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About Us
International Finance Corporation (IFC)
IFC—a sister organization of the
World Bank and member of the World
Bank Group—is the largest global development institution focused on the
private sector in developing countries.
The World Bank Group has set two
goals for the world to achieve by 2030:
end extreme poverty and promote shared
prosperity in every country. We work
with the private sector in developing
countries to create markets that open
up opportunities for all. We leverage
our products and services—as well as
products and services of other institutions across the World Bank Group—to
create markets that address the biggest
development challenges of our time. We
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apply our financial resources, technical
expertise, global experience, and innovative thinking to help our clients and
partners overcome financial, operational,
and other challenges. IFC is also a leading mobilizer of third-party resources
for projects. Our willingness to engage
in difficult environments and our leadership in crowding-in private finance
enable us to extend our footprint and
have a development impact well beyond
our direct resources. Our projects and
programs are evaluated by the Independent Evaluation Group. Accountability
is ensured by the independent Office of
the Compliance Advisor Ombudsman.
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Swiss State Secretariat for Economic Affairs
(SECO)

SECO is the Swiss federal government’s centre of excellence for all core
issues relating to economic and labour
market policy. It is our aim to contribute to sustained economic growth, high
employment and fair working conditions,
by creating the necessary regulatory,
economic and foreign policy framework.
On the domestic front, SECO acts as
an interface between business, social
partners and government. It supports
the regionally and structurally balanced
development of the economy and ensures
the protection of employees. Through
its labour market policy, it contributes
to the prevention and tackling of unem-

ployment and consequently to upholding
social peace. SECO is also involved in
efforts to reduce poverty in the form of
economic development cooperation. It
is SECO aim to contribute to sustained
economic growth, high employment
and fair working conditions, by creating
the necessary regulatory, economic and
foreign policy framework.
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Colegio de Estudios Superiores de Administración
(CESA)
CESA Business School is a specialized private higher education institution
in Colombia, which offers Bachelor’s
degrees in Business Administration,
Master’s degrees in Finance, Marketing, Entrepreneurship and Innovation,
MBA programs, postgraduate diplomas
and executive programs for professionals and top-level management. CESA
was established in 1975 by a group of
prominent business leaders backed by
Colombia’s National Entrepreneurs’ Association (ANDI). Its primary objective
is to offer a well-rounded education and
formation in business administration
with a strong international focus and
highly practical content, linking theory
with business practice.
In its more than 40 years of existence,
CESA has contributed to the formation
4

of professionals who have gone on to become prominent entrepreneurs and occupy key management positions in different
sectors. This has allowed the institution
to stand out as one of the country’s most
prestigious business schools and ensured
it has very strong ties to Colombia’s corporate sector. Based on the information
gathered by the observatory group from
the Ministry of Education in Colombia,
CESA’s alumni top the list of the highest
paid professionals in the Colombian job
market, surpassing the salaries of graduates in the same field from the country’s
other universities.
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Centro de Estudios en Gobierno Corporativo
(CEGC)
CESA’s Corporate Governance Studies Center (CEGC, according to its
Spanish acronym) develops rigorous
and applied research to improve organizational practices at both country and
regional level. CEGC also develops and
runs CESA’s corporate governance training programs, and provides advisory services to different types of organizations,
public or private, for profit or nonprofit.
It represents a collaborative environment for business leaders, practitioners,
researchers, regulators and policy makers working on corporate governance in
Colombia and across the region. CEGC
has been actively involved in collaboration agreements, projects and activities
with the World Bank Group - IFC,
OECD, SECO, GRI (Global Reporting Initiative), IGCLA (Network of

Institutions of Corporate Governance
Latin America), the Colombian Presidency’s Administrative Department,
the Colombian Stock Exchange, the
Financial Superintendence of Colombia,
the Superintendence of Closely-held
Companies, the Colombian Private
Competitiveness Council, the Colombian Corporate Governance Institute,
the Colombian Taskforce of Responsible
Investment, Aequales, ANDI, Deloitte,
and Page Group, among others.
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The Latin American Companies Circle

The Latin American Companies
Circle is a unique initiative launched in
May 2005 in Sao Paulo, Brazil at the
recommendation of the Latin American
Corporate Governance Roundtable, a
network of public officials, investors,
non-governmental institutes, stock exchanges and associations as well as others interested in corporate governance
improvements throughout the region.
The Companies Circle brings together
a group of leading Latin American companies who have adopted good corporate
governance practices. Companies Circle
members provide private sector input into
the critical work of corporate governance
development in the region and, importantly, share their experiences with each
other and other companies in the region
and beyond.
Through the Companies Circle,
members showcase how leading Latin
6

American companies can implement
good corporate governance and the benefits their companies experienced from
undertaking these improvements. Most
members of the Companies Circle are
firms listed on local and international
exchanges with significant presence in
their capital markets. Their experience
in boards of directors, shareholder and
stakeholder relations, the control environment, transparency and sustainability
/ ESG also provide important lessons
for closely-held private corporations,
including family firms. As at June 2020,
the Latin American Companies Circle
members are: Grupo Algar, Embraer,
Natura &Co and Ultrapar (Brazil),
Grupo Argos and ISA (Colombia),
Florida Ice & Farm Co. (Costa Rica),
Buenaventura and Ferreycorp (Peru).
The Companies Circle is sponsored by
IFC.
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A Word from the
Companies Circle Executive Director
I am pleased to share with you this
new publication from the Latin American Companies Circle, in collaboration
with CESA Business School, in a very
poignant moment in our history, in the
midst of a pandemic that is reshaping the
way of doing business.
The Companies Circle was launched
in May 2005 and different members have
come in and out during its 15 years of
existence, for various reasons, mainly due
to changes in control or delisting. We are
grateful to all those companies that have
been part of Companies Circle initiatives, because they have contributed to
its success today. Companies Circle firms
have grown from being local companies
to regional and global players. Among
these leading regional companies, we
have the commitment of chairpersons

and board members as well as the generous work and contributions of their
C-level executives. We have also been
able to engage the chairpersons of Latin
America’s main stock exchanges, as well
as the region’s main institutional investors, in this endeavor, ensuring that the
conversations relating to the Companies
Circle’s discussions and work towards
environmental, social and governance
(ESG) practices are high-level, as well as
being both practical and inspiring. It is
worth emphasizing that Companies Circle members are not only committed to
each other, but to their markets. Hence,
this publication and its dissemination
are part of this initiative’s commitment
to the development of regional markets.
The f irst goal of the Companies
Circle was to focus on good corporate
7
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governance practices and learn from
leading institutions, such as IFC, as well
as each other. We have since come a long
way, moving onto ESG and furthermore,
attempting to address the constant question of how to govern environmental
and social issues and make sure they are
embedded in companies’ governance
systems. Today, the Companies Circle
works to be recognized as a knowledgeable, experienced and active think-tank
on ESG practices in Latin America.
This publication is one of the results
of this endeavor. We started the discussion about ESG demands, trends and
practices in 2017 and engaged in this
research to discover the actual requirements from investors’ perspectives. We
uncovered different realities between local and international investors, as well as
other interesting insights, using a survey
methodology. We later asked ourselves
how international development investors,
such as IFC and SECO, play a role in
the region and the nature of their vision
on ESG practices and requirements. We
were able to understand the evolution,
8

and increasing importance, of ESG practices related to investment by conducting
in-depth interviews with these organizations. We also wanted to understand how
Companies Circle members respond to
ESG demands. Initially we assumed that
the motivation behind the implementation of good practices comes from investors’ demands. However, we discovered
that Companies Circle members have a
robust corporate development and have
gone the extra mile in practices, policies and disclosure. ESG practices are
embedded in the core of these companies
and shape their way of doing business.
This has led them to gain new markets,
develop new products, and find new
ways to finance operations, such as the
issuance of green bonds. These practices
have also made the process of the acquisition of companies in new markets easier.
Commitment to ESG shapes the culture
of Companies Circle members, something that has been very attractive for the
employees of the companies acquired.
Finally, while working on this publication, we encountered the COVID-19
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pandemic. We then included an analysis
as to how companies are responding to
such distressing times. You will find
their responses not only inspiring but
proof of what it means to ‘walk the talk’
in the most difficult moments.
None of this would have been possible
without the generous and continuous
support of the former IFC LAC Corporate Governance Manager, Oliver
Orton, who has been an inspiration to
the program, its fiercest sponsor and
a wise guiding voice, thanks to both
his experience in the market and his
knowledge of corporate governance. We
especially thank Oliver for his consistent
willingness to go the extra mile to make
things happen.
I hope you enjoy reading this as much
as we have enjoyed the process of producing this publication.
Magdalena Rego, Companies Circle
Executive Director
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Environmental, social and
governance practices in
Latin America: investor and
firm perspectives from the
companies circle members 2

2

Note: A first draft of this paper wa.s prepared as background for discussion at the 2018 Latin American
Companies Circle annual meeting in Bogotá, Colombia. Magdalena Rego, IFC’s Corporate Governance Officer
for Latin America and the Caribbean, served as Coordinator. This final version of the paper includes not only
investors’ perceptions about ESG practices, but also considers the motivations and initiatives of Companies
Circle’s members to support and develop business models within a framework of sustainability. Special thanks
to the companies and respondents that supported the survey, and to Margarita Ortiz, Nicolás Prieto, Jennifer
Romero and Alejandro Escallón at the CESA Corporate Governance Studies Center (CEGC).

Cite this publication: Guzmán, A.; Rego, M., & Trujillo, M. A. (2020). Environmental, social and
governance practices in Latin America: investor and firm perspectives from the companies circle
members. Working Paper No. 20002. Centro de Estudios en Gobierno Corporativo (CEGC). CESA:
Bogotá

Centro de Estudios en Gobierno Corporativo (CEGC)
Colegio de Estudios Superiores de Administración – CESA
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“When a company compromises its license to operate, there is a risk to our investment.”


Survey respondent

Introduction
Ends of corporate governance

Milton Friedman, who received the
1976 Nobel Memorial Prize in Economic
Sciences, wrote a famous opinion column
in September 1970 entitled “The Social
Responsibility of Business Is to Increase
its Profits.”3 He asserted that in a free
enterprise, private-property system, a
corporate executive is the employee of

the business owners, and owes primary
responsibility to them. From this point
of view, the only social responsibility of
business is to use its resources to engage
in activities designed to increase its
profits and the owners’ wealth. There
has been a lot of water under the bridge
since this piece was published.

Friedman, M. (1970, September 13). The social
responsibility of business is to increase its profits. The
New York Times Magazine.

The reasoning of Friedman is closely
related to the discussion about the ends
of corporate governance; that is, whose

3
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interests should prevail in the decisionmaking process? While some models
suggest that corporations should be run
so as to maximize shareholders’ wealth,
others argue that managers and directors should consider the interests of all
stakeholders when making corporate
decisions.4 On one hand, and according
to Bainbridge, 5 boards should be the
leading internal corporate governance
mechanism, pursuing shareholders’
wealth maximization and hence favoring shareholders’ interests. Under this
viewpoint, a firm is organized and primarily geared toward the accumulation
of wealth for shareholders, and directors
should employ their efforts for that end.
On the other hand, Tan6 argues that the
ends of governance must be expanded
4

Bainbridge, S. (2003). Director primacy: The means
and ends of corporate governance, Northwestern
University Law Review, 97(2):547-606.

5

Ibid.

