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Environmental, Social, and Governance (ESG) performance has become a central
consideration for multinational enterprises (MNESs), particularly in Europe, where regulatory
frameworks and stakeholder expectations regarding corporate sustainability are rapidly
evolving. While prior research has extensively examined the relationship between ESG
performance and companies’ performance using quantitative methods, empirical findings
remain inconclusive and often fail to capture managerial perceptions, strategic trade-offs,
and firm-specific contexts.

The aim of this thesis is to explore how ESG factors influence the performance of European
enterprises from a managerial perspective. The central research question is: How do
managers of European multinational enterprises perceive the impact of ESG performance
on their companies’ performance and strategic decision-making? By focusing on
managerial experiences and interpretations, the study contributes to international business
research by addressing the “black box” between ESG practices and performance outcomes.

The study will primarily adopt a qualitative research approach. Data will be collected
through semi-structured interviews with senior managers responsible for sustainability,
finance, or corporate strategy in European enterprises across different industries. The
interviews will explore ESG implementation, perceived impacts, stakeholder responses, and
strategic challenges. The interview data will be analyzed using cross-checking analyses.

This research is expected to provide nuanced insights into how ESG considerations shape
managerial decision-making and perceived performance in European enterprises. The
findings may help managers better align ESG initiatives with corporate strategy and support
policymakers and investors in understanding the practical implications of ESG requirements
beyond quantitative performance metrics.
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1 Introduction

1.1 Research Background

The sustainable development mechanism is one of the priorities for many Finnish and
International companies when developing business development strategies. Today, ESG
principles are a model for sustainable business development that helps companies achieve
their goals of involvement in environmental, social, and governance issues. They influence
not only various aspects of company’s activities, but also their reputation, regulatory
mechanisms and international business in a variety of industries (OECD, 2015; Global

Reporting Initiative, 2021).

In addition, these principles stimulate the development of new rating mechanisms that are
used in investments, finance, loans, trade, corporate governance, and other aspects of
company’s activities. Companies wishing to create and implement a more environmentally
friendly, socially and economically sustainable structure must have a complete set of

necessary documentation and instructions. (Eccles, loannou and Serafeim, 2014)

To this end, environmental, social, and governance criteria are applied, which together form
the ESG strategy. The ESG (Environmental, Social, and Governance) transition has become
a key strategy for international business today. This topic is becoming increasingly relevant
in light of the growing attention to issues of sustainability, social responsibility, and
corporate governance. The ESG transition as a new international business strategy allows
companies not only to meet modern requirements and expectations of society, but also to
create competitive advantages, attract investment, strengthen their reputation, and minimize
risks. All this makes the ESG transition a necessary element of successful business in the

modern world.

The ESG transition as a strategy for international business has been extensively examined in
academic literature. A substantial body of research, including empirical studies and
institutional reports, has analyzed the drivers of ESG adoption, its implementation processes,
and its implications for corporate performance and sustainability outcomes (Eccles, loannou

and Serafeim, 2014; Global Reporting Initiative, 2021).



However, despite this growing body of knowledge, existing research has primarily focused
on formal structures, reporting mechanisms, and measurable outcomes of ESG
implementation, while providing limited insight into how ESG is interpreted and
operationalized by managers within organizations. This limitation highlights the need for
further research that moves beyond descriptive and quantitative approaches toward a more

nuanced understanding of ESG in practice.

1.2 Problem Statement

Despite the growing influence and interest in the introduction and implementation of ESG
factors in the strategic development of modern companies, the relationship between ESG
factors and strategic development remains understudied. Although the impact of ESG factors
on financial performance has been extensively studied and confirms their predominantly
positive relationship with economic indicators (Friede, Busch, & Bassen, 2015), systematic
analysis of the role of ESG and related social and environmental initiatives in the context of
organizations’ strategic and institutional development remains insufficient. In particular,
existing studies pay little attention to individual dynamics: how the perceptions, resistance,
or demotivation of managers, influenced by institutional structures, affect the evolution of
environmental and social initiatives. Furthermore, the process of integrating these elements
into corporate strategies has been studied very little (Galleli & Amaral, 2025). What kind of
impact do ESG factors actually have on a company's development strategy: negative or
positive? Does ESG improve financial performance or worsen it? The lack of consensus
creates uncertainty for managers, investors, and policymakers. (Eccles, loannou and

Serafeim, 2014)

A key challenge in ESG research relates to the assessment and comparability of ESG
indicators. While external ESG ratings are typically based on established and transparent
methodologies, different rating agencies often apply varying criteria, weighting schemes,

and evaluation frameworks (MSCI, 2023; Berg, Kolbel and Rigobon, 2022).

As a result, the same company may receive significantly different ESG scores depending on
the rating provider, which complicates cross-study comparisons and may contribute to
inconsistent empirical findings in the literature. This limitation suggests that ESG ratings,

while useful, may not fully capture how ESG is interpreted and prioritized within
7



organizations. It is also very important to note that many studies do not take into account the
views of the managers and employees of companies who are directly involved in this issue

and deal with ESG-related issues on a daily basis.

That is why it is important to take into account the opinions of managers and employees of
companies participating in the research. Without this knowledge, it is difficult to give a full
opinion on this issue. Therefore, there is a clear need for high-quality research that examines
the implementation of ESG from the perspective of those directly involved in corporate

decision-making.

1.3 Research Question and Objectives

Based on the identified research gap, this study seeks to answer the following research

questions:

How do managers of European multinational enterprises perceive and interpret ESG factors

in the context of strategic decision-making?
To address this research question, the study pursues the following objectives:

e To examine how managers define and understand ESG factors within their

organizational context

e To analyze how ESG considerations are integrated into strategic decision-making

Processes

o To explore how managerial interpretations of ESG influence strategic priorities and

actions

By addressing these objectives, the study aims to provide a deeper understanding of the role

of managerial perception in shaping ESG-related strategic decisions.

1.4 Theoretical Framework

This study is informed by theoretical perspectives that explain how managers interpret and

respond to complex and ambiguous strategic issues such as ESG. In particular, the study

8



draws on elements of Sensemaking Theory (Weick, 1995), which explains how individuals
construct meaning and make decisions in uncertain environments. ESG represents a
multifaceted and evolving concept, making it particularly suitable for analysis through a

sensemaking lens.

Additionally, insights from Institutional Theory (DiMaggio and Powell, 1983) may be used
to explain how external pressures, such as regulations and industry norms, influence
managerial approaches to ESG. These theoretical perspectives provide a foundation for
understanding how ESG is interpreted and translated into strategic action within

organizations.

1.5 Research Contribution

This study makes a new contribution to existing literature in several ways. First, it should
clarify the discussion about ESG factors and their impact on the strategic development of
modern international companies. By focusing on managers' perceptions, the study helps

explain why previous studies have produced conflicting results.

Second, European companies operate in a highly regulated business environment, and many
of them are guided by ESG factors. This study will help provide a more detailed picture of
what is happening and give a more accurate assessment of the positive and negative aspects

of this issue from the perspective of managers and people working in this business sector.

From a practical point of view, the study offers valuable information for managers,

highlighting how ESG initiatives are perceived in terms of strategic importance.

1.6 Definition of Key Concepts

For the purpose of this study, ESG (Environmental, Social, and Governance) refers to a set
of criteria used to evaluate a company’s environmental impact, social responsibility, and

governance practices (Friede, Busch and Bassen, 2015).



Strategic decision-making is defined as the process through which managers make long-term
decisions that determine the direction and performance of an organization (Vikhansky and

Naumov, 2014).

Managerial perception refers to how managers interpret, understand, and assign meaning to

ESG-related issues within their organizational and institutional context (Ansoff, 2009).

1.7 Scope and Delimitations

This study focuses on European multinational enterprises operating in regulated business
environments. The empirical analysis is based on semi-structured interviews with managers
involved in sustainability, strategy, or related functions. The study is limited to managerial
perceptions and does not attempt to quantitatively measure ESG performance. Furthermore,
it does not aim to provide a comprehensive comparison across all industries but rather seeks
to generate in-depth insights into how ESG is interpreted and applied in specific

organizational contexts.
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2 Literature review

2.1 ESG and strategic decision making

ESG is a set of rules and approaches covering the environmental, social and governance
aspects of business operations (Friede, Busch and Bassen, 2015). For many companies, the
transition to sustainable management has become not a choice but a necessity. This is
particularly relevant for publicly listed companies within the ESG framework, which are
subject to strict requirements regarding the disclosure of non-financial information. (OECD,

2015)

ESG principles within a company cover everything from resource management to labor
rights compliance, from anti-corruption policies to social responsibility and community
engagement (Eccles, loannou and Serafeim, 2014). Those who adhere to the principles of
sustainable development gain competitive advantages: increased trust, resilience to risks and
reduced costs (Porter and Kramer, 2011). This contributes to the development of a

sustainable and responsible business.

