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WHAT ROLE CAN DEI &
ESG PLAY IN CORPORATE
RESPONSIBILITY?

Hemamalini Kumaran

Environmental, social, and governance (ESG) and diversity, equity, and inclusion (DEI)
initiatives are essential components of corporate responsibility, helping compa-

nies more easily meet stakeholder expectations, mitigate risks, increase business
performance, and advance long-term sustainability. In this Amplify Update, we first
examine the principles of ESG/DEI and how each benefits the organization. Next,

we explore obstacles companies face when embracing these initiatives and provide

a holistic approach to overcoming challenges and mitigating backlash. By over-
coming these issues and effectively integrating ESG and DEI principles into corporate
responsibility strategies, companies can create long-term value for stakeholders
while advancing their broader mission of responsible corporate citizenship.
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ESG PRINCIPLES

As most business leaders today understand, ESG is a way to assess
the impact of a business’s environmental practices; its relation-
ships with employees, suppliers, customers, and communities; as
well as its leadership, reputation, ethics, and risk management.
Factors include:

COMPANIES ) L _

- Environmental — an organization’s carbon footprint, energy
THAT PERFORM efficiency, waste management practices, and efforts to miti-
WELL ON ESG gate climate change

- Social — the way an organization manages its relationships with
MEASURES stakeholders, such as labor practices, diversity and inclusion,
ATTRACT MORE human rights, product safety, and community engagement
INVESTORS & - Governance — relates to structure, leadership, and oversight of

a company, including the composition of the board of directors,

ENHANCE THEIR executive compensation, transparency, ethics, risk manage-
REPUTATION ment, and regulatory compliance

ESG measures help external stakeholders assess the overall health
of the organization. By incorporating ESG factors into budgeting
and decision-making, managers can encourage sustainable busi-
ness practices, reduce risks associated with environmental and
social issues, and promote long-term value creation.

Notably, companies that perform well on ESG measures attract
more investors and enhance their reputation. Those that neglect
ESG principles often face greater examination, reputational dam-

UL Ay U ERE 8 e L SRR G age, and financial risks in the long run.
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DEI PRINCIPLES

DEl is an important component of ESG. It helps companies create
a workplace culture where all human resources are valued (see
Figure 1):

Diversity
(perspective,
Lackground,

- Diversity — acknowledges the range of perspectives, experi-
ences, and backgrounds that individuals bring to the workplace.
It considers differences in demographics, life experiences, skills,
and perspectives. By promoting diversity, organizations ben-

efit from a wide range of ideas; however, team dynamics play an
‘ important role in the implementation of ideas. Although diverse
DEI team composition seems to generate a wider range of orig-
inal and useful ideas, experimental studies suggest that these
Figure 1. The DEI funnel benefits disappear once the team is tasked with deciding which

ideas to select and implement, most likely because diversity
hinders consensus.

- Equity — focuses on ensuring fairness and impartiality in the
treatment of all individuals, regardless of background or iden-
tity. It involves identifying and addressing systemic barriers that
prevent certain groups from fully participating and advancing
within the organization. Equity measures seek to provide equal
opportunities and access to resources, support, and advance-
ment pathways for all.

- Inclusion — refers to creating a work environment where all
individuals feel valued, respected, and empowered to express
their unique perspectives. It involves fostering a sense of
belonging and acceptance so that individuals from diverse
backgrounds can thrive. Inclusive practices promote open
communication, collaboration, and mutual respect among
employees at all lLevels of the organization.

By fostering DEI principles, organizations can cultivate a more
favorable and supportive work culture, enhance employee partici-
pation and retention, improve idea generation, and increase inno-
vation. As a result, the organization will be able to serve diverse
customer bases. DEI initiatives also contribute to broader societal
goals, such as promoting social justice, equality, and opportunity
for all.
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NO MATTER
HOW

DIVERSE THE
WORKFORCE,
DIVERSITY WILL
NOT ENHANCE
CREATIVITY
WITHOUT A
CULTURE OF
KNOWLEDGE
SHARING
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CHALLENGES & BACKLASH
TO DEI INITIATIVES

In the recent push toward ESG/DEI, companies are facing several
challenges as they work to embrace DEI, in particular, including:

- Employee resistance. Implementing DEI requires significant
changes to a company's culture and operations, and employees
tend to resist such large-scale shifts. This can stem from a basic
human desire to maintain the status quo, but some genuinely
fear job loss when faced with diversity initiatives.