6

Tan, Z. X. (2014). Stewardship in the interests of
systemic stakeholders: Re-conceptualizing the
means and ends of Anglo-American Corporate
Governance in the Wake of the Global Financial
Crisis. Journal of Business & Technology Law, 9(2):169212.

past maximizing shareholder value to
minimize systemic risk. Thus, the ends
of governance should consider the possibility of financial and economic instability, and boards should work to prevent
negative consequences in the environmental, social and economic dimensions
due to the interconnections between the
firm and the economy. In addition, for
Tan, shareholder value maximization
can exacerbate short-termism pressures
and is not always economically desirable.
This redefinition of the ends of corporate governance also seems to benefit
shareholders. According to Harper,7
under “enlightened shareholder value”
(ESV), the attention to corporate stakeholders, including the employees, local
communities, and the environment, is
critical to generating long-term shareholder wealth and improving risk assessment and management. Harper states
that ESV still recognizes the creation
7

Harper Ho, V. E. (2010). “Enlightened Shareholder
Value”: Corporate Governance Beyond the
Shareholder-Stakeholder Divide. Journal of
Corporate Law, 36, 59-112.
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of long-term shareholder value as the
single objective standard. “However,
ESV-oriented investors expect management decision making to satisfy an additional criterion; that is, to be justified
with reference to stakeholders, whether
by avoiding harm to stakeholders that
pose a material risk of future loss to the
firm or by seeking opportunities to generate wealth in a way that also benefits
stakeholders.”8
For Harper, changes across the economy favoring sustainable business practices, a broader conception of corporate
accountability, new approaches to risk
management, and long-term investment
strategies have created an environment
in which shareholder and stakeholder
interests are more aligned. Harper states
that leading institutional investors have
adopted a stakeholder orientation with
initiatives that consider environmental,
social, and governance (ESG) measures
and follow the United Nations Principles
for Responsible Investment (PRI) in

analyzing and determining portfolio
composition and risk management. Under this new orientation, institutional
investors are given special consideration
to stakeholder interests.
Jean Tirole, recipient of the 2014 Nobel Memorial Prize in Economic Sciences, asserted in 2001 that the traditional
shareholder-value approach is too narrow
for an economic analysis of corporate
governance. He defines corporate governance as the design of institutions that
induce or force management to internalize the welfare of stakeholders. “The
provision of managerial incentives and
the design of a control structure must
account for their impact on the utilities
of all stakeholders (natural stakeholders
and investors) in order to, respectively,
induce or force internalization.”9
This broad view of corporate governance has emerged in parallel with
discussions of corporate social responsibility, shared value and the purpose of
9

8

20

Harper Ho (2010, pg. 108).

T irole, J. (20 01). Corp orate Governance.
Econometrica, 69(1):1-35.
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the corporation. According to Michael
Porter and Mark Kramer, the perceived
legitimacy of business has fallen because
shareholders appear to be prospering at
the expense of others. Some companies
continue to approach economic creation
by optimizing short-term financial performance, leaving aside the needs and
expectations of actors who determine
their long-term success. For Porter and
Kramer, companies must take the lead
in bringing business and society back together. Their solution lies in the principle
of shared value, “which involves creating
economic value in a way that also creates
value for society by addressing its needs
and challenges.”10 Hence, shared value
implies practices and policies that foster
firms’ competitiveness while developing
economic and social ties to the communities in which they operate.
According to Porter and Kramer, corporate shared value (CSV) has its roots
in corporate social responsibility (CSR),
10

Porter, M., & Kramer, M. (2011, January–February).
Creating Shared Value. Harvard Business Review,
89(1-2):62–77.

but while CSR programs focus primarily
on reputation and have a limited connection to the business, CSV is embedded
in companies’ competitive position and
profitability. These authors highlight
three different ways to create shared
value: by reconceiving products and markets, redefining productivity in the value
chain, and building supportive industry
clusters at the companies’ locations.
The main question that arises from
these arguments concerns companies’ capacity to finance growth and new investment opportunities, their cost of capital,
and hence their economic value. Without
a clear connection between the stakeholder approach in the decision-making
process and firm value, the debate encompassing a broad view of corporate
governance is just a fairy tale. However,
there are different facts and studies that
make it easy to establish this link. For
example, the Principles for Responsible
Investment, an investor initiative in
partnership with the United Nations’
Environment Programme and the UN
Global Compact is the world’s leading
proponent of responsible investment.
21
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It works to understand the investment
implications of environmental, social
and governance (ESG) factors and to
support its international network of
investor signatories in integrating these
factors into their investment and ownership decisions.
The Principles for Responsible Investment (PRI) were introduced in April
2006 at the New York Stock Exchange
by the United Nations’ then Secretary
General Kofi Annan, with 32 signatories from nine countries. Over the
following decade, the principles were
firmly established as the global voice of
the responsible investment movement.11
More than 2,500 asset owners, investment managers and service providers,
from over 60 countries and representing
approximately US$80 trillion in assets,
are now signatories. 12
11

PRI (2017). A blueprint for responsible investment:
Genesis, assumptions and process. London: PRI
(Principles for Responsible Investment).

12

PRI (2019). Principles for Responsible Investment.
London: PRI (Principles for Responsible Investment).
R et r i eve d f ro m: ht t ps: //w w w.unp r i . o rg /
download?ac=6303.
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Different studies also support the link
between shared value creation and firm
value. Yu, Guo and Luu (2018)13 investigate whether ESG disclosure impacts
firm value. They analyze the practices of
almost 2,000 listed firms in 47 developed
and emerging countries, finding support
for greater ESG disclosure to boost firm
valuation measures. According to these
authors, the benefits from ESG disclosure appear to outweigh their cost for
the average listed firm. They also find
that firms with a greater asset size, better
liquidity, higher R&D intensity, fewer
insider holdings and good past financial
performance will be more transparent in
ESG issues.
In the same vein, Li et al. (2018)14
used a sample of 350 FTSE listed firms,
during the period 2004-2013, to analyze
13

Yu, E. P. Y., Guo, C. Q., & Luu, B. V. (2018). Environmental,
social and governance transparency and firm value.
Business Strategy and the Environment, 27(7), 9871004.

14

Li, Y., Gong, M., Zhang, X. Y., & Koh, L. (2018). The
impact of environmental, social, and governance
disclosure on firm value: The role of CEO power.
The British Accounting Review, 50(1), 60-75.
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the impact of ESG disclosure on firm
value. They argue that firms with better
ESG disclosure can be more attractive
to both financial investors and other
major stakeholders. This could happen
for a number of reasons, such as lower
information asymmetries attributable
to disclosures regarding ESG, stronger
relationships with multiple stakeholders
because of improved internal management practices following from ESG
disclosure, and reduced agency costs
following more stakeholder engagement,
among other causes. In line with their
arguments, Li et al. find a positive association between ESG disclosure level
and firm value suggesting that ESG
transparency improves the relationship
between firms and their multiple stakeholders and creates value in the long run.
Different studies have also shown a
relationship between good ESG practices and a lower cost of capital. For example, Clark, Feiner and Viehs (2015)15
review 200 studies on sustainability,

and among them, 29 empirical studies
on ESG issues and their effects on the
cost of capital. They not only find that
88 percent of the 200 reviewed studies
show a positive impact of sustainability
practices on firm performance, but also
find that 26 of the 29 studies (90%)
analyzing the cost of capital show that
superior sustainability practices reduced
the cost of financing.
In addition, Gupta (2018) 16 studied
the relationship between environmental
practices and the implied cost of equity
for a sample of firms from 43 different
countries, finding that an improvement
in environmentally friendly practices
leads to a reduction of the implied cost of
equity. His results are stronger in countries where country-level governance
mechanisms are weak, which suggests
that firms in a country with weak governance can access equity at a lower rate
can drive financial outperformance. Available at
SSRN 2508281.
16

15

Clark, G. L., Feiner, A., & Viehs, M. (2015). From the
stockholder to the stakeholder: How sustainability

Gupta, K. (2018). Environmental sustainability and
implied cost of equity: International evidence.
Journal of Business Ethics, 147(2), 343-365.
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by demonstrating a high commitment to
good environmental practices.
Crifo, Forget and Teyssier (2015)17
develop an experiment to examine the
relationship between ESG corporate
disclosure and equity financing. In the
experiment, professional private equity
investors competed in closed auctions
to acquire fictive firms. The results suggest that entrepreneurs have more to lose
from irresponsible ESG practices than to
gain from good ones. The authors conclude that irresponsible corporate policies might both prevent equity financing
and increase its cost and that the disclosure of ESG performance constitutes a
defensive strategy to protect firm value
and equity access.
Empirical studies have demonstrated
that asset managers and institutional
investors have given relevance to ESG
factors, leading to a change in corporate
17

24

Crifo, P., Forget, V. D., & Teyssier, S. (2015). The price
of environmental, social and governance practice
disclosure: An experiment with professional private
equity investors. Journal of Corporate Finance, 30,
168-194.

behavior. To investigate how conventional asset managers account for ESG factors
in their investment process, van Duuren,
Plantinga and Scholtens (2015)18 discuss
the opinions of portfolio managers in
response to an international survey. The
survey was not targeted toward managers
of ethical, responsible, or green funds but
to managers of conventional investment
funds. The findings suggest that many
conventional fund managers have adopted practices of responsible investing.
Although U.S.-based managers tend to
be skeptical about its benefits, European
managers are outright optimistic. The
latter finding could be evidence of differences in the U.S. and European approach
to corporate governance, with the U.S.
more shareholder-oriented and Europe
traditionally stakeholder-oriented.
Dyck et al. (2019) 19 analyze whether
institutional investors inf luence the
18

van Duuren, E., Plantinga, A., & Scholtens, B. (2016).
ESG integration and the investment management
process: Fundamental investing reinvented. Journal
of Business Ethics, 138(3), 525-533.

19

Dyck, A., Lins, K. V., Roth, L., & Wagner, H. F. (2019).
Do institutional investors drive corporate social
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environmental and social (E&S) performance of firms worldwide. Analyzing
a sample of 3277 non-US firms from
41 countries over the 2004–2013 period they find that greater institutional
ownership is associated with higher
firm-level E&S scores. They also show
that investors who are signatories to the
Principles for Responsible Investment
(PRI), which commits them to foster
ESG practices, have more than double
the average investor impact on firms’
E&S performance.
In this paper we analyze the perception of regional and international investors regarding the relevance of ESG
practices when deciding to invest or
disinvest in Latin American companies.
We also analyze the motivations and
initiatives of Latin American companies
to support and develop business models
within a framework of sustainability.
And finally, we briefly discuss the motivations of international organizations
in fostering sustainable development
responsibility? International evidence. Journal of
Financial Economics, 131(3), 693-714.

and ESG practices in Latin America.
We perform this analysis by attending
to the interest of IFC Companies Circle
regarding this issue. According to IFC
(International Finance Corporation), 20
the Latin American Companies Circle is
a unique initiative launched in May 2005
in Sao Paulo at the recommendation of
the Latin American Corporate Governance Roundtable. The Companies
Circle brings together a group of leading
Latin American companies which have
adopted good corporate governance practices in order to bring private sector input
into regional development of corporate
governance through shared experiences
with each other and other companies in
the region and beyond.

