: Representatives from Environmental NGOs, Climate Scientists, Community Green Groups

Interests: Conservation of natural resources, reduction of carbon footprint, protection of local
ecosystems

Goals: Ensure the project incorporates sustainable practices, advocate for green spaces and
renewable energy, raise awareness about environmental impacts

4. Citizens:
Role: Local Residents, Community Leaders, Concerned Parents
Interests: Quality of life, health and safety, community development, affordability

Goals: Voice concerns about potential disruptions, advocate for community benefits, ensure
transparency and inclusivity in decision-making

Meeting Agenda
1. Introduction:

Welcome by the Mayor or City Council Chair
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Overview of the urban development project

Explanation of the meeting format and objectives

2. Stakeholder Presentations:

Each stakeholder group presents their perspective (5 minutes each)

Government Officials: Project details, expected benefits, regulatory compliance

Business Leaders: Economic impact, investment opportunities, job creation

Environmental Activists: Environmental impact, sustainable alternatives, climate considerations
Citizens: Community impact, quality of life, specific concerns

3. Open Discussion:

Facilitated dialogue where stakeholders can ask questions, respond to presentations, and discuss
concerns

Focus on identifying common ground, areas of conflict, and potential compromises
4. Breakout Sessions:

Small group discussions to brainstorm solutions and strategies

Groups can be mixed or stakeholder-specific, depending on the focus

5. Report Back:

Each group presents their findings and suggestions

Summarize key points, areas of agreement, and unresolved issues

6. Conclusion:

Final remarks by the Mayor or City Council Chair

Outline next steps, including how the input will be used in decision-making

Encourage ongoing engagement and provide contact information for follow-up
Expected Outcomes

Enhanced understanding of the diverse perspectives on urban development and sustainability

Identification of key concerns and potential solutions
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Increased stakeholder engagement and community involvement

Development of a more informed and balanced approach to the project

Preparation

Provide students with background information on the urban development project and the roles they
will play

Encourage research on the specific interests and concerns of their assigned stakeholder group
Facilitate a pre-meeting workshop to practice role-playing and effective communication

This role-playing activity will help students appreciate the complexity of sustainability issues and
the importance of considering multiple viewpoints in decision-making processes.

Tasks with Suggested Answers

Task 1-1

“Climate change jeopardizes intragenerational justice!”— find arguments supporting this
claim.

Climate change exacerbates existing inequalities within the current generation. Vulnerable
populations, particularly in the Global South, are disproportionately affected by climate-related
impacts such as extreme weather events, food insecurity, and health risks. These communities often
lack the resources to adapt to or mitigate the effects of climate change, leading to further
marginalization and poverty. For example, rising sea levels and increased frequency of hurricanes
can devastate low-lying coastal areas, displacing communities and destroying livelihoods. This
creates a cycle of poverty and vulnerability, highlighting the need for addressing intragenerational
justice in climate policies.

“Intragenerational justice jeopardizes the fight against climate change!”— find arguments
supporting this claim.

Efforts to achieve intragenerational justice, such as economic development and poverty alleviation,
can sometimes lead to increased resource consumption and environmental degradation. For
instance, industrialization and urbanization, which are often pursued to improve living standards,
can result in higher greenhouse gas emissions and deforestation. This trade-off poses a challenge for
sustainable development, as immediate economic gains may come at the expense of long-term
environmental sustainability. Balancing the needs of the present generation with the imperative to
reduce carbon footprints is a complex task that requires innovative and sustainable solutions.
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On a metalevel: Why do you think that modern understandings of sustainable development
include intra- and intergenerational justice simultaneously? Should one be privileged over the
other — why or why not?

Modern understandings of sustainable development include both intra- and intergenerational justice
because sustainability is inherently about balancing the needs of current and future generations.
Ignoring either dimension would undermine the holistic approach required for true sustainability.
Prioritizing one over the other can lead to significant problems. For example, focusing solely on
intragenerational justice might result in resource depletion and environmental degradation,
compromising the ability of future generations to meet their needs. Conversely, prioritizing
intergenerational justice without addressing current inequalities could perpetuate poverty and social
injustice. This could then lead to a situation in which also intergenerational justice is eventually
more difficult to achieve, in case large parts of the population feel that they are left behind and then
oppose measures to improve intergenerational justice. Both aspects should thus be integrated to
achieve a sustainable and equitable future. However, certain topics might be especially pressing in
certain situation so that they might have to be dealt with priority.

Discussion Questions with Suggested Answers

1. How does the historical context of sustainable development influence current sustainability
practices?

The historical context of sustainable development, such as the early ideas of sustainable logging by
Hans Carl von Carlowitz, laid the foundation for modern sustainability practices. Understanding
these roots helps contextualize the evolution of sustainability concepts and highlights the long-
standing human concern for resource management. This historical perspective underscores the
importance of learning from past successes and failures to inform current practices. For instance,
the Brundtland Report’s emphasis on meeting the needs of the present without compromising future
generations reflects an evolved understanding that integrates social, economic, and environmental
dimensions.

2. What are the main challenges in achieving both intra- and intergenerational justice
simultaneously?

Achieving both intra- and intergenerational justice simultaneously is challenging due to potential
trade-offs between immediate economic development and long-term environmental sustainability.
Efforts to alleviate poverty and improve living standards often lead to increased resource
consumption and environmental degradation. Conversely, stringent environmental policies aimed at
protecting future generations may limit certain opportunities for the present generation, particularly
in Global South. Balancing these competing demands requires innovative solutions, such as
sustainable technologies and inclusive policies that address both social equity and environmental
protection.
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3. In what ways can various stakeholders contribute to sustainable development, and what
challenges might they face?

Various stakeholders, including governments, businesses, civil society, and individuals, can
contribute to sustainable development through different roles and actions. Governments can enact
policies and regulations that promote sustainability, businesses can adopt sustainable practices and
innovate green technologies, civil society can advocate for environmental and social justice, and
individuals can make conscious lifestyle choices. However, challenges include conflicting interests,
limited resources, lack of awareness, and resistance to change. Effective collaboration and
communication among stakeholders are essential to overcoming these challenges and achieving
collective action for sustainability.

4. How does the concept of “wicked problems” apply to sustainable development, and what
strategies can be used to address them?

Sustainable development is considered a “wicked problem” due to its complexity,
interconnectedness, and the presence of conflicting requirements. Wicked problems lack clear
solutions and often involve trade-offs between competing interests. Strategies to address wicked
problems in sustainable development include adopting a systems thinking approach, fostering multi-
stakeholder collaboration, and promoting adaptive management. These strategies recognize the need
for flexibility, continuous learning, and iterative problem-solving to navigate the complexities and
uncertainties inherent in sustainability challenges.

5. What role does education play in advancing sustainable development, and how can it be
effectively integrated into university curricula?

Education plays a crucial role in advancing sustainable development by raising awareness, building
knowledge, and fostering critical thinking skills. Integrating sustainability into university curricula
can be achieved through interdisciplinary courses, experiential learning opportunities, and
incorporating sustainability principles across various disciplines. Effective integration requires
collaboration between educators, students, and external stakeholders to create relevant and engaging
learning experiences. Additionally, universities can lead by example through sustainable campus
initiatives and community partnerships, demonstrating the practical application of sustainability
concepts.

Suggested Assignments

1. Case Study Analysis: Present students with a case study on a specific sustainability issue (e.g.,
deforestation in the Amazon, plastic pollution in oceans). Ask them to analyze the case using the
concepts of intra- and intergenerational justice and propose solutions that balance both dimensions.

2. Sustainability Audit: Assign students to conduct a sustainability audit of their university or a
local business. They should assess current practices, identify areas for improvement, and provide
recommendations for enhancing sustainability efforts.
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3. Policy Brief: Ask students to write a policy brief on a pressing sustainability issue (e.g., climate
change, water scarcity). They should outline the problem building on reliable scientific sources,
discuss its implications for intra- and intergenerational justice, and propose policy measures to
address it.

4. Sustainability Campaign: Have students design a sustainability campaign aimed at raising
awareness and promoting sustainable behaviors within their community. They should develop
campaign materials, plan activities, and evaluate the potential impact of their campaign.

5. Role-Playing Exercise: Organize a role-playing exercise where students assume the roles of
different stakeholders (e.g., government officials, business leaders, environmental activists) to
negotiate a sustainability agreement. This activity helps students understand the complexities and
dynamics of multi-stakeholder negotiations.

Teaching Notes
A Short History of Sustainable Development

Ecological Sustainability in the 18th Century

Hans Carl von Carlowitz introduced the idea of sustainable logging in 1713, advocating for the use
of wood at a rate that allows for regeneration. This early concept of sustainability was
anthropocentric, focusing on human prosperity and resource preservation.

Modern Understandings of Sustainable Development

The Brundtland Report (1987) defined sustainable development as meeting the needs of the present
without compromising future generations. It emphasizes intra- and intergenerational justice,
highlighting the importance of addressing current inequalities and preserving resources for future
generations.

Status Quo of Sustainable Development
Facts on Intragenerational Justice

Despite progress in human development, significant inequalities persist. Around 10% of the global
population lives in extreme poverty, and there are disparities in life expectancy, education, and
wealth distribution. These inequalities highlight the ongoing challenges in achieving
intragenerational justice.

Facts on Intergenerational Justice

The Earth Overshoot Day marks when humanity’s demand for ecological resources exceeds Earth’s
regenerative capacity. The current status of intergenerational justice is concerning, with significant
environmental degradation and climate change threatening future generations. Key issues include
global warming, biodiversity loss, and resource depletion.
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Sustainable Development as a Wicked Problem
Potential Tradeoffs between Intra- and Intergenerational Justice

Achieving both intra- and intergenerational justice involves trade-offs. Economic development to
improve living standards can increase resource consumption and environmental degradation.
Conversely, stringent environmental policies may limit economic opportunities for the present
generation. Balancing these competing demands requires innovative and sustainable solutions.

The Roles of Multiple Actors in Achieving Sustainability

Sustainable development requires collective action from various stakeholders, including
governments, businesses, civil society, and individuals. Each actor has a role in promoting
sustainability, but conflicting interests and limited resources pose challenges. Effective
collaboration and communication are essential to achieving sustainable development goals.
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Chapter 2

Concepts of Sustainability and Sustainable Development

Learning Objectives

After reading this chapter you will be able to:

Define the elements of the IPAT equation.

Distinguish weak, strong, and quasi sustainability.

Explain how the Triple Bottom Line, the idea of environmental, social, and governance
(ESG) issues, and the Sustainable Development Goals make sustainable development more

accessible for companies.

Differentiate between the terms sustainability management, corporate social responsibility,
and corporate citizenship and relate them to each other.

List of Key Terms

Affluence

Corporate citizenship

Corporate social responsibility (CSR)
Environmental, Social, and Governance (ESG) issues
Impact

IPAT equation

Population

Quasi-sustainability

Strong sustainability

Sustainable Development Goals (SDGs)
Sustainability management

Technology
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e Triple Bottom Line
e Weak sustainability
Chapter Overview

The chapter begins with an introduction to the IPAT equation, which illustrates the impact of
population, affluence, and technology on ecological systems. It then discusses the concepts of weak,
strong, and quasi-sustainability, explaining their different approaches to achieving sustainable
development. The chapter also covers the Triple Bottom Line, which breaks down sustainability
into economic, ecological, and social dimensions, and the ESG framework, which adds a
governance aspect to corporate sustainability. Finally, it introduces the UN Sustainable
Development Goals (SDGs), providing a detailed overview of their targets and their application in
corporate and policy contexts. The chapter concludes with a discussion on the similarities and
differences between sustainability management, corporate social responsibility (CSR), and
corporate citizenship.

Classroom Learning Exercises

1. IPAT Equation Simulation: Divide students into small groups and provide them with different
scenarios affecting population, affluence, and technology. Ask each group to calculate the
ecological impact using the IPAT equation and present their findings. This exercise helps students
understand the interplay between different factors and their collective impact on the environment.

Scenario 1: A rapidly urbanizing country sees its population double while its per capita
consumption increases by 50%, but it also adopts new technologies that reduce the environmental
impact per unit of consumption by 30%.

Scenario 2: A developed nation experiences a slight population decline of 10%, but its affluence
(GDP per capita) increases by 20%, and it implements advanced green technologies that cut the
environmental impact per unit of GDP by 40%.

2. Sustainability Spectrum Debate: Organize a debate where students argue for different
interpretations of sustainability — weak, strong, and quasi-sustainability. Each group should present
the merits and drawbacks of their assigned interpretation and propose practical strategies for
achieving sustainable development. This activity encourages critical thinking and a deeper
understanding of the nuances in sustainability concepts.

3. SDG Mapping Exercise: Provide students with a list of companies and ask them to map each
company’s activities to specific Sustainable Development Goals (SDGs). This exercise helps
students understand how businesses can align their operations with global sustainability targets and
the importance of integrating SDGs into corporate strategies.
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Tasks with Suggested Answers

Task 2-1

Compare two countries with regard to their “impact” on the ecological environment
according to the IPAT equation. You could, for example, compare a country from the Global
South with a developed country or two seemingly similar countries and carve out their
differences. Try to determine how the different factors of “population,” “affluence,” and
“technology” developed over time in these countries and how these changes influenced the
“impact.” What can be done to reduce the impact in these countries and how feasible are your
suggested measures?

Suggested Answer: Let us compare India (a country from the Global South) and the United States
(a developed country) using the IPAT equation. India has a large population of over 1.4 billion
people, contributing significantly to its ecological impact. However, its per capita affluence is
relatively low, with many people living in rural areas and relying on traditional, low-impact
lifestyles. In contrast, the United States has a smaller population of around 331 million people, but
its high affluence results in a much larger per capita ecological footprint. The technological factor in
the United States includes advanced but often resource-intensive technologies, whereas India is
gradually adopting more efficient technologies.

Over time, India’s population has grown rapidly, increasing its overall impact, while its affluence
and technology levels are rising, albeit unevenly. The U.S. population growth is slower, but its high
affluence continues to drive significant ecological impact.

To reduce impact, India could focus on enhancing technological efficiency and promoting
sustainable practices, such as renewable energy adoption and sustainable agriculture. The United
States could reduce its impact by curbing excessive consumption, improving energy efficiency, and
investing in green technologies. Both countries need to balance economic development with
environmental sustainability, and international cooperation can facilitate the sharing of best
practices and technologies.

Discussion Questions with Suggested Answers

1. How does the IPAT equation help in understanding the human impact on ecological
systems?

The IPAT equation (Impact = Population x Affluence x Technology) provides a framework for
analyzing the factors contributing to human impact on ecological systems. By breaking down the
impact into population size, affluence (consumption level), and technology (efficiency and
environmental impact per unit of consumption), the equation helps identify the key drivers of
ecological degradation. For instance, a high population with low affluence might have a smaller
impact compared to a smaller, affluent population with resource-intensive technologies. This
understanding allows policymakers and businesses to target specific areas for intervention, such as
improving technology efficiency or promoting sustainable consumption patterns.
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2. What are the main differences between weak, strong, and quasi-sustainability, and how do
they influence sustainability strategies?

Weak sustainability allows for the substitution of natural capital with human-made capital, focusing
on technological advancements to maintain overall capital. Strong sustainability emphasizes living
within the “interest” of natural capital, avoiding depletion of nonrenewable resources and
maintaining ecological balance. Quasi-sustainability strikes a balance, advocating for prudence and
avoiding critical thresholds, such as limiting global warming to 1.5°C. These interpretations
influence strategies differently: Weak sustainability promotes technological innovation, strong
sustainability advocates for reduced consumption and conservation, and quasi-sustainability
encourages a mix of approaches to avoid crossing critical environmental boundaries.

3. How can the Triple Bottom Line and ESG frameworks help companies manage
sustainability more effectively?

The Triple Bottom Line (TBL) framework breaks sustainability into three pillars: economic (profit),
ecological (planet), and social (people). This helps companies balance financial performance with
environmental and social responsibilities. The ESG framework adds a governance dimension,
focusing on ethical conduct and transparency in decision-making. By adopting these frameworks,
companies can systematically address sustainability issues, set clear objectives, and measure
progress. For example, TBL encourages companies to reduce their environmental footprint while
ensuring fair labour practices, and ESG additionally promotes responsible governance, enhancing
stakeholder trust and long-term sustainability.

4. What role do the Sustainable Development Goals (SDGs) play in guiding corporate
sustainability efforts?

The SDGs provide a comprehensive set of 17 goals and 169 targets addressing global challenges,
including poverty, inequality, climate change, and environmental degradation. For companies, the
SDGs offer a framework to align their sustainability initiatives with global priorities. By integrating
SDGs into their strategies, companies can identify relevant areas for action, set measurable targets,
and contribute to broader societal goals. For instance, a company might focus on SDG 13 (climate
action) by reducing greenhouse gas emissions or SDG 8 (decent work and economic growth) by
promoting fair labour practices. The SDGs also facilitate collaboration with other stakeholders and
enhance corporate reputation.

5. How do sustainability management, CSR, and corporate citizenship differ, and what are
their commonalities?

Sustainability management encompasses a broad range of activities aimed at contributing to
sustainable development, often guided by frameworks like the Triple Bottom Line or SDGs.
Corporate Social Responsibility (CSR) focuses on a company’s responsibility for its societal and
environmental impacts, historically emphasizing ethical and social aspects. Nowadays, it is often
used synonymous to corporate sustainability. Corporate citizenship refers to a company’s role as a
responsible member of society, often involving voluntary philanthropic activities. Thus, the
concepts often overlap in practice, with companies using these terms interchangeably to describe
their sustainability efforts.
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Suggested Assignments

1. Country Comparison Report: Ask students to compare two countries using the IPAT equation,
analyzing how population, affluence, and technology contribute to their ecological impact. Students
should propose strategies for reducing impact in each country and discuss the feasibility of these
measures.

2. SDG Alignment Project: Have students select a real company and analyze how its activities
align with the UN Sustainable Development Goals. Students should identify areas for improvement
and suggest ways the company can better contribute to achieving the SDGs.

3. CSR Case Study Analysis: Present students with a case study of a company’s CSR initiatives.

Ask them to evaluate the effectiveness of these initiatives in promoting sustainability and suggest
ways to enhance the company’s CSR efforts.

Teaching Notes

IPAT Equation

The Influence of Population on Humanity’s Ecological Footprint

Population growth directly impacts the ecological footprint. The size of the population influences
resource consumption and waste generation. Factors such as fertility and mortality rates, influenced
by wealth, education, and policies, contribute to population changes.

The Influence of Affluence on Humanity’s Ecological Footprint

Affluence refers to the level of individual consumption. Wealthier populations tend to have higher
ecological impacts due to greater resource use and waste production. Reducing individual
consumption and promoting sustainable lifestyles can mitigate this impact.

The Influence of Technology on Humanity’s Ecological Footprint

Technology affects the environmental impact per unit of consumption. Advances in energy
efficiency and renewable energy can reduce ecological footprints. The choice of technology and its
implementation play crucial roles in determining overall impact.

Weak, Strong, and Quasi-Sustainability

Weak Sustainability

Weak sustainability allows for the substitution of natural capital with human-made capital, focusing

on technological advancements to maintain overall capital. This approach emphasizes efficiency
and innovation but may overlook the limits of substitutability.
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Strong Sustainability

Strong sustainability advocates living within the “interest” of natural capital, avoiding depletion of
nonrenewable resources. It emphasizes conservation and reduced consumption, promoting long-
term ecological balance and resilience.

Quasi, Critical, or Ecological Sustainability
Quasi-sustainability strikes a balance between weak and strong sustainability, advocating for

prudence and avoiding critical thresholds. It combines efficiency, conservation, and innovation to
achieve sustainable development without crossing environmental boundaries.

The Triple Bottom Line and the Sustainable Development Goals

The Triple Bottom Line of Economic, Ecological, and Social Responsibility

The Triple Bottom Line framework breaks sustainability into three pillars: economic (profit),
ecological (planet), and social (people). It helps companies balance financial performance with
environmental and social responsibilities.

Environmental, Social, and Governance (ESG) Issues

The ESG framework adds a governance dimension to sustainability, focusing on ethical conduct
and transparency. It aligns corporate actions with long-term sustainability objectives, promoting
accountability and stakeholder trust.

The UN Sustainable Development Goals

The SDGs provide a comprehensive set of 17 goals and 169 targets addressing global challenges.

They offer a clear framework for aligning corporate sustainability initiatives with global priorities,
facilitating collaboration and enhancing corporate reputation.

Sustainability Management, CSR, and Corporate Citizenship
Terminological Issues and Historical Roots

Sustainability management, CSR, and corporate citizenship are similar concepts describing
responsible business conduct. While CSR historically focused on ethical and social aspects,
sustainability management began with environmental issues. The boundaries between these
concepts have become increasingly blurred, with all three (and especially sustainability
management and CSR) now encompassing social, environmental, and economic dimensions.
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Chapter 3

Reasons for Sustainable Development and Sustainability

Management

Learning Objectives

After reading this chapter you will be able to:

Identify various normative-ethical reasons for sustainable development at a societal level.

Argue from an ethical and moral perspective why companies should engage in
sustainability management.

Assess the extent of a company’s responsibility based on its spheres of influence.

Analyze the business case for sustainability.

List of Key Terms

Anthropocentric ideal
Business case for sustainability
Categorical Imperative
Corporate responsibility
Extended responsibilities
Intragenerational justice
Intergenerational justice
Negative rights

Positive rights

Rawls’s Theory of Justice
Spheres of influence

UN Universal Declaration on Human Rights
Voluntariness
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Chapter Overview

The chapter begins by discussing the ethical arguments for sustainable development, focusing on
anthropocentric ideals and principles of justice as articulated by philosophers like Kant and Rawls.
It then examines the role of companies in sustainability management, highlighting the relevance of
the UN Universal Declaration on Human Rights and the ethical arguments for corporate
responsibilities. The chapter also explores the concept of spheres of influence, differentiating
between core and extended responsibilities of companies. Finally, it discusses the business case for
sustainability, providing examples of how sustainability can pay off for companies while also
addressing the limitations and critiques of this approach.

Classroom Learning Exercises

1. Ethical Debate on Corporate Responsibilities: Divide students into two groups. One group will
argue in favour of Milton Friedman’s perspective that the social responsibility of business is to
increase its profits. The other group will argue that businesses have broader responsibilities beyond
profit maximization. This exercise encourages critical thinking and understanding of different
ethical perspectives as well as challenging assumptions of the respective positions.

2. Spheres of Influence Mapping: Provide students with a case study of a multinational company.
Ask them to map the company’s spheres of influence, identifying core, extended, and voluntary
responsibilities. This activity helps students understand the complexities of corporate influence and
responsibility.

3. Business Case Role-Playing: Assign students different roles within a company (e.g., CEO,
sustainability manager, financial officer) and present them with a scenario involving a sustainability
challenge. Each role must present their perspective on how to address the challenge, considering
both ethical and business implications. This exercise engages students in practical decision-making
and highlights the trade-offs involved in sustainability management.

Tasks with Suggested Answers

Task 3-1

Milton Friedman’s essay, “The Social Responsibility of Business Is to Increase Its Profits” has
long been cited by managers, politicians, and business scholars alike to argue against various
forms of social responsibilities of businesses. Engage with Friedman’s arguments by reading
his famous essay and summarize his main lines of argument: Why, according to Friedman,
should the social responsibility of a business be to increase its profits?

Suggested Answer: In his essay, Milton Friedman argues that the primary responsibility of a
business is to maximize profits for its shareholders. He asserts that business executives are
employees of the owners (shareholders) and have a direct obligation to them. Friedman contends
that engaging in social responsibilities beyond profit maximization is equivalent to spending
shareholders’ money on social causes, which he views as a form of taxation without representation.
He believes that the role of addressing social issues should be left to government and individual
citizens, not businesses. According to Friedman, the pursuit of profit within the bounds of the law
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and ethical customs ultimately leads to the efficient allocation of resources and benefits society as a
whole.

In the 50 years since its publication, public debate as well as our understanding of society and
business has evolved. On the 50th anniversary of Friedman’s essay, in September 2020, The
New York Times published a piece with a series of responses to Friedman. Engage with these
thoughts to collect and systematically arrange arguments: Why might businesses have other
responsibilities than increasing their profits?

Suggested Answer: Responses to Friedman’s essay argue that businesses have broader
responsibilities due to their significant impact on society and the environment. Critics highlight that
businesses operate within a social framework and benefit from public goods and services, thus, they
should contribute to societal well-being. They also point out that businesses have the power to
address pressing global challenges such as climate change, inequality, and human rights, which
governments alone cannot solve. Additionally, stakeholders, including consumers, employees, and
investors, increasingly demand that businesses act responsibly and sustainably. The evolving
understanding of corporate responsibility suggests that businesses can create long-term value by
integrating social and environmental considerations into their strategies, thereby benefiting both
society and their own financial performance.

Discussion Questions with Suggested Answers

1. What are the ethical foundations of sustainable development, and how do they relate to the
concepts of intra- and intergenerational justice?

The ethical foundations of sustainable development are rooted in principles of justice and the well-
being of humankind. Intragenerational justice focuses on ensuring fair distribution of resources and
opportunities within the current generation, addressing inequalities and promoting social equity.
Intergenerational justice emphasizes the preservation of resources and the environment for future
generations, ensuring that their needs can be met. These concepts are supported by ethical theories
such as Kant’s Categorical Imperative and Rawls’s Theory of Justice, which advocate for fairness,
equality, and the moral duty to consider the impacts of our actions on others, both present and
future.

2. How does the UN Universal Declaration on Human Rights provide a basis for corporate
responsibilities in sustainability management?

