
	  	  

INTRODUCTION TO INTEGRATED GOVERNANCE 

Current Economic Activity 

Corporations have been the engine 
behind the unprecedented economic 
growth of the past century. The big 
corporations through their operations have 
managed to raise billions of people from 
poverty, provide employment and 
education opportunities and unlock the 
human potential for innovation and 
creativity.  

Corporations do not operate in 
isolation, but as part of a broader 
ecosystem consisting of the society as a 
whole and the environment. Their 
operations require the consumption of vast 
amounts of natural resources, they pollute 
the local and global environment at little 
or no cost, they can throw economies into 
recession due to poor risk management, 
and can hurt individual employees’ well-
being if wages and working conditions are 
inadequate. 

 

 

NEWS DIGEST 

INTEGRATED GOVERNANCE 

A New Model of Governance for Sustainability 
Integrated governance is “the 
system by which companies are 

directed and controlled, in which 
sustainability issues are 

integrated in a way that ensures 
value creation for the company 

and beneficial results for all 
stakeholders in the long term.”	  

Current Governance Inadequacies 

Although the role of governance is 
fundamental for implementing a sustainable 
strategy, there are currently several 
fundamental weaknesses hindering the 
seamless integration of sustainability and 
business strategy. 

§ Board oversight of sustainability – is any 
board committee accountable for 
sustainability issues?  

§ Board expertise – Do board directors have 
the required expertise to govern an 
organization? 

§ Time spent governing – Are board directors 
spending enough time governing an 
organization? 

§ Compensation – Are remuneration 
structures aligned with long-term value 
creation?  

§ Succession planning – Is a formal succession 
planning process part of the risk 
management? 

 

The Role of Governance 

Corporations should aim to create 
sustainable shareholder value over the long 
term while at the same time managing their 
relationships with the various stakeholders 
from society and minimizing any negative 
impact to the environment. Since corporate 
governance is the system by which 
corporations are directed and controlled, it 
is through corporate governance that the 
interests of all these stakeholders and the 
interaction with the environment can be 
managed.  

By examining and understanding the 
responsibilities of the board of directors, the 
key role of corporate governance in the 
relationship of corporations with society and 
the environment becomes apparent.  

 

Integrated governance combines bringing sustainability oversight in the boardroom together with 
addressing some of the identified current governance weaknesses that prevent boards from operating in 
the most effective manner. Integrated governance expresses an end state of governance practices and we 
propose that the ultimate target for companies would be to move from “governance for sustainability” 

to an integrated governance perspective. 



	  

	  
	  

	  

	  
 

OUR NEW MODEL OF GOVERNANCE 
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Integrated governance expresses an end state of governance practices. Therefore any firms aiming to operate under those practices will 
have to go through a series of changes, moving from ‘governance for sustainability’ to an integrated governance perspective. There are three 
major stages, each with its unique characteristics that describe the journey each company has to go through to achieve a model of integrated 
governance.  

Phase 1: companies, which are not integrating sustainability 
issues into their strategic agenda. In phase 1 there is no 
discussion of sustainability risks and opportunities at the board 
level and the responsibility of any sustainability projects lies 
with small isolated teams. A move to the next phase requires an 
understanding of the value creation process through 
sustainability and setting up a sustainability committee 

Phase 2: governance for sustainability, describes firms that 
have established a sustainability committee. These firms usually 
start to measure the performance of their efforts through KPIs, 
issue a sustainability report, and frequently appoint a Chief 
Sustainability Officer. Although companies in phase 2 bring the 
sustainability issues onto the agenda of board meetings, 
sustainability is still being treated as a separate function and is 
compartmentalized. These companies have a sustainability 
strategy rather than a sustainable strategy. 

Phase 3, integrated governance, would require a holistic integration of sustainability in the corporate strategy, without the need for a 
separate sustainability committee since each board member is now thinking in a way that would promote a sustainable strategy for the firm. 
Adoption of integrated reporting adds significant value in monitoring the progress against both financial and ESG targets. 

We describe the journey that a corporation would have to go through to reform its corporate governance practices 
towards an integrated governance model. As companies move from treating sustainability as a peripheral issue 
that is not integrated in their strategic decisions to placing sustainability at the core of their business models, 

governance should move in the same direction. 

In order to achieve integrated governance as described in Phase 3, a company needs to make sure four elements are in place: independence 
both at the individual and at the group level, aligned incentives and investor long term active ownership.  

Independence: we redefine independence as an independent way of thinking. Independence starts at the individual level, from the 
capabilities required by the directors to be able to serve effectively on a corporate board. For an independent way of thinking at the individual 
level we consider essential that directors have functional expertise, time to spend governing the organization, a record of integrity and high 
ethical standards, and no material affiliation to executives in the company. Once independence is ensured at the individual level, the second step 
is establishing independence at the group level, by identifying the best structure for the board. We suggest that the size of the board is 
appropriate for the company after taking into account the needs of the firm, but also considerations of optimal board size. Keeping the board 
diverse is also a very important. By diversity we aim to cover more than the traditional gender and race definition and include diversity in the 

background and experiences of the different directors.  

Incentives: After the board is fully functional it has to make 
sure that the third element, executive compensation, is 
structured in a way that long-term incentives are used and 
excessively high compensation packages are not awarded.  

Long-term active ownership: Finally, the fourth element 
concerns the investment community. We propose that 
investors act and engage with companies as long-term owners.  
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CONCLUSIONS 

§ Integrating environmental and social issues into a company’s corporate strategy can 
present tremendous opportunities for innovation and growth while failing to do so 
can result in significant risks. Corporate governance is the mechanism by which 
sustainable strategies can be formulated and implemented  

§ Integrated governance combines bringing sustainability oversight in the boardroom 
together with addressing some of the identified current governance weaknesses that 
prevent boards from operating in the most effective manner 

§ Companies need to go through a journey of adapting their corporate governance 
practices 

§ The target would be assigning sustainability oversight to each member of the board 
and integrate it seamlessly in the board’s strategic agenda and decision-making 
progress  
 

§ Asset owners can promote integrated governance by reducing any short-term 
incentives that lead to short-termism. This can be achieved by increasing the capital 
allocation to asset managers based on long-term performance 

§ Asset managers need to integrate ESG issues in their capital allocation decisions 

§ Governments can ensure that all national corporate governance codes promote 
integrated governance 

§ Governments can also call for proxy advisors to integrate corporate sustainability 
performance into their advice to asset managers and asset owners on director (re-) 
election and remuneration  
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