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We hosted on 7-8 June 2023 the 18™ edition of the Accounting and Management
Information Systems International Conference at the Bucharest University of Economic
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and from abroad, to engage in very fruitful conversations about research and
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During the conference, we organized a key notre address and a plenary panel, animated
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total of 42 papers that were presented. From these, the authors of 20 papers submitted
their paper for inclusion in the conference proceedings. 90 participants from 13
countries actively praticipated and contributed to the debates in either panels or
sessions.

Preceding the AMIS 2023 conference, IAAER and the Association of Chartered
Certified Accountants (ACCA) have co-organized, on 5-6 June 2023, another edition
of their traditional Accounting Scholars Research Workshop. 15 young researchers
from the Czech Republic, Romania, Poland, Turkey, Croatia and North Macedonia
benefited from the presentations and feedback offered by 12 established faculty on how
to improve their research work with a view to make it publishable by international
journals.

In the end, I will also thank our team: Liliana lonescu-Feleaga, Nadia Albu, Dana
Boldeanu, Madalina Dumitru, Raluca Guse, Dragos Mangiuc, Mirela Nichita, Maria
Sandulescu. They have volunteered their time to this important and traditional event in
Central and Eastern Europe.

We are very much looking forward to hosting everybody again at our university!

Professor Catilin Albu
Conference Chair
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Sustainability in the Context of the Global Semiconductor
Crisis: An Analysis of Companies’ Performance

Emil Adrian Bancu®!, Miruna luliana Cunea®! and Dragos Marian
Dragomir®!

@ Bucharest University of Economic Studies, Romania

Abstract: The global semiconductor crisis triggered by the SARS-CoV-2 pandemic
has resulted in a tumultuous period for the automotive and semiconductor industries.
This paper presents an analysis of the sustainability initiatives and standards in the
context of the semiconductor crisis and the influence of sustainable development on the
performance of companies. To research sustainable development in the context of the
global semiconductor crisis, a sample of 30 automobile manufacturing companies,
respectively 83 semiconductor manufacturing companies from 2019 to 2021 was used,
based on which two econometric models were founded. The results show that ESG
controversies and ESG factors have a significant influence on the performance of
companies in the two interconnected economic activities (automobile manufacturers
and semiconductor manufacturers). Management Score and CSR Strategy Score have
a negative and significant impact on the performance of automobile manufacturing
companies.

Keywords: Sustainability, ESG controversies, ESG factors, semiconductor crisis,
performance.

1. Introduction

Sustainability reporting has become the trend of the 21% century (Siew, 2015), while
standardization in sustainability reporting has been promoted more and more with the
emergence of recent crises that affected different fields of activity. The most recent are
the SARS-CoV-2 health crisis, the semiconductor crisis and the crisis triggered by the
war in Russia and Ukraine (Alper, 2022). This trend has been seen in the investors’
focus on economic performance as well as at the entities’ voluntary initiative of
preparing sustainability performance reports. For voluntary reporting, CSR regulations
for managing businesses (Olanipekun et al., 2021), GRI, IIRC, or ESG factors, were
usually used as tools to determine an entity’s impact on sustainability (Halkos and
Nomikos, 2021). Once the pandemic raised the degree of awareness of the problems
caused by climate changes and recent crises, mandatory reporting requirements
appeared, such as CSRD-EU Directive 2022/2464. This was due to the concern that
entities and industries affected by the pandemic could affect planetary survival (Adams
and Abahayawansa, 2022).

The semiconductor crisis, known as chip shortage crisis, has been caused by the SARS-
CoV-2 pandemic. This anomaly had a significant impact on businesses related to the
semiconductor industry and the chip production ecosystem. Semiconductors play an

! Corresponding authors: Doctoral School of Accounting, Bucharest University of Economic Studies; 6
Piata Romana, 1st district, Bucharest, 010374 Romania; email addresses: bancuemill7@stud.ase.ro,
cuneamirunal6@stud.ase.ro, dragomirdragos15@stud.ase.ro.



important role in people’s lives, and this industry has grown exponentially in the last
30 years (Varas et al., 2021). A lack of sustainability performance reported, has been
observed in the automobile manufacturing industry (Perello-Marin, 2022). In the chip
shortage crisis, semiconductor producing companies will have to report sustainability
metrics. Bhat (2016) suggests that sustainability reporting will not contribute to cost
savings, but energy savings, water conservation, and waste minimization could save
costs. However, it is still questionable if reporting information about the non-
performance of this industry would be helpful for prevention of crises.

This research analyzes the influence of sustainable development on the performance of
companies through a comparative approach of two interconnected economic activities
(automobile manufacturing and semiconductor manufacturing) in the context of the
global semiconductor crisis triggered by the SARS-CoV-2 pandemic. Two research
hypotheses were formulated: (H1) The performance of automobile and semiconductor
manufacturers companies is influenced by ESG controversies in a crisis context,
respectively, (H2) ESG factors and the adoption of United Nations Global Compact
principles influence the performance of companies in the context of the global
semiconductor crisis.

The second section of this paper presents a literature review of sustainability reporting
standards and initiatives, a review of the ESG factors as sustainability reporting tools
and the current state of semiconductor crisis, and the relationship with sustainability
reporting. The third section presents the methodology, where sample data and variables
used are presented, and the fourth section contains the results of the analysis. This study
IS a quantitative analysis performed using seven independent variables specific to the
sustainable development of companies: ESG Controversies Score, Environmental Pillar
Score, Social Pillar Score, Management Score, Shareholder Score, CSR Strategy Score
and Global Compact Signatory aimed to observe the effects of the semiconductor crisis
on automobile manufacturing and semiconductor manufacturing companies. In the last
part, the conclusion, limitation of the study and further proposals for study are
presented.

The authors’ contribution to this study resides in (1) filling the literature gap on
sustainability reporting and the semiconductor crisis, and (2) the novelty of the study
reflected in the comparative approach of two interconnected industries (automobile
manufacturing and semiconductor manufacturing) affected by the chip shortage crisis
triggered by the SARS-CoV-2 pandemic.

2. Review of current state of the sustainability reporting and the
semiconductor crisis

The standardization of sustainability reporting has been the main concern of all
economic actors in recent years. Starting from the Our Common Future initiative from
the Brundtland Report (1987) and reaching the creation of new organizations to deal
with the implementation of directives and initiatives, sustainability reporting has
become the trend of the 21% century.

Sustainability reporting consists of various approaches, from non-financial reporting to
corporate social responsibility (CSR), environmental, social and government (ESG)
performance to integrated reporting. In companies and businesses, sustainability is



known to bring many benefits, from brand growth to financial growth to better social
and environmental outcomes (Pucker, 2021).

2.1. Sustainability reporting standards and initiatives: voluntary or mandatory
for organizations?

If investors were focused on the economic performance of an entity, nowadays, they
require more disclosures on environmental and social practices before making
investment decisions (Siew, 2015). Therefore, companies started to prepare voluntary
reports on the sustainability performance encountered in their activities, until those
practices became mandatory requirements to be disclosed. Voss (2019) found that
voluntary reporting information is beneficial for companies in various sectors. For
example, the new CSRD (EU Directive 2022/2464) mandates this obligation for all
listed European entities (European Commission, 2022).

Voluntary reporting of information and the preference to choose the appropriate
standard for this objective differs from one company to another. As a widely studied
topic of voluntary corporate reporting, corporate social responsibility (CSR) is seen as
“the modern way of managing businesses by reflecting business actions for the benefit
of society” (Olanipekun et al., 2021: 425), or a binding force for which entrepreneurs
pursue policies or promote social objectives, values, and help to guarantee society’s
expectations (Halkos and Nomikos, 2021).

Corporate social responsibility regulations, frameworks, and practices have
preoccupied accounting researchers in the last decades (Albu et al., 2016). CSR
research is expected to be a subject of interest for new researchers in sustainability
accounting, as several issues require further investigation: the determinants and
consequences of good CSR practices, the process of change in integrating the CSR
thinking in organizations, the CSR disclosures and its impact of the institutional
context, the role of national regulators in establishing adequate CSR regulations and
frameworks promoting CSR practices (Albu et al., 2016; Lungu et al., 2016).

In contrast to the Voss (2019) study, Flower (2015) explains that reporting
sustainability activities could reveal negative aspects of company performance, while
the variation of sustainability reporting practices raises questions about the quality and
comparability of how sustainability reporting is performed (Albu et al. 2013; Henriques
et al., 2022). Therefore, organizations have teamed up to create a set of principles and
standards to help companies achieve their goals and align to the requirements of
international laws.

In Europe, Directive 2014/95 (known as Non-Financial Reporting Directive) in all
member states was for a couple of years the primary law requiring disclosure of non-
financial information, applicable for listed companies with more than 500 employees.
At the initiative of the European Commission, European Financial Reporting Advisory
Group (EFRAG), a private association, has updated the directive and added the
obligation for all listed companies to report information about sustainability
performance starting with 5 January 2023 (EFRAG, 2021; European Commission,
2022; KPMG, 2022).
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At the international level, the Global Reporting Initiative (GRI) and the International
Integrated Reporting Council (IIRC) have been widely used by organizations to prepare
sustainability performance reports. GRI is known to be used for voluntary reporting
(Halkos and Nomikos, 2021) comprising sustainability-related performance standards,
while 1IRC is suitable for the creation of an integrated report comprising all financial
and non-financial information of an entity (Flower, 2015).

During the crisis period, sustainability reporting is no longer a voluntary action reported
by entities. Therefore, mandatory requirements are continuously updated by
international standards bodies and initiatives, and their impact on stakeholders is still a
topic to be discussed. The main problem is that these standards focus more on climate
change than on corporate reporting. A study conducted by KPMG (2022) on ISSB
standards (International Sustainability Standards Board) has shown that listed
companies will have to focus on corporate values rather than on climate-related
disclosures.

Although previous studies present the need for standardization of sustainability
reporting and the need to have qualitative and comparable information for investors,
Adams and Abhayawansa (2022) consider these to be myths. They noticed that with
the SARS-CoV-2 pandemic, the degree of awareness of the problems caused by climate
change has increased, and the previously presented needs are driven by a lack of
knowledge of all standardization options, especially the GRI standard.

2.2. ESG factors — tools for sustainability reporting

Entities are using several methods to create sustainability performance reports.
Companies use environmental, social, and government factors to determine their impact
on sustainability. Investors, professionals, and researchers are questioning the
reliability, consistency, and quality of these scores (Berg et al., 2021). ESG indicators
are “more related and broader to actions and can determine good management
practices” (Syed, 2017: 2). Environmental factors are calculated considering resources
used by an entity, emissions, and innovations that a company has. Social factors contain
information about the workforce, human rights, community, and product responsibility.

The least factor, governance, is to analyze management, shareholders, and CSR
strategies (Thomson Reuters, 2022). When managers want to capture the attention of
investors and the entity’s image has a history of sustainability-related scandals, they
will use ESG factors, especially ESG controversy factors, to report the business
mechanism and the current view of the controversies the company has faced (Passas et
al., 2022). According to Thomson Reuters (2022), a controversy factor indicator is
calculated using negative events and measures the company’s exposure to economic,
social, and governmental negative impacts. An analysis of semiconductor crises
conducted by KPMG (2023) has exposed the strategies of semiconductor companies.
The industry will focus on climate change regulations and formalizing ESG reporting.

2.3. The current state of semiconductor crisis and the relationship with
sustainability reporting

The chip shortage problem, as the semiconductor crisis, was triggered by the SARS-
CoV-2 pandemic. This anomaly had a significant impact on businesses closely related
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to the semiconductor industry and the chip production ecosystem from a business and
strategy point of view. Automobile manufacturers were hit by the loss of billions of
dollars in earnings between 2020 and 2023. The automotive industry was unable to
deliver its vehicles on time due to lack of supply. The chip shortage had an impact on
the entire network (Marinova and Bitri, 2021).

Semiconductors play a very important role in people’s lives. From cars, watches,
phones, big and small appliances, they all contain small parts called semiconductors. In
the last 30 years, the semiconductor industry has grown exponentially and has had a
great economic impact. The annual growth rate from 1990 to 2020 is a compound rate
of 7.5%, exceeding the world GDP growth equivalent to 5% per year during the same
years (Varas et al., 2021). For example, in the automotive industry, Ford had to stop
the production of 70.000 cars in 2021 because it did not have enough semiconductors
in 2021 (Boudette, 2021). Its competitor, General Motors, resorted to another strategy
as they removed much equipment from the cars to keep production going (Preston,
2021).

However, automobile manufacturing companies were left scrambling in 2021 because,
early in the pandemic, plummeting sales spurred them to cut production and cancel
many of their semiconductor orders. When they later decided to increase production as
consumer interest increased, they found that other companies making products that
were in high demand, such as exercise machines and appliances, had already booked
the microchip factories capacity (White, 2021).

Blyler (2020) observed that some companies planned to invest in opening new plants
to cover the needs of the production, but it is known that it will take up to four years to
develop a new factory. Other companies are still trying to develop monitoring and
control activities to maintain control of the distribution of chips and demands. People
staying home and global shutdowns raised consumer demand for products with an
electronic component. To meet their demands, the companies responsible for
manufacturing those devices raised their requests to suppliers for more semiconductor
chips. Several plants were shut down due to constraints, and some parts were no longer
being produced. Foundries and producers were unable to keep up with the surge in
demand (Marinova and Bitri, 2021).

Geopolitical tensions, such as the Russian invasion of Ukraine, are causing shortages
of noble gasses and precious metals, which are used in chip manufacturing (Alper,
2022; Deutsche Bank, 2022). Additionally, China’s digital ambitions have put issues of
self-sufficiency and digital sovereignty high on the political agenda (NBR, 2022).

Once sustainability performance becomes a mandatory requirement for companies, it
will be observed in detail how companies are managing crises. The lack of clear
methodologies for reporting the non-financial information, and the pressure to report
was observed in the automotive industry in a study conducted by Perello-Marin (2022).
In the chip shortage crisis, semiconductor developers, which are key parts of the
automotive industry will have to report sustainability metrics. Only a few studies have
analyzed the relationship between sustainability and semiconductor manufacturing.
According to Bhat (2016: 152) sustainability reporting will not contribute to cost
savings, but “adoption of programs related to energy savings, water conservation and
waste minimization definitely save costs”. Therefore, it is still questionable if reporting

12



information about the non-performance of these industries would be helpful for
prevention of crises.

In light of the literature review above, given the need to research sustainability
standards and initiatives in the context of the global semiconductor crisis triggered by
the SARS-CoV-2 pandemic, ESG controversies, ESG factors and the adoption of
United Nations Global Compact principles are expected to influence the performance
of companies as measured by Returns on Gross Profits-to-Assets.

The following research hypotheses are tested:

Hypothesis 1 (H1): The performance of automobile and semiconductor manufacturers
companies is influenced by ESG controversies in a crisis context.

Hypothesis 2 (H2): ESG factors and the adoption of United Nations Global Compact
principles influence the performance of companies in the context of the global
semiconductor crisis.

3. Data and methodology

From a methodological point of view, the analysis of sustainability standards and
initiatives in the context of the global semiconductor crisis is based on quantitative
research. Most of the time, sustainable development was treated from a quantitative
perspective in relation to profitability indicators on different statistical samples: (1)
listed companies (Noordewier and Lucas, 2020; Aydogmus et al., 2022; Giannopoulos
etal., 2022, Cao et al., 2023), (2) a field of activity or groups of industries (Noordeweir
and Lucas, 2020; Caby et al., 2022) or (3) depending on the level of development of
the countries (Maury, 2022). The contribution of this study is reflected in the
comparative approach of the two interconnected economic activities, namely
automobile manufacturers and semiconductor manufacturers. The general scope of this
study is to observe differences in the influences of a socio-economic event: the global
semiconductor crisis triggered by the SARS-CoV-2 pandemic.

In this section, the data of the statistical sample, the description of the variables included
in the analysis, followed by the descriptive statistics, and the econometric models
resulting from the collection, processing, and testing of the data are presented.

3.1. Sample data

The extracted statistical sample consists of 30 automobile manufacturing companies
and 83 semiconductor manufacturing companies from 2019 to 2021 which totals 90
respectively, 249 panel data observations. The data source for this quantitative research
came from the Refinitiv Eikon database, also used by other researchers in the
sustainability field (Aydogmus et al., 2022; Erhart, 2022; Gigante and Manglaviti,
2022; Pozzoli et al., 2022).

Companies in the Refinitiv Eikon database were filtered according to The Refinitiv

Business Classification (TRBC), selecting automobile and semiconductor
manufacturers companies. Data collection was conditioned by the existence of
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information related to sustainability indicators. In Table 1 a summary of the initial
statistical sample is presented.

Table 1. Initial Sample Data

Automobile Semiconductor
Manufacturers Manufacturers
Sample Period 2019-2021 2019-2021
Number of Companies 30 83
Number of Countries 13 17
Total Observations 90 249
Number of Observations by Region
Americas 12 105
Asia 60 105
Europe 18 36
Oceania 0 3

(Source: Refinitiv Eikon, 2023)

Considering the percentage of Asian companies included in the sample (65%
automobile manufacturers, respectively 42% semiconductor manufacturers), as well as
the outbreak of the SARS-CoV-2 pandemic in Wuhan, China, in 2019 (Ramani et al.,
2022), it was justified to use 2019 as the reference year to start the research on
companies’ sustainability in the context of the global semiconductor crisis. Moreover,
this approach is reinforced by the fact that the annual reports are approved in the
following year, when companies have the obligation to reflect on the subsequent events
to the reporting date (for example, when companies choose to report under 1AS 10 -
Events After the Reporting Period). On the other hand, in the context in which global
semiconductor crisis was triggered by SARS-CoV-2 pandemic, estimated to continue
until 2023, or even 2024 (Ramani et al., 2022), data collection stopped in 2021 from
considerations for the existence of the information in the Refinitiv Eikon database.

3.2. Variables

The construction of the econometric models was based on a dependent variable to
quantifying the financial performance of the companies in the fields included in the
comparative analysis, as well as on seven independent variables specific to sustainable
development.

Often, research on business sustainability considers the use of Tobin’s Q indicator as a
dependent variable (Aydogmus et al., 2022; Giannopoulos et al., 2022; Cao et al.,
2023). Similarly, other authors quantified the dependent variables in the form of rates
of return to measure the financial performance of companies: Return on assets - ROA
(Noordewier and Lucas, 2020; Aydogmus et al., 2022; Caby et al., 2022; Maury, 2022;
Cao et al., 2023) or Return on Equity - ROE (Caby et al., 2022; Maury, 2022).

Regarding our research on the analysis of sustainability standards and initiatives in the
context of the semiconductor crisis, it is considered appropriate to use a profitability
indicator as a dependent variable to conclude the differences in influences on
companies. The Tobin’s Q indicator considers the market value of a company relative
to its book value (Cao et al., 2023), which is why we will not use the Tobin’s Q indicator
in our research. On the other hand, considering that the traditional rates of return are
calculated according to the net profit (ROA being the net profit divided by the total
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assets and ROE the net profit divided by the total equity), in order to avoid differences
in the tax systems of the countries will use the dependent variable Returns on Gross
Profits-to-Assets (gross profit divided by total assets) also used by Novy-Marx (2013),
Acar et al. (2018), Kenchington et al. (2019).

Seven independent variables specific to the sustainable development of companies were
used: ESG Controversies Score, Environmental Pillar Score, Social Pillar Score,
Management Score, Shareholders Score, CSR Strategy Score and Global Compact
Signatory. Previous research analyzes ESG factors from a global perspective
(Giannopoulos et al., 2022; Gigante and Manglaviti, 2022; Schiemann and Tietmeyer,
2022; Anitaetal., 2023), as well as through a detailed approach to the structure of ESG
indicators: environmental, social and governance (Apergis et al., 2022; Aydogmus et
al., 2022; Uyar et al., 2022). Agnese et al. (2023) having as their objective the testing
of corporate governance rendered by the governance pillar from the structure of ESG
factors, they present the governance pillar in three components: Management Score,
Shareholders Score and CSR Strategy Score. Therefore, for the development of our
econometric models for testing sustainability in the context of the global semiconductor
crisis, it was deemed appropriate to detail the governance pillar in its component parts
(management, shareholders and CSR strategy). The objective of the investigation is to
appreciate the individual effect of the components of corporate governance through a
comparative approach of the activities included in the regression analysis, as well as in
a crisis context generated by the SarsCov-2 pandemic. Furthermore, the concordance
of ESG controversies with international standards, such as the United Nations Global
Compact (Anita et al., 2023), justified the inclusion in the research of the independent
variable Global Compact Signatory. In addition, for the foundation of the linear
regressions, the control variables used were the size and operational efficiency of the
companies. Information on the description, sources, and references of the selected
variables for sustainability research in the context of the global semiconductor crisis is
detailed in Table 2.

In order to build statistically valid econometric models, the dependent variable Returns
on Gross Profits-to-Assets was identified and included in the analysis, as well as the
seven independent variables previously presented and the control variables regarding
the size and operational efficiency of the companies. Data were extracted for the period
2019-2021 to observe differences in the influences of the global semiconductor crisis
within the two groups of interconnected activities (automobile manufacturers and
semiconductor manufacturers).

To define valid and statistically significant econometric models, the linear parametric
regression method was used, based on which the connection and intensity between
several independent variables likely to influence the dependent variable were analyzed.
A model specific to ESG controversies (1) was used (Schiemann and Tietmeyer, 2022;
Anita et al., 2023), as well as a model regarding the pillars of the ESG factor, detailing
the governance pillar (2) (Apergis et al., 2022; Aydogmus et al., 2022; Uyar et al.,
2022; Agnese et al., 2023).

15



Table 2. Variable definitions, sources and references

Definition Source Reference
Dependent variables
GP_TA: Returnson  Gross profit for the year divided by book total assets. Refinitiv.  Novy-Marx, 2013; Acar et al.,
Gross Profits-to- Eikon  2018; Kenchington et al., 2019
Assets
Independent variables
ESG_CS: ESG ESG controversies category score measures a company’s exposure to environmental, social and  Refinitiv  Shakil, 2021; Schiemann and
Controversies Score  governance controversies and negative events reflected in global media. From O (worst) to 100  Eikon  Tietmeyer, 2022; Treepongkaruna

ENV:
Environmental
Pillar Score

SOC: Social Pillar
Score

MAN: Management
Score

SHA: Shareholders

Score

CSR: CSR Strategy
Score

(best).