The UN Universal Declaration on Human Rights calls on “every individual and every organ of
society” to promote and respect human rights, which includes private actors like businesses. The
declaration establishes fundamental rights and freedoms that are essential for human dignity and
well-being. Companies, as influential entities in society, have a responsibility to uphold these rights
within their operations and supply chains. This includes ensuring fair labour practices, non-
discrimination, and environmental stewardship. By aligning their practices with human rights
principles, companies can contribute to sustainable development and social justice.
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3. What are the main arguments for and against the business case for sustainability
management?

Proponents of the business case for sustainability argue that sustainable practices can lead to cost
savings, risk reduction, enhanced reputation, and access to new markets. For example, energy-
efficient technologies can reduce operational costs, and sustainable products can attract
environmentally conscious consumers. Additionally, companies that prioritize sustainability may
benefit from increased employee engagement and loyalty. Proponents of the business case argue
that it provides companies with convincing arguments to pursue sustainability management even in
case these companies would otherwise not care about sustainability.

However, critics argue that the business case is not always straightforward and may not apply in all
situations. Sustainability initiatives often require significant upfront investments, and the financial
benefits may not be immediately apparent. Furthermore, a narrow focus on profitability may
overlook important social and environmental considerations, leading to opportunistic behaviour and
insufficient commitment to genuine sustainability.

4. How can companies balance their core and extended responsibilities in sustainability
management?

Companies can balance their core and extended responsibilities by adopting a strategic approach to
sustainability management. Core responsibilities involve direct control over internal operations,
such as ensuring fair wages, safe working conditions, and reducing environmental impact. Extended
responsibilities include influencing suppliers, partners, and broader societal issues. Companies can
leverage their purchasing power and influence to promote sustainable practices throughout their
supply chains. They can also engage in partnerships, advocacy, and community initiatives to
address broader sustainability challenges. Clear communication, stakeholder engagement, and
transparency are essential for balancing these responsibilities and building trust.

5. What are the limitations of relying solely on the business case for sustainability in achieving
sustainable development?

Relying solely on the business case for sustainability has several limitations. It may prioritize short-
term financial gains over long-term societal and environmental benefits. This approach can lead to
selective sustainability efforts that focus on areas with immediate financial returns while neglecting
less profitable but equally important issues. Additionally, the business case may not address
systemic challenges that require collective action and regulatory intervention. Companies might
also engage in “greenwashing,” where they exaggerate their sustainability efforts to enhance their
image without making substantive changes. To achieve genuine sustainable development,
companies need to integrate ethical considerations, stakeholder engagement, and a commitment to
broader societal goals beyond profitability.

Suggested Assignments

1. Ethical Analysis Essay: Ask students to write an essay analyzing the ethical foundations of
sustainable development. They should discuss principles such as the Categorical Imperative,
Rawls’s Theory of Justice, and the UN Universal Declaration on Human Rights, and explain how
these principles support the concepts of intra- and intergenerational justice.
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2. Corporate Responsibility Case Study: Assign students a case study of a company facing
sustainability challenges. They should evaluate the company’s core and extended responsibilities,
considering its spheres of influence. Students should propose strategies for the company to address
these challenges and enhance its sustainability performance.

3. Business Case Evaluation: Have students select a company and evaluate its sustainability
initiatives from a business case perspective. They should analyze the financial benefits and costs of
these initiatives, identify potential risks and opportunities, and provide recommendations for
improving the company’s sustainability strategy.

Teaching Notes
Ethical Arguments for Sustainable Development
Sustainable Development as an Anthropocentric Ideal

Sustainable development focuses on intra- and intergenerational justice, aiming to preserve
resources for future generations while ensuring current well-being. Thus, it is not a law of nature
but a concept that puts humankind in the middle of thinking. Consequently, it is an ethical decision
to pursue sustainable development, as ignoring it leads to negative consequences like environmental
degradation and social unrest.

Kant, Rawls, and the UN Universal Declaration on Human Rights

Ethical arguments for sustainable development are based on principles like Kant’s Categorical
Imperative and Rawls’s Theory of Justice, which advocate for fairness and equality. The UN
Universal Declaration on Human Rights further supports these principles, calling on all societal
actors, including businesses, to promote and respect human rights.

Ethical and Moral Reasons for Sustainability Management
The Relevance of the UN Universal Declaration on Human Rights for Private Actors

The declaration includes private actors in the responsibility to uphold human rights, emphasizing
that companies have duties to the community. This recognition has grown in recent years,
highlighting the role of businesses in promoting human rights and sustainability.

Ethical Arguments for Corporate Responsibilities

Companies have responsibilities beyond profit-making due to their significant influence on society
and the environment. Multinational corporations, in particular, operate beyond national boundaries
and have the power to impact sustainable development. Ethical arguments for corporate
responsibilities include the moral obligations of individuals within companies and the collective
trust placed in businesses by society.

23
© 2025 Pearson Education Limited. All Rights Reserved.



Hahn, Sustainability Management, 2e, Instructor’'s Manual

Negative and Positive Rights as Yardsticks for Responsibilities

Negative rights require companies to avoid harm, while positive rights call for active promotion of
well-being. Companies, especially those from well-ordered societies, have extended responsibilities
to support burdened societies and promote sustainable development.

Nuances in Corporate Responsibility for Sustainable Development
On the Voluntariness of Corporate Responsibility for Sustainable Development

Corporate responsibility for sustainable development is not entirely voluntary. Companies have core
responsibilities within their spheres of influence, such as ensuring fair working conditions and
environmental standards. Voluntary activities include philanthropic efforts that go beyond core
responsibilities.

Levels of Corporate Responsibility for Sustainable Development

Corporate influence and responsibility decrease from the innermost circle (direct control) to the
outer circles (indirect influence). Companies have the highest responsibility within their immediate
operations and shared responsibility with suppliers and partners. Influence on broader societal
issues is more limited but still significant.

The Business Case for Sustainability Management

Examples of the Business Case for Sustainability Management

Sustainability can mitigate risks and create opportunities for companies. Legal, physical,
reputational, and competitive risks can be managed through sustainable practices. Sustainability can
also enhance revenues, reduce costs, and improve stakeholder relationships.

Empirical Insights on the Business Case for Sustainability Management

The relationship between sustainability and financial performance is complex. Initial sustainability
investments may offer significant benefits, but further improvements can be costly. The benefits of
sustainability efforts are influenced by societal expectations and technological advancements.
Critique on the Business Case for Sustainability Management

The business case for sustainability has limitations. It may not address systemic challenges or
prevent irresponsible behaviour. Companies may engage in opportunistic sustainability efforts that

prioritize financial gains over genuine sustainability. A broader approach that integrates ethical
considerations is necessary for achieving sustainable development.
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Chapter 4

Decoupling Development from Impact

Learning Objectives

After reading this chapter you will be able to:

Discuss why a decoupling of human development from ecological impact is necessary for
sustainable development.

Explain the approach, opportunities, and challenges of eco-efficiency for sustainable
development.

Define the idea of degrowth with its opportunities and challenges.

Outline different types of rebound effects and why they could lead to rising overall impacts
despite increased eco-efficiency, eco-effectiveness, or sufficiency.

Determine why a combination of all three approaches might be necessary to achieve
sustainable development.

List of Key Terms

Absolute decoupling

Affluence

Cradle-to-cradle
Cradle-to-grave

Degrowth

Eco-branding

Eco-efficiency
Eco-effectiveness
Environmental Cost Leadership
Industrial symbiosis networks

IPAT equation
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e Rebound effect

e Relative decoupling

e Sufficiency
Chapter Overview

This chapter explores the idea of decoupling human development from ecological impact, essential
for sustainable development. It introduces absolute and relative decoupling, explaining their
significance and implications. The chapter delves into three primary approaches: eco-efficiency,
eco-effectiveness, and sufficiency. It discusses the benefits and limitations of each approach,
highlighting eco-efficiency’s technological solutions, eco-effectiveness’s closed-loop systems, and
sufficiency’s behaviour-based changes. The chapter also addresses the concept of degrowth,
challenging the traditional economic growth paradigm. Finally, it examines the rebound effect,
where increased efficiency, effectiveness, or sufficiency can paradoxically lead to higher overall
impacts, and suggests a combination of approaches to improve sustainable development.

Classroom Learning Exercises

1. Decoupling Debate: Divide the class into groups and assign each group a specific approach (eco-
efficiency, eco-effectiveness, sufficiency). Each group will prepare arguments to support their
assigned approach as the most effective for sustainable development. After preparation, groups will
debate their points, and the class will vote on the most convincing argument.

2. Sustainability Role-Play: Create scenarios where students role-play as stakeholders (e.g.,
business leaders, policymakers, environmental activists) discussing the implementation of eco-
efficiency, eco-effectiveness, or sufficiency measures. This activity encourages students to consider
multiple perspectives and the challenges of achieving consensus on sustainability strategies.

3. Eco-Effectiveness Workshop: Organize a hands-on workshop where students design a product
using the principles of eco-effectiveness. They will work in teams to create a (virtual or physical)
prototype that follows a cradle-to-cradle approach, ensuring all materials can be reused or recycled.
Teams will present their prototypes and explain how their design contributes to sustainable
development.

Tasks with Suggested Answers

Task 4-1

Find a product or process in the areas of eco-efficiency, eco-effectiveness, and sufficiency,
respectively. Explain why these products or processes qualify as an eco-efficient, eco-effective,
or sufficient solution. How much does the product or process contribute to sustainable
development? Could this product or process be prone to a rebound effect? If so, which type of
rebound effect and why?
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Suggested Answer:
Eco-Efficiency Example: Energy-efficient LED bulbs

Qualification: LED bulbs use significantly less energy than traditional incandescent bulbs and
have a longer lifespan, reducing resource consumption and waste.

Contribution: They contribute to sustainable development by lowering energy use and reducing
greenhouse gas emissions.

Rebound Effect: Yes, a growth rebound effect could occur if the cost savings from reduced
energy bills lead to increased consumption of other energy-intensive products or services.

Eco-Effectiveness Example: Cradle-to-cradle certified office furniture

Qualification: These products are designed for disassembly and recycling, ensuring that
materials can be reused indefinitely without generating waste.

Contribution: They support sustainable development by creating closed-loop systems and
reducing the need for virgin materials.

Rebound Effect: A psychological rebound effect might occur if consumers purchase more
furniture than needed, believing it is environmentally friendly.

Sufficiency Example: Car-sharing services

Qualification: Car-sharing reduces the need for individual car ownership, leading to fewer cars
on the road and lower overall resource use.

Contribution: It promotes sustainable development by reducing traffic congestion, emissions,
and the demand for parking spaces.

Rebound Effect: Yes, a growth rebound effect could happen if the cost savings from not owning
a car are spent on other consumption activities, such as increased travel.

Discussion Questions with Suggested Answers

1. Why is it crucial to decouple human development from ecological impact for sustainable
development?

Suggested Answer: Decoupling is essential because it allows for continued human development
without depleting natural resources or causing irreversible environmental damage. Achieving
sustainable development means meeting the needs of the present without compromising the ability
of future generations to meet their own needs. By decoupling, we can ensure that improved living
standards do not come at the expense of environmental health.
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2. What are the main differences between eco-efficiency and eco-effectiveness, and how do
they contribute to sustainable development?

Suggested Answer: Eco-efficiency focuses on improving the efficiency of resource use and
reducing emissions within existing systems, aiming for incremental improvements. It contributes to
sustainable development by making products or processes more resource-efficient and less
polluting. Eco-effectiveness, on the other hand, seeks to redesign systems entirely to eliminate
waste and create closed-loop cycles, aiming for absolute decoupling. It supports sustainable
development by ensuring that all materials are reused or recycled, reducing the overall
environmental impact.

3. How does the concept of sufficiency challenge traditional consumption patterns, and what
are its potential benefits for sustainability?

Suggested Answer: Sufficiency challenges the traditional focus on ever-increasing consumption by
advocating for appropriate levels and forms of consumption. It promotes consuming less and
making more sustainable choices, such as reusing products and opting for services over ownership.
The potential benefits for sustainability include reduced resource use, lower emissions, and a
decreased environmental footprint. By prioritizing well-being over material accumulation,
sufficiency can lead to a more sustainable and equitable society.

4. What is the rebound effect, and how can it undermine the benefits of increased eco-
efficiency, eco-effectiveness, or sufficiency?

Suggested Answer: The rebound effect occurs when the benefits of increased efficiency or
sufficiency are offset by increased overall consumption. For example, cost savings from more
efficient products might lead to higher consumption of other goods, negating the environmental
benefits. This effect can undermine sustainability efforts by leading to higher total resource use and
emissions, despite improvements in individual products or processes. Addressing the rebound effect
requires a holistic approach that considers the broader impacts of production and consumption
patterns.

5. Why might a combination of eco-efficiency, eco-effectiveness, and sufficiency approaches be
necessary for achieving sustainable development?

Suggested Answer: Each approach has its strengths and limitations. Eco-efficiency offers relatively
easy implementation and immediate improvements, while eco-effectiveness aims for fundamental
systemic changes. Sufficiency addresses consumption behaviour directly. A combination of these
approaches can leverage their respective advantages, addressing different aspects of sustainability.
By integrating technological innovations, systemic redesigns, and behavioural changes, a
comprehensive strategy can more effectively decouple human development from ecological impact
and achieve sustainable development.
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Suggested Assignments

1. Case Study Analysis: Present students with a series of real-world cases involving eco-efficiency,
eco-effectiveness, and sufficiency (e.g., PUMA’s “clever little bag,” Looptworks’ circular economy
initiatives, Patagonia’s sufficiency approaches). Ask students to analyze the cases, identify the
sustainability strategies used, and evaluate their effectiveness and potential rebound effects.

2. Sustainability Audit: Assign students to conduct a sustainability audit of a local business or
organisation. They should assess the current practices, identify areas for improvement using eco-
efficiency, eco-effectiveness, and sufficiency principles, and provide recommendations for
enhancing sustainability.

3. Design Challenge: Have students design a physical good or service that incorporates eco-
efficiency, eco-effectiveness, and sufficiency principles. They should create a detailed plan,
including materials, production processes, and end-of-life considerations, and present their design to
the class.

4. Behavioural Change Campaign: Ask students to develop a campaign aimed at promoting
sufficiency and sustainable consumption behaviours within their community. The campaign should
include educational materials, social media strategies, and community engagement activities.

Teaching Notes

Facts on and Forms of Decoupling

Summary: This section introduces the concept of decoupling human development from ecological
impact, distinguishing between absolute and relative decoupling. It highlights the importance of
decoupling for achieving sustainable development and discusses the implications of both forms of
decoupling for intra- and intergenerational justice.

Eco-Efficiency

General approach and effects of eco-efficiency: Eco-efficiency aims to reduce resource use and
emissions through technological innovations and improved processes. It focuses on quantitative
improvements and is relatively easy to implement within existing corporate frameworks.

Drawbacks of eco-efficiency: Despite its potential, eco-efficiency has limitations, including the
risk of not reducing overall environmental pressures and potentially hindering more fundamental
changes. The section also discusses the potential for rebound effects.

Eco-Effectiveness
General approach and effects of eco-effectiveness: Eco-effectiveness seeks to create closed-loop

systems with no waste or emissions, aiming for absolute decoupling. It involves fundamental
structural changes and innovations, inspired by natural ecosystems.
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Drawbacks of eco-effectiveness: Challenges include the limited lifespan of recyclable materials,
the need for extensive technological and organizational transformations, and the uncertainty of
long-term impacts.

Sufficiency and Degrowth

Approaches and effects of sufficiency: Sufficiency focuses on reducing consumption levels and
changing consumption patterns to decrease resource use and emissions. It addresses the “affluence”
factor of the IPAT equation.

Drawbacks of sufficiency: Implementation challenges arise from deeply ingrained consumption
patterns and the need for significant behavioural changes. The section also explores the concept of
degrowth, which challenges the traditional economic growth paradigm.

The Rebound Effect

Summary: The rebound effect describes situations where increased efficiency, effectiveness, or
sufficiency leads to higher overall impacts. The section categorizes different types of rebound
effects and provides examples, emphasizing the need for holistic sustainability efforts.

Combinations and Hybrid Approaches

Summary: A combination of eco-efficiency, eco-effectiveness, and sufficiency approaches is
necessary for effective sustainable development. The section highlights the importance of
integrating these approaches to address different aspects of sustainability and provides examples of
hybrid approaches.
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Chapter 5

Sustainable Business Models and Alternative Forms of

Organizations

Learning Objectives

After reading this chapter you will be able to:

Outline different types of sustainable business models, their challenges and barriers toward
sustainable business model innovation.

Discuss the interplay between competition, cooperation, and coopetition within the realm of
sustainability in business.

Explain the peculiarities of cooperatives, public—private partnerships, and social enterprises
as alternative forms of organizations.

List of Key Terms

Benefit Corporation (B Corp)
Business model

Business model innovation
Choice editing

Competition

Coopetition

Cooperative

Cooperation

Hybrid organizations

Impact investments
Market-oriented work model
Microcredits

Mission drift
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e One-sided value model
e Public-private partnerships
e Social enterprise
e Social venture capital
e Stewardship
e Sustainable business model
e Sustainable business model innovation
e Two-sided value model
e Venture philanthropy
Chapter Overview

This chapter explores sustainable business models and alternative organizational forms. It defines
sustainable business models and outlines eight archetypes, including maximizing efficiency, closing
resource loops, and encouraging sufficiency. The chapter discusses challenges in sustainable
business model innovation, such as institutional barriers and market transitions. It analyzes the
interplay of competition, cooperation, and coopetition in driving or hindering sustainability. The
chapter then examines alternative organizational forms like cooperatives, public-private
partnerships, and social enterprises, highlighting their characteristics, benefits, and challenges. It
further categorizes social enterprises based on their mission and commercial activities. Finally, the
chapter discusses challenges faced by social enterprises, including access to finance and the risk of
mission drift.

Classroom Learning Exercises

1. Business Model Canvas Workshop: Divide students into groups and provide each with a case
study of a company with sustainability challenges. Using the Business Model Canvas framework,
have them brainstorm and design a sustainable business model for the company, considering value
proposition, value creation, and value capture. Each group will present their canvas and explain how
it addresses sustainability.

2. Cooperation vs. Competition Debate: Divide the class into two teams. One team argues for
competition as the primary driver of sustainability in business, while the other advocates for
cooperation. Each team prepares arguments and supporting examples. After the debate, facilitate a
class discussion on the potential synergies and conflicts between competition and cooperation in
achieving sustainability goals.
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3. Social Enterprise Pitch Competition: Have students work individually or in small groups to
develop a concept for a social enterprise. They should identify a social or environmental problem,
propose a solution, and outline a sustainable business model. Students then pitch their social
enterprise ideas to the class, who act as potential investors, and receive feedback on their proposals.

Tasks with Suggested Answers
Task 5-1

Find real-life examples for the various business model archetypes. What do the companies
implementing these models do differently compared to companies implementing conventional
business models? What is their value proposition, how do they create and deliver value, and
how do they capture value?

Suggested Answer: Students should be encouraged to find diverse examples, but some suggestions
include:

Maximize material and energy efficiency: Interface, Inc. (carpet tiles with recycled content and
reduced emissions)

Closing resource loops: Patagonia (recycled clothing and take-back programs)

Substitute with renewables and natural processes: Ecotricity (renewable energy provider)
Deliver functionality, not ownership: Zipcar (car-sharing service)

Adopt a stewardship role: Unilever (sustainable sourcing initiatives)

Encourage sufficiency: MUD Jeans (leasing jeans)

Repurpose for society/environment: Fairphone (ethical and sustainable smartphones)

Develop scale-up solutions: Tesla (electric vehicles and renewable energy infrastructure)

Key differences from conventional models often involve a focus on stakeholder value rather than
solely shareholder value, long-term sustainability over short-term profits, and innovative
approaches to resource management and customer engagement. Value propositions often emphasize

sustainability benefits, value creation involves closed-loop systems or service-based models, and
value capture may include social impact alongside financial returns.

Task 5-2

Find three examples of social enterprises. Which type of social enterprise model (according to
Saebi et al., 2019) do they apply? How do they differ in their approach to create economic and
social/environmental value? Where do you see the main challenges for these businesses to
achieve their goals?
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Suggested Answer:
Examples could include:

The Plastic Bank (Market-oriented work model): Creates economic value by selling recycled
plastic and social value by providing income opportunities for waste collectors. Challenges include
scaling operations and ensuring consistent quality of recycled plastic.

Too Good To Go (Two-sided value model): Generates economic value through commission on
food sales and environmental value by reducing food waste. Challenges include managing logistics
and balancing the interests of restaurants, consumers, and the environment.

VisionSpring (Social-oriented work model): Creates economic value through affordable eyewear
sales and social value by improving vision and providing employment in low-income communities.
Challenges include reaching remote communities and ensuring affordability while maintaining
financial sustainability.

The chosen examples should demonstrate different approaches to integrating social/environmental
missions with commercial activities. Challenges often relate to balancing dual goals, securing
funding, and measuring social impact.

Discussion Questions with Suggested Answers

1. How can businesses move beyond incremental sustainability improvements and adopt more
transformative sustainable business models?

Suggested Answer: Businesses can achieve transformative change by rethinking their core
business logic and adopting innovative models that prioritize sustainability. This involves
incorporating sustainability into the value proposition, value creation, and value capture processes.
It may require shifting from physical product-centric to service-based models, closing resource
loops, and engaging stakeholders throughout the supply chain. Overcoming institutional barriers,
such as short-term financial pressures, is also crucial for fostering transformative change.

2. What are the potential benefits and drawbacks of cooperation and coopetition in achieving
business sustainability goals?

Suggested Answer: Cooperation allows for resource sharing, knowledge exchange, and collective
action, accelerating the adoption of sustainable practices. However, it can also lead to coordination
challenges and potential free-riding. Coopetition offers the benefits of collaboration while
maintaining competitive dynamics, fostering innovation and market differentiation. However, it
requires careful management to balance cooperation and competition effectively, avoiding the
dilution of competitive advantages.

3. How do cooperatives, public-private partnerships, and social enterprises differ in their
organizational structures and approaches to sustainability?

Suggested Answer: Cooperatives are member-owned and democratically governed, prioritizing the

socio-economic needs of their members. Public-private partnerships involve collaboration between
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public and private sectors to deliver public services and address societal challenges. Social
enterprises pursue a social or environmental mission while engaging in commercial activities to
sustain their operations. Each form has unique governance structures, stakeholder relationships, and
approaches to balancing social/environmental and economic goals.

4. What are the key challenges faced by social enterprises in balancing their
social/environmental missions with their commercial activities?

Suggested Answer: Social enterprises face challenges in balancing dual goals, often encountering
tensions between mission and profit. Securing funding can be difficult, as they may not fit
traditional investment criteria. Measuring and demonstrating social impact is also a challenge, as it
can be complex and subjective. Maintaining organizational legitimacy and avoiding mission drift,
where the focus shifts from social mission to profit maximization, are also critical concerns.

5. How can governments and policymakers support the development and growth of
sustainable business models and alternative organizational forms?

Suggested Answer: Governments can create enabling environments for sustainable businesses
through policies that incentivize sustainable practices, such as tax breaks for renewable energy or
regulations on emissions. They can also support the development of alternative organizational
forms through legal frameworks, such as Benefit Corporation legislation, and funding mechanisms,
such as impact investing initiatives. Fostering collaboration and knowledge sharing among
businesses, public institutions, and civil society organizations can also accelerate the transition to a
more sustainable economy.

Suggested Assignments

1. Sustainable Business Model Redesign: Have students choose a company with a traditional
business model and redesign it using one or more of the sustainable business model archetypes.
They should justify their choices and explain how the redesigned model enhances sustainability.

2. Coopetition Case Study Analysis: Present students with case studies of companies engaging in
coopetition for sustainability. Ask them to analyze the benefits, challenges, and success factors of
these collaborations.

3. Comparative Analysis of Alternative Organizational Forms: Assign students to compare and
contrast cooperatives, public-private partnerships, and social enterprises, focusing on their
strengths, weaknesses, and suitability for addressing different sustainability challenges.

4. Social Enterprise Business Plan Development: Have students develop a comprehensive
business plan for a social enterprise, including a detailed description of the social/environmental
mission, the business model, the target market, and the financial projections.

5. Policy Recommendations for Sustainable Business: Ask students to research and analyze
existing government policies related to sustainable business and propose recommendations for
improving these policies to better support the transition to a sustainable economy.
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Teaching Notes
Sustainable Business Models

Definition of a sustainable business model: Defines what constitutes a sustainable business
model, emphasizing stakeholder value, long-term perspective, and positive social and
environmental impact.

Different types of sustainable business models: Outlines eight archetypes of sustainable business
models, including maximizing efficiency, closing resource loops, substituting with renewables, and
encouraging sufficiency.

Challenges for sustainable business model innovation: Discusses challenges in transitioning to
sustainable business models, including market resistance, institutional barriers, and the need for
new capabilities.

Competition, Cooperation, and Coopetition in Sustainability Management

Competition and sustainability management: Analyzes the role of competition in driving
sustainability innovation and potential negative impacts, such as cost-cutting measures that
compromise social or environmental responsibility.

Cooperation and sustainability management: Explores the benefits of cooperation for achieving
shared sustainability goals, such as resource sharing and knowledge exchange, and potential
challenges, such as coordination difficulties and brand dilution.

Coopetition and sustainability management: Discusses the concept of coopetition, where
companies cooperate in some areas while competing in others, and its potential to enhance
sustainability performance.