20

IFC (August 26, 2018). Corporate Governance,
Regional Advisory Programs, The Latin American
Companies Circle. Retrieved from: https://www.
ifc.org/wps/wcm/connect/topics_ext_content/
ifc_external_corporate_site/ifc+cg/regional_
advisory_programs/the+latin+american+compa
nies+circle
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ESG practices from
investors’ perspective
Survey
A. Survey Development and Delivery
We conducted a cross-country survey
using a common questionnaire. The
questionnaire was sent to approximately
80 institutional investors actively investing in Latin America and closely related
to the Companies Circle. In total we
received 28 responses, a valid response
rate of 35 percent. We offered the questionnaire in Spanish and English, sending email invitations to participate to
targeted investors in July 2018. In sum,
this survey deals with how investors’
decisions are influenced by ESG practices, their acknowledgement of ESG
factors, their preferences for ESG, and
26

the organizational practices they adopt to
consider these indicators when investing.
To develop the questionnaire, we considered different sources, including the
PRI questionnaire regarding responsible
investments, Thomson Reuters ESG
scores and data, the literature on ESG
factors, and the opinion of experts related
to the Corporate Governance Studies
Center at CESA School of Business in
Colombia.
The survey has six different sections.
The first gives us a general description
of the investor respondents. The second
provides a general overview of the relevance of ESG indicators for investors
and includes the following questions: Do
you use ESG metrics (environmental,
social and governance) as a guideline
for investment decisions? Does Fund
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Management decline investment opportunities due to bad environmental,
social, or governance practices? Does
the fund have its own ESG Metrics or
are third party information sources used?
Do you consider it important to evaluate
ESG topics differently, depending on the
economic sector of a company? The third
section allows more knowledge about the
ESG policy of the surveyed investors and
includes the following questions: What
is the scope of the ESG policy? Does it
cover the entire investment cycle (due
diligence, holding period, and exit)?
Does the fund evaluate environmental,
social and governance topics separately
instead of as a whole? Does the fund give
more weight to certain ESG factors?
Then, in the fourth section we assess
the relevance of ESG in the investment decision, asking the following:
Do you believe ESG can mitigate risks
in investments? Do you believe ESG
policy generates economic value? Do
you measure value generated by ESG
when you exit your investments? (Additional value would be the premium paid
by the counterparty due to ESG value)

Do you perform a current and historical
ESG practices due diligence when you
evaluate investment opportunities? And
does the fund take action when there is
a worsening in ESG metrics?
In the f ifth section, we not only
evaluate the resources allocated to ESG
by investors, but also their preferences.
This section includes questions such
as: Do you have a specific budget to
execute, measure, control and develop
ESG policy? Do you have personnel
dedicated partially or full time to execute, measure, control and develop ESG
policy? Do you use third-party services
to execute, measure, control and develop
ESG policy? Do you consider the ESG
metrics published by your investments on
a timely basis useful? In addition to these
questions we asked for the relevance
investors give to 97 ESG indicators
distributed as follows: 19 ESG indicators relate to environmental aspects (10
indicators of resource use, 3 of emissions,
and 6 of innovation), 39 indicators relate
to social aspects (15 of workforce, 5 of
human rights, 11 of community, and 8
of product responsibility), and 39 ESG
27
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indicators relate to corporate governance
(25 of management, 8 of shareholders
and 6 of CSR strategy).
The sixth section inquiries into ESG
policy disclosure practices with two
questions: Is your ESG policy public?
If so, is there a specific report on ESG
to investors? The entire questionnaire
comprises the Appendix.

B. Respondent Characteristics
From the total of our respondents, 25
(89%) answered on behalf of the assets
managers where they work, and 3 (11%)
responded by expressing their personal
opinion. The respondents work for institutions with assets under management valued at $57.3 billion on average,
with a maximum of $991 billion. Most
respondents work for traditional asset
managers, 39 percent for mutual funds,
21 percent for pension funds and 11
percent for trust companies or fiduciaries. The rest work for stockbroker firms
(18%) or have a reputation as financial
experts (11%), having worked as asset
28

managers. The respondents are based in
four different Latin American countries:
14 percent are from Peru, 18 percent
from Costa Rica, 18 percent from Brazil,
and 50 percent from Colombia. Finally,
29 percent of the respondents work for
asset managers headquartered outside
Latin America, specifically in Europe,
the United States and Canada.

Findings
A. Relevance of ESG indicators for investors
Table 1 depicts the survey respondents’ answers to questions that assess the
relevance of ESG indicators when taking
investment decisions. Only 21 percent of
our respondents do not use ESG indicators as a guideline when analyzing their
investment opportunities. This finding
highlights the relevance that ESG metrics have been gaining in recent years
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Graphic 1. Survey respondents.

Source: ESG Research Questionnaire for Companies Circle IFC
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in Latin America. All respondents who
consider ESG indicators decline investment opportunities when they identify
bad practices on environmental, social,
or governance issues. Some respondents
argue that this is especially the case
when analyzing corporate governance
practices. Other respondents stated that
bad ESG correlates with subpar capital
returns. They recognize the relevance
of stakeholders and aligned incentives

for business prospects, viewing ESG
indicators as a means to assess the management team’s approach to risk and the
time horizon. Investors also assume that
ESG bad practices increase the overall
risk profile of the investment. Hence, in
specific cases when a company has very
bad ESG practices and the investors have
little influence over management, they
will abstain to invest.

Table 1. Relevance of ESG indicators for investors

30

ESG General Topics

Yes

No

Answers

Do you use ESG metrics (Environmental, Social and Governance)
as a guideline for investment decisions?

79%

21%

28

Does Fund Management decline investment opportunities
due to bad environmental, social, or governance practices?

100%

0%

22

Does the fund have its own ESG metrics?

50%

50%

22

Do you consider it important to evaluate ESG topics differently,
depending on the economic sector of a company?

86%

14%

22

No. 21001
FEBRUARY

2021

In addition, 86 percent of respondents evaluate ESG topics differently,
depending on the industrial sector of
the target company. Investors recognize
that materiality of ESG factors can differ
according to the industry the company
operates in. This is in line with previous
studies that demonstrate the relevance
of ESG practices by industry. Gamerschlag, Möller and Verbeeten (2011)21
assert that industry membership affects
the amount of ESG disclosure. According to these authors, stakeholder pressures are influenced by the industry a
company belongs to because firms with
a high environmental or social impact
receive more attention from lobby groups
trying to influence politicians and the
general public to impose costs on those
firms with poor ESG performance. In
addition, Eccles et al. (2012)22 argue
that one of the greatest challenges
21

22

Gamerschlag, R., Möller, K., & Verbeeten, F. (2011).
Determinants of voluntary CSR disclosure: empirical
evidence from Germany. Review of Managerial
Science, 5(2-3), 233-262.
Eccles, R. G., Krzus, M. P., Rogers, J., & Serafeim, G.
(2012). The need for sector‐specific materiality

facing investors using ESG performance
information is the absence of standards.
In order to identify which of the many
ESG dimensions are most material, these
authors argue that materiality and reporting standards must be developed on
a sector‐by‐sector basis, and that failure
to do so will result in inconsistent and
even misleading disclosures.
When asking respondents if their
asset fund has its own ESG metrics,
only 50 percent have actually developed
specific metrics to assess sets of practices
in evaluating, tracking and measuring
the performance of their investments.
The inclusion by asset managers of ESG
risks and opportunities into investment
decisions could generate costs that not
all investors can efficiently afford. According to van Duuren, Plantinga and
Scholtens (2015)23, ESG assessment potentially burdens the investment process
and sustainability reporting standards. Journal of
Applied Corporate Finance, 24(2), 65-71.
23

van Duuren, E., Plantinga, A., & Scholtens, B. (2016).
ESG integration and the investment management
process: Fundamental investing reinvented. Journal
of Business Ethics, 138(3), 525-533.
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by imposing costly constraints. Kempf
and Osthof (2008)24 find that mutual
funds engaged in ESG investing have a
significantly higher ethical ranking than
standard funds, but they charge higher
expense ratios.

B. Characteristics of the ESG Policy
Table 2 depicts the answers to questions about the characteristics of their
ESG policies reported by the asset
managers surveyed. From the total of
the respondents, 86 percent not only
take ESG indicators as a relevant factor
in evaluating the investment decision,
but also, once the investment has been
made, actively monitor the evolution of
the ESG risks. That is, the ESG policy
covers the entire investment cycle, from
due diligence to exit. In addition, in 57
percent of the cases respondents recognize that they evaluate environmental,
24

32

Kempf, A., & Osthoff, P. (2008). SRI funds: Nomen
est Omen. Journal of Business Finance & Accounting,
35(9‐10), 1276-1294

social and governance topics separately.
Some consider corporate governance factors as the source of the main risks they
face in their investments. Others think
that breaking down the topics gives a
better sense of each. In addition, some
asset managers consider it necessary to
separate the analysis of these issues because each topic covers a different risk
to be analyzed and because each has a
different level of relevance depending on
the company under assessment. When
we ask if the fund gives more weight
to certain ESG factors, we got an affirmative answer in 77 percent of cases.
Some investors assert that they give
more weight to social and governance
indicators because they believe that these
two factors will have a greater impact
on their investment performance. For
others, the governance factor ref lects
deeper corporate development. One of
the surveyed asset managers asserted
that corporate governance is the factor
that has a significant and real impact on
long-term performance.
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Table 2. Characteristics of the ESG policy
Characteristics of the ESG Policy

Yes

No

Answers

What is the scope of the ESG policy? Does it cover the entire investment
cycle (due diligence, holding period, and exit)?

86%

14%

21

Does the fund evaluate environmental, social and governance topics
separately?

57%

43%

21

Does the fund give more weight to certain ESG factors?

77%

23%

22

These answers give us a preliminary
prioritization of the ESG factors. Governance occupies first place, followed
by social and environmental factors (see
Table 2). This rating is in line with previous results in other studies. For example,
Sultana, Zainal and Zulkif li (2017)25
analyze the preferences of individual
stock market investors in Bangladesh
regarding ESG issues and find that
these inf luence investment decisions
and that governance issues are the most

25

Sultana, S., Zainal, D., & Zulkifli, N. (2017). The
influence of environmental, social and governance
(ESG) on investment decisions: The Bangladesh
perspective. Pertanika Journal of Social Sciences and
Humanities, 25(November), 155-173.

influential, followed by social and environmental issues.

C. Relevance of ESG in the investment
decision
Our survey includes questions to assess the reasons for considering ESG indicators in the investment decision. Table
3 reports answers to five questions on this
issue. Although 95 percent of our respondents presume that monitoring ESG
indicators can mitigate risks in investments and 91 percent believe that their
ESG policy creates economic value, only
10 percent measure the impact of ESG
33
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policy on their investments in some way.
It is clear that such measures are difficult
when ESG risks and opportunities are
integrated because the final profitability
of an investment depends on many factors. This lack of approximate measures
makes the adoption of good practices for
ESG more problematic not only from the
demand side (investors) but also from the
offer side (companies). Regarding the
first two questions in this section, survey
respondents give varying comments; e.g.,
strong governance reduces the probability of wrongdoing and bad decisions;
ESG analysis gives a better understanding of the company, its culture and the
risks the company faces; ESG analysis
addresses the sustainability of the business; the ESG policy lowers the risk of
contingent liabilities and the negative
impact of externalities; and ESG generates value by avoiding unforeseen risks.
The impact of CSR and ESG performance on firm value has been analyzed
by researchers like Krüger (2015) 26
26

34

Krüger, P. (2015). Corporate goodness and
shareholder wealth. Journal of Financial Economics,

who examined the strong reaction of
stock markets to negative events related
to a firm’s CSR. Ge and Liu (2015)27
find that better CSR performance is
associated with better credit ratings,
and better CSR performance is associated with lower yield spreads. Hence,
their results indicate that firms with
better CSR performance are able to issue bonds at lower cost. Dimson et al.
(2015)28 investigate the active engagement of major institutional investors,
often termed “universal owners,” on
ESG issues and find that they generate abnormal returns in the market,
increasing f irm value. Fatemi et al.
(2015)29 discuss how CSR expenditures
e xer t a n in f luence on f ir m va lue
115(2), 304-329.
27

Ge, W., & Liu, M. (2015). Corporate social
responsibility and the cost of corporate bonds.
Journal of Accounting and Public Policy, 34(6), 597624.

28

Dimson, E., Karakaş, O., & Li, X. (2015). Active
ownership. The Review of Financial Studies, 28(12),
3225-3268.

29

Fatemi, A., Fooladi, I., & Tehranian, H. (2015).
Valuation effects of corporate social responsibility.
Journal of Banking & Finance, 59, 182-192.
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through their effect on cash f lows, the
firm’s probability of survival, and its
cost of capital. These are only some
examples, but the large number of empirical studies contrasts with the lack of
measures regarding the impact of ESG
practices on investment performance.
Another relevant practice revealed by
this survey is that 73 percent of respondents perform a current and historical
due diligence on ESG practices when
evaluating investment opportunities,

and within this subsample 100 percent
take action when there is a worsening in
the ESG metrics. Some comments suggest that investors consider a company’s
history to be a good indication of its
future behavior. In addition, when ESG
indicators are worsening, some investors
engage with the firm to understand the
situation and learn about steps being
taken to avoid a future decline, while
others reduce their position or disinvest.

Table 3. Relevance of ESG in the investment decision
ESG in the Investment Cycle

Yes

No

Answers

Do you believe ESG can mitigate risks in investments?

95%

5%

22

Do you believe ESG policy generates economic value?

