Transparency, Trust, and The Age of Sustainability

In a world of environmental and social crisis, businesses need to work hard to gain the confidence of their stakeholders. Can sustainability reporting help in building trust?

On the morning of Friday, September 18 2015, Philip Brookes, Director of the EPA Air Enforcement Division in Washington DC formally issued a notice to Volkswagen, ordering the recall of 482,000 vehicles (US EPA et al. 2015). The world's second-largest car manufacturer had been accused of deliberately cheating emissions tests by fitting 2.0-litre diesel vehicles with specialist software, designed to bypass environmental standards. Within a week of the order being released, the Group's CEO had resigned from his post, and several senior members of staff had been suspended. Share prices fell by a third, and over the next five years, the scandal would go on to cost the Volkswagen Group, close to US $35bn (Reuters, 2020). By the time the scandal went public, an estimated 11 million affected vehicles globally had already been sold and required a recall. Thousands of employees lost their jobs, shareholders were heavily out of pocket, and customers had been duped into buying 'cleaner' cars (Campbell, 2016).

If this weren't serious enough, the air in the world became dangerously dirtier and more polluted than it should have been. According to the Climate & Clean Air Coalition, 385,000 deaths annually can be directly attributed to pollution from diesel on-road vehicles (Breathelife Campaign, 2019). As Volkswagen is the second-largest automotive group in the world, their contribution to air pollution is significant and mustn’t be underestimated. On being exposed, the group was well aware of the reputational damage and potential ramifications for the business. Their newly appointed CEO, Matthias Müller, pledged several times to regain the trust of consumers (McGee, 2016).

So given the magnitude of the risk, why did Volkswagen do it? In 2004, the EPA had tightened their emissions standards, giving automotive companies two choices. Volkswagen could meet the demanding engineering challenges for redesigning diesel vehicles, or they could pursue alternatives. Unfortunately for the planet and society, Volkswagen decided on a secret third option. Hans Dieter Pötsch, the Volkswagen chairman, stated on December 10 2015, "engineers had installed defeat devices in engines after realising they could not hit emissions targets for diesel cars in the US by "permissible means" (Ruddick, 2018)

Greenwashing
When brands claim their products are better for the environment than they actually are, the practice is known as 'greenwashing'. The term was first coined in 1986 by American environmentalist, Jay Westerveld. While Volkswagen is an extreme example of a company that has breached its stakeholders' trust and broken the law, unfortunately, they are far from being the only company and sector. 

[image: ]Greenwashing has been accelerating in recent years. In April 2019, a class-action lawsuit in the US was filed against Nestle, accusing them of adding deceptive slogans in their advertising. Confectionary packaging boasted that their cocoa beans are sustainably sourced when in reality they were anything but (Rizzi, 2020). Nestle has admitted to using child labour across several of their supply chains, and while they are pledging to take positive action, it would be incorrect to claim their products are sustainable (Joe Sandler Clarke, 2017). In early 2020, the Irish Airline, Ryanair had an advertising campaign banned by the Advertising Standards Agency, for misleading consumers and failing to substantiate green claims that they emit the lowest emissions of any EU major airline (Cokelaere, 2020).

There are a variety of reasons why businesses engage in greenwashing, but they largely boil down to a desire to increase profit and meet growth targets. Volkswagen was driven by the need to compete in a market with strict environmental standards and achieve growth targets. Others are driven by numerous research articles that suggest that consumers are willing to pay more for sustainable products (Lih and Ung, 2016). Again, economic growth being the key driver for deception.
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On the other hand, many businesses do not set out to deliberately mislead customers. Many simply market and advertise their products within the boundaries of the law, without pretending products are better for the environment or society than they actually are.

While we are thankful for their honesty and general compliance with the law, it is rational to assume that many of these businesses are operating unsustainably.  In the worst-case, and most likely, scenario, if businesses are not telling us how sustainable they are, then we may just assume that they are depleting the earth's resources at an unsustainable rate to deliver their products. In the best-case scenario, they are acting sustainably, but perhaps being unduly modest about their achievements. According to a Bain report in 2016, only 2% of businesses achieve their sustainability goals (Davis-Peccoud, Stone and Tovey, 2016). These were businesses that had indeed defined some sustainability goals in the first place. In 2016, less than half of businesses had begun to even recognise the UN SDGs at all (Earley, 2016).  

However, the sustainability message is reaching businesses. Corporations are slowly beginning to address the need to be sustainable and are recognising that the earth's resources are finite. In 2019, Ethical Corporation produced their annual report indicating that 71% of businesses had begun to incorporate the Sustainable Development Goals into their business (Dowd, 2019) – up from 36% in 2016.

A General Lack of Trust
 
Most consumers are, of course, still buying unsustainable products, but there is a shift in consumer perception taking place. In 2020, research by Compare Ethics in the fashion sector found that just one-fifth of consumers trust brands’ sustainability claims. More generally, the Edelman annual 2020 Trust Barometer, suggested that, in many western markets, more than half of the citizens are mistrusting of corporations. Respondents to the survey placed Trust only second to 'Price & Affordability' in terms of desirable brand attributes. 70% said that trusting a brand is more important today than in the past (Edelman, 2020).  
 
