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Professor John Kay said, “Making a profit is no more the purpose of business as breathing is the purpose of living” (Confino, 2014). In the podcast with The Sustainability Agenda (2016), he states that most profitable organisations are not the most profit-orientated. He argues that high profitability is an aspect of a great company created by great people who also focus on positively impacting society. As Professor Kay said, profits will follow when people create great all-around organisations. There is no denying that the business world needs to change. Over the past few decades, the leaders of the companies mainly focused on profit maximisation as their primary goal. However, nowadays, new businesses are being asked questions such as their core purpose for existing, what can they offer to the stakeholders, and what steps are they taking to be environmentally responsible. 
Many believe that ethics distinguishes an ok business from a great business.
Cragg (1997) offers two aspects to business ethics. The first one states that business ethics is an oxymoron, a contradiction in itself. The second one is based on the assumption that although ethics are crucial in business, they cannot be learned, as ethics refer to an individual moral compass. 
On the other hand, Kohlberg (1991) believes that people can learn to think morally at later stages of life. He states that education plays a crucial role in moral development. 
Based on Kohlberg’s theory, it can be assumed that everyone willing to educate themselves can practice ethical behaviour in business. Some of the most spoken ethical issues that companies must consider include discrimination, harassment, unethical accounting, health and safety, abuse of power and privacy. However, due to the current state of the world, businesses are being asked to be more socially responsible and make sure that their practices do not harm society. 
Climate change, pollution, lack of education, unemployment, government corruption and hunger are only a few of the issues people are faced with today. The United Nations (UN, 2022) has called the countries of the world to come together and commit to tackling some of the most pressing issues. UN has invited every country to be a part of the UN Global Compact, where world countries can learn how to implement sustainability and social responsibility. 

Corporate Social Responsibility refers to “… a concept whereby companies integrate social and environmental concerns in their business operations and in their interaction with their stakeholders on a voluntary basis.” (European Commission, 2001). However, Visser (2008) states that there should be a shift away from an old concept of CSR towards a more contemporary one called CSR 2.0 which he labels as “Corporate Sustainability and Responsibility”. Visser says that companies who welcome the new concept of CSR2.0 will prevail and work together to find innovative solutions to attend to global challenges. On the other hand, the companies that continue to practice CSR 1.0 will not last. He calls it for a change as he believes that the old CSR 1.0 has failed and a new approach is needed. 
Mintzberg (2019) refers to CSR1.0 as an effort to “control the damage” and CSR 2.0 as an action to “reverse the damage”.
The 2019 UNGC CEO Accenture Strategy Study on Sustainability reports that tackling Global Goals has been slow and sometimes reversed. The report also suggests that a faster rate of change is needed to go back on track to achieving the global goals by 2030, the agreed deadline (UN, 2019). It can be assumed that the findings from the Sustainability report support Visser’s need to address the failure of CSR 1.0 and embrace the new era of CSR 2.0.

Voluntary disclosure refers to the amount and quality of information reported by management on a non-mandatory basis (Eng & Mak, 2003).
One of the most significant voluntary reporting frameworks is UN Global Compact. There are over 160 participating parties around the world. The focus of the UNGC is on sustainability and issues regarding human rights, labour, environment and anti-corruption. Many policies have been designed to help businesses with transparency on their business practices; one of them is EU Directive 2014/95/EU.
In 2014 European Union created a Directive 2014/95/EU – also called the Non-Financial Reporting Directive (NFRD). The directive asks large organisations to provide information regarding their social and environmental practices. The primary purpose of the directive is to present various stakeholders with information that will allow them to assess the non-financial performance of large companies and prompt them to establish responsible business practices. (European Commission, 2022).
The directive 2014/95/EU asks for human rights, environmental performance, social matters, anti-corruption and diversity disclosure. 
The main goal of those reporting frameworks is to create universal conduct that allows all participants to follow the same guidelines and engage in sustainability initiatives to fulfil global goals. 

