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Abstract— This paper addresses the sustainability performance measurement framework as a strategic management
approach to integrate social, environmental and economic issues into organizational practice. Resulting on empirical
research, the paper presents four broader dimensions that build up the framework: stakeholders, strategies, processes
and capabilities. This paper, therefore, proposes an approach to manage and measure the implementation of
sustainability strategies of an organization. Opportunities for further research are highlighted in the paper as well.
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1 Introduction

Over the last decade, there has been an increased
pressure on organizations to broaden the focus of
sustainability and accountability in business performance
beyond that of financial performance [1]. Based on
theWCED definition [2], as well as on influences from
the strategy and management literature, a variety of
subsequent definitions emerged of sustainability in
relation to organizations, also referred to as corporate
sustainability. These definitions vary on the degree to
which they classify corporate sustainability [3] as either
mainly ecological concern [4] or as social responsibility
of an organization [5].

The concept of corporate sustainability increasingly

impacts the nature of organizations ‘operations [6]. Green
management in organizations has to go beyond
regulatory compliance and needs to include conceptual
tools such as pollution prevention, product stewardship
and corporate social responsibility [7].
Hence, the sustainability of a company is judged
according to its economic, environmental, and social
performance [8]. Moving towards sustainable
development, therefore, is now a major concern in most
of the developed countries, resulting in stricter
regulations concerning the impact of the products during
their manufacturing, use and end of life, including the
obligation to define reverse logistics strategies and
systems [9, 10, 11].

Sustainability is a critical part of most major
corporations today. Furthermore, environmental and
social demands from shareholders and stakeholders are
contributing to the pressure for organizations to consider
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sustainability issues more seriously [1]. Companies have
long used standard financial indicators to determine their
business success. Only recently have a growing number
of firms begun to use environmental, health and safety,
and social indicators [12].

The objective of a sustainable measure is to assess
corporate contribution to sustainability comprising all
three dimensions, environmental, social, and economic
[13]. In order to measure the progress toward
sustainability, several indicators have increasingly been
used. Indicators are typically numerical measures that
provide key information about a physical, social or
economic system [14]. They go beyond simple data to
show trends or cause-and-effect relationships. Indicators
have three key objectives [14]: (1) to raise awareness
and understanding; (2) to inform decision-making; and
(3) to measure progress toward established goals.

A sustainability performance management and
measurement system could be defined as: “the
measurement and management of the interaction

between business, society and the environment” [15]. As
stated by Henri and Journeault [16], organizations are
increasingly being held responsible for environmental
actions, as reflected by the growing number of laws,
regulations, and penalties in this area. Consequently,
organizations are now obliged to measure, control, and
disclose their environmental performance.

On the other hand, the business case for sustainable
development is strongest when companies incorporate a
sustainable development performance into mainstream
business strategy [17]. As stated by Schaltegger and
Wagner [15]: “Management of  sustainability
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performance in all of its perspectives and facets requires
a sound management framework which, on the one hand,
links environmental and social management with the
business and competitive strategy and management and,
on the other hand, integrates environmental and social
information with economic business information”.

Corporate SPMSs have been the subject of extensive
research. For example, case studies on the development
of SPMSs in individual corporations have been
presented by several authors, including [18, 19, 20, 21].

A growing number of scholars and managers agree
on the relevance of identifying and fulfilling
stakeholders’ needs, expectations and desires [22, 23].
For this purpose, the performance prism model was
developed, aimed to integrate stakeholder perspective
[24]. In fact, the organization must be able to identify
stakeholders and their needs, because the starting point
for deciding what to measure is established with the
following question: “Who are our key stakeholders and
what do they want and need?” [25]. This is somewhat
consistent with the system approach to integration of
management systems, indicating that process of
integration starts from the identification of relevant
stakeholders [26].

Moreover, well-known performance management
system developed by Kaplan & Norton [27] also
recognize the need to broaden the model to include
stakeholders’ interests and needs: “All stakeholder
interests, when they are vital for the success of the

business unit’s strategy, can be incorporated in a
Balanced Scorecard”.

The purpose of this work is to examine the
sustainability practices, in particular within the context
of performance measurement framework, as a way to
integrate sustainability principles into business practices.