91%

9%

22

Do you measure value generated by ESG when you exit your
investments? (Additional value would be the premium paid
by the counterparty due to ESG value.)

10%

90%

22

Do you perform a current and historical ESG practices due diligence
when you evaluate investment opportunities?

73%

27%

22

If the answer to the previous question is yes, does the fund take actions
when there is a worsening in ESG metrics?

100%

0%

16
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D. Preferences on ESG and resources
allocated to ESG
This section is in part connected to
asset managers’ ability to specifically
analyze ESG factors. Despite increased
ESG relevance, investors still do not use
a robust internal structure dedicated to
measuring and monitoring these practices and the overall ESG performance
of their investments. Among the barriers to a sustainable financial system, the
2018 PRI annual report30 highlights the
focus on short-term gains and the need
for more engagement from policymakers, regulators and other stakeholders
to ensure that institutional investors
understand that their fiduciary duties
require them to consider material ESG
issues in their investment processes
and decision making. In addition, this
report stresses that despite the growing
evidence showing the financial materiality of ESG issues to portfolio value,
30

36

Principles for Responsible Investment. 2018. Annual
report 2018. PRI.

the consultants advising on how trillions of dollars are invested do not
consider ESG issues in investment
practice. Hence, this is still an issue
under development.
The majority of our survey respondents lack a specific budget to execute,
measure, control and develop ESG
policy. Only 21 percent claim to have a
specific amount of financial resources
to exclusively develop ESG activities. In
addition, 60 percent of the sample asset
managers do not have personnel dedicated to execute, measure, control and
develop ESG policy, and 76 percent do
not use third-party services to facilitate
these aims. Hence, the financial and
human resources dedicated to ESG are
imbedded in the research analysis unit.
Asset managers recognize that activities related to the ESG policy as costly
and so they naturally focus on the ESG
disclosure practices of their investments.
Thus 65 percent of survey respondents
report using the timely ESG metrics
published by their investments.
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Table 4. Budget and resources allocated to ESG
Resources Allocated to ESG

Yes

No

Answers

Do you have a specific budget to execute, measure,
control and develop ESG policy?

21%

79%

19

Do you have personnel dedicated partially or full time to execute,
measure, control and develop ESG policy?

40%

60%

20

Do you use third-party services to execute, measure,
control and develop ESG policy?

24%

76%

21

Do you consider the ESG metrics published by your investments
on a timely basis useful?

65%

35%

20

In addition to these questions, we asked
respondents to rate the 97 ESG indicators by relevance using a Likert-type scale
(not relevant, slightly relevant, moderately
relevant, relevant and very relevant). The
97 indicators are distributed as follows: 19
ESG indicators relate to environmental
issues, 39 relate to social factors, and 39
relate to corporate governance. To analyze
respondents’ preferences, we calculate
the percentage of answers they consider
relevant or very relevant for each indicator
under evaluation over the total of answers.
The first result to emerge from our analysis
is that 69 percent of those surveyed con-

sider governance indicators relevant or very
relevant, 55 percent consider social indicators relevant or very relevant, and only 40
percent view environmental indicators as
relevant or very relevant. According to Sultana, Zainal and Zulkifli (2017)31 the importance respondents gave to governance
issues indicates their economic rationality
to secure a return on their investment.

31

Sultana, S., Zainal, D., & Zulkifli, N. (2017). The
influence of environmental, social and governance
(ESG) on investment decisions: The Bangladesh
perspective. Pertanika Journal of Social Sciences and
Humanities, 25(November), 155-173.
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Graphic 2. Investor preferences on ESG factors.

Investors ESG preferences
100%

Governance 69%

90%

Environmental 40%

Social 55%

82%
80%

71%
70%

59%

60%

49%

50%

61%

53%
47%

43%
40%

29%

30%

33%

20%

10%

Resource use

Emissions

Innovation

Human Rights

Community

Workforce

Product
responsability

Shareholders

Management

CSR Strategy

0%

Source: ESG Research Questionnaire for Companies Circle IFC
Note: The percentages represent the answers by survey respondents that consider relevant or very relevant the indicators under evaluation.
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D.1. Governance
We grouped governance indicators into three different subcategories:
shareholders, management and CSR
strategy. Survey respondents consider
the subcategory of shareholders (82%)
as the most relevant, fol lowed by
management (71%) and CSR strategy
(43%). When revising indicators in the
subcategory of Shareholders, the most
relevant for investors are the policies
that guarantee equal voting rights
(94%) and shareholders’ engagement
(94%), shareholder approval of significant transactions (88%), shareholders’
vote on executive pay (82%) and the
public availability of corporate statutes
(82%). Hence, it is possible to infer the
investors’ concern regarding the rights
and equitable treatment of shareholders and key ownership functions. Latin
American companies are mainly closely
held or controlled and typically face
conf licts of interest between large,
controlling shareholders and minority

shareholders. 32 Hence, a proper distribution of power among controlling and
minority shareholders suggests good
governance practices at firm level.
Among the indicators in the management subcategory, the most relevant for
asset managers are boards’ experience
(94%), and independence (88%), policies
regarding functions (83%) and structure
(83%) of the board, and the rules and existence of a corporate governance board
committee (83%). This highlights that
boards are the leading internal corporate
governance mechanism. According to
Villalonga et al. (2019), 33 the board of
directors is the representative body that
advises and monitors the top management team on behalf of shareholders to
ensure that management exercises its
powers in the best interests of owners.
For instance, as part of its advisory role,
the board reviews and approves major
32

Villalonga, B., Trujillo, M. A., Guzmán, A., & Cáceres, N.
(2019). What are Boards for? Evidence from Closely
Held Firms in Colombia. Financial Management.
48(2), 537-573.

33

Ibid.
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strategic and financing initiatives such
as the company’s strategic plan, mergers
and acquisitions, significant investment
projects, and new equity issuances. As
part of its monitoring role, the board
reviews and approves the annual operating budget, or any substantive deviations
from it, as well as the compensation for
top management, whom it is also responsible for hiring and firing. Shleifer
and Vishny (1997)34 state that corporate
governance deals with the ways in which
suppliers of funds to corporations assure
themselves of getting a return on their
investment. Hence, a well-structured
and well-functioning board is seen by
investors as a mechanism supporting
this aim.
Within the subcategory of CSR strategy, the main indicators for investors are
adoption of the guidelines recommended
by the Global Reporting Initiative (47%)
and inclusion among the U.N. Global
Compact investment signatories (44%),
which different stakeholders could view
34

40

Shleifer, A., & Vishny, R. (1997). A survey of corporate
governance. The Journal of Finance, 52(2), 737-783.

a direct commitment by the company.
However, this subcategory is not as
representative as the others (shareholders and management) in the governance
category, possibly because policies could
materialize in different ways and depend
on a proper balance of power in the
firm and clarity regarding the decisionmaking process.

D.2. Social issues
We grouped social indicators into
four different subcategories that were
ranked by survey investors according to
their relevance as follows: human rights
(61%), community (59%), workforce
(53%), and product responsibility (49%).
Within the subcategor y of human
rights, the most relevant indicators are
policies regarding human rights (67%),
freedom of association (67%), child
labor (61%), and forced labor (61%).
In the subcategory of community, the
most important indicators are policies
concerned with bribery and corruption
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(94%) and business ethics (94%). In the
workforce subcategory, the most relevant indicators are policies regarding
training and development (61%) and
health and safety (61%). And finally,
for the Product responsibility subcategory the most important indicators are
the management systems quality (61%)
and policies for data privacy (56%) and
responsible marketing (50%).
We can identify from these results
different relevant factors about ESG
practices. First, after shareholders, the
main stakeholder for investors seems
to be the employees, considering the
number of indicators related to them:
freedom of association, child and forced
labor, training, development, health
and safety, employees’ policies. The
relevance of employees as a prominent stakeholder has been discussed
previously, 35 and different corporate
governance guidelines explicitly rec35

Blair, M. M., & Roe, M. J. (Eds.). (2010). Employees and
corporate governance. Brookings Institution Press.

ognize them. 36 Second, the highest
scores are for the bribery and corruption and the business ethics policies.
Occupational fraud and corruption put
corporate sustainability at risk, as seen
in classical cases such as Enron. 37 The
Association of Certified Fraud Examiners (ACFE) provides a summary of
2,690 cases of occupational fraud in 125
countries and 23 major industry categories. Its 2018 report38 states that internal
control weaknesses were responsible for
nearly half of frauds; the median loss
per case was 130,000 USD, and owners
and executives account for 19 percent of
the cases with a median loss of 850,000
USD. Third, responsibility to clients
seems to be relevant also, ref lected in
indicators such as data privacy and responsible marketing policies.

36

OECD (2015). G20/OECD Principles of Corporate
Governance. OECD: Paris.

37

Healy, P. M., & Palepu, K. G. (2003). The fall of Enron.
Journal of Economic Perspectives, 17(2), 3-26.

38

ACFE (2018). Report to the nations. 2018 global study
on occupational fraud and abuse. ACFE: Austin.
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D.3. Environmental issues
We grouped environmental indicators
in three different subcategories that were
ranked by survey investors according to
their relevance as follows: resources use
(47%), emissions (33%), and innovation
(29%). All the indicators under these
subcategories scored less than 60 percent as relevant or very relevant factors.
For example, for the subcategory of resource use, the most relevant indicators
are policies regarding water efficiency
(56%), energy efficiency (56%), as well as
environmental supply chain monitoring
(53%) and the policy regarding environmental supply chain (50%). Investors
value the strategy behind the use of the
resources and the environmental supply
chain management and monitoring more
than specific ratios of emissions or efforts
in innovating to make the process less
harmful for the environment. This is in
line with previous arguments in management literature. For example, Engert
et al. (2016) discuss the importance of
corporate sustainability as a component
42

of strategic management.39 Within the
other subcategories the most relevant
indicators are the ratios of CO2 emissions (39%) and hazardous waste (33%)
over total revenue (for emissions); and the
development of renewable/clean energy
products (41%) (for innovation).

E. ESG Policy disclosure practices
The final section discusses the ESG
policy disclosure practices by survey respondents. The majority of asset managers included in this study disclose their
policies; specifically, 64 percent of the
respondents make public their ESG policies. Transparency is a key aspect of corporate governance practices. It mitigates
information asymmetries between firms
and investors, lowers the cost of capital
39

Engert, S., Rauter, R., & Baumgartner, R. J. (2016).
Exploring the integration of corporate sustainability
into strategic management: a literature review.
Journal of Cleaner Production, 112, 2833-2850.
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and leads to higher firm valuations.40
This is valuable for firms, but also for
investors who have a fiduciary role in
managing others’ assets. Asset managers
40

Trujillo, M. A., & Guzmán, A. (2015). Revelación de
información y valor de las empresas en América Latina.
Colegio de Estudios Superiores en Administración
(CESA): Bogota.

should disclose their practices and investment criteria. However, only a minority
(33%) develop specific reports on ESG
investment practices for their investors.
This finding highlights an opportunity
for asset managers to communicate information regarding ESG performance
of investments to stakeholders.

Table 5. ESG Policy disclosure practices
Communication of ESG Policy

Yes

No

Answers

Is your ESG policy public?

64%

36%

22

If your ESG policy is public, Is there a specific report on ESG to investors?

33%

67%

21

The survey findings demonstrate that
ESG indicators are part of the information that investors use as guidelines when
deciding on a particular investment. Any
worsening of these indicators implies
decisions such as active engagement or
disinvestment. In addition, respondents’
preference regarding governance issues
does not imply neglect of the relevance
of specific issues among the social and
environmental indicators. Asset managers

perceive ESG performance and monitoring as a means to mitigate risks in their
investments and with a potential to generate economic value. Overall, investors are
still developing their internal structures
to properly execute, measure, control and
develop their policies regarding ESG
issues. Investors in Latin America are
evaluating ESG in firms’ performance
and integrating the various indicators into
the decision-making process.
43
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ESG practices from
companies’ perspective

In-depth interviews
A. Methodological approach
To understand the drivers behind
the way companies have engaged with
developing ESG practices, we decided
to conduct a qualitative analysis through
in-depth interviews with key actors associated with the topic under analysis. A
qualitative approach is appropriate when
addressing the “whys and hows” (Yin,
44

1984,41 Pettigrew, 199042). Eisenhardt
(1989)43 highlights the contribution of a
qualitative approach to theory development when key issues are in place. As
its main objective, qualitative research
proposes to understand the phenomenon
under analysis from the point of view of
41

Yin, R. (1984), Case Study Research: Design and
Methods, Sage, Beverly Hills, CA.

