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Environmental, social and governance (ESG) strategies are ever critical to resiliency and long-term 
business success. COVID-19 and its exponential impacts have transformed societal norms and 
interactions, exacerbated social and economic inequality and heightened demands for companies 
to be accountable to their stakeholders. 

Financial figures alone no longer tell a company’s whole story. 
The pandemic has also cast a spotlight on corporate resilience 
and purpose just as the climate crisis, changing demographics, 
emerging innovations in technology and other forces may drive 
further upheaval and radically reshape expectations of business. 
It has become clear that ESG issues are critical business issues. 

To sustain and thrive in this new era of accelerating 
transformation and stakeholder capitalism, companies should 
embrace ESG as a strategic business imperative. This article 
explores five ways boards can enhance their oversight of ESG 
and better position the company to unlock value.
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Capitalize on ESG investing 
and stewardship trends
A sustainable investing surge is underway. Driven by many 
factors, such as investor demand and increasing recognition 
that ESG factors can be financially beneficial, ESG investing 
strategies have gone from niche to mainstream to now 
transforming the flow of capital. In 2020, ESG investing 
strategies surpassed $1 trillion for the first time on record 
after net inflows of $71.1 billion in the wake of the pandemic.1 
Significant growth in ESG-branded funds and indexes points 
to continued momentum.2 

Investors are also raising the stakes when it comes to ESG 
stewardship. The high-profile ESG engagement priorities of 
BlackRock and State Street, as well as the over 3,000 investor 
signatories to the Principles for Responsible Investment, 
underscore the strength and breadth of investor commitment 
in this area, as do related proxy voting and activism trends.3 
This year saw a record number of shareholder proposals on 
environmental and social topics secure majority support, 
as well as an uptick in the incorporation of ESG factors 
into activist hedge fund strategies.4 Companies that are 
signatories to the Business Roundtable’s Statement on the 
Purpose of a Corporation are under particular scrutiny from 
investors and other stakeholders regarding how they are 
implementing that commitment. 

It is essential for boards to understand how evolving ESG 
investing and stewardship trends are impacting access to 
capital and relationships with investors. They should be 
sufficiently informed to confirm whether the company is 
effectively capitalizing on these trends to attract long-term 
investors and secure shareholder support. 

1	� Sustainable investment funds just surpassed $1 trillion for the first time on record, CNBC, August 11, 2020.
2	� Jon Hale, The Number of Funds Considering ESG Explodes in 2019, Morningstar, 30 March 2020; and the Index Industry Association’s Third Annual Global Index Survey, which found 13.85% growth in 

ESG indexes in 2019 (see www.indexindustry.org). 
3	� See Larry Fink, Chairman and CEO, BlackRock, letter to CEOs, A Fundamental Reshaping of Finance, January 2020, and BlackRock Investment Stewardship Engagement Priorities for 2020, March 2020. 

See also Cyrus Taraporevala, President and CEO, State Street Global Advisors, CEO’s Letter on our 2020 Proxy Voting Agenda, January 2020. See also the Principles for Responsible Investment.
4	� “The Next Wave in Shareholder Activism: Socially Responsible Investing,” The Wall Street Journal, 8 March 2020. Also, for insights on how EY’s market engagement reflects current ESG investing trends, 

see How will ESG performance shape your future? Why investors are making ESG an imperative for COVID-19 and beyond, EY Climate Change and Sustainability Services, Fifth global institutional investor 
survey, July 2020; and 2020 proxy season preview: What investors expect from the 2020 proxy season, EY Center for Board Matters, January 2020.

1. Address heightened investor expectations 

This year saw a record number 
of shareholder proposals on 
environmental and social topics 
secure majority support, as well 
as an uptick in the incorporation 
of ESG factors into activist 
hedge fund strategies.

“

How we see it
We believe capital will increasingly shift to organizations 
that create value in the long term, across a broader 
group of stakeholders. Long-term-value creation requires 
a strategy that is inclusive of stakeholders, business 
capabilities for successful execution and demonstrated 
impact in the market through measurement, reporting 
and a cohesive narrative.
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Adapt to significant changes in business context 
Today’s ESG-oriented investing trends are forward-looking and anticipate profound shifts in the business environment over 
the long term. Key forces and megatrends that are shaping tomorrow’s business environment, such as exponential climate 
impacts, the rise of Gen Z, and powering human augmentation, will further sharpen the focus on corporate purpose and 
the interdependence of long-term financial value and social and environmental factors.5 Maximizing value over the long 
term can only be accomplished by considering certain stakeholders, including employees, customers, suppliers, community 
stakeholders and investors. By understanding and adapting to this emerging business context, directors are better positioned 
to challenge the status quo and support future strategies.