2 Methodology

2.1 Data collection

This paper draws upon the results and findings of the
preliminary research [28] carried out with aim to
examine the key determinants of sustainability practices,
named as sustainable quality management determinants,
within the context of organizational performance. A
random sample of 1000 Slovenian organizations was
included in the survey. Among the received responses,
77 were used as input data for the further statistical
analysis.

2.2 Research instrument development

In the first step, an extensive literature review was
conducted to identify relevant constructs. On the basis of
previous studies, a pool of items was generated. In total,
50 items corresponding to the five dimensions of SQM
were developed. For the purpose of this study, 25 items
(named as SQM practices) were taken for further
analysis.

Table 1. Construct items and factor loadings

SQM practices

Factor 1 Factor 2 Factor 3 Factor 4

We strive to improve energy efficiency

,763

During the product development we consider the
principles of sustainable development and product
life cycle

,743

Top management accepts responsibility for
environmental protection

,724

We incorporate different environmental protection
practices (waste separation and recycling, reducing
energy consumption / water, introducing the
principles of sustainable development, etc.)

,704

We strive to improve efficiency of material
consumption

,650

We have developed a strategy for environmental
protection

,629

We follow-up on environmental legislation and other
requirements

,603

Top management is committed to promoting a
concept of sustainable development

,786

We are aware of customer requirements and
expectations

,738

Top management is committed to promoting a
culture that encourages innovation and risk-taking

,729
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Top management is committed to an open,
participatory process of continuous improvement,
focused on the long-term economic performance of
the organization

,709

We encourage and develop the ability to create and
acquire the internal source of knowledge

,691

Top management accepts responsibility for quality

611

Security and employees' well-being is a priority of
our organization

,848

Our employees are encouraged to continuously
develop their talents and capacities

,824

Employees are loyal to our organization (low
turnover and absenteeism rate)

,771

Workers are valued and their work is organized to
conserve and enhance their efficiency and creativity

,700

We have developed a strategy for corporate social
responsibility

,741

Our organization is involved in the local community

,051

% of Variance

53,108 7,848 5,972 4,421

Factor analysis (Table 1) was applied with the aim of
data reduction and therefore simplification of a large
number of intercorrelated measures of sustainability to a
few representative constructs or factors. A cutt-off of 0.6
was made on the rotated factor loadings in order to get
reliable factors (meet a criterion for statistical
significance) regarding the interpretation and further
analysis. To summarize the main findings, factor
analysis implicated four primary factors accounting for
most of the variance: Green development and
environmental aspects, Top management commitment,
Employee support, CSR and local community
engagement.

Therefore, the input for framework development
encompasses findings from preliminary empirical
research as well as findings from literature review. The
overall body of literature was used to identify some of
the specific aspects of sustainability implementation and
sustainability performance measurement.

3 An organizational sustainability

performance measurement framework
This section presents a conceptual framework as a
guide for addressing stakeholders wants and needs in the

view point of sustainability (framework is presented in
Table 2).

3.1 Phase 1 (stakeholder identification)

First perspective on sustainability performance is the
stakeholder satisfaction perspective. Understanding how
individuals or groups are or can be affected by an
organization’s decisions and activities will make it
possible to identify the interests that establish the
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relationship with the organization (ISO 26000). What
organizations have to ascertain here is who the most
influential stakeholders are and what do they want and
need?

3.2 Phase 2 (strategies)

After stakeholders have been addressed it is possible
to progress to the second perspective on sustainability
performance — strategies. The key question underlying
this perspective is what strategies should the
organization adopt to ensure that the wants and needs of
its stakeholders are satisfied? Apart from stakeholders’
wants and needs, an organization vision provides the
basis for making strategic decisions as well.

3.3 Phase 3 (processes)

The third step addresses the question of which
processes one has to put in place in order to allow our
strategies to be delivered? An organization that has
aligned its processes perfectly with strategy has the
potential to provide significant benefits to overall
organizational performance.

3.4 Phase 4 (capabilities)

The following step is associated with the capabilities
that are required to operate these processes. By
developing capabilities, organization can ensure that
employee skills and efforts are directed toward achieving
organizational goals and strategies.

