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Abstract 

Sustainability performance has become a central determinant of 
corporate governance evolution. As firms face increasing pressure from 
regulators, investors, and stakeholders to address environmental, social, 
and governance (ESG) concerns, sustainability outcomes increasingly 
shape board structures, executive incentives, disclosure practices, and 
risk oversight mechanisms. This review paper synthesizes evidence from 
25 scholarly sources to examine how sustainability performance 
influences corporate governance across industries and regions. The 
analysis reveals that strong sustainability performance prompts 
improvements in board diversity, stakeholder engagement, transparency, 
ethical practices, and long-term strategic orientation. A comparative table 
illustrates differences between firms with high versus low sustainability 
performance in their governance characteristics. The discussion explores 
implications for theory and practice, highlighting the dynamic role of 
sustainability as a driver of governance transformation. The paper 
concludes with recommendations for future research and practical 
pathways for integrating sustainability into governance systems. 
 

 
Introduction  
Corporate governance has traditionally focused 
on ensuring accountability, protecting 
shareholder interests, and overseeing 
managerial decisions. However, global 
expectations around social responsibility, 
environmental protection, and corporate ethics 
have expanded the scope of governance beyond 
financial performance alone. In recent years, 
sustainability performance—measured through 
environmental stewardship, social responsibility, 
and governance practices—has become a key 
influence on how corporations structure and 
refine their governance systems. Firms are no 
longer evaluated solely by profitability but by 
their long-term societal and ecological impact. As 
a result, sustainability performance is shaping 

corporate governance mechanisms in 
unprecedented ways. 
This shift is driven largely by stakeholder 
demands. Investors increasingly require robust 
ESG disclosures; customers prefer ethically and 
environmentally responsible companies; 
regulators mandate sustainability reporting; and 
communities demand accountability for 
environmental and social externalities. 
Sustainability performance is therefore not only 
a reflection of ethical commitment but also a 
strategic resource that influences corporate 
governance design. 
One fundamental aspect of this relationship is 
that firms demonstrating strong sustainability 
performance tend to adopt governance 
structures that support long-term value creation 
rather than short-term financial gains. These 
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governance characteristics include diverse 
boards, transparent reporting, strong risk 
management systems, ethical leadership, and 
engagement with stakeholders. Such governance 
mechanisms help sustain sustainability 
performance and reinforce a virtuous cycle of 
responsible behavior. 
Moreover, sustainability performance reshapes 
incentive systems within corporations. 
Companies with strong sustainability records 
often integrate ESG metrics into executive 
compensation, aligning managerial goals with 
long-term mission-driven objectives. This creates 
a governance environment where leaders are 
rewarded not only for financial gains but also for 
advancing sustainability initiatives such as 
reducing carbon emissions, enhancing worker 
safety, or improving community welfare. 
Another critical influence of sustainability 
performance on governance is transparency. 
High-performing sustainable firms typically 
disclose more ESG information, use standardized 
reporting frameworks like GRI or SASB, and 
adopt integrated reporting practices. 
Transparency strengthens accountability, 
enhances trust among stakeholders, and reduces 
information asymmetries. 
Board structures are also influenced by 
sustainability performance. Firms with advanced 
sustainability profiles tend to include directors 
with expertise in environmental or social issues, 
adopt gender-diverse boards, and establish 
specialized sustainability committees. These 
governance practices signal commitment to 
responsible management and position 
companies to better respond to global 
sustainability challenges. 
Sustainability performance also shifts risk 
management perspectives. Traditional 
governance models focused primarily on 
financial and operational risks. However, firms 
with strong sustainability awareness broaden 
this to include climate risks, human rights risks, 
supply chain sustainability risks, and 
reputational risks. These firms adopt more 
sophisticated risk oversight processes and 
integrate sustainability into enterprise risk 
management frameworks. 
Furthermore, firms with high sustainability 
performance generally exhibit improved 
relationships with stakeholders, including 
regulators, communities, and employees. Good 
sustainability performance often results in more 
participatory governance practices, with 
stakeholder dialogue informing strategy and 
policy formulation. This stakeholder-centric 
approach is aligned with modern theories of 
governance such as stakeholder theory and 
socio-environmental governance. 

Importantly, sustainability performance affects 
corporate culture—another governance 
component. A strong sustainability track record 
fosters a culture of ethical conduct, innovation, 
and responsibility. This culture shapes 
governance indirectly by influencing how 
employees, managers, and executives behave. 
Ethical culture supports compliance, reduces 
misconduct, and aligns the organization with 
long-term sustainability goals. 
While sustainability performance positively 
influences governance, it also presents 
challenges. Some firms engage in 
“greenwashing,” where they portray 
sustainability performance without genuine 
commitment. This can distort governance 
practices and mislead stakeholders. Additionally, 
maintaining high sustainability performance 
requires resources, expertise, and organizational 
change. Companies in developing economies or 
resource-constrained environments may 
struggle to achieve the governance 
transformation required to sustain high 
sustainability performance. 
Overall, sustainability performance acts as a 
catalyst for corporate governance evolution. It 
pushes firms toward greater accountability, 
increased transparency, long-term thinking, and 
stakeholder engagement. This paper explores 
these dynamics through an extensive review of 
literature, illustrating the mechanisms through 
which sustainability performance shapes 
corporate governance practices. 
 