The environmental pillar measures a company’s impact on living and non-living natural systems,
including the air, land and water, as well as complete ecosystems. It reflects how well a company
uses best management practices to avoid environmental risks and capitalize on environmental
opportunities in order to generate long term shareholder value. From 0 (worst) to 100 (best).
The social pillar measures a company’s capacity to generate trust and loyalty with its workforce,
customers and society, through its use of best management practices. It is a reflection of the
company’s reputation and the health of its license to operate, which are key factors in determining
its ability to generate long term shareholder value. From 0 (worst) to 100 (best).

Management category score measures a company’s commitment and effectiveness towards
following best practice corporate governance principles. From 0 (worst) to 100 (best).
Shareholders category score measures a company’s effectiveness towards equal treatment of
shareholders and the use of anti-takeover devices. From 0 (worst) to 100 (best).

CSR strategy category score reflects a company’s practices to communicate that it integrates the
economic (financial), social and environmental dimensions into its day-to-day decision-making
processes. From 0 (worst) to 100 (best).

etal., 2022; Agnese et al., 2023;
Anita et al., 2023

Apergis et al., 2022; Aydogmus et
al., 2022; Uyar et al., 2022

Apergis et al., 2022; Aydogmus et
al., 2022; Uyar et al., 2022

Uyar et al., 2022; Agnese et al.,
2023

Uyar et al., 2022; Agnese et al.,
2023

Maury, 2022; Uyar et al., 2022;
Agnese et al., 2023

GCS: Global The company has signed the United Nations Global Compact which is a non-binding united Anita et al., 2023
Compact Signatory ~ nations pact to encourage businesses worldwide to adopt sustainable and socially responsible
(0/1) policies, and to report on their implementation (=1) or not (= 0).

Control variables

Log(TA): Size

OE: Operational
efficiency

Logarithm of Total Assets

Operating costs divided by total operating income

Refinitiv
Eikon

Apergis et al., 2022; Aydogmus et
al., 2022
Caby et al., 2022
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Therefore, the following two models were run to estimate the results for the two
interconnected activities (automobile and semiconductor manufacturers):

Model 1: GP_TAit= fo+ f1ESG_CSit + f2Log (TA)it + 3 OEit + €it

Model 2: GP_TAit=  fo+ f1ENVit + £2SOCit + 3 MANit + f4 SHAIt + 5 CSRit +
B GCSit + B7 Log (TA)it + S8 OEit + €it

where GP_TA:t is the dependent variable on the performance of the companies included
in the econometric analysis to test the impact of business sustainability in the context
of the global semiconductor crisis from 2019-2021, ESG_CSit, ENVit, SOCit, MANit,
SHA:i, CSRit and GCSit are independent variables specific to sustainable development,
while Log(TA)it and OEit represent control variables on companies’ size and operational
efficiency, and &it is the error term for company i in period t. To validate econometric
models’ multifactorial linear regression was used using the SPSS Statistics software.

4. Results and discussion

In Tables 3 and 4 the descriptive statistics of the endogenous variable, as well as those
of the exogenous and control variables, are presented. Descriptive statistics were
exposed for the two categories of companies considering the total number of valid
observations after removing outliers.

The size of the database for the analysis of sustainability standards and initiatives in the
context of the global semiconductor crisis initially totals 90 (for automobiles) and 249
(for semiconductors) panel data observations. To avoid distortion of the regression
results, the outliers of the dependent variable, 9 (for automobiles) and 13 (for
semiconductors), respectively, were data trimming from the database using the
Interquartile Range method (Dash et al., 2023). Information was missing from the
database for automobiles: 2 observations on the dependent variable and the control
variables, and for the semiconductors: 4 observations on operational efficiency,
respectively, 8 observations on the dependent variable and company size.

Table 3. Descriptive statistics: Automobile Manufacturers

N Mean  St. Dev Min Q1 Q2 Q3 Max
Dependent variables
GP_TA 79 0118  0.073 -0.054 0.072 0.102  0.153 0.331
Independent variables
ESG_CS 81 65.674 38086 1250 25,521 93.750 100.000 100.000

ENV 81 69.099 27.215 0.000 54960 81.296 90.076 98.550
SOC 81 59.734 24869  2.960 43.564 60.352 82.842 95.060
MAN 81 59.041 24528 11.030 38.369 57.770 79.867 99.240
SHA 81 54939 29.956  2.940 29.292 56.805 79.986 99.470
CSR 81 59.310 27.892 0.000 43.309 60.304 82.701 97.080
GCS 81 0.400 0.492 0 0 0 1 1

Control variables
Log(TA) 79 10573 0.721 8.610 10.157 10.449 11.238 11.720
OE 79 0.931 0.972 0.010 0.794 0.827 0.859 9.380

N is the total number of valid observations after data is trimmed out of the outliers. Q1, Q2,
and Q3 are 25%, 50% (median) and 75% percentiles.
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Table 4. Descriptive statistics: Semiconductor Manufacturers
N Mean St.Dev  Min Q1 Q2 Q3 Max
Dependent variables
GP_TA 228 0.215 0.104 0.010 0.143 0.200 0.280 0.480
Independent variables
ESG CS 236 93.443 20.278 3.570 100.000 100.000 100.000 100.000

ENV 236 44906 25.666 0.000 23.253 46.203 66.471 97.510
SOC 236 50.841 25582 4910 33.273 54.775 71.662 95.160
MAN 236 59.651 25.637 1.030 38.899 61.426 81.021 99.110
SHA 236 60.192 29.182 0.510 34.423 64.173 86.634 99.770
CSR 236 42.015 33.718 0.000 7.083 36.492 74.294 99.770
GCS 236 0.190 0.394 0 0 0 0 1

Control variables
Log(TA) 228 9.377 0.754 7.170 8.835 9.292 9.887 11.180
OE 232 0.613 0.168 0.110 0.493 0.629 0.736 0.930

N is the total number of valid observations after data is trimmed out of the outliers. Q1, Q2,
and Q3 are 25%, 50% (median) and 75% percentiles.

A Returns on Gross Profits-to-Assets of 11.8% was observed for automobile
manufacturers companies and 21.5% for semiconductor manufacturers companies.
From this point of view, it is appreciated that semiconductor manufacturers companies
have performed better compared to the automobile manufacturers industry in the
context of the global semiconductor crisis in the period 2019-2021.

Analyzing the proposed independent variables, it was found that ESG controversies are
bigger in the case of companies in the automobile panel, but the environmental and
social pillars within the structure of ESG factors are greater in the case of these
companies. The components of the governance pillar are: the management score is
relatively uniform in the two activities, but the shareholders score is bigger in the case
of semiconductor companies, while the CSR strategy score is bigger in the case of the
automobile manufacturers industry. It was also observed that within the sample there
are several companies in the automobile manufacturers industry that have applied the
United Nations Global Compact principles. The control variables were relatively
uniform in the two groups, automobile manufacturers companies were slightly larger
and more operationally efficient.

Referring to other research in the field in which the same sustainability indicators were
used, the sample is relevant for both activities included in the econometric analysis. The
ESG Controversies Score was found with average values of approximately 44 points
(Shakil, 2021) to 80-95 points (Treepongkaruna et al., 2022; Agnese et al., 2023). At
the same time, Environmental Pillar Score, Social Pillar Score and Governance Pillar
Score variables are found in research with average values of approximately 30-40 points
(Aydogmus et al., 2022; Uyar et al., 2022; Agnese et al., 2023) to 70-80 points (Apergis
etal., 2022).

In Tables 5 and 6 the Pearson correlation matrices for the variables included in the
models are presented, a tool for analyzing the link between variables also used by other
authors (Aydogmus et al., 2022; Giannopoulos et al., 2022; Anita et al., 2023). It was
observed that there was no significant correlation between the dependent variable
GP_TA and the other independent variables included in the models (very weak and
weak links). An average correlation was also observed between the ESG_CS variable
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and the other variables specific to the sustainable development of semiconductor
manufacturing companies, which is not a concern given the use of the two types of
models. Although weak, medium and strong correlations between independent
variables included in Model 2 with respect to the pillars of the ESG factor, detailing the
governance pillar, this aspect does not provide the research with sufficient evidence to
exclude variables from the model since the correlation analysis of the variables should
not be used for the modification of econometric models (Anita et al., 2023).

Table 5. Pearson correlation matrix: Automobile Manufacturers

GP_ TAESG CS ENV SOC MAN SHA CSR GCS Log(TA)OE
GP_TA 1
ESG_CS 0.204 1
ENV 0.253* -0.452** 1

SOC -0.067 -0.690**0.710** 1

MAN -0.341** -0.432** 0.170 0.294** 1

SHA -0.050 -0.467** 0.402** 0.499** 0.126 1

CSR -0.198 -0.461** 0.537**0.698** 0.179 0.344** 1

GCS -0.054 -0.589** 0.436** 0.583** 0.183 0.352**0.716** 1

Log (TA) -0.142 -0.834** 0.514** 0.654** 0.423** 0.374** 0.454** 0.441** 1

OE -0.270* 0.098 -0.271* -0.250* 0.112 0.023 -0.230* -0.094 -0.301** 1

** * indicate statistical significance at the 1 and 5% levels, respectively.

Table 6. Pearson correlation matrix: Semiconductor Manufacturers
GP TAESG CS ENV SOC MAN SHA CSR GCS Log(TA)OE
GP_TA 1
ESG_CS -0.088 1
ENV -0.053 -0.222** 1
SOC -0.108 -0.292** 0.801** 1
MAN 0.064 -0.135* 0.264**0.291** 1
SHA 0.079 -0.102 0.126 0.066 0.084 1

CSR -0.110 -0.251**0.691** 0.738** 0.280** 0.104 1

GCS -0.064 -0.188** 0.281** 0.382** 0.192** 0.181** 0.460** 1

Log(TA) -0.125 -0.422** 0.646** 0.714** 0.290** 0.108 0.657** 0.434** 1

OE -0.577** 0.163* 0.022 0.110 -0.034 -0.165* 0.110 -0.023 -0.017 1

** * indicate statistical significance at the 1 and 5% levels, respectively.

Before running the linear parametric regressions, the appropriate panel data model was
established for the econometric models. The Hausman test was applied to decide
whether to use fixed or random-effects models. Table 7 presents the results of the
Hausman test, the application of econometric models with fixed effects, a test also used
by the authors Aydogmus et al. (2022) and Giannopoulos et al. (2022).

Table 7. Hausman test

Automobile Manufacturers Semiconductor Manufacturers
Model 1 Model 2 Model 1 Model 2
Chi-Square 14.217 21.052 118.909 145,685
Statistic
p-Value 0.0026 0.0070 0.0000 0.0000
Test Result Fixed effects Fixed effects Fixed effects Fixed effects

The results of the linear parametric regressions used to define the valid and statistically
significant econometric models are presented in Table 8. The validity of the regression
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models is supported by the F-Test, which registers a significance threshold lower than
0.05 in the case of all models. Therefore, there is sufficient evidence to state with a 95%
probability that the econometric models are statistically valid. The intensity of the link
between the variables is assessed based on the correlation ratio (R), Model 1 specific to
ESG controversies (Schiemann and Tietmeyer, 2022; Anita et al., 2023) registering a
weak intensity of the link between the variables in the case of automobile manufacturers
(R< 0.4), however, it was important that the intensity of the link between the variables
in the case of the other models was strong (R>0.6).

Table 8. Fixed Effects Regressions Results

Automobile Manufacturers Semiconductor Manufacturers

Model 1 Model 2 Model 1 Model 2
ESG_CS 0.000 -0.001*
ENV 0.002*** 0.000
SOC 0.000 0.000
MAN -0.001** 0.000
SHA 0.000 0.000
CSR -0.001*** 0.000
GCS 0.029 -0.001
Log(TA) -0.012 -0.024 -0.041*** -0.044***
OE -0.022** -0.017** -0.355*** -0.364***
R 0.395 0.678 0.632 0.631
R Square 0.156 0.460 0.400 0.398
Adjusted R Square 0.097 0.378 0.386 0.370
F test 2.629** 5.613*** 29.050*** 14.094***
Observations 77 77 224 224

*xx ** *indicate statistical significance at levels of 1, 5, and 10%, respectively.

From the perspective of the results of the developed econometric models, it is concluded
that the performance of automobile manufacturing companies is not influenced by ESG
controversies (H1 is rejected), but the ESG factors with the detailing of the governance
pillar in its component parts (management, shareholders, CSR strategy), as well as the
principles United Nations Global Compact influences their performance (H2 is
accepted). Analyzing the models related to automobile manufacturers, in the case of
Model 1, Returns on Gross Profits-to-Assets is inversely proportionally influenced only
by the operational efficiency of the companies. On the other hand, in the case of Model
2, a directly proportional influence of environmental factors is found (for an increase
of 1 point in the Environmental Pillar Score, Returns on Gross Profits-to-Assets will
increase by 0.2 percentage points), as well as an influence indirect effect of
management factors, CSR strategy and operational efficiency of companies.

On the other hand, it is estimated that in the case of semiconductor manufacturing
companies, their performance is influenced by environmental, social and governance
controversies (H1 is accepted), but ESG factors and the adoption of United Nations
Global Compact principles do not influence the companies’ financial performance (H2
is rejected). Regarding semiconductor manufacturing activity, an inversely proportional
influence of ESG controversies on Returns on Gross Profits-to-Assets is found (for a 1-
point increase in ESG Controversies Score, Returns on Gross Profits-to-Assets will
decrease by 0.1 percentage points), as well as negative influences of control variables
(operational efficiency and company size).
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In summary, in the context of the global semiconductor crisis triggered by the SARS-
CoV-2 pandemic, it is appreciated that, in the case of automobile manufacturers
companies, the development of management practices to avoid environmental risks and
to capitalize on environmental opportunities to generate long-term shareholder value
led to increased Returns on Gross Profits-to-Assets. Apergis et al. (2022) concludes the
negative impact of environmental pillar on bond yield, while Aydogmus et al. (2022)
highlight the positive relationship of environmental factors (Environmental Pillar
Score) with the performance of listed companies from 2013 to 2021, conclusions that
support the results of our research. Furthermore, the development of the commitment
and effectiveness of automobile manufacturers companies towards the observance of
the best corporate governance practices, as well as the development of practices to
communicate the integration of economic, social and environmental dimensions in the
decision-making processes led to the reduction of the Returns on Gross Profits-to-
Assets. From a global perspective, Aydogmus et al. (2022) presents the positive
relationship of the governance pillar with the value and performance of companies, and
Apergis et al. (2022) argue for the negative relationship between corporate governance
and bond yields. However, Maury (2022) presents in his results the negative influence
of the CSR strategy on the return rates specific to measuring the financial performance
of companies.

The influence of ESG controversies was observed in the case of semiconductor
manufacturers companies that showed a negative relationship. Contrary to theoretical
predictions, by decreasing companies’ exposure to environmental, social, and
governance controversies, Returns on Gross Profits-to-Assets tends to decrease.
Treepongkaruna et al. (2022) highlighted the theoretical claims regarding the influences
of ESG controversies on companies’ performances (positive relationship: companies’
profitability is significantly higher when they are involved in fewer ESG controversies).
On the other hand, ESG controversies have been negatively associated with the value
of Indian companies (Anita et al., 2023). The results (semiconductor companies
involved in more ESG controversies perform better) were seen as justified in the context
of the global semiconductor crisis, a period in which companies’ semiconductor
offerings were affected by socio-economic events, while the demand in this market has
been continuously increasing. The control variables (firm size and operational
efficiency) had negative relationships with Returns on Gross Profits-to-Assets. Similar
influences of company size (Aydogmus et al., 2022; Apergis et al., 2022) and
operational efficiency (Caby et al., 2022) were found.

5. Conclusions

This research analyzed the influence of sustainable development on the performance of
companies using the comparative approach of the automobile manufacturing and
semiconductor manufacturing companies in the context of the global semiconductor
crisis. The literature review exposed that the standardization of sustainability
information has appeared as a need for investors to have a company’s environmental
and social information performance available before making investment decisions
(Pucker, 2021). Therefore, companies prepared voluntary reports using sustainability
reporting tools (CSR tools and ESG factors) with the help of international reporting
standards and initiatives (such as GRI or IIRC). Sustainability reporting is now
mandatory, but standards focus more on climate changes than on corporate reporting,
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however, those need to be revised (KPMG, 2022). Adams and Abhayawansa (2022)
consider this revision to be a myth due to a lack of knowledge of all standardization
options. Nevertheless, this need for standardization was pronounced once recent crises
such as chip shortage have been observed to be affecting key industries.

The analysis of sustainability standards and initiatives through a comparative approach
of two interconnected economic activities (automobile manufacturers and
semiconductor manufacturers) led to the conclusion of the differences in the influences
of a socio-economic event (the semiconductor crisis felt globally triggered by the
SARS-CoV-2 pandemic). In the analyzed crisis context, the performance of automobile
manufacturing companies was influenced by ESG factors, while the performance of
semiconductor manufacturing companies was influenced by environmental, social and
governance controversies. Contrary to theoretical predictions, through exposure to ESG
controversies, the Returns on Gross Profits-to-Assets of semiconductor manufacturing
companies tends to increase, which has led to opportunities in a crisis context for this
activity. On the other hand, no business opportunities related to ESG controversies have
been concluded within the automotive industry.

This research was limited by the scarcity of data. Further studies might include an
analysis of other industries affected by the semiconductor crisis and an investigation of
the sustainable practices or strategies taken to avoid another crisis in the field.

Acknowledgments

This paper was co-financed by The Bucharest University of Economic Studies during
PhD program.

References

Acar, S., Voyvoda, E., & Yeldan, E. (2018) ,,Chapter 4 - Modeling for Green Growth:
Environmental Policy in a Dualistic Peripheral Economy”, Academic Press, vol. 1, no.
1:93-116

Adams, C.A. & Abhayawansa S. (2022) ,,Connecting the COVID-19 pandemic, environmental,
social and governance (ESG) investing and calls for ‘harmonisation’ of sustainability
reporting”, Critical Perspectives on Accounting, vol. 82: 1-13

Agnese, P., Battaglia, F., Busato, F. & Taddeo, S. (2023),,ESG controversies and governance:
Evidence from the banking industry”, Finance Research Letters, vol. 53: 1-7

Albu, C.N., Balsari, C. & Krasodomska, J. (2016) ,Introduction to the Special issue on
Corporate Social Reporting in Central and Eastern Europe”, Accounting and
Management Information Systems, vol. 15, no. 2: 193-205

Albu, N., Albu, C.N., Dumitru, M. & Dumitru, V.F. (2013) ,,Plurality or convergence in
sustainability reporting standards?”’, Amfiteatru Economic, vol. 15, no. 7: 729-742

Alper, A. (2022) ,,Russia attack on Ukraine halts half of world’s neon output for chips”,
available on-line at https://www.reuters.com/technology/exclusive-ukraine-halts-half-
worlds-neon-output-chips-clouding-outlook-2022-03-11/, accessed at 23.03.2023

Anita, M., Shveta, S., Surendra, S.Y. & Arvind, M. (2023) ,,When do ESG controversies reduce
firm value in India?”, Global Finance Journal, vol. 55: 1-18

Apergis, N., Poufinas, T. & Antonopoulos, A. (2022) ,,ESG scores and cost of debt”, Energy
Economics, vol. 112: 1-10

Aydogmus, M., Gulay, G. & Ergun, K. (2022) ,,Jmpact of ESG performance on firm value and
profitability”, Borsa Istanbul Review, vol. 22, no. 2: 1-10

22


https://www.reuters.com/technology/exclusive-ukraine-halts-half-worlds-neon-output-chips-clouding-outlook-2022-03-11/
https://www.reuters.com/technology/exclusive-ukraine-halts-half-worlds-neon-output-chips-clouding-outlook-2022-03-11/

Berg, F., Fabisik, K. & Sautner, Z. (2021) ,,Is history repeating itself? The (Un)predictable past
of ESG Ratings”, available on-line at https://ssrn.com/abstract=3722087, accessed at
23.03.2023

Bhat, S.H. (2016) Silicon Revolution: Sustainability Disclosures and Performance in the
Semiconductor ~ Manufacturing  Industry  (2010-2014), San Jose  State:
University ProQuest Dissertations Publishing

Blyler, J. (2020) ,,Semiconductor chip developers will face COVID-19 challenges and new
tech”, available on-line at https://www.designnews.com/electronics/eda-market-
evolving-amid-covid, accessed at 20.03.2023

Boudette, N.E. (2021) ,,Ford profit drops 50 percent because of a global chip shortage”,
available on-line at https://www.nytimes.com/2021/07/28/business/ford-g2
earnings.html, accessed at 20.03.2023

Brundtland, G.H. (1987) ,,Our Common Future: Report of the World Commission on
Environment and Development”, available on-line at
https://sustainabledevelopment.un.org/content/documents/5987our-common-future.pdf,
accessed at 12.03.2023

Caby, J., Ziane, Y. & Lamarque, E. (2022) ,,The impact of climate change management on
banks profitability”, Journal of Business Research, vol. 142: 412-422

Cao, S., Yao, H. & Zhang, M. (2023) ,,CSR gap and firm performance: An organizational
justice perspective”, Journal of Business Research, vol. 158: 1-10

Dash, C.S.K., Behera, A.K., Dehuri, S. & Ghosh, A. (2023) ,,An outliers detection and
elimination framework in classification task of data mining”, Decision Analytics
Journal, vol. 6: 1-8

Deutsche Bank (2022) ,,Extraordinary semiconductor cycle triggered by one-time events,
cyclical and geopolitical effects”, available online at
https://www.dbresearch.com/PROD/RPS_EN-
PROD/PROD0000000000522983/Extraordinary_semiconductor_cycle triggered_by_o
ne.pdf, accessed at 23.03.2023

EFRAG (2021) ,Sustainability Reporting Standards Roadmap”, available on-line at
https://www.efrag.org/Activities/2010051123028442/Sustainabilityreporting%20stand
ards-roadmap?AspxAutoDetectCookieSupport=1, accessed at 11.03.2023

Erhart, S. (2022) ,,Take it with a pinch of salt - ESG rating of stocks and stock indices”,
International Review of Financial Analysis, vol. 83: 1-10

European Commission (2022) ,,Corporate sustainability reporting”, available on-line at
https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/company-
reporting-and-auditing/company-reporting/corporate-sustainability-reporting_en,
accessed at 15.03.2023