Table 2. Sustainability performance measurement
framework
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Perspective Theme Sub-theme
Identification of key
Top management stakeholders
commitment §
k] Wants and needs of key
CSR and local % stakeholders
community =
engagement A
Strategic decision-making
process (scanning the
environment, plan for
Top management sustainal?ility change)
commitment Developing sFrategles to
support sustainable
CSR and local businegs management and
community innovation .
engagement " Estabﬁsh a foundation for
:—’n sustainability centred
% culture
= Determine sustainability
z initiatives
Clean Technology
Green supply chain
Green development management
and environmental g Pollution Prevention
aspects § Product Stewardship
e Environmental compliance
n Sustainability practices
Capabilities for integrating
business, environmental
and social problems
Capability to develop
employees’ talents and
Employee support capacities
g Capabilities to develop
= alternative business
= models, to enable systemic
& innovation
@

4 Discussion

This paper contributes to efforts to address measuring
and managing the drivers of corporate sustainability by
presenting a conceptual framework for structuring the
corporate sustainability performance indicators.

It is evident that factors identified with preliminary
research, could be linked to the following three
dimensions, as follows: strategies, processes and
capabilities. This structure is also consistent with the
Performance Prism created by Nelly and Adams [24].
The performance prism was presented with a prevalent
focus on both stakeholder satisfaction and contribution,
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as the core of the search for success in an organization
[25]. Furthermore, Frederico and Cavenaghi [29] suggest
that evaluating organizational relationships with its main
stakeholders and their links to strategies, processes and
competencies can be a way to leverage and improve
corporate performance.

Stakeholder identification has shown to be particular
relevant in the phase 1 of the proposed framework. Not
only is such approach necessary for the application of
any sustainability performance model, it is also
consistent with modem stakeholder theory [30].
Moreover, it has been emphasized that the green new
product and service development process appears to
extensively involve external stakeholders [31, 32].

As far as strategies are concerned, it is essential that
strategic planning is in first place linked to stakeholders
[25] as well as to organization’s vision [33]. As Dudok
van Heel et al. [17] note, the business case for
sustainable development is strongest when companies
incorporate a sustainable development performance into
mainstream business strategy. Bonn and Fisher [33]
argue that for organizations to become more sustainable,
managers must address the different dimensions of
sustainability at the strategic level, both during the
strategic decision-making process and as part of the
strategy content at the corporate, business and functional
levels Developing an organization that regards
sustainability as a cornerstone for doing business
requires a strategic approach that integrates economic,
environmental and social considerations in all aspects of
business on an on-going basis [33].

Green development and environmental aspects
appears to fit with the “processes” dimension (phase 3).
Green management in organizations has to go beyond
regulatory compliance and needs to include conceptual
tools such as pollution prevention, product stewardship
and corporate social responsibility [33]. Indeed,
Banerjee [35] highlighted that environmental initiatives
lead to benefits for organization which in most cases
meant reduction in waste, cost savings, and
improvements in product and process quality. Therefore,
the efforts to improve business operations that are
aligned with sustainability concepts are part of the larger
continuous pursuit of corporate sustainability. This can
be substantiated by the work of Rao and Holt [36], who
indicate that greening the inbound function, as well as
greening production, significantly lead to greening
outbound, as well as to competitiveness and economic
performance of the firm.

Employee support is the next category that is aligned
with the phase 4 (“capabilities”), which capture the
common underlying dimension of sub-theme related to
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capabilities that foster the competence by business to
operate in ways that are more sustainable as well as
more innovative [37]. According to the resource-based
view of the firm, resources (i.e. inputs for the production
of goods and provision of services) and organizational
capabilities (i.e. intangible assets that are based on skills,
learning, and knowledge in deploying resources) can be
sources of competitive advantage [38].

5 Conclusions

This paper discusses an organizational sustainability
framework as a strategic tool for the implementation of
sustainability issues into an organization.

The literature review conducted revealed that only limited
attention has been given to the development of performance
sustainability measurement systems that simultaneously
integrate social, environmental and economic perspectives.
For this reason, the framework which involves an integration
of stakeholders’ wants and needs in order to shape
organization's strategy, was suggested. Hence, the framework
presented in this paper explicitly suggests that corporate
sustainability performance measurement system should reflect
stakeholders’ perspectives within tree broad dimensions:
strategies, processes and capabilities.

Future research could be focused on the development of
sustainability indicators with a particular emphasis on the
specific sub-themes of the proposed framework. Future
research could also investigate the application of the suggested
framework, particularly in the essence of designing and
implementing such framework in the case study organization.
As such, future work needs to increase the understanding of
how sustainability performance framework could be used as a
potential inclusive tool that strives to improve overall
organizational performance.
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