Advocates of voluntary reporting state that voluntary reporting creates a competitive advantage amongst competitors as it shows initiative from businesses to be involved in environmentally safe practices. Miles & Covin (2000) state that companies with good environmental status gain a reputational advantage over their competitors and are rewarded with better financial performance. Moreover, the annual voluntary reporting is also seen as a part of an enhancement strategy for creating a solid brand reputation, resulting in a competitive advantage. Interestingly, Marin et al. (2017) found that CSR does not directly influence competitiveness; however, CSR practices ultimately yield innovation and investment, which eventually positively affect the company’s competitiveness.
Voluntary reporting also plays an essential role for investors who seek socially responsible businesses. More and more firms became aware of the importance of being socially and environmentally responsible and the positive effect on their businesses. Historically, financial reporting was the most known form of disclosure of information. However, financial reporting was lacking to provide a bigger picture of the company’s performance. Therefore, reporting on social and environmental aspects provides insight into human and ecological resources. According to Waring & Lewer (2004), socially responsible investors use different techniques to source investments. Some of them include simply looking for scandals printed in newspapers associated with the company they are planning to invest in or scanning the reputation surveys. Lastly, managers rely on reporting available to them via voluntary reporting. 
Companies that are ethical and implement corporate social responsibility principles can expect to attract employees with similar views and principles. Therefore it can be assumed that people who seek socially responsible employers will feel appreciated and valued in their jobs. Employees will work harder as their values and beliefs align with the organisation. They are attracted to that particular company for the right reasons; therefore, they are more likely to fully engage with its culture. Sims & Keon (1997) claim that those who value similar principles to the company they work for display higher levels of loyalty. Those individuals have a great sense of satisfaction in their work and are less likely to leave, therefore, lowering the employee turnover rate. Additionally, both parties have more trust, employee productivity increases, and there are overall high satisfaction levels.

Regardless of the advantages of voluntary reporting, there are many critiques for this type of disclosure. Many argue that reporting should be made mandatory as voluntary disclosure lacks credibility and, due to its voluntary nature, it is not widespread. 
Sheti & Schepers (2014) strongly suggest that voluntary reporting, specifically United Nations Global Compact, is mainly used by organisations to take advantage of the UN principles and gain a positive reputation that comes with joining the UNGC. They state further that businesses can see the potential to follow the UN principles at the surface level enough to qualify. To further strengthen the evidence that UNGC needs to be compulsory, Amnesty International stated that some of the companies that entered the partnership with UNGC had violated human rights; however, they were able to benefit from being a part of the UNGC. Therefore, it is believed that mandatory sustainability reporting could reduce greenwashing activities. Christensen et at., (2021) suggests that this issue could be resolved by imposing standards and specific metrics on reporting the information. 
Mandatory reporting could also improve the quality of information disclosed. The State of Disclosure Report (2017) found that only 29.5% of disclosed reporting contained performance information, and over half of disclosures used a general and standardised language called boilerplate language. 
Mandatory reporting could also improve the credibility and reliability of the disclosed information. Voluntary reporting does not require assurance from a third party; therefore, businesses can use this to their advantage and possibly manipulate what they want to disclose. Junior et al. (2014) report that some companies use independent consultancy firms to provide assurance to satisfy stakeholders demands. For that reason, mandatory reporting would solve this problem as all fillings would be assured and disclosed to specific requirements.
According to the Department for Environment, Food and Rural Affairs (2012), compulsory reporting will provide more transparency and the same standards across the board.
One of the most significant advantages of making sustainability reporting mandatory could be a faster achievement rate of global goals. As the name suggests, mandatory reporting would mean that every business must get involved and make necessary organisational changes to accommodate UN principles. Mandatory reporting comes with specific measures and requirements for disclosure. Therefore, it would be beneficial for companies to provide accurate information to influence future investments. Mandatory reporting would allow measuring and comparing businesses social impact based on the same standards. Gained insights into every organisation would enable investors to make informed decisions and motivate companies with lower scores to do better and improve. 
It is apparent that voluntary sustainable reporting does not provide the expected results, as evidenced by the Accenture-UNGC-CEO-Study. Two Accenture studies, one from 2010 and the second one from 2019, were analysed, and it was noted that there had not been a great deal of change in regards to global issues. Therefore, it can be assumed that voluntary basis reporting does not reach or motivate a larger audience because those companies have nothing to lose. If mandatory reporting was imposed, businesses who do not comply or show initiative and willingness to make social and environmental changes could suffer a bad reputation, loss of investments and low business performance. 
Another pressing issue is climate change. Scientists from NASA state that reducing greenhouse gas emissions can potentially level the rise in temperatures; however, significant changes need to happen within the next ten years. 
The Royal Society (2020) published an article that detailed evidence and causes regarding climate change. The conclusion was that climate change is unavoidable if greenhouse gas emissions remain at the current level. NASA and the Royal Society are just the two articles out of many similar ones. Mandatory sustainability reporting could cause a faster rate of positive change in climate change, as it would be a compulsory requirement for companies to report on their environmental activities. And no business wants to write negatively about themselves.