Alternative Forms of Organizations

Cooperatives: Explains the characteristics of cooperatives, their focus on member needs, and their
potential for social and environmental benefits.

Public—private partnerships: Describes public-private partnerships, their collaborative nature, and
their potential for addressing sustainability challenges that require combined resources and
expertise.

Social or sustainable enterprises: Defines social enterprises, their dual mission of
social/environmental impact and commercial viability, and the different types of social enterprise
models.
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Chapter 6

Stakeholder Management

Learning Objectives
After reading this chapter you will be able to:
e Explain stakeholders, their managements, and the various stakeholder theories.

e Discuss why legitimacy is important for companies and how stakeholders might influence
legitimacy.

e Apply concepts of stakeholder management.
List of Key Terms

e Coercion

e Definite stakeholders

¢ Demanding stakeholders

e Dependent stakeholders

e Descriptive stakeholder theory

e Discretionary stakeholders

e Dominant stakeholders

e Dormant stakeholders

e FEmpirical stakeholder theory

e Expectant stakeholders

e External stakeholders

e Integrative stakeholder theory

e Instrumental stakeholder theory

e Internal stakeholders

e Latent stakeholders
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e [Legitimacy
e Normative stakeholder theory
e Non-stakeholder
e Power
e Primary stakeholders
e Salience
e Secondary stakeholders
e Social license to operate
e Stakeholder
e Urgency
Chapter Overview

This chapter introduces stakeholder management, defining stakeholders and their significance in
sustainability management. It explains how stakeholders influence corporate sustainability practices
and vice versa. The chapter differentiates between internal and external, primary and secondary
stakeholders. It then delves into stakeholder theory, outlining descriptive, instrumental, normative,
and integrative approaches. The chapter emphasizes the importance of legitimacy for companies
and how stakeholder perceptions shape it. It discusses how corporate actions, particularly
misconduct, can impact legitimacy. Finally, the chapter outlines the stakeholder management
process, involving identification, prioritization, and strategy development, and introduces the
stakeholder typology based on power, legitimacy, and urgency.

Classroom Learning Exercises

1. Stakeholder Identification Brainstorm: Divide students into groups and assign each group a
different industry (e.g., fashion, food, technology). Have them brainstorm and list all potential
stakeholders for a typical company in that industry, categorizing them as internal/external and
primary/secondary. Groups then share their lists and discuss the diverse stakeholder landscapes
across industries.

2. Stakeholder Prioritization Role-Play: Create scenarios involving a company facing a
sustainability dilemma with conflicting stakeholder interests (e.g., closing a polluting factory
impacting jobs and the environment). Assign students different stakeholder roles and have them
role-play a stakeholder meeting, negotiating and prioritizing different claims. This activity helps
students understand the complexities of balancing stakeholder interests.

38
© 2025 Pearson Education Limited. All Rights Reserved.



Hahn, Sustainability Management, 2e, Instructor’'s Manual

3. Stakeholder Mapping Workshop: Provide students with a case study of a company facing a
sustainability challenge. Using Mitchell et al.’s (1997) stakeholder typology, have them map key
stakeholders based on power, legitimacy, and urgency. Students then discuss their mapping and
develop strategies for engaging with different stakeholder groups based on their salience.

Tasks with Suggested Answers
Task 6-1

Find a specific negative example of a company which, from your perspective, behaved very
unsustainably with regard to its products or its operations. What happened and how did this
affect the legitimacy of the company? Who are the relevant internal and external stakeholders
that could change the company’s behaviour? And why do you think the company did not
engage sufficiently with sustainability management before? Now think of a specific positive
example of a company which, from your perspective, behaves comparably sustainable with
regard to its products or its operations. What is different with this company and the
environment it is operating in? Why and how is this company able to be more sustainable
than the company you discussed/thought of before?

Suggested Answer: Students can choose various examples, but a negative example could be the
Volkswagen emissions scandal, where the company installed software to cheat on emissions tests.
This severely damaged their legitimacy with customers, regulators, shareholders, and employees.
Internal stakeholders like engineers and managers could have prevented the scandal, while external
stakeholders like regulators and NGOs could exert pressure for change. The company may have
prioritized short-term profits over long-term sustainability.

A positive example could be Patagonia, known for its commitment to environmental and social
responsibility. They use recycled materials, support fair labour practices, and encourage customers
to repair their clothing rather than buy new. This enhances their legitimacy with environmentally
conscious consumers and employees. Unlike Volkswagen, Patagonia’s core values prioritize
sustainability, influencing their entire business model. The outdoor apparel industry’s focus on
environmentalism also creates a supportive environment for Patagonia’s practices.

Task 6-2

Companies from the extractive industry usually have a significant social and environmental
impact. Imagine you are a senior manager of a company from this industry and your
company plans operations in a newly identified natural deposit. This deposit is near an
important national park in a low-income country. Several villages of indigenous people are in
the respective area. The new operation would bring significant change to the region, which
could be positive or negative. Now conduct a stakeholder analysis as discussed in this chapter.

Suggested Answer:
1. Stakeholders and Claims:
Internal: Shareholders (profit), employees (jobs, safety), management (project success).
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External: Local communities (environmental protection, economic benefits), indigenous people
(land rights, cultural preservation), government (resource revenues, environmental regulations),
NGOs (environmental protection, community rights), tourists (preservation of the national park).

Please note that all identified stakeholders should be assessed in the next step.

2. Stakeholder Assessment (Mitchell et al., 1997) (Note: depending on the individual
assessment and assumptions being made, the clustering into the different types of
stakeholders can also be different.):

Definitive: Government (high power, legitimacy, urgency), local communities (potentially high on
all three).

Dominant: Shareholders (high power, legitimacy).

Dependent: Indigenous people (high legitimacy, urgency, but potentially low power), NGOs (high
legitimacy, but potentially low power and urgency initially).

Dangerous: Illegal miners or groups opposing the project (potentially high power and urgency, but
low legitimacy).

3. Comparison and Joint Assessment: Students should compare their assessments and discuss any
discrepancies, aiming for a consensus on stakeholder prioritization.

4. Changing Claims and Strategies: During project implementation, the urgency of certain
stakeholders, like local communities, might increase. Strategies could include community
consultations, impact assessments, benefit-sharing agreements, and transparent communication to
address stakeholder concerns and build trust.

Discussion Questions with Suggested Answers
1. Why is stakeholder management crucial for companies pursuing sustainable development?

Suggested Answer: Stakeholder management is essential because sustainable development requires
considering the needs and interests of all affected parties. Engaging stakeholders helps companies
understand their social and environmental impacts, build trust, and gain support for sustainability
initiatives. It also helps identify and manage potential conflicts and risks.

2. How can companies effectively identify and prioritize their stakeholders in the context of
sustainability?

Suggested Answer: Companies can identify stakeholders by considering who is affected by or can
affect their operations. Prioritization can be done using frameworks like Mitchell et al.” s (1997)
typology, assessing stakeholder power, legitimacy, and urgency. Engaging with stakeholders
directly through consultations and surveys can also provide valuable insights.
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3. What are the different perspectives on stakeholder theory, and how do they inform
stakeholder management practices?

Suggested Answer: Descriptive stakeholder theory describes the different stakeholders and their
relationship to a company. Instrumental theory focuses on stakeholder management as a means to
achieve company goals. Normative theory emphasizes the moral obligations of companies to
consider stakeholder interests. Integrative theory combines these perspectives, recognizing the
importance of both company goals and stakeholder well-being. These theories provide different
lenses for understanding and managing stakeholder relationships.

4. Why is legitimacy important for companies, and how can stakeholder engagement help
build and maintain legitimacy?

Suggested Answer: Legitimacy is crucial for companies because it grants them a social license to
operate, influencing their acceptance by society and stakeholders. Stakeholder engagement helps
build legitimacy by demonstrating that a company values and responds to stakeholder concerns.
Transparent communication, fair practices, and meaningful dialogue can foster trust and enhance
legitimacy.

5. How can companies manage the challenges of conflicting stakeholder interests in their
sustainability efforts?

Suggested Answer: Managing conflicting stakeholder interests requires careful prioritization,
transparent communication, and a willingness to compromise. Companies can facilitate dialogue
among stakeholders, seek common ground, and develop solutions that balance competing needs.
Impact assessments and ethical decision-making frameworks can also guide companies in
navigating complex stakeholder relationships.

Suggested Assignments

1. Stakeholder Analysis Report: Assign students to conduct a stakeholder analysis for a specific
company or industry, identifying key stakeholders, their interests, and their potential impact on
sustainability performance.

2. Legitimacy Audit: Have students analyze a company’s actions and communications to assess its
legitimacy with different stakeholder groups. They should identify areas where legitimacy is strong
or weak and propose strategies for improvement.

3. Stakeholder Engagement Plan: Ask students to develop a stakeholder engagement plan for a
specific sustainability initiative, outlining how the company will communicate with, consult, and
involve relevant stakeholders.

4. Case Study Analysis of Stakeholder Conflicts: Present students with case studies of companies
facing stakeholder conflicts related to sustainability. Ask them to analyze the causes of the conflicts,
the strategies used to manage them, and the outcomes.
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5. Research Project on Stakeholder Theory: Assign students to research and critically evaluate
different stakeholder theories, analyzing their strengths, weaknesses, and implications for
sustainable business practices.

Teaching Notes
Introduction to Stakeholder Management

The general idea of the stakeholder approach: Introduces the concept of stakeholders and their
relevance in sustainability management, highlighting their influence on corporate practices and vice
versa.

Internal vs. external and primary vs. secondary stakeholders: Differentiates between internal
and external stakeholders, and primary and secondary stakeholders, providing examples and
explaining their varying levels of influence.

Different understandings of stakeholder theory: Outlines different perspectives on stakeholder
theory, including descriptive, instrumental, normative, and integrative approaches, and their
implications for stakeholder management.

Companies, Stakeholders, and Social Legitimacy

Summary: Emphasizes the importance of legitimacy for companies, explaining how stakeholder
perceptions shape legitimacy and how corporate actions can impact it. Discusses the concept of
social license to operate.

Concepts of Stakeholder Management

The stakeholder management process: Outlines the three steps of stakeholder management:
identification, prioritization, and strategy development.

The stakeholder typology of Mitchell et al. (1997): Introduces the stakeholder typology based on
power, legitimacy, and urgency, explaining the different stakeholder categories and their
implications for management.
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Chapter 7

Consumers

Learning Objectives
After reading this chapter you will be able to:
e Characterize the different types of (un) sustainable consumption.
e List the factors that influence (un)sustainable consumer behaviour.

e Characterize collaborative consumption and the sharing economy with their potential for
sustainable development.

List of Key Terms
e Attitude-behaviour gap
e B2B (business-to-business)
e B2C (business-to-consumer)
e (Collaborative consumption
e (Collaborative lifestyles
e Communal economies
e Consumers
e (C2C (consumer-to-consumer)
e Degree of compromise
e Degree of confidence
e Durable products
e Expendable goods
e Fairtrade
e Feelgood purchases

e Footprint calculator
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e Green purchase perception matrix

e Intention-behaviour gap

e P2P (peer-to-peer)

e Product service systems

e Redistribution markets

e Sharing economy

e SHIFT framework

e Social desirability

e Social identity

e Social influence

e Social norms

e Sustainable consumption

e Unsustainable consumption

e  Win-win purchases

e  Why bother purchases

e  Why not purchases
Chapter Overview
This chapter examines the role of consumers in sustainable development, exploring sustainable and
unsustainable consumption patterns. It discusses factors influencing consumer behaviour, including
the SHIFT framework, encompassing social influence, habits, individual self, feelings, cognition,
and tangibility. The chapter introduces Peattie’s green purchase perception matrix, explaining how
consumer perceptions of compromise and confidence affect sustainable purchasing decisions. It
then delves into collaborative consumption and the sharing economy, defining their characteristics
and illustrating different systems, such as product service systems, communal economies, and
redistribution markets. The chapter differentiates between B2C, P2P/C2C, and B2B models of

collaborative consumption and concludes by analyzing the potential benefits and drawbacks of
collaborative consumption for sustainable development.
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Classroom Learning Exercises

1. Consumption Diary: Ask students to keep a consumption diary for a week, documenting their
purchases and consumption habits. Then, have them analyze their diaries, identifying sustainable
and unsustainable patterns and reflecting on the factors influencing their choices. This exercise
raises awareness of individual consumption impacts.

2. SHIFT Framework Analysis: Divide students into groups and assign each group one of the five
elements of the SHIFT framework. Have them brainstorm examples of how that element can
influence both sustainable and unsustainable consumer behaviour. Groups then share their findings,
illustrating the multifaceted nature of consumer choices.

3. Collaborative Consumption Debate: Divide the class into two teams. One team argues for the

benefits of collaborative consumption for sustainable development, while the other team highlights
its potential drawbacks. Each team prepares arguments and supporting examples. After the debate,
facilitate a class discussion on the complexities and nuances of collaborative consumption.

Tasks with Suggested Answers

Task 7-1

Search for “footprint calculator” online and you will find a number of calculators which help
you identify your impact on the environment. Choose one and calculate your own ecological
footprint. How does your lifestyle influence your footprint? How could you change your
footprint and how difficult or easy would this be for you?

Suggested Answer: Students should be encouraged to explore different footprint calculators and
compare their results. They should reflect on how factors like diet, transportation, housing, and
consumption habits contribute to their footprint. Changes could involve reducing meat
consumption, using public transport, or buying less. Comparing footprints with others highlights
variations in lifestyle and consumption patterns. Differences between countries with similar
standards of living might reflect variations in energy sources, infrastructure, or cultural norms.

Task 7-2

Ken Peattie’s green purchase perception matrix has been around for more than 20 years, and
some of the products he used as examples might be outdated from today’s point of view.
Which of these products might have moved into a different quadrant over time and why?
Which of his examples might nowadays not be applicable at all? What could be new examples
for the different quadrants and why? Furthermore, identify examples beyond green
purchases which cover other aspects of sustainability to arrive at a “sustainable purchase
perception matrix.”

Suggested Answer: Some products, like energy-efficient appliances, may have moved from “why
not” to “win-win” due to improved performance and lower costs. Reusable shopping bags might
have shifted from “feel-good” to “win-win” due to increased social norms and regulations on plastic
bags. New examples could include electric cars (potentially “win-win” or “feel-good”) or plant-
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based meat alternatives (“why not” or “feel-good”). A “sustainable purchase perception matrix”
could include fair trade products (degree of compromise: price; degree of confidence: impact on
producers) or locally sourced food (degree of compromise: availability; degree of confidence:
impact on local economy).

Task 7-3

Did you already use goods or services from the sharing economy sphere? What negative or
positive effects have you experienced?

Suggested Answer: Students should share their personal experiences with services like car-sharing,
bike-sharing, Airbnb, or clothing rental. Positive experiences might include cost savings,
convenience, access to goods they wouldn’t otherwise own, and reduced environmental impact.
Negative experiences could involve quality issues, safety concerns, inconvenient locations, or
complex booking processes. This exercise connects theoretical concepts with real-world
experiences.

Discussion Questions with Suggested Answers
1. What are the main barriers to sustainable consumption, and how can they be overcome?

Suggested Answer: Barriers include lack of awareness, habit, cost, inconvenience, and perceived
compromise. These can be addressed through education, making sustainable options more
accessible and affordable, promoting social norms, and highlighting the benefits of sustainable
consumption.

2. How can the SHIFT framework be used to understand and influence consumer behaviour
towards sustainability?

Suggested Answer: The SHIFT framework provides a comprehensive understanding of the factors
influencing consumer behaviour. By targeting each element (social influence, habit, individual self,
feelings and cognition, and tangibility), interventions can be designed to encourage sustainable
choices. For example, social marketing campaigns can leverage social norms, while product design
can enhance tangibility.

3. How does the green purchase perception matrix explain why some sustainable products are
more successful in the market than others?

Suggested Answer: The matrix highlights the importance of minimizing compromise and
maximizing confidence for consumers. “Win-win” products are more likely to be adopted because
they offer clear sustainability benefits without significant drawbacks. Marketing and product
development should focus on moving products towards the “win-win” quadrant.

4. What are the potential benefits and limitations of collaborative consumption for promoting
sustainable development?

Suggested Answer: Collaborative consumption can reduce resource use, lower environmental
impacts, and foster a sharing culture. However, it can also lead to rebound effects, increased
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transportation, and potential negative social impacts on workers or communities. Careful design and
regulation are needed to maximize the sustainability benefits.

5. How can businesses and policymakers encourage more sustainable consumption patterns?

Suggested Answer: Businesses can develop sustainable goods and services, promote sustainable
consumption through marketing, and incorporate sustainability into their business models.
Policymakers can implement regulations, incentives, and educational campaigns to encourage
sustainable choices and create a supportive environment for sustainable consumption.

Suggested Assignments

1. Sustainable Consumption Campaign Design: Have students design a marketing campaign to
promote a specific sustainable product or behaviour, applying the SHIFT framework and the green
purchase perception matrix.

2. Collaborative Consumption Business Model Analysis: Assign students to analyze the business
model of a sharing economy company, evaluating its sustainability performance and potential social
and environmental impacts.

3. Consumer Behaviour Research Project: Ask students to conduct a research project
investigating consumer attitudes and behaviours towards a specific sustainability issue, using
surveys, interviews, or other research methods.

4. Comparative Analysis of Footprint Calculators: Have students compare and contrast different
ecological footprint calculators, analyzing their methodologies, assumptions, and limitations.

5. Policy Proposal for Sustainable Consumption: Assign students to develop a policy proposal

for their local or national government to promote sustainable consumption, addressing specific
barriers and proposing concrete measures.

Teaching Notes

Introduction to (Un)sustainable Consumption

Summary: Defines sustainable consumption, linking it to the Brundtland definition and SDG 12.
Discusses the multifaceted nature of sustainable consumption and the growing market for
sustainable products.

Factors Influencing (Un)sustainable Consumer Behaviour
The SHIFT framework for sustainable consumer behaviour: Introduces the SHIFT framework,
explaining how social influence, habit, individual self, feelings, cognition, and tangibility affect

sustainable consumption.

The green purchase perception matrix: Explains Peattie’s matrix, highlighting the role of
compromise and confidence in consumer purchase decisions.

47
© 2025 Pearson Education Limited. All Rights Reserved.



Hahn, Sustainability Management, 2e, Instructor’'s Manual

Collaborative Consumption and the Sharing Economy

Definition and characteristics of collaborative consumption: Defines collaborative consumption,
emphasizing shared use, access over ownership, and the role of technology and trust.

Systems of collaborative consumption: Describes different systems of collaborative consumption,
including product service systems, communal economies, and redistribution markets.

Effects of collaborative consumption: Analyzes the potential positive and negative ecological and
socio-economic impacts of collaborative consumption.
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Chapter 8

Governmental Actors

Learning Objectives

After reading this chapter you will be able to:

Explain the role and influence of actors in legislation and regulation.
Outline types and usages of sustainability policy instruments.

Discuss the influence of different external factors and regulatory regimes on the
effectiveness of different sustainability policy instruments.

List of Key Terms

Cap-and-trade

Carbon taxes
Command-and-control instruments
Deposit-refund systems
Direct actors

Ecological boundaries
Economic incentives
Economic policy instruments
Energy labels

Externality

Fees

Free market

Free-riders

Government failures

Governmental support
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e Indirect actors

e Information requirements

e Institutional voids

e Lobbying

e Mandates

e Market-based instruments

e Market failures

e Negative externalities

e Planning instruments

e Prescriptions

e Prisoner’s dilemma

e Private governance

e Proscriptions

e Public goods

e Regulatory instruments

e Soft law

e Suasive instruments

e Sustainability policy instruments

e Taxes

e Tradable permits
Chapter Overview
This chapter explores the role of governmental actors in shaping sustainable development through
legislation and regulation. It discusses market failures, such as negative externalities and overuse of
public goods, and governmental failures, such as short-termism and self-interest, which necessitate

policy interventions. The chapter distinguishes between direct and indirect political actors and their
influence on policy. It outlines three categories of sustainability policy instruments: command-and-
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control, information requirements and governmental support, and market-based instruments. The
chapter analyzes the advantages and disadvantages of each instrument type, providing examples.
Finally, it discusses the influence of regulatory regimes, institutional voids, and transnational
regulations on policy effectiveness, highlighting the context-specific nature of policy choices.

Classroom Learning Exercises

1. Policy Instrument Matching: Create cards with different sustainability challenges (e.g., air
pollution, deforestation, social inequality) and another set of cards with different policy instruments
(e.g., carbon tax, information campaign, mandatory labelling). Have students work in groups to
match the challenges with the most appropriate policy instruments, justifying their choices.

2. Externalities Role-Play: Divide students into groups representing different stakeholders affected
by a negative externality (e.g., a polluting factory). Have them role-play a negotiation scenario,
exploring different policy options to address the externality and their distributional impacts.

3. Regulatory Regime Comparison: Assign students different countries with varying regulatory
regimes (e.g., a liberal or neo-liberal market economy, a social market economy, a state capitalist
country). Have them research and present the country’s approach to a specific sustainability
challenge, comparing policy instruments and their effectiveness.

Tasks with Suggested Answers

Task 8-1

Find different examples of sustainability-related command-and-control instruments from
your country and from a neighbouring country and try to think of social and environmental
issues. To what extent did they achieve a desired outcome, and how could that outcome have
been achieved otherwise?

Suggested Answer: Examples in the UK could include regulations on air and water pollution,
building codes for energy efficiency, or bans on certain hazardous substances. A neighbouring
country like France might have similar regulations but with different specific standards or
enforcement mechanisms. Students should analyze the effectiveness of these instruments and
consider alternative approaches, such as market-based instruments or information campaigns,
potentially combined with command-and-control.

Task 8-2

Find different examples of sustainability-related information requirements from your country
and from a neighbouring country. What is their purpose and which stakeholders are
addressed by the required information? Under which circumstances can these information
requirements lead to a more sustainable business performance?

Suggested Answer: Examples in the UK could include mandatory energy efficiency labels for
appliances, nutritional labelling on food products, or corporate sustainability reporting
requirements. A neighbouring country like Germany might have the “Green Button” label for
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textiles or stricter requirements for supply chain transparency. These requirements aim to inform
consumers, investors, and other stakeholders. They can lead to more sustainable business
performance if consumers demand sustainable products, investors prioritize ESG factors, or
companies use the information to improve their practices.

Discussion Questions with Suggested Answers

1. Why are market failures and government failures relevant for understanding the need for
sustainability policy interventions?

Suggested Answer: Market failures, like negative externalities, demonstrate that markets alone
don’t always produce socially optimal outcomes, especially regarding sustainability. Government
failures highlight that even well-intentioned policies can be ineffective or create unintended
consequences. Understanding these failures is crucial for designing effective interventions.

2. How do direct and indirect political actors influence the development and implementation
of sustainability policies?

Suggested Answer: Direct actors, like parliaments and government agencies, formally create and
enforce policies. Indirect actors, like NGOs and businesses, influence policy through lobbying,
advocacy, public pressure, and providing information. The interplay of these actors shapes the
policy landscape.

3. What are the strengths and weaknesses of different types of sustainability policy
instruments?

Suggested Answer: Command-and-control instruments are relatively easy to implement but can be
inflexible and costly. Information requirements and support can raise awareness and encourage
sustainable behaviour but may not be sufficient to drive significant change. Market-based
instruments can be cost-effective and incentivize innovation but require careful design and may face
political resistance.

4. How do institutional voids and varying regulatory regimes affect the effectiveness of
sustainability policies?

Suggested Answer: Institutional voids, common in many countries of the Global South, can hinder
policy implementation due to weak regulatory capacity or lack of enforcement. Varying regulatory
regimes across countries create uneven playing fields and can lead to regulatory arbitrage.
Transnational regulations and private governance initiatives can address these challenges but face
their own limitations.

5. What are the ethical considerations in designing and implementing sustainability policies?

Suggested Answer: Ethical considerations include ensuring fairness and equity in policy impacts,
respecting human rights, and promoting transparency and accountability. Policies should consider
the distributional effects on different groups and avoid unintended consequences that exacerbate
existing inequalities.
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Suggested Assignments

1. Policy Instrument Analysis: Assign students a specific sustainability challenge and have them
analyze different policy instruments that could be used to address it, evaluating their potential
effectiveness, costs, and ethical implications.

2. Stakeholder Mapping and Engagement in Policy Development: Ask students to map the
stakeholders involved in a specific policy issue and develop a stakeholder engagement plan for
policymakers to effectively involve these stakeholders in the policy development process.

3. Comparative Policy Analysis: Have students compare and contrast the sustainability policies of
two different countries or regions, analyzing the factors that have shaped these policies and their
relative success.

Teaching Notes

Actors in Legislation and Regulation

Summary: Discusses the role of actors in shaping sustainability policy, distinguishing between
direct and indirect actors and their influence on legislation and regulation. Explains market failures
and government failures.

Sustainability Policy Instruments

Command-and-control instruments: Explains how command-and-control instruments work, their
advantages (ease of implementation, predictability) and disadvantages (high monitoring costs,
inflexibility).

Information requirements and governmental support: Discusses how information requirements
and governmental support can influence behaviour, their advantages (less invasive, flexible) and
disadvantages (limited effectiveness, lack of long-term change).

Market-based instruments: Explains how market-based instruments, like taxes and tradable
permits, work, their advantages (cost-effectiveness, innovation incentives) and disadvantages
(complexity, international cooperation challenges).

