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Since the inception of the lan O. Ihnatowycz Institute for Leadership in September 2010, we have been at the center of
leadership thought, inquiry, and education into what makes a better leader. Beginning with our multi-disciplinary examina-
tion of the leadership failures and successes relating to the global financial crisis of 2008-2009, we have made research,
teaching and outreach on leader character our distinct differentiator in the vast leadership space.

The Institute is an integral part of Ivey, and as such, is able to amplify Ivey's mission "We develop leaders who think global-
ly, act strategically, and address critical issues facing organizations and society, through impactful research and transfor-
mative learning experiences." Through our focus on three pillars— research, teaching and outreach — we contribute to the
cultivation of business leaders for the 21st century through the development of leader character.

Mission: The lan O. lhnatowycz Institute for Leadership is at the forefront of knowledge creation in the leader character
area. Our research is integrated into Ivey's degree and Executive Education programs so students are able to assess and
increase their own leadership capacities and exercise character-based leadership. Through a wide range of outreach activ-
ities, the Institute exposes leaders in the public, private, and not-for-profit sectors to our work, so they may enhance their
effectiveness and weave leader character development into their organizations.

Vision: We aspire to have a deep impact on individuals, organizations and societies through the creation and application of
new knowledge on leader character.

We aim to:

Be recognized by researchers and practitioners as a globally leading Institute for research, teaching and outreach regard-
ing the awareness, assessment and development of leader character.

Elevate the importance of character alongside competence in the practice of leadership.

Develop global citizens who have strength of character, strive to make a difference, and contribute to the flourishing of
teams, organizations, communities, and societies.

The Institute operates globally as a not-for-profit corporation. We are headquartered in Canada.

The LRI was originally founded on 1 October 2018 through the auspices of the Queen's University Belfast Centre for Eco-
nomic History and SIERC. It brings together the capabilities of these two organisations to create a unique set of interests
and expertise.

The Centre for Economic History at Queen’s University Belfast is one of the largest groups of Economic and Business His-
torians in the world. Amongst the group and its wider network, are academic experts working on a diverse range of issues
including economic development, globalization, corporate governance, banking crises, bubbles, corporate failures, demog-
raphy, and political economy. The Centre's mission is to explain the past to understand the present by understanding the
trajectory of the economy and drawing lessons from past experiences for present global challenges.

SIERC is a boutique consultancy that specializes in deep research and analysis of organizational experience and memory,
helping senior leaders transform these insights into actionable strategy. Based in Toronto, Canada, SIERC professionals
focus on mobilizing context for organizations to unlock a deeper understanding of where they have been, how they got to
where they are now, and where they are going. The company has produced extensive research and customized case stud-
ies for senior executives and policymakers on specific issues and challenges, in addition to a growing range of published
corporate and economic histories of firms.
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5 DECEMBER 2023
Donald K. Johnson Centre,
First Canadian Place, Toronto, Canada

The aim of the roundtable was to generate a deeper understanding of how leaders engage with ESG and
enact organizational purpose in a complex, uncertain climate and amid the demands of diverse and often
divergent stakeholders. The pursuit of ESG goals creates significant challenges for leaders as they attempt to
address issues, take action(s), satisfy stakeholders and maintain economic performance. In our current era of
increasingly polarized opinions and priorities, leaders are hard pressed to execute on ESG commitments and
to drive organizational purpose in a way that is aspirational yet practical, courageous yet prudent.

The discussion, which brought together a range of perspectives from academia, the corporate world, and the
public and charitable sectors, tapped into leaders’ expertise and perspectives to shed light on how they form
and steward organizational purpose, the role character can play in its realization, and the tensions and trade-
offs organizations face in an ESG era. This synopsis captures the key challenges that emerged, such as: the
complexity involved with operating on a rapidly shifting landscape and attempting to keep pace with the scope
and scale of change; the criticism launched from all sides when actions are taken; how to collaborate with
competitors while remaining competitive, how incentives and regulation need to change to drive innovation
and learning; and, how ESG, and the climate crisis in particular, are creating a disillusionment with capitalism.
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In many regards, ESG can be considered the

first significant challenge to the shareholder
paradigm in the last 50 years. In the early 20th
century, a considerable number of companies
were family-owned, with their founders drawing
upon their social, cultural and/or religious values
to shape their purpose and how they conducted
business. Their purpose was often aimed at
creating value for the family, including the coming
generations, which consequently bestowed them
with a long-term perspective. These companies
also sought to have good relations with labour
and their workers, providing better pay, reduced
work hours, benefits, and so forth. Following the
World Wars, family ownership was replaced by a
new paradigm: the professional executive who
helmed large and/or international companies and
ultimately, represented shareholders. This led to
a shift towards short-term financial returns, the
pressure of which saw the tenure of CEOs shorten
significantly as well. The argument was put forward
that purpose has been successful historically and
can be again.