Literature Review  
1. Aguilera, R., & Cuervo-Cazurra, A. (2019). 
Sustainability performance increases 
stakeholder-oriented governance structures. 
2. Amorelli, M. F., & Garcí a-Sa nchez, I. M. 
(2020). Sustainability outcomes influence 
gender-diverse boards. 
3. Birindelli, G., Dell’Atti, S., & Iannuzzi, A. 
(2015). Banks with strong sustainability records 
adopt ethical governance models. 
4. Buallay, A. (2019). Sustainability 
performance enhances transparency and reduces 
information asymmetry. 
5. Cheng, B., Ioannou, I., & Serafeim, G. (2014). 
High sustainability firms exhibit advanced 
governance practices. 
6. Cho, C. H., & Patten, D. (2013). Sustainability 
performance influences CSR disclosure 
strategies. 
7. De Villiers, C., Naiker, V., & van Staden, C. 
(2011). Sustainability-focused firms choose 
board members with ESG expertise. 
8. Eccles, R., Ioannou, I., & Serafeim, G. (2012). 
Strong sustainability performance leads to 
integrated reporting practices. 
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9. Elkington, J. (1997). Triple bottom line 
performance reshapes governance models. 
10. Freeman, R. E. (2010). Stakeholder theory 
explains governance shifts driven by 
sustainability outcomes. 
11. Galbreath, J. (2013). Environmental 
performance increases board gender diversity. 
12. Gerged, A., Cowton, C., & Beddewela, E. 
(2020). Strong sustainability promotes ethical 
governance in emerging markets. 
13. GRI (2016). Standardized reporting 
frameworks adopted by high-sustainability 
firms. 
14. Hussain, N., Rigoni, U., & Orij, R. (2018). 
Sustainability performance improves board 
engagement. 
15. Jain, T., & Jamali, D. (2016). Sustainability 
outcomes promote stakeholder-driven 
governance. 
16. Kolk, A. (2008). Sustainability performance 
increases voluntary disclosure. 
17. Kru ger, P. (2015). Positive ESG performance 
reduces risk and improves governance caution. 

18. Michelon, G., Pilonato, S., & Ricceri, F. 
(2015). Good sustainability performance 
strengthens accountability systems. 
19. Ntim, C. G. (2016). Sustainability leads to 
long-term governance reforms. 
20. Orazalin, N., & Mahmood, M. (2019). 
Sustainability performance improves board 
monitoring. 
21. Ortas, E., A lvarez, I., & Garayar, A. (2015). 
Companies with strong sustainability influence 
investor governance expectations. 
22. Porter, M. E., & Kramer, M. R. (2011). 
Sustainability performance encourages shared-
value governance. 
23. Schaltegger, S., & Burritt, R. (2018). 
Sustainability accounting shapes governance 
decisions. 
24. Walls, J., Berrone, P., & Phan, P. (2012). 
Sustainability success yields environmental 
governance structures. 
25. Yadav, V., Han, S., & Kim, E. (2018). 
Sustainability performance drives committee 
formation for ESG oversight. 

 
Comparative Table and Analysis 
Table 1: Governance Characteristics: High vs. Low Sustainability Performance 

Governance Feature High Sustainability Performance Low Sustainability Performance 
Board Diversity High gender & ESG expertise Limited diversity 
Transparency Extensive ESG disclosures Minimal non-financial reporting 
Executive Compensation ESG-linked incentives Financial metrics only 
Risk Oversight Includes environmental/social risks Focus on financial risks 
Ethics & Culture Strong ethical orientation Weak ethical frameworks 
Stakeholder Engagement Regular dialogue Minimal engagement 
Reporting Frameworks GRI, SASB, Integrated Reporting Basic financial reporting 
Strategic Orientation Long-term focus Short-term, profit-driven 
Governance Committees Sustainability/ESG committees Traditional committees only 
Accountability Clear mechanisms Fragmented or unclear 

 
Analysis 
The comparison shows that sustainability 
performance significantly influences governance 
quality. High-performing firms adopt inclusive, 
transparent, and forward-thinking governance 
mechanisms. Low-performing firms retain 
traditional shareholder-centric governance that 
fails to meet modern ESG expectations. 
 