Flower, J. (2015) ,,The International Integrated Reporting Council: A story of failure”, Critical
Perspectives of Accounting, vol. 27: 1-17

Giannopoulos, G., Fagernes, R.V.K., Elmarzouky, M. & Hossain, K.A.B.M.A. (2022) ,,The
ESG Disclosure and the Financial Performance of Norwegian Listed Firms”, Journal of
Risk and Financial Management, vol. 15, no. 6: 1-16

Gigante, G. & Manglaviti, D. (2022) ,,The ESG effect on the cost of debt financing: A sharp
RD analysis”, International Review of Financial Analysis, vol. 84: 1-12

Halkos, G. & Nomikos, S. (2021) ,,Corporate social responsibility: Trends in global reporting
initiative standards”, Economic Analysis and Policy, vol. 69: 106-117

Henriques, R., Gaio, C. & Costa, M. (2022) ,,Sustainability Reporting Quality and Stakeholder
Engagement Assessment: The Case of the Paper Sector at the Iberian Level”,
Sustainability, vol. 14: 1-14

Kenchington, D., Wan, C. & Yiiksel, H.Z. (2019) ,,Gross profitability and mutual fund
performance”, Journal of Banking and Finance, vol. 104: 1-19

KPMG (2022) ,,Comparing sustainability reporting proposals”, available on-line at
https://assets.kpmg.com/content/dam/kpmag/au/pdf/2022/comparing-sustainability-
proposals-talkbook-au.pdf, accessed at 20.03.2023

23


https://ssrn.com/abstract=3722087
https://www.designnews.com/electronics/eda-market-evolving-amid-covid
https://www.designnews.com/electronics/eda-market-evolving-amid-covid
https://www.nytimes.com/2021/07/28/business/ford-q2%20earnings.html
https://www.nytimes.com/2021/07/28/business/ford-q2%20earnings.html
https://sustainabledevelopment.un.org/content/documents/5987our-common-future.pdf
https://www.dbresearch.com/PROD/RPS_EN-PROD/PROD0000000000522983/Extraordinary_semiconductor_cycle_triggered_by_one.pdf
https://www.dbresearch.com/PROD/RPS_EN-PROD/PROD0000000000522983/Extraordinary_semiconductor_cycle_triggered_by_one.pdf
https://www.dbresearch.com/PROD/RPS_EN-PROD/PROD0000000000522983/Extraordinary_semiconductor_cycle_triggered_by_one.pdf
https://www.efrag.org/Activities/2010051123028442/Sustainabilityreporting%20standards-roadmap?AspxAutoDetectCookieSupport=1
https://www.efrag.org/Activities/2010051123028442/Sustainabilityreporting%20standards-roadmap?AspxAutoDetectCookieSupport=1
https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/company-reporting-and-auditing/company-reporting/corporate-sustainability-reporting_en
https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/company-reporting-and-auditing/company-reporting/corporate-sustainability-reporting_en
https://assets.kpmg.com/content/dam/kpmg/au/pdf/2022/comparing-sustainability-proposals-talkbook-au.pdf
https://assets.kpmg.com/content/dam/kpmg/au/pdf/2022/comparing-sustainability-proposals-talkbook-au.pdf

KPMG (2023) ,,Navigating short term-volatility in the semiconductor industry”, available on-
line at https://advisory.kpmag.us/articles/2022/global-semiconductor-industry-outlook-
2023.html, accessed at 15.03.2023

Lungu, C.1., Caraiani, C., Dascélu, C., Turcu, D. & Turturea, M. (2016) ,,Archival analysis of
Corporate Social Responsibility research: the Romanian perspective”, Accounting and
Management Information Systems, vol. 15 no. 2: 341-371

Marinova, G.I. & Bitri, A.K. (2021) ,,Challenges and opportunities for semiconductor and
electronic design automation industry in post Covid-19 years”, available on-line at
https://iopscience.iop.org/article/10.1088/1757-899X/1208/1/012036/pdf, accessed at
18.03.2023

Maury, B. (2022) ,,Strategic CSR and firm performance: The role of prospector and growth
strategies”, Journal of Economics and Business, vol. 118: 1-16

NBR (2022) ,,China’s digital ambitions: a global strategy to the supplant the Liberal Order,
available on-line at https://www.nbr.org/publication/chinas-digital-ambitions-a-global-
strategy-to-supplant-the-liberal-order/, accessed at 17.03.2023

Noordewier, T.G. & Lucas, M.T. (2020),,0n being green and profitable: Does industry context
matter?”, International Journal of Production Economics, vol. 223: 1-12

Novy-Marx, R. (2013) ,,The other side of value: The gross profitability premium”, Journal of
Financial Economics, vol. 108: 1-28

Olanipekun, A.O., Omotayo, T. & Saka, N. (2021) ,,Review of the Use of Corporate Social
Responsibility (CSR) Tools”, Sustainable Production and Consumption, vol. 27: 425-
435

Passas, 1., Ragazou, K., Zafeiriou, E., Garefalakis, A. & Zopounidis, C. (2022) ,,ESG
Controversies: A quantitative and Qualitative Analysis for the Sociopolitical
Determinants in EU firms”, Sustainability, vol. 14: 1-17

Perello Marin, M.R., Rodriguez, R. & Alfaro-Saiz, J.J. (2022) ,,Analysing GRI reports for the
disclosure of SDG contribution in European car manufacturers”, Technological
Forecasting & Social Change, vol. 181: 1-10

Pozzoli, M., Pagani, A. & Paolone, F. (2022) ,,The impact of audit committee characteristics
on ESG performance in the European Union member states: Empirical evidence before
and during the COVID-19 pandemic”, Journal of Cleaner Production, vol. 371: 1-13

Preston, B. (2021) ,,Some automakers say chip shortage causing a delay of certain features”,
available online at https://www.consumerreports.org/automotive-industry/chip-
shortage-causing-automakers-to-delay-certain-features-a1131554218/, accessed at
20.03.2023

Pucker, K.P. (2021) ,Overselling sustainability reporting”, available on-line at
https://hbr.org/2021/05/overselling-sustainability-reporting, accessed at 11.03.2023

Ramani, V., Ghosh, D. & Sodhi, M.S. (2022) ,,Understanding systemic disruption from the
Covid-19-induced semiconductor shortage for the auto industry”, Omega, vol. 113: 1-
15

Schiemann, F. & Tietmeyer, R. (2022) ,,ESG Controversies, ESG Disclosure and Analyst
Forecast Accuracy”, International Review of Financial Analysis, vol. 84: 1-15

Shakil, M.H. (2021) ,.Environmental, social and governance performance and financial risk:
Moderating role of ESG controversies and board gender diversity”, Resources Policy,
vol. 72: 1-10

Siew, R.Y.J. (2015) ,,A review of corporate sustainability reporting tools (SRTs)”, Journal of
Environmental Management, vol. 166: 180-195

Syed, A.M. (2017) ,,Environment, social, governance (ESG) criteria and performance of
managers”, Cogent Business and Management, vol. 4, no. 1: 1-17

Thomson Reuters (2022) ,,Environmental, social and governance scores from Refinitiv”,
available on-line at
https://www.refinitiv.com/content/dam/marketing/en_us/documents/methodology/refin
itiv-esg-scores-methodology.pdf, accessed at 20.03.2023

24


https://advisory.kpmg.us/articles/2022/global-semiconductor-industry-outlook-2023.html
https://advisory.kpmg.us/articles/2022/global-semiconductor-industry-outlook-2023.html
https://advisory.kpmg.us/articles/2022/global-semiconductor-industry-outlook-2023.html
https://iopscience.iop.org/article/10.1088/1757-899X/1208/1/012036/pdf
https://www.nbr.org/publication/chinas-digital-ambitions-a-global-strategy-to-supplant-the-liberal-order/
https://www.nbr.org/publication/chinas-digital-ambitions-a-global-strategy-to-supplant-the-liberal-order/
https://www.consumerreports.org/automotive-industry/chip-shortage-causing-automakers-to-delay-certain-features-a1131554218/
https://www.consumerreports.org/automotive-industry/chip-shortage-causing-automakers-to-delay-certain-features-a1131554218/
https://hbr.org/2021/05/overselling-sustainability-reporting
https://www.refinitiv.com/content/dam/marketing/en_us/documents/methodology/refinitiv-esg-scores-methodology.pdf
https://www.refinitiv.com/content/dam/marketing/en_us/documents/methodology/refinitiv-esg-scores-methodology.pdf

Treepongkaruna, S., Kyaw, K. & Jiraporn, P. (2022) ,,Shareholder litigation rights and ESG
controversies: A quasi-natural experiment”, International Review of Financial Analysis,
vol. 84: 1-13

Uyar, A., Kuzey, C. & Karaman, A.S. (2022) ,,ESG performance and CSR awards: Does
consistency matter?”, Finance Research Letters, vol. 50: 1-9

Varas, A., Varadarajan, R., Godrich, J. & Yinug, F. (2021) ,,Strengthening the global
semiconductor  supply chain in an uncertain”, available on-line at
https://www.semiconductors.org/wp-content/uploads/2021/05/BCG-x-SIA-
Strengthening-the-Global-Semiconductor-Value-Chain-April-2021 1.pdf, accessed at
23.03.2023

Voss, G.W. (2019) ,,The European Union’s 2014 non-financial reporting: Mandatory ex post
disclosure - but does it need improvement? in Extractive Industries and Human Rights
in an Era of Global Justice: New Ways of Resolving and Preventing Conflicts”, available
on-line at https://hal.science/hal-02562673/file/%5B20%5D%20Ch%2014.pdf,
accessed at 26.03.2023

White, A. (2021) ,,Report shows U.S. automakers bearing brunt of chip shortage in North
America”, available on-line at https://www.caranddriver.com/news/a36519857/chip-
shortage-aut-production-cuts/worlds-neon-output-chips-clouding-outlook-2022-03-11/,
accessed at 20.03.2023

25


https://www.semiconductors.org/wp-content/uploads/2021/05/BCG-x-SIA-Strengthening-the-Global-Semiconductor-Value-Chain-April-2021_1.pdf
https://www.semiconductors.org/wp-content/uploads/2021/05/BCG-x-SIA-Strengthening-the-Global-Semiconductor-Value-Chain-April-2021_1.pdf
https://hal.science/hal-02562673/file/%5B20%5D%20Ch%2014.pdf
https://www.caranddriver.com/news/a36519857/chip-shortage-aut-production-cuts/worlds-neon-output-chips-clouding-outlook-2022-03-11/
https://www.caranddriver.com/news/a36519857/chip-shortage-aut-production-cuts/worlds-neon-output-chips-clouding-outlook-2022-03-11/
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Abstract: This paper investigates the effectiveness of basic-income social policies in
rural areas of Romania. Rural areas, once a thriving bulwark of socio-economic
stability in the country, have been grappling for decades with the tsunami effect of ill-
fated socio-economic reforms of the 90s, which dragged the rural economy, and its
people, in a vicious cycle of poverty. Constant economic migration, depopulation, lack
of basic needs, and a generation of newly orphaned children hiding in plain sight - the
byproduct of economic migration and lack of education - constitute the new dire reality
of a once prosperous blend of small economies. Under these circumstances, providing
unconditional guaranteed income, independent of any other revenue streams, seems a
natural way of alleviating the effects of systemic, multidimensional poverty, present in
aforementioned areas. With mostly non-existent government programs, and a weak
business sector, it seems that responsibility of such targeted interventions rests on the
shoulders of third sector organizations. We argue that impact and benefits of such
programs far outweigh their monetary costs, and the stigma associated with “social
welfare” proposals.

Keywords: Universal Basic Income, multidimensional poverty, basic-income
policies, blended value accounting, (in)commensuration.

1. Introduction

Rural areas of Romania have become, since 1990s, for the most part, the terra incognita
of socio-economic reforms, only to be back in focus for a short time every four years,
during election cycles. A destructive mix of education inadequacy, economic paucity,
and hopelessness, created an outflow of economic migration towards the richer (and
farther) areas of Europe, a causal nexus for the further erosion of already scarce
economic opportunities. The remaining rural inhabitants of ever shrinking, destitute
villages, once being only occasionally poor, have faced decades of economic decay,
and gradually become cyclically poor, then usually poor, to the point where they are
experiencing persistent, multidimensional poverty (Concern Worldwide US, 2022).

Multidimensional poverty takes into consideration several factors, both nonmonetary
and monetary. The nonmonetary criteria include food, health, education, social security,
housing material quality, and housing services. The monetary criteria apply to people
who earn a per capita income below the poverty line, estimated at $2.15 a day (World
Bank Group, 2022). Individuals are in extreme multidimensional poverty if they are
deprived of at least three social rights and their per capita income is below the extreme
poverty line, which includes only the value of a food basket (Caamal-Olvera et al.,
2022). United Nations Development Programme (UNDP) estimates that 1.2 billion
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people are multidimensionally poor, with 593 million, about half of them, being
children under 18 years of age (United Nations, 2022).

People experiencing persistent, multidimensional poverty, have only one way to change
their status quo: targeted intervention on several levels, with a deep analysis of
multidimensional aspects of poverty (Duclos et al., 2013), and the subsequent adequate
response for each dimension, with the targeted implementation of said response (Alkire
et al., 2017). One of the impediments to finding proper solutions to such global
problems as the multidimensional poverty is the stigma that has always been associated
with the state of being poor, a topic that has been for centuries an uncomfortable truth
in the antechambers of power.

We argue that eradicating poverty (and overcoming resource scarcity) has to start with
phasing out, globally, the shame associated with extreme need, which is mostly
financial, but not always so, and by acknowledging the multiple types of wealth
available to our disposal; then, by understanding the dire point of no return in a person’s
life, from where only targeted interventions at individual levels may help, both in
monetary and nonmonetary areas.

We present three case studies that argue in favor of positive socio-economic impact of
monetary programs with no strings attached, which in turn will leverage some
nonmonetary areas, and help foster socio-economic development of individuals in
many dilapidated areas of the world. While seemingly difficult at first, due to its various
challenges associated to its multidimensional aspect, we strongly argue that such
focused approaches have the tendency to build wealth in areas once battered by socio-
economic storms of the political winds of change.

2. Poverty and basic-income programs

In the mid-2000s, while working with children in rural areas of Romania, researchers
noticed that most parents were working abroad, and grandparents, various relatives, or
even the neighbors unwillingly became de facto parents (Ureche, 2022). Only a decade
earlier, the whole world was horrified by the studies and movies documenting the
“Romanian orphan children crisis”, with more than 170,000 children placed in
institutions weren’t developing basic emotional skills for lack of care. The child welfare
system of institutionalized children who could not be cared for their parents was failing
them en masse (Johnson and Groze, 1994). Furthermore, the EU expansion to Eastern
Europe with the 2007 new entrants, Romania and Bulgaria, saw a massive population
displacement from rural Romania towards wealthier countries of Western Europe,
Romania having the highest number of migrants from all the Eastern European
countries (Eurostat, 2017). Moreover, in the Southwest region where we did the bulk
of our work, the demographic dynamics had historically higher values of attrition, and
had recorded a decrease by 4.63% of the population at regional level as compared to a
decrease of 1.7% recorded at national level (Vilcea, 2014).

The four types of poverty as defined by Concern Worldwide Organization are the
occasionally poor, the cyclical poor, the usually poor, and the always poor (figure 1).
The occasionally poor are people living in transient poverty, who can be severely
impacted by a natural disaster such flooding, earthquake, mudslide, or a tornado. The
cyclically poor are people who generally rely on cyclical activities, such as agriculture,
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akin with the people from rural areas of Romania. During harvest times, they enjoy a
certain abundance, only to lose it and fall under the poverty threshold outside harvesting
season, or during droughts, flooding, and other disasters. The usually poor are the
opposite of occasionally poor. They cannot exit poverty by themselves, but only if one
of their family members receives a job, or a windfall. And finally, the always poor, the
most underprivileged, are consistently under the poverty line, and they cannot move up
without an exogenous intervention (Concern Worldwide, 2023).

THE FOUR TYPES OF POVERTY

*YCLICAL POOR Y POOR ALWAYS POOR

OCCASIONALLY POOR
NCOME __)J_\'_\J ________ INCOME [ o s e o s o o o e o 0.0
N
TIME ME ===

CoNCFRN 2

Figure 1. The four types of poverty
(Source: ConcernUSA.org)

While measuring the impact of basic-income programs on tackling the vicious cycle of
poverty, the interventionist researcher aims to flip the poverty paradigm on its head.
Through the lens of Nobel Prize winner Amartya Sen, poverty is seen as “deprivation
of basic capabilities” (Sen, 1999), hence eradicating poverty is a matter of fulfilling
such needs. Thus, the occasionally poor would become occasionally in need to fulfill
basic capabilities, the cyclically poor become cyclically in need, usually poor are the
usually in need, and the always poor are the most unfortunate who are always in need.

Generally, basic-income programs are meant to provide a financial safety net for
everyone involved, with no strings attached, and without the bureaucracy, and/or
associated administrative costs of means-tested benefits (Allas et al., 2020), which is
why they are usually called Universal Basic Income (UBI) programs.

There are many countries and cities that have experimented over the years with basic-
income social programs, which have shown great promise for the future. One
considerable drawback to most programs is their limited duration, driven either by
limited funding, due either to political, or economic implications, or simply to the
“experimental” nature of the program. As the levels of poverty were decreasing at the
end of the second decade of the new millennium, COVID-19 pandemic caused another
70 million people to fall below the poverty levels (World Bank Group, 2023). Under
these circumstances, there is more and more discussion about unconditional basic-
income programs, such as UBI.

In the past few decades, many countries including United States, Finland, Canada,
Brazil, Spain, Germany, Kenya, Iran, Japan, have considered, and implemented various
UBI models. Below (figure 2) is a map of the countries that have experimented where
UBI ideas and programs have been present over the years. A more comprehensive map,
below, shows the countries where UBI has been fully implemented (Iran, and oil-rich
country), as well as countries with pilot programs in place (United States, Canada,
Brazil, United Kingdom, Finland, India, Spain, The Netherlands, Germany), partial
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implementations, COVID-spurred policies, or mere discussions. One successful
program, although not shown on this map, has been implemented in Romania, since
2007, and it is still ongoing. In our paper, we will share the results of such experiment,
arguing strongly in favor of basic-income programs, in particular hoping to tilt the
balance in favor of Universal Basic Income.

Type

Discussed Welfare and Piot . Pillot . Partial COVID-19 relief . Fuill

Figure 2. Countries with Universal Basic Income (UBI) in 2023
(Source: www.WorldPopulationReview.com)

The overwhelming majority of experiments in UBI were considered successful, at least
through the recipients’ perception, which reported increased levels of mental health,
physical health, employment, and trust. Below are the results of a two-year Finnish
experiment on 2000 of its (unemployed) citizens. They were offered 560 euros every
month, for two years. Shown are the reported areas impacted by the UBI study: mental
health, physical health, employment, and trust.

The Basic Income Earth Network (BIEN) is one of many groups devoted to the

promotion and implementation of universal basic income in countries around the world.

According to BIEN, the characteristics of Universal Basic Income (UBI) are as follows:
o Periodic: distributed in regular payments

Cash payment: distributed as funds, not coupons or vouchers

Individual: paid to every adult citizen, not just every household

Universal: it is paid to all citizens, regardless of their situation

Unconditional: there are no requirements regarding employment status or any

other criteria (BIEN, 2023)
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Figure 3. Importance and impact of four wellbeing factors in Finnish study
(Source: Allas et al., 2020)

3. Methodology and framework

After careful consideration, researchers have chosen the interventionist research (IVR)
methodology, originally created by German-American psychologist Kurt Lewin. IVR
has capability to produce research with theoretical, practical, and societal relevance.
This is due to IVR’s unique duality of both theoretical and practical output combined
with its capacity to effect social change (Baard and Dumay, 2021), and this is why it
has been recently receiving increasing interest and attention among management
accounting researchers.

Evaluating the impact of social programs has presented researcher with the daunting
task of measuring some things that may not be entirely quantifiable. Thus, aiming to
define a comprehensive set of tools for quantifying the outcome of basic-income
policies on impoverished populace may pose substantial challenges to the simple act of
aligning the outputs and inputs, and calibrating the outcome.

The funds for the UBI program were provided through a 501(c)(3) NGO from United
States. Historically, there has been a perception related to financial reporting of the
NGOs, namely that they are not reporting well, or ‘well-enough’. Demand for NGOs to
become more accountable only renders their actions measurable, and their performance
commensurable, therefore consistent and comparable. (Power, 1996). In our case, aside
from the monetary aspects, several other areas of interest were closely monitored: trust
(in oneself, and in others), health (both physical and emotional), goal setting and goal
reaching abilities of each individual, school or work achievements, extracurricular
involvement, as well as their obvious financial achievements.

Through ethnography, action research, phenomenological research, and narrative
research, the authors were able to have a better, more detailed understanding of the
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changes in individuals’ lives through targeted monetary (and their associated
nonmonetary) interventions.

3.1. Multiple capitals, and types of wealth

In measuring performance of an NGO, McCulloch and Ridley-Duff (2019) present an
Avristotelian perspective of two seemingly antithetical accounting systems, of two
concepts still feuding in the social sphere (Nicholls, 2010), namely for-profit vs. non-
profit, the former being designed to gauge shareholders’ returns, and the other being
mission oriented, not intended to tally return of investments. In their research, the two
researchers showcase the existence of multiple capitals, namely six: financial,
manufactured, intellectual, social/relational, human, and natural, which correspond to
six types of wealth, thus arguing against the abovementioned paradigms, such as the
pursuit of profit (for-profit) and social objectives (not-for-profit) as being divergent
(figure 4). Conversely, measuring the performance of a basic-income program presents
a tangible, financial perspective, yet researchers are aware of the importance of a less
tangible, non-financial lens for showing dramatic improvements in a person’s life. Our
goal is to showcase the importance of non-financial capitals as well into creating a well-
rounded individual contributing to society.

Ostrém (2005) distinguishes between natural capital, social capital and human capital,
managed through polycentric governance. From a Bourdieusian perspective, social
capital, cultural capital, financial capital, and symbolic capital can assume both
monetary and non-monetary forms as well as tangible and intangible (Gilleard, 2020).
In measuring the impact of NGOs programs, O’Dwyer and Unerman (2006) favor of
an expanded concept of accountability, to a wider set of stakeholders, which is anyone
who may be impacted by the organization’s activities. This stakeholder approach is
meant to create added accountability and greater value for all parties involved
(Freeman, 2010), with a more holistic accountability ‘expands the concept of’
performance.