5	� See Are you reframing your future or is the future reframing you? Understanding megatrends will help you see opportunities where others don’t, Megatrends 2020 and beyond, ey.com, 2020.

Key forces shaping the business context and impacting ESG

Exponential climate  
impacts

1

Gen Z 
rising

2

Powering human  
augmentation

3

Primary  
force

The world is now entering a new 
phase of climate change marked 
by exponential climate impacts, 
volatility and related economic and 
social disruption.

The next decade will be shaped by 
the maturation of Generation Z, 
whose cohorts are generally 
more progressive on social issues 
than preceding generations and 
share a commitment to global 
sustainability.

We are on the cusp of a revolution 
powered by human augmentation 
technologies — AI, autonomous 
vehicles, robots, augmented and 
virtual reality and more.

Description

Climate impacts threaten more 
than supply chains and physical 
infrastructure — they endanger 
growth by exacerbating systems-
level disruption to customers, 
investors, employees and 
communities.

As consumers, investors and 
employees, Gen Z will likely 
bring different expectations 
related to sustainability, society, 
technology and ethics, and the role 
of private companies in providing 
public goods. 

These accelerating technological 
disruptions simultaneously 
uncover opportunities for more 
strategic and creative work and 
raise questions about the training 
and broader economic security of 
the workforce.

Business 
impact
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2. �Understand the ESG ecosystem and developments 
impacting stakeholder expectations

Know the key players shaping the ESG 
ecosystem and how your company is viewed 
Enabling today’s rapidly evolving ESG investing 
trends is an ever-expanding ESG ecosystem. Key 
players shaping this ecosystem include corporate 
reporting standard‑setters that provide guidance 
for ESG disclosures; data aggregators that structure 
publicly available data or that request data from 
companies via questionnaires; rating agencies that 
create assessments of companies based on public 
and/or private information to sell to investors; and 
increasingly in many jurisdictions, regulators. Depending 
on the identification of the priority stakeholders and 
ESG issues, some or many of these organizations 
could be significant in communicating the company’s 
narrative. Knowing this ecosystem and how the company 
is viewed should be part of the board’s oversight of 
strategic decision-making and communications.

ESG-related market-driven and regulatory developments in 2020 

The International 
Organization of Securities 

Commissions set up a 
board‑level task force 
to consider what the 

international securities 
regulators should do on ESG.

The International Federation 
of Accountants publicly called 
for the International Financial 

Reporting Standards Foundation 
to set up a sustainability standards 
board alongside the International 

Accounting Standards Board to set 
global sustainability standards. 

Five ESG framework‑ and 
standard‑setting institutions 
released a joint statement 

of collaboration and a 
potential path forward to 

achieve a globally accepted 
comprehensive corporate 

reporting system. 

The Business Roundtable has 
released new principles and 
policies to address climate 

change, as well as corporate 
actions and public policy 

recommendations to advance 
racial equity and justice and 

increase economic opportunity 
in America.

The SEC adopted amendments 
requiring new descriptions, where 
material to an understanding of 
the business, of human capital 

resources, including any human 
capital measures or objectives 
that the company focuses on in 

managing the business.

Through its Non‑Financial 
Reporting Directive, 
the EU is progressing  

toward mandating ESG 
disclosures potentially for 
any companies reporting 

in its jurisdictions. 

The WEF IBC released 
a set of 21 core ESG 

metrics to be reported 
by companies in 
all industries and 

geographies. 

The SEC Investor 
Advisory Committee 

recommended that the 
SEC begin an effort 
to update reporting 

requirements to include 
material ESG factors.

2020 20212019

Keep pace with market-driven and regulatory developments 
Recent market-driven and regulatory developments are further accelerating standardized ESG reporting and impacting the 
expectations of stakeholders, particularly investors, subjecting the ecosystem above to ongoing disruption. By staying up‑to‑date on 
these and related developments, boards can help their companies keep pace with market trends and stakeholder expectations and 
potentially get ahead of regulation.