42

Pettigrew, A. M. (1990). Longitudinal field research
on change: Theory and practice. Organization
Science, 1(3), 267-292.

43

Eisenhardt, K. M. (1989). Agency theory: An
assessment and review. Academy of management
review, 14(1), 57-74.
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the people being studied (Gubrium et
al., 2012).44 This methodology is based
on the fact that the social environment
is best explained by the social actors who
are able to give meaning to their particular environment, as well as to their
experiences and practices. In the same
line, Tracy (2020),45 in an updated and
exhaustive revision of qualitative design
methods, points out that qualitative
research focuses on the lived experience
placed in its context.
In-depth interviews are one of the
most common methodologies in the
qualitative field. At present, it is used
in such diverse areas as sociology, psychiatry, and social sciences. Several
disciplines have relied on in-depth interviews as a methodological tool with
a high degree of rigor for the collection
44

Gubrium, J. F., Holstein, J. A., Marvasti, A. B., &
McKinney, K. D. (Eds.) (2012). The SAGE handbook
of interview research: The complexity of the craft.
Sage.

45

Tracy, S. J. (2020). Qualitative research methods:
Co l l e c t i n g e v i d e n ce, c r a f t i n g a n a l y s i s ,
communicating impact. Second Edition. John
Wiley & Sons.

of evidence that underpins the object
of study. For Brinkmann and Kvale
(2015),46 interviews are intentional conversations or an “inter‐change of views
between two persons conversing about
a theme of mutual interest” (p. 4). The
aim in an interview is to build a narrative from the opinions, motivations and
experiences of respondents. This allows
an understanding of their vision of the
world, with context and interpretations
based on their knowledge. Tracy (2020)
states that those conversations require
strategic thinking and planning not only
to ensure useful and quality data but also
to avoid bias in terms of who conducts
the conversation. Hence, we created a
semi-structured interview with a flexible
guide of questions to stimulate discussion
rather than dictate it. This approach
encourages interviewers to listen, reflect,
adapt to dynamic conditions, and sometimes cede control of the discussion to
the interviewee. Among the advantages
46

Brinkmann, S., & Kvale, S. (2015). Interviews: An
introduction to qualitative research interviewing
(3rd ed.). Thousand Oaks, CA: SAGE.
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of semi-structured interviews are that
they allow emergent understandings of
the main topics and mitigate the possible
constraints embedded in a rigid script.
This allows a collaborative scenario
rather than a formal question-answer
protocol.
In this part of the study, we were
focused on respondents’ perceptions
about the drivers and preferences for
ESG practices in their companies. Specifically, we want to explore whether
they are experiencing any pressure from
investors related to the allocation of
financial resources for implementation
of ESG practices, and their priorities
in each element (environmental, social,
governance). For our case, we structured
a guide which focused on some lines of
discussion related to the following: How
does the Company think of ESG in its own
industrial context and where to aim? How
does the company link ESG best practices
with responsible investment? Are there pressures to better ESG standards, and if so from
whom? How is the ESG team composed?
What is the key issue that the company is
addressing regarding ESG factors? And fi46

nally, taking into consideration Covid-19
and the global public health emergency,
what are your companies doing to address the
situation, both in terms of business continuity, board and management response, staff
and partner safety, and other issues?
Although the scripts are the baseline
for the development of interviews, at
the beginning of these, we asked “grand
tour questions,” following McCracken
(1998)47 who recognized the importance
of knowing about the person behind a
company position, aspects associated
with their personal careers, their role
and tenure in the firm, and even some of
their considerations about their present
situation, among other inquiries. This
introduction allowed us a closer environment for our talk. We conducted eleven
semi-structured interviews with toplevel corporate managers, complemented
by three interviews with experts from
international organizations promoting
sustainable economic development. The
interviews lasted between 60 and 90
47

McCracken, G. (1988). The long interview (Vol. 13).
Sage.
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minutes, were conducted virtually and
were backed up by note taking.

B. Sample firms
This stage of the study is based mainly
on firms belonging to the Company Circle initiative, which encompasses firms
spanning a wide range of sizes, sectors,
governance structures, and experiences
with corporate governance. Among the
companies participating in this phase

are Algar, Natura &Co , Grupo Argos,
ISA, FIFCO, Compañía de Minas Buenaventura and Ferreycorp. As mentioned
before, we also interviewed key regional
leaders from international organizations,
specifically from International Finance
Corporation (IFC), a member of the
World Bank Group, and from the Swiss
State Secretariat for Economic Affairs
(SECO). In Table 1, we present some
details about the interviewees, their
organizations and positions.

Table 1. Sample firms and interviewees
Panel A. Interviewees by Company
Name

Position

Company

Teruo Murakoshi

Corporate Governance Director

Algar Telecom

Renato Paschoareli

Executive Director: Strategy & Regulatory

Algar Telecom

Tulio Abi-Saber

Chief Financial Officer

Algar Telecom

Cristina Heluy

Sustainability Manager

Algar Telecom
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Gulnara La Rosa

Legal Manager

Compañía de Minas Buenaventura

Patricia Gastelumendi
Lukis

Corporate Financial Director: Investor
Relations and Sustainability

Ferreycorp

Fabrizio Alfonso
Papaianni Martinez

Coporate Auditor and Compliance Director

FIFCO

Adriana Bravo

Corporate Legal Affairs Manager

Grupo Argos

Cristina Arias Echavarría

Sustainability Senior Director

Grupo Argos

Sonia Margarita Abuchar
Alemán

Legal Vicepresident

ISA

Moacir Salzstein

Corporate Governance Officer

Natura &Co

Panel B. Interviewees by International Organization
Name

Position

Company

Oliver Orton

Regional Advisory Manager Environmental,
Social and Governance Latin America and
the Caribbean

International Finance
Corporation, World Bank
Group

Javier Posas

Senior Investment Officer and Hub Leader
Andean Region

International Finance
Corporation, Worl Bank
Group

Christian Brändli

Head of Economic Cooperation and
Development

SECO

48
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According to Yin (2015)48, and
considering both a descriptive and explanatory approach to interpreting the
data raised through the interviews, the
narratives presented throughout the
findings section are structured in a crossparticipant manner. Although we build
the analysis mainly on the participants’
voices, the focus is on the core phenomenon as it emerges from individual
experience, rather than on the individual
participants’ stories (Yin, 2015).

Findings
A. Corporate ESG development
Do leading Latin American companies developing their business models
favor stockholders or stakeholders? Is
sustainability embedded in the culture
of these corporations? Is organizational
48

Yin, R. K. (2015). Qualitative research from start to
finish. Guilford publications.

structure adapted to develop ESG
practices? Interviewees state that this
set of companies has been working on
the adoption and development of ESG
practices for many years with a strategic
commitment and that sustainability has
become part of the business model.
This commitment is evident in corporate statements, communications, policies, and internal regulations. We found
statements of corporate purposes such us
“We bring a better way of living to the
world,” from FIFCO, or “We positively
transform the lives of people through
our investments and operations,” from
Grupo Argos. We identified corporate
visions like Buenaventura’s “Be a leading mining and metallurgical company
in Latin America that creates the most
value possible for society as a whole.” In
the same line, statements such as “We
are all part of a whole… creating connections that inspire,” from Grupo ISA, or
“People serving people” and “Serving is
thriving with the future in mind,” from
Algar, make explicit the sustainability
goals of these companies.
49
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There are also robust corporate policies of ESG development, like the policy
from Ferreycorp that establishes and disseminates the commitments assumed by
the corporation to foster economic, social
and environmental value. Some companies have been created wholly under
this stakeholder approach. For example,
Natura &Co recognizes sustainable
development as part of its foundations,
and their products aim to improve the
relationship of people with themselves,
with others, and with the world.
According to the interviewees, these
companies are among the first in the
region to adopt the philosophy of the
Triple Bottom Line: economic, social
and environmental. In addition, it is
evident that adoption of reporting
standards such as those of the Global
Reporting Initiative (GRI), or public
recognition of their commitment to
responsible capitalism involves a robust
organizational structure to deploy this
philosophy throughout their operations.
The key areas working on ESG practices
seem to relate to officers, vice presidents
or directors of human talent, finance,
50

corporate relationships, corporate affairs,
sustainability, legal affairs, and investor
relations. Moreover, board committees,
such as those concerned with corporate
governance and sustainability, show the
relevance that companies grant to these
practices.
Susta inabi l it y indices a lso signal the continuing commitment of
these f irms. Some of these indexes
have been developed with a special
regional emphasis.49 The Dow Jones
Sustainabilit y MILA Pacif ic Alliance Index ranked Grupo Argos in
2019 as the world’s most sustainable
company in its sector for the third
year in a row. Since 2017 Ferreycorp
49

The S&P Dow Jones Indices and RobecoSAM
created in 1999 the Sustainability Index (DJSI
World) as the first global index to track corporate
sustainability practices based on RobecoSAM’s
analysis of financially material environmental, social
and governance (ESG) factors. RobecoSAM scores
determines inclusion in any of the Dow Jones
Sustainability Indices, including the Dow Jones
Sustainability MILA Pacific Alliance Index that tracks
the performance of companies with the highest
sustainability scores in the Pacific Alliance region
(including Chile, Colombia, Mexico and Peru).
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has also been included in this index,
and since 2015 Grupo ISA is not only
included in the Dow Jones Sustainability Index (DJSI) but has also been
included in the F TSE4Good Index
since 2017, in recognition of compliance with global standards of corporate
investment.
These companies have also developed
good practices following hybrid models
(combining soft and hard law) in their
local markets. For example, Natura &Co
has belonged to the Novo Mercado since
their IPO in 2004. In general terms,
the Novo Mercado is a market segment
within the Sao Paulo Stock Exchange
in Brazil, and all listed firms can voluntarily adopt higher corporate governance
standards and trade their stock in the
Novo Mercado50. Once a firm decides
to adopt the required standards (soft
law), the Brazilian Stock Exchange will
50

González, M., Guzmán, A., Tellez, D. F., & Trujillo,
M. A. (2020). The Issuer Recognition program at the
Colombian Stock Exchange: An unknown corporate
governance hybrid model of hard and soft law. Paper
in progress.

supervise the firm’s compliance to keep
the stock trading in the Novo Mercado
(hard law). In addition, Grupo Argos
and ISA belong to the Issuer Recognition (IR) program, in which all listed
firms in the market can decide to adhere
to a certain set of corporate disclosure
practices. As in the Novo Mercado, the
IR is not mandatory, but once a firm
chooses to adhere to the program, the
stock exchange supervises its full compliance. Qualifying firms are granted an
annual recognition; however, there are
strong reputational costs for firms that
fail to follow IR rules.51
The sample f irms could be using
the sustainability indexes and the hybrid models (the IR program and the
Novo Mercado) as a signal. The crucial
issue in corporate signaling is lower
cost for “good” firms than for “bad”
ones (Spence, 1973).52 When the cost
of the signal depends on the “type” of
firm, the separating equilibria follow
51

Ibid.