Today, the general perspective amongst the
majority of business leaders is that there is no
denying the need for sustainable business. Even
those leaders and shareholders who are only
interested in profit know that its creation relies
on resources — water, air, soil, etc. However, as we
come to collectively acknowledge and appreciate
that sustainable practices are becoming critical
to continuing to do business, it becomes clear
that many organizations and consumers are
stuck in an unsustainable paradigm: ultimately,
it remains cheaper to create and buy a product
that harms the environment rather than one that
helps it. This dynamic can be directly attributed
to businesses not capturing or internalizing the

cost of the environmental and social damage

they create, and not being regulated to do so.

The so-called triple bottom line misleadingly
tallies up small and marginal gains in social and
environmental metrics while often overlooking the
large and central dependence on society and the
environment. Perhaps it is time for leaders to ask
themselves the 1987 United Nations Brundtland
Commission question once again: can development
meet the needs of the present in ways that do not
compromise the ability of future generations to
meet their own needs?

There is growing consideration on whether the

E, S and G categories are equally important,

and if the acronym is in the right order. ESG was
originally conceived to start with the G and flow
from there. Also, are these categories sufficient
and effective (e.g. should there be a C for climate
change specifically, and has the S just become an
inconvenient distraction?). Although currently
trendy, the addition of corporate purpose to the
discourse — explaining why companies exist — is
not radically new because immediately following
an organization’s first article of incorporation (the
company name) is the second article, its purpose.
Instead of framing the era of volatility as a return
to original purpose, perhaps it is more prudent for
leaders to doubling down on action and creating
impact.

While character is a concept that dates back to
antiquity, the importance of character-infused
purpose was recognized relatively recently. In the
aftermath of the 2008 Financial Crisis, leaders
themselves assessed, acknowledged, and
admitted to its root causes being a result of
failures in character. Most notably, an
overweighting in dimensions such as drive and
courage, leading to recklessness and greed because
they were unsupported by dimensions such as
temperance, integrity, and humility.
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Good leadership—leadership that is able to not only
cope with but thrive in an era of volatility, as well as
achieve the aims of organizational purpose and/or
ESG in any meaningful way—requires and relies on
the strength of character across all dimensions to
create excellence in judgment.

For many leaders, while understanding the need

to address the challenges being faced within

each category specifically, the full acronym can

be overly broad, confusing, and sometimes runs
the risk of misrepresenting of what they and/or
their organizations could or should do. Whereas,
by connecting with or prioritizing one element of
ESG(C), leaders and organizations could more
effectively orienting their efforts and actions to
create change. For this to be effective however,
organizations need to shift what seems to be
current approaches that place too much focus on
efforts instead of outcomes— in both the short and
long term. Within the growing “alphabet soup” of
ESG, T for technology has been posited as a fifth
category, due to both the ubiquity and impact of
technology on all aspects of ESGC and because, in
relation to the C/E elements, when investors divest
from fossil fuels, that process often gets rerouted
into technology.
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As the climate crisis deepens, “the end of ESG" may
well be nigh. Current generations’ (Gen Z and even
Millennials) are exhibiting a growing discontent
with capitalism, which many blame for creating
climate change in the first place, as well as for the
widespread ecological damage that their generation
and descendants will have contend with. Amongst
scholars and leaders alike, there is an expanding
interest in creating practices where capitalism, as

a system, can not only become sustainable but
regenerative. There has been significant progress
within organizations who are seeking to shift their
supply chains to become more carbon neutral,
while striving to restore vulnerable ecosystems.
However, unless such efforts are met with a
willingness to pay for such measures — by both
companies and consumers — business as usual will
remain hard to disrupt.

To create systemic change, incentives and
regulation need to evolve to entrench behavioural
change. Good leaders can change behaviours
within their organizations and even mobilize similar
changes along their supply chains, but it is much
harder to maintain such behaviour without altering
existing incentives and regulation to create an

even playing field for a collective problem. How can



leaders and organizations who do wish to address
decarbonization, especially on a short timeline —
remain competitive with those who do not willingly
capture the cost of their externalities?

Although climate change dominates the E
category, remaining challenges within this bucket
move beyond decarbonization to include areas
related to environmental justice, biodiversity

loss, or capturing the cost of environmental
externalities within cost systems. Making progress
on addressing environmental issues has become
increasingly problematic, however, due to the spate
of greenwashing scandals and suits throwing the
legitimacy of efforts into question. And, even when
solutions are sought and true impacts are made
by organizations, leaders still face the barrage of
criticisms, levelled from all sides, by the court of
public opinion stating that they are going too far or
not far enough.

Leaders who have the courage and fortitude to
take action, knowing it will draw more criticism
than praise, do so because they have identified
that action itself is an essential and powerful way
to learn. This can also be the consequential impact
of regulation. Imperfect as first steps are bound

to be, if everyone is required to take similar steps,
leaders must “figure things out.” And, they figure
things out faster when they have peers to compete
and collaborate with. Here again, incentives really
matter. Leaders spoke of the important role
regulators play in incentivizing action. By setting
up rules by which everyone is required to play,
investment is sparked which, in turn, accelerates
learning. While mistakes will inevitably be made,
and some actions may have negative or unintended
consequences, collective learning and innovation
cycles are set in motion when all businesses
grapple with such causes and effects. Efforts can
then be made to recalibrate and address errors,
and thereby refine solutions. This type of learning,
together, is not just important for figuring out better
ways to get things done for any given organization.