Key players in the ESG ecosystem

Publish guidance for 
voluntary disclosures

•	 Sustainability Accounting 
Standards Board (SASB)

•	 Global Reporting Initiative 
(GRI)

•	 Task Force on Climate-related 
Financial Disclosures (TCFD)

•	 United Nations Sustainable 
Development Goals (SDGs)

•	 Integrated Reporting (IR)

•	 Climate Change Disclosure 
Standards Board (CDSB)

•	 World Economic Forum’s 
International Business  
Council (WEF IBC)

Request data from 
companies via 
questionnaires

•	 CDP 

•	 Dow Jones 
Sustainability  
Indexes

•	 Rating agencies

Aggregate publicly 
available data  
from companies

•	 Refinitiv

•	 Bloomberg

Create assessments 
of companies  
based on public 
and/or private 
information to sell 
to investors

•	 FTSE4Good

•	 MSCI

•	 RepRisk

•	 Truvalue Labs

•	 Sustainalytics

•	 S&P, Moody’s
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3. �Guide ESG strategy development that drives 
stakeholder engagement and value

6	� For more on the concept of dynamic materiality, see Statement of Intent to Work Together 
Towards Comprehensive Corporate Reporting, Summary of alignment discussions among 
leading sustainability and integrated reporting organizations CDP, CDSB, GRI, IIRC and SASB, 
September 2020.

Know what matters and oversee 
a materiality assessment
A fundamental step in ESG strategy development is 
a sustainability materiality assessment. A materiality 
assessment involves engaging with a company’s most 
important stakeholders to identify and prioritize ESG topics 
that are most relevant to the business and where the company 
can make the most meaningful impact. This is a critical 
early step as it helps filter the excessive number of ESG 
issues into a more manageable set upon which to focus.

In this context, the term “materiality” does not reference any 
particular regulatory definition; it applies more broadly to 
topics that can have different levels of relevance depending 
on the stakeholder. Overseeing the materiality assessment 
helps boards understand and help efficiently drive the social 
and environmental issues that intersect most directly with 
the business.

Guide an ESG strategy
Once ESG priorities are defined, then the board should help 
guide the design of an ESG strategy that strengthens current 
business initiatives and addresses gaps related to those 
priorities. With the materiality assessment as the foundation, 
companies should allocate resources to ESG initiatives that 
are aligned to the highest priorities and drive long-term 
business value. Strategic ESG priorities should be limited 
in number, focused on the midterm (i.e., bridge long-term 
aspirations and short-term objectives) and evaluated using 
scenario planning tools. They should also pull toward the 
future, address critical opportunities and vulnerabilities and 
provide concrete guidance that aligns the organization  
to execute effectively against these priorities.

Shareholders •	 	ESG reporting aligned to external frameworks and 
including year-over-year performance against 
stated goals

•	 	Transparent ESG governance structures

Employees •	 	Workforce diversity, including among senior 
executives and across the talent pipeline, 
equity, inclusion

•	 	Job mobility, including training and development 
aligned to strategy, and a flexible culture 
accommodating work‑life balance and 
remote work

•	 	Health and safety and well‑being

Customers •	 	Meaningful business purpose

•	 	Sustainable products, practices and sourcing 
across the value chain

•	 	Innovative, sustainable products/solutions

Suppliers •	 	Ethical business practices

•	 	Human rights

Communities •	 	Job creation and stability

•	 	Protection of natural capital and resources

Examples of stakeholder ESG priorities clarified 
through a materiality assessment
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Oversee ESG goal setting and metrics 
It is important for boards to oversee ESG goal setting 
and the identification of relevant metrics to measure, 
manage and communicate progress. Suitable criteria 
for metrics should be defined considering objectivity, 
reliability and consistency and should leverage external 
reporting frameworks and science‑based goals. Goals 
should be quantified and have a set time frame with 
year-over-year progress communicated externally.

The role of the board, particularly the compensation 
committee, is to consider whether executive pay should 
be aligned to key ESG goals to incentivize management. 
Given increasing stakeholder scrutiny of such pay alignment, 
the compensation committee should be able to provide a 
clear rationale for how ESG goals are incorporated to the 
executive pay program, or, if they are not incorporated, 
why. These measures should also be sufficiently specific. 