Investors in global companies use ESG criteria, including ratings such as the MSCI ESG
Rating, to assess the reliability and maturity of companies’ ESG performance (MSCI, 2023).
And these indicators are becoming a key factor in investment decision-making. Building a
sustainable and responsible business capable of adapting to global challenges can reduce
reputational risks, enabling the development of long-term relationships with partners, society

and the state (Eccles, loannou and Serafeim, 2014).

Within the framework of an ESG strategy, the key objective is not merely formal
compliance, but the deep integration of the approach into management processes (Global
Reporting Initiative, 2021). It is precisely this approach that allows us to speak not merely
of accurate reporting, but of a comprehensive transformation of the business model towards
the principles of sustainable development and the sustainable development of the business

as a whole.
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As it is seen from figure 1 and table 1, ESG components are groups of risks and opportunities

that affect companies' ability to transition to a long-term business model, mitigate financial

risks, maintain investment attractiveness and trust-based relationships with all stakeholders.

ESG components and their priority vary depending on the industry specifics, nature and scale

of companies' activities. The first ESG component (environmental) includes issues related

to the environment, such as climate change, use of natural resources and energy sources,

waste management, water and air quality, etc (Amel-Zadeh and Serafeim, 2018).

Table 1. Components of the ESG strategy

Environmental

Social Issues

Governance

Climate Change:

— greenhouse gas emissions
— environmental impact
financing

— vulnerability to climate

change

Human Capital:

— personnel management

— health and safety

— human capital development

— labor standards

Human Capital (Board
Level):

— board diversity

— executive compensation
— accountability

— transparency

Natural Resources:

— water scarcity

Product Responsibility:
— product quality and safety

— chemical safety

Corporate Responsibility:
— business ethics

— anti-corruption measures

12



— biodiversity

—land use

— financial product reliability

— data privacy and security

— financial system stability

— tax transparency

Pollution and Waste:

— toxic emissions and waste
— packaging materials and
waste

— electronic waste

Stakeholder Relations:
— conflicting interests and
disputes

— community relations

Opportunities:
— clean technologies
— green buildings

— energy transition

Opportunities:
— access to communications;
— financial inclusion

— access to healthcare

— nutrition and health

The second component of ESG (social) covers issues related to human capital development,
diversity, inclusiveness, working conditions and respect for human rights, product and data
safety, and relationships with customers and the general public. (Amel-Zadeh and Serafeim,

2018)

The third component of ESG (governance) is based on the objectives of ensuring a
transparent business environment, accountability, trust and stability. Achieving this goal
requires providing investors with guarantees that the company is not only transparent but
also has appropriate management (including risk management) and internal control systems

in place. (Global Reporting Initiative, 2021)

One of the most important tasks within the third component is to ensure a link between
managers’ remuneration and ESG objectives. Increased corporate interest in business
strategies that apply an ESG approach makes this area particularly interesting for further

study in the context of the potential application of ESG mechanisms in management.

ESG programs are primarily aimed at documenting and publishing the impact of enterprises
on the environment, as well as their approach to management. At the same time, ESG
strategies can be used to assess potential business risks and opportunities in each of the areas

under consideration. (Eccles, Ioannou and Serafeim, 2014)
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The key factors of an ESG strategy that should be taken into account in corporate initiatives

include the following areas:

Area Description of the Area

As examples of ESG factors, companies consider the impact of their operations on the
environment, including the effective use of natural resources and waste management.
Environmental principles include issues related to climate change, environmental

1. Environmental pollution and waste management, biodiversity conservation, as well as risks and
Responsibility opportunities arising from environmental challenges.

Companies develop environmental strategies and implemeéitechnologies aimed at
reducing negative environmental impact and ensuring-long-term sustainable
development.

—_

The social aspect of ESG covers the company’s relationship with employees, customers,
suppliers, and local communities. It includes working conditions, human rights protection,
employee health and safety, diversity and inclusion, staff development and training.

Social responsibility also involves product quality and safety, customer data protection,
and engagement with local communities. Companies strive to create a

safe and fair working environment and contribute to social well-being sGal well-being.

2. Social
Responsibility

Governance assessment focuses on how effectively a company is managed and
how transparent its operations are. It includes the structure and independence of he
board of directors, executive compensation, shareholders’ rights, ethical standad,

3. Governance internal controls, and risk management. Corporate governance also covers
(Corporate anti-corruption policies, compliance with laws and regulations, and ensuring accibunta-
Governance) bility and transparency in beichionmaking processes. Effective governance strengthens

investor confidence and supports the company’s sustainable development. Effective
governance strengthens investor confidence and supports the company’s sustain-
able development.

Figure 2. Description of ESG Areas

In contemporary scientific literature, there are several related studies whose conclusions
suggest that ESG strategy ideas are applicable exclusively in the strategies of large
companies, especially those whose activities are directly related to the production and

processing of resources.

Environmental, Social, and Governance (ESG) factors have become a central element of
corporate strategy, particularly for multinational enterprises operating in complex and highly
regulated institutional environments. While ESG is often framed as a sustainability-oriented
concept, its role in shaping firm performance and strategic decision-making remains widely

debated in academic literature.

A substantial body of research suggests that ESG integration can positively influence firm
performance. Friede, Busch and Bassen (2015), in a large-scale meta-analysis of more than
2000 empirical studies, conclude that the majority of research finds a non-negative

relationship between ESG performance and financial outcomes. This finding has been

14



widely interpreted as evidence that ESG does not harm financial performance and may, in
many cases, enhance it. Similarly, Porter and Kramer (2011) argue that firms can generate
“shared value” by integrating social and environmental considerations into their core

strategies, thereby improving both competitiveness and societal outcomes.

From this perspective, ESG contributes to firm performance through several mechanisms.
First, it enhances risk management by addressing environmental and social risks before they
materialize into financial losses (Eccles, Ioannou and Serafeim, 2014). Second, ESG
strengthens corporate reputation, which can improve customer loyalty and investor
confidence. Third, it supports long-term strategic positioning by aligning firms with

regulatory trends and societal expectations (Fatemi, Glaum and Kaiser, 2018).

However, despite these positive arguments, the empirical evidence remains mixed. Several
studies highlight that ESG integration may involve significant costs, particularly in the short
term. McWilliams and Siegel (2001) argue that corporate social responsibility initiatives can
increase operational costs without necessarily generating immediate financial returns.
Similarly, Margolis and Walsh (2003) find that while some studies report positive

relationships between ESG and performance, others show neutral or even negative effects.

These inconsistencies suggest that the ESG—performance relationship is highly context-
dependent. Industry characteristics, firm size, regulatory environment and organizational
capabilities all influence the outcomes of ESG integration (Ioannou and Serafeim, 2012).
For example, firms operating in environmentally sensitive industries may benefit more from

ESG initiatives than those in less exposed sectors.

Another important explanation for mixed findings lies in the indirect nature of ESG effects.
ESG does not typically influence performance directly but operates through intermediate
variables such as risk reduction, innovation, and stakeholder engagement (Fatemi, Glaum
and Kaiser, 2018). This indirect relationship complicates empirical measurement and

contributes to inconsistent results.

Furthermore, ESG integration often involves trade-offs between competing objectives. Hahn
et al. (2015) argue that sustainability initiatives can create tensions between economic,
environmental, and social goals, requiring managers to make difficult strategic decisions.
These trade-offs are particularly relevant in the short term, where investments in
sustainability may conflict with profitability targets.

15



A key limitation of existing research is its strong reliance on quantitative data and external
ESG metrics. While these approaches provide valuable insights into correlations between
ESG and performance, they offer limited understanding of how ESG is actually incorporated

into strategic decision-making processes.