Differences in Regulatory Regimes and Welfare States
Summary: Discusses how institutional factors, such as regulatory regimes and institutional voids,

influence the effectiveness of sustainability policies. Highlights the role of transnational regulations
and private governance.
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Chapter 9
Civil Society

Learning Objectives
After reading this chapter you will be able to:
e Explain the role and activities of civil society and NGOs
e OQOutline confrontative strategies of nongovernmental organizations.

e Explain potential benefits as well as risks and challenges of cross-sector partnerships for
NGOs and for companies.

e Define the nature of partnerships between companies and nongovernmental organizations,
including risks, challenges and best practices of partnership management.

List of Key Terms
e Advocacy NGOs
e Civil society
e Confrontational strategies
e Cross-sector partnerships
e Hybrid organizations
e Legitimacy
e Market sector
e Nonprofit sector
e Public-private partnerships
e Service NGOs
e Social enterprises

e Stakeholders
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Chapter Overview

This chapter explores the role and activities of civil society and NGOs within the context of
sustainability management. It begins by defining civil society as the “third sector” distinct from the
state and market sectors, and discusses the significance of NGOs within this framework. The
chapter examines the various types of NGOs, their activities, and the indirect influence they exert
on companies through public pressure, media, and other channels. Confrontational strategies
employed by NGOs are analyzed, highlighting the factors that make certain companies more prone
to NGO campaigns. The chapter also delves into the benefits and risks of cross-sector partnerships
between companies and NGOs, offering best practices for managing these collaborations. Different
types of partnerships are categorized based on their scope and intensity, providing a comprehensive
understanding of how these relationships can be effectively managed for mutual benefit.

Classroom Learning Exercises

1. NGO Role-Play Debate: Divide the class into two groups. One group will represent various
NGOs, and the other will represent companies in different industries. Each group will prepare
arguments for a debate on a selected sustainability issue (e.g., climate change, human rights, animal
welfare). The NGO group will present confrontational strategies, while the company group will
defend their practices and propose collaborative solutions. After the debate, discuss the outcomes
and potential for real-world application.

2. NGO Strategy Simulation: Create small groups and assign each group a different NGO. Provide
case studies of companies with varying degrees of sustainability practices. Each group will develop
a strategy for their assigned NGO to engage with the company, using either confrontational or
collaborative approaches. Groups will present their strategies, and the class will discuss the
potential effectiveness and challenges of each approach.

3. Cross-Sector Partnership Workshop: Organize the class into mixed groups of “company’ and
“NGO” representatives. Each group will be tasked with negotiating a cross-sector partnership to
address a specific sustainability issue. They will need to consider factors such as mission alignment,
resource adequacy, and cultural fit. After the negotiations, groups will present their partnership
plans, highlighting the benefits, risks, and management strategies.

Tasks with Suggested Answers

Task 9-1

Identify different NGOs with different approaches. What is their leverage to improve
sustainability, what are the disadvantages? Can you identify an organization that
simultaneously pursues a confrontational and a cooperative approach?

Suggested Answer: Different NGOs employ various approaches to influence sustainability. For
instance, Greenpeace is known for its confrontational strategies, such as direct actions and public
campaigns, to pressure companies into adopting more sustainable practices. Their leverage lies in
their ability to mobilize public opinion and media attention, but their confrontational approach can
sometimes lead to strained relationships with companies. On the other hand, the World Wildlife
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Fund (WWF) often uses cooperative approaches, engaging in partnerships with companies to
promote sustainable practices. Their leverage is in their expertise and collaborative efforts, but they
may face criticism for being too lenient on corporate partners. Example of organization that use
both approaches (at least in more extreme forms) are very rare as it is often difficult for NGOs to
deal with companies. Thus, confrontation of otherwise collaborative NGOs is usually restricted to
specific circumstances and vice versa.

Task 9-2

Identify a few specific companies from different industries — preferably some with direct
connections to end consumers and some in the business-to-business segment. How do they
differ in terms of the above-mentioned risk factors? Explain why.

Suggested Answer: Companies with direct consumer connections, such as Nike (apparel) and
Nestlé (food and beverage), face higher risks of NGO confrontations due to their high brand
awareness and the potential for generating large externalities (e.g., labour conditions, environmental
impact). These companies are more visible to the public, making them prime targets for NGO
campaigns. In contrast, business-to-business companies may have lower brand visibility to the
general public but still face risks related to their supply chains and environmental impact. The
difference in risk factors arises from the nature of their operations, public visibility, and the direct
impact of their products on consumers.

Discussion Questions with Suggested Answers

1. What are the key factors that contribute to the legitimacy and power of NGOs in
influencing corporate behaviour?

Suggested Answer: The legitimacy and power of NGOs in influencing corporate behaviour stem
from several key factors: their high credibility and trustworthiness in the eyes of the public, their
ability to mobilize public opinion and media attention, their expertise and specialized knowledge in
specific issues, and their extensive networks that provide access to resources and information.
Additionally, NGOs often benefit from their status as underdogs, which can garner public sympathy
and support, further enhancing their influence.

2. How do confrontational strategies by NGOs impact the legitimacy and reputation of
targeted companies?

Suggested Answer: Confrontational strategies by NGOs can significantly impact the legitimacy
and reputation of targeted companies by drawing public attention to their unsustainable practices.
These strategies can lead to negative media coverage, consumer boycotts, and increased scrutiny
from regulators and other stakeholders. The resulting damage to a company’s reputation can affect
its brand image, customer loyalty, and financial performance. Companies may be compelled to
change their practices to restore their legitimacy and mitigate the negative impacts of NGO
campaigns.
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3. What are the potential benefits and challenges of cross-sector partnerships between
companies and NGOs?

Suggested Answer: The potential benefits of cross-sector partnerships include access to additional
resources, expertise, and networks; enhanced credibility and legitimacy; and the ability to address
complex sustainability issues collaboratively. However, challenges include differing organizational
cultures and values, potential mistrust or scepticism, the risk of resource misallocation, and the
possibility of sensitive information being misused. Successful partnerships require careful
management, clear communication, and alignment of goals and expectations.

4. How can companies effectively manage partnerships with NGOs to ensure mutual benefits
and successful outcomes?

Suggested Answer: Companies can effectively manage partnerships with NGOs by being inclusive
and sharing power, setting clear expectations and norms, establishing conflict management
procedures, and continuously evaluating the partnership’s success. Building mutual understanding
and trust, recognizing and respecting each other’s values and differences, and being patient and
committed to the partnership process are also crucial. Strategic thinking and proactive engagement
with NGOs, rather than waiting for crises, can further enhance the partnership’s effectiveness.

5. In what ways can NGOs influence government policies and regulations to promote
sustainability?

Suggested Answer: NGOs can influence government policies and regulations through lobbying,
advocacy, and public campaigns that raise awareness and generate public support for specific
issues. They can provide expertise and research to inform policy decisions, engage in dialogue with
policymakers, and participate in consultations and advisory committees. NGOs can also mobilize
public opinion and media attention to pressure governments to adopt sustainable policies and
regulations. By building coalitions and networks with other stakeholders, NGOs can amplify their
influence and drive systemic change.

Suggested Assignments

1. Case Study Analysis: Present students with a case study of a specific NGO campaign against a
company (e.g., Greenpeace vs. Shell). Ask students to analyze the strategies used by the NGO, the
company’s response, and the outcomes of the campaign. Students should identify the factors that
contributed to the success or failure of the campaign and suggest alternative strategies that could
have been used.

2. NGO Partnership Proposal: Assign students to research and identify a company and an NGO
that could potentially form a cross-sector partnership. Students will develop a proposal outlining the
goals, benefits, and challenges of the partnership, as well as strategies for managing the
collaboration. The proposal should include a plan for evaluating the partnership’s success.

3. Stakeholder Analysis: Ask students to select a company and conduct a stakeholder analysis,
identifying key stakeholders, including NGOs, and assessing their influence and interests. Students
should evaluate how the company can engage with these stakeholders to address sustainability
issues and enhance its legitimacy and reputation.
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4. NGO Impact Assessment: Assign students to research an NGO and assess its impact on
sustainability issues. Students should evaluate the NGO’s strategies, campaigns, and partnerships,
and analyze the effectiveness of its efforts in promoting sustainable development. The assessment
should include recommendations for improving the NGO’s impact.

5. Cross-Sector Partnership Case Study: Present students with a case study of a successful cross-
sector partnership (e.g., WWF and Unilever’s Marine Stewardship Council). Ask students to
analyze the factors that contributed to the partnership’s success, the benefits and challenges faced,
and the best practices used in managing the partnership. Students should also suggest ways to
replicate the success in other contexts.

Teaching Notes

Introduction into Civil Society and Nongovernmental Organizations

The chapter begins by defining civil society as the “third sector” distinct from the state and market
sectors. It highlights the significance of NGOs within this framework, noting their role in
addressing market and governmental failures. The chapter discusses the broad variety of actors
within civil society, including individuals and more organized elements like NGOs, and their
activities in sustainability management.

Characterization of Civil Society and Nongovernmental Organizations

This section delves into the characteristics of civil society and NGOs, explaining their goals,
structures, and activities. It emphasizes the indirect influence of NGOs on companies through
public pressure, media, and other channels. The section also categorizes NGOs based on their
beneficiaries and activities, distinguishing between self-benefiting and other-benefiting NGOs, as
well as advocacy and service NGOs.

Confrontational Strategies of Nongovernmental Organizations

This section analyzes the confrontational strategies employed by NGOs against companies,
highlighting the factors that make certain companies more prone to NGO campaigns. It discusses
various tactics used by NGOs, from public pressure and media campaigns to lawsuits and direct
actions. The section also provides examples of confrontative campaigns and their impact on
companies.

Partnerships between Companies and Nongovernmental Organizations

The chapter explores the potential for collaboration between companies and NGOs through cross-
sector partnerships. It discusses the benefits and risks of such partnerships, offering best practices
for managing these collaborations. The section categorizes different types of partnerships based on
their scope and intensity, providing a comprehensive understanding of how these relationships can
be effectively managed for mutual benefit.
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Benefits and Risks of Cross-Sector Partnerships

This section discusses the mutual benefits that companies and NGOs can gain from cross-sector
partnerships, such as access to resources, expertise, and networks. It also highlights the challenges
and risks involved, including differing organizational cultures, potential mistrust, and resource
misallocation. The section provides guidance on selecting suitable partners and managing
partnerships effectively.

Best Practices for Managing Cross-Sector Partnerships

This section offers best practices for managing cross-sector partnerships, including being inclusive,
setting clear expectations, establishing conflict management procedures, and continuously
evaluating the partnership’s success. It emphasizes the importance of building mutual understanding
and trust, recognizing and respecting each other’s values and differences, and being patient and
committed to the partnership process.

Different Types of Partnerships

The chapter concludes by categorizing different types of cross-sector partnerships based on their
scope and intensity. It distinguishes between reactive or philanthropic partnerships, transactional
partnerships, and integrative or transformative partnerships, providing examples and discussing the
characteristics of each type.

59
© 2025 Pearson Education Limited. All Rights Reserved.



Chapter 10

Investors and Sustainable Finance

Learning Objectives

After reading this chapter you will be able to:

Describe the development and current relevance of sustainable investment.
Distinguish between active and passive approaches and their different forms.
Explain the functions, forms, criteria and processes related to sustainability ratings.

Discuss the ways in which different forms of sustainable investment might have an impact
on sustainable development.

List of Key Terms

Active approach
Best-in-class approach

ESG

Ethical investment

Green investment

Impact investing

Negative criteria
Norm-based screening
Passive approach

Positive criteria

Socially responsible investment
Sustainability crowdfunding

Sustainability ratings
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e Sustainability-themed investments
e Value-based screening
Chapter Overview

This chapter examines sustainable investments, exploring their background, development, and
impact within the broader context of sustainable development. It defines sustainable investments as
financial decisions that consider sustainability criteria alongside traditional financial metrics like
risk, return, and liquidity. The chapter discusses the market growth and regulatory landscape of
sustainable investments, highlighting the increasing global interest and regulatory push towards
incorporating ESG factors into investment decisions. It further differentiates between active and
passive sustainable investment approaches, outlining various strategies within each category.
Finally, the chapter explores the role of sustainability ratings, their criteria and processes, and their
impact on both financial performance and overall sustainability outcomes.

Classroom Learning Exercises

1. Sustainable Investment Portfolio Challenge: Divide the class into groups and provide each
with a hypothetical investment fund and specific sustainability goals. Have them research and select
investments that align with these goals, considering different approaches (negative/positive
screening, best-in-class, impact investing, etc.). Each group will present their portfolio and justify
their choices based on financial and sustainability criteria.

2. Sustainability Rating Debate: Select a company with a published sustainability rating. Divide
the class into two groups: one supporting the rating and the other critiquing it. Each group will

research and present arguments based on the rating methodology, data sources, and the company’s
actual sustainability performance. This exercise encourages critical evaluation of rating processes.

3. Active vs. Passive Investment Role-Play: Assign students roles as either active investors (e.g.,
fund managers engaging with company leadership) or passive investors (e.g., using ESG ratings to
select investments). Present a case study of a company with sustainability challenges. Have the
active investors develop an engagement strategy, while the passive investors choose an investment
approach based on available information. Discuss the potential impact of each strategy on the
company’s sustainability performance.

Tasks with Suggested Answers

Task 10-1

You are the Vice President of Asset Management at a small private bank. Your institution
plans to launch a new sustainability-focused investment fund. The CEO asks you to come up
with a set of criteria that seem suitable for your bank, under consideration of the magic
triangle of investment.

Suggested Answer: Considering the magic triangle of investment (return, risk, liquidity), criteria
for a new sustainability-focused fund could include:
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Return: Target competitive financial returns while prioritizing long-term value creation. Focus on
companies demonstrating strong ESG performance, as this can mitigate risks and enhance long-
term profitability.

Risk: Integrate ESG risk assessment into investment analysis. Evaluate companies’ exposure to
environmental, social, and governance risks, which can impact financial performance. Diversify the
portfolio across sectors and geographies to manage risk.

Liquidity: Maintain sufficient liquidity to meet investor redemptions and manage market
fluctuations. Invest in liquid assets or those with readily available market prices.

Sustainability: Define specific ESG criteria based on the bank’s values and client preferences. This
could include negative screening (excluding certain sectors), positive screening (selecting
companies with strong ESG performance), or impact investing (targeting specific sustainability
outcomes).

Task 10-2

Have a look at the portfolio of your bank (or any other bank in your country): What kind of
sustainable investment products do they offer for retail investors? Have a closer look at the
background information of some of these products (e.g., investment funds) and assess which
sustainable investment approaches they follow. Do you see differences and which approach
best fits your own understanding of sustainability?

Suggested Answer: [Students should research specific banks and their offerings. A sample answer
is provided below.]

Many UK banks offer sustainable investment products for retail investors, including funds focused
on renewable energy, ethical bonds, and ESG-integrated portfolios. For example, some funds use a
best-in-class approach, investing in companies with the highest ESG ratings within their respective
sectors. Others employ negative screening, excluding companies involved in fossil fuels or
controversial weapons. Differences arise in the specific criteria used, the level of engagement with
companies, and the targeted impact. A best-in-class approach combined with active engagement
aligns with a comprehensive understanding of sustainability, as it encourages continuous
improvement and drives positive change within industries.

Task 10-3

You are (again) the Vice President of Asset Management at a small private bank. Your
institution plans to launch a new sustainability-focused investment fund. The CEO asks you to
brief her on the pros and cons of the different approaches for sustainable investments based
on the following criteria: (1) efforts needed to identify suitable investment objects, (2)
certainty to contribute to sustainable development, and (3) general financial risks (and
opportunities).
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Suggested Answer:
Approach Effort to Identify Certainty of Financial
Contribution Risks/Opportunities
Negative Screening Low Moderate Lower returns
(potentially), lower
risk (potentially)
Positive Screening Moderate Moderate Market-dependent
Best-in-Class High Moderate to High Market-dependent
Impact Investing High High Higher risk, higher
potential return
Active Engagement High High Varies depending on
strategy
Explanation:

Negative screening requires minimal research but offers limited certainty of impact. It may reduce
financial risks associated with controversial sectors.

Positive screening involves more research but can target specific sustainability themes. Financial
outcomes depend on market performance.

Best-in-class requires extensive ESG analysis but can identify leaders within each sector. Financial
outcomes are market-dependent.

Impact investing demands significant due diligence to assess social and environmental impact, but
offers the highest certainty of contribution. It often involves higher financial risks but also the
potential for higher returns.

Active engagement requires ongoing dialogue and monitoring of companies, but can directly
influence corporate behaviour. Financial risks and opportunities vary depending on the engagement
strategy.

Discussion Questions with Suggested Answers
1. How does the concept of “ESG” enhance traditional investment analysis?

Suggested Answer: ESG enhances traditional investment analysis by incorporating environmental,
social, and governance factors, providing a more holistic view of a company’s risks and
opportunities. Traditional analysis primarily focuses on financial metrics, which may not fully
capture the long-term value creation potential or risks associated with sustainability issues. ESG
factors can reveal hidden risks (e.g., environmental liabilities) and opportunities (e.g., growing
demand for sustainable products) that traditional analysis might overlook.
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2. What are the key differences between active and passive sustainable investment
approaches?

Suggested Answer: Active sustainable investing involves directly engaging with companies to
influence their ESG performance, through activities like shareholder voting and dialogue with
management. Passive approaches focus on selecting investments based on pre-defined ESG criteria,
without direct engagement. Passive strategies are generally less resource-intensive but may have a
less direct impact on corporate behaviour.

3. How can sustainability ratings contribute to informed investment decisions? What are their
limitations?

Suggested Answer: Sustainability ratings offer investors a consolidated assessment of a company’s
ESG performance, facilitating comparison and informed decision-making. However, limitations
include variations in rating methodologies, data inconsistencies, and potential biases. It’s crucial for
investors to critically evaluate the underlying data and methodology of different ratings before
relying on them.

4. What are the potential challenges in measuring the “impact” of sustainable investments on
sustainable development?

Suggested Answer: Measuring the impact of sustainable investments is complex due to the
difficulty in establishing causality, the lack of standardized impact metrics, and the long-term nature
of sustainability outcomes. Attributing specific changes in a company’s sustainability performance
directly to investor actions can be challenging. Developing robust and comparable impact metrics is
an ongoing effort.

5. How can regulatory developments, such as the EU Sustainable Finance Taxonomy,
influence the growth and direction of sustainable finance?

Suggested Answer: Regulations like the EU taxonomy provide a common framework for defining
sustainable activities, increasing transparency, and combating greenwashing. This can boost
investor confidence, attract greater capital flows towards truly sustainable investments, and
incentivize companies to improve their ESG performance to meet regulatory requirements. Such
regulations can shape market standards and accelerate the transition to a more sustainable economy.

Suggested Assignments

1. Comparative Rating Analysis: Students select a company and compare its sustainability ratings
from different providers (e.g., MSCI, Sustainalytics, Bloomberg ESG). Analyze the differences in
scores and methodologies, and discuss the implications for investment decisions.

2. Impact Investment Case Study: Research and present a case study of a successful impact
investment. Analyze the investment strategy, the social and environmental outcomes achieved, and
the financial performance. Discuss the key success factors and challenges of impact investing.
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3. Company Engagement Strategy: Choose a publicly listed company with sustainability
challenges. Develop a detailed engagement strategy for an active investor, outlining specific goals,
tactics, and expected outcomes.

4. Sustainable Investment Fund Proposal: Design a hypothetical sustainable investment fund,
defining its investment strategy, target audience, ESG criteria, and impact goals. Develop a
marketing plan to attract investors.

5. Policy Analysis: Analyze a specific policy or regulation related to sustainable finance (e.g., the
EU taxonomy, the SFDR). Evaluate its objectives, mechanisms, and potential impact on the market.

Teaching Notes

Background and Recent Developments of Sustainable Investments

This section introduces the concept of sustainable investments, emphasizing the integration of ESG
criteria into investment decisions. It discusses the growth of the sustainable investment market and
the increasing regulatory focus on sustainability in finance.

Characterization of Sustainable Investments

This section defines sustainable investments and explores the various terms used in the field, such
as ethical investing, socially responsible investing, and green investing. It highlights the added
complexity of considering sustainability alongside traditional financial metrics.

Market Development and Regulations

This section discusses the rapid growth of the sustainable investment market globally, noting
regional variations. It also examines regulatory developments, such as the EU Sustainable Finance
Taxonomy, and their impact on the market.

Sustainable Investment Approaches

This section introduces the distinction between active and passive sustainable investment
approaches.

Active Sustainable Investment Approaches

This section details active approaches, including shareholder voting and engagement with company
management, explaining how investors can influence corporate sustainability performance.

Passive Sustainable Investment Approaches
This section outlines passive strategies, such as negative and positive screening, best-in-class

approaches, and themed investments. It also discusses impact investing and sustainability
crowdfunding.
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Sustainability-Related Ratings

This section introduces the concept of sustainability ratings and their function in sustainable
finance.

Functions and Forms of Sustainability Ratings

This section explains the purpose of sustainability ratings, how they complement financial ratings,
and the different forms they can take.

Criteria and Processes of Sustainability Ratings

This section delves into the criteria used by rating agencies to assess sustainability performance, the
data sources they utilize, and the potential challenges and limitations of rating processes.

Impact of Sustainable Finance

This section examines the impact of sustainable finance on both financial performance and
sustainable development.

The Financial Impact of Sustainable Finance

This section discusses the debate surrounding the financial performance of sustainable investments,
reviewing empirical research and different hypotheses.

The Sustainability-Related Impact of Sustainable Finance
This section explores the impact of sustainable investments on companies’ sustainability

performance and overall sustainable development, considering different investment approaches and
their potential effectiveness.
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Chapter 11

Employees

Learning Objectives
After reading this chapter you will be able to:
e Explain the effects of sustainability management and CSR on employees.
e Discuss sustainable employee behaviour.
e Outline the special influence of top management on sustainability management.
List of Key Terms
e Avoiding harm
e Conserving
e Corporate culture
e Ethical leadership
¢ Influencing others
e Job performance
e Job satisfaction
e Perceived CSR
e Personal norms
e Pro-environmental behaviours
e Social norms
e Sustainable behaviour
e Sustainable human resource management
e Taking initiative

e Transforming
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Chapter Overview

This chapter examines the multifaceted relationship between sustainability management, CSR, and
employees. It explores the positive impacts of perceived CSR on employee attitudes and
behaviours, such as increased job satisfaction, organizational commitment, and improved job
performance. The chapter also delves into the concept of sustainable employee behaviour,
categorizing different types of actions and identifying the drivers behind them, including personal
norms, social norms, and individual benefits. Finally, it highlights the crucial role of top
management in shaping a company’s sustainability agenda, emphasizing the influence of leadership
styles, expertise, and team dynamics on overall sustainability performance.

Classroom Learning Exercises

1. Sustainable Behaviour Brainstorm: Divide students into groups and assign each group a
different category of sustainable employee behaviour (avoiding harm, transforming, influencing
others, taking initiative). Have them brainstorm specific examples of behaviours within their
assigned category that could be implemented in a workplace setting. Groups then share their ideas
and discuss the potential impact of each behaviour.

2. CSR Perception Survey: Conduct a brief anonymous survey in class asking students to rate their
perception of the CSR efforts of a well-known company. Then facilitate a discussion exploring the
factors that influence their perceptions and how these perceptions might affect their attitudes and
behaviours as potential employees.

3. Leadership Role-Play: Assign students roles as members of a top management team tasked with
developing a new sustainability initiative for their company. Include roles with varying levels of
support for sustainability. Have the team discuss and negotiate the initiative, exploring the
dynamics of leadership influence on sustainability decision-making.

Tasks with Suggested Answers
Task 11-1

Are sustainability and CSR decision criteria for you when seeking a new employer? Why or
why not? Do they make a difference in what Kind of job you are seeking (internship, summer
job, first, second, or third job after graduation, etc.)? How would you try to judge the level of
sustainability and CSR of your prospective employer? Elaborate.

Suggested Answer: For many graduates, sustainability and CSR are increasingly important criteria
when choosing an employer. This reflects a growing awareness of social and environmental issues
and a desire to work for organizations that align with their values. The importance of these criteria
might vary depending on the job sought. For example, an internship might prioritize learning
opportunities over a company’s full sustainability profile, while a long-term career position might
place greater emphasis on values alignment. Judging a company’s sustainability can involve
researching their CSR reports, looking for external certifications (e.g., B Corp), examining their
environmental and social policies, and exploring employee reviews and media coverage.
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Discussion Questions with Suggested Answers

1. How does perceived CSR contribute to a positive work environment and employee well-
being?

Suggested Answer: Perceived CSR fosters a sense of fairness, belonging, and trust within the
organization, contributing to a more positive work environment. Employees are more likely to be
satisfied, committed, and engaged when they believe their employer is acting responsibly towards
society and the environment. This can lead to increased motivation, productivity, and overall well-
being.

2. What are the different ways employees can contribute to sustainability in the workplace,
beyond formal company programs?

Suggested Answer: Employees can contribute to workplace sustainability through individual
actions like reducing resource consumption, promoting recycling, suggesting sustainable
alternatives, and raising awareness among colleagues. They can also take initiative by proposing
new sustainability projects, participating in green teams, and advocating for more sustainable
practices within the organization.

3. How can companies foster a culture of sustainable behaviour among their employees?

Suggested Answer: Companies can promote sustainable behaviour by providing training and
education, implementing clear sustainability policies, establishing reward systems, creating a
supportive infrastructure (e.g., recycling facilities), and showcasing successful sustainability
initiatives. Leadership commitment and role modelling are also crucial for fostering a culture of
sustainability.

