Fairfield .
UNIVERSITY North East Journal of Legal Studies

Volume 44 Article 2

Spring 2-24-2024

Corporate Sustainability Reporting: Examining the Relationship
Between Valuation, Regulation and Market Logic

John Paul
CUNY Brooklyn College, john.paul@brooklyn.cuny.edu

Yehuda L. Klein
CUNY Brooklyn College, yklein@brooklyn.cuny.edu

Hildegaard D. Link
CUNY, hildegaardl@earthlink.net

Follow this and additional works at: https://digitalcommons.fairfield.edu/nealsb

Recommended Citation

Paul, John; Klein, Yehuda L.; and Link, Hildegaard D. (2024) "Corporate Sustainability Reporting: Examining
the Relationship Between Valuation, Regulation and Market Logic," North East Journal of Legal Studies:
Vol. 44, Article 2.

Available at: https://digitalcommons.fairfield.edu/nealsb/vol44/iss1/2

This item has been accepted for inclusion in DigitalCommons@Fairfield by an authorized administrator of
DigitalCommons@Fairfield. It is brought to you by DigitalCommons@Fairfield with permission from the rights-
holder(s) and is protected by copyright and/or related rights. You are free to use this item in any way that is
permitted by the copyright and related rights legislation that applies to your use. For other uses, you need to obtain
permission from the rights-holder(s) directly, unless additional rights are indicated by a Creative Commons license
in the record and/or on the work itself. For more information, please contact digitalcommons@fairfield.edu.


http://www.fairfield.edu/
http://www.fairfield.edu/
https://digitalcommons.fairfield.edu/nealsb
https://digitalcommons.fairfield.edu/nealsb/vol44
https://digitalcommons.fairfield.edu/nealsb/vol44/iss1/2
https://digitalcommons.fairfield.edu/nealsb?utm_source=digitalcommons.fairfield.edu%2Fnealsb%2Fvol44%2Fiss1%2F2&utm_medium=PDF&utm_campaign=PDFCoverPages
https://digitalcommons.fairfield.edu/nealsb/vol44/iss1/2?utm_source=digitalcommons.fairfield.edu%2Fnealsb%2Fvol44%2Fiss1%2F2&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:digitalcommons@fairfield.edu

Page 35/ Vol. 44 / 2024 / Art. 2 / North East Journal of Legal Studies

CORPORATE SUSTAINABILITY REPORTING:
EXAMINING THE RELATIONSHIP
BETWEEN
VALUATION, REGULATION AND MARKET LOGIC

John Paul”
Yehuda L. Klein®
Hildegaard Link?*

ABSTRACT

This paper links three threads in the environmental
economics, management and regulatory literatures: I,
environmental externalities and their impact on the demand
and supply for environmental amenities; 2, ecosystem
services and methods used to quantify their values; and 3,
the impact of payments for ecosystem services on corporate
balance sheets.

A foundational concept of environmental economics is that
when firms decide how much to produce, or consumers how
much to consume, they respond to “prices.” Externalities —
e.g., pollution — are negative byproducts of production or
consumption that are not reflected in the market price. When
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goods such as clean air and clean water are underpriced,
they tend to be overused. The competition among
generations for non-renewable resources establishes a
peculiar externality since the current generation is the only
one present when the relevant decisions are taken.

We argue that the preservation of environmental functions,
services and infrastructure is the solution to
intergenerational environmental externality. The valuation
of environmental externalities is constrained by the temporal
and spatial range within which individuals act.
Corporations, however, are legal fictions whose scope of
action can be global, and not bounded by the temporal
constraints of individuals. When corporations determine
how ecosystem services can be accurately accounted for on
their balance sheets, the temporal and spatial range of their
activities must be taken into account.

I INTRODUCTION

When firms decide how much to produce, or consumers
how much to consume, they respond to “prices.”
Externalities — e.g., pollution — are negative byproducts of
production or consumption that are not reflected in the
market price; they are also termed “third-party effects.”
Goods, such as clean air and clean water, that are
underpriced tend to be overused (International Monetary
Fund).