Financial
capital

Manufactured

capital

Figure 4. I1IRC representation of the six capitals
(Source: 1IRC, 2013)
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The International Integrated Reporting Council distinguishes between six types of
capital: financial capital, manufactured, intellectual, human capital, social and
relationship capital, and finally, natural capital, as shown in figure 4 (IIRC, 2013).

Aristotle did not look at economics through the narrow lens of simply increasing the
financial capital, but considered a well-ordered society, with a more rational and
sensible distribution of resources, in pursuit of a good life. A more balanced allocation
would also lead to an increase in various other forms of capital, such as the creation of
social capital, and the (re)generation of social wealth, alongside the natural, human, and
intellectual capitals (Ridley-Duff, Wren and McCulloch, 2019). Ostrém noticed how
social capital is increased rather than decreased through use (Ostrém, 2005). The same
argument needs to be applied to human capital: our skills become better with use.

Measuring the results however can be challenging, especially in a space where multiple
capitals coexist and interact in perfect harmony, at the intersection of natural, financial,
economic, intellectual, social and relational, and human interests, with the added burden
of weighting the commensurable and (in)commensurable altogether (Apostol et al.,
2023).

Social return on investment (SROI) is a technique originally devised in the United
States, designed to measure socio-economic and environmental impact, and combines
cost-benefit analysis, stakeholder engagement, financial proxies and project
improvement. This can be used for a small activity, or a project, or expanded to the
entire organization. It can be applied to every sector: government, business, and NGOs
(Maldonado and Corbey, 2016).

The process of framing performance measurement creates structures of calculation, and
action. To assist with the analysis of performance calculation, Callon and Law (2005),
as well as Callon and Muniesa (2005), break down the process into three stages:

o ‘First, the relevant entities are sorted out, detached, and displayed within
a single space. Note that the space may come in a wide variety of forms or
shapes: a sheet of paper, a spreadsheet, a supermarket shelf, or a court of law—
all of these and many more are possibilities.

o Second, those entities are manipulated and transformed. Relations are
created between them, again in a range of forms and shapes: movements up
and down lines; from one place to another; scrolling; pushing a trolley;
summing up the evidence.

o And, third, a result is extracted. A new entity is produced. A ranking, a sum,
a decision. A judgment. A calculation. And this new entity corresponds
precisely to—is nothing other than—the relations and manipulations that have
been performed along the way.” (Callon and Law, 2005: 719, with the
emphasis added).

Cuckston (2021) builds on the process, acknowledges the shortcomings of narrow
measurements of NGO performance within either hierarchical structures, or imposed,
coercive, formal, compliance-based, for organization who voluntarily take
responsibility of their actions, and open themselves to public scrutiny. Acknowledging
the tensions between stricter quantification of performance and a more social, holistic
view, the researcher favors the latter, which is opening the organization to a wider set
of stakeholders (Cukston, 2021).
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A similar construct postulated by Nicholls (2009), ‘blended value accounting’ brings
the mission objectives front and center, with social entrepreneurs using reporting
practices creatively as strategic tools for resource assessment, mission fulfillment,
expanding reach, and organizational growth.

3.2. The longest running Universal Basic Income in the world

Children Aid and Development Organization (Children Aid and Development) is a
501(c)(3) non-profit organization established in 2003 in California. Through various
sources of private funding, it started in 2007 a basic-income program which has been
running for 16 years, and counting.

While 1VR produces theoretically interesting contributions, whether a new construct,
or a more traditional contribution (Lukka and Wouters, 2022), we have brought front
and center another important characteristic feature of VR projects, which is to have a
practical impact in the community where the research is conducted, which is
corroborated by our almost two-decade work on this topic, by shaping lives in various
communities through basic-income programs.

Our activities with Children Aid and Development have taken researchers to many areas
around the world. In the 2000s, few could have been predicted the future massive
economic legal emigration from Romania, and its devastating impact on a new
generation of future “orphans” with their parents being alive and well, in other parts of
Europe, and starting new families abroad, and abandoning their children at home. Yet,
direct observation and empiric data, plus some ill-fated economic reforms that further
impoverished rural population, were the sign of the brewing storm of unprecedented
economic exodus.

In 2007, persuaded by a local English teacher with good knowledge of the community,
researchers started a basic-income program initially with a Roma family of four, two
adults and two children. The goal of the program has always been to provide, ultimately,
financial sustainability for the individuals, which adds to the overall financial stability
of the family, as the individuals are part of their larger family unit, and ultimately part
of their community. Ideally, the program goals would extend from individual to their
family, then to the community-at-large, to the point of being at one point in time,
“universal”, accessible to everyone. With the financial sustainability in mind (for the
recipients, and the grantors alike), we devised an initially small program, with a few
recipients, the youngest being in the 5™ grade at the time. The length of the program
was supposed to be at least 12 years, so the youngest recipients would have the means
to graduate college, and beyond, if necessary.

This basic-income program derived from need, and the main problem for researcher
was to quantify the respective need. The easy way is to give everyone the same amount,
yet we knew from the community that not two people have the same needs. We wanted
to tailor the program for each recipient, or at least category of recipients, people with
common needs. Once the die is cast, and the recipients lined up, the flipside of not
fulfilling the need was to introduce risk in our system. We thought in terms of
quantifying risk, the risk of not doing anything, the risk of doing too little, the risk of
changing nothing, or not enough. The right amount of money given on time equates
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better progress, less money, less progress, same money, later time, less progress. Hence,
first step was to provide an amount based on the projected needs, then have the
recipients to agree of asking themselves for more money when their funds are depleted.
After a while, we were able to gauge a monthly amount that was appropriate for each
recipient, for the time being. We budgeted unforeseen expenses as well, like certain
books needed for school, clothes or uniforms for the first day of school, or for the winter
season, an occasional laptop every few years, transportation costs during school season,
college tuition, tutoring when necessary, or some unforeseen medical expenses, and so
on. At times we undertook small health projects with recipients who were too shy to
ask for dentist money, and their dental health was degenerating almost beyond repair.
After a bit of health coaching, we convinced them to accept the extra funds, fix their
teeth, and enjoy a better quality of life. Eventually, we convinced the grantees to bring
up any extra expenses, so at least we can consider them, and decide on their timing.
Thus, by knowing our recipients and developing good communication with them, we
were able to fulfill their needs in the most optimal way, while building confidence and
trust.

During the program, several areas of interest were closely monitored: physical health,
mental health, emotional health, trust (in oneself, also in exogenous interventions from
third party organizations), goal setting, and goal reaching, scholastic progress,
extracurricular activities, personal achievements (other than scholastic), and the
overall financial stability of the recipients over time, especially as a condition to exit
the program. In noting and measuring results, researchers used an outsider and insider
perspectives, etic and emic, for a better understanding of the program’s outcomes. For
the purpose of this research, we have used terms emotional health and mental health
interchangeably, although they are not, just in the sense that one validates the other.

Albeit long term, our basic-income program was still a temporary endeavor for each
recipient, and it was extremely important to define beforehand the measure of success.
In the end, in order to sustain the growing levels of need of our recipients, as well as
manage the research’s finite budget (which was also never really set in stone), we had
to respond to the following questions:

o Need. What are the needs to be fulfilled?

o Fulfillment. When is the need fulfilled? Punctually, how much one needs on
an average month, how much to budget for emergencies in a contingent fund,
and how much to be next year’s budget, given the fact that new recipients may
exit, or enter the program. We were clearly aware that needs - especially of a
growing person - are also growing, so researchers had to set up what we called
a progressive UBI.

o Unknown unknowns. Aside from setting a contingency fund, what if there
are needs that are not known to the researchers? Even the recipient may not
know what they need, so despite the researchers’ best intentions, many of the
needs may be still unmet.

o Assessing progress. How fast are the needs met/fulfilled? Generally, with
school-age children, when graduating from the highest institution they decide
(in conjunction with the program’s management) to graduate. However, there
were situation when even after graduating, the recipients didn’t find a job right
away, so they stayed in the program for a little longer, to fulfill the true purpose
of a Universal Basic Income.
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o Measure of success. When is the need really complete? Would the researchers
be able to determine the program completion; would the recipient be lured by
easy gains into staying longer in the program? (Luckily this was assessed
properly by the recipients themselves, as their goal setting, and goal achieving
capabilities, coupled with increased emotional intelligence, allowed them to
evaluate their own progress quite accurately).

Based on the aforementioned settings, our little basic-income scheme became quickly
a Progressive Universal Basic Income Program, where we have successfully used own
progressive algorithms for the optimal financial stability of the recipients’, and the
program. It quickly grew towards 80 recipients.

The first notable observation, once the program started, was that the mere act of
receiving something moves the needle quite well. The toughest challenges were to
gauge how big is the need, whether is a “need” or a “want”, and finally how much
money to appropriate in order to really fulfill that need. The “nice-to-have” feature of
any system is always the one that crashes the budget, so team had to draw a fine line
between needs and wants. Luckily, our recipients were pretty good at doing this
themselves. In the world of “wants”, many of them were lacking basic needs, so we
focused on that. Today’s world is full of ‘wants”, so even the most astute researcher
may have a difficult time to assess their own needs from wants.

Later on, while focusing on fulfilling the needs of the program’s recipients, coupled
with the inherent progress of each participant, created a new challenge of assessing, and
constantly managing change. Next, we needed a way to measure the impact of the
program, on the individual, on their family and friends, and overall, by his/her
contribution to the society at large.

4. Measuring the impact

After being in the UBI program for close to a decade, many recipients have “graduated”
successfully, while others who just started, are still in the program. Currently several
recipients are already married, some with kids on their own. The basic-income stipend
helped them through thick and thin, with no strings attached. Measuring the impact of
basic-income programs must take into consideration several components. First, there’s
the impact of such exogenous interventions on the recipients themselves, then on
friends and family, and the immediate community. Then, the impact of such program
on the society at large.

4.1. Individual impact
The individual impact i.e., the subjective effect(s) felt by the individual, is often

subjective, and describes the recipient’s perception (could be coupled with his/her
family, or friends’ perception, for a more objective approach).

Name Smith, John
Trust In oneself 9.5

In others 9
Health Physical 9

Emotional 10
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Name Smith, John

Goals Setting 10
Achieving 10
School 9
Extracurricular 10
Financial 10

Number of years in the program 11

4.2. Third-party impact

The third-party impact is the external observer perspective. It shows the immediate
impact of the recipient to his/her group of peers, and family. The third-party effects
have been captured externally, through ethnographic research, based on researchers’
notes and observations, and semi-structured interviews of the recipient’s family and
friends. Our research is still assessing the perceived impact of the intervention on
individual, while providing a new lens for determining the overall efficiency of the
program.

4.3. Societal impact

The societal impact of such basic-income program cannot be underestimated, and can
be properly quantified from many angles. First, the financial lens, a mere determination
of how the individual will help the society through their earnings, by not being a burden
on society. Then, income taxes on salary, also on passive income. There is also a certain
amount of disposable income for each financially sustainable recipient that gets pumped
back into the economy. There are the charitable endeavors, volunteering their time
and/or their money for charitable purposes. Higher levels of physical, emotional, and
mental health also mean less health-related issues, and these can be computed in an
algorithm, to better understand the impact (or lack thereof) of healthier individuals on
society. Social accounting (Bebbington, Brown, Frame, 2007), as well as blended value
accounting (Nicholls, 2009) may present us with the right tools for measuring the
impact of basic-income programs.

There are several important aspects of measuring the impact of basic-income programs
on people’s lives. First, the reluctance of the subjects of being measured, and having
their lives reduced to a set of statistics, or to a conference topic. Besides a person’s
inherent need for privacy, constantly challenged during our days of social media
dominance, we attribute their unwillingness to be measured to the persistent, pervasive
(and much publicized), poverty stigma, which stymies the poverty eradication efforts.
What is labeled as ‘poverty’ is not a disease, just a need, a deprivation, or a lack, waiting
to be fulfilled. During our lifelong quest for a better society, and with an old adagio in
mind, which states that ‘what you resist, persists’, we have shied away from focusing
on ‘poverty’, yet put the emphasis on ‘fulfilling the needs’ and ‘building skills and
capabilities’, instead. History clearly shows that ‘wars on poverty’ end up in Pyrrhic
victories, with the first casualties being the very people that need to have their needs
fulfilled, the most vulnerable ones. Changing the optics on poverty, albeit slightly, may
very well be the much-needed game changer in our never-ending exploration of a better
future.

The second matter with measuring the continuous and wholesome transformation of an
individual may very well be the very act of measuring. The stream of researched
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framing constructs in performance measurements needs to take into account (and
dispose of) the observer’s relativity. Apart from this, social-income programs impact
the lives of their recipients to a degree where the measurable output is impacted as well.
Even a slight change in funding is creating ripples in people’s lives, which makes
measuring the impact of social-income programs akin to the Heisenberg’s uncertainty
principle - the relative precision of measuring two different factors, the position and the
momentum (of a particle) at the same time. Once the precision in measuring one
quantity is increased, the precision in measuring the other is diminished (Hilgevoord
and Uffink, 2016). For this reason, a change in funding, or any other input parameters,
which increases or decreases the momentum of a person’s life, makes measuring the
exact outcome more laborious, especially when at stake are multiple capitals, and
multiple types of wealth, all being paramount to our research.

One surprising outcome arose out of our study: as diligent researchers, we have initially
devised our own measure of success, for a recipient to “graduate” the program: possible
complex calculations that may show that he/she are financially sustainable. Yet it turned
out that we were slightly shortsighted, as each of our recipients told us beforehand about
their need to exit the program, as they felt completely sustainable, and empowered by
the outcome of the program. Their needs were fulfilled, they didn’t need the program’s
financial stipend, and they added — invariable — that we can further offer the opportunity
to another child in need. This was possible the biggest outcome of the program,
knowing they all our graduates have developed strong emotional, mental, physical, and
financial structures that they felt confident enough to be on their own. As a matter of
fact, researchers never prodded anyone to exit the program, all the exits were voluntary.
As such, none of the recipients stayed in the program more than necessary. As we have
fulfilled their needs, they responded in-kind, and let us know as soon as their needs
were fulfilled, and their goals met (which says a lot about the chosen metrics).

5. Case studies

One important thing that factored in to the success of the program is the fact that besides
a stipend, the recipients have been through various programs to develop emotional
intelligence, financial intelligence, goal-setting, goal-reaching, and they enjoyed a wide
range of extracurricular activities, which allowed them to create inner structure in order
to understand when their needs were properly fulfilled, and — most important — function
on their own. Below are three case studies, each of the recipients have stayed in the
program for an average of a decade. Aged 30 or less, currently they are accomplished
human beings, and great contributors to the society.

5.1. Christian

Christian was born in a Roma family with great emotional and intellectual intelligence,
and with limited material means. At 15, he was recommended to us by his English
teacher; subsequently, Christian was the first recipient of the program. Having quite an
impressive set of scholastic achievements, in STEM, but also in English, and History,
he graduated from the prestigious Poly University of Bucharest with a degree in
Computer Science. At that time, Christian moved from the countryside to Bucharest,
where he volunteered extensively with non-profit organizations dedicated to helping
impoverished Roma families. His background, his volunteer work, and other
extracurricular activities gave Christian a good understanding of financial literacy, and
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he set lofty financial sustainability goals. Upon graduating from college, and being
gainfully employed, he set a goal to save every month a percentage of his earnings.
Soon after — alongside his fiancée - bought their first home, paid for completely in a
mere four years. Immediately after, he and his now wife, purchased their second,
investment home, and are on their way to earn a passive income, alongside their work-
generated incomes.

Christian scored high on all fronts, with high marks in trust areas, both in oneself, and
institutions (non-profits, corporations, and banks as well). His physical health has
considerably improved during his time in the program. At 14, he had surgery for a
possible malignant tumor, which turned out to be just a scare. Emboldened by his prior
health challenges, he devised a health and fitness program for himself to lose weight
and gain tone and energy, which he completed successfully. His mental health had
improved, alongside his emotional wellbeing. His scholastic progress — which we
closely monitored — has improved as well, and he found a job easily upon graduation,
with Electronic Arts, a leading computer game publisher. From here, he moved to
several consulting companies and tech giants, like Stefanini, Wipro, then Microsoft.
Armed with newfound qualities and achievements, he later met the girl who became his
wife, and together have a very happy marriage. He set goals, and through diligent work,
he built an impressive portfolio of achievements. Currently, Christian is happily
married, and enjoying the financial stability he always wanted. After several successful
engagements in information technology industry, Christian is working for United
Nations, now passing the torch, and helping others fulfill their mission in life (overall
improvement from 6.278 to 8.899).

5.2. Laurel

Laurel has entered in the program in her 9 grade. Unbeknownst to us, a couple of years
prior entering the program, she was instrumental in identifying, then catching a thief
who was stealing artefacts from Romanian monasteries. The head monk at the
monastery where the thief was finally caught was so impressed with her display of
intelligence, and prowess, that he recommended her (and her sister) to enter in our
program.

Unlike most of our recipients, Laurel and her younger sister lived in the city. The
upside, better exposure to information and possibly better public schools, better access
to healthcare. The downside, higher cost of living, more pollution, and more health
challenges. Her dad worked for the monastery, in a rural area, at rural area wages, so
they were living below city living standards.

During high school, we encouraged Laurel to apply herself in sports as well, so she took
on rifle shooting, an Olympic sport. Shortly after, she became the National Champion
of Romania, Juniors and Seniors. Despite her success, and vastly improved physical
and emotional achievements, her emotional state saw fluctuations. Shooting is a very
demanding sport, with a lot of emotional pressure, and one needs to be extremely
balanced and centered in order to achieve wider success. We worked with Laurel on
improving her emotional fitness, and achieve more inner discipline. At the same time,
she got admitted, and on her own academic merits, to the most prestigious business
school in Romania, Faculty of Economic Cybernetics, Statistics and Computer Science,
ASE Bucharest.
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In this time of intense sports and academic competition, her financial needs grew, so
the cash stipend was adjusted accordingly, to include food, clothing, college textbooks,
as well as professional therapy, and necessary sports equipment. Her results have
improved and became steady, to the point that Laurel started to win international medals
on a regular basis. She is European champion in 2019 Air Rifle 10 m (individual event),
and European Champion in 2018 with the team. Also, 3rd place in 2019 with the team
at C.E. Also, Laurel won 1st place at the European Games Minsk 2019 Air Rifle Trial,
3rd place at the 2019 Air Rifle World Cup Final, 1st place at the World Cup in Munich,
Germany, and 1st place at the World Cup in Guadalajara, Mexico. She still holds the
European record in her discipline. Laurel represented Romania at Tokyo Olympic
Games in 2020, where she ranked in top 10. She is by far the only Romanian woman
athlete who has enjoyed this level of success in her sport.

Her achievements owe a lot to her newfound physical and mental fortitude, made
possible with by a modest (at times) basic-income stipend. Laurel scored high on trust,
health, goals, financial, and extracurricular activities. While she enjoyed success in
college, her sports achievements far outscored her scholastic ones. Her sport
achievements also brought Laurel financial stability, by having a stable job with the
Romanian Police Force, and perks that came with winning international gold. We are
looking forward to cheer for Laurel at the next Olympics in 2024, and inspiring new
generations of women in sport (overall improvement from 6.722 to 9.333).

5.3. Gabriel

Gabriel was born in an impoverished family. His parents divorced early, and Gabriel
was raised first by his father, who was still struggling with alcohol problems, then
moved briefly with his mother, and during adolescence stayed with a family of
neighbors. Not having a stable home left some emotional scars, but Gabriel was given
outside emotional help and support during this time, and was able to cope well with his
situation. He was very passionate about History and Geography, and applied himself in
many other fields, during his years in a small school from a remote village, where he
was shining brightly. However, being in an environment with virtually no competition,
he had a lot to catch up during college, which he did with great effort and dedication.
He chose to go to Law School, where he distinguished himself in many areas. He
graduated in 2019 with a Law Degree from one of the most prestigious universities in
Romania, and now he is clerking for a judge in Transylvania, while leading a team of
professionals.

Gabriel is currently enjoying a stable stream of income from his job with the Romanian
government administration, which it has given him the much-needed financial
sustainability. Aside from his academic achievements, his trust levels had shown a
significant boost since he entered the program, in the 5" grade. His emotional and
physical health have vastly improved, his goal setting and reaching have been at
highest levels since he understood the importance of our exogenous intervention.
Recently, Gabriel moved in with his fiancée, soon to be his wife, and they are looking
to start a family (overall improvement from 6.167 to 8.222).

Below is an example of assigned scores, and their powerful transformation experienced
through the Universal Basic Income program:
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Name Christian Laurel Gabriel

Trust In oneself 6.5 9 6

In others 6 6.5 55
Health Physical 6 9 7

Emotional 7 7 7
Goals Setting 5 5 6

Achieving 5 5 6
School/Work 9 8 9
Extracurricular 8 7 6
Financial 4 4 3
AVG 6.278 6.722 6.167
Name Christian Laurel Gabriel
Trust In oneself 9 9 8

In others 9 9 8
Health Physical 8 10 8

Emotional 9 10 8
Goals Setting 9 9 9

Achieving 9 9 9
School/Work 9 9 9
Extracurricular 9 10 7
Financial 9 9 8
AVG 8.889 9.333 8.222
Number of years in the program 9 9 10

6. Conclusions

In our research, we have analyzed what possibly counts as the longest running Universal
Basic Income program created by a non-governmental organization. This is a social
experiment running for more than fifteen years and counting. Aside from the obvious,
measurable effects, we would like to emphasize the apparently intangible benefits of
such programs, as the recipients have overwhelmingly shown improved mental health,
emotional stability, trust and confidence, strong goal setting, as well as the concrete,
tangible effects, like improved physical health, school grades, goal reaching in general,
as well as financial stability, which shows how the impalpable effects translate to the
real world, being properly monetized by the recipients. One important concept here is
building mutual trust, and confidence, which in turn has built self-confidence for the
recipients (Allas et al., 2020).

Universal Basic Income recipients invariably score high on improving mental (and
emotional) health, as well as developing trust in themselves, and institutions. This may
be one of the most important conclusions here, as the trust in governments has been
eroding considerably in the past years, and during the COVID-19 pandemic, and the
decreased levels of mental health are impacting our society as we see it today.