Based on the evidence presented for voluntary and mandatory sustainability reporting, it is believed that mandatory disclosure is the chosen position. The decision was reached by evaluating voluntary and mandatory reporting aspects. The decision was also made using the deontological approach as the main factor for the decision-making process was based on what was morally right and emphasised the duty and morality of human actions. 
However, the supporters for voluntary reporting decide based on the teleological approach, where the focus is placed on the goal and final outcome. 
The winning factor for the mandatory reporting was the faster achievement rate of global goals, especially climate change. There is no time to waste and wait for businesses to decide if they are willing to participate in voluntary reporting or not. It is believed that compulsory reporting will motivate companies to make positive changes as their reputation will be at stake. Moreover, the credibility and reliability of disclosure would improve, which would allow easier comparison. 
Every positive factor regarding voluntary reporting stated in this essay can be achieved through mandatory reporting. Supporters of voluntary disclosure argue that competitive advantage is created amongst businesses when they decide to show initiative for reporting on social and environmental issues; however, the same would apply when mandatory reporting is in place as companies with the best score for sustainability practices would also have a competitive advantage over their rivals. Additionally, voluntary reporting allows investors to seek socially responsible companies to invest in. Yet, many investors are concerned about the quality of information disclosed; hence, mandatory reporting could help to resolve this problem through the introduction of specific requirements and guaranteed assurance. Lastly, mandatory reporting would provide job opportunities for many people concerned about environmental issues and put their knowledge into practice. 
In order to stay objective, it has to be noted that companies who report voluntarily do attract employees with similar interests. Therefore, it also can be assumed that companies who were told by the law to disclose information might attract employees that not necessarily share the same values and beliefs. Nevertheless, many factors point towards mandatory reporting as the chosen position, even if the employee issue is more favourable towards voluntary reporting. 

With the ever-growing concerns regarding sustainability and global issues, companies must make changes to their operations and strive to become socially responsible businesses. And it seems that the only way to hold them accountable for their actions is through reporting. More specifically, mandatory sustainability reporting.
This paper identified that voluntary reporting is inefficient in tackling global issues. The rate of change is slow, the credibility of voluntary reporting is very questionable, and the difficulty in measuring and comparing businesses becomes an issue for the potential investors. 
It is believed that in this particular debate, the option to impose mandatory disclosure is the only choice. Mandatory reporting can address all the issues mentioned above and presents a standardised framework for sustainability disclosure. The global and environmental issues discussed in this paper are critical, and if reporting is left to companies discretions, the consequences might be dire. Many businesses do not take sustainability issues seriously and try to play the system; therefore, they will have to obey the law and show that they are socially responsible once faced with mandatory reporting. They will not be able to greenwash or disclose only favourable information. Suppose they want to maintain a good reputation. In that case, they will have to show that their practices are more sustainable, as there is no one company out there that will be happy to disclose negative information about their practices. Therefore, it can be assumed that mandatory reporting would attract more businesses to implement sustainability practices resulting in the faster achievement of global goals. 