If air and water are “free goods”, then firms will overuse
them, moreover, they will continue to pollute up to the point
that the marginal product of pollution approaches zero. If we
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“price” environmental goods properly (e.g., through
pollution taxes or permits) then we can create incentives for
optimal use. The first step in internalizing environmental
externalities is to determine their value in monetary terms
(Adams, et al. 2000).

The monetary cost of externalities should be absorbed by
the party responsible for the environmental damages; this is
often referred to as the “polluter pays principle” (London
School of Economics and Political Science). Direct
valuations are based on prices observed in real markets.
Several methods analyze, modify, project, transfer and
extrapolate market prices in order to give externalities a
monetary value. Travel cost, hedonic prices, and so on, all
work within this context. Indirect valuations of
environmental externalities are based on stated preferences
expressed in hypothetical markets. Contingent valuation and
choice modeling studies ask the individual to value
environmental impacts and environmental externalities
(Adams, et al. 2000).

1. ENVIRONMENTAL IMPACTS ACROSS
TIME AND SPACE

Valuation of individual ecosystems are limited in both
time and space and some environmental impacts (climate
change, storage of nuclear waste) are extremely long-lived.
Valuation of individual systems tend to be limited by the
human lifetime. In some cases, a premium inspired by
concern for direct descendants. Individual valuations are
similarly confined by the spatial range within which the
individual acts and perceives. Altruistic considerations can
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exist only at a limited level which cannot seriously alter
aggregate estimates (Abdallah 2017).

The preservation of environmental functions, services
and infrastructure is the solution to intergenerational
environmental externality. This should be designed in
environmental terms which cannot be expressed through
economic valuations. By setting targets in biological—
ecological terms, the environmental rights of future
generations are preserved and externalities detrimental to
sustainability are avoided (Beck and Martinot 2004).

Economists’ preference for market-based instruments
should be reassessed in the light of the demand for
sustainability and the preservation of environmental rights
of future generations. Intergenerational externalities can be
remedied by (Nieuwlaar 2004):

e investing in manufactured capital (to replace
non-renewable resources);

e Dbequeathing resource-saving technology to
future generations;

e choosing an appropriate social discount rate
for future utilities.

The competition among generations for non-renewable
resources establishes a peculiar externality since the current
generation is the only one present when the relevant
decisions are taken. Although this externality cannot be
eliminated, it probably can be moderated through the
recognition of some property rights for the generation to
come (Islam and Ryan 2016).
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1. SUPPORTING SERVICES

According to the National Wildlife Federation, the
Millennium Ecosystem Assessment (MA), a major UN-
sponsored effort to analyze the impact of human actions on
ecosystems and human well-being, identified the following
categories of ecosystem services:

Provisioning Services include food, fresh water, wood, fiber
and fuel.

Ecosystems Functions that are the foundation for other
functions:

» Primary production: the synthesis of organic
compounds from atmospheric or aqueous carbon
dioxide. It principally occurs through the process of
photosynthesis, which uses light as its source of
energy, but it also occurs through chemosynthesis,
which uses the oxidation or reduction of inorganic
chemical compounds as its source of energy.

» Nutrient Cycling: the movement and exchange of
organic and inorganic matter back into the
production of matter. Energy flow is a unidirectional
and noncyclic pathway, whereas the movement of
mineral nutrients is cyclic. Mineral cycles include the
carbon cycle, sulfur cycle, nitrogen cycle, water
cycle, phosphorus cycle, oxygen cycle, among others
that continually recycle along with other mineral
nutrients into productive ecological nutrition.

» Soil Formation: organic matter, minerals, gases,
liquids, and organisms together supporting life. a
combination of effects including weathering,
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structural development of the soil, differentiation of
that structure into horizons or layers, and lastly of its
movement or translocation. All of these functions, in
their turn, modify the soil and its properties (Food
and Agriculture Organizations of the United Nations
2024).