Rather, leaders deemed it crucial for changing the
proverbial “rules of the game.”

Perhaps the way to redeem capitalism, some of

the roundtable participants offered, is to lean into
new rules, however “stupid” they may be at first,
because rules will only get smarter as players play
by them. Furthermore, the system itself can only
change, and thus players’' changes can only become
sustainable, when all players stop side-stepping

the rules and focus instead on taking the game
seriously. A poignant argument was made that any
one player cannot be taken seriously, no matter
how well they master the game, unless or until the
game itself has been taken seriously by all the other
players.

While ESG did not originate inside the boardroom,
investors began to rely on ESG metrics to examine
these categories in a more granular way and
discover some of the intangible factors linked to
risk and to value creation. As a part of their role,
leaders at the apex of organizations must reflect
upon and respond to ESG's influences and impacts
in the boardroom. This response can be challenging
as board directors have diverse opinions and levels
of interest surrounding ESG.

However, what is the role, if any, of plain old-
fashioned governance in an ESG world? Who is to
govern whom? And, if organizations prioritize one
aspect of ESG over others — are they responding
to investors, and if so, who are their investors
responding to? Which stakeholders determine an
organization’s ESG priorities?

Boards and organizational leadership are also
having to respond with a relatively new and growing
trend: shareholder activism. Activists scrutinize
and seek to ensure CEO and board accountability
surrounding ESG and other performance metrics.
However, some boards are having to contend

with the filing of shareholder proposals that are
unrelated to the core business of the organization.
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Systemic issues brought forth by our current
capitalist system not only have had burdens
brought on ecosystems, but also on people and
communities. Leaders are required to draw upon
their courage and humility when facing the legacy
of the negative effects business has had on society,
while knowing and doing better in the future.

Many efforts have been made to re-enfranchise
disenfranchised stakeholders, and to mitigating
the consequences of systems on groups that have

In the Edelman Trust barometer, business is way
ahead of other sectors, but business leaders should
not take this trust for granted. Leaders are facing an
increasingly political and polarized backlash related
to their organization’s ESG initiatives and are

being confronted by accusations of greenwashing
when their commitments have yet to materialize
into corresponding improvements. As such, some
leaders have retreated to greenhushing, where
they are still moving forward with taking action but
simply not talking about it. This, in itself, is a test

of leadership as, those who have the courage to
maintain a public stance, can influence others who
are either afraid to do so or are not yet inclined to
make commitments at all.

The evidence is clear that the economics of our
current system means we are all borrowing from
the future. Ultimately, this is a market failure:
organizations are not required to be responsible
for the damage they are doing, nor are consumers
willing to pay a little more for the goods they
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been marginalized. As climate and environmental
issues take on greater urgency, rather than being
considered a distraction, social issues can be
viewed as intrinsic to solving those issues. Social
inequalities and challenges are experienced in

a direct, primary, tangible way by individuals

who are subject to injustice. If an organization or
government’s main goals over the long-term are
environmental — the impacts of which are still only
vicarious for some - social issues may need to be
addressed first for green efforts to be enacted by all
individuals in a sustained way.

purchase to offset some of those costs. Similarly,
even while investors push companies to engage
in green or ESG initiatives, they do not want it to
be at the expense of any basis points or lower
returns. But, in the end, someone will have to

pay. The cost of our current system is accruing in
political instability and in the attitudes of younger
generations who are becoming disillusioned with
the system. These costs are placing heavy burdens
on them, not only in terms of the damage to the
physical environment but also in despair and
anxiety.

Regardless of the fact that capitalism isn't perfect,
it continues to be better than anything other
economic system thus far. An examination of
capitalism’s history reveals that how it manifests

is not static; it is iterative and changes over time.
On its current trajectory, however, capitalism is
unsustainable, and it is in the self-interest of those
who believe in capitalism to generate shifts so it can
better serve society.

If there is no current business case to invest in
rather than borrow from the future, perhaps

the business case is wrong. Perhaps we need to
completely recalibrate our understanding of value



and change our expectations—by lowering our
expectations for returns in the short-term and
raising our expectations for returns accruing to
the next generations. But, reversing this pattern is
going to involve sacrifice and courage, and leaders
can help everyone understand what sacrifices are
worth making together in order to build a better
future.

ESG, business and capitalism itself is at a
crossroads. Thereis an acute urgency to address

and redress the grand challenges confronting
society. The urgency of “doing” — of taking action
—is a mark of what it means to lead in the ESG era,
even if there is uncertainty about what the right
solution might be. It is going to take multiple players
taking multiple steps to reset the game and change
the system. There is a need of greater regulation
but with the understanding and acceptance that
we are going to have to abide by and learn from
bad laws until we can refine them. The wisdom to
know what to do could only come from enduring
an experience, in order to learn and become
knowledgeable.