Strategic decisions are not determined solely by external metrics but are shaped by
managerial interpretations, organizational culture, and internal dynamics. ESG factors do
not automatically translate into strategic actions. Rather, they must be interpreted and
prioritized by decision-makers. Therefore, to fully understand the relationship between ESG
and firm performance, it is necessary to move beyond outcome-based analysis and examine
the role of managerial perception. This study addresses this gap by focusing on how

managers interpret ESG and how these interpretations influence strategic decision-making.

A central issue in ESG research concerns the measurement and comparability of ESG
performance. ESG ratings, produced by agencies such as MSCI, Sustainalytics, and
Refinitiv, are widely used by investors and researchers as indicators of corporate
sustainability (MSCI, 2023). These ratings aim to provide standardized assessments of firms’
environmental, social, and governance performance, allowing for cross-company
comparisons and investment decision-making. However, despite their widespread use, ESG

ratings have been subject to increasing criticism.

One of the most significant challenges is the lack of consistency between rating agencies.
Berg, Kdlbel and Rigobon (2022) demonstrate that correlations between ESG ratings from
different providers are relatively low, indicating substantial disagreement. This divergence
is primarily due to differences in methodologies, including the selection of indicators,

weighting schemes, and evaluation criteria.

For instance, some rating agencies prioritize environmental performance, such as carbon
emissions and energy efficiency, while others focus more heavily on governance or social
factors. Additionally, differences in data sources, including reliance on self-reported

corporate disclosures, contribute to variability in ratings (Chatterji et al., 2016).

These inconsistencies have important implications. First, they limit the comparability of
ESG data across studies, contributing to conflicting empirical findings. Second, they create
uncertainty for managers who may struggle to understand how their ESG performance is

evaluated by external stakeholders.
16



Moreover, ESG ratings tend to emphasize measurable indicators, potentially overlooking
qualitative aspects of ESG integration. Factors such as organizational culture, leadership
commitment, and strategic alignment are difficult to quantify but play a crucial role in

shaping ESG practices.

Another limitation is that ESG ratings provide an external perspective and do not capture
internal organizational processes. They offer limited insight into how ESG is interpreted by
managers, how it is integrated into strategy, and how it influences decision-making. Eccles
and Klimenko (2019) argue that ESG reporting often focuses on disclosure rather than
substantive change, highlighting the gap between reported performance and actual practices.
This raises concerns about the extent to which ESG ratings reflect real organizational

behavior.

Furthermore, the use of ESG ratings in research may obscure the role of managerial agencies.
By treating ESG as a measurable variable, studies may overlook the interpretive processes

through which ESG is translated into strategic action.

Therefore, while ESG ratings are useful for benchmarking and comparison, they provide an
incomplete understanding of ESG in practice. This limitation underscores the need for

qualitative research that explores ESG from a managerial perspective.

2.2 ESG as a Managerial and Strategic Practice

While ESG is often presented as a set of reporting standards or compliance requirements, its
implementation within organizations is fundamentally a managerial and strategic process.
Rather than being automatically embedded into corporate practices, ESG principles must be
actively interpreted, prioritized, and translated into concrete strategic actions by decision-
makers. This highlights that ESG integration is not a purely technical process but a socially

constructed and context-dependent managerial activity.

This perspective can be further understood through the concept of managerial sensemaking.
According to Hahn et al. (2014), managers interpret sustainability-related issues through
different cognitive frames that shape how they understand tensions between economic,
environmental, and social objectives. The authors distinguish between ‘“business case

frames” where sustainability is primarily evaluated in terms of economic value and
17



competitive advantage, and “paradoxical frames” where managers recognize and accept the
coexistence of competing organizational goals. This distinction is particularly relevant in the
context of ESG because managers are frequently required to balance profitability,

stakeholder expectations, and long-term sustainability objectives simultaneously.

The findings of Hahn et al. (2014) suggest that ESG integration depends not only on external
pressures or formal structures but also on how managers cognitively frame sustainability-
related challenges. Managers operating within a business case frame are more likely to
support ESG initiatives when they clearly contribute to strategic performance, operational
efficiency or competitive positioning. In contrast, managers adopting paradoxical frames are
more willing to acknowledge tensions and trade-offs between financial and sustainability
objectives, treating ESG as a complex strategic issue rather than a purely economic

calculation.

This theoretical perspective helps explain why organizations facing similar institutional
pressures often adopt different ESG strategies. While institutional theory emphasizes the
influence of regulations, industry norms, and stakeholder expectations (DiMaggio and
Powell, 1983), sensemaking theory explains how managers interpret these pressures
differently depending on their cognitive frames and organizational context (Weick, 1995).
Consequently, ESG implementation should not be understood as a direct organizational
response to external pressures but as an interpretive process shaped by managerial cognition

and strategic priorities.

This distinction demonstrates that ESG integration is not uniform across organizations but
depends on how managers make sense of sustainability-related challenges. Managers do not
simply implement ESG policies mechanically; instead, they actively interpret ESG through
cognitive and strategic lenses that shape organizational priorities and decision-making
processes. As a result, ESG has become a dynamic managerial practice influenced by both

external institutional pressures and internal interpretive processes.

Therefore, incorporating the concept of cognitive frames strengthens the theoretical
understanding of ESG integration by linking institutional pressures, managerial
sensemaking, and strategic action. It also supports the broader argument of this study that
ESG implementation is shaped not only by external requirements but also by how managers

perceive, interpret, and prioritize sustainability within their organizations.

18



Existing research suggests that ESG integration involves multiple organizational processes,
including strategic planning, resource allocation, performance measurement, and
stakeholder engagement (Global Reporting Initiative, 2021). However, the extent to which
ESG is embedded into these processes varies significantly across firms. This variation cannot
be fully explained by external factors alone, indicating that internal managerial processes

play a critical role in shaping ESG outcomes.

A useful starting point for understanding this variation is institutional theory, which explains
how organizations respond to external pressures arising from regulatory frameworks,
industry norms, and societal expectations (DiMaggio and Powell, 1983). These pressures are
typically categorized as coercive (e.g. regulations), normative (e.g. professional standards),
and mimetic (e.g. imitation of competitors). In the context of ESG, such pressures have
intensified significantly, particularly in Europe, where regulatory requirements and
stakeholder expectations continue to evolve. Recent studies suggest that coercive pressures,
such as the European Union’s sustainability regulations and mandatory ESG disclosure
requirements, increasingly influence corporate strategic planning, reporting structures, and
investment decisions (Kotsantonis and Serafeim, 2019). At the same time, normative
pressures arising from professional standards, sustainability reporting frameworks, and
societal expectations have encouraged firms to integrate ESG considerations into broader
organizational practices (Eccles and Klimenko, 2019). Mimetic pressures have also become
more visible, as companies increasingly imitate competitors perceived as ESG leaders in
order to maintain legitimacy, competitiveness, and stakeholder trust (DiMaggio and Powell,

1983).

Research further demonstrates that these pressures affect organizations differently
depending on how managers interpret sustainability-related challenges. Hahn et al. (2014)
argue that managers rely on different cognitive frames when responding to sustainability
issues. Some managers adopt a “business case frame,” interpreting ESG primarily through
economic benefits and competitive advantage, while others adopt a “paradoxical frame,”
recognizing tensions and interdependencies between financial, environmental, and social
objectives. These differing frames influence how managers interpret sustainability-related

pressures and ultimately shape organizational strategy and decision-making processes.

Recent studies have also shown that organizations adopting paradoxical sustainability

frames are often better positioned to develop capabilities related to stakeholder integration,
19



organizational learning, and long-term strategic adaptation (Grewatsch and Kleindienst,
2018). Similarly, research on sustainability paradoxes suggests that managers who
acknowledge competing sustainability tensions are more likely to pursue proactive and long-
term strategic responses rather than narrow compliance-oriented solutions (Smith and Lewis,

2011).

These findings reinforce the argument that institutional pressures alone cannot fully explain
ESG integration. While external pressures create incentives for organizations to adopt ESG
practices, managerial sensemaking and cognitive framing determine how these pressures are

interpreted and translated into strategic action.

However, institutional theory alone does not fully explain how organizations respond to
these pressures. While it predicts convergence in organizational practices, empirical
evidence shows that firms adopt ESG in different ways and to varying degrees. This suggests
that external pressures do not directly determine organizational behavior but are instead

filtered through internal processes. (Hambrick, 2007)

This perspective can be further strengthened through Upper Echelons Theory, which argues
that organizational outcomes are partially predicted by managerial characteristics and
interpretations (Hambrick, 2007). Hambrick (2007, p. 335) emphasizes that “executives’
experiences, values and personalities greatly influence their interpretations of the situations
they face and, in turn, affect their choices.” In the context of ESG, this suggests that
managers do not respond uniformly to institutional pressures. Instead, they interpret
sustainability-related expectations through their own cognitive frameworks, professional

experiences and strategic priorities.