Regulating Services:
» Air Quality Regulation

o Ability of the atmosphere to cleanse itself of
pollutants has declined since pre-industrial
times but not by more than 10%

> Regional and Local Climate Regulation

o Changes in land cover have affected regional
and local climates both positively and
negatively, but there is a preponderance of
negative impacts; for example, tropical
deforestation and desertification have tended
to reduce local rainfall

> Water Purification and Waste Treatment

o Globally, water quality is declining, although
in most industrial countries’ pathogen and
organic pollution of surface waters has
decreased over the last 20 years

o Nitrate concentration has grown rapidly in
the last 30 years
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> Pest Regulation

o In many agricultural areas, pest control
provided by natural enemies has been
replaced by the use of pesticides — such
pesticide use has itself degraded the capacity
of agroecosystems to provide pest control

> Pollination

o There is established but incomplete evidence
of a global decline in the abundance of
pollinators

» Natural Hazard Regulation

o The capacity of ecosystems to buffer from
extreme events has been reduced through loss
of wetlands, forests and mangroves. People
increasingly are occupying regions exposed
to extreme events.

» Cultural Services (Food and Agricultural
Organization of the United Nations)

o Aesthetic — animals, plants and ecosystems,
which inspire our arts, culture, design and
science.

o Spiritual — natural heritage, spiritual sense of
belonging, traditional knowledge and
associated customs.

o Recreational — natural-based recreation
opportunities, which play a significant role in
maintaining mental and physical health.
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(Food and Agricultural Organization of the
United Nations).

IV.  SUSTAINABILITY - WHAT ARE WE
MEASURING?

Sustainability must be Integrated into Strategic
Planning & Management (Chladek 2019) and built into:

>
>
>

vV vywvyy

Economic/financial planning

Environmental planning

Social performance (labor rights)
» Compensation and benefits
P Diversity

Human rights

Products & services

Product responsibility

Society (overall impact)

The UN Global Compact-Accenture CEO Study on
Sustainability 2013 shows that CEOs recognize the
sustainability challenge, but grapple with measuring and
valuing their activities

Sustainability is perceived to be very important to the
future success of their business:

e 93% believe that sustainability will be important
to the future success of their business.
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e 80% view sustainability as a route to competitive
advantage to their industry.

However, CEOs find sustainability difficult to
implement and quantify:

e 38% believe they can accurately quantify the
value of their sustainability efforts.

e 37% see the lack of a link to business value as a
barrier to accelerating progress.

The Sustainable Accounting Standards Board
(SASB) has developed a complete set of 77 industry
standards. In November 2018, SASB published these
standards, providing a complete set of globally applicable
industry-specific standards which identify the minimal set of
financially material sustainability topics and their associated
metrics for the typical company in an industry. SASB staff
and Standards Board followed a Conceptual Framework and
Rules of Procedure to develop these standards, which are
designed to be cost-effective for companies to implement
and decision-useful to both companies and investors. These
standards are explained graphically through the Materiality
Map, are available for individual sector download and may
be viewed through the complete Standards Navigator
database.

V. MARKET LOGIC AND CORPORATE
SUSTAINABILITY

Corporate  sustainability is defined as the
contribution of business firms to sustainable development
(Bansal 2005; Dyllick and Hockerts 2002). Conventional
business firms predominantly follow a market logic that


https://www.sasb.org/standards-setting-process/conceptual-framework/
https://www.sasb.org/standards-setting-process/rules-of-procedure/
https://www.sasb.org/standards-overview/materiality-map/
https://www.sasb.org/standards-overview/materiality-map/
https://navigator.sasb.org/
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focuses on generating profit. In contrast, sustainable
business models follow a comprehensive sustainability logic
that integrates economic, ecological and social
considerations with regard to present and future generations.
How business firms deal with sustainable development
challenges depends on the information that is available for
decision-making and how actual decisions are taken.
Accounting constructs the reality that management refers to
(Hines 1988) as well as how stakeholders perceive and
organization (O’Dwyer 2005).

The dominance of market logic turns ecological and
social performance into a means for the attainment of the
objective of financial performance (Schneider 2015).
Corporate sustainability is regarded by some as just another
opportunity to advance economic objectives (Laine 2010).
In order for business firms to embrace sustainability logic,
there must be incentives based on market logic.