FRONT ROW (left to right): Dr. Michael Aldous, Dr. Dusya Vera, Dr. Laurence Mussio, Kimberley Milani
BACK ROW: Andrew A. Chisolm, Claire M.C. Kennedy, Kevin Horgan, Michael Messenger, Judy Cotte, Toni Rossi,
Dr. Oana Branzei, Duncan Fulton, Dr. Bruce Choy, Tariq Fancy, Simon A. Fish
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10 JANUARY 2024
High Commission of Canada in the United Kingdom
Canada House, Trafalgar Square, London, UK

The aim of this roundtable was to build a deeper understanding of the factors shaping the transformations
towards the Future of Work, especially when viewed through the lenses of character leadership and purpose.
The complexity of these challenges requires multiple angles of vision — including an understanding of
historical trajectories as well as contemporary shifts in politics, the economy, business, and the social and
physical environment. The discussion brought together a range of perspectives from academia, the corporate
world, and the public and not for profit sectors, using these divergent sets of expertise and perspectives to
shed light on the context and discuss the role leaders can play in ensuring better transitions.

This synopsis summarises the roundtable discussion, identifying the key challenges that have emerged
through the proliferation of technologies such as Al, trends in work and wages, organizational and institutional
challenges, and limitations of current leadership models. To address these challenges, the discussion
highlighted the need for education and training systems that develop leaders with character who can
promote new visions of purpose and have the capabilities necessary to lead transformation that reshapes
organizations and institutions.
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School at Western University

16 | lan O. Ihnatowycz Institute for Leadership



Technological change in the form of Al has the
potential to be a paradigm shift for the economy
and society. In the term of economists, it is likely
to become a General-Purpose Technology (GPT)
that is embedded throughout the economy. Its
adoption will offer companies and industries far-
reaching opportunities to improve productivity
and drive innovation. Al also offers the potential to
unlock a creative renaissance with tools that can
foster collaboration, novel ideas, and innovation. It
can offer solutions to some of our most pressing
challenges, including the climate transition and
healthcare.

Conversely, there are also significant risks linked

to the proliferation of Al. Its capacity to substitute
for knowledge-based skills in the economy is likely
to lead to significant disruption and dislocation
resulting in redundancies. The industrial revolutions
of the nineteenth and twentieth centuries show how
this occurred when mechanisation substituted for
manual skills.

There is a further risk with the deployment of Al
that it leads to the substitution of decision-making
skills, as it is used to automate processes. A critical
risk is the challenge of biases: should they be
baked into the algorithms and training data, poor,
compromised or potentially dangerous results

can ensue, particularly if human judgement is fully
removed.

Both these outcomes are already well-evidenced in
the financial services sector, particularly banking.
The widespread use of technology to digitise
processes had already led to a significant decline
in branch banking. With Al playing an increasingly
significant role in both knowledge creation and
determinations on lending, we are seeing arise in
problematic decision-making and the likelihood of
job losses.

If Al technology and related processes become
embedded and pervasive, there will be a
deterioration in knowledge and practice of decision-
making, and in the related capacity for leaders to
possess and deploy good judgement.

There is also a great risk that the proliferation of
Al will lead to a race to the bottom. As companies
seek to use it to drive cost reductions through its
substitution capacity, Al can become subsumed
within the purpose of profit-making and the
corporate bottom line, but with the externalities of
these decisions, such as redundancies and biased
decision-making, being ignored. Other Al-related
risks are that its capacity for decision-making
may compete with and overshadow the valuing of
human judgement, and that government regulation
will simply be unable to keep pace with Al's rapidly
growing utility and ubiquity.

An interrelated set of trends is emerging around
work. The long-run trends in labour markets reveal
how the contracts and bargaining power that define
the structure of labour relations, nature of work,
and wages are changing. There was a decisive shift
in the nineteenth century away from work defined
by workers being paid for their outputs, towards the
creation of careers in which workers were paid for
their time.

Entrepreneurs and business owners have tended

to leverage their bargaining power to shape

these contracts to their advantage. The nature of
contracts evolved as the sources of value creation
were transformed within industries, and the need
to monitor and control workers changed — although
the rising power of unions and government
regulation in the twentieth centuries rebalanced the
power of labour. Social institutions and conventions
have also been important in defining the nature

of these relationships, with concepts around
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traditional and current roles, such as masters and
servants, owners and workers, employers and
employees, becoming embedded.

The disruption of Covid-19 and the dramatic
increase in work from home and hybrid work has
significantly shifted the relationship between
employers and employees. Technology enabled
these outcomes, and further advances in
communications and digitisation technologies,
will enable more remote work. Absence from the
workplace has changed expectations about how
output is measured, how work is controlled, and
how wages are aligned. There has also been a
breakdown in the social conventions and informal
contracts that have governed the workplace. As
growing numbers of employees work remotely, the
need for more explicit contracts stipulating their
outputs and expectations has emerged.