As a result, organizations operating within similar regulatory and institutional environments
may still develop different ESG strategies and levels of integration. Some managers may
perceive ESG primarily as a source of competitive advantage and innovation, while others
may frame it as a compliance obligation or operational challenge. These differing
interpretations influence how ESG is prioritized, integrated into strategy, and translated into

organizational action.

This argument also complements sensemaking theory (Cho et al., 2015), which explains that
managers actively construct meaning in complex and ambiguous environments. ESG

represents precisely such an environment, where organizations face multiple stakeholder
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expectations, evolving regulations, and tensions between financial and sustainability
objectives. Therefore, ESG implementation should not be viewed as an automatic
organizational response to institutional pressure but as an interpretive process shaped by

managerial cognition, values and strategic judgment.

By integrating institutional theory and sensemaking theory, the study develops a more
comprehensive understanding of ESG integration. Institutional pressures create an external
context for ESG adoption, while managerial interpretation explains why organizational
responses differ despite similar external conditions. Sensemaking theory (Weick, 1995)
provides a critical extension to this perspective by explaining how managers interpret and
respond to ambiguous and complex environments. According to this theory, managers do
not passively react to external pressures; rather, they actively construct meaning based on

their experiences, organizational context, and cognitive frameworks.

In the case of ESG, managers are exposed to multiple, often conflicting signals. Regulatory
bodies may emphasize compliance and reporting, investors may focus on financial
implications, while society may prioritize ethical and environmental concerns. These signals
are not inherently clear or consistent, requiring managers to interpret their relevance and

implications for the organization.

This interpretive process plays a central role in shaping strategic decision-making. For
instance, managers who interpret ESG as a source of competitive advantage may integrate
sustainability into core business strategies, invest in innovation, and align ESG goals with
long-term value creation (Eccles and Klimenko, 2019). In contrast, managers who perceive
ESG primarily as a regulatory burden may adopt a more symbolic approach, focusing on

disclosure and compliance without substantial changes to core operations (Cho et al., 2015).

This distinction highlights that ESG integration is not simply a response to external pressures
but is mediated by managerial cognition. Institutional pressures create the context, but it is
managerial sensemaking that determines how these pressures are translated into strategic

action.

Furthermore, ESG integration often involves significant organizational changes, including
restructuring governance systems, redefining performance metrics, and developing new
capabilities. These changes introduce complexity and uncertainty, further reinforcing the

importance of managerial interpretation. Managers must navigate trade-offs between
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economic, environmental, and social objectives, often under conditions of incomplete

information (Hahn et al., 2015).

The role of managerial perception is also closely linked to strategy-as-practice perspectives,
which emphasize that strategy is not only a formal plan, but a set of ongoing activities shaped
by actors within organizations. From this perspective, ESG strategy emerges through
everyday decision-making processes, where managers interpret external signals and translate

them into concrete organizational actions.

Despite the relevance of these theoretical perspectives, empirical ESG research has largely
overlooked the interaction between institutional pressures and managerial sensemaking.
Most studies focus either on external drivers, such as regulation and stakeholder pressure, or
on organizational outcomes, such as performance and ESG ratings. As a result, the
mechanisms through which ESG is interpreted and implemented within organizations

remain underexplored.

This gap is particularly important because it may explain why firms facing similar
institutional environments adopt different ESG strategies. By linking institutional pressures
with managerial sensemaking and strategic action, this study aims to provide a more nuanced

understanding of ESG integration as a dynamic and interpretive process.

2.3 Conclusion

Based on the literature reviewed, this study proposes a conceptual framework linking
external ESG pressures, managerial interpretation, and strategic decision-making. External
pressures, including regulations, stakeholder expectations, and ESG ratings, create
incentives for firms to adopt ESG practices. However, these pressures do not directly
determine behavior. Instead, managers interpret these pressures through a process of
sensemaking. Managerial interpretation shapes how ESG is understood and prioritized
within the organization. This interpretation influences the integration of ESG into corporate
strategy, affecting decision-making processes, and organizational outcomes. By focusing on
this relationship, the study aims to provide a deeper understanding of how ESG is translated

into strategic action.
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3 Methodology

3.1 Research Context

This study focuses on the role of Environmental, Social, and Governance (ESG) factors in
the strategic decision-making processes of European multinational enterprises. In particular,
the research explores how managers interpret ESG principles and integrate them into

corporate strategies within highly regulated European business environments.

A qualitative research approach was adopted to gain in-depth insights into managerial
perceptions, interpretations, and experiences related to ESG. This approach is particularly
suitable for this study, as existing research has predominantly relied on quantitative methods
and has not sufficiently captured the subjective and context-dependent nature of ESG

decision-making.

The study focuses on European multinational enterprises operating across different
industries. These companies were selected due to their active engagement with ESG
practices, exposure to regulatory pressures, and strategic importance in the global economy.
The selection was also influenced by practical considerations, including access to
participants through the researcher’s professional and academic network. The European
business context provides a relevant setting for this research due to the increasing importance
of ESG regulations, reporting standards, and stakeholder expectations. Companies in this
environment face growing pressure to integrate ESG into their strategic frameworks, making

them suitable for examining managerial perspectives on ESG-related decision-making.

3.2 Data Collection

3.2.1 Description

The data for this study were collected through semi-structured interviews with managers
working in European multinational enterprises. The interviews were designed to gather

qualitative insights into how ESG factors are understood, interpreted, and applied within
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strategic decision-making processes. Participants were selected from a range of industries
and organizational functions, including sustainability, finance, and corporate strategy, in
order to ensure a diverse and well-rounded set of perspectives on ESG implementation and

its strategic implications.

The interviews explored several interconnected dimensions of ESG in practice. First,
participants were asked to explain how they define and understand ESG factors within the
context of their organizations, which provided insight into differences in interpretation and
conceptualization. Second, the interviews examined the role of ESG in strategic decision-
making, focusing on how ESG considerations are incorporated into planning, prioritization,
and long-term business strategies. Third, participants were invited to reflect on the perceived
benefits and challenges associated with ESG integration, including both opportunities such
as risk management and innovation and potential barriers such as costs or organizational
complexity. Finally, the interviews addressed the perceived impact of ESG on company
performance and stakeholder relationships, allowing participants to evaluate how ESG

influences outcomes from a managerial perspective.

This approach enabled a comprehensive exploration of ESG as a managerial and strategic
phenomenon, capturing both shared patterns across organizations and individual experiences

shaped by specific contexts.

3.2.2 Participant Selection Process

A purposive sampling strategy was employed to select participants with relevant knowledge
and experience in ESG and strategic decision-making. The inclusion criteria were designed
to ensure that all participants could provide informed and meaningful insights. Specifically,
participants were required to hold managerial or senior-level positions, which ensured their
direct involvement in organizational decision-making processes. In addition, they needed to
be engaged in areas such as strategy, sustainability, finance, or related functions, allowing
the study to capture perspectives from roles where ESG considerations are most relevant.
Furthermore, participants were expected to have practical experience with ESG-related
initiatives or decision-making, ensuring that their responses were grounded in real

organizational practices rather than purely theoretical understanding.
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Participants were recruited through the researcher’s professional network, as well as through
direct outreach to companies and industry contacts. This recruitment approach facilitated
access to knowledgeable respondents while maintaining the relevance and quality of the data

collected.

3.2.3 Data Collection Process

The interviews were conducted using a semi-structured format, which allowed for flexibility
in exploring participants’ perspectives while ensuring that all key topics were consistently
addressed across interviews. All interviews were conducted in English and had a duration of

approximately 35 to 45 minutes.