4. Why is top management support essential for effective sustainability management?

Suggested Answer: Top management support is vital because it ensures that sustainability is
integrated into the company’s overall strategy and operations. Leaders can allocate resources, set
targets, and create accountability for sustainability performance. Their commitment signals the
importance of sustainability to the entire organization, motivating employees and driving
meaningful change.

5. How can companies ensure that their CSR efforts translate into a positive perception
among employees?

Suggested Answer: Companies should ensure transparency and authenticity in their CSR
communication, highlighting concrete actions and measurable results. They should also actively
engage with employees, seeking their input and feedback on sustainability initiatives.
Demonstrating genuine commitment to social and environmental issues, rather than simply
“greenwashing,” is crucial for building trust and credibility among employees.
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Suggested Assignments

1. Sustainable Workplace Audit: Students conduct a sustainability audit of their own workplace
or a chosen organization, identifying areas for improvement and proposing recommendations.

2. Employee Engagement Survey Design: Develop a survey instrument to assess employee
perceptions and behaviours related to sustainability in the workplace.

3. Case Study Analysis of CEO Influence: Analyze a case study of a company where the CEO has
played a significant role in shaping the organization’s sustainability performance (e.g., Paul Polman
at Unilever).

4. Sustainable HRM Proposal: Develop a proposal for implementing sustainable human resource
management practices in a specific company, focusing on recruitment, training, performance
management, and employee engagement.

5. Behaviour Change Campaign Design: Design a campaign to promote a specific sustainable
behaviour among employees in a chosen organization (e.g., reducing energy consumption,
increasing recycling rates).

Teaching Notes

Effects of Sustainability Management on Employees

This section establishes the foundational business case for sustainability from a human resources
perspective. It is crucial to emphasize the distinction between an organization’s actions and
employees’ perception of those actions. The core causal chain to explain is: Perceived CSR leads to
enhanced feelings of organizational justice, identification, and trust. These psychological
outcomes are not merely “nice-to-haves”; they translate directly into valuable business outcomes.
These include positive effects like higher organizational commitment, job satisfaction, and
performance, and negative correlations with undesirable outcomes like turnover intentions and
organizational cynicism. The Turban and Greening (1997) study is a key piece of evidence here,
illustrating how social performance makes a firm more attractive to potential employees through
signalling and social identity mechanisms.

Sustainable Employee Behaviour

This section moves from perception to action, focusing on what employees actually do. A key
distinction for students to grasp is between formally prescribed behaviour (driven by sustainable
human resource management like policies and incentives) and voluntary behaviour. The focus is
on the latter, which can be categorized into four types: avoiding harm/conserving (the baseline),
transforming (proactive innovation), influencing others (multiplying impact), and taking
initiative (catalyzing change). The concept of the social intrapreneur is a powerful example of
taking initiative. It is also important to cover the drivers of these behaviours: awareness (knowing
the need), personal norms (individual values), and social norms (peer expectations). This
framework helps students understand how organizations can encourage such behaviours beyond
simple mandates.

70
© 2025 Pearson Education Limited. All Rights Reserved.



Hahn, Sustainability Management, 2e, Instructor’'s Manual

Influence of (Top) Management on Sustainability Management

This final section argues that leadership is not just another factor but is arguably the most critical
enabler of organizational sustainability. Without top management support, most initiatives will fail
due to a lack of resources and authority. Leaders exert influence in several ways: through direct
power (allocating resources, setting policy), by creating a supportive culture, and by acting as role
models through their own behaviour. The chapter then delves into the specific characteristics of
leaders that matter. This goes beyond generic support to include functional expertise, cognitive
traits like reflexivity, and even personality traits. The discussion of CEQO narcissism (positive
effect due to desire for attention) versus CEO hubris (negative effect) is a nuanced point that can
spark debate. The influence of the entire top management team’s diversity and mindset is also
highlighted as crucial for superior sustainability performance. The Emmanuel Faber case serves as a
practical, cautionary tale of the power — and limits — of a sustainability-minded CEO.
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Chapter 12

Sustainable Human Resource Management

Learning Objectives

After reading this chapter you will be able to:

Ilustrate different interventions to increase the likelihood that employees will act
sustainably.

Outline structural measures that can be used to implement sustainability throughout a
company.

[lustrate what companies can do for their employees through sustainable human resource
management.

List of Key Terms

Diversity

Employability

Employee sustainable behaviour
Equality

Fairness

Flexibility

Health and safety
Interventions
Non-discrimination
Occupational health and safety
Secure employment

Social protection

Structural measures

Sustainability-conscious employees
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e Sustainability-oriented recruiting
e Sustainable human resource management
e Work-life balance

Chapter Overview

This chapter explores sustainable human resource management (HRM) from two complementary
perspectives. First, it examines how organizations can foster sustainable behaviour among
employees to enhance overall corporate sustainability performance. It outlines various
interventions, including targeted recruitment, awareness campaigns, training programs, incentive
systems, and structural changes. Second, the chapter discusses the responsibilities of companies
towards their employees within a sustainability framework. This includes providing secure
employment, ensuring health and safety, promoting fair working conditions and social protection,
fostering work-life balance, enhancing employability, and championing diversity, equality, and non-
discrimination.

Classroom Learning Exercises

1. Intervention Design Workshop: Divide students into groups and assign each group a specific
sustainability challenge within a workplace (e.g., reducing energy consumption, increasing
recycling rates). Have them design an intervention strategy using the categories discussed in the
chapter (recruiting, awareness, training, incentives, structure). Groups then present their strategies
and discuss the potential effectiveness and challenges of each.

2. Sustainable HRM Case Study Analysis: Present students with a case study of a company’s
sustainable HRM practices. Have them analyze the company’s approach, identifying strengths,
weaknesses, and opportunities for improvement. Encourage discussion of the ethical considerations
and potential trade-offs involved in implementing sustainable HRM.

3. Debate: Employee as Means vs. End: Divide the class into two groups. One group argues for
the perspective of employees as a “means” to achieve corporate sustainability goals, while the other
argues for employees as an “end” in themselves, deserving of prioritization in sustainable HRM.
Facilitate a structured debate exploring the tensions and potential synergies between these two
perspectives.

Tasks with Suggested Answers

Task 12-1

Have another look at the different elements of sustainable behaviour at work as introduced in
Chapter 11.2: “Avoiding harm or conserving,” “transforming,” “influencing others,” and
“taking initiative.” Now come up with a list of measures to improve sustainable behaviour at
work. To what extent do your proposed activities influence these different elements of
behaviour? Under which circumstances are these activities and measures (not) effective and to
what extent do they (not) influence employees’ sustainability-related awareness, knowledge,
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and personal norms as well as social norms? What might hinder companies to implement
your proposed activities and measures?

Suggested Answer:

Avoiding harm/conserving: Implementing clear waste separation systems, providing training on
energy conservation, promoting the use of public transport. These measures directly influence
conserving behaviour by making it easier and more convenient. Effectiveness depends on consistent
implementation and communication. They primarily influence knowledge and skills, with limited
impact on personal norms.

Transforming: Establishing a suggestion scheme for sustainable innovations, supporting
employee-led green teams. These measures encourage proactive engagement with sustainability.
Effectiveness depends on a culture of open communication and empowerment. They primarily
influence social norms and attitudes.

Influencing others: Recognizing and rewarding sustainable behaviours, encouraging peer-to-peer
learning. These measures leverage social influence to promote sustainability. Effectiveness depends
on a strong sense of community and shared values. They mainly influence social norms.

Taking initiative: Providing resources and support for employee-driven sustainability projects,
protecting whistleblowers. These measures empower employees to champion sustainability.
Effectiveness depends on trust and a willingness to embrace change. They mainly influence
personal norms and attitudes.

Hinderances to implementation: Cost concerns, lack of management support, resistance to
change, difficulty in measuring impact.

Task 12-2

The demographic change in many countries around the world is leading to an aging
population. Companies in those countries therefore face an aging workforce. What are the
potential risks and challenges of an aging workforce for companies? What is the task of
sustainable human resource management with regard to an aging workforce? Develop
measures in the areas of health and safety, social protection, flexibility, and employability to
minimize risks and maximize benefits of an aging workforce.

Suggested Answer:

Risks and Challenges: Potential decline in physical abilities, increased health-related costs,
knowledge transfer challenges as older workers retire, difficulty adapting to new technologies.

Task of Sustainable HRM: To create a supportive and inclusive work environment that enables
older workers to contribute their valuable experience and skills while addressing their specific needs
and concerns.
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Measures:

Health and safety: Ergonomic workplace adaptations, flexible work arrangements to reduce
physical strain, health promotion programs.

Social protection: Phased retirement options, access to financial planning and retirement
counselling.

Flexibility: Part-time work options, flexible working hours, remote work opportunities.

Employability: Lifelong learning programs, skills development opportunities to adapt to changing
job requirements, mentoring programs to transfer knowledge to younger workers.

Task 12-3

Think of the different aspects of CSR and sustainability management for employees
introduced above. Are all of them relevant to the same extent in all industries and around the
world or would you see a different emphasis depending on the circumstances in which a
company operates? Which aspects might be universally relevant and which not — and why?
Discuss these questions based on examples of specific industries and countries.

Suggested Answer: The relevance of different CSR/sustainability aspects for employees varies
across industries and countries. For example, health and safety are paramount in high-risk industries
like construction or mining, requiring stringent regulations and protective measures. In contrast,
industries like technology might prioritize work-life balance and flexible work arrangements to
attract and retain talent. Cultural context also plays a role. Social protection measures might be
more crucial in countries with weaker social safety nets, while diversity and inclusion might be a
stronger focus in multicultural societies. Universally relevant aspects include fair wages, respectful
treatment, and safe working conditions, as these are fundamental human rights.

Discussion Questions with Suggested Answers

1. How can companies balance the need to foster sustainable employee behaviour with
respecting individual autonomy and avoiding overly prescriptive measures?

Suggested Answer: Companies can strike a balance by focusing on education, awareness-raising,
and incentivizing sustainable behaviour, rather than imposing strict rules. Offering choices and
empowering employees to take ownership of sustainability initiatives can sometimes be more
effective than top-down mandates. Open communication and feedback mechanisms are crucial for
ensuring that sustainability initiatives are perceived as supportive rather than controlling.

2. What are the ethical considerations involved in using incentives and penalties to influence
employee behaviour related to sustainability?

Suggested Answer: Ethical concerns include potential for manipulation, unintended consequences
(e.g., employees focusing on rewarded behaviours while neglecting others), and fairness issues
(e.g., if incentives are not accessible to all employees). Transparency, clear communication, and
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ensuring that incentives align with overall sustainability goals are important for mitigating ethical
risks.

3. How can sustainable HRM practices contribute to a company’s overall competitive
advantage?

Suggested Answer: Sustainable HRM can attract and retain top talent, improve employee
motivation and productivity, enhance the company’s reputation, and reduce risks associated with
social and environmental issues. These factors can contribute to a stronger brand image, increased
customer loyalty, and improved financial performance, ultimately enhancing the company’s
competitive advantage.

4. What are the challenges in implementing sustainable HRM practices in global supply
chains, where companies may have limited control over working conditions in supplier
factories?

Suggested Answer: Challenges include monitoring and enforcing ethical labour standards across
different cultural contexts, addressing power imbalances in buyer-supplier relationships, and
ensuring that sustainability standards are implemented effectively throughout the supply chain.
Collaboration with suppliers, independent audits, and transparency initiatives are crucial for
addressing these challenges.

5. How can technology be leveraged to support sustainable HRM practices and promote
sustainable employee behaviour?

Suggested Answer: Technology can facilitate remote work, reducing commuting emissions; enable
online training and education on sustainability; track and measure individual and collective
sustainability performance; and promote communication and collaboration on sustainability
initiatives. Data analytics can also be used to identify patterns and trends in employee behaviour,
informing targeted interventions.

Suggested Assignments

1. Comparative Analysis of Company Sustainability Reports: Students analyze the employee-
related sustainability disclosures of two companies in the same industry, comparing their
approaches and identifying best practices.

2. Development of a Sustainability Training Program: Design a training program for employees
on a specific sustainability topic (e.g., waste reduction, energy efficiency).

3. Case Study Development: Develop a case study of a company’s successful or unsuccessful
attempt to implement sustainable HRM practices.
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Teaching Notes
Fostering Employees’ Sustainable Behaviour at Work

This section discusses the importance of employee engagement in achieving corporate sustainability
goals. It outlines various interventions that companies can implement to encourage sustainable
behaviour, including sustainability-oriented recruiting, improving attention and reducing barriers,
enhancing knowledge and skills, providing feedback and rewards, and fostering self-commitment
and social support.

Sustainability-Oriented Recruiting
This section focuses on the importance of recruiting employees who are already aligned with the
company’s sustainability values and goals. It discusses strategies for attracting and selecting

sustainability-conscious candidates.

Improving Attention to and Reduce Barriers for Sustainable Behaviour at
Work

This section explores interventions aimed at increasing employee awareness of sustainability issues
and making it easier for them to act sustainably in the workplace. It discusses both structural
measures (e.g., providing recycling facilities) and soft measures (e.g., awareness campaigns).
Improving Knowledge and Skills

This section emphasizes the role of training and education in empowering employees to act
sustainably. It discusses different approaches to building employee knowledge and skills related to
sustainability.

Feedback, Rewards, and Recognition

This section explores the use of incentives and feedback mechanisms to motivate sustainable
employee behaviour. It discusses the ethical considerations involved in using rewards and penalties.

Improving Self-Commitment and Social Support

This section discusses strategies for fostering intrinsic motivation and peer support for sustainable
behaviour. It explores the role of self-commitments, role models, and social norms.

Structural Measures
This section focuses on embedding sustainability into the organization’s structure, culture, and

processes. It discusses the importance of top management commitment, dedicated sustainability
departments, and distributed responsibility for sustainability throughout the company.
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Sustainable Human Resource Management for Employees

This section shifts the focus to the responsibilities of companies towards their employees within a
sustainability framework.

Provision of Secure Employment

This section discusses the importance of providing secure and stable employment, respecting labour
rights, and promoting fair labour practices.

Health and Safety Issues

This section emphasizes the responsibility of companies to ensure the health and safety of their
employees, discussing measures to prevent workplace accidents and promote well-being.

Further Conditions of Work

This section explores broader aspects of working conditions, including fair wages, working hours,
work-life balance, and social protection. It also discusses the concept of flexibility in sustainable
HRM.
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Chapter 13

Sustainable Information Technology and Digitalization

Learning Objectives

After reading this chapter you will be able to:

Identify the different environmental, social, and governance challenges that stem from
digitalization.

List opportunities offered by various digital technologies to foster sustainability and
sustainability management.

Discuss the idea and the various elements of corporate digital responsibility (CDR).

List of Key Terms

Blockchain technology

Corporate digital responsibility (CDR)
Data dissemination technologies
Data ownership and privacy

Data responsibility and stewardship
Data security

Digital empowerment

Digital freedom

Digital inclusion

Digital surveillance

Digital well-being

Electronic waste

Robot ethics

Sharing economy
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e Tracking and surveillance technologies

e Transparency

e Unbiased artificial intelligence
Chapter Overview

This chapter explores the complex relationship between digitalization and sustainability. It
examines the environmental, social, and governance challenges posed by digital technologies, such
as electronic waste, energy consumption, social inequalities, and data privacy concerns. The chapter
also highlights the potential of digitalization to enable sustainable solutions, focusing on
technologies that enhance transparency and traceability in supply chains and promote sustainable
behaviours. Finally, it introduces the concept of corporate digital responsibility (CDR), outlining its
key elements across environmental, social, and governance dimensions, and discusses the factors
that contribute to strong CDR practices within organizations.

Classroom Learning Exercises

1. Digitalization Dilemma Debate: Divide the class into two groups. One group argues for the
benefits of digitalization for sustainability, while the other focuses on the challenges and negative
impacts. Have each group research and present their arguments, followed by a class discussion
exploring potential solutions and trade-offs.

2. CDR Case Study Analysis: Present students with a case study of a company grappling with
CDR challenges (e.g., a social media platform dealing with data privacy issues, a technology
company addressing electronic waste). Have them analyze the company’s actions and propose
recommendations for improving its CDR performance.

3. Technology for Transparency Showcase: Have students research and present examples of
companies using digital technologies to enhance transparency and traceability in their supply chains
or operations. Encourage them to explore different types of technologies (e.g., blockchain, tracking
systems, QR codes) and discuss their effectiveness and limitations.

Tasks with Suggested Answers

Task 13-1

As an individual, you do not only own physical goods but also the right of your own personal
data. How far are you willing to resign this right and give away your data (a) for higher social
goods such as less crime and increased security on the streets (b) for your own personal gain
in exchange for free digital services? Try to find out which companies have access to what
kind of your personal data when looking through some of the apps installed on your
smartphone.
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Suggested Answer: The willingness to share personal data varies depending on individual values
and perceived benefits. Some might be more willing to share data for public safety or convenience
purposes, while others might prioritize personal privacy. Free digital services often come at the cost
of data collection, and users should be aware of the types of data being collected and how they are
being used. Checking app permissions and privacy policies can reveal the extent of data access
granted to different companies.

Task 13-2

Think about digital versus physical goods and services and find examples where digital
solutions substitute physical solutions. What are the sustainability impacts of the digital
solutions and of the physical solutions, respectively? Under which circumstances are digital
solutions more sustainable?

Suggested Answer:
Example: E-books vs. printed books.
Digital impact: Energy consumption for data storage and device manufacturing, electronic waste.

Physical impact: Paper production, deforestation, transportation emissions, waste from discarded
books.

Circumstances for digital sustainability: When the digital version significantly reduces resource
consumption and waste compared to the physical version, and when the energy used for digital
delivery is minimized (e.g., through efficient data centres and devices). Also, the longevity of use of
a digital good plays a role, as frequent upgrades of devices can negate the environmental benefits.

Task 13-3

Identify two companies of your choice with business models strongly anchored in the
digitalized technologies: One large multinational and one small or medium-sized company.
Develop a first outline of a CDR program for both companies. Prioritize different measures
according to their relevance for the respective company and justify your prioritization. In
what ways do your ideas for the programs of the two companies differ and why?

Suggested Answer:

Large multinational: Google. Prioritize data privacy and security, unbiased Al development, and
reducing the environmental footprint of data centres. These are key concerns due to Google’s vast
data collection practices and reliance on energy-intensive data centres.

Small/medium-sized company: A local online retailer. Prioritize fair labour practices for platform
workers and transparent data collection policies. These are relevant due to the company’s reliance
on gig workers and its direct interaction with consumers.
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Differences: The scale and scope of operations influence the priorities. Google’s CDR program
needs to address global impacts and complex ethical dilemmas related to Al, while the smaller
retailer focuses on local issues and consumer trust.

Discussion Questions with Suggested Answers

1. How can the environmental impact of digitalization be minimized, considering the growing
energy demands of data centres and the increasing volume of electronic waste?

Suggested Answer: Minimizing environmental impact requires a multi-pronged approach:
improving energy efficiency of data centres (e.g., through renewable energy sources and innovative
cooling technologies), promoting responsible e-waste management (e.g., through recycling and
extended producer responsibility schemes), designing more durable and repairable electronic
devices, and encouraging sustainable consumption patterns (e.g., reducing device upgrades).

2. How can digital technologies be used to address social inequalities, rather than
exacerbating them, particularly in areas like access to information, education, and
employment?

Suggested Answer: Digital technologies can promote social equity by providing access to online
education and training resources, creating digital platforms for marginalized communities, and
using Al to identify and mitigate bias in hiring and promotion processes. Addressing the digital
divide through affordable internet access and digital literacy programs is crucial for ensuring
equitable access to opportunities.

3. What are the key ethical dilemmas associated with the use of artificial intelligence, and how
can companies ensure responsible Al development and deployment?

Suggested Answer: Ethical dilemmas include bias in algorithms, job displacement due to
automation, and the potential misuse of Al for surveillance or manipulation. Responsible Al
development requires establishing ethical guidelines, ensuring transparency and explainability of
algorithms, promoting diversity in Al development teams, and engaging in ongoing monitoring and
evaluation of Al systems.

4. How can companies build trust with consumers regarding the collection and use of their
personal data in the digital age?

Suggested Answer: Building trust requires transparent data collection policies, giving users control
over their data, minimizing data collection to what is necessary, implementing robust data security
measures, and avoiding misleading or manipulative practices. Independent audits and certifications
can also enhance trust and accountability.

5. What is the role of government regulation in addressing the challenges and opportunities of
digitalization for sustainability?

Suggested Answer: Governments can play a crucial role by setting standards for data privacy and
security, promoting responsible Al development, incentivizing the development and adoption of
sustainable digital technologies, and addressing the social and environmental impacts of
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digitalization through policies like e-waste regulations and carbon pricing. International cooperation
is also essential for addressing global challenges.

Suggested Assignments

1. Life Cycle Assessment of a Digital Product: Students conduct a simplified life cycle
assessment of a digital product (e.g., a smartphone, a laptop), considering its environmental impact
from raw material extraction to disposal.

2. Ethical Analysis of an AI Application: Choose a specific application of Al (e.g., facial
recognition, personalized advertising) and analyze the ethical implications, considering potential
biases, privacy concerns, and societal impacts.

3. Development of a CDR Policy for a Company: Students develop a comprehensive CDR policy
for a chosen company, addressing environmental, social, and governance dimensions.

4. Research Project on the Digital Divide: Conduct a research project on the digital divide in a
specific region or country, analyzing its causes, consequences, and potential solutions.

5. Scenario Planning for the Future of Work: Develop scenarios for the future of work in a
chosen industry, considering the impact of automation, Al, and other digital technologies on
employment and skills requirements.

Teaching Notes

Digitalization as a Challenge for Sustainability and Sustainability
Management

This section explores the negative impacts of digitalization on sustainability, focusing on
environmental issues like energy consumption and electronic waste, social challenges like
precarious work and algorithmic bias, and governance concerns like data privacy and security.

Digitalization as an Enabler of Sustainability and Sustainability Management
This section highlights the potential of digital technologies to promote sustainability, focusing on
transparency and traceability in supply chains, enabling sustainable business models, and
empowering stakeholder engagement.

Transparency through Digital Technologies

This section discusses specific digital technologies that can enhance transparency, including

tracking and surveillance systems, dialogic technologies, data dissemination tools, and blockchain
technology. It also explores the control orientation and relational orientation of these technologies.
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Elements of Corporate Digital Responsibility

This section introduces the concept of CDR, explaining its relevance for all companies using digital
technologies.

Environmental Corporate Digital Responsibility

This section outlines the key elements of environmental CDR, focusing on reducing the
environmental footprint of digital technologies and using digital tools to promote sustainability.

Social Corporate Digital Responsibility

This section discusses social aspects of CDR, including digital well-being, empowerment,
inclusion, unbiased Al, digital surveillance, and digital freedom.

Governance Corporate Digital Responsibility

This section explores governance aspects of CDR, including data ownership and privacy, data
responsibility and stewardship, data security, and robot ethics.

Factors of Strong Corporate Digital Responsibility
This section discusses the factors that contribute to strong CDR practices within organizations,

including internal culture, management structures, customer interface, business partner ecosystems,
and external advocacy.
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Chapter 14
Sustainable Supply Chain Management

Learning Objectives

After reading this chapter you will be able to:

Outline the characteristics, relevance, and challenges of sustainable supply chain
management.

Explain supplier management for risks and performance as a reactive strategy.
Discuss supply chain management for sustainable products as a proactive strategy.

Describe how regulation can be a driver for sustainable supply chain management.

List of Key Terms

Audits

Child labour

Codes of conduct

Collaboration

Corporate Sustainability Due Diligence Directive
Corruption

Decommoditization

Environmental management systems
ESG criteria

External risks

Fairtrade

Focal firm

Forced labour

Internal risks
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e LCSA (Life Cycle Sustainability Assessment)

e Living wages

e NGO

e Offshoring

e Quality management systems

e Regulatory pressure

e Self-assessments

e Social desirability bias

e Stakeholder

e Supplier development

e Supplier evaluation

e Supplier management for risks and performance

e Supplier selection

e  Supply chain management for sustainable products

e Sustainable supply chain controlling

e Sustainable supply chain management (SSCM)

e Transparency
Chapter Overview
This chapter provides a comprehensive overview of sustainable supply chain management (SSCM),
exploring its key characteristics, benefits, and inherent challenges. It introduces the crucial role of
the focal firm in driving sustainability throughout the supply chain. Two primary strategies are
examined: the reactive approach of supplier management for risks and performance, and the
proactive approach of supply chain management for sustainable products. The chapter details the
four steps involved in supplier management — commit, evaluate, control, and develop — and
highlights the importance of collaboration and decommoditization in creating sustainable products.
The complexities of modern supply chains, including multi-tiered structures and diverse materials,

are acknowledged as significant hurdles. Finally, the chapter emphasizes the increasing role of
national and international regulations, such as the UN Guiding Principles on Business and Human
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Rights and the EU’s Corporate Sustainability Due Diligence Directive, in promoting responsible
and sustainable practices throughout global supply chains.

Classroom Learning Exercises

1. Supply Chain Mapping: Divide students into groups and assign each a different product (e.g.,
clothing, electronics, food). Ask them to map the supply chain for their assigned product,
identifying key actors and potential social and environmental risks at each stage. This exercise
fosters systems thinking and helps visualize the complexity of global supply chains.

2. Stakeholder Perspectives: Present a case study of a company facing a sustainability challenge in
its supply chain (e.g., child labour, deforestation). Assign students different stakeholder roles (e.g.,
CEO, supplier, NGO, consumer) and ask them to develop a position statement outlining their
perspective on the issue and proposed solutions. This exercise encourages empathy and critical
thinking about diverse stakeholder interests.