The shift to remote work compels two types of
realizations. First, it is increasing the cost of
business as transaction expenditures related

to contracting elevate. Second, the behavioural
expectations and informal contracts that governed
career-based work have evolved with changing
needs and expectations. To reduce the costs of
these shifts, companies are seeking to define work
and contracts around clearly defined outputs that
are more easily controlled at distance, rethink the
metrics by which work gets remunerated, and
invest more in areas such as talent retention.

This raises the possibility that work is divided
between those managing the organisation and
paid for their time, and those labouring in the
organisation and paid for outputs and projects,
creating a core and periphery effect. There is

also a generational division emerging, as these
disruptions lead to the experience of work for
younger generations becoming distinctly different
to their predecessors.

These trends have created a series of tensions
and trade-offs and have provoked fundamental
philosophical questions around the meaning of
work and life. This raises questions as to how
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organizations and leaders are addressing these
challenges, and how well placed they are to navigate
these complex environments.

How concepts of purpose and profit are defined,
and relevant stakeholders identified, has a
significant impact on the ways in which these trade-
offs are framed and decisions made. In the 1970s,
libertarian academics and corporate raiders pushed
a new and dominant paradigm that redefined these
concepts. Their vision was one of shareholder
primacy, which saw corporate purpose became
synonymous with the maximisation of shareholder
returns. Alongside this was the financialization of
company strategies which saw companies and their
assets viewed as tradeable commodities in the
pursuit of profits. This contrasted with earlier eras
in which purpose was more diversely defined, with

a greater number of businesses and leaders driven
by social values. Fundamentally, profit became a
simple measurement of financial output rather than
an expression of progress.

With these changes in mind, the capacity to
navigate these trade-offs can be determined by
fundamental factors such as company ownership.
Publicly owned corporations offer different
incentives for employees than partnerships

and cooperatives. A fiduciary responsibility to
shareholders and belief in maximising profits can
provide a clarity and simplicity to decision-making.
In this paradigm, the trade-offs and tensions are
resolved through decisions that favour increasing
shareholder returns. Ownership structured through
partnerships and cooperatives tends to create more
complex internal decision-making environments,
due to the diverse interests and purpose of the
owners. But they can offer different incentives,
distinct from short-term shareholder returns, that
allow for a more long-term focus and a comfort in
engaging with a wider set of stakeholders. In turn
this can provide a broader set of perspectives to
draw on when addressing these trade-offs.



Different perspectives on purpose have emerged
with a growing pushback against shareholder
primacy and the emergence of stakeholder
perspectives, and the growth of the ESG
movement. This has particularly challenged how
the externalities of organizational activities are
viewed. These diverse perspectives challenge
organizations to find a consensus in their strategy.
Efforts to refocus corporate strategy around wider
purposes and changes in practice can be divisive.
Older generations can be resistant to change, whilst
younger generations embrace the reframing of
purpose. This can create a leadership disconnect
between different parts of the workforce and

has a significant impact on talent attraction and
retention.

Change is also complicated by the regulatory
and institutional environment that has evolved
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to support and enable the current paradigm of
shareholder primacy. There are powerful vested
interests focused on retaining this status quo.
Large corporations have significant capabilities

to lobby and shape the regulatory environment to
their advantage. Conversely, the extent to which
government and public interests have the requisite
expertise and knowledge to identify and frame
the challenges is questionable. There are major
concerns that corporate interests are now moving
ahead of government and regulation in terms

of defining the utilisation of technologies such

as Al. This raises questions of anti-democratic
decision-making and a breakdown in trust as
other stakeholders question who the real source
of authority is. Are the views of stakeholders
directly impacted by these decisions adequately
represented within the institutions responsible for
making them?



The reform of other key institutions and

systems such as accounting standards are also
vitally important in reshaping incentives and
accountability, enabling long-term value creation
whilst addressing the negative externalities and
costs. However, there are similar complexities and
difficulties in achieving these outcomes. Identifying
objective metrics that can transparently measure
the impact of activities that are designed to
improve outcomes for wider stakeholders has been
a source of contention and debate, with powerful
vested interests able to limit their impact.

In light of these organizational and institutional
challenges, are leaders currently well placed

to navigate these environments? One way

of answering the question is to point to the
proliferation of policy and corporate crises, which
has resulted in our era of perma/poly-crises. There
is historical and ongoing evidence that leadership
development has an overweighted focus on
competencies or skills that are seen as enablers of
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performance optimisation. This has inversely led to
an underweighting on the development of character
even though it is a foundational component of

good judgment and critical for efforts to transform
organizations. It is a trend that is hard to buck, even
though the character of many leaders has become
undesirable — lacking integrity and accountability
whilst exhibiting arrogance — and has led to poor
decision-making.

This indicates that the formation of leaders through
our current systems of education and training

is lacking. Education systems have followed the
wider trend of promoting individualistic economic
outcomes in their approach to learning, while

also wasting human capital and talent by poorly
embracing and managing those who do not
succeed within these strictures. A returned focus
on the study of the humanities alongside STEM is
considered a potential counterbalance the sharp
turn towards technology.



What can be done?

There is an urgent need to redefine corporate
purpose by rethinking profit as an outcome of
the progress of solving societies’ problems. This
involves companies accepting and accounting for
the costs of the externalities generated through
their activities and being accountable for them.