The 2022 Edelman Trust Barometer Global Report is showing the private, and the
voluntary sectors seen as ethical and competent, and effective drivers for positive
change. The gap between these two sectors is seen as shrinking, showing the two sectors
sharing more common goals, while the governments still have to catch up, at least in
public perception.

40



35
ETHICAL

NGOS AND BUSINESS
MUST ACT AS STABILIZING FORCES

(Competence score, net ethical score)

NGOs {3, 24)

Business (12, 14)
Business seon as 53 points mare
competent than govermment

|
e

[ Medin (18,3 — =
g COMPETENT

Government (-1, -12)

Figure 5. The gap between the private and voluntary sectors is shrinking
(Source: Edelman Trust Barometer Global Report, 2022)

What we see as a big drawback currently is the fact that UBI programs are mostly
considered “experiments”. People’s lives, however, are not “scientific experiments”,
and should be treated as such. A Universal Basic Income program needs to be
considered a long-term endeavor which addressed the needs of the people until these
needs are fulfilled.

Another important conclusion from our study is that, with proper training and
education, the recipients of such program will develop inner structures that allow them
to function autonomously and independently, as well as they can define their own
measure of success, and “graduate” from the program, without relying indefinitely on
outside help. The latter — alongside the poverty stigma - seems to be the biggest
impediment of defining and implementing successful long term basic-income
programs.

UBI is not only for people who are unemployed, or considered “poor” and “destitute”.
Vulnerability comes at many levels, and post-COVID emotional and mental health is
one of them. We live in an increasingly disconnected world, and UBI programs build
connections, and trust. With many economies slashing welfare, and health programs,
basic-income programs need to carefully consider mental and physical health
vulnerabilities of their future recipients, and extend the program beyond considering
income as the main eligibility factor.

Basic-income programs need to be indiscriminate in nature, not in monetary value.
Different people, even from the same family, have different needs. In order to see a
meaningful impact, instead of writing a blank check to everybody, a true UBI program
needs tailored for the monetary needs of the recipients. Within the same community
there are different needs, as well. Before starting any successful basic-income program,
there’s a need for a careful assessment of each recipient, at various levels (shown in our
study), then the monetary quantum allocated needs to be established appropriately from
individual to individual, coupled with non-monetary incentives, like financial literacy
programs, emotional and mental health support, and more that’s needed.

Another important aspect for a meaningful impact is to consider the growing needs of
the individuals, as they literally grow physically and emotionally, especially children.
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One important consideration to UBI programs is the fact the recipients’ level of trust
increases, whether in authorities, in organizations, or increases the bonds within the
members of the community. The need to feel supported, and the confirmation of such
support, can fulfill the needs of many UBI recipients not on a regular basis, but
punctually. Circling back to the four types of poverty, there are people in constant need,
and people in occasional need, and the level of basic-income offered to them is not only
different, but offered at different times in their lives.

6.1. Removing the stigma on poverty

Tackling the multidimensional poverty requires a Weberian analytic lens, and a
multidimensional approach to social stratification. In order to avoid the stigma of
handouts for children and their families, researchers advertised the basic-income as a
“merit scholarship”, although there were no scholastic criteria in the program. The
“merit scholarship” construct instilled a sense of appreciation among the young, and
pride among their parents. This was a way to help the recipients of the program, without
them feeling the least humiliated, or have their self-esteem suffer in any way.

We noticed early in our approach that poverty-associated shame, and its subsequent
emotional scars, could become serious impediments in setting up (and running) proper
basic-income programs. Whilst most onus has been narrowly placed on the material
condition of poverty, this condition further needs to be viewed as a potentially
damaging social relationship where the prevailing norm is marginalizing people
perceived as ‘poor’ from ‘mainstream’ society. Moreover, poverty has been reframed
for decades as a problem solely of the ‘poor’ themselves, rather than a byproduct of
social relations characterized by inequalities of wealth (Lister, 2003). Experiences of
stigma and shame are central to the disparaging process of poverty, which serve to
regulate relationships between ‘the poor’ and the wider society, including daily social
interactions, wider social representations of poverty and ‘the poor’ in everyday social
exchanges, and public and media discourses on poverty (Sutton et al., 2014). Reframing
poverty as a condition of individuals with needs that are yet unmet may contribute to a
better understanding of the problem, and a better solution, from which basic-income
programs can greatly benefit.

In alleviating poverty, we looked at monetary poverty and into growing the financial
capital. Also, we have looked into the nonmonetary poverty criteria such as health,
education, social security, and housing, and their equivalences in other capitals such as
human capital, intellectual, social and relationship capital, as well as the manufactured,
or the natural capital. Multidimensional poverty needs to be tackled from all sides, as
an investment in growing each form of capital. Poverty is a condition that needs to be
assuaged, period. The condition of being deprived of three social rights and having per
capita income below the extreme poverty line, also called extreme multidimensional
poverty, it is shared — according to United Nations (2022) by 1.2 billion people, or 15%
of our world population, in 111 developing countries. This only makes fulfilling
people’s needs more urgent. Ideally, their needs have to be met before the cycle of
poverty deepens, and before more people fall into poverty. Our interventions targeted
individuals who, on the surface, were ‘only’ cyclically, or usually poor. Yet during
difficult economic times, when rich get richer, poor get poorer, and the fine line to
extreme poverty gets crossed imperceptibly, yet definitively.
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In our basic-income program, researchers attempted to fulfill the needs of a various
population categories, from school age, to almost retirement age. The diversity and
range of the needs to be fulfilled called for a variety of measures and answers, tailored
for each recipient. This is just another criteria making this particular Universal Basic
Income program unique in the world.

6.2. Reframing the UBI

There is a distinct possibility that ‘universal’ in Universal Basic Income to constitute a
statement that conditions an egalitarian concept of distributing equal sums of money to
the UBI programs recipients. However, no two people have identical needs. As difficult
as it seems to be gauging people’s needs, this is highly required in order to ensure
correct measurements of the needs, and the impact of the program in fulfilling these
needs.

Researchers have determined a need for refining and reframing the Universal Basic
Income concepts, like emphasizing the various, and progressive needs of its
beneficiaries. Further considering the fact that a family living together is intrinsically
united, and not formed by disconnected individuals, the UBI needs to apply to
individuals living alone, or to families living together, equally. This is not a new
concept: Chicago School economist George Stigler argued in 1946 for a family-based
grant instead of an individual-based grant, combined with supplementary in-kind
benefits used on the side (Lehto, 2018).

Henceforth, the UBI concept could (and should) become altered to include family
structures, households, and implicitly all citizens, regardless of age, in necessary
amounts, which can be altered as needed.

There are more ways of rethinking the basic-income concepts, by considering new
constructs that express slightly improved notions, for equally improved perceptions. As
an example, in the light of reframing the poverty concept itself through the lens of
fulfilling of certain (basic) needs, and based on the aforementioned studies showing
great improvements of individuals in social-income programs, the Universal Basic
Income can be rethought as an ‘Universal Basic Achievement’ of all the individuals
impacted by the program.

A decade-old Princeton study on the effects of extra earnings on individual fulfillment,
show that the effects of income on the emotional dimension of well-being satiate fully
at an annual income of ~$75,000, following the principle of adaptation (Kahneman and
Deaton, 2010). Being aware of the transient pleasure in a sudden income raise,
researchers had to look for additional motivating factors in the areas of personal
achievements, making UBI more closely linked to long-term, overall wellbeing. For the
individuals scoring high on ‘Universal Wellbeing Achievements’, UBI became de facto
‘Universal Wellbeing Income’.

The interventionist researcher has decided to tackle the cycle of poverty through
education, proper healthcare, and financial sustainability opportunities. Poverty needs
to be viewed the same way as a pandemic that needs a cure at the global level, rather
than an individual problem pertaining to the ones deemed as ‘poor’, yet the cure needs
to be tailored more or less on the individual.
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Reframing the concept allows for creating better baselines, a better way of measuring
the needs, and means to fulfill these needs in a more impactful way. This in turn drives
the creation of a more powerful (and meaningful) set of tools for assessing these needs,
to meet the demand in a proper manner. It removes the stigma on poverty, and focuses
on people’s needs, it separates the needs from wants, and creates a better framework
for lifting 1.2 billion of the world’s poorest out of poverty, towards normal and decent
living conditions.

References

Allas, T., Maksimainen, J., Manyika, J., Singh, N. (2020) An experiment to inform universal
basic income, available on-line at https://www.mckinsey.com/industries/social-
sector/our-insights/an-experiment-to-inform-universal-basic-income

Alkire, S., Apablaza, M., Chakravarty, S. R., & Yalonetzky, G. (2017). Measuring chronic
multidimensional poverty. Journal of Policy Modeling, vol. 39, no. 6: 983-1006.
https://doi.org/10.1016/j.jpolmod.2017.05.020

Apostol, O., Makeld, H. & Vinnari, E. (2023) Cultural sustainability and the construction of
(in)commensurability: cultural heritage at the Rosia Montana mining site, Critical
Perspectives on Accounting, 102577, 10.1016/j.cpa.2023.102577

Baard, V.C., & Dumay, J. (2020) Interventionist Research in Accounting: A Methodological
Approach (Routledge Studies in Accounting) (1st ed.): Routledge.

Bebbington, J., Brown, J., & Frame, B. (2007) Accounting technologies and sustainability
assessment models. Ecological Economics, vol. 61, no. 2-3: 224-236,
https://doi.org/10.1016/j.ecolecon.2006.10.021

BIEN, 2023. Available on-line at https://basicincome.org/

Caamal-Olvera, C.G., Reynoso, L.H., & Rembao, L.I.L. (2022) Universal basic income: A
feasible alternative to move people out of poverty in Mexico? Journal of Policy
Modeling, vol. 44, no. 5: 1077-1093, https://doi.org/10.1016/j.jpolmod.2022.07.005

Callon, M., & Law, J. (2005) On Qualculation, Agency, and Otherness, Environment and
Planning D: Society and Space, vol. 23, no. 5: 717-733, https://doi.org/10.1068/d343t

Callon, M., & Muniesa, F. (2005) Economic markets as calculative collective devices
Organization Studies, vol. 26, no. 8: 1229-1250, doi: 10.1177/0170840605056393

Concern Worldwide US. (2022). Concern Worldwide, available on-line at https://www.
concernusa.org/what-we-do/cycle-of-poverty/

Cuckston, T. (2022) Accounts of NGO performance as calculative spaces: Wild Animals,
wildlife restoration and strategic agency, Critical Perspectives on Accounting, vol. 84:
102374, https://doi.org/10.1016/j.cpa.2021.102374

Defourny, J., & Nyssens, M. (2006) Defining Social Enterprise. In M. Nyssens, Social
Enterprise: At the Crossroads of Market, Public Policies and Civil Society (1st ed., pp.
3-27). Routledge.

Duclos, J., Tiberti, L., & Araar, A. (2013) Multidimensional Poverty Targeting, CIRPEE
Working Paper 13-39, available on-line at
https://papers.ssrn.com/sol3/papers.cfm?abstract id=2349771,
https://doi.org/10.2139/ssrn.2349771

Edelman  Trust Barometer. (n.d.,, 2022). Edelman, available on-line at
https://www.edelman.com/trust/2022-trust-barometer

Eurostat. (2017) Eurostat celebrates Romania, available on-line at
https://ec.europa.eu/eurostat/en/web/ products-eurostat-news/-/edn-20171201-1

Freeman, E.R. (2010) Strategic Management: A Stakeholder Approach, Cambridge University
Press.

Hilgevoord, J., & Uffink, J. (2016) The Uncertainty Principle, The Stanford Encyclopedia of
Philosophy, available on-line at https://plato.stanford.edu/entries/qt-uncertainty/
Johnson, A.K., & Groze, V. (1994) The Orphaned and Institutionalized Children of Romania.

Journal of Emotional and Behavioral Problems, no. 2; 49-52.

44


https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2349771

Kahneman, D., & Deaton, A. (2010) High income improves evaluation of life but not emotional
well-being. Proceedings of the National Academy of Sciences, no. 107: 16489-16493.

Lehto, O. (2018) Basic Income Around the World: The Unexpected Benefits of Unconditional
Cash Transfers, Adam Smith Institute.

Lister, R. (2003) Poverty, Cambridge: Polity Press.

Lukka, K., & Wouters, M.J. (2022) Towards interventionist research with theoretical ambition,
Management Accounting Research, vol. 55: 100783,
https://doi.org/10.1016/j.mar.2022.100783

Maldonado, M.I.G., & Corbey, M. (2016) Social Return on Investment (SROI): A review of
the technique, Maandblad voor Accountancy en Bedrijfseconomie, vol. 90, no. 3: 79-86,
https://doi.org/10.5117/mab.90.31266

McCulloch, M., & Ridley-Duff, R. (2019) To profit or not to profit? That is the wrong question,
In: 7th EMES International Research Conference on Social Enterprise, Sheffield, 24-27
Jun 2019, available on-line at https://emes.net/publications/conference-papers/7th-
emes-conference-selected-papers/to-profit-or-not-to-profit-that-is-the-wrong-question/,
EMES International Research Network

Nicholls, A. (2009) ‘We do good things, don’t we?’: ‘Blended Value Accounting’ in social
entrepreneurship, Accounting Organizations and Society, vol. 34, no. 6-7: 755-769,
https://doi.org/10.1016/j.20s.2009.04.008

Nicholls, A. (2010) The Institutionalization of Social Investment: The Interplay of Investment
Logics and Investor Rationalities, Journal of Social Entrepreneurship, vol. 1, no. 1: 70-
100, https://doi.org/10.1080/19420671003701257

O’Dwyer, B., & Unerman, J. (2008) The paradox of greater NGO accountability: A case study
of Amnesty Ireland, Accounting Organizations and Society, vol. 33, no. 7-8: 801-824,
https://doi.org/10.1016/j.a0s.2008.02.002

Power, M. (1996) The audit explosion, London: Demos

National Audit Office — NAO (2022) Successful commissioning toolkit. What are third sector
organisations and their benefits for commissioners? available on-line at
https://www.nao.org.uk/successful-commissioning/introduction/what-are-civil-society-
organisations-and-their-benefits-for-commissioners/

Sen, A. (1999) Development as Freedom, New York: Alfred Knopf, p. 87

Sutton, E., Pemberton, S., Fahmy, E., & Tamiya, Y. (2014) Stigma, Shame and the Experience
of Poverty in Japan and the United Kingdom, Social Policy and Society, vol. 13, no. 1:
143-154, https://doi.org/10.1017/s1474746413000419

United Nations. (2022) 2022 Global Multidimensional Poverty Index (MPI). Human
Development Reports, available on-line at https://hdr.undp.org/content/2022-global-
multidimensional-poverty-index-mpi#/indicies/MPI

Ureche, A. (2022) The role of third sector organizations in creating collaborative socio-

economic development frameworks in rural areas. In International Scientific
Conference IFRS: Global Rules and Local Use — Beyond the Numbers (10th ed.).
Metropolitan University Prague, Anglo-American University, Prague.

Vilcea, C. (2014) Differences in the socio-economic development of the rural space in the
south-west Oltenia development region, Romanian Review of Regional Studies, vol. X,
no. 1: 89-96

World Bank Group (2022) Fact Sheet: An Adjustment to Global Poverty Lines. World Bank,
available on-line at https://www.worldbank.org/en/news/factsheet/2022/05/02/fact-
sheet-an-adjustment-to-global-poverty-lines

World Bank  Group  (2023)  Poverty.  Overview, available on-line at
https://www.worldbank.org/en/topic/poverty/overview

World Population Review (2023) Countries with Universal Basic Income 2023, available on-
line at https://worldpopulationreview.com /country-rankings/countries-with-universal-
basic-income

Kaplan, R.S. & Norton, D.P. (2004) How strategy maps frame an organization’s objectives,
Financial Executive, vol. 20, no. 2: 40-45

45



Trend of Sustainability Indicators in Russian Energy
Companies
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Abstract: The conflict between Russia and Ukraine, the energy crisis, the increase in
energy prices, and the worries about how energy use will affect climate change make
the topic of energy more interesting. The first question of this research is: What is the
trend of sustainability indicators in Russian energy companies? For answering the
question, we used sustainability reports, from 2021 of three Russian companies in the
energy field: Gazprom, Rosneft, and Lukoil. The companies selected for our study are
very important not just for Russia, but for entire energy field, because those tree
companies are in a top 15 of Leading oil and gas companies worldwide based on net
income as of 2022, more precisely Gazprom is on the first place, Rosneft on the seventh
place and Lukoil on the nineth place (Statista, 2023). From the sustainability reports
we extracted several important sustainability indicators that reveal if the evolution in
time is positive, meaning less harmful for the environment, or negative, meaning more
harmful for the environment compared to the previous year. The findings reveal that,
overall, in 2021, the adverse effects on the environment were less pronounced than in
2020. The significance of this paper is to explore the progress of the transition to a
clean environment from a sustainability perspective using indicators from
sustainability reports. This paper offers an in-depth review of the indicators used in
corporate sustainability reports by companies in the energy field.

Keywords: Sustainability indicators, sustainability reports, trend, energy, Russia.

1. Introduction

Since the war between Ukraine and Russia came with many issues for Europe, the oil,
gas, and in general energy subjects become more important since Russia is a big
supplier. This war generated increased ambitions and reinforced policies in Europe to
accelerate clean energy transitions and reduce reliance on fuel imports. Starting from
the information that oil and gas extraction was higher in 2021 than it was in 2020, we
are wondering what impact it has on the environment. The first study question is: What
is the current trend of sustainability indicators in Russian energy companies? For our
purpose we used sustainability reports from three Russian energy corporations,
Gazprom, Rosneft, and Lukoil. Those tree companies chosen for our study are critical
not only for Russia but for the worldwide energy sector. We selected numerous critical
sustainability indicators from the sustainability reports that reflect whether the
development in time is positive, meaning less damaging to the environment, or
negative, meaning more harmful to the environment in comparison to the previous year.
The data show that, overall, the negative effects on the environment were less
pronounced in 2021 than in 2020.
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Energy markets started getting tighter in 2021 due to an array of circumstances,
including the unusually swift economic recovery following the pandemic, but this
situation deteriorated dramatically with the war between Russia and Ukraine in
February 2022, resulting in a full-blown global energy crisis (IEA — International
Energy Agency, 2022).

Even when businesses adhere to the strictest GRI guidelines and use assurance
practices, a study of the environmental reports of businesses operating in
environmentally sensitive sectors revealed that disclosed data are frequently ambiguous
and inconsistent with GRI standards (Turzo et al., 2022). The financial crisis and its
detrimental repercussions on the world economy generated a need for transparent
corporate reporting (Dragu and Tiron-Tudor, 2013), from both financial and
nonfinancial reporting. Clearly, climate change is strongly linked to the chosen
paradigm of sustainability, the time frame of the future energy system, and energy needs
(Belyakov, 2019).

2. Literature review

2.1. Sustainability reporting

Beginning with the fiscal year beginning January 1, 2017, organizations situated in the
European Union must comply with the European Directive 2014/95/EU on the
publishing of non-financial and diversity information by certain important enterprises
and groups (Dumitru et al., 2017). Nonfinancial reporting is the manner by which a
company informs stakeholders about the social, environmental, and economic
implications and performance of its past and current operations (Milu and Hategan,
2021). Even though conciseness is a general property of auditors’ opinions stated
through audit reports, in the case of non-financial data, a more extended form of the
assurance report can help improve report dependability, given the absence of obligatory
reporting standards (Dumitru and Guse, 2016). An informative non-financial report
should cover both good and negative influence on the environment where the firm is
headquartered, the company’s environmental and social statistics, and the link to
sustainable development (Nichita et al., 2020). The reports prepared by the economic
entities during the pandemic period, will serve a dual purpose: the public ones, which
aim at financial and non-financial reporting, will help increase investor confidence in
what the trades shares, and the confidential ones, which are intended for management,
will assist in making relevant decisions (Calu and Nichita, 2020).

Companies that wish to adopt the IIRF or the GRI 4 should keep in mind that certain
information must be present in their reports in order to be compliant with the Directive’s
requirements, more precisely, if the company adopts the GRI 4, managers should be
aware of the need to include information on the business model and on the Respect of
Human Rights, and if the company has adopted the I1IRF, detail on Policies and Due
Diligence and on anti-corruption (Manes-Rossi et al., 2018). In accordance with the
Global Reporting Initiative (GRI), Sustainability Reports are practices of measuring,
disclosing, and being accountable to internal and external parties for business
performance toward the sustainable development objective (Eugénio et al., 2022).
Worldwide, there have been a number of bankruptcies as a result of poor governance
and disclosures (Buallay and AlDhaen, 2018). Different audiences, especially
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stakeholders who need to make more informed business decisions, are interested in the
non-financial information offered by companies from various economic sectors
(Bartoszewicz and Szczepankiewicz, 2022). Non-financial reporting’s content is still
developing; thus, it needs to be clarified in terms of information perimeter, data
measurement, analysis, and audit (Bychkova et al., 2022). There is a lack of research
on auditing professionals’ perspectives of non-financial reporting and its assurance, and
the most of those studies give limited focus to the assurance component (Eugénio et al.,
2022).

Despite the fact that the topic of non-financial information reporting first developed in
the 1970s, 90% of the publications have been published in the last decade, indicating
researchers’ interest and the topic’s growing importance in the recent 10 years (Grueso
Gala and Camisén Zornoza, 2022). Non-financial reporting differs from financial
reporting in a few ways: its introduction is required depending on whether the firm
serves the public interest, as well as its subject matter includes economic indicators but
also social ones (Filyppova et al., 2021). All businesses should place a high priority on
respecting and caring for the environment as they conduct themselves as ethically
responsible corporate entities in accordance with the principles of sustainable
development founded on environmental protection, respect for others, and the desire
for future generations to be able to equally benefit from the planet’s natural resources
that are maintained in good condition (Artene et al., 2020). Understanding how the
planning techniques employed in monopoly must evolve to take the new deregulated
environment into account is becoming more and more important as more utility markets
are deregulated and competition is introduced (Dynera and Larsen, 2001). In the EU’s
internal market, the wholesale price of electricity is directly related to the price of gas,
which is largely imported (Council of the European Union, 2022). EU countries are
working together and closely coordinating their efforts to safeguard the EU’s energy
supply and limit the impact of high energy prices on consumers and the economy
(Council of the European Union, 2022). The European Union (EU) Action Plan on
Financing Sustainable Growth (2018) and the EU Green Deal (2019) are both aimed at
developing a common taxonomy and ensuring a more accordant flow of standardized
information from enterprises to shareholders and other parties involved (Kateifides,
2022). On average, non-financial disclosure raises the value of the company (Chauhan
and Kumar, 2018). Lungu et al. (2016) included in their investigation 186 papers
published by Romanian authors, i.e., 155 articles published by Romanian writers in
worldwide databases and 31 articles published by Romanian writers in Thomson
Reuters indexed journals published between 2011 and 2015, demonstrating a high level
of interest in CSR (corporate social responsibility) issues in the mentioned period
(Lungu et al., 2016). CSR practices are applied in 2018, by a large number of BSE-
listed firms in a variety of economic sectors, and companies are encouraged to reconcile
social and environmental duties with profit via social responsibility (Simionescu and
Dumitrescu, 2018).