52

Spence, M. (1973). Job market signaling, Quarterly
Journal of Economics, 87(3), 355-374.
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(Bhattacharya and Dittmar, 2003). 53
Only the “good type” could afford to
signal quality, and the market is able to
get valuable information about the quality of these firms and their commitment
to good practices.
Former discussion suggests that
sustainability is embedded in the organizational culture of the sample firms.
According to Bertels et al. (2010),54 organizational culture leads the decisions
of its members by setting expectations
about what is valued and how things
should be done. For these authors, a
sustainability culture is one in which
organizational members hold shared
assumptions and beliefs about the need
for balancing economic, social and environmental factors. Bertels et al. assert
53

54

52

Bhattacharya, U., & Dittmar, A. (2003). Costless
Versus Costly Signaling: Theory and Evidence from
Share Repurchase. In Seminar Paper at Alabama,
Humboldt, Frankfurt, Illinois, Indiana, INSEAD,
Norwegian School of Management, Notre Dame,
Penn State and Pittsburgh.
Bertels, S., Papania, L., & Papania, D. (2010).
Embedding sustainability in organizational culture. A
systematic review of the body of knowledge. London,
Canada: Network for Business Sustainability.

that this is possible when there is clear
communication, formal practices that
establish rules and procedures, allocation
of people to sustainability practices, and
a comparison of the business processes
and performance to industry-bests or
best practices from other industries,
among other conditions.
Leadership in the organizational culture, is a crucial determinant for embeddedness of sustainability in the business
model. Leaders are especially relevant
in managing the tensions that middle
managers face when dealing with social,
environmental, and financial aspects
simultaneously.55 Organizations’ need
for and benefits from an authentic leadership have been extensively reviewed
in the literature,56 and its relevance for
55

Epstein, M. J., Buhovac, A. R., & Yuthas, K. (2010).
Implementing sustainability: The role of leadership
and organizational culture. Strategic Finance, 91(10),
41-47.

56

For a literature review we suggest to read: Gardner,
W. L., Cogliser, C. C., Davis, K. M., & Dickens, M.
P. (2011). Authentic leadership: A review of the
literature and research agenda. The Leadership
Quarterly, 22(6), 1120-1145.
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corporate sustainability is evident when
analyzing definitions of this type or leadership. For example, Whitehead (2009)
states than an authentic leader could be
defined “as one who: (1) is self-aware,
humble, always seeking improvement,
aware of those being led and looks out
for the welfare of others; (2) fosters high
degrees of trust by building an ethical
and moral framework; and (3) is committed to organizational success within
the construct of social values.” (p. 850).57
Hence, leading Latin American
companies seem to have ESG practices
embedded in their culture and supported
by leaders who truly believe in a responsible capitalism. Interviewees highlight
the relevance and influence of founders
(Algar and Natura &Co ) or corporate
top executives in building this sustainability culture. In the following we aim
to answer why these companies have
developed corporate sustainability. Are
57

Whitehead, G. (2009). Adolescent leadership
development: Building a case for an authenticity
framework. Educational Management Administration
& Leadership, 37(6), 847-872.

they responding to the interests of institutional investors? What are the drivers
of the corporate sustainability in these
firms?

B. Drivers of ESG practices development
A main goal of these interviews was
to understand why companies undertake
sustainability. Specif ically, we were
looking for evidence of investor pressure around ESG issues and companies’
response by adopting sustainability
practices. However, interviewees representing firms in the region dismiss the
relevance of institutional investors on
corporate practices. Some state that the
funding for their operations and new
projects is provided through loans from
local banks, which establish financial
covenants but not requirements related
to ESG matters. Other companies have
identified a change in international investors’ concerns in the last four years,
and their longstanding work on sustainability gives them an advantage in
53
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dealing with new investors’ needs. In
addition, companies report that neither
local nor foreign investors have properly
developed methodologies to measure and
assess ESG practices.
Interviewees recognize that when
dealing with international banking and
funding through syndicated credits,
financial creditors are more interested
in non-financial aspects, specifically in
corporate governance. Hence, the rights
and equitable treatment of shareholders
and the role, composition and responsibilities of the board are relevant when
seeking international financing. Nevertheless, companies do not feel pressure,
constraints or obstacles when looking for
funds because their corporate development helped them prepare and respond
to these demands.
In summary, local and international
banks and investors, shareholders, bondholders, debtholders, funds, investment
vehicles, and all other sources of funding
do not seem to be the main drivers for
adopting ESG practices in these leading regional companies. So, what are
54

the drivers of corporate sustainability
for these firms? Schrettle et al. (2014)58
extensively reviewed the literature and
classified sustainability drivers into two
groups: exogenous (external) and endogenous (internal) drivers.
These authors propose that exogenous
drivers can be grouped under environmental regulation, societal values and
norms, and market drivers. To avoid legal
consequences and negative impacts on
reputation, firms have to comply with
environmental policy and regulations.
Societal values and norms shape the
stakeholders’ expectations, including
those of clients, suppliers, employees,
media, non-governmental organizations and the local community. These
expectations constitute public pressure
and lead companies to adopt sustainability practices. Market drivers could also
lead firms to avoid practices that imply
58

Schrettle, S., Hinz, A., Scherrer-Rathje, M., & Friedli, T.
(2014). Turning sustainability into action: Explaining
firms’ sustainability efforts and their impact on firm
performance. International Journal of Production
Economics, 147, 73-84.
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a loss of market share as they reshape
their business model in response to the
market. Pressures and demands by institutional investors and other debtholders
could be classified among the last two
types of exogenous drivers. However, all
of these drivers come from the environment and do not represent the main drivers leading Latin American companies to
develop a sustainability culture.
According to Schrettle et al., endogenous drivers come from internal motivations and include three types: corporate
strategy, organizational culture and
resource-based drivers. The strategy that
set the board of directors could include
considerations about sustainability in
decision making. Etzion (2007)59 notes
that it is common for organizations to
see sustainability as a separate issue of
core strategy. However, companies that
have embedded ESG practices in the
corporate strategy are more likely to
properly adopt a new business model
59

Etzion, D. (2007). Research on organizations and
the natural environment, 1992-present: A review.
Journal of Management, 33(4), 637-664.

for operations, as is the case in our
sample Latin American companies. .
Organizational culture is relevant for
its impact on management commitment
and motivation. When managers pursue
long-term profits, ESG practices can develop properly within the firm. Finally,
when firms want to develop competitive
advantages, their resources should be
valuable, rare and imperfectibly imitable
(Barney, 1991)60. According to Schrettle
et al. (2014), sustainable strategies and
innovations develop over the time and
become competitive advantages that are
difficult to imitate. Interviewees’ answers
suggest that ESG commitment in the
sample firms is associated with these
three types of endogenous drivers.
Lozano (2015)61 identifies different
internal sustainability motivations or
drivers, such as efforts to attract, retain
60

Barney, J. (1991). Firm resources and sustained
competitive advantage. Journal of Management,
17(1), 99-120.

61

Lozano, R. (2015). A holistic perspective on
corporate sustainability drivers. Corporate Social
Responsibility and Environmental Management, 22(1),
32-44.
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and engage employees; improve trust
within the firm; increase product quality; boost innovation and innovative
practices; manage risks; support intangible assets and internal processes; and
improve performance to generate more
profits and growth. What we conclude
from fieldwork is that these motivations
are more relevant and could be the main
drivers for our sample firms, leading
companies that have developed competitive advantages by rethinking their
businesses under a sustainable approach.

C. ESG practices and business
opportunities
What is the main advantage that
emerges from the sustainable development approach in the sample firms? If
there are no clear pressures reshaping
their business models and pushing them
to adopt ESG practices, what are these
firms gaining from their extra effort?
Responses from top executives signal the
relevance of ESG practices in creating
56

opportunities that translate into new
products and markets, and in the possibility of reinforcing the organizational
culture in the value chain.
A relevant benefit that interviewees
highlight is in the successful issuance of
corporate green bonds, whose proceeds
provide funding for climate-friendly
projects at competitive rates. ISA has
issued green bonds in Peru and Brazil,
and is planning a new issuance in Colombia, ratifying ISA’s commitment to
the environment and strengthening the
firm’s reputation. The demand for these
issuances has been more than five times
the amount bid. According to Flammer
(2020), 62 corporate green bonds were
essentially nonexistent prior to 2013 but
are now in high demand, with investors
responding positively to the issuance
announcements. Flammer states that
green bonds provide a credible signal of
firms’ commitment to the environment
and that issuers are better able to attract
an investor base that is mindful of the
62

Flammer, C. (2020). Corporate green bonds. Journal
of Financial Economics, Forthcoming.
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long term and the natural environment.
Like ISA, Buenaventura stresses its
ability to get needed funds with relative
ease from local banks and international
investors listed on the NYSE.
Among the tangible benefits mentioned by the top executives interviewed
are some related to mergers and acquisitions, including the ability to engage
employees in firms recently acquired.
This can make acquisitions succeed because the companies are able to engage
new human talent with their philosophy
of responsible capitalism. In addition,
because of the relevance of mergers and
acquisitions within the growth strategy
of these firms, they look for companies
with good relationships with their different stakeholders. They want to acquire
organizations with a strong reputation
and value for different interested parties.
Among the companies perceiving these
benefits are FIFCO in Costa Rica and
Grupo Algar in Brazil.
The role of strategic complementarity and cultural fit for mergers and acquisitions success has been extensively

analyzed in the academic literature. For
example, Bauer and Matzler (2014) 63
discuss and show that cultural fit or
compatibility is necessary to achieve
success in this kind of operation. According to these authors, organizational
culture shapes strategies, structures and
labor management practices. For them,
cultural fit is relevant for the realization
of the synergies and potentials between
two companies involved in a merger or an
acquisition. Bauer and Matzler state that
cultural fit refers to similarities as well
as differences that mutually support each
other and that lead to operation success.
Another relevant benefit is in getting the social license to operate (SLO),
which is granted to a project or company when it has the ongoing approval
and broad acceptance of societ y. 64
This concept recognizes the emergence
63

Bauer, F., & Matzler, K. (2014). Antecedents of M&A
success: The role of strategic complementarity,
cultural fit, and degree and speed of integration.
Strategic Management Journal, 35(2), 269-291.

64

Prno, J., & Slocombe, D. S. (2012). Exploring
the origins of ‘social license to operate’ in the
mining sector: Perspectives from governance
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of local communities and other stakeholders in civil society as highly relevant
governance actors. The SLO is particularly important in avoiding shutdowns
and slow-ups, non-issuance or withdrawal of government permits, media and
shareholder campaigns, and government
lobbying, all of them manifestations of
the power of civil society. According to
Prno and Slocombe (2012), the SLO
implies maintaining a good corporate
reputation; understanding local culture,
language and history; educating local
stakeholders about the company or the
project; and ensuring open communication among all stakeholders.
The top executives interviewed all
thought the consent to operate that
civil society grants to a company reflects
the belief that the firm is doing things
properly and thus creates new markets
with the development of new sustainable
products. Grupo Argos, for example,
has developed more than 200 new products under its ESG approach. Another
and sustainability theories. Resources Policy, 37(3),
346-357.

58

example is Natura &Co , which has developed its business model and all of its
portfolio since its inception under the sustainability umbrella. Finally, Ferreycorp is
also successfully representing and selling
global products in its local market that,
although more expensive, are friendly
environmental goods that have been getting more and more market share.

D. Corporate preferences among ESG
practices
We asked the top executives of our
sample firms about their preferences
among ESG priorities. Their response
does not lessen the relevance of social
and environmental issues but highlights
the core role of governance for corporate sustainability, although the reasons
behind this ranking are diverse. Some
companies argue that their character of
holding companies, with several investments in other firms, makes corporate
governance in general, and the rights
and equitable treatment of shareholders
in particular, the most relevant ESG
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issue. For others, it is the dispersion
of ownership that has led companies
to develop good corporate governance
practices in the first place. In addition,
strong corporate governance practices
have a direct impact on environmental
and social issues 65,66,67. For example,
top executive compensation packages
linking the annual bonus with social and
environmental key performance indicators lead companies to be responsive to
all ESG issues.
The interviewees agree that the three
aspects of ESG are core for the perdurability of these companies. In addition,
some firms feel that their impact in
society and the environment is the most
65

Huang, C. J. (2010). Corporate governance, corporate
social responsibility and corporate performance.
Journal of Management & Organization, 16(5), 641655.

66

Shrivastava, P., & Addas, A. (2014). The impact
of corporate governance on sustainability
performance. Journal of Sustainable Finance &
Investment, 4(1), 21-37.