Sustainability reporting has markedly increased in the
last several years. According to the KPMG Survey of
Sustainability Reporting (2022), about 96% of global firms
engage in sustainability reporting and that it is a worldwide
standard practice to use Global Reporting Initiatives
reporting standards (KPMG 2022). However, not all nations
engage in the same level of sustainability reporting, for
various reasons (Li, et al. 2018).

1. Comparing Turkey with Greece and Russia

The concept of sustainability reporting and corporate
social responsibility emerged in Turkey in the late 1990s and
early 2000s with the increasing integration of Turkish
companies with the international economy (Akdogan et al.
2020) Turkish companies started to initiate environmental
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protection, promotion of social welfare and justice to gain
competitive advantages in the global arena. Yet, compared to
two of its neighbors, Turkey lags in the number of companies
preparing sustainability reports — Russia 35%, Greece 27%,
Turkey 11%.

Why do Russian and Greek companies engage in more
sustainability reporting than Turkish companies do? The
Russian economy is dominated by the energy sector so
Corporate Social Responsibility (CSR) focus on energy
saving and environmental protection. Greek companies
invest in environmental projects largely because of
European Union regulations. Turkish companies invest in
educational facilities and supporting women and disabled
people in society. In other words, the Turkey’s market logic
is not dependent upon sustainability reporting; therefore,
Turkey focuses on the educational and social services issues
that affect its economy.

2. The Nordic Model

Nordic companies appear to be the pioneers in
sustainability reporting. Hydro, a Norwegian company, was
the first company in the world to produce an environmental
report of its performance in 1989 (Laine et al. 2021).
Denmark first introduced sustainability reporting policies in
1993 (Lueg and Pusheva 2021). Iceland began requiring
polluting firms to report environmental issues in 2002
(Carrots and Sticks 2013).

This begs the question: Why are Nordic companies
among the first in the world to engage in sustainability
reporting? Generally, the Nordic model is well-known for its
emphasis on social welfare and improving the lives of the
citizenry (Gjelberg 2013; Strand et al. 2015); therefore,
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sustainability reporting is seen as being consistent with the
ideals of improving society. The Nordic market logic
strongly encourages Nordic companies to improve and
report their environmental performances, which results in
greater corporate legitimacy (Anas et al. 2015; Bravi et al.
2020; Comoglio and Botta 2012; Nishitani et al. 2021).

3. The South Asian Experience

When it comes to sustainability reporting, South Asia has
a comparatively weaker presence on a global scale. The
relatively weaker South Asian presence in sustainability
reporting is due to (Masud et al. 2018; Majeed et al. 2015;
Farooque et al. 2007; Mukherjee-Reed 2002; Malik and
Kanwal 2016; Lone et al. 2016; Shamil et al. 2014;
Ganapathy and Kabra 2017):

e Companies being mostly controlled by family
members

A lack of effective regulation and enforcement
High corruption and an absence of transparency
A dependency on international loans and grants
Little pressure from local and/or global
environmental activists

In general, the South Asian market logic doesn’t emphasize
environmental performance and sustainability reporting.

CONCLUSION

The monetary cost of externalities should be absorbed by
the party responsible for the environmental damages.
Several methods analyze, modify, project, transfer and
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extrapolate market prices in order to give externalities a
monetary value. Travel cost, hedonic prices, and so on, all
work within this context. Indirect valuations of
environmental externalities are based on stated preferences
expressed in hypothetical markets. Contingent valuation and
choice modeling studies ask the individual to value
environmental impacts and environmental externalities.

The preservation of environmental functions, services
and infrastructure is the solution to intergenerational
environmental externality. This should be designed in
environmental terms which cannot be expressed through
economic valuations. By setting targets in biological—
ecological terms, the environmental rights of future
generations are preserved and externalities detrimental to
sustainability are avoided.

Conventional business firms predominantly follow a
market logic that focuses on generating profit. In contrast,
sustainable business models follow a comprehensive
sustainability logic that integrates economic, ecological and
social considerations with regard to present and future
generations. How business firms deal with sustainable
development challenges depends on the information that is
available for decision-making and how actual decisions are
taken. Accounting constructs the reality that management
refers to as well as how stakeholders perceive the
organization.
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