3. Decommoditization Simulation: Create a simulated marketplace where student groups act as
suppliers offering a commodity product (e.g., coffee beans, cotton). One group represents a focal
firm seeking to decommoditize the product through sustainable sourcing. Allow groups to negotiate
contracts, considering price, quality, and sustainability criteria. This exercise provides a practical
understanding of the dynamics of decommoditization and the challenges involved.

Tasks with Suggested Answers
Task 14-1

Palm oil is a very versatile ingredient which increases the shelf life of many products. The
colourless and odourless oil is used for a variety of products, ranging from food to toiletries to even
animal feed. However, palm oil production is a major driver of deforestation in Africa and
Southeast Asia, and therefore responsible for greenhouse gas emissions and biodiversity losses.
Furthermore, accusations of child labour and exploitation of workers on the palm oil farms are
being raised every now and then. Against this background, the Roundtable on Sustainable Palm Oil
(RSPO), a not-for-profit organization founded by NGOs, palm oil processors, palm oil producers,
and other actors, aims at fostering a sustainable production of palm oil by means of a certification
system. Nevertheless, the RSPO is not undisputed.

Do some research: What do critics of the RSPO say? And what are the arguments of its advocates
(in industry but also from the NGO sector)? How has the RSPO evolved over time? Are there any
alternative products (i.e., substitutes), and how do they compare with regard to different
sustainability aspects? Imagine you are the chairperson of the RSPO and you want your
organization to have a positive impact on sustainability — what would you do to promote
sustainability standards and get large parts of the industry on board? What makes your job difficult?

Suggested Answer: The RSPO faces criticism for its perceived weaknesses in addressing
deforestation, peatland destruction, and human rights abuses. Critics argue that certification criteria
are insufficiently stringent, monitoring and enforcement are weak, and the RSPO’s complaints
mechanism is ineffective. Advocates, however, contend that the RSPO has made significant strides
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in promoting sustainable palm oil production, providing a platform for stakeholder engagement and
driving improvements in industry practices. They emphasize the importance of continuous
improvement and the need for broader industry participation.

The RSPO has evolved over time, revising its Principles and Criteria to address emerging concerns
and strengthen requirements. However, challenges remain in ensuring full transparency and
accountability throughout the supply chain.

Alternative products, such as coconut oil or sunflower oil, may offer potential substitutes, but they
also have their own environmental and social impacts. LCSA can be used to compare the overall
sustainability performance of different options.

As RSPO chairperson, I would focus on strengthening certification standards, enhancing
transparency and traceability, and improving monitoring and enforcement mechanisms.
Collaboration with NGOs, governments, and local communities would be crucial to address social
and environmental concerns effectively. Promoting consumer awareness and demand for certified
sustainable palm oil would also be a priority. The challenge lies in balancing the interests of diverse
stakeholders, including producers, processors, retailers, and consumers, while ensuring the long-
term ecological integrity and social equity of palm oil production.

Discussion Questions with Suggested Answers
1. What are the key differences between the reactive and proactive approaches to SSCM?

Suggested Answer: The reactive approach focuses on mitigating risks and addressing existing
sustainability issues in the supply chain, often driven by external pressures. The proactive approach,
on the other hand, aims to integrate sustainability into product design and development from the
outset, seeking to create positive social and environmental impact.

2. How can companies overcome the challenges of implementing SSCM in complex global
supply chains?

Suggested Answer: Companies can leverage technology to enhance transparency and traceability,
build strong collaborative partnerships with suppliers, invest in supplier development programmes,
engage with stakeholders across the supply chain, and advocate for stronger regulations and
industry standards.

3. What is the role of government regulation in promoting SSCM?

Suggested Answer: Government regulations can establish minimum sustainability standards, create
incentives for responsible business practices, mandate transparency and reporting, and level the
playing field for companies committed to sustainability. Regulations can also try to address cross-
border issues and prevent a “race to the bottom.”

4. How can companies measure the effectiveness of their SSCM initiatives?

Suggested Answer: Companies can use a variety of metrics to track progress, including

environmental footprint (e.g., greenhouse gas emissions, water usage), social impact (e.g., fair
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labour practices, community development), and economic performance (e.g., cost savings,
increased revenue). Third-party certifications and audits can also provide independent verification
of sustainability claims.

5. What are the ethical considerations involved in SSCM?

Suggested Answer: Ethical considerations include ensuring fair labour practices throughout the
supply chain, respecting human rights, protecting vulnerable communities, promoting
environmental justice, and avoiding greenwashing or misleading marketing claims. Companies
must also consider the potential trade-offs and unintended consequences of their sustainability
initiatives.

Suggested Assignments

1. Industry Benchmarking: Students research and compare the SSCM practices of leading
companies in a specific industry, identifying best practices and areas for improvement.

2. Policy Advocacy Report: Students research and write a report on a proposed policy or
regulation related to SSCM, analyzing its potential impact and recommending improvements.

3. Sustainable Supply Chain Design Project: Students design a sustainable supply chain for a
new product or service, considering all stages from raw material sourcing to end-of-life
management and taking into account the various sustainability issues in each stage.

Teaching Notes

Introduction to (sustainable) supply chain management

This section introduces the core concepts. A supply chain involves all parties from raw material to
customer. Supply chain management is about managing these relationships. Crucially, it establishes
the concept of the focal firm — the central company (e.g., a brand like Apple or Nike) that shapes
the supply chain through its design and sourcing decisions, even if it does not own the
manufacturing facilities.

Characterization of sustainable supply chain management

This part provides formal definitions of sustainable supply chain management (SSCM). The key
takeaway is that SSCM is the strategic integration of economic, environmental, and social goals into
inter-organizational business processes to improve the long-term performance of both the individual
company and its entire supply chain.

Relevance of sustainable supply chain management

This section underscores why SSCM is critical. It provides stark data, such as supply chain
emissions being over 11 times higher than a firm’s own, and highlights the prevalence of severe
social issues like modern slavery and poverty wages, making the supply chain a major lever for
impact.
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Challenges in sustainable supply chain management

This part outlines the immense practical difficulties of SSCM. Modern supply chains are incredibly
complex, with multiple tiers and thousands of suppliers spread globally. This complexity creates a
significant lack of transparency and makes monitoring and control exceptionally difficult.

Supplier management for risks and performance

This section details the first, more reactive, of two key SSCM strategies. Its primary goal is to
mitigate the most severe environmental and social risks to avoid negative consequences (e.g., bad
press, consumer boycotts) for the focal firm. It is often framed as a win-win but can involve trade-
offs. The process is broken down into four steps.

Commit suppliers

The first step is to bind suppliers to minimum standards. This is done through tools like a
company’s own code of conduct or by requiring adherence to external initiatives like the UN Global
Compact or certification to management system standards like ISO 14001 (environmental) or
SA8000 (social).

Evaluate suppliers

The second step involves collecting information to assess risks. This often starts with supplier self-
assessment questionnaires but is prone to social desirability bias. A key part of evaluation is
monitoring for external risks (e.g., country-level corruption) and internal risks (e.g., hazardous
materials specific to a process).

Control suppliers

The third step is verification through audits. It is important to distinguish between the three types:
first-party (internal self-audit), second-party (focal firm audits its supplier), and third-party (an
independent organization conducts the audit, often for certification).

Develop suppliers

The final step is creating action plans to help suppliers improve. This involves both reactive
corrective actions to fix existing problems and proactive precautionary measures to prevent
future issues. This can involve direct assistance and incentives from the focal firm, as seen in the
Henkel example.

Supply chain management for sustainable products

This section introduces the second, more proactive strategy. Instead of just managing risk, the goal
here is to deliberately design and deliver a more sustainable product. This requires a much deeper
level of engagement with the supply chain.
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Collaboration and decommoditization

This is the core of the proactive strategy. It requires moving away from treating suppliers as
interchangeable commodities. Decommoditization involves building stable, long-term,
collaborative partnerships, often paying above-market prices to ensure supplier viability and
enabling joint investment in sustainable technologies and processes.

Exemplary challenges and limitations

This uses a powerful thought experiment (paying 10 cents more for a T-shirt) to illustrate the
systemic barriers to change. Even when the cost is minimal, factors like retail price thresholds,
shareholder pressure on margins, and the difficulty of ensuring funds reach workers make
seemingly simple solutions very complex to implement.

Regulation and sustainable supply chain management

This final section explains how regulation is becoming an increasingly important driver for SSCM,
shifting the field from voluntary action to legal compliance. It notes the influence of “soft law” like
the UN Guiding Principles on Business and Human Rights, and the emergence of “hard law” like
the UK’s Modern Slavery Act and the EU’s Corporate Sustainability Due Diligence Directive,
which legally mandate that companies conduct due diligence on their value chains.
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Chapter 15

Sustainable Production and Logistics

Learning Objectives

After reading this chapter you will be able to:
e Explain the waste hierarchy of “reduce, reuse, and recycle.”
e Discuss the relevance of product development for sustainable product use.
e Apply the 4R framework at the end of a product life cycle.

e [llustrate options of reducing the environmental impact of logistics by referring to the
strategies of eco-efficiency, eco-effectiveness, and sufficiency.

List of Key Terms
e 4R framework
e By-products
e (Circular economy
e Design for sustainability
e Downcycling
e FEco-design
e Eco-efficiency
e Eco-effectiveness
e Product life cycle
e Recycling
e Remanufacturing
e Repurposing
e Reuse

e Sufficiency
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e Upcycling
Chapter Overview

This chapter explores sustainability within production and logistics. It begins by outlining the basics
of sustainable production, focusing on inputs, transformation processes, and outputs. The chapter
then examines the role of product development in promoting sustainable product use, emphasizing
the importance of considering the entire product life cycle. It introduces eco-design principles and
four reduction-oriented product use concepts based on usage intensity and useful life. The 4R
framework (reuse, repair, remanufacture, and recycle) is presented as a guide for end-of-life product
management. The chapter also discusses material-oriented approaches, such as avoiding non-
recyclable materials and using digital product passports. Finally, the chapter addresses sustainability
in logistics, highlighting the environmental impact of transportation and exploring sufficiency, eco-
effectiveness, and eco-efficiency strategies for reducing this impact. The chapter uses real-world
examples and case studies to illustrate key concepts and challenges, including electronic waste,
plastic pollution, and the complexities of e-commerce.

Classroom Learning Exercises

1. Product Life Cycle Relay: Divide students into groups and assign each group a common
product (e.g., mobile phone, clothing item, food packaging). Each group member represents a stage
in the product life cycle (raw material extraction, manufacturing, distribution, use, end-of-life).
Students race to write down sustainability considerations for their stage on a shared piece of paper,
then pass it to the next “stage.” This exercise highlights the interconnectedness of the life cycle and
the diverse sustainability challenges at each stage.

9 <6 b3

2. 4R Role Play: Assign students to groups representing “reuse,” “repair,” “remanufacture,” and
“recycle.” Give each group a broken or discarded item (e.g., a broken chair, an old t-shirt, a used
plastic bottle). Each group must develop a plan for how their assigned “R” could be applied to the
item, considering economic, social, and environmental factors. Groups then present their plans,
fostering a discussion of the feasibility and benefits of each approach.

3. Logistics Debate: Divide the class into two teams. One team argues for centralized warehousing,
while the other argues for decentralized warehousing. Each team must present the advantages and
disadvantages of their approach from a sustainability perspective, considering factors such as
transportation emissions, land use, and inventory management. This exercise encourages critical
thinking about trade-offs in logistics strategies.

Tasks with Suggested Answers

Task 15-1

How can the production of further goods be avoided? Identify real-life examples (other than
those mentioned in the text) for all four scenarios and explain why the respective examples fit
to each scenario.
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Scenario 1 (Extending Potential Useful Product Life): High-quality furniture made from durable
materials like hardwood. This fits because such furniture is designed to last for generations,
delaying mechanical wear through robust construction.

Scenario 2 (Extending Actual Product Use): A modular laptop with upgradable components. This
fits because users can replace outdated parts (e.g., hard drive, RAM) instead of buying a new laptop,
extending the product’s useful life even if newer models are available.

Scenario 3a (Intensified Product Utilization — Continuous Use): Cloud computing providers like
AWS or Google Cloud optimize server usage by running virtual machines and containers on shared
hardware, keeping servers operating at high capacity nearly continuously.

Scenario 3b (Intensified Product Utilization — Additional Use Intervals): A power drill that can
be borrowed from a library of things. This fits because it creates additional use intervals for a
product that might otherwise sit idle in individual households.

Scenario 4 (Increased Use Intensity at Any Given Time): A ride-sharing service. This fits
because it allows multiple people to use a single vehicle at the same time, increasing the vehicle’s
occupancy rate and reducing the need for individual car ownership.

Task 15-2

Do some research: What are the main sustainability impacts in e-commerce? How can online
retailers make their business more sustainable? Develop measures.

E-commerce impacts sustainability through packaging waste, transportation emissions, returns,
energy consumption in data centres and warehouses, and social implications related to working

conditions in logistics and manufacturing. Retailers can improve by:

Optimizing packaging: Using minimal, recyclable packaging and exploring reusable packaging
systems.

Green logistics: Utilizing electric vehicles, optimizing delivery routes, and offering carbon-neutral
shipping options.

Reducing returns: Providing accurate product information, sizing guides, and 3D visualizations to
minimize returns.

Sustainable warehousing: Using renewable energy in warehouses, optimizing storage space, and
implementing efficient waste management systems.

Ethical sourcing: Ensuring fair labour practices and environmentally responsible manufacturing in
their supply chains.

Promoting product longevity: Encouraging repairs and offering extended warranties.

94
© 2025 Pearson Education Limited. All Rights Reserved.



Hahn, Sustainability Management, 2e, Instructor’'s Manual

Discussion Questions with Suggested Answers
1. How can eco-design principles be incorporated into the development of everyday products?

Eco-design involves considering the entire product life cycle during the design phase. This includes
material selection (using recycled or renewable materials), minimizing material use, designing for
disassembly and recyclability, and optimizing product lifespan. Examples include using recycled
plastic in furniture, designing modular electronics for easy repair, and creating durable clothing with
timeless styles.

2. What are the challenges and opportunities of implementing the 4R framework in practice?

Challenges include the cost of collecting and processing used products, the technical feasibility of
remanufacturing certain products, and consumer behaviour (e.g., willingness to buy refurbished
products). Opportunities include cost savings through reduced material and energy consumption,
job creation in the repair and remanufacturing sectors, and reduced environmental impact.

3. How can logistics companies balance the trade-off between efficiency and sustainability?

The trade-off often involves optimizing delivery speed and cost versus minimizing environmental
impact. Balancing requires strategies like optimizing delivery routes, using more fuel-efficient
vehicles, consolidating shipments, and exploring alternative transportation modes (e.g., rail,
waterways). It also involves educating consumers about the environmental impact of fast shipping
and offering sustainable delivery options.

4. What role can consumers play in promoting sustainable production and consumption
patterns?

Consumers can make informed purchasing decisions, choosing products with minimal packaging,
opting for durable and repairable goods, supporting companies with sustainable practices, and
reducing their overall consumption. They can also participate in product take-back schemes and
choose eco-friendly delivery options.

5. How can governments incentivize businesses to adopt more sustainable practices in
production and logistics?

Governments can implement policies such as carbon taxes, extended producer responsibility
schemes, tax breaks for sustainable investments, and regulations promoting eco-design. They can
also support research and development of sustainable technologies and raise consumer awareness
through public campaigns.
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Suggested Assignments

1. Case Study Analysis: Present students with case studies of companies implementing sustainable
production and logistics practices (e.g., Fairphone, Patagonia, Interface). Ask them to analyze the
company’s approach, identify key successes and challenges, and propose further improvements.

2. Product Redesign: Have students choose an everyday product and redesign it for increased
sustainability. They should consider material selection, manufacturing processes, product lifespan,
and end-of-life management.

3. Logistics Simulation: Use a logistics simulation game or software to allow students to
experiment with different logistics strategies and evaluate their environmental and economic
impact.

4. Policy Proposal: Ask students to research and develop a policy proposal aimed at promoting
sustainable production and logistics within a specific industry or region.

5. Life Cycle Assessment: Have students conduct a simplified life cycle assessment for a chosen
product, identifying the environmental impacts at each stage and proposing strategies for reduction.

Teaching Notes
Introduction to sustainability in production and logistics
Basics of sustainability in production

This section introduces the core elements of sustainable production, focusing on inputs,
transformation, and outputs. It discusses how sustainability considerations can be applied to each
element, using examples like reducing raw material input, minimizing energy consumption, and
generating less waste. The section also explores the concept of by-products and how they can be
utilized for eco-effective approaches.

Basics of sustainability in logistics

This section shifts the focus to logistics, emphasizing that sustainability impacts extend beyond last-
mile delivery. It highlights the importance of considering logistics processes throughout the entire
supply chain, from raw material sourcing to final distribution.

Norms and regulations as drivers

This section discusses the role of norms and regulations in driving sustainability in production and

logistics. It provides examples of regulations that impact material use and emissions, and how these
regulations can lead to significant changes in industries.
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Product development for sustainable product use
Relevance and examples of product development for sustainable product use

This section emphasizes the crucial role of product development in achieving sustainability. It
highlights the importance of considering the entire product life cycle during the design phase to
minimize environmental and social impacts. Examples of sustainable product design are provided,
including the use of lighter materials in vehicles and energy-efficient appliances. The section also
discusses the potential trade-offs between sustainability benefits in different life cycle stages.

Reduction-oriented product use concepts

This section introduces four reduction-oriented product use concepts, focusing on extending product
lifespan and increasing product utilization. These concepts aim to reduce overall consumption by
maximizing the use of existing products. Each concept is illustrated with examples and diagrams.

Sustainable reduction and recycling

This section introduces the 4R framework (reuse, repair, remanufacture, and recycle) for managing
products at the end of their useful life. It discusses the circular economy and the different
approaches to achieving closed loops, contrasting perspectives from the Global North and South.

Reuse, refurbish, repair, remanufacture, and repurpose

This section delves into the specifics of the first three “Rs” — reuse, repair, and remanufacture —
providing examples and explaining how these practices can extend product lifespan and reduce

waste. It also introduces the concept of repurposing, where parts of a product are used for a new
function.

Recycling, downcycling, upcycling, and recovery

This section focuses on recycling, explaining different types (mechanical, chemical, biological) and
discussing the challenges of downcycling and the potential of upcycling. It also addresses energy
recovery and disposal as end-of-life options.

Process- and material-oriented approaches at the end of product life cycles

This section explores process-oriented and material-oriented approaches to facilitate sustainable
end-of-life management. Process-oriented approaches focus on designing products for easy
disassembly, while material-oriented approaches involve selecting recyclable materials and
providing information for dismantling and recycling.

Challenges for sustainable waste management
This section outlines the key challenges hindering sustainable waste management, using plastic as a

case study. It highlights issues such as the loss of plastic packaging value, inadequate waste
management systems, and lack of incentives for sustainable solutions.
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Sustainability in logistics
Sufficiency and eco-effectiveness in logistics

This section discusses sufficiency and eco-effectiveness strategies in logistics. It explains how
sufficiency aims to reduce the overall volume of transport, while eco-effectiveness focuses on
closing loops in logistics processes, which is often challenging due to the linear nature of
transportation.

Eco-efficiency in logistics

This section explores eco-efficiency in logistics, focusing on strategies to reduce transport distance,
improve capacity utilization, and choose environmentally friendly transport modes. It discusses the
trade-offs between centralized and decentralized warehousing and the benefits of using transport
service providers.
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Chapter 16
Sustainability Marketing

Learning Objectives

After reading this chapter you will be able to:

Characterize sustainability marketing.

Explain the various tenets of sustainable product policy.
Ilustrate some ethical issues in pricing policy.

Describe problems of unsustainable promotion policy.

Discuss difficulties of product placement for sustainable products.

List of Key Terms

Brownwashing
Collaborative Consumption
Credence Attributes
Deceptive Pricing
Experience Attributes
Excessive Pricing

Fairtrade

Green Blushing
Greenhushing
Greenwashing

Labels

Marketing for Sustainability

Marketing Myopia
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e Negative Externalities

e Nudging

e Predatory Pricing

e Price Fixing

e Product Level Greenwashing

e Product-Oriented Services

e Product Policy

e Product Service Systems

e Promotion Policy

e Result-Oriented Services

e Search Attributes

e SDG Washing

e Social Washing

e Sustainable Marketing

e Sustainable Product Policy

e Total Customer Cost

e Transaction Cost

e Use Cost

e Use-Oriented Services
Chapter Overview
This chapter explores sustainability marketing, defined as incorporating socio-ecological
considerations into marketing activities. It moves beyond traditional marketing’s focus on consumer
benefits and sales to address the broader societal and environmental impacts. The chapter examines
the four Ps of marketing — product, price, promotion, and place — through a sustainability lens. It
discusses product service systems, total customer cost, ethical pricing issues, the challenges and

opportunities of sustainable promotion, the problem of greenwashing, the role of labels, the
potential of nudging, and the complexities of product placement for sustainable products. The
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chapter emphasizes the importance of consumer awareness, knowledge, and access to sustainable
options, highlighting the interconnectedness of consumption, production, and sustainable
development. It also touches upon the challenges faced by sustainable businesses, particularly
smaller companies and startups, in accessing markets and distribution channels.

Classroom Learning Exercises

1. Sustainability Marketing Mix Challenge: Divide students into groups and assign each group
one of the 4Ps (product, price, promotion, place). Each group must develop a sustainability
marketing strategy for a chosen product, focusing on their assigned P. They then present their
strategies to the class, explaining how their approach contributes to sustainability.

2. Greenwashing Detective: Present students with a collection of real-world marketing materials
(advertisements, product packaging, website content). Students, working individually or in small
groups, must analyze the materials to identify potential instances of greenwashing. They should
classify the type of greenwashing and explain their reasoning. This exercise promotes critical
thinking and helps students recognize misleading sustainability claims.

3. Nudge Workshop: Divide students into groups and assign each group a specific sustainability
challenge (e.g., reducing food waste in the university cafeteria, increasing recycling rates in student
halls). Each group must design a nudging intervention to address their assigned challenge. They
should consider the target audience, the context, and the desired behaviour change. Groups then
present their nudge designs, explaining the rationale behind their approach and how they would
evaluate its effectiveness.

Tasks with Suggested Answers

Task 16-1

Which product service systems do you know? Discuss which type they belong to and how the
business model adds value with regard to sustainability. Did or do you use such product service
systems? Why or why not? Under which circumstances would you (not) use them?

Suggested Answer: Various product service systems exist, spanning across different sectors.
Carsharing (e.g., Zipcar) exemplifies a use-oriented service, where the provider retains ownership
while users pay for access. This model promotes resource efficiency by reducing car ownership and
encouraging shared mobility. Tool libraries represent another example, falling under the use-
oriented category. They reduce consumption and waste by allowing individuals to borrow tools
instead of purchasing them. Subscription boxes for clothing or other goods can be considered
product-oriented services, often incorporating elements of reuse or recycling into their business
model. Personal experiences with these systems vary. Some students might use carsharing due to its
convenience and cost-effectiveness in urban environments, while others might find tool libraries
valuable for occasional DIY projects. Factors influencing adoption include accessibility,
affordability, and alignment with individual needs and values. Reluctance to use such systems
might stem from concerns about hygiene, availability, or a preference for ownership.
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Task 16-2

“Organic food and fair fashion are not too expensive, but conventional food and textiles are too
cheap!” What do you think about this statement?

Suggested Answer: This statement challenges the conventional perception of price by highlighting
the externalities not reflected in the price of conventional goods. It argues that the lower price of
conventional products fails to account for the environmental and social costs associated with their
production, such as pesticide use, water pollution, exploitative labour practices, and greenhouse gas
emissions. Organic food and fair fashion, while often carrying a higher price tag, internalize some
of these costs by adhering to stricter environmental and social standards. The statement suggests
that a true cost accounting would reveal that conventional products are artificially cheap, while
sustainable alternatives more accurately reflect the true cost of production and consumption. This
perspective encourages a shift in focus from initial purchase price to the broader life cycle costs and
impacts of goods.

Task 16-3

Find further examples of greenwashing that have been discussed in the (social) media, by NGOs, or
otherwise. In which category do they fall? What do you think — why did the respective companies
engage in such greenwashing? Do you think it was worth the risk? How could greenwashing be
avoided in the future?

Suggested Answer: Numerous examples of greenwashing exist. A common example is “fast
fashion” brands promoting “conscious collections” made with recycled materials while their core
business model still relies on overproduction and unsustainable consumption patterns. This falls
under the “hidden trade-off”” and “dirty business” categories. Another example is airlines offsetting
carbon emissions through tree-planting initiatives, which can be classified as “ad bluster” if the
offsetting schemes lack transparency or effectiveness. Companies engage in greenwashing to
capitalize on growing consumer demand for sustainable products, enhancing their brand image and
potentially increasing sales. Whether it’s worth the risk depends on the likelihood of being exposed
and the potential reputational damage. Avoiding greenwashing requires clear and verifiable
sustainability claims, backed by robust data and transparent practices. Companies should focus on
genuine sustainability efforts throughout their operations and supply chains, rather than superficial
marketing tactics. Increased regulatory scrutiny and consumer awareness can also help deter
greenwashing.