Table 2. Interview Code

Interviewee Role Industry Interview Duration

Company 1 Sustainability Energy / Renewable 42 min
Manager Energy

Compony 2 ESG Risk Analyst Banking / Financial 40 min

Services

Compony 3 Brand Sustainability | Consumer Goods 45 min
Manager

Compony 4 Operations Strategy Industrial 35 min
Specialist Manufacturing

Compony 5 Supply Chain Retail / Supply Chain 38 min
Sustainability
Manager

Each interview followed a consistent structure to ensure comparability and reliability of the
data. At the beginning of each session, participants were provided with an introduction to
the study, including its purpose and scope, in order to establish a clear understanding of the
research context. This was followed by assurances regarding confidentiality and anonymity,
which aimed to create a safe environment for open and honest discussion. Informed consent
was then obtained from each participant prior to proceeding with the interview. You can see

more structured information about interviews in the table 2.
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The interviews continued with general introductory questions designed to build rapport and
ease participants into the conversation. After this initial stage, more in-depth questions were
introduced, focusing on ESG-related topics and their role in strategic decision-making
processes. These questions encouraged participants to reflect on their experiences,

interpretations, and organizational practices.

This structured yet flexible approach ensured both the reliability of the data and the ability

of participants to express their views in a detailed and nuanced manner.

3.2.4 Interview Design

The semi-structured interview design enabled a balance between consistency and flexibility
throughout the data collection process. While predefined themes ensured alignment with the
research objectives, participants were encouraged to elaborate on their experiences,

interpretations, and perspectives in order to generate rich and detailed insights.

Table 3. Interview topic guide

Interview Sections Main Focus

General Information Participants organizational role and involvement with ESG

Understanding ESG Definitions, interpretations, and perceived importance of ESG

ESG Implementation Integration into strategy, KPIs, and employee involvement

ESG and Performance Financial implications, competitive advantage, and long-term
value

Stakeholders Pressure Influence of regulators, investors, customers, and reputation

Risk and Challenges ESG-related risks and organizational barriers

Managerial Perspective Strategic importance of ESG and managerial decision-making

The interviews explored several key areas. First, attention was given to participants’
understanding and interpretation of ESG concepts, allowing the study to capture how ESG
is defined and conceptualized within different organizational contexts. Second, the
interviews examined the integration of ESG into corporate strategy, focusing on how
sustainability considerations are incorporated into strategic planning and decision-making

processes. Third, participants were asked to discuss the challenges and barriers associated
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with ESG implementation, including organizational, financial, and regulatory constraints.

All interview steps are shown in table 3.

In addition, the interviews addressed the perceived impact of ESG on organizational
performance, enabling participants to reflect on both the benefits and potential trade-offs of
ESG integration. Finally, the role of external pressures, such as regulatory requirements and
stakeholder expectations, was explored in order to understand how these factors influence

managerial decisions and strategic priorities.

The design of the interview questions was intended to encourage detailed and reflective
responses, ensuring that the collected data was both relevant to the research objectives and
capable of providing meaningful insights into ESG as a managerial and strategic

phenomenon.

3.2.5 Data Analysis

The collected data was analyzed using cross-checking analysis, a qualitative method that
focuses on identifying patterns and themes within the data. The first stage involved
familiarization with the data, during which the interview transcripts were read multiple times
to gain an overall understanding of the content and context of participants’ responses. This
was followed by the generation of initial codes, where key phrases and meaningful segments

of the data were identified and labeled.

In the next stage, these codes were examined to identify broader patterns, leading to the
development of preliminary themes. For that reason I decided to use cross checking method
to review and identify main point from interview which I can use for my research.
Subsequently, the identified themes were reviewed and refined to ensure consistency,
relevance, and alignment with the research objectives. This process involved comparing

themes against the coded data and the full dataset to confirm their validity.

Once the themes were clearly established, they were defined and named in a way that
accurately reflected their content and analytical significance. The final stage involved the
writing and interpretation of the findings, where the themes were systematically presented

and linked to the research question and existing literature.
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The coding process was conducted manually, allowing for a detailed and nuanced
engagement with the data. Both recurring patterns and unique perspectives were taken into
account to ensure a comprehensive understanding of managerial perceptions of ESG. You

can check full info about coding in the figure below.

CODES SUB-THEMES FINAL THEMES
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@ m ESG as Cost vs
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® Resistance to ESG changes Internal organizational barriers

Cross-functional ESG challenges

® Coordination across departments

Figure 3. Coding Processes

This approach enabled the study to capture both general trends and more nuanced insights,
contributing to a deeper understanding of how ESG is interpreted and applied within

strategic decision-making processes.

3.2.6 Ethical Considerations

Ethical considerations were an important part of the research process. All participants were
fully informed about the purpose of the study and their role in it. Participation was voluntary,

and respondents had the right to withdraw at any time without any consequences.
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Informed consent was obtained from all participants prior to the interviews. Confidentiality
and anonymity were strictly maintained throughout the research process. No personal or

identifiable information was included in the analysis or reporting.

All interview transcripts were securely stored and accessible only to the researcher. The
study was conducted in accordance with academic ethical standards to ensure the integrity

and reliability of the research.
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4 Analysis and Results

4.1 Overview of the Analysis Approach

The analysis in this study was conducted using cross-checking to examine how ESG is
perceived and integrated into strategic decision-making across different European
multinational enterprises. The approach enabled the identification of patterns both within
and across companies, highlighting similarities and differences in how ESG is understood

and applied in practice.

The data was coded manually, focusing on key ideas expressed by participants from
companies with different ESG priorities, including environmental focus (Company 1),
financial ESG integration (Company 2), social and brand-driven ESG (Company 3),
industrial ESG implementation (Company 4), and supply chain sustainability (Company 5).
This comparative perspective allowed for a more nuanced understanding of how ESG varies

across industries and organizational contexts.

An abductive reasoning approach was used, enabling continuous interaction between
empirical findings and theoretical concepts such as institutional pressures and managerial
sensemaking. This approach was particularly useful in explaining why companies operating

under similar external conditions demonstrate different ESG strategies and priorities.

4.2 Results

Participants from companies such as Company 1 and 3 frequently described ESG as a long-
term strategic opportunity linked to innovation, sustainability, and competitive
differentiation. Their responses reflected a broader and more paradoxical understanding of
ESG, where economic and sustainability objectives were viewed as interconnected rather
than mutually exclusive. In contrast, participants from more compliance-oriented contexts,
such as Company 4 and 2, were more likely to frame ESG in terms of regulation, operational
efficiency, and risk management, reflecting a more business-case-oriented interpretation. So,

to discuss it in future I have divided my analysis into several parts.
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4.2.1 ESG as Strategy vs Compliance Across Companies

A clear distinction emerged between companies that treat ESG as a strategic driver and those

that approach it primarily as a compliance requirement.

Participant from Company 1 mentioned that “Sustainability is no longer separate from
strategy in our company. ESG influences almost every major investment decision we make,
especially in renewable energy and long-term innovation projects.”. That emphasized that
ESG, particularly environmental sustainability, is central to the company’s business model.
ESG considerations were described as directly influencing innovation, investment decisions,
and long-term strategy. In this context, ESG is not an external obligation but a core element

of competitive positioning.

Similarly, Company 3 participant highlighted the importance of ESG in shaping brand
identity and customer relationships. Social responsibility and sustainability were seen as
essential components of corporate strategy, influencing both product development and
market positioning. The participant noted that “Consumers increasingly expect companies
to act responsibly. ESG is part of how we maintain trust and differentiate ourselves in the

market.”

According to the participant, “In our industry, ESG is strongly connected to regulation and
reporting obligations. We focus on making sure processes meet standards and reduce
operational risks.”. That described ESG as strongly influenced by regulatory requirements
and industry standards. While ESG was recognized as important, it was often framed in
terms of compliance, risk management, and operational efficiency rather than strategic

transformation.

Company 2 presented that “Investors are paying much more attention to ESG performance
than before. ESG indicators now influence how financial risks and long-term investment
opportunities are assessed.”. A hybrid perspective, where ESG was both a regulatory
requirement and a strategic factor in financial decision-making. ESG metrics were integrated
into investment evaluation processes, reflecting increasing pressure from investors and

regulators.

Company 5 participant emphasized supply chain sustainability, highlighting ESG as a

critical factor in managing supplier relationships and ensuring long-term operational
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stability. However, ESG was also associated with operational complexity and
implementation challenges. As the participant explained, “7The biggest challenge is ensuring
sustainability standards across global suppliers. ESG is important but implementing it

consistently throughout the supply chain is not easy.”
In the table below I have summarized all ESG orientation points mentioned by interviewees:

Table 4. ESG Orientation

Company ESG Orientation Strategic Role of ESG Primary Driver
Company 1 Strategic Core business model Innovation and
sustainability
Company 3 Strategic Brand and market positioning | Customer
expectations
Company 2 Hybrid Risk and investment decisions | Investors and
regulation
Company 4 Compliance-oriented | Operational efficiency Regulation
Company 5 Hybrid Supply chain sustainability Suppliers and
operations

4.2.2 Differences in ESG Integration into Strategy

The extent to which ESG is integrated into corporate strategy varied significantly across

companies.