Discussion  
Sustainability performance has emerged as a 
major force shaping the evolution of corporate 
governance. While governance traditionally 
guided sustainability initiatives, growing 
evidence shows the reverse relationship is 
equally, if not more, impactful. Companies that 
demonstrate strong sustainability performance 
tend to adopt governance practices that reinforce 
ethical conduct, long-term value creation, and 
stakeholder inclusion. This represents a shift 
from governance as a regulator of corporate 

behavior to governance as an outcome of 
sustainability maturity. 
One of the strongest influences is on board 
composition. Firms with high sustainability 
performance actively recruit directors with ESG 
expertise, environmental science backgrounds, 
or social policy experience. This trend 
strengthens their ability to understand and 
oversee sustainability-related risks and 
opportunities. Additionally, board diversity 
increases in high-sustainability firms, 
demonstrating a commitment to inclusion and 
stakeholder representation. 
Sustainability performance also reshapes the 
internal accountability ecosystem. Companies 
that excel in sustainability adopt integrated 
reporting frameworks, providing stakeholders 
with a holistic view of financial, environmental, 
and social performance. This higher level of 
transparency builds trust and reduces 
information asymmetry. Better reporting 



Corporate Governance and Sustainability Performance: A Review of How Sustainability Shapes Governance Practices 

171 

practices also set higher internal governance 
standards, pushing firms toward stronger 
oversight and clearer communication. 
Another crucial area influenced by sustainability 
performance is risk management. High-
performing sustainability firms treat ESG risks as 
central to enterprise risk management. This 
includes climate risk, biodiversity destruction, 
labor risks, and supply chain sustainability 
issues. Their governance systems integrate 
sustainability into risk identification, response 
planning, and mitigation strategies—resulting in 
more resilient and future-ready organizations. 
Executive compensation systems also evolve. 
Firms with strong sustainability results often 
reward leaders based on ESG metrics such as 
carbon reduction, diversity improvements, and 
community impact. These incentive systems 
align managerial motivations with long-term 
sustainability goals, fostering a governance 
environment centered on accountability and 
responsible performance. 
Sustainability performance additionally fosters a 
culture of ethics and transparency within 
organizations. Companies that perform well in 
sustainability typically cultivate a culture that 
values integrity, employee well-being, and 
societal contribution. This culture feeds back into 
governance by encouraging responsible 
managerial conduct and reducing instances of 
corporate misconduct. 
Despite these positive effects, challenges remain. 
Some firms with strong sustainability disclosures 
may not fully integrate sustainability into 
governance—a phenomenon known as symbolic 
governance. Greenwashing risks can undermine 
the legitimacy of sustainability-driven 
governance reforms. Additionally, firms in low-
resource environments often lack the expertise 
or institutional support needed to transform 
governance structures based on sustainability 
performance. 
Nevertheless, the impact of sustainability 
performance on governance is profound. It not 
only shapes governance structures but also 
strengthens accountability, stakeholder trust, 
and long-term strategic alignment. As global 
markets increasingly reward sustainability 
leaders, this governance transformation is 
expected to intensify. 
 
Conclusion  
Sustainability performance has become a critical 
driver of corporate governance transformation. 
This review demonstrates that firms with strong 
sustainability performance tend to adopt 
advanced governance practices that promote 
transparency, accountability, and long-term 
strategic thinking. These governance 

improvements range from more diverse and 
competent boards to enhanced disclosure 
frameworks, integrated risk management, and 
ethics-driven corporate cultures. As the global 
emphasis on ESG intensifies, sustainability 
performance will continue to shape governance 
expectations for companies across industries. 
One key takeaway is that governance systems are 
evolving from shareholder-centric models 
toward inclusive, stakeholder-oriented 
frameworks. Sustainability performance 
accelerates this shift by expanding a firm’s 
responsibilities beyond economic outcomes to 
include environmental and social dimensions. 
This transformation is reshaping how firms 
measure success and how they are judged by 
regulators, investors, and the public. 
The literature also highlights that sustainability 
performance positively influences governance 
structures by fostering transparency. Firms that 
excel in sustainability tend to adopt standardized 
reporting frameworks and disclose more non-
financial information. Such transparency 
enhances trust and enables stakeholders to make 
informed decisions. It also strengthens internal 
governance as managers must commit to higher 
levels of accountability. 
Furthermore, sustainability performance pushes 
companies to rethink risk management. Climate 
change, social inequality, environmental 
degradation, and ethical concerns are now 
recognized as core business risks. Companies 
that perform strongly in sustainability 
incorporate these risks into governance 
processes, creating more resilient and adaptive 
organizations. 
However, the relationship is not without 
challenges. Greenwashing poses a significant 
risk, as some firms may outwardly portray 
sustainability success while failing to integrate it 
into governance. Additionally, not all companies 
possess the resources or institutional capacity to 
transform governance systems based on 
sustainability performance. Emerging economy 
firms may struggle with weaker regulatory 
frameworks and limited stakeholder pressure. 
Despite these limitations, the long-term 
trajectory favors stronger integration between 
sustainability performance and governance 
transformation. Firms that adopt governance 
mechanisms aligned with sustainability goals are 
better positioned to navigate regulatory changes, 
meet investor expectations, and maintain 
legitimacy. As global supply chains, financial 
systems, and markets increasingly value 
sustainability, corporate governance reforms 
driven by sustainability performance will 
become essential for long-term competitiveness. 
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Ultimately, sustainability performance is not just 
a reflection of corporate responsibility—it is a 
strategic catalyst that reshapes governance in 
meaningful and measurable ways. Future 
research should explore causal pathways, 
differences across industries, and the role of 
institutional pressures in accelerating this 
governance transformation. 
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