The preparation of CSR reporting relies heavily on the unique expertise of its authors
for both quality and improvement (Guse et al., 2016). The triple bottom line (TBL)
concept asserts that it is a reporting mechanism that aims to motivate firms to pay more
focus on the overall impact of their commercial activities rather than simply their
financial results (Robins, 2006). The inclusion of social effect in different measurement
methods is insufficient, and the Triple Bottom Line idea offers little to improve the
measurement of social bottom lines (Sridhar, 2012). Overseas investors prefer to invest
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in firms that provide more ESG-related disclosure, particularly disclosure linked to
firm-level governance, but local investors, who possess a relative informational
advantage over foreign investors, react less to ESG-related disclosure (Chauhan and
Kumar, 2019). Due to its integrated reporting framework, which defines it as a “best in
class” nation for NFR, South Africa offers a different empirical context (Stolowy and
Paugam, 2018). Growth companies and index constituents in the United States are less
likely to report CSR/sustainability data, whereas firms in the European stock index that
operate in environmentally sensitive industries, have high capital intensity and good
CSR performance, are bigger and have better financial results are more likely to do so
(Stolowy and Paugam, 2018). Disclosure could reduce a company’s cost of capital
through a variety of channels, resulting in higher share value and faster growth (Refait-
Alexandre et al., 2009). National governance packages enable businesses to emphasize
or de-emphasize specific internal governance capabilities based on external governance
processes provided by national institutional elements (Kim and Ozdemir, 2014).

While social and environmental accounting research has a long history in accounting,
the EU Directive on NFR opens the door to new practice-driven opportunities to
develop accounting research (La Torre et al., 2020).

Accountability is an important element for creating trust in the context of corporate
reporting and is emerging as a common theme connecting recent research on the EU
Directive (La Torre et al., 2020). As previous evidence indicates that few enterprises
report on sustainability risks and policies, and the ones that do report do not reveal
complete, trustworthy, and comparable details that partners consider appropriate, the
European Commission proposed a Corporate Sustainability Reporting Directive in
2021 (Eugénio et al., 2022).

Less than half of managers (45%) intend to introduce new ESG funds, despite the fact
that in the year 2022 almost nine out of ten institutional investors (88%) think asset
managers ought to be more proactive in improving new ESG products (PwC, 2022).
The enterprise can change information to create it complicated for stakeholders to
utilize by creating it too vast or sophisticated (Refait-Alexandre et al., 2009).
Greenhouse gases are those that retain heat in the atmosphere (EPA-United States
Environmental Protection Agency, 2023). According to Dumitru et al. (2017), past
regulation, local institutional features, ownership, industry, and auditors all influence
the quality of non-financial indicator disclosures.

2.1. Energy

Even if energy is never used outside of a particular context or activity, a lot of research
and analysis is supported by the discursive technique of treating it like a significant
topic in and of itself (Shove and Gordon, 2014). In recent years, energy consumption
analysis has been important to the political and economic debates on climate change
and global warming (Pablo-Romero et al., 2022). In 2019, energy accounted for 77.01%
of greenhouse gas emissions, with transportation making up over a third (European
Environment Agency (EEA), 2018).

Oil exploration through to garage forecourt operation, traffic control, and driving itself

all require the continuous, relatively faithful reproduction of a whole set of variably
interconnected processes (Shove and Gordon, 2014).

49



It appears to be a self-evidently sensible area that can be safely followed without
worrying about causing a hornet’s nest of uncomfortable questions about the
sustainability or otherwise of current constellations of practice (Shove and Gordon,
2014).

In 2021, Russian natural gas imports via pipeline and LNG (liquified natural gas)
amounted for about 40% of total EU natural gas consumption (BP, 2022). In 2021,
Russian oil imports accounted for 25% of total EU imports and Russian coal imports
will account for 20% of total EU coal energy consumption (BP, 2022).

Due to the significant slowdown in economic activity, global greenhouse gas emissions
decreased in 2020 by around 4,5 percent compared to 2019, releasing the equivalence
of 50 billion tons of carbon instead of 52 billion (Gates, 2021). The project of
convincing people to meet current needs with fewer resources is one that can be applied
to all situations (Shove and Gordon, 2014).

Russia and Ukraine, the two biggest members of the Commonwealth of Independent
States, in 1996 used 83% of the main energy source for the area (Eberhard et al., 2000).

Steam power, followed by electricity and gas, replaced traditional fuels including wood,
candles, and animal power, so this decreased the chance of fires, improved indoor air
quality and increased house comfort during the winter, and it also decreased the risk of
health risks related to animal excrement (Wilkinson and Markandya, 2007). Globally,
substantial differences in energy usage between rich and developing countries must be
addressed in the coming years, with connected effects on water use (Gleick, 1994).

3. Research questions and aims

Due to global dependency on Russian energy and the fact that the rising prices of energy
affected all activities, including daily activities of people. The motives for the second
research question emanates from the topic of the development of alternative ways to
obtain energy, ways that are less harmful to the environment. The research question is:
What is the trend of sustainability indicators in Russian energy companies? The purpose
of this paper is to see if the adverse effects on the environment are less or more
pronounced from one year to another.

4. Research methods

The data came from a content analysis of annual sustainability reports of companies
analyzed. Our study is a “two-wave longitudinal study”, and it entails gathering data
from the sustainability indicators at two distinct moments in time. For this retrospective
study, we collected data from moment 1, the year 2020, and moment 2, the year 2021.

The descriptive research method was used. Secondary data is collected to analyse the
trend of sustainability indicators. The sources for sustainability indicators of the
companies included in this paper were the sustainability reports for 2021 from all 3
entities. Descriptive research statistics were employed in the study to evaluate and
comprehend the existing level of corporate involvement in reducing their negative
environmental effects. We used sum, percentage, and mean to analyse the research
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questions. We calculated percentages from two points in time, 2021 with 2020, for
comparing how the data has changed over this period. This helped us identify trends
between the variables being measured.

We compared the sustainability indicators for the year 2021, with those for the previous
year, 2020. We measured and compared the following sustainability indicators: Total
environmental protection expenditures (RUB million), Waste generation (tons),
Pollutant emissions (tons), Water discharge into surface water bodies (million cubic

meter), CO2 equivalent GHG emissions (million metric tons) and Green investments
(RUB million).

5. Research results and discussions

The information from subchapters 5.1, 5.2, and 5.3 is collected from the enterprises’
websites.

Based on net income of 2020, the leading oil and gas companies worldwide are: on the
first place Gazprom from Russia, on the second Petrobras from Brazil, on the third place
is Exxon Mobil from the US and on the fourth place is Shell from the UK. The company
Rosneft is in seventh place and Lukoil is in nineth place.

Leading oil and gas companies worldwide based on net
income as of 2022 (in billion U.S. dollars)

Gazprom, Russia S 35 03
Petrobras, Brazil msssss—— 30.09
Exxon Mobil, U.S. s 05 74
Shell, UK e 21.56
Chevron, U.S. s 2(0.51
Total S.A., France nEE————— 17.26
Rosneft, Russia e 15.84
PetroChina, China m—— 15 43
Lukoil, Russia m—— 13.87
ConocoPhillips, U.S. mm 12 .86
Sinopec, China* e 11 .44
Equinor, Norway mmm 1]1.42
CNOOC, China mssssm 10.51
Eni SpA, Italy mm 899
Reliance Industries Ltd, India = 7.77

Companies
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Figure 3. Leading oil and gas companies worldwide based on net income as of

2022 (in billion U.S. dollars)
(Source: Statista, 2023; author’s research)
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5.1. Gazprom

Gazprom’s operations include all forms of exploration, drilling onshore and offshore
wells, producing, processing, and transporting hydrocarbons, building and upgrading
oil & gas facilities, developing the market for natural gas or vehicles, and building and
upgrading oil & gas facilities.

The business was founded in 1998 as a joint venture between Gazprom, Zarubezhneft,
and Stroytransgaz called Zarubezhneftegaz to develop their interests in international
projects. After purchasing the partners in 2007, Gazprom changed the name of its 100%
affiliate to Gazprom Zarubezhneftegaz JSC and began conducting business in
Venezuela, Central and Southeast Asia, India, on behalf and in the name of Gazprom.
Incorporated in the aforementioned nation the same year (2007), Gazprom Netherlands
B.V. additionally served as Gazprom’s external representative in areas where Gazprom
Zarubezhneftegaz was not active. Due to this, the same work was eventually performed
by two essentially separate businesses.

It was obvious in the late 2000s that Gazprom’s project operations overseas needed to
be organized by creating a single dedicated company. It was intended to take on the
necessary financial, professional, and technological capacity to execute upstream
projects abroad and to offer single-window lean management. The decision to transfer
this obligation to Gazprom P International was taken on February 4 of that year. This
was followed by a three-year merger between Gazprom P International and Gazprom
Zarubezhneftegaz.

At present, nearly 40 projects of different sizes are being worked on by Gazprom EP
International, which works in nearly 200 countries on three continents. The major
initiatives are located in Algeria, Bangladesh, Bolivia, Libya, Uzbekistan, Vietnam, and
the UK, Danish, and Dutch North Sea regions. The business is currently in discussions
to start initiatives in a number of other nations.

The main duties and goals of Gazprom EP International include ownership and
management of subsidiaries engaged in prospecting, exploring, and developing
hydrocarbon areas outside the Russian Federation; looking for, analyzing, and
purchasing new petroleum assets in the majority of oil and gas producing regions of the
world; handling projects and keeping an eye on operational activities; and representing
Gazprom prior to overseas private and state-owned petroleum firms (Gazprom, 2023).

Electricity and heat energy revenue of Gazprom worldwide

The revenue of Gazprom from electricity and heat energy increased by 24% from 2016
to 2021, more precisely with 113.8 billion Russian rubles, from 481.70 in 2016 billion
Russian rubles, to 595.50 billion Russian rubles in 2021 (Statista, 2023).

For Total environmental protection expenditures, Gazprom had an increase of 5% in
2021 compared to 2020. From waste generation, the impact was positive compared to
2020, with a decrease of 6 %. For Pollutant generations there was a negative impact
compared to 2020, with an increase of 2 %. For water discharge into surface water
bodies, the impact was negative with an increase of 24%, compared to 2020. For CO2
equivalent greenhouse gases (GHG) emissions the impact was negative, compared to
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2020, with an increase of 16%. For Green investments, the impact was positive with a
huge increase of 433%.

700
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Figure 4. Electricity and heat energy revenue of Gazprom worldwide from 2016
to 2021 (in billion Russian rubles)
(Source: Statista, 2023)

Table 1. Gazprom indicators
Gazprom sustainability indicators 2020 2021 % Change Net Effect Impact
Total environmental protection

. . 34,441 36,303 105% 1,862.59 Positive
expenditures (RUB million)
Waste generation (tons) 3,229,830 3,046,590 94% -183,240  Positive
Pollutant emissions (tons) 2,445,660 2,506,310 102% 60,650 Negative
Water discharge into surface water &, 3,225 124% 61466  Negative
bodies (million cubic meters)
CO; equivalent GHG emissions 210.3 243.3 116% 32.96 Negative
(million metric tons)
Green investments (RUB million) 13,987.2 60,529.6  433% 46,542.42  Positive

(Source: Gazprom, 2022; author’s research)
5.2. Rosneft

The largest publicly traded oil firm in the world and the leader of the Russian oil sector
IS Rosneft. It contributes 6% to the world’s oil production. Hydrocarbon prospecting
and exploration, oil, gas, and gas condensate production, offshore field development
projects, refining, and sales of petrochemicals in Russia and abroad are among the
company’s primary activities. The Company is listed among Russia’s strategic
businesses. BP Russian Investments Limited owns 19.75% of its shares, QH Oil
Investments LLC owns 18.46%, and the Federal Agency for State Property
Management owns one share on behalf of the state, which is represented by
ROSNEFTEGAZ JSC, the company’s largest shareholder with 40.4% of the company’s
shares. The Company’s main goals and objectives are to develop hard-to-recovery oil
reserves, produce efficiently from mature fields, increase production through new
projects in Eastern Russia, increase gas production through a highly effective long-term
sales portfolio, and increase margins across the entire value chain. One of the biggest
independent gas producers in Russia.

The history of the domestic petroleum sector and Rosneft Oil Company are intimately
linked. The enterprises were first mentioned as being a part of Rosneft at the end of the
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19th century. For instance, the investigation of Sakhalin’s oil fields began in 1889.
When new oil and gas resources were being fully developed in the Soviet era, Rosneft
Oil Company’s fundamental assets were set up. The majority of the petroleum business
was privatized in the 1990s. The state enterprise Rosneft, which was reformed in
September 1995 as Open Joint Stock Oil Company Rosneft, had been in charge of
managing the petroleum assets that were still under state control. In terms of oil
production volume, Rosneft led the Russian oil companies in 2005 with a total output
of 74.6 million tons. Stocks of Rosneft were initially listed on the London Stock
Exchange in 2006 (Rosneft, 2023).

Table 2. Rosneft sustainability indicators
ROSNEFT sustainability indicators 2020 2021 % 2021-2020 Impact
Total environmental protection

. L 31,428 31,177 99% -251 Negative
expenditures (RUB million)
Waste generation (tons) 15,197,000 5,849,000 38% -9,348,000 Positive
Pollutant emissions (tons) 1,521,000 1,341,000 88%  -180,000 Positive

Water discharge into surface water
bodies (million cubic meters)

CO_2_equ1vale_nt GHG emissions 809 727 90% 820  Positive
(million metric tons)

Green investments (RUB million) 44,3434 54,7353 123% 10,391.90 Positive
(Source: Rosneft, 2022; author’s research)

133,674 130,387 98%  -3,287.00 Positive

For Rosneft, Total environmental protection expenditures decreased by 1% in 2021 compared
to 2020, meaning 251 RUB million. The waste generation had in 2021 a huge positive impact
on the environment compared to 2020, being with 62% lesser, more precisely with 9,348,000
tons less than in 2020. Pollutant emissions were less by 12% in 2021 compared to 2020. Water
discharge into surface water bodies decreased by 2% compared to 2021, more precisely
this was lower with 3287 million cubic meters. The Company has constantly carried
out a number of organizational, technical, and investment initiatives to upgrade
treatment facilities at Group Subsidiaries in an effort to minimize this possible impact
(Rosneft, 2022). CO2 equivalent GHG emissions indicator was better in 2021 compared to
2020, because it decreased by 10%. Green investments had a positive impact on the
environment being higher by 23% than in 2020, meaning 10,391.90 RUB million.

5.3. Lukoil

The word “LUKOIL” is a combination of the first initials of the names of the cities of
Langepas, Urai, and Kogalym, which are the locations of the company’s principal oil-
producing subsidiaries. One of the biggest oil and gas vertically integrated businesses
in the world, Lukoil is responsible for over 2% of global crude production and roughly
1% of the world’s proven hydrocarbon reserves. For almost 30 years, LUKOIL has
been one of the world’s top producers of crude oil and gas, as well as refiners of
petroleum products and petrochemicals. Each day, billions of people around the world
purchase their products and utilize them to improve the quality of their lives.

(Lukoil, 2023)

For Lukoil, Total environmental protection expenditures decreased with 5% in 2021
compared to 2020, meaning 1056 RUB million. Waste generation had a positive impact on
the environment in 2021 compared to 2020, being with 5% lesser, more precisely with 113,000
tons less than in 2020. Pollutant emissions had a negative impact on the environment with
an increase of 8% compared to 2020. Water discharge into surface water bodies had a
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huge negative impact with an increase of 30%, and we found that those numbers are
without the sea. CO2 equivalent GHG emissions indicator was better in 2021 compared to
2020, because it decreased with 5%. Green investments represent the best indicator in 2021,
with an increase of 79%, meaning 15 RUB million.

Table 3. Lukoil sustainability indicators

LUKOIL sustainability indicators 2020 2021 %  2021-2020 Impact
Total environmental protection 0 .
expenditures (RUB million) 22,440 21,384  95%  -1,056.00 Negative
Waste generation (tons) 2,178,000 2,065,000 95% -113,000  Positive
Pollutant emissions (tons) 395,000 425,000 108% 30,000 Negative
Water d_|scharge into syn_‘ace water bodies 162 210 130% 48 Negative
(excluding the sea) (million cubic meters)

CO; _equwalent GHG emissions (million 437 15  95% 216 Positive
metric tons)
Green investments (RUB million) 19.0 34.0 179% 15.00  Positive

(Source: Lukoil , 2022; author’s research)
5.4. The sustainability indicators of Gazprom, Lukoil and Rosneft 2020 and 2021

In 2021, the firms assessed have favorable overall sustainability metrics. Waste
generation dropped and green investments grew for each organization. The total amount
spent on environmental protection grew by 1%, or 555.59 RUB million. The impact on
waste generation was higher on the positive side, falling by 47% in 2021, or 9,644,240
tons less than in 2020. Pollutant emissions dropped by 2%, or by 89,350 tons, from
2020 to 2021. Water discharge into surface water bodies dropped also by 2%, or by
2,624.34 million cubic meters. The indication that had a negative effect was the increase
in CO2 equivalent GHG emissions in 2021 over 2020 of 7%.

Table 4. Sustainability Indicators of Gazprom, Lukoil and Rosneft

Indicators 2020 2021 %  2021-2020 Mean Impact
Total environmental
protection expenditures 88,308.66  88,864.25 101 555.59  88,586.46 Positive
(RUB million)
Waste generation (tons) 20,604,830 10,960,590 53 -9,644,240 15,782,710 Positive
Pollutant emissions (tons) 4,361,660 4,272,310 98 -89,350 4,316,985 Positive

Water discharge into surface
water bodies (million cubic ~ 136,446.78 133,822.44 98 -2,624.34 135,134.61 Positive
meter)

CO; equivalent GHG

emissions (million metric 334.87 357.47 107 22.60 346.17 Negative
tons)

Green investments (RUB

million) 58,349.55 115,298.87 198%  56,949.32 86,824.21 Positive

(Source: Author’s research)
6. Conclusions

Our investigation focuses on a few important Russian energy corporations. The
companies analyzed in this paper, Gazprom, Rosneft, and Lukoil, are included in the
top 15 biggest oil and gas companies worldwide based on net income as of 2022
(Statista, 2023), more precisely Gazprom is in first place worldwide with 35.93 billion
U.S. dollars, Rosneft on seventh place with 15.84 billion U.S. dollars, and Lukoil on
the ninth place with 13.87 billion U.S. dollars.
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For each company, Waste generation decreased and Green investments increased.
Overall, the sustainability indicators of the enterprises analyzed are positive in 2021,
meaning that the negative impact on the environment was lower than it was in 2020.
The indicator with a negative impact was COz equivalent GHG emissions that increased
in 2021 by 7% compared with 2020. Total environmental protection expenditures
increased by 1%, more precisely with 555.59 RUB million. The waste generation had
the higher positive impact, meaning that it decreased by 47%, more precisely in 2021
it was lower with 9,644,240 tons than in 2020. Pollutant emissions decreased by 2%,
meaning that were lower with 2,624.34 million cubic meters in 2021 than in 2020.

This research contributes to the literature on the subject of sustainability indicators in
Russian energy companies and for positive results on the environment, it could be a
marker for energy companies to follow the same actions taken by those companies. The
findings are expected to be valuable to academics and practitioners interested in
corporate sustainability reporting and sustainability indicators This study offers deep
evaluations of the indicators used in sustainability reporting by energy firms.

The limitation of this research is the small number of entities analyzed and we could
not exclude the human mistakes that could have occurred due to manual work and due
to the complexity of the sustainability reports analyzed. Although the “two-wave
longitudinal study” can provide some insights into modifications over time, it might not
offer as much depth or nuance as an investigation with more periods. We couldn’t rule
out the possibility of human error as a result of manual work.

Further research could extend period on time and could analyze the influence of the war
on sustainable indicators of Russian energy companies, but also on financial indicators.
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Abstract: The purpose of this study is to analyze the relationship between values and
leadership as reflected in the accounting narratives. The paper draws on the case of a
female CEO in the oil and gas industry that was involved in the transformation of a
privatized company, OMV Petrom. During her tenure the company became the largest
oil and gas producer in South-East Europe. However, her reign was not free of
challenges. Following a contested change in ownership that lacked transparency, the
company underwent a restructuring process that involved major layoffs. In addition, the
2008 economic crisis and the2014 oil price crisis negatively impacted corporate
performance. As such, we analyzed the transposition of personal values in accounting
narratives using a narrative rationality lens. Themanagerial discourses published
between 2006 and 2017 were assessed in order to analyze thevalues in-use. The results
suggest that the personal values of the CEO are further transposed incorporate actions,
although being in a limited format. The longitudinal analysis revealed a lack of
coherence between stories, influenced by contextual factors.

Keywords: Narrative paradigm, leadership, values, discourse.

1. Introduction

The purpose of this study is to analyze the relationship between a CEQO’s personal
values and their leadership as reflected in corporate accounting narratives. Previous
research documents the major influence that values have on the beliefs and behavior of
individuals (Gordon, 1996 cited by Hood, 2003). In a corporate context, CEOs tend to
imprint their personal value system onto their organization (Enz, 1988). As a CEO’s
value system can trigger specific behaviors in their employees (Carpenter et al., 2004)
and even become inspirational within their organization (Hood, 2003), the personal
values of a CEO play an important role in the processes and outcomes of the
organization they lead (Hambrick and Mason, 1984).