References:

Christensen, H. B., Hail, L., & Leuz, C. (2021). Mandatory CSR and sustainability reporting: economic analysis and literature review. Review of Accounting Studies, 26(3), 1176-1248.
Confino, J. (2014). Guardian. Society must call business' bluff on its fixation with profit maximisation. Available at: https://www.theguardian.com/sustainable-business/2014/nov/05/society-business-fixation-profit-maximisation-fiduciary-duty
Cragg, W. (1997). Teaching business ethics: The role of ethics in business and in business education. Journal of Business Ethics, 16(3), 231-245.
Department for Environment, Food & Rural Affairs – DEFRA. (2012). Leading businesses to
disclose greenhouse gas emissions. https://www.gov.uk/government/news/leadingbusinesses-to-disclose-greenhouse-gas-emissions Accessed 23.0416 
Eng, L. L., & Mak, Y. T. (2003). Corporate governance and voluntary disclosure. Journal of accounting and public policy, 22(4), 325-345.
European Commission. (2001). Green Paper: Promoting a European framework for Corporate Social Responsibility. DOC/01/9. Available at:  http://europa.eu/rapid/press-release_DOC-01-9_en.pdf
Junior, R. M., Best, P. J., & Cotter, J. (2014). Sustainability reporting and assurance: A historical analysis on a world-wide phenomenon. Journal of business ethics, 120(1), 1-11.
Kohlberg, L. (1981). Essays on moral development: The philosophy of moral development,  volume 1. New York: Harper and Row
Marin, L., Martín, P. J., & Rubio, A. (2017). Doing good and different! The mediation effect of innovation and investment on the influence of CSR on competitiveness. Corporate social responsibility and environmental management, 24(2), 159-171.
Miles, M. P., & Covin, J. G. (2000). Environmental marketing: A source of reputational, competitive, and financial advantage. Journal of business ethics, 23(3), 299-311.
Mintzberg, H. (2019). Please welcome CSR 2.0. In Rethinking Strategic Management (pp. 43-46). Springer, Cham.
NASA Global Climate Change, 2022. Is it too late to prevent climate change? Available at: https://climate.nasa.gov/faq/16/is-it-too-late-to-prevent-climate-change/
SASB. (2017). The state of disclosure 2017: An analysis of the effectiveness of sustainability disclosure in SEC filings. Available at: https://www.sasb.org/wp-content/uploads/2017/12/2017State-of-Disclosure-Report-web.pdf.
Sethi, S. P., & Schepers, D. H. (2014). United Nations global compact: The promise–performance gap. Journal of Business Ethics, 122(2), 193-208.
Sims, R. L., & Keon, T. L. (1997). Ethical work climate as a factor in the development of person-organisation fit. Journal of Business Ethics, 16(11), 1095-1105.
The Sustainability Agenda, (2016). Episode 8: Professor John Kay | The real meaning of sustainability. Available at: http://www.thesustainabilityagenda.com/podcast/episode-8-professor-john-kay-the-real-meaning-of-sustainability/
United Nations Global Compact, UNGC CEO (2019). Accenture Strategy Study on Sustainability 2019 Report. https://www.accenture.com/_acnmedia/pdf-109/accenture-ungc-ceo-study.pdf
Visser, W. (2008) CSR 2.0: The New Era of Corporate Sustainability and Responsibility, CSR International Inspiration Series, No. 1.
Waring, P., & Lewer, J. (2004). The impact of socially responsible investment on human resource management: A conceptual framework. Journal of Business Ethics, 52(1), 99-108.
2

image1.png




image2.png