67

Kock, C. J., Santaló, J., & Diestre, L. (2012). Corporate
governance and the environment: what type of
governance creates greener companies? Journal
of Management Studies, 49(3), 492-514.

relevant corporate characteristic and is
the source of their reputation. For example, Natura &Co states that the way
it manufactures its products, its care for
the water, the air and the forest, makes
the environmental dimension the basis
of its corporate reputation. Natura &Co
seeks to create a better environment
following production, to have a better
situation after the firm’s intervention.
This awkward question regarding ESG
preferences had an interesting answer:
“Ideally we prefer not to choose” [among
the ESG categories].

D.1. Governance
Within governance, one of the most
important issues these companies address is the adoption of practices that
counterbalance the power of the controlling shareholders. The purpose of
these practices is to prevent potential
rent-seeking behavior which affects
minority shareholders’ wealth. As stated
before, Latin American companies usually have a high level of ownership concentration and typically face conf licts
59
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of interest between large, controlling
shareholders and minority shareholders. Hence, independence of the board
becomes a priority 68 along with clear
internal regulation and bylaws. In addition, board committees supporting
the relationship of the board with the
control framework and the development
of good practices are highly relevant.69.
Another relevant matter in governance is the development of a strong
control framework.70 In this regard,
risk management, internal and external
audits and compliance, among other
features, represent venues of work addressed by these companies. A proper
control framework implies the assurance
68

69

70

60

Anderson, R. C., & Reeb, D. M. (2004). Board
composition: Balancing family influence in S&P 500
firms. Administrative Science Quarterly, 49(2), 209-237.
Xie, B., Davidson III, W. N., & DaDalt, P. J. (2003).
Earnings management and corporate governance:
the role of the board and the audit committee.
Journal of Corporate Finance, 9(3), 295-316.
Jallow, K., Sarens, G., Abdolmohammadi, M.
J., & Lenz, R. (2012). Factors associated with
the internal audit function’s role in corporate
governance. Journal of Applied Accounting
Research, 13(2), 191-204.

of ethics in business by implementing
codes of ethics and whistleblowing
systems71 as well as by the development
of policies for managing conf licts of
interest.

D.2. Social issues
Within the social dimension, companies consider the quality of life of
their employees as one of the most
relevant matters.72 They view human
talent as central and develop strategies
to retain and develop this talent and its
engagement. Gender diversity is highly
relevant for some of these firms, an issue of growing relevance in corporate
governance.73 Other programs help em71

Stubben, S. R., & Welch, K. T. (2020). Evidence on
the use and efficacy of internal whistleblowing
systems. Journal of Accounting Research, 58(2), 473518.

72

Guzmán, A., Trujillo, M. A., Guzmán, D., Rueda, M.
A. (2019). Gestión de grupos de interés estratégicos:
gobierno corporativo y empleados. Colegio de
Estudios Superiores en Administración (CESA):
Bogota.

73

González, M., Guzmán, A., Pablo, E., & Trujillo,
M. A. (2018). Does gender really matter in the
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ployees who live below the poverty line
to achieve financial literacy in managing
their personal finances and savings, and
so to become able to acquire desirable
possessions such as their own house.

when management meets the demands
of multiple stakeholders.74

In addition, some f irms support
their suppliers with training and education, including sustainability issues,
and supervise them to avoid forced and
child labor as well as tax evasion. These
companies also work with local communities to foster their economic and social
development, sharing knowledge and
supporting activities with this aim. They
are present in regions characterized by
the absence of state funding for building schools and providing elementary
education. These companies also select
students for support in higher education
to discover and develop new leaders and
future workers, and they also invest in
hospitals and healthcare programs to
help local communities with their health
and wellbeing. Under the stakeholder
theory, shareholders benefit financially

Regarding the relationship with the
environment, the leading Latin American companies work mainly in resource
use and emissions. The reduction of
hydric and carbon footprints, the mitigation of greenhouse gas emissions, and the
implementation of recycling programs,
alternative energies, tree planting, and
preservation of basins and other water
resources are activities that companies
sponsor. In addition, they develop campaigns and programs to preserve ecosystems and species in danger of extinction.

boardroom? Evidence from closely held family
firms. Review of Managerial Science, 14:221–267.

D.3. Environmental issues

In building a friendlier firm‐environment relationship these firms have
invested for the long term. They first had
74

Ruf, B. M., Muralidhar, K., Brown, R. M., Janney, J.
J., & Paul, K. (2001). An empirical investigation of
the relationship between change in corporate
social performance and financial performance: A
stakeholder theory perspective. Journal of Business
Ethics, 32(2), 143-156.
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to learn how to measure their consumption of non-renewable resources, then
needed to develop alternative ways and
processes to reduce consumption through
organizational innovation, understanding and implementing conservation. For
example, solar panels and water recycling
are alternatives that reduce consumption of non-renewable resources. When
it becomes impossible to further reduce
the use of resources, these firms compensate through different activities, such as
reforestation in response to the carbon
footprint. These actions improve environmental and economic performance,
which then impacts operational performance positively.75

E. ESG and the Covid-19 crisis
When we started the fieldwork with
the sample companies, most countries in
the region had established a quarantine
75

62

Green, K . W., Zelbst, P. J., Meacham, J., &
Bhadauria, V. S. (2012). Green supply chain
management practices: impact on performance.
Supply Chain Management: An International
Journal, 17(3), 290-305.

and had closed their borders. We decided
to ask what the companies were doing to
address the pandemic in terms of business continuity, board and management
response, staff and partner safety, and
other matters. The first step was usually activation of an emergency or crisis
committee. In some companies, board
members serve on this committee; in
others it is composed only of top executive managers. In any case, this committee has frequent interaction with the
board and supports sound decisions and
a timely response to crisis.
Among the actions these companies
have taken, the first to be implemented
was to safeguard employees and their
families. With huge technological efforts
most company employees were sent home
to telework. People with pre-existing
medical conditions like obesity, asthma,
diabetes, high blood pressure, previous
heart attacks, and other heart diseases,
were sent home while preserving their
jobs. Employees unable to telework
enjoyed paid vacations. Employees who
continued working received continual
training with experts in immunology
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and also got emotional support. In addition, the companies have worked to
reduce affected employees’ obligations of
monthly payments as their family income
is reduced.
Suppliers are another relevant stakeholder during the crisis. Companies
have worked closely with them to avoid
stockouts. In addition, some companies
have granted cash flow to their suppliers, supporting them with payments
for availability and preserving indirect
jobs created through the supply chain.
These firms have also tried to ensure
financial sustainability. Companies have
postponed capital expenditures (capex),
have worked to identify opportunities
to reduce operating expenditures (opex),
have ensured financial liquidity through
different sources of funding, and have
refinanced existing debt to extend its
duration. In addition, some companies
have changed their portfolio to produce
goods that are essential during this crisis.
Other activities imply clear communication with clients; these include
calls with investors, support for sound

public policies by government officials
and agencies, and foresight exercises with
external advisors to align the corporate
strategy to key features of the “new normal”. Finally, corporate philanthropy is
part of the response. Firms have provided
funds to improve the capacity of local
intensive care units and for the development and acquisition of Coronavirus
tests, especially to help families who
depend on unprotected work in the informal economy.
Companies, investors, advisors, journalists and researchers have suggested
that ESG issues have gained more attention during the Covid-19 pandemic
and will be more relevant after this crisis.
Mooney (2020)76 states that the Coronavirus pandemic has shifted investor focus
on how companies treat their employees,
customers and suppliers like never before.
She makes special mention of social
factors, suggesting that they have been
76

Mooney, A. (2020). Coronavirus forces investor rethink
on social issues. Financial Times, 29 April. Available
at: https://www.ft.com/content/bc988e0e-687c4c72-98eb-ae2595e29bee (Accessed: 4 May 2020).
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overshadowed by environmental and
governance issues but are now coming
to the fore. Mooney mentions that in
March, more than 280 investors asked
companies to protect their employees
and their suppliers during the crisis,
something needed for firms’ long-term
success.
In the same vein, Broughton and Sardon (2020)77 posit that the coronavirus
pandemic could elevate the relevance of
ESG factors and that companies should
expect more investors to ask questions
related to these factors. The pandemic’s
consequences for the economy show
how environmental and social issues
are financial risks that should be managed appropriately. According to Marsh
(2020).78 ESG fund managers have
77

78
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Broughton, K., & Sardon, M. (2020). Coronavirus
Pandemic Could Elevate ESG Factors. Wall Street
Journal, 25 March. Available at: https://www.
wsj.com/articles/coronavirus-pandemic-couldelevate-esg-factors-11585167518 (Accessed: 2
May 2020).
Marsh, A. (2020). ESG Managers Say Pandemic Is a
Stress Test That Proves Their Point. Bloomberg, 9 April.
Available at: https://www.bloomberg.com/news/
articles/2020-04-09/esg-managers-say-pandemic-

strengthened their convictions about the
importance of responsible investment
principles. Finally, Whittaker (2020)79
states that what is needed now is construction of “a more resilient, inclusive,
and just economy, where business drives
value for all stakeholders and where
long-term systems thinking supplants
short-term opportunism.” Whittaker
(2020) stresses the relevance of exchanging shareholder primacy for stakeholder
capitalism, and suggests that the crisis
will accelerate interest in ESG strategies.

is-stress-test-that-proves-their-point (Accessed: 29
April 2020).
79

W hit t aker, M . (2020). Is COVID -19 Killing
S h a r e h o l d e r P r i m a c y? F o r b e s , 9 A p r i l .
Available at: https://www.forbes.com/sites/
martinwhittaker/2020/04/09/is-covid-19-killingshareholder-primacy/#1601348f5661 (Accessed:
15 May 2020).
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ESG practices from
international organizations’
perspective
A. Relevance of
ESG factors for
international
organizations
In this paper we mainly wanted to
understand the relevance of ESG factors for international investors and the
motivations of leading Latin American
companies to support and implement
ESG practices. However, we decided to
go beyond that to consider and briefly
discuss the motivations of international

organizations in fostering sustainable
development and ESG practices in Latin
America. The main goal of both international organizations we interviewed, the
Swiss State Secretariat for Economic Affairs (SECO) and International Finance
Corporation, is to support sustainable
and inclusive growth. IFC, as a member of the World Bank Group, works to
achieve two specific goals: end extreme
poverty and promote shared prosperity. SECO promotes sound framework
conditions and governance principles for
sustainable development (economically,
socially and environmentally) in partner
countries.
65
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According to these organizations,
ESG factors are relevant because of
their impact on competitiveness. Hence,
they believe in the business case behind
these practices, at firm and country
levels, a relationship extensively tested
in the academic literature. Developing
their strategy in Colombia, these organizations not only work with small,
medium and big companies, they are
working with business associations, the
Colombian Stock Exchange, and governmental agencies like the Financial
Superintendence of Colombia and the
National Planning Department to have
a broader impact. For example, working
with the banking sector to include ESG
factors as part of the due diligence and
credit scores to grant funding, they expect to raise the level of these practices
in the private sector. In addition, they
believe it is necessary to broaden awareness in Colombian society regarding the
relevance of these practices in increasing
levels of social cohesion.
These organizations are also working on inf luencing public policy to have
a better institutional framework and
66

stronger institutions. They seek more
stringent and clearer regulations in
the near future, establishing minimum
standards for ESG matters. Guzmán
et al. (2020) 80 show the relevance of
institutions for firm value and economic
development in the Latin American
context. Specif ically, analyzing the
period 2002-2010, they find that major
gains by the Colombian stock market
net of global index returns correspond
to news of the country’s institutions
becoming stronger while major losses
correspond to news of institutions
becoming weaker. They conclude that
these findings support the arguments
of North and Weingast (2000)81 that
market-wide stock returns might be
used to gauge the success, credibility
and importance of institutional changes
in developing economies. Hence, in80

Guzmán, A., Mehrotra, V., Morck, R., & Trujillo, M. A.
(2019). How institutional development news moves
an emerging market. Journal of Business Research,
112, 300-319.
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North, D. C., & Weingast, B. R. (2000). Introduction:
Institutional analysis and economic history. The
Journal of Economic History, 60(2), 414–417.
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stitutional development should be a
priority when working on economic and
social development.