Task 16-4

Identify different sustainability labels from the same industry (e.g., food, textiles, raw materials).
Now compare them with regard to different characteristics: What kind of organization(s) initiated
and manage(s) the label? What sustainability criteria do products have to fulfil to obtain the label?
How are these criteria controlled (e.g., by whom, in which intervals, based on what kind of data)?
Finally, discuss: Of the labels you assessed, are any “better” or “worse” than others? Are the criteria
and processes better than having no label at all? Are they sufficient for sustainability?
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Suggested Answer: Within the food industry, examples of sustainability labels include Fairtrade,
Organic, and Rainforest Alliance. Fairtrade, managed by the Fairtrade Foundation, focuses on fair
prices and working conditions for producers in developing countries. Organic certification, overseen
by various bodies, restricts the use of synthetic pesticides and fertilizers. Rainforest Alliance
addresses environmental protection and sustainable agriculture. These labels have different criteria
and control mechanisms. Fairtrade involves audits of producer organizations, while organic
certification requires inspections of farms and processing facilities. The effectiveness and credibility
of labels vary. Some labels have stricter criteria and more rigorous auditing processes than others.
While labels can provide valuable information and guide consumer choices, they are not always
sufficient for ensuring comprehensive sustainability. They often focus on specific aspects of
sustainability, potentially overlooking other important considerations. Furthermore, the proliferation
of labels can create confusion for consumers. Despite their limitations, labels are generally better
than having no information at all, as they offer a starting point for consumers seeking more
sustainable options.

Discussion Questions with Suggested Answers
1. What are the ethical implications of using nudging in sustainability marketing?

Suggested Answer: While nudging can promote sustainable behaviour, ethical concerns arise
regarding manipulation and transparency. Critics argue that nudging can subtly influence choices
without individuals’ full awareness or consent, potentially undermining their autonomy.
Transparency is crucial. Consumers should be informed about the use of nudges and how they
might influence their decisions. Furthermore, nudges should be used to promote genuinely
beneficial behaviours, aligning with societal values and avoiding exploitation or coercion. Ethical
nudging requires careful consideration of the potential impacts on individual freedom and societal
well-being.

2. How can companies effectively communicate their sustainability efforts to consumers
without resorting to greenwashing?

Suggested Answer: Effective sustainability communication requires transparency, honesty, and
verifiable data. Companies should avoid vague or exaggerated claims and instead focus on specific,
measurable achievements. Third-party certifications and labels can enhance credibility.
Furthermore, companies should be open about their challenges and limitations, acknowledging that
sustainability is a journey, not a destination. Engaging in open dialogue with stakeholders,
addressing their concerns, and demonstrating a genuine commitment to continuous improvement
can build trust and foster authentic communication.

3. What role can consumers play in driving the demand for more sustainable products and
services?

Suggested Answer: Consumers hold significant power in shaping markets. By actively seeking out
and purchasing sustainable products, they signal their preferences to businesses, encouraging
further investment in sustainable practices. Supporting companies with strong ethical and
environmental track records can incentivize other businesses to follow suit. Consumers can also
advocate for greater transparency and accountability, demanding clear information about product
origins, manufacturing processes, and environmental impacts. Furthermore, they can participate in
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collaborative consumption initiatives, reducing their own environmental footprint and supporting
alternative business models.

4. What are the challenges and opportunities of implementing product service systems in
different industries?

Suggested Answer: Implementing product service systems faces challenges such as changing
consumer mindsets, developing appropriate infrastructure, and managing logistical complexities.
Consumers accustomed to ownership might be hesitant to embrace service-based models. Building
the necessary infrastructure for sharing, renting, or leasing products can require significant
investment. Logistically, managing product availability, maintenance, and retrieval can be complex.
Despite these challenges, product service systems offer opportunities for resource efficiency,
reduced waste, and new revenue streams. They can foster closer customer relationships and provide
greater flexibility in meeting evolving consumer needs. The feasibility and success of product
service systems vary across industries, depending on product characteristics, consumer preferences,
and market conditions.

Suggested Assignments

1. Case Study Analysis: Present students with case studies of companies implementing
sustainability marketing strategies. Ask them to analyze the effectiveness of these strategies,
identifying strengths, weaknesses, and potential improvements.

2. Sustainable Product Development: Challenge students to develop a concept for a sustainable
product or service, including a detailed marketing plan that addresses the 4Ps from a sustainability
perspective.

3. Comparative Label Analysis: Ask students to compare and contrast different sustainability
labels within a chosen industry, evaluating their criteria, credibility, and impact on consumer
behaviour.

4. Nudging Experiment Design: Have students design a small-scale nudging experiment to test the
effectiveness of a specific intervention in promoting sustainable behaviour within the university
context.

5. Sustainability Marketing Campaign Development: Assign students to develop a

comprehensive sustainability marketing campaign for a real or fictional organization, incorporating
various communication channels and targeting specific audience segments.

Teaching Notes

Characterizing Sustainability Marketing

This section introduces the concept of sustainability marketing, emphasizing its focus on socio-
ecological aspects and the need to move beyond traditional marketing’s narrow focus on sales. It
highlights the importance of understanding customer and stakeholder needs in a sustainable context.
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The section also introduces the concept of marketing for sustainability, which promotes non-
commercial sustainability initiatives.

Sustainable Product Policy

This section delves into sustainable product policy, emphasizing the importance of considering the
entire product life cycle. It introduces the concept of product service systems as an alternative to
traditional ownership-based models.

Different forms of product service systems

This subsection describes the various types of product service systems, including product-oriented,
use-oriented, and result-oriented services, illustrating how they can contribute to sustainability.

Potential benefits of sustainable products

This subsection outlines the potential benefits of sustainable products for both consumers and
businesses, highlighting cost savings, improved health and safety, and enhanced brand image.

Sustainable Price Policy

This section examines sustainable price policy, emphasizing the importance of considering the total
customer cost, which includes not only the purchase price but also transaction, use, and post-use
costs.

Price as element of total customer cost

This subsection discusses the role of price in consumer decision-making, noting that consumers
often focus on the initial purchase price while overlooking other costs associated with product use
and disposal.

Transaction cost as element of total customer cost

This subsection explores transaction costs, such as search and information costs, which can be
particularly high for sustainable products due to the complexity of sustainability information.

Use cost as element of total customer cost

This subsection examines use costs, such as energy consumption and maintenance, highlighting
how sustainable products can offer lower use costs compared to conventional alternatives.

Post-use cost as element of total customer cost

This subsection discusses post-use costs, such as disposal and recycling, emphasizing the need to
consider the end-of-life impacts of products.
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Ethical issues of price policy

This subsection addresses ethical issues related to pricing, including excessive pricing, price fixing,
predatory pricing, and deceptive pricing.

Sustainable Promotion Policy

This section explores sustainable promotion policy, acknowledging the potential for unsustainable
practices in advertising and highlighting the importance of ethical and transparent communication.

Educational aspects of sustainable promotion policy

This subsection discusses the role of promotion in educating consumers about sustainability and
raising awareness about sustainable products and practices.

Greenwashing

This subsection defines greenwashing and describes various forms of product level and firm level
greenwashing, emphasizing the risks and negative consequences associated with misleading
sustainability claims.

Labels as elements of sustainable promotion policy

This subsection discusses the role of labels in signalling product sustainability and increasing
consumer trust, while also acknowledging the limitations and potential for confusion associated
with the proliferation of labels.

Messages in sustainable promotion policy

This subsection explores different framing strategies for sustainability marketing messages,
including rational, emotional, and moral appeals.

Potential and limitations of nudging

This subsection introduces the concept of nudging as a tool for promoting sustainable behaviour,
discussing its potential benefits and ethical considerations.

Sustainable Product Placement

This section examines sustainable product placement, highlighting the challenges faced by
sustainable businesses, particularly smaller companies, in accessing markets and distribution
channels. It also discusses the importance of consumer access to sustainable options.
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Chapter 17

Sustainable Innovation Management

Learning Objectives

After reading this chapter you will be able to:

Describe sustainability-oriented innovation, its characteristics, uncertainties, and
approaches.

Explain the basic idea of business at the base of the pyramid.

Distinguish BoP 1.0, 2.0, and 3.0 approaches and discuss their potential opportunities and
limitations.

List of Key Terms

Base of the Pyramid (BoP)
BoP 1.0

BoP 2.0

BoP 3.0

Civil Society Push

Cost Push

Demand-Side Lock-In
Diffusion

Directional Certainty
Eco-Innovation
Economic Reversibility
Frugal Innovation
Good-Enough Innovation

Innovation
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e Invention

e Market Pull

e  Operational Optimization

e Organizational Transformation

e Poverty Penalty

e Regulatory Pull

e Regulatory Push

e Resource-Constraint Innovation

e Social Enterprise

e  Supply-Side Lock-In

e Sustainability-Oriented Innovation

e Systems Building

e Technology Push

e Visionary Pull
Chapter Overview
This chapter examines sustainable innovation, differentiating between invention, innovation, and
diffusion. It explores sustainability-oriented innovation, encompassing its characteristics, the
uncertainties involved, and various approaches. Push and pull determinants, including regulatory
pressures, technological advancements, civil society influence, and market demand, are discussed.
The chapter emphasizes the importance of directional certainty for sustainable innovations, ensuring
their economic and ecological reversibility. It also delves into the concept of the Base of the
Pyramid (BoP), highlighting the potential for business opportunities and poverty alleviation through
innovative approaches tailored to low-income markets. The evolution of BoP approaches from 1.0
to 3.0 is outlined, along with their respective criticisms and success factors. Finally, the concept of

frugal innovation is introduced as a cost-effective and resource-efficient approach to product
development, particularly relevant for BoP markets.
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Classroom Learning Exercises

1. Innovation Brainstorm: Divide students into groups and assign each group a specific
sustainability challenge (e.g., reducing plastic waste, improving access to clean water). Each group
brainstorms inventions, innovations, and diffusion strategies related to their challenge. They then
present their ideas, explaining how each stage contributes to addressing the challenge.

2. BoP Business Model Canvas: Introduce the Business Model Canvas and adapt it to the BoP
context. Divide students into groups and assign each group a BoP market segment. Using the
adapted canvas, each group develops a sustainable business model for a product or service targeting
their assigned segment. They then present their canvases, explaining how their business model
addresses specific BoP challenges and opportunities.

3. Frugal Innovation Challenge: Challenge students to think about a real-life problem of people
living in a resource-constrained context somewhere around the world (potentially but not
necessarily in the Global South). Then try to come up with ideas for frugal innovations that address
the respective needs. Discuss the various ideas in the group. This activity encourages creative
thinking and demonstrates the principles of frugal innovation.

Tasks with Suggested Answers

Task 17-1

Think of one recent innovation with relevance for sustainability. Through which specific push and
pull determinants did it emerge? Can you foresee potential unintended negative consequences or
side effects in the future?

Suggested Answer: The rise of electric vehicles (EVs) is a recent innovation with significant
sustainability implications. Push determinants include regulatory pressures to reduce carbon
emissions, technological advancements in battery technology, and increasing fuel costs. Pull
determinants include government subsidies for EV purchases, a growing market demand for cleaner
transportation options, and a visionary pull by companies like Tesla. Potential unintended
consequences include increased demand for rare earth minerals used in batteries, strain on
electricity grids, and the environmental impact of battery production and disposal.

Task 17-2

Identify further examples for the three approaches of sustainability-oriented innovation. To what
extent do you think they can contribute to sustainable development? What are the benefits and
drawbacks of the three approaches in general?

Suggested Answer: Operational optimization: Implementing energy-efficient lighting in a factory.
Organizational transformation: Shifting from selling products to offering product-as-a-service.
Systems building: Developing a closed-loop recycling system for electronic waste involving
multiple stakeholders. These approaches contribute to sustainable development by reducing
environmental impact, promoting resource efficiency, and fostering social equity. Operational
optimization offers incremental improvements but may not address systemic issues. Organizational
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transformation can lead to more substantial change but requires a significant shift in mindset.
Systems building offers the most transformative potential but faces challenges in coordination and
collaboration.

Task 17-3

Do some research and find further innovations at the base of the pyramid. Classify them as 1.0, 2.0,
or 3.0 approaches and think of how these approaches can contribute to sustainable development.
Can you see any drawbacks of these approaches with regard to sustainability? What do you think:
Will they be successful in the future? Why or why not?

Suggested Answer: Examples include: Solar-powered water purifiers (BoP 1.0), Microfinance
initiatives (BoP 2.0), and Community-owned renewable energy projects (BoP 3.0). These contribute
to sustainable development by providing access to basic needs, empowering local communities, and
promoting environmental sustainability. Drawbacks include potential for market dependence,
exploitation of vulnerable communities, and unintended environmental consequences. Future
success depends on factors such as community engagement, appropriate technology, and supportive
regulatory frameworks.

Discussion Questions with Suggested Answers
1. How can governments encourage more sustainability-oriented innovation?

Suggested Answer: Governments can incentivize sustainable innovation through policies like
carbon pricing, research and development grants, tax breaks for green technologies, and regulations
promoting sustainable practices. They can also support the development of industry standards and
certifications, foster collaboration between businesses and research institutions, and create public
awareness campaigns to promote sustainable consumption.

2. What are the key barriers to wider adoption of sustainable innovations?

Suggested Answer: Barriers include high upfront costs, lack of consumer awareness and demand,
uncertainty about long-term benefits, resistance to change from established industries, and
inadequate infrastructure to support new technologies. Overcoming these barriers requires a
combination of policy interventions, technological advancements, and changes in consumer
behaviour.

3. How can businesses measure the success of their sustainability-oriented innovations?

Suggested Answer: Success can be measured through a variety of metrics, including reduced
environmental impact (e.g., carbon emissions, water usage), improved social outcomes (e.g., job
creation, community development), and increased profitability. It’s crucial to adopt a holistic
approach, considering all three pillars of sustainability (environmental, social, and economic) when
evaluating innovation success.

110
© 2025 Pearson Education Limited. All Rights Reserved.



Hahn, Sustainability Management, 2e, Instructor’'s Manual

4. What are the ethical considerations surrounding innovation at the Base of the Pyramid?

Suggested Answer: Ethical considerations include ensuring affordability and accessibility of
products and services, respecting local cultures and traditions, avoiding exploitation of vulnerable
communities, and promoting environmental sustainability. It’s crucial to engage with BoP
communities in a participatory and respectful manner, ensuring that innovations address their
genuine needs and priorities.

5. How can frugal innovation principles be applied in developed countries?
Suggested Answer: Frugal innovation principles, such as focusing on core functionality,
minimizing resource use, and maximizing affordability, can be applied to develop sustainable

solutions in developed countries as well. This approach can lead to more resource-efficient products
and services, reduce waste, and make sustainable options accessible to a wider range of consumers.

Suggested Assignments

1. BoP Case Study Analysis: Analyze a case study of a company implementing a BoP business
model. Evaluate its success, challenges, and sustainability impact.

2. Frugal Innovation Design Project: Design a frugal innovation for a specific need in a chosen
context. Consider the target users, available resources, and sustainability implications.

3. Policy Recommendations for Sustainable Innovation: Research and develop policy
recommendations to encourage greater sustainability-oriented innovation in a specific sector.

4. Stakeholder Analysis for Systems Building: Conduct a stakeholder analysis for a potential
systems building initiative. Identify key stakeholders, their interests, and potential challenges to

collaboration.

5. Sustainability Innovation Assessment: Assess the sustainability performance of a chosen
innovation. Consider its environmental, social, and economic impacts throughout its life cycle.

Teaching Notes

Introduction to Sustainability-Oriented Innovation

This section defines innovation and its stages: invention, innovation, and diffusion. It sets the
context for understanding sustainability-oriented innovation.

Characterization of sustainability-oriented innovations
This subsection defines sustainability-oriented innovation, highlighting its multi-faceted nature and

the involvement of various actors. It also introduces push and pull determinants that drive such
innovation.
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The uncertainty of sustainability-oriented innovations

This subsection discusses the inherent uncertainties of innovation and the importance of directional
certainty, including economic and ecological reversibility.

Approaches of sustainability-oriented innovation

This subsection outlines three approaches to sustainability-oriented innovation: operational
optimization, organizational transformation, and systems building, providing examples and
discussing their characteristics.

Innovations and the “Base of the Pyramid”

This section introduces the concept of the Base of the Pyramid (BoP) and its potential for business
opportunities and poverty alleviation.

BOP 1.0 approaches

This subsection describes the BoP 1.0 approach, focusing on selling adapted products to low-
income consumers, and highlights its criticisms.

BOP 2.0 approaches

This subsection describes the BoP 2.0 approach, emphasizing value co-creation and integration of
BoP communities into business models, and discusses its limitations.

BOP 3.0 approaches

This subsection describes the BoP 3.0 approach, focusing on a Triple Bottom Line perspective and
empowering BoP communities through self-management and capacity building.

Challenges and success factors for BoP approaches

This subsection outlines the challenges and success factors for BoP business models, including
external constraints like limited market information and inadequate infrastructure, as well as
internal hurdles like cognitive barriers.

Frugal innovation

This subsection introduces the concept of frugal innovation, characterized by its cost-effectiveness,
resource efficiency, and focus on core functionality, particularly relevant for BoP markets.
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Chapter 18

Sustainability Accounting

Learning Objectives

After reading this chapter you will be able to:

Explain the relationship between sustainability management control, sustainability
accounting, and sustainability reporting.

List the different elements of life cycle sustainability assessment (LCSA) and their areas of
application.

Differentiate between scopes 1, 2, and 3 emissions of carbon accounting.

Explain the potential and limitations of carbon offsetting and criteria for high-quality
schemes.

List of Key Terms

Absolute Targets

Carbon Accounting
Carbon Offsetting
Category Endpoints
Elementary Flows
Environmental Life Cycle Assessment (ELCA)
Functional Unit
Greenhouse Gas Protocol
Hot Spots

Life Cycle Costing (LCC)
Life Cycle Interpretation
Life Cycle Inventory

Life Cycle Sustainability Assessment (LCSA)
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e Midpoint Impact Categories

e Net Zero Emissions

e Product Carbon Footprints

e Relative Targets

e Science Based Targets initiative (SBTi)

e Scope 1 Emissions

e Scope 2 Emissions

e Scope 3 Emissions

e Social Hotspots

e Social Life Cycle Assessment (SLCA)

e Sustainability Accounting

e Sustainability Management Control

e Sustainability Reporting
Chapter Overview
This chapter introduces sustainability accounting, management control, and reporting, highlighting
their interconnectedness in driving sustainability performance. It explores Life Cycle Sustainability
Assessment (LCSA), encompassing environmental (ELCA), economic (LCC), and social (SLCA)
dimensions, as a crucial tool for gathering sustainability-related information. The chapter details the
four phases of ELCA: goal and scope definition, inventory analysis, impact assessment, and
interpretation. It also discusses LCC as a method for evaluating life cycle costs and SLCA for
assessing social impacts. Furthermore, the chapter delves into carbon accounting, differentiating
between scopes 1, 2, and 3 emissions. It examines the challenges of carbon accounting and the
importance of standardized approaches. Finally, the chapter explores carbon management, including
target setting and the role of carbon offsetting, addressing its potential limitations and criteria for
high-quality schemes.
Classroom Learning Exercises
1. LCSA Role-Playing: Divide students into groups representing different stakeholders (e.g.,
consumers, producers, NGOs). Each group analyzes a chosen product from their stakeholder

perspective, identifying key sustainability concerns and potential trade-offs across the product life
cycle. They then present their findings, fostering a discussion about the complexities of LCSA.
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2. Carbon Accounting Simulation: Create a simplified supply chain scenario involving multiple
companies. Assign students to different companies and provide them with emission data for various
activities. Students calculate their company’s scopes 1, 2, and 3 emissions, then discuss how these
emissions are interconnected and how each company can contribute to overall emissions reduction.

3. Carbon Offsetting Debate: Divide students into two groups, one supporting and one criticizing
carbon offsetting. Each group researches and prepares arguments for their position, considering the
criteria for high-quality offsetting schemes and the potential for greenwashing. They then engage in
a structured debate, fostering critical thinking about the role of offsetting in carbon management.

Tasks with Suggested Answers

Task 18-1

Identify potential functional units for ELCAs of products from different industries: clothing,
agriculture, automotive, construction, financial services. Come up with some ideas and discuss the
difficulties you encounter.

Suggested Answer: Clothing: Number of wears, years of use. Agriculture: Kilogram of yield,
nutritional value provided. Automotive: Kilometres travelled, passenger-kilometres. Construction:
Square meters of living space, years of building lifespan. Financial services: Number of transactions
processed, value of assets managed. Difficulties include defining a unit that accurately reflects the
product’s function and ensuring comparability across different product variations. For services,
defining a quantifiable functional unit can be particularly challenging.

Task 18-2

Think of an everyday product you use. What emissions are produced and what resources are used
along its entire life cycle? If you have some more time: Try to conduct an ELCA with a software
tool such as CCaLC or openLCA which are available on the Internet free of charge. How difficult is
it to come up with a result?

Suggested Answer: A smartphone involves emissions from mining raw materials, manufacturing
components, transportation, consumer use, and end-of-life disposal. Resources used include metals,
plastics, energy, and water. Conducting an ELCA using software can be challenging due to data
availability and complexity of modelling the entire life cycle. Students may encounter difficulties in
defining system boundaries, obtaining reliable data for each life cycle stage, and interpreting the
results.

Task 18-3

Compare the idea of ELCA (and SLCA, after reading the next sub-chapter) with that of LCC. In
how far can an LCC (and not only ELCA and SLCA) be a relevant tool in sustainability
management? How can an LCC help a company to become more sustainable?
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Suggested Answer: ELCA and SLCA assess environmental and social impacts, while LCC focuses
on economic costs across the life cycle. LCC is crucial for sustainability management as it provides
a financial perspective on sustainability performance. By identifying cost drivers across the life
cycle, LCC can help companies make more sustainable decisions, such as investing in durable,
repairable products or optimizing resource use to minimize waste disposal costs.

Task 18-4

Take a look at the sustainability report of a utility company, a consumer goods company, and a
company from the financial service industry and determine the scopes of greenhouse gas emissions
that these companies report. Do you see any differences in what is reported by the companies? Also,
compare the amounts of COze of the different scopes reported and explain the differences with
respect to the different industries the companies belong to.

Suggested Answer: Utility companies typically report significant scope 1 emissions from power
generation. Consumer goods companies often have larger scope 3 emissions from their supply chain
and product use. Financial service companies usually have lower scopes 1 and 2 emissions but may
report substantial scope 3 emissions from financed activities. Differences reflect the nature of each
industry’s operations and its position within the value chain.

Task 18-5

Do some Internet research and identify carbon emission targets by different companies. Do the
companies set absolute or relative targets, or both? Are any of these approaches better, and if so:
Why and under which circumstances? Also, compare carbon emission targets across different
industries and among companies that belong to the same industry. What do you see, and what do
you think?

Suggested Answer: Students will find a variety of targets. Absolute targets provide a clear overall
reduction goal, while relative targets allow for growth while improving efficiency. The best
approach depends on the company’s context and growth trajectory. Target ambition can vary
significantly across industries and even within the same industry, reflecting differences in emissions
intensity, technological feasibility, and competitive pressures.

Task 18-6

Identify different providers for offsetting and compensation projects on the Internet. What do they
do to offset greenhouse gas emissions? What information can you get from the different providers
on the aforementioned five criteria for high-quality carbon offsetting schemes? Which one would

you prefer for offsetting your own greenhouse gas emission and why?

Suggested Answer: Students will find various offsetting providers supporting projects like
reforestation, renewable energy, and methane capture. Transparency regarding additionality,
permanence, and exclusivity varies across providers. Students should critically evaluate the
information provided and justify their preferred provider based on the criteria for high-quality
schemes.
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Discussion Questions with Suggested Answers

1. What are the key challenges in implementing LCSA in practice, and how can they be
overcome?

Suggested Answer: Challenges include data availability and quality, system boundary definition,
complexity of modelling social impacts, and resource constraints. Overcoming these challenges
requires standardized data collection methods, collaboration across the supply chain, development
of robust social impact assessment tools, and increased investment in LCSA capacity building.

2. How can sustainability accounting information be used to inform strategic decision-making
within organizations?

Suggested Answer: Sustainability accounting data can inform decisions related, for example, to
product design, supply chain management, resource allocation, and investment strategies. By
understanding the environmental, social, and economic impacts of their operations, organizations
can identify opportunities for improvement, reduce risks, and enhance their long-term sustainability
performance.

3. What are the advantages and disadvantages of using relative versus absolute carbon
emission reduction targets?

Suggested Answer: Relative targets allow for growth while improving efficiency, but they may not
lead to sufficient overall emissions reductions. Absolute targets provide a clear overall reduction
goal but may constrain growth. The best approach depends on the company’s specific
circumstances and the urgency of emissions reduction needed to achieve global climate goals.

4. How can the credibility and effectiveness of carbon offsetting schemes be improved?

Suggested Answer: Improvements include stricter standards and verification processes, greater
transparency regarding project impacts, and a focus on projects that deliver demonstrable and
permanent emission reductions. Shifting emphasis from offsetting to actual emissions reductions
within company operations is also crucial.

Suggested Assignments

1. LCSA of a Chosen Product: Conduct a simplified LCSA for a chosen product, considering
environmental, social, and economic impacts across its life cycle.

2. Carbon Footprint Calculation: Calculate your personal carbon footprint using an online
calculator. Identify key contributors and develop a plan to reduce your emissions.

3. Analysis of a Company’s Carbon Disclosure: Analyze a company’s sustainability report,
focusing on its carbon accounting and emissions reduction targets. Evaluate the company’s
performance and identify areas for improvement.