The paper draws on the case of Mariana Gheorghe (MG), a female CEO in a
traditionally male dominated industry, oil and gas. Between 2006 and 2018, MG led
the transformation of the largest oil and gas producer in South-East Europe, OMV
Petrom, from being a socialist state company into a private firm with a listing at the
London Stock Exchange. Constantly emphasizing the value of business ethics, she
implemented state-of-the-art business practices, European regulations and standards, as
well as principles of corporate governance and social responsibility, while having had
to navigate OMV Petrom through a major restructuring process and a number of severe

! Corresponding author: Department of Accounting and Auditing, Bucharest University of Economic
Studies, 6 Piata Romana, 1st district, Bucharest, 010374 Romania. Tel: +4021 319 19 00; email address:
maria.sandulescu@cig.ase.ro
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crises (Agiu, 2022; Lupu and Sandu, 2017). The manifold challenges and turbulences
of MG’s twelve-year reign, and her commitment to value-based leadership qualify this
case to study how a CEO’s personal values feature in corporate accounting narratives.

In turn, this study adopts a narrative perspective as its analytical lens (Fisher, 1984),
and identifies MG’s personal values from a wide range of publicly available interviews
with her. Analyzing how these values are expressed in her letters to shareholders as
featured in OMV Petrom’s annual and sustainability reports, we assess the coherence
of her storytelling as CEO. We find that her personal values feature prominently in her
organization’s corporate narratives. However, we observe a lack of narrative coherence
especially during organization’s phases of crisis. We therefore conclude external
factors, which are no under control of the CEO, may be a driver for narrative
inconsistencies.

This paper contributes to our understanding of how a CEO integrates her values in the
company’s corporate narratives by demonstrating that values shape the managerial
actions. Moreover, our research also speaks to Upper Echelon research. While this
research often uses proxies, to identify and analyze top management values (Boal and
Hooijberg, 2000), our study demonstrates how leadership values and their effect on the
organization can be studied more directly. In addition, by analyzing the personal values,
as proclaimed by the storyteller, we contribute to previous research on narrative
rationality by analyzing the coherence with the self.

The next section introduces our research framework and design. Section 3 then
introduces the focal CEO of the study and contains the analysis of her personal values.
Section 4 discusses how these values are reflected in the organization’s annual reports.
The final section concludes the paper.

2. Research framework and design

According to Fisher (1984) humans are storytellers. Their discourses can be regarded
as “stories competing with other stories constituted by good reasons” (Fisher, 1984, p.
2). As humans are “valuing, reasoning beings” (Fisher, 1994, p. 23), the meaning,
validity and truth of “good reasons” can be assessed in any narrative context that
features historical, cultural, biographical and characterological dimensions, such as
interviews, letters, or other private andpublic documents (Fisher, 1984, 1994).

Narrative rationality describes the process used to assess an individual’s values and
their reasoning, by drawing on the concepts of fidelity and coherence (Fisher, 1994). In
this context,fidelity refers to the identification of an individual’s values as explicitly or
implicitly conveyedby a story of theirs, including its context and related reasoning.
Coherence asks if an individual’s value expressions are consistent, by comparing and
contrasting value expressionsacross different stories they tell.

Our narrative rationality analysis proceeded as follows. First, we collected and analyzed
13 interviews with the focal CEO that were available online, in a video or text format.
These materials were studied with regard to fidelity, in order to identify the CEO’s
espoused values.Initially, both authors analyzed the interviews for the expression of
values and agreed that family stood out most prominently across all interviews. Hence,
these values constituted the fidelity of the focal CEO, which is discussed in the
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following section 3. Second, we collected all of the CEQ’s letters published in 12 annual
and 4 sustainability reports of OMV Petrom assigned by the CEO between 2006 and
2017. Conceptualizing these elements of the corporate narrative as the CEO’s stories,
they were analyzed to identify the CEO’s ‘values in-use’ (Meglino and Ravlin, 1998).
By juxtaposing the espoused values with the values in-use, both over time and across
topics, we assessed the coherence of the focal CEO’s narratives. The corresponding
results feature in section 4.

3. Portray of a female CEO: Mariana Gheorghe

Family is the most important value for Mariana Gheorghe, as she attributes her
professional successes mostly to the continuous support provided by her loved ones.

Family is the most important value for me. Without my family I could not have
done everything | have done. Without the understanding, love, and support of
my husband, especially (Nicolae, 2007).

During her time with the European Bank for Reconstruction and Development she lived
in London, with her son and husband, and found the support provided by the wider
family invaluable.

My father-in-law and my parents stayed with us for six months to help us.
Everyone was with us so that we could face the “London” adventure. (...)
They all helped me a lot. Without them, | wouldn 't have succeeded (Nicolae,
2007).

This indicates that MG perceives her personal and professional life as deeply
interwoven and may also explain why she projects her personal values on her
professional environment, making Petrom ‘this project of mine’ (Nicolae, 2007).

As a mother, MG knew about the importance of being a role model for your own child,
and sheadopted that mindset to Petrom, her “second child” (Eugenia Voda, 2014), as
the following quotes suggest:

We all need a society, a framework in which to live and work, and this society
must inspire us and give us the power to live and work as well as possible,
with as much satisfaction as possible. (...) And I think that I work for a
company that can be a model for the younger generation, precisely because
of some of the features that fit the qualities of a model company (Junior
Achievement Romania, 2010).

Based on this understanding of leadership, MG nurtured a strong sense of mentorship
and people development, which she promoted as ‘professional excellence’ in Petrom’s
code of conduct:

Professional excellence ensures lasting success. We learn, we perform, we
succeed. Continuous learning, high performance and personal commitment
are the sources for our professional excellence. We strive to achieve
excellence in expertise, processes and leadership. We concentrate on our
goals and find synergies to ensure we are amongst the frontrunners in the
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market. Our aim is to foster professional development to generate long-term
profitability (Petrom, 2008).

MG frequently emphasized the significance of her employees to remind the public that
they are the center of corporate management at Petrom:

The role of a manager, or perhaps even more, of a leader, is to identify the
potential of each team member, so that they can contribute every day, using
their capabilities and skills to the development of the business and to increase
its performance (Capital, 2015).

Consequently, MG consistently attributed the positive corporate results to the collective
contribution of the Petrom “family’.

We all know that success in a business, and especially a business as big as
OMV Petrom, does not depend on one person. It is the result of the
performance of the entire team, making great and continuous efforts to
achieve a level of performance (Capital, 2015).

As a result, when analyzing on the sources of corporate success, for MG people come
first, before financial and material resources:

Here we are today, in 2015, having a company with a solid business, but also
the perspective of a [bright] future, the result of great efforts, both human,
managerial, and investment. We have spent more than 11 billion over the past
10 years to bring the company and its prospects to where we are today.

4. Mariana Gheorghe’s value-based narratives in Petrom’s annual
reports

2006-2009

Following privatization, Petrom entered a restructuring and modernization program,
supported by major investments of RON 17,306 mn between 2006 and 2009 while the
financial performance started to improve. From a loss of RON 974 mn in 2004, the
company reached RON 2.285 mn in 2006. Within Petrom’s corporate narratives, MG
echoed her ideas and vision of family. She attributed the positive financial performance
outcomes to internal factors (Aerts and Tarca, 2010). Particularly, the success of the
company was attributed to factors such as the ‘responsible approach’, ‘consistency of
our strategy’ and ‘determination to reach our objectives’. This further reflects her strong
belief that hard work and passion lead to success (e.g., Nicolae, 2007; Junior
Achievement Romania, 2010; Capital, 2015).

2006 is the second year in a row in which the company shows a strong
performance. This proves our responsible approach, the consistency of our
strategy and our determination to reach our objectives (Petrom, 2006).

One of the steps towards the company’s sustainable success entailed investments in

employees’ professional development. By rolling out programs for their skills
improvement the company sought to increase its own efficiency (Capital, 2015). In turn,
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corporate success may enhance the employees’ motivation ‘to continue, to make efforts,
to do more and better, to be successful (Junior Achievement Romania, 2010).

None of these objectives can be achieved without the essential contribution
of the most important resource, the people. We invested in our employees’
development and we will continue to constantly roll out such programs
(Petrom, 2006).

The 2008 economic crisis generated a steep decrease in the oil price which was reflected
in a subsequent decrease of 43% in the net profit. However, in her letter, MG
highlighted the benefits of the restructuring and modernization programs and attributed
the operational achievements to internal factors. The use of the words ‘more
importantly’ further supports theidea that for MG people come first before the influence
of other internal causes.

These results were possible due to a considerable investment effort, which
rose to reach record levels of over RON 6 bn in 2008, 68% higher than the
previous year, exceeding all our investment obligations stemming from the
privatization contract. More importantly, these achievements were the result
of the high level of commitment of our employees, supported by the
continuous transfer of know-how from OMV Group (Petrom, 2008).

However, in 2008 the side effects of the restructuring process and its layoffs, started to
materialize. As such, several litigations were initiated by former and current employees
that negatively influenced the financial results of the company.

Still, the past year was a year of mixed results as achievements recorded in
2008 were overshadowed by the high level of one-off items booked
throughout the year: provisions for litigations and restructuring (...) Among
the above-mentioned one-off items, the provision Petrom had to book for
litigations initiated by former and current employees, conspicuous by its
considerable size — RON 1.3 bn - had the largest negative impact on the
Company s results. The litigations are based on differing interpretations of
several clauses included in Petrom’s Collective Bargaining Agreement
regarding the granting of some bonuses previously included in the base salary
(since 2003). Thus far, Petrom has taken all possible actions and committed
all necessary resources to defend against the lawsuits and also to prevent a
further increase in litigation (Petrom, 2008).

In order to ‘prevent a further increase in litigation’, the company sent a letter to its
employees. Particularly, for those who won certain amounts of money in court, they
recommended to reimburse the money to Petrom, and to those who have lawsuits
pending, to give up legal action (Mediafax, 2009).

According to a press release made in 2009 by Petrom, the final number of the employees
should reflect the needs and development of the company (PRO TV, 2009). The
selection process of the family members entailed major layoffs, but it was followed by
a change in organizational culture and professional development. The next quote from
an interview highlights MG’s vision related to the impact of the restructuring process.
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We will continue the reorganization even further to reach the desired level of
productivity. Petrom has a plan to increase the company’s competitiveness
gradually and this inevitably leads to layoffs. For all cases compensatory
payments are given and employees are helped to find new jobs (Ziarul
Financiar, 2009).

The benefits of the restructuring process are also related to ‘the quality of people’
(Junior Achievement Romania, 2010), a characteristic that is highly appreciated by
MG.

The restructuring and reorganizations that we are pursuing will deliver
increased effectiveness and efficiencies in the years to come. We have
committed to the introduction of a management culture based on
performance, which will further improve our management capability to deal
with the increasingly complex and demanding marketplace of the future
(Petrom, 2009).

In spite of the restructuring dispute, the letters to shareholders published in 2008 and
2009 emphasize the respectful attitude towards all employees and the
acknowledgement of their efforts.

We are committed to treating every employee with respect, providing a safe
and quality working environment, and offering the means for continuous
professional and personal development (Petrom, 2008).

2010-2013

The last quarter of 2010 marked the stabilization of the Romanian economy following
the negative impact of the financial crisis in 2008. Moreover, the oil price increased by
28% compared to the levels recorded in 2009 and favorably influenced the performance
of the company as profit increased by 156%. The results were further allocated to the
contribution ofthe management team and of the employees. Through the use of
enhancements (Aerts and Tarca, 2010), MG creates a contrast between the ‘weak
economic environment’ and family’s contribution to success.

First and foremost, 2010 was an important milestone in Petrom’s strategic
path towards becoming a leading integrated energy player in Southeastern
Europe. It was also a proof of management s ability to adapt and successfully
steer the company through challenging market conditions (...) Moreover, our
focus on streamlining operations and strict cost management enabled us to
deliver a strong set of results, in spite of a weak economic environment (OMV
Petrom, 2010).

In 2011 the oil price increased by 40% and remained favorable until 2013. Although
the oil price has a major influence for Petrom, as its most important business segment
is exploration and production, MG highlights the family’s input. The same tendency was
documented in otherreports as well. Although this may be considered as biased (Aerts
and Tarca, 2010), it can be justified by her strongbelief in the power of the family.
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We look back at 2011 as a year of outstanding operational performance and
strong financial results for Petrom, albeit with some external challenges. This
was a result of high investment efforts, effective cost and operational
management but also supportive crude prices. With the great commitment of
our employees, we continued to deliver on our strategic direction of
leveraging Petrom’s integrated business model as a key element to value
creation. To this end, we successfully pursued our efficiency enhancement
programs and continued to streamline our operations (OMV Petrom, 2011).

During this period, MG reiterated the company’s commitment towards continuous
investmentsin employees’ professional development as this approach can further
ensure the sustainable growth of the company.

In doing so, we will focus on maximizing the performance potential of our
people, and to strengthen the organization and its management (OMV
Petrom, 2010).

2014-2017

The year 2014 witnessed the rapid decline in the oil price, which halved in the last
semester. The same pattern was followed by the profit, which decreased by 56% as
compared to the peakrecorded in 2013. However, the same year marked the celebration
of 10 years since OMV Petrom’s privatization. In her letter, MG mainly focused on the
achievements recorded during this period as a result of the restructuring and
modernization programs implemented by the company.

In 2014, we celebrated 10 years since OMV Petrom’s privatization, one of
the largest privatization deals in Romania. The journey has been challenging,
but we have achieved the complex and successful transformation of a state-
owned company, in what is a strategic sector for Romania’s economic
growth. OMV Petrom is now a modern, competitive and successful European
player and a stable pillar of the Romanian economy. Today, we cover around
40% of Romania’s oil, gas and fuel supply and we continue to explore for
onshore and offshore resources, in order to ensure our necessary energy
needs are met in the future. Since privatization, the organization has
undergone a significant restructuring and modernization program adjusting
to changing business needs, strengthening the management and its people.
From a traditional state-owned company, facing challenges such as
underinvestment, obsolete assets, inefficiency, bureaucracy and debts, we
have transformed to become a sustainable and high-performance company,
relevant for Romania and the region (OMV Petrom, 2014).

In her view, the changes initiated by the management in the past ensured the
transformation of OMV Petrom into a leader of the industry. Drawing on past
achievements, MG provides assurance that the ‘decisive actions’ of the management
team will help the company to further address the challenges of the market.

After ten years of profound transformation and a good track record in

achieving our strategic goals, | believe OMV Petrom has a strong foundation
to cope with the current market downturn. The turbulent market conditions
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experienced since mid-2014 have continued in early 2015, and we have taken
decisive actions to better control our investments and costs. These measures
are expected to support our efforts to maximize the integrated value of our
company, to continue business optimization and allow us to position
ourselves for future growth (OMV Petrom, 2014).

The year 2015 witnessed another drop in the oil price. Although it used hedging
instruments, the company recorded its first loss following privatization. However, MG
tried to emphasize the family’s efforts to counteract the negative influence of the
external factors.

2015 was a challenging year for the global oil and gas industry, with oil prices
continuing to drop significantly. Our organization has responded swiftly to
the weak market fundamentals through intensified cost optimization
programs and scaled back investments, which allowed us to maintain a strong
balance sheet and protect our cash flow position (OMV Petrom, 2015).

Although the financial performance was negatively affected by the economic
downturn, MG devoted a close attention to ensuring a safe working environment for
her family members.

Firstly and most importantly, safety across all our operations improved
further, evidencing our commitment to apply high standards of health and
safety for our own employees as well as contractors’. Combined LTIR
employees and contractors decreased to 0.30 from 0.33 in 2013 (OMV
Petrom, 2014).

In 2016 the oil price recorded the lowest level in the entire period of analysis. The
financial performance of the company improved, and this was further allocated to the
family’s quick adaptation to challenging conditions.

In this context, we achieved several strategic milestones, while on the
operational side, we delivered on important objectives. We further
capitalized on our integrated business model, showing resilience in our
results. Our swift reactions to challenging market fundamentals continued.
As the CEO | am proud of the successful implementation of cost optimization
programs that have led to a reduction of approx. RON 500 mn in operational
costs in 2016 versus 2015, on top of a similar amount saved in 2015 versus
2014 (OMV Petrom, 2016).

Moreover, in October the company was listed at the London Stock Exchange. Unlike
the previous years when MG constantly mentioned the contribution of employees to
corporate success, the company’s commitment to invest in their professional
development and apply highstandards of health and safety, the focus switched to the
needs of the current and potential investors. Particularly, MG’s discourse emphasized
the future perspectives of the company. Inaddition, the company’s objective ‘to offering
an attractive dividend to our shareholders’ was mentioned twice in the same letter
(OMV Petrom, 2016).
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We will enhance our efficiency and integration, maximize our Upstream
portfolio’s potential, pursue growth opportunities that Romania still offers
and expand our regional footprint. We shall do so by leveraging the power of
our people and assets, with sustainability at the core of our business and
embedding technology and innovation in our daily operations (...). For our
shareholders we are committed to deliver an attractive dividend, while
maintaining a strong balance sheet (OMV Petrom, 2016).

The segregation of the family and the transition to a business language was more
prominent in the last letter signed by MG in 2017. The farewell included no explicit
reference to the employees and their support across time. The same observation was
documented in the letter included in the sustainability report issued in 2017.

Finally, since this is my last letter to you in my capacity as CEO of OMV
Petrom, | have a few farewell comments. Over my twelve years at the helm of
the company, | am proud and honored to have played a part in transforming
OMV Petrom into a robust, dynamic, internationally competitive and highly
profitable company and in defining its current 2021+ strategic directions.
During this period, the company went through two major industry downturns
and one financial crisis. | truly believe the organization has become much
more mature and can now benefit from a new generation of leadership. In
this context, let me welcome Christina Verchere, an exceptional professional
who is joining OMV Petrom after having spent over 20 years in the industry,
including in leadership positions at BP in the UK, the USA, Canada, and the
Asia-Pacific region. | wish her and the Executive Board team all the best in
successfully steering this great company into the future (OMV Petrom, 2017).

5. Concluding discussion

The results suggests that the personal values of the CEO are further transposed in
corporate actions, although being in a limited format. As such, the longitudinal analysis
revealed a lack of coherence between stories, as a result of contextual factors.

This paper contributes to previous literature by demonstrating how a female CEO
integrates her values in the company’s corporate narratives. While Upper Echelon
research used mainly proxies for values (Boal and Hooijberg, 2000) we seek to
contribute to this stream of literature by analyzing the espoused values of a CEQ. In
addition, by analyzing the personal values, as proclaimed by the storyteller, we
contribute to previous research on narrative rationality by analyzing the coherence with
the self.
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Abstract: Idea: This article investigates the increasing significance of the
sustainability orientation in corporate operations, as well as the function of non-
financial reporting (NFR) in providing information about social, ethical, and
environmental aspects of a particular organization. Additionally, the article explores
the possible benefits of sustainability reporting, such as improved reputation, in
addition to the company’s ability to contribute to the sustainable development goals.
Data and tools: The present literature review explores the influence of non-financial
reporting (NFR) on the decisions of various stakeholders, such as investors, companies,
governments/regulators, accountants and auditors, employees, and the general public.
The adoption of NFR is discussed from the perspective of each stakeholder group,
highlighting the positive and negative implications. What’s new? Companies are now
mandated to disclose information on environmental, social, and governance (ESG)
concerns, as the article indicates that non-financial reporting has evolved into an
essential component of corporate reporting. However, the lack of a consistent reporting
methodology and assurance has raised doubts about the quality of NFR and its ability
to generate comparable data. So what? It is essential to be aware that the Corporate
Sustainability Reporting Directive (EU) 2022/2464 imposed new disclosure obligations
on businesses, according to the size of the company, the number of employees, and the
revenue it generates. This regulation aims to increase the consistency and reliability of
sustainability reporting within the European Union. It also reflects the central role of
sustainable strategies within the operations of businesses. Contribution: This article
highlights the importance of sustainability reporting in increasing stakeholder
participation, safeguarding business reputation, and working toward achieving the
sustainable development goals. It explores the challenges and opportunities involved
with non-financial reporting and specifies the necessary components of sustainability
reporting frameworks.

Keywords: Non-financial ~reporting, sustainability reporting, Corporate
Sustainability Reporting Directive, European Union, ESG performance.

1. Introduction

A mindset focused on sustainability in the day-to-day operations of a business is
gradually becoming vital for corporate survival. An increasing number of businesses
are aware of the potential benefits that could be gained by doing so. Information
regarding the social, environmental, and ethical impacts of a firm is referred to as non-
financial information (NFI). By using such information, stakeholders can assess not
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only the long-term survival of the organization but also the potential risks and
opportunities it faces (Venturelli et al., 2022).

A comparative analysis of non-financial reporting (Kristofik et al., 2016) found that it
has the potential to meet the needs of stakeholders, improve the company’s reputation
and brand value, and serve as a tool to achieve the sustainable development objectives.
These benefits can be gleaned from the fact that sustainability reporting has the role of
meeting the needs of various stakeholders. The ability of the non-financial report to
satisfy the requirements of stakeholders is the source of numerous positive aspects. NFI
disclosures are a lens on environmental, social, and governance aspects (commonly
known as ESG), which have become essential components of sustainability reporting
over the course of recent years.

In recent years, reporting on topics other than financial performance has become an
integral aspect of the reporting process in organizations. This change occurred as a
result of the increasing importance of such reporting. Businesses are forced to comply
with an increasing number of regulations and standards that require them to disclose
information regarding environmental, social, and corporate governance concerns. On
the other hand, the quality and assurance of NFI is frequently questioned due to the
absence of a defined reporting framework and methodology. This is the case even
though NFI is frequently used. Investors, securities regulators, and financial markets
are concerned about the NFI’s capacity to justify the ‘sustainability’ attribute of
business strategies (Aureli et al., 2020).

Directive 2014/95/EU, also known as the Non-Financial Reporting Directive, is an
important legislation enacted by the European Union (EU) in 2014. The aim of this
directive is to enhance transparency and sustainability in the corporate sector. It requires
large companies (“public-interest entities”) to disclose non-financial information, such
as environmental impact, social responsibility, and corporate governance practices. The
directive emphasizes the significance of integrating ESG considerations into business
strategies and decision-making processes. By promoting NFR, it enables stakeholders,
including investors, employees, and the public, to gain a comprehensive understanding
of a company’s environmental and social performance. This directive plays a crucial
role in fostering responsible business conduct and promoting sustainable development
within the EU.