- Lack of understanding. A lack of knowledge about diversity
can make leaders hesitant to fully engage in DEI initiatives: they
fear making mistakes or being perceived as incompetent. Even
leaders who are more comfortable in this area worry that incor-
porating these strategies will be overly time-consuming or that
the initiative will not provide clear returns.

- Fear of customer backlash. Leaders understandably fear that
their DEI efforts will be met with skepticism or outright resist-
ance. Some customers may not agree with a company'’s specific
DEl approach; others may eschew the idea of DEI altogether.

- Perceived threat to power and privilege. Often, DEI initiatives
are seen as a challenge to the existing leadership power struc-
ture, causing people in positions of authority or privilege to feel
threatened.

- Fear of reputational harm. Many leaders worry about the
potential for negative publicity or reputational damage if their
DEl approach is deemed insensitive or hypocritical.

- Culturalresistance. Certain cultural norms or societal
attitudes can lead to pushback against certain DEI or ESG prin-
ciples. No matter how diverse the workforce, diversity will not
enhance creativity without a culture of knowledge sharing.

- Lack of leadership support. Middle managers who feel
unsupported by top leaders are often reluctant to champion
new organizational initiatives, worrying their efforts will not be
recognized or rewarded. This can lead to lackluster support for
DEl initiatives.
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A HOLISTIC APPROACH TO
OVERCOMING CHALLENGES

Addressing these concerns requires strong leadership commit-
ment, adequate resources, leadership diversity, meaningful goals
and metrics, training and development, stakeholder engagement,
and a deep understanding of the long-term benefits that DEI and
ESG initiatives can bring to an organization (e.g., innovation, resil-
ience, and competitiveness):

- Leadership commitment. Without strong leadership support,
DEI initiatives lack the funding, visibility, and accountability
they need. Leaders not only set the tone and expectations for
these initiatives, they also influence their team’s attitude and
determine funding levels.

- Adequate resources. Organizations that allocate sufficient
resources (i.e., funding, time, and people) to support DEI efforts
are successful in their DEIl initiatives. Organizations must
take a systematic approach to mobilizing the resources and
capability-building required to deliver on DEI initiatives. They
also need to establish routines for monitoring progress over
time.

- Diversity in leadership. The more diverse the leadership team
is, the easier it is to create an inclusive organizational culture.
Diverse teams bring a treasure trove of perspectives, skills, and
experiences, fostering innovation and creativity that leadership
can leverage to drive problem-solving. For example, a diversified
group of leaders could work to develop and implement inclusive
policies to help combat discrimination and overcome resistance
from those who believe certain groups are favored over others.

- Meaningful goals and metrics. Clear goals, benchmarks, and
accountability measures make it easier to evaluate the effec-
tiveness of DEI initiatives. For example, the type of candidates
your organization attracts reflects quite a bit on your brand,
your recruitment processes, and your perceived inclusivity. You
can track candidate demographics by looking at the number of
candidates in each group as a percentage of total candidates
to better estimate whether some groups are disproportionately
represented across your organization.

- Training and development. Adequate training and development
opportunities give new employees confidence and encourage
a culture of inclusivity but require resources and commitment
from leaders and stakeholders.

©®2024 Arthur D. Little ()



AMPLIFY UPDATE
Vol. 37, No. 5

It's vital to recognize DEI as a journey rather than a destination and
to continuously adapt to the changing environment to facilitate a
more inclusive, equitable workplace.

MITIGATING BACKLASH

Explaining to stakeholders precisely how DEIl strategies are benefi-
cial to an organization’s overall goals is an excellent way to reduce
backlash. For example, leaders can talk about increased employee

engagement, improved brand reputation, and reduced risk.

IT'S VITALTO PayPal is a good example of a company with a longstanding, robust
commitment to DEI that leaders can point to. It has made building
RECOGNIZE DEI a diverse, inclusive workforce a top priority, including 100% global
AS A JOURNEY gender pay equity and US ethnic pay equity. Its efforts include
forming partnerships with the Veteran Jobs Mission and AfroTech,
RATHER THAN as well as supporting numerous employee resource groups.

A DESTINATION

Netflix is another example of a company that fosters inclusive
cultures and supports employee resource groups, emphasiz-

ing diversity as a critical component for business success. Its
stated goals are to entertain the world by being as innovative and
collaborative as possible, which are two of the proven outcomes of
a DEl workplace.