Provide for transparent ESG 
governance structures
The board plays a critical role in providing oversight and 
accountability around ESG strategy and the management-level 
infrastructure needed to execute that strategy. This should be 
done within the broader context of the company purpose and 
overall strategy. 

While organizational and board structures vary across 
companies, strong governance is fundamental to success. 
At the board level, oversight structures may provide for 
the full board overseeing ESG integration into strategy and 
enterprise risk management (ERM); the audit committee 
overseeing ESG disclosure processes and controls and 

obtaining internal and external assurance over ESG reporting; 
the compensation committee overseeing the alignment of ESG 
goals to executive pay; and the nominating and governance 
committee overseeing ESG governance, stakeholder 
expectations and related board expertise. Some boards may 
choose to create a separate sustainability committee or an 
environmental, health and safety committee to explicitly focus 
on ESG risks and opportunities. The most effective structure 
may change based on the company’s circumstances and the 
advancement of its sustainability journey. 

Whatever structure the board chooses for oversight, those 
responsibilities should be incorporated into board and 
committee charters and policies, and they should be disclosed. 
Communicating the board’s processes and structures for 
governing ESG — as well as the experiences, activities and 
education that enhances the board’s competencies in this 
area — is vital to building stakeholder confidence in the board’s 
leadership and oversight.

The board plays a critical role 
in providing oversight and 
accountability around ESG 
strategy and the management-level 
infrastructure needed to execute 
that strategy.

“
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Expand ESG advantage by integration 
into broader strategy
Integrating ESG into broader business strategy can enhance 
performance and further differentiate the company from 
its competitors. It involves rethinking and redefining the 
strategy and operational processes with an ESG lens to 
enhance competitiveness and sustain lasting profitability. 
The potential value of an integrated ESG strategy includes:

•	 Highlighting the sustainability of the company’s business 
model over the long term with consideration given to 
material ESG opportunities and risks

•	 Market differentiation through strategic positioning  
in terms of sustainability 

•	 Innovation of products, services and processes with 
sustainability attributes to capture larger market share 
and address unmet stakeholder needs

•	 Enhanced brand and reputation among consumers, 
employees and investors who are increasingly 
environmentally and socially conscious

•	 Better relationships with stakeholders, who can obtain 
a better understanding of the organization’s overall 
commitments and actions

An integrated ESG strategy also includes considerations 
related to capital allocation, supply chain management, 
marketing, partner choice and investments — many of 
which create ESG risks and opportunities that can impact 
the business. Ultimately the board can help management 
move beyond viewing ESG as a compliance exercise to 
integrating ESG into a purpose-driven strategy that will 
drive competitiveness across multiple dimensions.6

Mitigate accelerating sustainability risks 
through ESG integration into ERM
ESG-related risks are among the most significant risks 
facing businesses today. According to the World Economic 
Forum’s Global Risks Report 2020, the top five risks in terms 
of likelihood are all environmental risks (extreme weather, 
climate action failure, natural disasters, biodiversity loss and 
human‑made environmental disasters), and three of the top 
five risks by impact are also environmental (climate action 
failure, biodiversity loss and extreme weather).7 Integrating 
ESG risks consistently through existing ERM governance 
practices and processes can help risk management and 
sustainability practitioners navigate these accelerating 
ESG‑related risks. 

In collaboration with the Committee of Sponsoring 
Organizations of the Treadway Commissions (COSO) and 
the World Business Council for Sustainable Development, 
the global EY organization supported the development 
of guidance Enterprise Risk Management: Applying 
enterprise risk management to environmental, social and 
governance‑related risks. It offers information and leading 
practices to organizations seeking to integrate ESG risks 
into ERM structures and processes utilizing the principles in 
COSO’s ERM framework.8 

By challenging how sustainability risks align with enterprise 
risk management priorities, boards can help increase the 
consistency and cohesiveness of sustainability-related risk 
management. ESG integration into ERM also helps to improve 
decision-making and resource allocation, reduce disruptions 
to strategy and operations, minimize financial impacts and 
improve stakeholder confidence. 