Participant explained that “When we discuss future growth opportunities, ESG
considerations are always part of the conversation. Sustainability drives innovation and
influences where we invest.”. So, in Company 1, ESG was deeply embedded into strategic
decision-making, particularly in areas such as renewable energy and environmental
innovation. Managers described ESG as guiding long-term investment priorities and shaping
the overall direction of the company. Company 3 also demonstrated a high level of ESG
integration, particularly in relation to brand strategy and consumer engagement. ESG
considerations were incorporated into product development, marketing, and corporate

communication.
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In contrast, Company 4 participant described ESG integration as more structured and
process-driven, focusing on compliance, reporting, and operational improvements. While

ESG was integrated into strategy, it was less central to competitive differentiation.

Company 2 highlighted the role of ESG in financial decision-making, particularly in relation
to risk assessment and investment strategies. ESG factors were used to evaluate long-term
risks and opportunities, reflecting the increasing importance of sustainable finance. As
manager explained, “We use ESG indicators to evaluate long-term investment risks because

sustainability issues increasingly affect financial performance and market stability.”

Company 5 participant emphasized the integration of ESG into supply chain management,
focusing on sourcing practices, resource efficiency and environmental impact. However,

they also noted challenges in ensuring consistency across global operations.

These differences illustrate that ESG integration is not uniform but depends on industry

context and managerial priorities.

External Pressures ‘ Managerial Interpretation
(Regulation / Investors / Customers) (Sensemaking process)

Strategic Outcomes - ESG Strategic Integration
(Performance / Risk / Reputation) (High / Medium / Low)

Figure 4. Description of ESG Integration Process

Table 5. Key Areas of Integration

Company Strategy Integration Key Areas of Integration
Company 1 High Innovation, investments
Company 3 High Branding, product strategy
Company 2 Medium-High Investment decisions, risk
Company 4 Medium Compliance, operations
Company 5 Medium Supply chain management
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4.2.3 ESG as Cost vs Competitive Advantage

Across all companies, ESG was perceived as both a cost and a source of competitive

advantage, though the balance between these perspectives varied.

Participants from Company 4 and Company 5 emphasized the costs associated with ESG
implementation, including investments in new technologies, compliance systems, and
supply chain adjustments. These costs were particularly significant in the short term.
Participant from Company 4 noted that “Implementing ESG requirements often requires
expensive operational changes, especially in industrial environments where processes are
already highly complex.” Similarly, Company 5 participant explained that “Sustainable
sourcing and supplier monitoring create additional costs, but they are necessary for long-

term operational stability.”

In contrast, Company 1 and Company 3 participants were more likely to emphasize the long-
term benefits of ESG, including innovation, brand value, and market differentiation. ESG
was seen as an investment rather than a cost. Company 2 participant highlighted both
perspectives, noting that while ESG compliance increases operational costs, it also enhances

investor confidence and reduces financial risk.

This finding reflects the presence of strategic trade-offs, where managers must balance short-

term financial pressures with long-term sustainability goals.

4.2 .4 Influence of Stakeholders and Institutional Pressures

All companies identified external pressures as key drivers of ESG adoption, but the relative
importance of different stakeholders varied. Company 2 participant emphasized investor
pressure as a primary driver, reflecting the growing importance of ESG in financial markets.
ESG performance was closely linked to investment decisions and access to capital. The
participant explained that “Investors now expect detailed ESG reporting and sustainability
targets. ESG performance increasingly affects financing conditions and investment
attractiveness.” In contrast, Company 3 participant highlighted customer expectations and
brand reputation as the main drivers of ESG. Sustainability was seen as essential for

maintaining consumer trust and competitive positioning.
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Company 1 participant pointed to regulatory frameworks and environmental standards as
critical factors influencing ESG strategy. Compliance with environmental regulations was

closely linked to business operations.

Company 5 emphasized the role of supply chain stakeholders, including suppliers and
partners, in shaping ESG practices. Ensuring sustainability across the value chain was
identified as a key challenge. “We depend heavily on suppliers meeting sustainability
standards because ESG performance is no longer evaluated only at the company level but

1

across the entire supply chain.’

Company 4 participant highlighted a combination of regulatory and industry pressures,
reflecting the complexity of ESG in industrial contexts. As the participant explained,
“Industry expectations and regulations are becoming stricter every year, so ESG has

become an important part of operational risk management.”

These findings demonstrate that while institutional pressures are pervasive, their influence
is interpreted differently across companies. In the table below you can see the main

stakeholder’s pressure with interviewees mentions from each company.

Table 6. Key Areas of Influence

Main Stakeholder Pressure
Company 1 Regulators
Company 2 Investors
Company 3 Customers
Company 4 Regulators & industry
Company 5 Supply chain partners

4.2.5 ESG Challenges and Organizational Barriers

Participants across all companies identified several challenges in ESG implementation. A
common issue was the difficulty of measuring ESG performance, particularly in areas such
as social impact and governance. Participant noted that existing metrics do not always

capture the full complexity of ESG.
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Another challenge was organizational alignment. In companies such as Company 4 and
Company 5, participants highlighted difficulties in coordinating ESG initiatives across
different departments and regions. According to participant, “Different departments often
have different priorities, so aligning ESG goals across the organization can be

complicated.”

Resistance to change was also mentioned, particularly in more traditional organizational
structures. Implementing ESG often requires changes in processes, culture, and decision-

making practices.

Despite these challenges, most participants agreed that ESG is becoming increasingly
important and will play a greater role in future strategic decisions. One manager summarized
this by stating that “Whether companies like it or not, ESG will become increasingly

’

integrated into business strategy because stakeholder expectations continue to grow.’

4.2.6 Trends and Patterns

Several cross-company patterns emerged from the analysis. First, ESG is interpreted
differently depending on industry context. Companies with strong consumer or
environmental exposure (Company 3, Company 1) tend to adopt a more strategic approach,
while industrial and financial firms (Company 4, Company 2) often emphasize compliance
and risk management. Second, managerial interpretation plays a central role in shaping ESG
strategies. Even when companies face similar external pressures, their responses differ based
on how managers perceive ESG. Third, ESG is consistently associated with trade-offs
between costs and long-term benefits, highlighting its complexity as a strategic issue.
Finally, external pressures are important but do not determine outcomes directly. Instead,

they are filtered through organizational context and managerial decision-making.

4.3 Summary of Key Findings

The findings indicate that ESG is widely recognized as an important factor in corporate
strategy, but its role varies significantly across companies. Companies such as Company 1

and Company 3 treat ESG as core strategic drivers, while others, such as Company 4,
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approach it more as a compliance requirement. Company 2 and Company 5 demonstrate
hybrid approaches, reflecting the influence of industry-specific factors. Managerial
interpretation emerges as a key factor in explaining these differences. ESG is not
implemented uniformly but is shaped by how managers understand its relevance and
strategic importance. Overall, the findings suggest that ESG integration is a complex and
context-dependent process, influenced by both external pressures and internal managerial

perspectives.
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5 Discussion

5.1 Discussion of Key Findings

The purpose of this study was to explore how managers of European multinational
enterprises perceive ESG factors and how these perceptions influence strategic decision-
making processes. The findings demonstrate that ESG is no longer viewed solely as a
sustainability or reporting framework but has increasingly become integrated into broader
strategic and organizational discussions. However, the extent and nature of ESG integration
vary significantly across companies and industries, supporting the argument that ESG

implementation is highly context-dependent and shaped by managerial interpretation.

One of the most significant findings of this research is the distinction between managers who
approach ESG as a strategic driver and those that perceive it primarily as a compliance
requirement. Companies such as Company 1 and Company 3 demonstrated a more proactive
and strategically integrated approach to ESG. In these organizations, ESG was closely linked
to innovation, long-term competitiveness, and brand positioning. Managers described ESG
as an essential element of future business development, influencing investment priorities,
operational decisions and stakeholder engagement. These findings support previous research
arguing that ESG can function as a source of long-term value creation and competitive
advantage (Pollman, 2022; ERM, 2023). In particular, the findings align with the concept of
“shared value” where sustainability considerations are integrated into core business strategy

rather than treated as separate corporate responsibility initiatives.