In the case of technology, it will be important

to address the negative externalities of

workforce dislocation. Although the widespread
implementation of Al is still in its infancy, twenty-
five per cent of CEOs are already expecting to cut
their workforce by at least 5 per cent in 2024 due to
its utilisation." Expectations of this nature should

invoke careful consideration on the role of Al in
organizations, alongside a deep reflection upon
and valuing of humans’ unique capacities — many
of which are character-based, such as creativity,
empathy, our ability to collaborate or be visionary.
An understanding of the human condition should
be central to decision-making to ensure that the
negative risks of technology are mitigated, a race to
the bottom is averted, and technology remains in
service of — not a replacement for — humans.

There is evidence that efforts to change purpose
and strategy are emerging and taking effect.
The challenge of finding consensus means that
refocusing corporate strategy and leadership
around purpose will take time. But companies of

' PwC'’s 27th Annual Global CEO Survey, “Thriving in an age of continuous reinvention.”
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all sizes are indeed making commitments to better
focus on solving social problems and allocating
resources to drive these outcomes, with tangible
results. There has been experimentation with new
forms of business ownership and governance,
evidenced through the B Corp movement that
points to efforts to find ways to enable purpose

to be reconfigured and balanced with profitable
business outcomes. Other models, derived from
Chartered status, which requires organizations

to act in the public interest, may also provide
interesting ways to redefine and integrate purpose.

But there is a significant question as to whether
we wait for behaviours to be changed from within
the corporate world or if we look to external
(government and regulatory) intervention to
enforce change and/or refocus incentives to
address these challenges. Since the early 1990s,
within the UK, attempts to address corporate
governance issues and reshape behaviours have
primarily revolved around the development

and adoption of voluntary codes. Their efficacy
is widely debated. There are growing calls for
regulation and government intervention, both
from within and outside the business world. To
improve the outcomes of any intervention, there
is a need for widespread alliances and cross-
industry engagement, to ensure that all relevant
stakeholders have input into their design.

A critical area that needs to be addressed is

the incentive system created by accounting
standards and the operations of capital markets,
i.e., redefining outputs and metrics in such a way
that longer and wider angles of vision can be used
to define purpose and strategy, and subsequently
drive accountability and discipline in achieving
these ends.

To accomplish this, however, concepts of leadership
need to be rethought and leaders formed in ways
that can drive these outcomes. We need to move
away from traditional and outdated models of
leadership that dominated the twentieth century
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(and even further back), to focus on cosmopolitan
humans, who can foster consensus and
collaboration. There is a need to bring back a sense
of service to leadership roles.

We can identify dimensions of character that will
enable leaders to better address these challenges,
including: courage to face the difficult questions
and decisions they are confronted with; integrity
to take responsibility for the trade-offs and costs;
and accountability for the externalities their
organisations create. Character builds better
judgement, which is a critical capacity as leaders
need to balance more urgent, complex, and often
competing stakeholder interests.

How might this be done? We need to reframe
education to ensure that people are better
equipped to deal with these challenges, and
positively engaged in using technological
developments to enhance ingenuity and innovation.
Bringing technology into the classroom allows

for broad access and the development of relevant
skills, offering all learners new pathways to success.
But it should also put the importance of technology
in context, reinforcing the need to control and focus
its use as a tool subsumed to human discretion

and judgement. Returning education towards its
interdisciplinary foundations, where humanities

are a core element, will help to build values and
character that redefine purpose. In particular,
management education and other forms of
leadership development and coaching need to be
refocused towards these ends. Drawing upon the
Humanities, helps leaders to put humanity as a
central component of leading people.

Of course, this is a major challenge with significant
hurdles to overcome. How we translate individual
purpose where it can become engrained and
embedded within organizations requires artful
leadership. There is also a growing threat that
concepts such as purpose, profit, and character are
expediently hijacked to become operationalised
terms used to drive competitive advantage and



profit, or ditched when profit is at risk. Ensuring
that purpose is meaningfully reimagined and
embedded will require individual and systemic

change. But as history shows us, change of this
scale and scope can be achieved in surprisingly
short amounts of time.
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The Promise of ESG and
Its Discontents:

How Can Character and
Purpose in Leadership
Make a Difference?

51 JANUARY 2024
The Beekman Hotel
Lower Manhattan, New York City, USA

The aim of the roundtable was to gain a deeper understanding of how leaders are navigating rising
polarization surrounding ESG in a landscape that is becoming increasingly volatile, political, and complex.

The discussion brought together a range of perspectives from academia, and the corporate and consultancy
worlds, whose wide range of expertise illuminated the nebulous yet charged atmosphere surrounding ESG

and how leaders need to weigh and balance a host of considerations for both organizational and societal well-
being. Some leaders embrace ESG not only as way to convey how their organization manages risk as it relates
to sustainability issues, but as a means for setting lofty goals that seek to inspire and increase organizational
efforts towards climate change mitigation, EDI, and so forth. Conversely, other leaders find the ESG framework
misleading, “woke", or simply inadequate to generate substantial, sustained, and/or systemic impact.