A third example is the Ingka Group (owner of IKEA). For the past
10 years, the company has been committed to gender equality
across its entire business. Initiatives to achieve gender parity
include developing tailored approaches/action plans for each
business unit/country, introducing gender-neutral salaries/salary
reviews, correcting the pay gap, creating mentorship programs,
and developing inclusive succession plans. As a result, Ingka
Group achieved 50/50 gender and pay equity across all opera-
tions and functions; 48% of its country CEO positions and 50.2 %
of its company-wide manager positions are now held by women.
Ingka Group will soon launch its “Gender Equality Beyond Binary”
approach, which aims to improve and sustain gender balance

for trans and non-binary identities across all levels. With this
approach, there will be an increased focus on succession, network-
ing, mentoring, caregiving, health, and well-being for all genders.
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https://www.fcc.gov/sites/default/files/acdde-10232020-paypal-diversity-inclusion.pdf
https://dei360.org/evaluating-dei-effectiveness-uncovering-impact-through-metrics-and-case-studies/
https://about.netflix.com/en/news/2022-inclusion-report-update
https://www.weforum.org/agenda/2024/01/organizations-impactful-corporate-dei-initiatives/
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Lastly, leaders can point to initiatives at Hong Kong Exchanges and
Clearing Limited (HKEX). By setting robust disclosure standards,
rules, and regulations, HKEX has leveraged its regulatory capa-
bilities to promote strong corporate governance and ESG man-
agement. As of 2022, IPO applicants are prohibited from having
single-gender boards, and all existing issuers with single-gender
boards have until the end of 2024 to appoint a director of a differ-
ent gender. HKEX also launched a new board diversity repository,
which provides transparency on the age, gender, and tenure profile
of listed issuers’ board of directors. Beyond these initiatives, HKEX
has also partnered with local/global organizations to advocate for
diversity in financial markets, launched training courses, published
guidance materials to promote diversity, and asked issuers to
disclose their diversity policies.

Whenever possible, leaders should provide data demonstrating
that implementing DEI can be cost-effective and improve the com-
pany’'s performance. They can address potential pushback by fully
communicating how DEI strategies align with the company's values
and goals. Leaders may want to point to case studies of organiza-
tions that have successfully implemented DEI strategies and talk
about how this helped them achieve sustainable growth.

CONCLUSION

Integrating DEI throughout an organization is essential for
fostering a culture of belonging, driving innovation, and enhancing
overall performance. By positioning DEI within the ESG framework,
businesses acknowledge that sustainable practices must prioritize
people alongside environmental and governance concerns. This
integration highlights the interconnectedness of these elements
and emphasizes the importance of addressing social inequali-

ties and promoting inclusive practices as part of corporate social
responsibility goals.

Furthermore, when companies align DEI initiatives with corporate
responsibility missions, they demonstrate a commitment to social
responsibility that goes beyond philanthropy. DEl becomes a core
dimension of the company'’s values, impacting relationships with
employees, customers, and communities.
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For example, initiatives such as inclusive hiring practices and
community engagement efforts can contribute to meaning-
ful social change while benefiting the company’s reputation
and brand. However, to safeguard the company’s reputation,

it is essential to proactively address DEI issues. By embedding
DEI into corporate governance structures, policies, and proce-
dures, organizations can create a more inclusive and equitable
work environment while minimizing legal and compliance risks.

When organizations promote an inclusive culture where diverse
perspectives are valued and respected, there is room for creativity,

problem-solving, and market insights that lead to positive brand
reputation, competitive advantage, and sustainable growth.

Al the Athor
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Cutter is Arthur D. Little’'s Open Consulting community,
bringing expert academics and business leaders together to
advance thinking in key areas of business and technology.

These insights are delivered though our Amplify family
of publications, providing a platform where academic
frameworks and practical experience can combine to
generate new ideas and innovative solutions.

Arthur D. Little has been pushing the boundaries of innova-
tion since 1886, linking people, technology and strategy to
help our clients overcome today’s most pressing challenges,
while seizing tomorrow’s most promising opportunities.

Our people are present in the most important business cen-
ters around the world, combining strong practical industry
experience with excellent knowledge of key trends, tech-
nologies and market dynamics. We are proud to work along-
side most of the Fortune 1000 companies and other lead-
ing firms and public sector organizations, supporting them
to accelerate performance, innovate through convergence
and digital and make a positive impact on the world.

It's what we believe makes The Difference.
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