At the same time, the findings also revealed a more compliance-oriented perspective in
companies operating in highly regulated or industrial environments, such as Company 4. In
these contexts, ESG was often associated with regulatory requirements, reporting obligations
and risk management rather than strategic transformation. This partially supports the
arguments of Cho et al. (2015), who suggest that some organizations may adopt ESG
practices symbolically in order to satisfy external expectations without fundamentally

transforming core business activities.
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However, the findings of this study suggest that the distinction between strategic ESG
integration and symbolic compliance is not always clear-cut. Companies such as Company
2 and Company 5 demonstrated hybrid approaches in which ESG simultaneously functions
as a strategic opportunity and a regulatory necessity. For example, ESG considerations in
Company 2 were strongly connected to investment evaluation and risk assessment, reflecting
increasing investor pressure and the growing importance of sustainable finance. This finding
highlights the complexity of ESG implementation and supports the argument that ESG
should not be viewed as a uniform organizational practice. Instead, ESG integration appears
to exist on a continuum, influenced by industry context, stakeholder expectations, and

managerial interpretation.

Another important finding concerns the role of institutional pressures. Across all companies,
participants emphasized the increasing influence of regulators, investors, customers, and

supply chain stakeholders on ESG-related decisions.

However, this study also demonstrates that institutional pressures alone cannot explain
organizational responses to ESG. While all companies operated within similar European
regulatory environments, their ESG strategies and priorities differed significantly. This
finding indicates that external pressures do not directly determine organizational behavior

but are interpreted by managers within specific organizational contexts.

This observation is particularly important because it supports the relevance of sensemaking
theory (Sopanen, 2025) in understanding ESG integration. Managers actively interpret ESG-
related pressures and assign meaning to them based on organizational goals, prior
experiences, and strategic priorities. For some managers, ESG represents an opportunity for
innovation and competitive differentiation, while for others it is primarily associated with

operational costs and compliance burdens.

This interpretive process was especially visible in discussions regarding ESG costs and
benefits. Participants acknowledged that ESG implementation often requires significant
investments in technology, reporting systems, operational restructuring, and employee
engagement. Companies such as Company 4 and Company 5 emphasized the complexity

and cost of integrating ESG across large international operations and supply chains.

At the same time, many participants argued that ESG creates long-term strategic benefits,

including improved reputation, stronger investor confidence, reduced operational risks, and
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enhanced customer trust. This finding reflects the tension between short-term financial costs
and long-term strategic value that has been widely discussed in previous ESG literature
(Usha and Thamotharan, 2025). The findings also contribute to the discussion regarding
ESG measurement and performance evaluation. Participants frequently highlighted
difficulties in measuring ESG outcomes and evaluating the effectiveness of ESG initiatives.
Managers expressed concerns that current ESG metrics and ratings often fail to capture the

complexity of sustainability practices within organizations.

This observation supports prior criticism regarding the inconsistency and limitations of ESG
ratings (Berg, Kolbel and Rigobon, 2022). While ESG ratings provide external assessments
of corporate sustainability performance, they may overlook qualitative aspects such as

organizational culture, managerial commitment, and strategic integration.

Importantly, the findings of this study suggest that managerial perception plays a central role
in translating ESG principles into strategic action. ESG does not influence organizations
automatically through external regulation or ratings. Instead, ESG becomes strategically
relevant only when managers interpret it as meaningful and valuable within their
organizational context. This finding contributes to the existing literature by helping explain
why firms operating under similar institutional conditions often adopt different ESG
strategies. The results suggest that variation in ESG implementation may be explained not
only by external pressures but also by differences in managerial cognition, interpretation,

and strategic priorities.

Furthermore, the findings indicate that ESG integration increasingly requires cross-
functional collaboration within organizations. Participants discussed the growing need for
coordination between sustainability departments, finance teams, operational management,
and corporate leadership. ESG was no longer viewed as an isolated sustainability initiative

but as an issue influencing multiple organizational functions.

This reflects the broader transformation of ESG from a reporting mechanism into a strategic
management issue. The findings therefore support the argument that ESG should be
understood not merely as a compliance framework but as a dynamic organizational process

shaped by managerial decision-making and strategic interpretation.

Overall, the findings demonstrate that ESG integration is highly complex and context

dependent. While external pressures create incentives for ESG adoption, the ultimate
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strategic outcomes depend largely on how managers interpret ESG and integrate it into

organizational decision-making processes.

This study contributes to the existing ESG and strategic management literature in several
important ways. First, the research contributes to the growing discussion regarding ESG
integration by shifting attention from quantitative ESG outcomes and performance indicators
toward managerial interpretation and strategic meaning-making. While a large portion of
ESG literature focuses on financial performance, ESG ratings, or disclosure practices, this
study emphasizes the internal managerial processes through which ESG becomes

strategically relevant within organizations.

Second, the findings extend institutional theory by demonstrating that external pressures
alone cannot fully explain organizational ESG behavior. Previous research based on
institutional theory has often emphasized how coercive, normative, and mimetic pressures
drive firms toward similar sustainability practices (Blach et al., 2025). However, the findings
of this study show that organizations operating within similar European institutional
environments still develop significantly different ESG strategies and priorities. This suggests
that organizational responses to ESG pressures are mediated by managerial interpretation

rather than determined solely by external institutional conditions.

Third, this study contributes to sensemaking theory by illustrating how managers actively
interpret ESG-related challenges, opportunities, and stakeholder expectations. The findings
support Weick’s (1995) argument that managers construct meaning in ambiguous
organizational environments and use these interpretations to guide strategic action. In the
context of ESG, managers were shown to frame sustainability differently depending on
organizational priorities, industry context, and perceived strategic relevance. Some
participants viewed ESG as a source of innovation and long-term competitiveness, while
others interpreted it primarily through the lens of compliance, operational risk, and reporting
obligations. The findings also contribute to upper echelons theory (Lee et al., 2024) by
demonstrating that managerial cognition and strategic interpretation influence organizational
ESG outcomes. The study suggests that ESG integration depends not only on institutional
pressures but also on how managers perceive sustainability and prioritize ESG within

strategic decision-making processes.
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In addition, the study contributes to the qualitative ESG literature by providing empirical
evidence from European multinational enterprises across different industries. Existing ESG
research is often dominated by quantitative approaches focused on ESG scores, disclosure
levels, or financial correlations. By using qualitative interviews, this study provides a more
nuanced understanding of how ESG is interpreted and implemented in practice within

organizations.

Finally, the study develops a more integrated understanding of ESG as a strategic and
managerial phenomenon. The findings suggest that ESG should not be viewed merely as a
reporting framework or compliance mechanism but as a dynamic organizational process

shaped by institutional pressures, managerial sensemaking, and strategic priorities.

5.2 Theoretical Contribution

This study contributes to the existing ESG and strategic management literature in several
important ways. First, the research contributes to the growing discussion regarding ESG
integration by shifting attention from quantitative ESG outcomes and performance indicators
toward managerial interpretation and strategic making. While a large portion of ESG
literature focuses on financial performance, ESG ratings, or disclosure practices, this study
emphasizes the internal managerial processes through which ESG becomes strategically

relevant within organizations.

Second, the findings extend institutional theory by demonstrating that external pressures
alone cannot fully explain organizational ESG behavior. Previous research based on
institutional theory has often emphasized how coercive, normative, and mimetic pressures
drive firms toward similar sustainability practices (DiMaggio and Powell, 1983). However,
the findings of this study show that organizations operating within similar European
institutional environments still develop significantly different ESG strategies and priorities.
This suggests that organizational responses to ESG pressures are mediated by managerial

interpretation rather than determined solely by external institutional conditions.

The findings also contribute to upper echelons theory (Hambrick, 2007) by demonstrating
that managerial cognition and strategic interpretation influence organizational ESG

outcomes. The study suggests that ESG integration depends not only on institutional

42



pressures but also on how managers perceive sustainability and prioritize ESG within
strategic decision-making processes. In addition, the study contributes to the qualitative ESG
literature by providing empirical evidence from European multinational enterprises across
different industries. Existing ESG research is often dominated by quantitative approaches
focused on ESG scores, disclosure levels, or financial correlations. By using qualitative
interviews, this study provides a more nuanced understanding of how ESG is interpreted and

implemented in practice within organizations.