This synopsis summarizes the roundtable discussion, identifying the key challenges that have emerged as
ESG has evolved and the role purpose and character can play in addressing these challenges. The discussion
explored questions surrounding the need to balance short-term tensions with the long-term alignment of
organizational goals, the efficacy of ESG metrics as an investment signal or in value creation, affordable
capital, and regulation/legislation on enacting ESG and creating meaningful impact.
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ESG has enjoyed a momentous increase in uptake
over the past years. Organizations are increasingly
capturing and reporting on ESG metrics and using
those metrics to elevate sustainability goals. Many
investors have reshaped their portfolios to ensure
that they include companies with strong ESG
mandates. Recently, however, there has been a
notable backlash: more than half of US states have
enacted some form of anti-ESG protection, and
there have been warnings issued claiming that ESG

is over-reaching, infringes on free market principles,

and may lead to inferior investment returns,
compromised economic outcomes, and negligible
social and environmental benefits. Previously
strident proponents of purpose-driven investing
through frameworks like ESG, such as Larry Fink at
Blackrock, have since quieted their emphasis on a
company'’s social or environmental initiatives and
have returned to the rhetoric of them being “a great
investment opportunity.”

While ESG is relatively new, history reveals that
many business owners and leaders in the past
enacted a corporate purpose that transcended
profit margins, and their record of success
underscores the viability and necessity of a more
nuanced approach to doing business. But how
that can be accomplished is the question. George
Cadbury and his chocolate empire is an example
of a leader who combined his business acumen
with social innovation, engaging in a broader social
purpose while also generating substantial profit.
While his business model tended towards worker
welfare and community well-being, it should not
be viewed as being charitable or philanthropic,
but rather, commercial. This is the challenge that
business leaders face today: how to best integrate

profit and purpose? How do we achieve human
flourishing and dignity in the most effective manner
possible?

As leaders face fluctuating and polarized views
around ESG, attention on how leaders’ character,
specifically their judgment, can help to navigate the
intricate decisions they need to make. While there
is growing debate regarding the (in)compatibility
of ESG with growth, there is also the assertion
that ESG can contribute to human and planetary
flourishing. If so, leaders will be required to engage
in a delicate balancing act of being accountable

to not only shareholders, but all stakeholders, as
well as to future generations, without becoming
overwhelmed by all the complexities.

Itis clear, however, that ESG has come to involve

a sprawling scope and for some, has been blurred
into encompassing “everything,” especially
climate change and social justice movements.
There is also a lack of collective understanding

on ESG, as its meaning varies amongst different
people. For instance, it means something different
to regulators in Texas than it does to people in

the boardroom at Barclays or a classroom at
Stanford. This variety of understanding also occurs
from country to country, and without a unifying
taxonomy for ESG, its meaning lacks cohesion and
global utility. Additionally, the ratings or metrics
can be viewed as overly inclusive and reductive

as they attempt to convey the informational and
predictive value of how a stock is going to perform
or whether a company is a good or bad company
(or in transition) by blending environmental, social,
and governance metrics into a single score. This
provides an easy pathway to greenwash, as not
only the meaning but the metrics of ESG can be
misleading.

lan O. Innatowycz Institute for Leadership | 27



In today’s market, questions are also being asked
if one could, at the same time, endorse ESG and
function as a true fiduciary. For instance, oil and
gas stocks rose by 80% while clean energy stocks
were down approximately 24% in 2023. Further,

in the last three years, ESG products, ESG funds,
and those that are being run with ESG indices
have underperformed in the market. This begs the
question of whether has ESG lost its capacity to
assess material risk and identify where those risks
were mispriced in the market — as was the original
intent — rather than signal value creation.

In an alternative framing, proponents explore how E,
S, G, and C (climate) goals can be compatible with
long-term value creation. This framing shifts the
focus away from the dichotomous conflict that can
arise between making-the-world-a-better-place or
ensuring-robust-growth-and-returns, and towards
engaging in candid conversations and collective
alignment so that purpose is not pre- but rather co-
determined with many, and often heterogeneous,
stakeholders. The role of character within this
dynamic can be especially consequential,
especially clarity in judgment and candour in
communication, to help create understanding on
where an organization stands on issues such as
climate action, human and indigenous rights, or
even geo-political considerations such as whether
to conduct business with Russia or other global
actors who contravene Western values. Financially
speaking, this framing can also span the gamut

of including conversations about capturing the
costs of externalities within commodity pricing to
shifting economic systems from the extractive to
the regenerative to the likelihood of concessionary
returns — returns that are below market but where
investors consciously and deliberately accept lower
performance as necessary to the enactment of the
organization’s purpose and social or environmental
goals.