4. Evaluation of a Carbon Offsetting Project: Research and evaluate a specific carbon offsetting
project, considering the criteria for high-quality schemes and the project’s potential impact.
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Teaching Notes

Introduction to Sustainability Accounting, Management Control, and
Reporting

This section introduces the interconnected concepts of sustainability accounting, management
control, and reporting, emphasizing their role in improving sustainability performance.

Life Cycle Sustainability Assessment

This section defines LCSA and its components: ELCA, LCC, and SLCA, highlighting their purpose
and application in assessing product sustainability.

Purpose and overview of life cycle sustainability assessment

This subsection explains the purpose of LCSA in understanding holistic sustainability impacts,
identifying trade-offs, and assessing true costs. It differentiates between the three LCSA
components.

Environmental life cycle assessment

This subsection details the four phases of ELCA, emphasizing the principles of a life cycle
perspective, environmental focus, relative approach, iterative process, transparency,
comprehensiveness, and scientific basis.

Definition of goals and scope

This sub-subsection focuses on defining the functional unit and system boundaries for an ELCA.

Compilation of the life cycle inventory

This sub-subsection explains the process of data collection for an ELCA, including identifying
elementary flows and data sources.

Life cycle impact assessment and life cycle interpretation

This sub-subsection details the process of translating inventory data into environmental impact
potentials, using classification, characterization, midpoint, and endpoint categories. It also covers
the interpretation phase.

Life cycle costing

This subsection defines LCC, differentiating it from conventional cost accounting and highlighting
its focus on life cycle costs borne by various actors.
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Social life cycle assessment

This subsection defines SLCA, outlining its phases and challenges in data collection and impact
assessment, particularly with qualitative data and social hotspots.

Definition of goal and scope

This sub-subsection discusses the challenges of defining a functional unit in SLCA due to the often
qualitative nature of social impact data.

Social life cycle inventory

This sub-subsection explains the process of collecting data for SLCA, including identifying social
hotspots and utilizing various data sources.

Social life cycle impact assessment

This sub-subsection details the process of assessing social impacts, using inventory indicators,
midpoint impact categories, and category endpoints.

Carbon Accounting

This section introduces carbon accounting as a specific area of sustainability accounting, focusing
on greenhouse gas emissions.

Emission scopes

This subsection explains the differentiation between scopes 1, 2, and 3 emissions, providing
examples and illustrating their relevance in carbon management.

Scope 1,2,and 3
This sub-subsection defines and provides examples for each emission scope.
Exemplary case and relevance of emission scopes

This sub-subsection uses a case study to illustrate the interconnectedness of emission scopes and
their implications for different companies within a supply chain.

Challenges in carbon accounting

This sub-subsection discusses the challenges of data collection and interpretation in carbon
accounting, particularly for scope 3 emissions.

From carbon accounting to carbon management and carbon offsetting

This subsection discusses the use of carbon accounting data for target setting and carbon
management, including relative and absolute targets and the Science Based Targets initiative.
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The Science Based Targets initiative

This sub-subsection explains the SBTi and its criteria for setting science-based emission reduction
targets.

Carbon reduction and carbon offsetting

This sub-subsection discusses carbon reduction strategies and the role of carbon offsetting,
including its limitations and criteria for high-quality schemes.
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Chapter 19

Sustainability Management Control

Learning Objectives

After reading this chapter you will be able to:

Differentiate between various types of codes of conduct and critically reflect on their
usefulness and applicability.

Explain the general approach of management systems, management system standards,
potential costs and benefits of such systems.

List the different types of sustainability balanced scorecards.

Outline the development of a sustainability balanced scorecard.

List of Key Terms

Accreditation Body
Balanced Scorecard
Carbon Neutral
Certification Body

Code of Conduct

Code of Ethics
Compliance
Environmental Management System
ESG

Extended Architecture
First-Party Audit
Greenhouse Gas Emissions

Input Standards
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Integrated Architecture

Integrated Management Systems
Lagging Indicators

Leading Indicators

Legitimacy

Management System Standards
Management Systems

Output Standards

Performance Audit

Performance Drivers
Plan-Do-Check-Act Cycle
Principle-Based Codes
Responsible Care

Return on Capital Employed (ROCE)
Rule-Based Codes

Science Based Targets initiative (SBTi)
Stakeholder Engagement
Strategic Core Issues

Strategic Map

Sustainability Balanced Scorecard
System Audit

Third-Party Audit
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Chapter Overview

This chapter explores management tools for sustainability, focusing on codes of conduct,
management systems, and sustainability balanced scorecards. It examines different types of codes
of conduct, analyzing their content, forms, applicability, and usefulness. The chapter discusses the
UN Global Compact and ISO 26000 as examples of multi-stakeholder codes. It then delves into
management systems and standards, outlining their plan-do-check-act cycle and the costs and
benefits associated with their implementation. ISO 14001, EMAS, and SA8000 are presented as
examples of environmental and social management system standards. The chapter also addresses
audits and certification processes, highlighting factors influencing their credibility. Finally, it
explores the sustainability balanced scorecard, differentiating between various types based on
hierarchy and perspective design, and outlines a step-by-step approach for its development.

Classroom Learning Exercises

1. Code of Conduct Analysis: Provide students with different codes of conduct (company,
industry, multi-stakeholder). Students analyze the codes, identifying their strengths, weaknesses,
and potential for effective implementation. They then discuss the challenges and opportunities of
using codes of conduct as a tool for sustainability management.

2. Management System Design: Divide students into groups and assign each group a specific
industry. Each group designs a management system for a chosen sustainability issue within their
assigned industry. They outline the plan-do-check-act cycle, identify key performance indicators,
and discuss potential costs and benefits.

3. Sustainability Balanced Scorecard Development: Present students with a case study of a
company seeking to integrate sustainability into its strategy. Students develop a sustainability
balanced scorecard for the company, choosing an appropriate architecture and defining objectives,
measures, targets, and initiatives for each perspective.

Tasks with Suggested Answers

Task 19-1

Throughout this book, we discuss various sustainability-related management tools, and there are
many more standards, codes, labels, etc., available to choose from. Some examples are listed below.
Without going into details of the nature and content of the examples below: Find out who stands
behind the respective tool (i.e., who created and currently manages it) and whether their focus is
thematic or sectoral or superordinate.

Suggested Answer: EMAS: European Commission (superordinate). Ethical Trading Initiative:
Multi-stakeholder initiative (superordinate). FSC: Forest Stewardship Council (sectoral). Global
Sullivan Principles: The Sullivan Foundation (superordinate). ISO 14001: International
Organization for Standardization (superordinate). ISO 26000: International Organization for
Standardization (superordinate). MSC: Marine Stewardship Council (sectoral). OECD Guidelines:
Organisation for Economic Co-operation and Development (superordinate). SA8000: Social
Accountability International (superordinate). UN Global Compact: United Nations (superordinate).
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Task 19-2

Do companies need their own code of conduct? What kind of code is most useful under which
circumstances? Under which circumstances could a company think of using/signing an overarching
code of conduct (or similar initiatives)?

Suggested Answer: A company-specific code can address unique contextual challenges and
reinforce organizational values. Principle-based codes offer flexibility, while rule-based codes
provide clarity. Overarching codes like the UN Global Compact can demonstrate commitment to
universal principles and provide a framework for broader stakeholder engagement, particularly
beneficial for companies operating in diverse contexts or seeking external recognition.

Task 19-3

How could the rules of the UN Global Compact be changed so that critics would be satisfied? Do
you see any drawbacks of such changes?

Suggested Answer: Changes could include more specific and measurable targets, stricter
monitoring and enforcement mechanisms, and greater transparency regarding company
performance. Drawbacks include increased complexity and cost of compliance, potential
discouragement of participation, and difficulty in adapting to diverse contexts.

Task 19-4

How would you characterize the UN Global Compact, ISO 26000, and the Enron code of conduct
according to the following dimensions?

Suggested Answer: UN Global Compact: UN, principle-based, comprehensive, all organizations,
voluntary. ISO 26000: ISO, principle- and rule-based, comprehensive, all organizations, voluntary.
Enron: Enron, rule-based, comprehensive, Enron employees, mandatory for employees.

Task 19-5

What do you think are the main areas of application for SA8000? For which types of companies is
SA8000 suitable and for which types is it not?

Suggested Answer: SA8000 applies mainly to manufacturing and supply chains, particularly in
sectors with high risks of labour exploitation. It’s suitable for companies seeking to improve
working conditions and demonstrate social responsibility. It’s less relevant for service-based
industries with limited supply chains or those operating in countries with strong labour laws and
enforcement.

Task 19-6

Discuss the potential barriers and benefits of SA8000. When or why might they be relevant? How
could the benefits be reaped and the barriers be overcome?
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Suggested Answer: Barriers include implementation costs, lack of customer awareness, and
potential inflexibility. Benefits include improved supply chain management, enhanced reputation,
and better working conditions. Relevance depends on industry, location, and stakeholder
expectations. Benefits can be maximized through effective communication and integration into
management systems. Barriers can be overcome through capacity building, stakeholder
engagement, and customer education.

Task 19-7

The CEO of a company that does not yet have a strong sustainability agenda sees the need for
integrating sustainability further into her organization. Some internal stakeholders, especially some
of the other members of the board of directors, are skeptical about sustainability management and
fear that extended sustainability activities will only drive costs. The CEO wants to implement
sustainability aspects into the balanced scorecard to bring the topic forward. She asked you for your
advice on how to proceed. What are the benefits and drawbacks of the different sustainability
balanced scorecard designs for the company? Which design would you eventually suggest and
why? Would your suggestion be different if the company was an industry leader in sustainability?

Suggested Answer: For a company with a nascent sustainability agenda, a strictly hierarchical,
integrated architecture might be most suitable. This approach links sustainability objectives to
financial performance, addressing stakeholder concerns about costs. It also integrates sustainability
into core business processes, promoting gradual and manageable change. For an industry leader, a
semi-hierarchical or extended architecture might be more appropriate, reflecting a more holistic and
proactive approach to sustainability.

Task 19-8

Follow the step-by-step approach introduced above. (1) Identify a business unit for a company (or
think of a fictitious company) in an industry for which you have some solid knowledge. What is the
general strategy and vision/mission of this business unit? Based on this starting point: Develop the
outline of a sustainability balanced scorecard. You may choose from any of the architectures
discussed above. (2) Identify the sustainability exposure separately for strategically relevant
environmental aspects and social aspects. For environmental aspects, refer to the list of emissions
(to air, water, and soil) including radiation, waste and waste heat, material and energy input, noise
and vibrations, and direct interventions on nature and landscape. For social aspects, identify
stakeholder groups and the social claims and issues brought up by them. (3) Determine the strategic
relevance of the identified sustainability aspects by identifying lagging indicators for strategic core
issues and leading indicators for performance drivers.

Suggested Answer: This task requires students to apply the concepts learned in the chapter to a
specific business context. They should choose a company and industry they are familiar with and
develop a tailored sustainability balanced scorecard, including relevant sustainability aspects,
objectives, and indicators. The answer will vary depending on the chosen company and industry.
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Discussion Questions with Suggested Answers

1. What are the key factors that determine the effectiveness of a code of conduct in promoting
sustainable behaviour?

Suggested Answer: Effectiveness depends on factors such as clear communication, strong
leadership commitment, stakeholder engagement, robust monitoring mechanisms, and consistent
enforcement. A code must be integrated into organizational culture and aligned with incentive
structures to influence behaviour effectively.

2. How can management systems contribute to continuous improvement in sustainability
performance?

Suggested Answer: Management systems provide a structured approach to planning,
implementing, monitoring, and reviewing sustainability initiatives. The plan-do-check-act cycle
fosters continuous improvement by identifying areas for improvement and implementing corrective
actions.

3. What are the advantages and disadvantages of integrating sustainability into existing
management systems versus creating separate sustainability management systems?

Suggested Answer: Integration streamlines processes and promotes a holistic approach, but it may
dilute focus on specific sustainability issues. Separate systems provide dedicated resources and
expertise but can lead to duplication and lack of coordination.

4. How can organizations ensure the credibility and effectiveness of their sustainability audits
and certifications?

Suggested Answer: Credibility and effectiveness can be enhanced through independent audits
conducted by qualified professionals, transparent reporting of audit findings, and robust corrective
action processes. Accreditation and standardization of audit procedures also play a crucial role.

5. What are the challenges and opportunities of using a sustainability balanced scorecard to
integrate sustainability into strategic management?

Suggested Answer: Challenges include defining appropriate sustainability indicators, linking
sustainability objectives to financial performance, and ensuring stakeholder buy-in. Opportunities
include improved stakeholder communication, enhanced strategic focus on sustainability, and better
alignment of sustainability initiatives with business goals.

Suggested Assignments

1. Comparative Analysis of Codes of Conduct: Compare and contrast different codes of conduct,
analyzing their content, target audience, and enforcement mechanisms.

2. Management System Audit Simulation: Conduct a mock audit of a hypothetical management
system, applying the principles and procedures of a chosen standard (e.g., ISO 14001, SA8000).
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3. Development of a Sustainability Balanced Scorecard: Develop a sustainability balanced
scorecard for a chosen organization, defining objectives, measures, targets, and initiatives for each
perspective.

4. Case Study Analysis of a Management System Failure: Analyze a case study of a management
system failure, identifying the root causes and recommending improvements.

5. Research and Presentation on a Sustainability Management Tool: Research and present on a

specific sustainability management tool not covered in detail in the chapter (e.g., GRI Standards,
IIRC Framework).

Teaching Notes
Codes of Conduct

This section defines codes of conduct and explores their various types, content, and applicability in
sustainability management. It also discusses the benefits and limitations of codes of conduct.

Content and forms

This subsection describes the typical content found in codes of conduct, including environmental,
social, and governance aspects, as well as different forms of codes based on issuer, content nature,
target audience, breadth of topics, and voluntariness.

Applicability and usefulness

This subsection analyses the benefits and limitations of codes of conduct as a sustainability
management tool, emphasizing the importance of implementation and administration.

The UN Global Compact

This subsection discusses the UN Global Compact as an example of a multi-stakeholder code of
conduct, outlining its 10 principles and its engagement mechanisms.

ISO 26000

This subsection examines ISO 26000 as another example of a multi-stakeholder code of conduct,
focusing on its comprehensive guidance on social responsibility.

Management Systems for Sustainability

This section introduces management systems and standards, explaining their role in implementing
sustainability within organizations.

Introduction into management system (standards)
This subsection explains the general approach of management systems, the plan-do-check-act cycle,

and the role of management system standards.
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Environmental management systems and standards

This subsection focuses on environmental management systems, outlining their elements, potential
costs and benefits, and discussing ISO 14001 and EMAS as examples.

Elements of management systems

This sub-subsection details the typical elements of an environmental management system, mirroring
the plan-do-check-act cycle.

Potential cost and benefits of management systems

This sub-subsection discusses the costs and benefits associated with implementing and maintaining
environmental management systems.

ISO 14001 and EMAS

This sub-subsection compares and contrasts ISO 14001 and EMAS as two widely used
environmental management system standards.

Social (and integrated) management system standards

This subsection discusses social management system standards, focusing on SA8000 as an example
that combines a management system standard with a code of conduct.

Code of conduct elements in SA8000

This sub-subsection outlines the fundamental requirements of SA8000, highlighting its code of
conduct elements.

The process of SA8000 implementation

This sub-subsection describes the typical process of implementing SA8000 in a facility, including
self-assessment, pre-audits, and surveillance audits.

Challenges and benefits of implementing SA8000

This sub-subsection discusses the barriers and benefits of implementing SA8000, considering
factors like cost, expertise, and market access.

Audits and certification processes
This subsection explains the role of audits and certification processes in verifying compliance with

management system standards, discussing different audit types and the determinants of audit
quality.
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Sustainability Balanced Scorecard

This section introduces the sustainability balanced scorecard as a tool for integrating sustainability
into strategic management.

General approach of a balanced scorecard

This subsection explains the general approach of a balanced scorecard, including its four
perspectives (financial, customer, internal processes, learning and growth) and the use of objectives,
measures, targets, and initiatives.

Sustainability balanced scorecard types

This subsection discusses different types of sustainability balanced scorecards, classifying them
based on hierarchy (rigid hierarchy, flexible hierarchy, no hierarchy) and perspective design
(expanded, embedded, supplementary).

The hierarchical dimension of sustainability balanced scorecards

This sub-subsection explains the different hierarchical approaches to designing sustainability
balanced scorecards.

The design dimension of sustainability balanced scorecards

This sub-subsection explains the different design approaches for integrating sustainability into
balanced scorecard perspectives.

Developing a sustainability balanced scorecard
This subsection outlines a step-by-step approach for developing a sustainability balanced scorecard,

including identifying strategically relevant sustainability aspects and defining lagging and leading
indicators.
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Chapter 20
Sustainability Reporting

Learning Objectives

After reading this chapter you will be able to:

Differentiate between the various forms of sustainability reporting and their potential effect
on sustainability performance.

Explain the different elements and principles of the GRI standards as important voluntary
standards for sustainability reporting.

Explain the current status and requirements of various mandatory reporting standards.

List of Key Terms

Annual Financial Reports

Assurance Statement

Carbon Disclosure Project (CDP)

Combined Reports

Corporate Sustainability Reporting Directive (CSRD)
Double Materiality

Environmental Materiality

European Sustainability Reporting Standards (ESRS)
External Assurance

Financial Materiality

Generally Accepted Accounting Principles (GAAP)
Global Reporting Initiative (GRI)

Impact Materiality

Integrated Report
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e Integrated Reporting Framework

e International Accounting Standards Board (IASB)

e International Financial Reporting Standards (IFRS)

e International Sustainability Standards Board (ISSB)

e Limited Assurance

e Materiality

e Materiality Analysis

e Nonfinancial Reporting

e Reasonable Assurance

e SEC Climate Disclosure Rule

e Single Materiality

e Sustainability Accounting

e Sustainability Report

e Topic Disclosures

e Topic Management Disclosures
Chapter Overview
This chapter explores sustainability reporting, its various forms, potential effects on performance,
and the emerging landscape of mandatory and voluntary reporting frameworks. It differentiates
between various types of sustainability reports, including integrated, combined, and specialized
reports, and discusses the concept of materiality, encompassing financial, impact, and double
materiality. The chapter also addresses the role of external assurance in enhancing the credibility of
reported information. It then delves into the GRI Standards, outlining their universal, sector-
specific, and topic-specific elements, along with the eight reporting principles. The chapter also
examines climate disclosure through the CDP and human rights reporting. Finally, it discusses

integrated reporting and analyzes the increasing prevalence of mandatory reporting regulations,
including those from the ISSB, the European Union’s CSRD, and the SEC.
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Classroom Learning Exercises

1. Sustainability Report Comparison: Provide students with sustainability reports from different
companies, preferably from the same industry. Students compare the reports, focusing on the
information disclosed, the reporting framework used, and the level of assurance provided. They
then discuss the strengths and weaknesses of each report and how they meet the needs of different
stakeholders.

2. Materiality Matrix Development: Present students with a case study of a company and its
operations. Students develop a materiality matrix, identifying key sustainability issues and assessing
their importance to the company and its stakeholders. They then discuss how this matrix can inform
the company’s sustainability reporting and management.

3. Mandatory Reporting Regulation Analysis: Divide students into groups and assign each group
a different mandatory reporting regulation (e.g., CSRD, SEC climate disclosure rule). Each group
analyses their assigned regulation, outlining its requirements, scope, and potential impact on
companies and investors. They then present their findings, fostering a discussion about the evolving
landscape of mandatory sustainability reporting.

Tasks with Suggested Answers

Task 20-1

Read the assurance statements of two recent sustainability reports. Do you see any differences in the
assurance process or in the tasks conducted by the auditing company? What can you learn from
these statements and what not?

Suggested Answer: Students should compare the scope of assurance, the level of assurance
(limited or reasonable), and the procedures performed by the auditor. Assurance statements provide
information about the reliability of reported data but do not evaluate the actual sustainability
performance of the company. Students should critically assess the limitations of assurance and
identify potential areas for improvement in the assurance process.

Task 20-2

Compare the sustainability reports from two companies from the same industry by referring to the
GRI principles. What do you think they have done well, and where do you see room for
improvements?

Suggested Answer: Students should analyze the reports based on the GRI principles of accuracy,
balance, clarity, comparability, completeness, sustainability context, timeliness, and verifiability.
They should identify specific examples of how the companies meet or fall short of these principles
and suggest improvements for enhancing the quality and usefulness of the reports.
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Task 20-3

Compare the disclosure requirements of different standards in the realm of sustainability reporting.
Which do you think are best suited to support sustainability management and decision-making by
different stakeholders?

Suggested Answer: Students should compare the scope, materiality approach, and specific
disclosure requirements of different standards (e.g., GRI, ISSB, ESRS, SEC). The best suited
standard depends on the specific needs of different stakeholders. For example, investors may
prioritize financially material information, while NGOs may focus on impact materiality. Students
should critically evaluate the strengths and weaknesses of each standard and justify their
recommendations.

Discussion Questions with Suggested Answers

1. How can sustainability reporting contribute to improved corporate sustainability
performance?

Suggested Answer: Reporting can drive performance by increasing transparency, enhancing
accountability to stakeholders, identifying areas for improvement, and facilitating benchmarking
against peers. It can also attract investment, improve brand reputation, and enhance employee
engagement.

2. What are the challenges and limitations of using materiality as a guiding principle for
sustainability reporting?

Suggested Answer: Challenges include defining and applying materiality criteria, balancing the
needs of different stakeholders, and ensuring consistency and comparability across organizations.
Limitations include the potential for overlooking important but not financially material issues and
the risk of a narrow focus on short-term financial impacts.

3. How can the quality and credibility of sustainability reporting be enhanced?

Suggested Answer: Quality and credibility can be improved through standardized reporting
frameworks, external assurance, greater transparency regarding data collection and analysis
methods, and stakeholder engagement in the reporting process.

4. What are the implications of the increasing prevalence of mandatory sustainability
reporting regulations for companies and investors?

Suggested Answer: Mandatory reporting increases transparency and comparability, enabling
investors to make more informed decisions. It also places greater demands on companies to collect
and report sustainability data, potentially increasing costs and requiring new systems and processes.
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5. How can integrated reporting contribute to a more holistic understanding of corporate
value creation?

Suggested Answer: Integrated reporting connects financial and non-financial information,
demonstrating how different capitals (financial, manufactured, intellectual, human, social and
relationship, and natural) contribute to value creation. This holistic approach can enhance
understanding of long-term value creation and the interdependencies between different aspects of
corporate performance.

Suggested Assignments

1. Critical Analysis of a Sustainability Report: Critically analyze a sustainability report from a
chosen company, evaluating its adherence to reporting principles, the quality of information
disclosed, and its effectiveness in communicating the company’s sustainability performance.

2. Development of a Materiality Matrix: Develop a materiality matrix for a chosen organization,
identifying and prioritizing key sustainability issues based on their importance to the organization
and its stakeholders.

3. Comparison of Mandatory Reporting Regulations: Compare and contrast different mandatory
reporting regulations (e.g., CSRD, SEC climate disclosure rule), analyzing their requirements,

scope, and potential impact.

4. Research and Presentation on Integrated Reporting: Research and present on the concept of
integrated reporting, its benefits and challenges, and its potential to transform corporate reporting.

5. Stakeholder Engagement in Sustainability Reporting: Design a stakeholder engagement

process for a chosen organization’s sustainability reporting, identifying key stakeholders and
developing methods for gathering their input and feedback.

Teaching Notes

Introduction to Sustainability Reporting

This section introduces the concept of sustainability reporting, its purpose, and its increasing
importance in sustainability management.

Types of sustainability-related reports

This subsection differentiates between various types of sustainability reports, including integrated,
combined, and specialized reports, and discusses different reporting formats.
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Potential effects of sustainability reporting

This subsection explores the potential effects of sustainability reporting on corporate sustainability
performance, highlighting the idealized chain reaction from accounting to reporting to improved
performance.

Materiality in sustainability reporting

This subsection defines materiality in the context of sustainability reporting, differentiating between
financial materiality, impact materiality, and double materiality.

Assurance in sustainability reporting

This subsection discusses the role of external assurance in sustainability reporting, explaining the
different levels of assurance (limited and reasonable) and the benefits of assurance.

Voluntary Sustainability Reporting Requirements
This section examines voluntary sustainability reporting standards and initiatives.
The Global Reporting Initiative

This subsection details the GRI Standards, outlining their universal, sector-specific, and topic-
specific elements, and explains the eight GRI reporting principles.

Climate disclosure according to the CDP

This subsection discusses the CDP as a key player in climate-related reporting, outlining its
questionnaires, scoring system, and influence on corporate disclosure.

Human rights disclosure

This subsection briefly covers human rights reporting, mentioning the UN Guiding Principles
Reporting Framework and the GRI’s coverage of human rights topics.

Integrated reporting

This subsection discusses the concept of integrated reporting, its framework, and the arguments for
and against its adoption.

Mandatory Sustainability Reporting Requirements
This section examines the emerging landscape of mandatory sustainability reporting regulations.
The International Sustainability Standards Board’s standards

This subsection discusses the ISSB and its sustainability disclosure standards, IFRS S1 and IFRS
S2, focusing on their requirements and materiality approach.
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The European Corporate Sustainability Reporting Directive

This subsection details the EU’s CSRD and the ESRS, outlining their scope, disclosure
requirements, double materiality approach, and assurance requirements.

The United States Securities and Exchange Commission’s climate disclosure
regulation

This subsection discusses the SEC’s proposed climate disclosure rule, outlining its key disclosure
requirements and its focus on financial materiality.
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