Finally, the study develops a more integrated understanding of ESG as a strategic and
managerial phenomenon. The findings suggest that ESG should not be viewed merely as a
reporting framework or compliance mechanism but as a dynamic organizational process

shaped by institutional pressures, managerial sensemaking, and strategic priorities.

5.3 Practical Implications

The findings of this study also have several practical implications for managers,
multinational enterprises and policymakers. First, the study demonstrates that successful
ESG integration requires more than compliance with reporting standards and regulations.
Organizations that treat ESG solely as a reporting obligation may struggle to achieve long-
term strategic benefits. In contrast, companies that integrate ESG into broader strategic
planning, innovation, and decision-making processes appear to be better positioned to create

competitive advantage and strengthen stakeholder trust.

For managers, the findings highlight the importance of actively interpreting and
communicating the strategic relevance of ESG within organizations. Since ESG
implementation is strongly influenced by managerial perception, leaders play a critical role
in shaping organizational attitudes toward sustainability. Managers who frame ESG as an
opportunity for innovation, resilience and long-term value creation may encourage stronger
organizational commitment and employee engagement. The findings also suggest that
organizations should adopt more cross-functional approaches to ESG integration.
Participants frequently highlighted the need for coordination between sustainability
departments, finance teams, operations, procurement and executive leadership. Effective
ESG implementation therefore requires collaboration across organizational functions rather

than isolated sustainability initiatives.
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In addition, the study highlights the importance of balancing short-term financial pressures
with long-term sustainability objectives. Many participants emphasized the costs and
operational complexity associated with ESG implementation, particularly in areas such as
supply chain management, reporting systems, and technological investments. Managers
must therefore develop strategies that balance financial performance with long-term

sustainability goals and stakeholder expectations.

For multinational enterprises, the findings demonstrate that ESG strategies should be
adapted to industry-specific and organizational contexts rather than implemented through
standardized approaches. The study showed clear differences between companies operating
in financial, industrial, consumer, and supply chain-oriented sectors. This suggests that
effective ESG integration requires flexibility and strategic alignment with organizational
priorities and stakeholder environments. The findings also have implications for
policymakers and regulators. Although regulations and disclosure requirements are
important drivers of ESG adoption, the study suggests that formal requirements alone may
not ensure meaningful ESG integration. Since managerial interpretation significantly
influences organizational responses, policymakers may need to provide clearer guidance,
practical frameworks and incentives that support strategic ESG implementation rather than

purely compliance-oriented behavior.

Finally, the study highlights the growing importance of managerial education and ESG-
related competencies. As ESG becomes increasingly integrated into strategic decision-
making, managers require not only technical knowledge of sustainability reporting, but also
broader strategic and organizational capabilities related to stakeholder management, risk

assessment and long-term strategic thinking.
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6 Conclusions

The purpose of this study was to explore how managers of European multinational
enterprises perceive ESG factors and how these perceptions influence strategic decision-
making processes. The findings demonstrate that ESG has become an increasingly important
element of corporate strategy within European business environments. However, the study
also shows that ESG is interpreted and implemented differently across organizations

depending on industry context, stakeholder pressures, and managerial perspectives.

One of the key conclusions of this research is that ESG should not be understood solely as a
compliance or reporting framework. While regulatory requirements and stakeholder
expectations strongly influence organizational behavior, the integration of ESG ultimately
depends on managerial interpretation. Managers play a critical role in translating ESG
principles into strategic actions and determining whether ESG is viewed as a strategic

opportunity, a risk-management mechanism or primarily as a regulatory obligation.

The findings reveal clear differences between companies in their approach to ESG.
Organizations such as Company 1 and Company 3 demonstrated a more strategically
integrated approach, where ESG is closely linked to innovation, sustainability, brand
positioning and long-term competitiveness. In contrast, companies such as Company 4
placed stronger emphasis on compliance, operational efficiency, and risk reduction.
Company 2 and Company 5 demonstrated hybrid approaches in which ESG simultaneously
functions as a strategic opportunity and a response to external regulatory and stakeholder

pressures.

Another important conclusion is that ESG implementation involves significant trade-offs.
While participants recognized long-term benefits such as improved reputation, investor
confidence, operational resilience and stakeholder trust, they also emphasized the costs and
complexity associated with ESG integration. Companies face challenges related to
organizational restructuring, reporting systems, performance measurement and cross-
functional coordination. As a result, managers are required to balance short-term financial

pressures with long-term sustainability objectives.
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The study also demonstrates that institutional pressures play a major role in shaping ESG
adaptation. Regulations, investors, customers and supply chain stakeholders increasingly
influence corporate ESG strategies. However, the findings suggest that these pressures do
not directly determine organizational behavior. Instead, their impact is mediated through
managerial sensemaking and organizational context. This supports the relevance of
institutional theory and sensemaking theory in explaining variation in ESG implementation

across firms operating within similar environments.

Furthermore, the findings indicate that ESG is becoming increasingly integrated across
multiple organizational functions, including finance, operations, governance, innovation,
branding and supply chain management. ESG is therefore evolving from a specialized
sustainability issue into a broader strategic management concern that influences long-term

corporate development.

This study contributes to existing ESG literature by focusing on managerial perception rather
than solely on quantitative ESG performance indicators. By examining how managers
interpret and prioritize ESG study helps to explain why companies adopt different ESG
strategies despite facing similar institutional pressures. The research therefore contributes to

a deeper understanding of ESG as a managerial and strategic phenomenon.

Despite its contributions, the study has several limitations. The research is based on a
relatively limited sample of European multinational enterprises, which may restrict the
generalizability of the findings. In addition, the study focuses primarily on managerial
perspectives and does not include the views of other stakeholders such as employees,
customers, or investors. Future research could expand the geographical scope, include
additional industries, and combine qualitative and quantitative approaches to further
examine the relationship between managerial perception, ESG integration, and
organizational outcomes. It would also be useful for further research to examine in greater
detail the relationship between ESG and organizational performance. Interview participants
frequently noted the link between ESG and long-term strategic advantages, such as
reputation, investor trust, and competitiveness; however, this study did not conduct a

quantitative assessment of these outcomes.

Finally, future research could explore the growing role of digitalization and technological

innovation in ESG management. Cutting-edge technologies, such as artificial intelligence,
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data analytics, blockchain, and sustainability monitoring systems, can have a significant
impact on how organizations track ESG metrics, manage supply chains, and report on
sustainability performance. Exploring the interplay between technological transformations
and ESG strategy could provide valuable insights into the future evolution of sustainable

business practices.

Overall, the findings suggest that ESG integration is not a purely technical or regulatory
process, but a dynamic and context-dependent managerial activity shaped by interpretation,
organizational priorities, and strategic decision-making. As sustainability expectations
continue to grow, companies that successfully integrate ESG into their strategic processes
may be better positioned to achieve long-term resilience, competitiveness, and stakeholder

trust in increasingly complex business environments.
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8 Appendix

Appendix A. Interview Questions

Section 1: General Information

What is your position and role within the company?

What role does ESG play in your day-to-day work?

Section 2: Understanding ESG

How does your company define ESG?
Which ESG factors are most important for your business?
Has the importance of ESG changed in your company

over the last 3—5 years?

Section 3: ESG Implementation

How is ESG integrated into corporate strategy?

Are there specific ESG KPIs or metrics?

What were the main challenges encountered during the
implementation of ESG?

To what extent are employees involved in ESG

initiatives?

Section 4: ESG and performance

How does ESG affect the company’s financial results?
Do you consider ESG to be a source of costs or
competitive advantage?

Are there short-term versus long-term effects of ESG?

Section 5: Pressure from

stakeholders

Which groups have the greatest influence on ESG
decisions: investors, customers, regulators.
To what extent does ESG affect the company’s

reputation?

Section 6: Risks and challenges

Which ESG risks are most significant for your company?

How does ESG help manage these risks?

Section 7: Manager’s personal

perspective

Do you consider ESG to be strategically important for the
company’s future?

To what extent are companies genuinely implementing
ESG?

Has ESG changed your approach to decision-making?

Section 8: Conclusion

What advice would you give to companies just starting to

implement ESG?
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