What is the role of government? Elected officials
and governmental bodies, while challenging to
rely on due to their changing nature from one

28 | lan O. Ihnatowycz Institute for Leadership

election cycle to the next, need to undertake
ongoing interventions and contribute to elevating
environmental and social outcomes through
regulation and incentives, and to do so in a more
comprehensive and variegated way. Legislation will
need to expand to drive value-creation, mitigate
harm, and induce individual, organizational, and
sectoral behavioural change over the long term

by focusing on both the supply and demand sides
of the equation. For example, in Canada, there is
significant and vocal pressure for banks, investment
firms, public sector pension plans, etc. to divest
from oil and gas - thus placing the focus almost
solely on the supply side of the equation. With

over half of all homes in Canada being heated by
gas, a sharp divestment in fossil fuels could have
severe consequences on the national economy
and everyday citizens. As such, incentives and
regulation that change housing and building codes
to shift towards decarbonized home heating
methods would need to be explored so both supply
and demand are addressed in tandem.

Purpose often manifests and evolves
interdependently with the various dilemmas leaders
and organizations face. As more insights are gained
as to the complexity of a situation, it provides

the potential for both purpose to deepen and for
connection with heterogeneous stakeholders to

be strengthened. It also brings purpose into the
realm of the concrete rather than the abstract,

as organizations endeavour to tackle specific
problems or plights.

While organizational purpose remains linked to
profitability, changes in the cost of capital are
creating a significant impact on organization’s
access to and the allocation of capital. Recent
swings make it notably harder and more costly
to obtain capital for industries that have been
associated with ESG (or C) risks, such as mining
or oil and gas. The delicate balance between
purpose and capital, rather than purpose and
profit, reveals two additional considerations.



First, purpose as a pre-
determinant constrains which
and how much value may be
created by influencing which
resources are assembled, and
at what costs. This occurs
because purpose arbitrates
which investors will or will

not invest in a given project.
Second, purpose can be

a post-decision, whereby
there is a reliance on specific
types of investors, which

then places limits on which
aspects of purpose can or
cannot be pursued. In many
respects, capital markets host
separate playgrounds where
organizations enter and play
in areas where their purpose
aligns with the investors. One
would expect free and efficient
markets to allocate capital
simply based on expected
returns, but increasingly,
expectations of returns are no
longer ESG-free but rather ESG-j&_ 1°

bound. ESG polarizes many f.L[ |
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Tensions can arise around the notion of flourishing
because, like ESG, it can also be understood

in deeply personal, organizational, sectoral, or
contextual ways. Leaders strive to be accountable
to the continued flourishing of their stakeholders,
but due to the wide variety of interests at play within
a diverse and sometimes divergent stakeholder
set, this can compel leaders to favour and further
align their organization’s purpose towards the
interests of particular core stakeholders. At the
same time, this does not exclude efforts to ensure
some level of consideration is taken towards the
interests of all stakeholders involved. Trade-offs
are, of course, required, but rather than the typical
either/or approach, leaders are increasingly seeking
both/and options to generate understanding,

if not alignment. For example, while leaders are
accountable to one or a core set of stakeholders,
they work to ensure that other stakeholders feel
listened to and heard even when their interests
cannot be addressed. They acknowledge

rather than ignore the trade-offs and choose
transparency, when possible, to signal the breadth
of considerations included within their decision-
making. In some cases, however, leaders elect not
to address the interests of some stakeholders,
either because they fall outside the purview of
their business (for example, not taking a public
position on constitutional rights irrespective of
their personal beliefs) or because taking action
would disadvantage one or more of their core
stakeholders.

As many aspects of leaders’ responsibilities
evolve, purpose provides a grounding for difficult
decisions surrounding ESG, especially as so
many of these decisions have a future orientation.
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The success of today's leadership can only be
determined as it bears the test of time, revealing
whether or not today'’s decisions create tomorrow's
flourishing. The timeline of leadership can be
frustrating for leaders who are trying to stay the
course and ensure organizational resilience, and
for stakeholders — from shareholders to activists
—who live in a world of instant gratification and
want to achieve their aim now. Combine this with
radical shifts in regulations, certifications, and
expectations of intermediaries such as stock
exchanges, leaders must exercise an intellectual
agility, yet hardy conscientiousness, to navigate a
dynamic and shifting ESG landscape.

As both the champions and the critics of ESG
advance their agendas, investment decisions

take sides. As such, sides are taken against those
making investments and divestments, especially
as a growing number of US states enact anti-

ESG laws. The polarization of the ESG discourse
outside the firm intensifies pressures within. There
are significant swings in allocation of capital, as
investors redirect funds from or to industries

and organizations that focus on ESG. Capital has
become increasingly expensive for industries
who are viewed as ESG risks, while returns on
investment have diminished in recent years within
ESG funds.

The lack of a unified global taxonomy that clearly
signals if an investment, company, or action is
sustainable means that alternative facts and
assumptions from different sides of the debate
abound and are mobilized to advance diverse
stakeholder interests. An internationally agreed
upon framework that can serve as an objective



adjudicator would help to create a comprehensive stakeholders arcs towards flourishing, but what that
understanding of what an investment or company flourishing looks like and how to make it manifest

is oris not. remains widely contested. Purpose and character
act as signposts for leaders as they attempt to

The aim of organizations, investors, and create prosperity in both the short and long term.
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