According to Directive (EU) 2022/2464, environmental considerations for a
corporation must take into account its carbon emissions, the quantity of resources it
consumes, and the manner in which it handles its waste. Examples of social aspects
include a company’s interactions with its employees, customers, and suppliers, as well
as with communities affected by the activities of that company. Social aspects also
include the communities that are impacted by the activities of the company. In the
context of an organization’s performance and sustainability goals, the phrase
‘governance considerations’ refers to the administration and monitoring of an
organization, including the company’s internal controls and regulations. When
reporting on topics other than finances, companies must strike a delicate balance
between the need to be transparent and the desire to provide information that is relevant
to the readers (Venturelli et al., 2022).
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A better understanding of the long-term risks and prospects of a company can be
achieved by integrating environmental, social, and governance (ESG) factors into
finance research (Arif et al., 2022). When assessing the ESG performance of
companies, a comparative study of sustainability reporting is an important tool that
should be used (Dumitru et al., 2017). By comparing the sustainability reports of
various companies, stakeholders can receive insight into how organizations address
sustainability concerns, the efficacy of their sustainability policies, and how they
compare with their industry counterparts. This can be accomplished by contrasting the
numerous sustainability reports submitted by firms (Dragomir et al., 2022).

Previous literature has not provided a literature review of the advantages and
disadvantages of NFR for different categories of stakeholders. This is a gap in the
literature that the present article seeks to address. We provide an up-to-date literature
review of the factors that influence non-financial reporting (NFR) for various
stakeholders, such as investors, companies, governments/regulators, the general public,
accountants and auditors, and employees. The regulatory setting refers to the European
Union after 2017, the first year of adoption of Directive 2014/95/EU. The origins of
NFR are discussed in this article, as well as the effects that legislation has had on the
organization’s ability to release information and fulfill its responsibilities. In addition,
the article evaluates the positive effects of mandatory NFR on the ESG performance of
firms and analyzes how companies might benefit from national laws and European
directives on this matter.

The structure of the present research is as follows. Based on a review of the recent
literature, this article offers insight into the factors that influence NFR practices among
various stakeholders, each discussed in a dedicated section. At the end of the article, we
include a presentation of the implications of the new Corporate Sustainability Reporting
Directive on the strengthening of sustainability reporting within the European Union.

2. Advantages and pitfalls of NFR for investors

Disclosures related to environmental, social, and governance (ESG) can help financial
analysts make better decisions by providing them with information that is helpful for
the preparation of profit projections (Chouaibi et al., 2021). In the field of sustainable
finance, ESG is also considered a fundamental concept. In recent years, an increasing
number of investors and analysts have realized the need to factor non-financial
considerations into investment decisions, bringing increased attention to ESG factors.
These variables include environmental, social, and governance (ESG) factors (Arif et
al., 2022). Sustainability considerations are applied to the task of assessing the effects
that an organization’s activities have on society and the natural environment.

NFR is able to provide information on how an organization operates in terms of the
economic, social, and environmental dimensions of sustainable development.
Furthermore, NFR assists the company in creating a comprehensive picture of
organizational performance (Venturelli et al., 2022). This can help investors and other
stakeholders evaluate a firm’s commitment to sustainable practices and the influence
that the company has on the community at large.

Supplying potential and present investors with accurate and reliable data on a
company’s non-financial performance can reduce information asymmetry in the capital
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market. This is accomplished through the process of non-financial reporting and has the
potential to make the company more appealing to investors, to optimize its financing
costs, and to raise its value. NFR also has the potential to increase the transparency of
company activities, which in turn can increase investor trust (Caputo et al., 2019).

ESG data can be used by financial analysts to recognize risks and opportunities that are
not reflected in conventional financial statements. This information is used to adjust
future earnings forecasts, taking into account the possibility of regulatory hazards, and
to locate investment opportunities. Disclosures about ESG factors can also shed light
on the quality of management, the strength of the company’s relationships with its
stakeholders, and the company’s ability to manage social and environmental risks and
opportunities.

Disclosures of ESG factors provide sustainability information to financial analysts and
investors for use in decision making. Financial analysts can have a better understanding
of the long-term prospects of a firm and support more educated investment decisions
when they incorporate ESG aspects into their analyses (Arif et al., 2022). According to
Kristofik et al. (2016), investors can consider certain businesses as more attractive
investment opportunities when they assess a strong commitment to sustainability. On
the other hand, investors will avoid a riskier investment if a business falls behind its
rivals in terms of how well it addresses sustainability challenges.

The value of NFI has increased in recent years for investors and other decision makers
who are looking to make informed decisions. However, the lack of uniformity,
dependability, and comparability of the NFI presents a problem for the users in
question. Researchers (Stefanescu, 2022) have come to the conclusion that the reported
information on non-financial factors is not sufficiently comparable or credible, and that
there is no universal definition of NFI and no reliable ESG reporting system. Due to the
lack of standardization, data comparison and interpretation presents challenges for
investors and financial analysts.

Businesses do not report all non-financial data that consumers consider to be necessary,
and many companies report data that users do not consider to be relevant. Because of
this, it is difficult to compare the performance of different companies in a meaningful
way. Aluchna et al. (2022) emphasize that the voluntary approach to NFI reporting
damages its credibility and can result in inconsistent and insufficient reporting by
enterprises. By regulating CSR reporting, the European Union can help reduce the flaws
of voluntary reporting, improve the quality of reporting, and boost the legitimacy of
corporate sustainability policies. This can also connect the non-financial performance
of a firm with the financial outcomes, which can provide investors with a more thorough
picture of the holistic performance of the organization (Zarzycka and Krasodomska,
2022).

To overcome these challenges, companies should conduct the NFR in a more structured
format and obtain assurance for their reports. Companies are under increasing pressure
from investors, regulators, and the securities markets to improve the quality,
comparability, and credibility of their NFI. Businesses have a responsibility to report
as much NFI as necessary while simultaneously avoiding NFR that is not relevant or
serves a greenwashing purpose (Kurpierz and Smith, 2020). Assessment of double
materiality (societal and financial impact) is crucial in this regard (Baumdller and Sopp,
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2022). This would make the NFI more comparable and reliable, which in turn would
boost its utility for investors and other stakeholders (Kristofik et al., 2016).

For investors and other stakeholders, the absence of standardization, dependability, and
comparability of the NFI is a considerable challenge. A more structured and
standardized reporting and assurance model is required to improve the quality of NFI
and its usefulness. To build a common definition and reporting structure for NFI,
companies, regulators, and other stakeholders will need to bring together knowledge
and technical resources (Venturelli et al., 2022).

3. Companies’ contribution to the credibility of ESG disclosures

Recent studies (Arif et al., 2022) claim that environmental, social, and governance
(ESG) disclosures act as a tool to reduce information asymmetry, increase investor
confidence, and improve organizations’ communication with internal and external
stakeholders. According to the findings of Aureli et al. (2020), the mandatory NFI has
the potential to improve both the quality of the reporting and its credibility. It can also
limit the use of environmental, social, and governance disclosure as a strategy for
legitimation, considering that businesses have a tendency to modify the Global
Reporting Initiative (GRI) indicators to make them fit their own legitimacy needs
(Aluchna et al., 2022). According to the NFRD, companies are free to select both the
manner in which they disclose information and the subject matter of those disclosures
(Stefanescu et al., 2020).

ESG factors can have an effect on the performance, reputation, and brand value of an
organization, all of which have the potential to affect the organization’s financial
performance. For example, if a company has a poor track record in environmental
protection, it can be subject to regulatory fines and reputational harm. Both factors can
have a negative impact on the company’s financial performance, in the present and in
the future (Arif et al., 2022).

According to the findings of several studies, environmentally sensitive industries are
more likely to provide comprehensive social and environmental disclosure (Aureli et
al., 2020; Manes-Rossi et al., 2018). Voluntary NFR, on the other hand, can be a barrier
to comparability and open the door to symbolic practices that can undermine the
credibility of ESG data (Aureli et al., 2020). As a result, mandatory disclosure
requirements and standards can make it easier for business managers to fulfill their
obligations to provide consistent and reliable information to their stakeholders about
the company’s efforts to address environmental, social, and governance concerns (Arif
etal., 2022).

According to Kristofik et al. (2016), the process of performing due diligence (as
stipulated in ESRS 1, para. 62-63) can be of assistance to firms in determining the areas
of their sustainability performance and establishing improvement objectives and
priorities. The performance of an organization’s sustainability efforts can be compared
with that of its peers, and the resulting information can be used to determine areas where
the organization can improve and develop sustainable strategies. However, if the ESG
reporting framework is too extensive and complicated, it can cause stakeholders to
become confused (Aureli et al., 2020) and miss important information on sustainability.
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Significant expenses are incurred throughout the compilation of the NFI (Venturelli et
al., 2022). Businesses must choose the reporting scope, ratios to disclose, and
presentation formats (Kristofik et al., 2016). Doing so is a difficult and time-consuming
process. As the pressure on companies to report more NFI increases, it may become
difficult for managers and accountants to strike a balance between the need to disclose
information and the desire to maintain a positive image for the company. Companies
could also respond to this challenge by only disclosing the positive aspects of their ESG
performance while concealing the negative aspects of their performance (Aluchna et
al., 2022). This practice has the potential to create an inaccurate picture of a company’s
performance and undermine the credibility of sustainability reports.

Companies have a propensity to disclose only favorable information about their
environmental or social performance, which can result in an overly favorable public
image (Aluchna et al., 2022). Furthermore, businesses tend to adapt and change GRI
indicators according to the legitimation interests they have at any moment (Aluchna et
al., 2022). A reporting framework that is flexible can make it more difficult to achieve
harmonization and compare different types of non-financial information. Additionally,
regulation alone is insufficient to guarantee the successful and meaningful
implementation of rules and standards, since the personal values and beliefs of
managers play a significant role in the adoption of practices related to sustainability
(Lombardi et al., 2022).

The information that is reported would become more consistent and comparable if NFR
was mandatory. This could lead to an improvement in the quality of disclosures (Arif
et al., 2022). The importance of mandatory disclosure requirements was demonstrated
by the slow but steady progress that Romanian companies have been making in
reporting and disclosing non-financial sustainability indicators (Belenesi et al., 2021).
However, the increase in overall reporting quality after the introduction of mandatory
sustainability reporting suggests that such disclosure can be beneficial for companies,
their stakeholders, and the environment. NFI disclosures are still voluntary in countries
that are not part of the EU (Arif et al., 2022; Ottenstein et al., 2022).

4. The role of governments and regulators in advancing NFR

Mandatory disclosure of non-financial sustainability indicators has the potential to
solve the problem of information asymmetry, to enhance the credibility of
environmental, social, and governance (ESG) data, and to mitigate concerns regarding
corporate legitimacy (Beck et al., 2017). The European Commission (EC) has
developed a framework to assist large companies in meeting the requirements of the
EU Directive for Non-Financial Reporting (NFR) and to ensure that their respective
reports are consistent and comparable. According to the percentage of companies in
Europe’s 50 largest by market capitalization that comply with regulations, NFR should
be required for all of Europe’s publicly traded companies (Manes-Rossi et al., 2018).

Report comparability is an important qualitative attribute of the NFI because it supports
the development of reporting standards and guidelines at the international, national,
industry, or micro level. As a result of this, stakeholders can assess the degree to which
companies report on different aspects of sustainability, such as human rights,
environmental impact, and corporate governance (KriStofik et al., 2016). This
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information can then be used to develop sustainability analytics that help stakeholders
in sustainable decision making (Belenesi et al., 2021).

This is despite the fact that regulation does not always result in an improvement in NFR
quality (Caputo et al., 2019; La Torre et al., 2020). Researchers have raised concerns
about the inefficiency and inability to improve the quality of NFR in relation to the
Non-Financial Reporting Directive (NFRD). It was argued by Stefanescu et al. (2020)
that the NFRD does not impose sanctions for its non-implementation, which may cause
businesses to operate in an unregulated environment. Furthermore, Caputo et al. (2019)
discovered that early adopters of the Directive’s legal requirements had less compliance
difficulties than late adopters.

The reporting requirements of the Directive have been criticized for being static and
traditional, and there is no specific guidance regarding which frameworks and
guidelines should be used for non-financial reporting. This has led to criticism of the
reporting requirements of the Directive. Samani et al. (2023) pointed out that the
Directive and its reporting requirements have a long way to go before they can
harmonize NFR and achieve information comparability in Europe. The adoption of a
flexible reporting framework calls into question the ability of the Directive to achieve
the goal of harmonization and comparability of non-financial information.

Researchers have advocated for the implementation of mandatory disclosure rules
backed by stringent enforcement measures in order to enhance the quality of non-
financial disclosure. Aluchna et al. (2022) argued that if companies were required by
law to disclose information related to ESG issues, those companies would limit their
reporting practices to the bare minimum required for compliance. Ottenstein et al.
(2022) found that regulations do not have a significant effect on reporting quality and
that the NFRD has not improved reporting quality. Furthermore, they found that the
NFRD has not improved the reporting quality.

5. Enhancing the credibility of NFR for the general public

There are multiple interpretations of the company’s commitment to environmentally,
socially, and economically responsible growth. Caputo et al. (2019) emphasize the
significance of enhancing the transparency of a company’s operations as a means of
reducing information asymmetry in the stock market (Aluchna et al., 2022).
Additionally, mandatory NFR has the potential to improve the overall quality of
sustainability reporting and the company’s credibility in the eyes of investors (Aureli
et al., 2020). When NFI is included in company reports, it can increase transparency on
social and environmental issues and provide a fuller picture of organizational
performance (Sierra-Garcia et al., 2018). Moreover, mandatory NFI can facilitate the
provision of accurate and consistent information regarding ESG issues (Arif et al.,
2022). With its extensive history of advancing NFI best practice, GRI will facilitate the
transition to sustainability in organizations (La Torre et al., 2020). In conclusion, NFR
is an essential instrument for enabling organizational change for sustainability and
increasing public awareness, thus elevating the importance of ESG issues within the
organization (Aluchna et al., 2022).
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6. The evolving role of accountants and auditors in relation to NFR

The realization that the quality of the NFI should be comparable to financial data is the
source of the pressure placed on the industry. Investors are increasingly incorporating
ESG data into their deliberation processes. To support their investment decisions, they
require non-financial information that is of high quality, reliable and comparable. The
importance of the NFI in determining whether a company will be resilient and
sustainable in the long term has also been recognized by markets and financial
regulatory bodies.

One of the many advantages of the NFRD is that it allows stakeholders to conduct
comparative analyses of ESG data. This enables companies to evaluate their own
performance in relation to that of their rivals (Kristofik et al., 2016). Integrated reports,
which consolidate both financial and non-financial data, are becoming increasingly
popular among organizations, which is another advantage. This trend results in
disclosures that are clearer and more concise (Manes-Rossi et al., 2018). Additionally,
auditing firms are adapting their service offerings to provide limited assurance in a
variety of fields that are outside the scope of the statutory audit (Krasodomska et al.,
2021).

However, the NFRD has several drawbacks, the most significant of which is the
absence of standardization in the process of external verification of non-financial
statements. This lack of standardization leads to the publication of reports that cannot
be compared with one other (Kristofik et al., 2016; Stefanescu et al., 2020).
Additionally, the NFRD does not require stringent disclosure rules or a minimum
amount of information that must be disclosed, resulting in ambiguity about what
constitutes material information (Stefanescu et al., 2020). A second issue is that the
information provided in such reports can be inadequate, inaccurate, biased, subjective,
or manipulative (Caputo et al., 2019).

To mitigate the effects of these drawbacks, businesses should seek third-party
verification of NFI regarding their operations (Krasodomska et al., 2021). This
assurance can be helpful in improving the precision, objectivity, and comparability of
the non-financial reports. Companies are required to disclose sufficient and material
information to clear up any confusion that may arise as a result of the lack of stringent
disclosure rules in the NFRD.

7. The impact of the NFRD on the reporting of employee-related topics

Companies’ methods of reporting on employee-related topics have been significantly
improved as a result of the NFRD, which was enacted in response to growing concerns
about the transparency and accountability of corporations. In particular, Swedish
businesses have improved their reporting on employee matters as a response to the
directive, illustrating the positive effect that regulatory measures may have in
promoting corporate responsibility (Aluchna et al., 2022).

One of the advantages of the NFRD is that it encourages firms to take sustainability-
related information into account as part of their overall business strategy and helps raise
employee awareness of the NFI. This directive also mandates additional risk
descriptions to be included in non-financial reports. This is particularly important in

80



circumstances where there is no alternative governance mechanism, such as employee
representation, ensuring that employee-related concerns are appropriately considered
during the decision-making process (Samani et al., 2023). However, the NFRD may
not have the effect that was intended if employees are not effectively represented in
board processes. Substantive measures must be implemented to ensure that employees
are fully involved in the reporting process (Samani et al., 2023).

Businesses must take a more methodical approach to NFR and related assurance if they
intend to keep up with the growing demand. This comprises the creation of a standard
reporting framework, the deployment of assurance methods, and the improvement of
the quality and comparability of the NFI. In addition to ensuring that their NFI is
meaningful to stakeholders, businesses are required to disclose any relevant information
in a transparent and accountable manner.

8. The improvements brought by the new Corporate Sustainability
Reporting Directive

Large companies with their headquarters in the EU (with more than 500 employees)
were required to report on non-financial information, including ESG factors, in
accordance with the 2014/95/EU Directive on Non-Financial Reporting. This directive
was issued by the European Union. The Directive (EU) 2022/2464, which will be
abbreviated as CSRD from this point forward, widened the criteria for mandatory
sustainability reporting and made its requirements stricter. The new directive requires
that all large companies, regardless of the type of legal structure under which they
operate, report on sustainability aspects. In addition, the definition of large companies
has been broadened to include organizations that have more than 250 employees. In
addition to this, small and medium-sized businesses are strongly encouraged to
voluntarily report their performance in the area of sustainability. Listed SMEs will have
the obligation to issue a sustainability statement starting with 2026.

CSRD also establishes reporting requirements that are more specific, such as the
disclosure of data on environmental, social, and governance initiatives and outcomes in
a predetermined format. Companies are required to report on their ESG policies, due
diligence processes, outcomes, and risks associated with sustainability issues. These
issues include climate change, resource depletion, human rights, social issues, and anti-
corruption. In addition, the CSRD requires companies to report on their performance in
terms of sustainability at the separate and consolidated level. This provides stakeholders
with a comprehensive view of the companies’ performance in terms of sustainability.

The term ‘non-financial reporting’ has been replaced in the CSRD by the term
‘sustainability reporting.” This change is meant to reflect the all-encompassing nature
of sustainability reporting, which includes financial and non-financial aspects, which is
closer to the construct of ESG. This change is also a reflection of the growing
recognition among stakeholders of the significance of sustainability reporting for the
long-term performance of sustainability initiatives undertaken by companies.

User confidence can be damaged if there is a lack of a shared understanding and
definition of NFI, as well as deficiencies in report quality and a lack of assurance (La
Torre et al., 2020). Companies were required to disclose their environmental, social,
and governance (ESG) performance prior to the CSRD, but the guidelines lacked
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specific reporting requirements and methods. As a consequence, the NFI provided by
the companies was of varying quality and was not comparable, making it difficult for
various stakeholders to use the information as a basis for decision-making.
Furthermore, the lack of specific reporting guidelines (with the exception of the GRI)
made it difficult for companies to report information accurately and consistently.

After the amendments provided by the CSRD, the new set of standards issued by
EFRAG will provide in-depth guidelines for reporting on the sustainability of
corporations. Inclusion of specific reporting requirements and methodologies helps
increase the comparability and transparency of corporate sustainability information.
The new set of standards requires businesses to report not only on their ESG
performance, but also on their business strategy, risk management, and the financial
impact of sustainability policies.

Before the CSRD, businesses were not required to obtain independent assurance for
their sustainability reports. The reliability of the sustainability information reported by
companies varied greatly, making it difficult for stakeholders to make decisions based
on accurate information. In addition, businesses were not required to disclose the level
of assurance they had obtained or the scope of the audit engagement. This changed after
the CSRD was passed. The process of validating the information contained in
sustainability reports and expressing an opinion on the dependability and accuracy of
that information is referred to as independent assurance.

There are many different types of stakeholders that are interested in sustainability
reporting, including investors, customers, employees, civil society organizations, and
regulatory bodies. Investors can evaluate the sustainability performance and associated
risks of a company using ESG analytics (Refinitiv, 2022), while consumers can use it
to decide what products to buy. The ESG performance of a company is of interest to
employees due to its reputational effect (Mure et al., 2021). Civil society organizations
and regulatory bodies make use of ESG information to monitor and, respectively,
enforce relevant regulations. Information is used by civil society organizations to
advocate for issues related to sustainability.

In conclusion, Directive (EU) 2022/2464 provides a comprehensive framework for
corporate sustainability reporting. This is achieved by introducing a new set of reporting
standards, new assurance requirements, stakeholder participation, and new
terminology. Regulators hope that the implementation of these changes will result in
increased credibility, comparability, and relevance of sustainability reporting. This, in
turn, will enable stakeholders to make decisions based on accurate information and
encourage more sustainable business practices.

9. Conclusions

Non-financial reporting, a synonym of ESG reporting, is an indispensable element for
businesses that want to increase the transparency and accountability of their non-
financial performance. It fosters investor confidence, provides a more complete picture
of organizational performance, reduces information asymmetries, and provides a
sustainable (green and ethical) orientation for investments. Reporting on corporate
social responsibility should be regulated so that it can help overcome the limitations of
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voluntary reporting, improve the quality of reporting, and ultimately boost confidence
among investors.

The NFRD was a huge step towards increased reporting and transparency on
sustainability aspects in businesses. Despite the fact that there are still some hurdles to
overcome, research has shown that the directive has had a positive impact on the way
companies disclose information related to sustainability (Arif et al., 2022). However,
concerns about the effectiveness of the NFRD approach to disclosure formats and
content support the idea that mandatory reporting frameworks are necessary. A reform
of accounting and reporting centered on accountability is inextricably linked to relevant
regulations and a higher-level strategy such as the European Green Deal.

It is necessary to use a method that is formal and standardized when reporting and
ensuring the accuracy of NFI. This will allow investors and securities regulators to
make informed decisions based on information that is reliable and comparable.
Companies are required to acknowledge the importance of NFI in assessing their long-
term sustainability and resilience, and they are also required to take proactive measures
to improve the quality and assurance of NFI (Krasodomska et al., 2021).

The provision of limited NFI assurance does not in and of itself guaran