6	� See also “Social-Impact Efforts That Create Real Value,” George Serafeim, Harvard Business 
Review, September-October 2020 issues, “Making Sustainability Count: How to Improve 
Environmental, Social and Governance (ESG) Performance.”

7	� The Global Risks Report 2020, World Economic Forum in partnership with Marsh & McLennan 
and Zurich Insurance Group, 2020.

8	 �Enterprise Risk Management: Applying enterprise risk management to environmental, social 
and governance-related risks, Committee of Sponsoring Organizations of the Treadway 
Commission and World Business Council for Sustainable Development, October 2018.

Purpose

Business model and 
value proposition

Core processes

Support processes
E.g., management systems, 
reporting, stakeholder 
engagement, risk management, 
reputational analysis

E.g., business development, 
investment allocation, fundraising

E.g., products and services

Organizational mission and 
inner rationale

Possible levels of sustainability integration

4. Support the integration of ESG with broader strategy and ERM 
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ESG communications and reporting provide stakeholders a 
broader view into how the company is delivering and protecting 
value. Further, ESG disclosures provide a forward-looking view 
and insights into how the company is building resilience and 
strengthening its competitive positioning. As boards oversee 
ESG disclosures, they should consider the following key factors.

•	 Disclosures should align to investor expectations and 
needs. By aligning reporting to external frameworks, 
companies can determine whether they are providing the 
comparable, decision-useful ESG data investors seek. 

•	 Robust disclosure processes and controls must underpin 
ESG reporting. Companies should have rigorous disclosure 
processes and controls in place, including those related to 
data quality. Involving internal audit and obtaining internal 
and external assurance provides credible, quality ESG data 
to the marketplace and builds stakeholder confidence in the 
reliability of this information. 

•	 Unified narrative should be used across reporting 
domains. While different company communications will 
target different audiences and have different objectives, 
all communications should articulate a clear, consistent 
long‑term strategy for value creation.

•	 Companies should consider whether to integrate material 
ESG metrics into regulatory filings. Sustainability 
factors reasonably likely to materially affect the financial 
condition or operating performance of a company are 
of particular interest to investors, and when financially 
material or present a material risk factor, may be required 
to be disclosed. 

5. Consider how the company tells its ESG story

As ESG investing, strategy and communication evolve, material 
ESG factors will become further integrated into business 
fundamentals and serve a critical role in how long-term value is 
created and reported. As the shape of business value continues 
to change, boards should recognize and prioritize ESG as 
a business imperative and create transparent governance 
structures and disclosures to help advance the company’s 
strategic journey. 

By understanding the ESG landscape, overseeing the 
integration of ESG factors into strategy and ERM,  
and monitoring how related performance is communicated, 
boards can enhance their companies’ ability to further 
create long-term societal, environmental and  
financial value.

The path forward: creating and communicating long-term value
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Looking for more? 
Access additional information 
and thought leadership from the 
EY Center for Board Matters 
at ey.com/us/boardmatters.

Questions for the board to consider
•	 Does the company have clear governance structures and 

processes around ESG at the senior executive and board levels? 
How is this communicated to stakeholders?

•	 How is the board keeping pace with market-driven and 
regulatory developments related to ESG and getting insights into 
next-generation sustainability risks and opportunities relative 
to the business? And what experiences, activities and education 
are enhancing the board’s related competencies?

•	 Does the board know how key investors view the company’s 
ESG practices and performance, and how the company is 
impacted by current ESG investing and stewardship trends?

•	 How is the company’s strategy and enterprise risk management 
meeting the needs of key stakeholders, addressing financially 
material environmental and social factors and driving 
competitive advantage?

•	 Does the company have a consistent stakeholder value narrative 
that is linked to strategy, supported by relevant metrics and tied 
to key performance outcomes? 

•	 Is the company doing scenario planning to test the sustainability 
of its business model against accelerating ESG risks and 
opportunities? How is its capital allocation process informed 
by ESG considerations?

•	 Does the company have clear ESG commitments and targets 
that are communicated both internally and externally? How do 
these targets align with industry leaders and peer companies, 
and how does the executive compensation program help drive 
strategic ESG outcomes?

•	 Is the company taking the same approach to nonfinancial 
data as it is to financial data in terms of disclosure processes, 
controls and obtaining external assurance?
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