B. Going from the G to
the ESG approach

Since the nineties IFC has provided
advisory services on corporate governance for the private sector, and since
2010 corporate governance has become
mainstreamed formally into the IFC’s
due diligence process, which not only
mitigates risk, it also creates value.

As we were able to identify in the
sample firms and investors, for international organizations good governance
practices and principles represent a
transversal topic required for economic
and trade development. In fostering ESG
practices it is relevant to have as allies the
controlling shareholders and the board
of directors to be able to change the core
of businesses and embed sustainability.
Hence, G represents the entry point.
This is especially important because,
according to these organizations, while
it is politically correct to say that ESG
practices are relevant, there is a gap
between saying and doing, and the commitment of the decision-makers makes
a difference.

Environmental and social factors
(E&S) have been present in the due diligence process and supervision for several
years as part of IFC’s commitment to
sustainable development. However, the
advisory services were initially concentrated on governance factors. To achieve
a better organizational alignment, IFC
has updated its corporate governance
methodology since 2018 to include key
corporate governance considerations
and to integrate E&S issues consistent
with IFC Policy on Environmental
and Social Sustainability. An expanded
definition of stakeholders includes affected communities, contracted workers,
primary-supply-chain workers, suppliers
and contractors, local and international
67
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non-governmental organizations, and
civil society organizations.82
The six corporate governance parameters that this methodology assesses include explicit mention of ESG
issues, as follows: commitment to ESG
leadership and culture, structure and
functioning of the board of directors,
control environment (including an E&S
risk management system), disclosure
and transparency, treatment of minority shareholders, and governance of
stakeholder engagement (governance
of sustainability). The first parameter
explicitly includes the governance of
key environmental and social policies
and procedures. In addition, this methodology has been adapted to different
types of organizations, such as listed
companies, family- or founder-owned
enterprises, funds, and small and medium enterprises.
82
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IFC (2018). IFC Corporate Governance Methodology.
IFC, October. Available at: https://www.ifc.org/wps/
wcm/connect/topics_ext_content/ifc_external_
corporate_site/ifc+cg/investment+services/corp
orate+governance+methodology (Accessed: 30
April 2020).

During the due diligence process,
IFC usually finds companies in earlystage development of their E&S practices. Thus, IFC does not demand
perfection but rather a high level of
commitment to these practices for the
future. In some cases, early assessment
leads IFC to require improvements before undertaking investment. For IFC as
an investor, materialization of ESG risks
in its investments can impact not only its
reputation, but also have a serious negative impact on its business operations
through credit risk, liability risk and
other business risks. For this reason, IFC
works with its clients to help them move
towards best practice ESG performance.
Both SECO and IFC recognize the
need for the commitment of the private
sector in achieving sustainable development goals. Estimations mention that
the private sector should provide 85 percent of the resources needed to ensure
that the private sector’s commitment is
a reality. They pursue this goal through
the programs they develop in the region and investment under responsible
principles.
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E. International
organizations and the
Covid-19 crisis
International organizations are working on development of a new managerial
model in which firms have a long-term
orientation and a stakeholder approach.
Climate change and the Covid-19
pandemic represent opportunities for
IFC and SECO to attract new allies
and for firms to develop their business
model using the approach of conscious
capitalism. IFC is supporting its clients
during this crisis in different ways. On
March 17, IFC’s Board approved $8
billion in fast-track financing to help
companies affected by the outbreak. The
IFC response is part of the World Bank
Group’s $14 billion fast-track financing
package. With this financing, which is
Phase 1 of IFC’s COVID-19 response,
IFC will provide direct lending to existing clients affected by the outbreak, as

well as support to financial institution
partner clients so they can continue lending to businesses. The IFC experience
from past shocks, including the global
financial crisis in 2008, has taught this
organization that keeping companies
solvent is key to saving jobs and limiting
the economic damage. Speed is of the
essence. IFC’s response will use instruments for which its Executive Board has
already delegated authority to management on the deployment of funds.
IFC’s fast-track financing is available
to existing IFC clients who demonstrate
a clear impact on their business due
to the COVID-19 pandemic. Among
other criteria, clients must be in good
standing with IFC and compliant with
environmental, social, and governance
(ESG) requirements. Given the importance to rapidly deploy financing to
shore up private sector activity amidst
the unprecedented context, IFC is first
focusing on its existing clients which
meet the criteria.
IFC is committed to transparency
and disclosing information regarding
69
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the projects that receive COVID response support, while delivering much
needed liquidity quickly. In line with the
Board-approved criteria for projects with
existing IFC financial institutions and
real sector clients, IFC will disclose its
COVID response support immediately
following project commitment. Stakeholder engagement is critical to IFC
ability to deliver development results.
Stakeholders must also have a safe space
and the ability to provide feedback and
raise concerns with IFC and its clients.
On an ongoing basis and as part of
IFC’s phase-two response, IFC will craft
solutions that seek to soften the blow of
the current crisis and help in the recovery
and rebuilding phase for both new and
existing clients. In partnership with the
World Bank, special emphasis will be
placed on “upstream” initiatives to tackle
challenges, with the aim of ensuring
long-term sustainability in emerging and
developing markets, driven by privatesector solutions.
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Final comment

An overwhelming conclusion of the
findings in this paper is that ESG practices and sustainability efforts have been
gaining relevance not only for investors,
but also for different firms’ stakeholders,
including financial creditors, shareholders, employees, suppliers, clients, local
communities, governmental agencies,
non-governmental organizations and
the civil society as a whole. Top executives and directors of leading companies
have been working on the sustainability
of these firms for several years. And
international organizations, including
multilateral agencies and initiatives,
have also worked to implement an en-

lightened shareholder value under which
the attention to corporate stakeholders is
seen as critical to generating long-term
shareholder wealth and improving risk
assessment and management. Hence,
there is no doubt that ESG practices will
be adopted under voluntary private initiatives or regulatory frameworks. Firms
can take advantage of this change to
develop competitive advantages or they
could just wait until the environment
forces them to change or fail.
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Appendix:
ESG questionnaire
1. Investor Description

Name of the General Partner Company:
Name of the Fund Managed:
Regional Focus:
Type of Investor:
Investment Strategy:

72
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Please mark with an X, and explain why when asked.

2. ESG General Topics
a.

Yes

Do you use ESG metrics (Environmental, Social and Governance) as a guideline
for investment decisions? If the answer is yes, please continue answering the
questionnaire.
No

Why

b.

Yes

Does Fund Management decline investment opportunities due to bad
environmental, social, or governance practices?
No

Why

c.

Yes

Does the fund have its own ESG Metrics or third party information sources are
used?
No

Why
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d.

Do you consider it important to evaluate ESG topics differently, depending on the
economic sector of a company?

Yes

No

Why

3. Characteristics of the ESG Policy
a.

What is the scope of the ESG policy? Does it cover the entire investment cycle (due
diligence, holding period, and exit)?

Yes

No

Why

b.

Does the fund evaluate environmental, social and governance Topics separately
instead as a whole?

Yes
Why
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c.

Does the fund give more weight to certain ESG factors?

Yes

No

Why

4. ESG in the Investment Cycle
a.
Yes

Do you believe ESG can mitigate risks in investments?
No

Why

b.
Yes

Do you believe ESG policy generates economic value?
No

Why

c.

Yes

Do you measure value generated by ESG when you exit your investments?
Additional value would be the premium paid by the counterparty due to ESG value.
No

Why
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d.

Do you perform a current and historical situation ESG due diligence when you
evaluate investment opportunities?

Yes

No

Why

e.

If the answer to the previous question is Yes, does the fund take actions when there
is a worsening in ESG metrics?

Yes

No

Why

5. Resources Allocated to ESG
a.

Yes
Why
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Do you have a specific budget to execute, measure, control and develop ESG policy?
Approximately, how much is the annual budget?
No
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b.

Do you have personnel dedicated partially or full time to execute, measure, control
and develop ESG policy?

Yes

No

Why

c.

Please rate from 1 to 5, being 1 not Relevant and 5 Very Relevant:
Indicator

1

2

3

4

5

Category: Environmental
Subcategory: Resource Use
Policy Water Efficiency
Policy Energy Efficiency
Policy Sustainable Packaging
Policy Environmental Supply Chain
Environmental Management Team
Environmental Management Training
Environmental Materials Sourcing
Total Water Use / Million in Revenue $
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Indicator

1

Environmental Supply Chain Management
Environmental Supply Chain Monitoring
Subcategory: Emissions
Total CO2 Emissions / Million in Revenue $
Total Waste / Million in Revenue $
Total Hazardous Waste / Million in Revenue $
Subcategory: Innovation
Agrochemical Products
Agrochemical 5 % Revenue
Animal Testing
Animal Testing Reduction
Renewable/Clean Energy Products
Water Technologies
Category: Social
Subcategory: Workforce
Health & Safety Policy
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Indicator

1

2

3

4

5

Health & Safety Employee Policy
Health & Safety of Supplier Policy
Training and Development Policy
Skills Training Policy
Career Development Policy
Policy Diversity and Opportunity
Health & Safety for Employees Team
Health & Safety Training
Employee Satisfaction
Number of Employees from CSR reporting
Turnover of Employees
Women Employees
Management Training
Supplier ESG training
Subcategory: Human Rights
Human Rights Policy
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Indicator
Policy of Freedom Association
Policy Child Labor
Policy Forced Labor
Ethical Trading Initiative ETI
Subcategory: Community
Fair Compensation Policy
Bribery and Corruption Policy
Business Ethics Policy
Community Involvement Policy
Improvement Tools Business Ethics
OECD Guidelines for Multinational Enterprises
Extractive Industries Transparency Initiative
Total Donations / Million in Revenue $
Political Contributions
Corporate Social Responsibility Awards
Crisis Management Systems
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Indicator

1

2

3

4

5

Subcategory: Product Responsibility
Customer Health & Safety Policy
Data Privacy Policy
Responsible Marketing Policy
Fair Trade Policy
Product Responsibility Monitoring
Quality Mgt Systems
ISO 9000
Six Sigma and Quality Mgt Systems
Category: Governance
Subcategory: Management
Board Functions Policy
Corporate Governance Board Committee
Nomination Board Committee
Audit Board Committee
Compensation Board Committee
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INVESTOR AND FIRM PERSPECTIVES FROM THE COMPANIES CIRCLE MEMBERS.

Indicator
Board Structure Policy
Board Size Policy
Board Independence Policy
Board Diversity Policy
Board Experience Policy
Executive Compensation Performance Policy
Executive Compensation ESG Performance Policy
Executive Retention Policy
Succession Plan
Board Structure Type
Board Size
Board Background and Skills
Board Gender Diversity, Percent
Board Specific Skills, Percent
Non-Executive Board Members
Independent Board Members
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Executive Compensation Policy
Executive Individual Compensation
Sustainability Compensation Incentives
Board Member Compensation
Subcategory: Shareholders
Policy Equal Voting Right
Policy Shareholder Engagement
Shareholders Vote on Executive Pay
Public Availability Corporate Statutes
Classified Board Structure
Shareholder Approval Significant Transactions
Profit Warnings
Accounting Controversies
Subcategory: CSR Strategy
CSR Sustainability Committee
Global Compact Signatory
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE PRACTICES IN LATIN AMERICA:
INVESTOR AND FIRM PERSPECTIVES FROM THE COMPANIES CIRCLE MEMBERS.
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Stakeholder Engagement
CSR Sustainability Reporting
GRI Report Guidelines
CSR Sustainability Report Global Activities
CSR Sustainability External Audit

d.

Yes

Do you use third-party services to execute, measure, control and develop ESG
policy?
No

Why

e.

Yes
Why
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Do you consider the ESG metrics published by your investments on a timely basis
useful?
No
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6. Communication of ESG Policy
a.
Yes

Is your ESG policy public?
No

Why

b.
Yes

If your ESG policy is public, Is there a specific report on ESG to investors?
No

Why
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