Customers need to know that a brand is behaving responsibly in order for them to trust them, and this is placing significant pressure on businesses.. Competition is fierce and more sustainable brands will find it easier to gain consumer trust and attract their custom.
 
The pressure upon businesses to become genuinely sustainable is not only from consumers and regulators. According to Harvard Business Review, over the past five or six years, investors have become increasingly interested in Environmental, Social and Governance factors (ESG) used in determining their investment and lending decisions. Investors recgnise that integrating and embedding ESG factors can actually create value and increase economic profitability. The view that acting sustainability means sacrificing financial return is outdated, and investors have their eye on potential returns (Eccles and Klimenko, 2019).  
 
To remain relevant and competitive, businesses must address the challenges of gaining consumer and investor trust, as well as tackling their sustainability issues. If handled effectively, brands can kill two birds with one stone, or, to use the ancient idiom's more ESG-friendly variant, 'feed two birds with one vegan, sugar-free scone'.
 
The rise of sustainability reporting
 
It is widely acknowledged that transparency is important to gain trust. More specifically to business sustainability, a survey in 2013 sought to understand the relationship between trust and transparency. "The results indicated that consumers' perceptions of a corporation's efforts to be transparent in the production and labour conditions and to be socially responsible by giving back to the local community directly affected these consumers' trust and attitudes toward the corporation, and indirectly affected their intentions to purchase from and spread positive word of mouth about the corporation." (Kang, Jiyun & Hustvedt, Gwendolyn, 2013).
 
[image: ]A 2016 study found that 94% of consumers would be more loyal to brands that practice transparency (Label Insight, Inc, 2016). Additionally, investors rely on business transparency through available ESG data, and the more information that brands withhold, the harder it is to determine their sustainability credentials. External stakeholders need to understand what business is doing to prevent environmental and social harm, to build the bridges of trust. Sustainability reporting is one of the key tools currently facilitating communication between brand and stakeholder.
 
Reporting is becoming more widespread every year. In 2019, it was found that 90% of the S&P500 Index produce some form of sustainability report (Governance & Accountability Institute Inc, 2020). The debate no longer seems to be whether businesses should or should not complete sustainability reports. It is hard to find a credible article or blog post that doesn't argue the criticality of sustainability reporting.
 
According to Bill Baue on Twitter (Baue, 2019) "The underlying question of sustainability reporting is how an organisation contributes to the improvement or deterioration of economic, environmental, and social conditions at the local, regional, or global level […]". Businesses are encouraged to frame their reporting and communication against established ecological limits (Bjørn, Anders et al.,2017).
 
But is it working? Is sustainability reporting providing the level of transparency and information that consumers and investors need to build trust? In recent years, this method of communication has come under criticism on a number of fronts.

· The data lacks meaning. Researchers in Denmark published a study in 2017 in the 'Journal of Cleaner Production'. The study analysed over 40K reports between 2000 and 2013 and found that a mere 5% even mentioned an ecological limit. Of the 12K companies in the Study universe, only 31 (0.258%) disclosed plans to align their products or performance to established ecological limits (Bjørn, Anders et al.,2017). 

· The data is of poor quality. In more recent research by the Alliance for Corporate Transparency in 2019, studies of 1000 European firms found the quality of the reporting worryingly poor with very low alignment with established limits and targets. (Alliance for Corporate Transparency, 2019)

· There are too many standards and frameworks; it's too confusing. One issue with reporting is the sheer number of different, and sometimes conflicting frameworks, making the landscape difficult to navigate. In response to the need for transparency, an increasing number of organisations have emerged over the past twenty years.  They are typically non-profit, working to develop global standards, and facilitate sustainability benchmarking. Organisations such as GRI (Global Reporting Initiative), CDP (Carbon Disclosure Project), (International Integrated Reporting Committee) invite businesses to disclose environmental, social and governance information, to enable sector benchmarking and track performance. Mervyn King, Chairman of GRI, said "From a societal point of view, it is almost an outrage that you have competition between framework providers on a public interest [issue like sustainability]. The F.T. suggests that the complexity is overwhelming some managers with 'sustainability reporting fatigue' (Pavoni, 2020)'.

With such conflicting information, a complex landscape and a lack of legal imperative to report, it is a wonder that so many businesses are entering into voluntary sustainability reporting at all.

A recent UN Global Compact Network event explored the disclosure debate, suggesting that the risks of disclosing sensitive or damaging information outweigh the benefits of transparency. The debate's motion was: "This House believes that companies should only put ESG information into the public domain when they are legally required to do so”.  The house debated, and ultimately decided that, on balance, transparency is always the best policy, warning that a careful balance needs to be struck between honest disclosure and protecting a company’s interests (United Nations Global Compact, 2020).  

In navigating the questions of trust, transparency and what information to make public, it is important to remember what we are trying to collectively achieve.  Sustainability reporting is not an opportunity to greenwash, nor should it be an evasive, box-ticking compliance exercise.  The purpose of any report is to communicate accurately and contextually, and to educate stakeholders on the facts. Improved standardisation will come in time, and great progress is being made in this area.

The real imperative is that businesses behave responsibly and make all reasonable steps to become sustainable.  Taking genuine action and sharing progress truthfully can only have a positive impact. Put in the groundwork, tell the truth, and the trust will follow.
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