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Abstract: The aim of this discussion paper is to address three major concerns in establishing sus-
tainability in service organizations regarding the intersections among external reporting, internal
governance, and business management and innovation. External reporting addresses issues related
to sustainability information specificities and determinants, the pros and cons of mandating CSR
disclosures, and the need for assurance. The internal management of sustainability refers to the
opportunities and challenges for services to introduce sustainable business models and sustainability
innovation. Finally, internal governance prioritizes the control process and systems employed by
managers to make informed decisions and implement sustainability strategies. By means of an exten-
sive and sophisticated literature review, the article contributes to untangling the opportunities and
challenges that services face when adopting external and internal practices to commit to sustainability.
Specifically, the paper addresses how company-level mechanisms of transparency, accountability,
and innovation are linked to system-level mechanisms of implementation that lead to the adoption of
sustainability in service organizations.

Keywords: sustainable business model; sustainability innovation; corporate information disclosure;
reporting; accountability; CSR disclosure; sustainability management control; circular economy
business models; service sector; service sustainability

1. Introduction

Service organizations ought to adapt their offering and governance to the principles
of sustainability. The 2015 Paris accord requires countries, industries, and individual com-
panies to commit themselves to a target of net-zero carbon emissions by 2050. Accordingly,
the European Union and countries such as the US, Japan, and Korea have pledged to cut
carbon dioxide (CO2) emissions between 40% and 60% by 2030. Although with different
levels of transparency and accountability, a myriad of prominent companies has followed
suit. For example, Microsoft, Moderna, and Amazon have pledged to be carbon negative
by 2030 [1]. Some service businesses have also made sustainability commitments, such as
Royal Caribbean Cruises, that aims to deliver a net zero cruise ship by 2035 [2]. McDonald’s
and its nearly 40,000 restaurants around the world targets cutting global GHG emissions to
net zero by 2050 while lowering absolute emissions by about a third for both its suppliers
by 2030 [3]. United Airlines has launched “Eco-Skies Alliance,” a partnership with global
firms such as Nike and Siemens AG to finance and use 3.4 million gallons of low-carbon,
sustainable aviation fuel derived from trash in 2021 [4].

Commitment to these climate change targets will produce unpredictable changes for
entire industries and individual businesses [5]. A recent report from a leading investment
bank suggests that “only companies that overhaul their business models and change
profoundly will be fit for the transition” [6]. Although there has been higher attention to
certain industrial activities, such as mobility, energy, and transportation, services are also
at the center of the debate. This is, particularly, the case for tourism and hospitality [7],
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financial and commercial banking [8], and retailers and food [9]. A recent study by a large
consulting firm shows that “service sectors such as professional services and information
and communications must double the pace of emissions reduction in this decade, and
then accelerate another 50% to 70% in the following 10 years to be on track for net-zero
emissions in their operations by 2050” [10].

Commitment to tackling societal grand challenges greatly shapes businesses’ level of
engagement and sophistication in generating sustainability management solutions. The
literature has illustrated some of the opportunities and challenges that service firms face in
order to reduce emissions, embrace sustainability principles, and even to adopt specific
sustainability actions. For the most part, services have adopted voluntary, more or less
specific practices mostly toward environmental concerns, such as reducing single use
plastic [11], energy use and conservation [12], or the adoption of certain circular economy
activities, including recycling activities, redesigning services, and water usage [13]. At the
system level, a limited number of prominent service firms are reporting carbon footprint
and offsetting [14], aligning their strategies and practices with SDGs [15], and adopting
environmental labeling certifications [16].

There is, however, a limited number of service firms engaged in transforming their
businesses to move towards system-wide sustainability transitions. The adoption of sus-
tainability principles at the system or business model-level brings in a level of managerial
complexity and uncertainty that, currently, most service companies feel ill-equipped to
handle. One of the biggest challenges that service firms face is their transition to more
sustainable businesses. Specifically, the main research question that this study addresses is:
to what extent and how can services be considered as drivers of innovation, by means of in-
tegrating social concerns, and long-term financial and environmental priorities at all levels
in their business model, internal control system, and external reporting and accountability?

The urgency to address the grand challenges faced by societies highlights the neces-
sity to understand and assess the change capacity of service firms. Notwithstanding the
availability of specific sustainability implementation frameworks, the service sector must
make considerable effort towards the system-wide adoption of environmental and social
sustainability priorities. While partly based on existing theoretical and empirical research,
this discussion paper sets the debate in the wider context of the organizational literature on
sustainability transitions and explicitly takes into consideration the currently understudied
needs and demands of the service industry. Specifically, this discussion paper revolves
around three key anchoring managerial mechanisms that service firms must use to embed
sustainability principles and practices and to manage growth and transition to a sustainable
service economy (Figure 1). First, an overview of the specificities and determinants of
CSR reporting is provided, followed by a discussion of the challenges and opportunities of
shaping the future of CSR reporting. Second, the challenges and opportunities for service
firms of embedding sustainability into service businesses will be reviewed. Two impor-
tant elements are taken into consideration: the adoption of sustainable business models
and the implementation of sustainability innovation and management. Finally, key major
management control issues that relate to the implementation of sustainability strategy are
identified and illustrated in accordance with extant research in sustainability and manage-
ment control. Major issues for organizations entail the managing of employees’ motivation
towards more sustainable behavior, sustainability performance measurement, and the need
to make trade-offs and balance the multiple and often contrasting sustainability goals.

The main contribution of this discussion paper is to discuss existing research on service
sustainability transitions by means of a multidisciplinary perspective on key external and
internal management factors. It addresses a series of questions regarding the sustainability
transition of service companies based upon an extensive interdisciplinary literature review.
The following pages contribute to enriching the debate by delving into a conceptual
analysis of three core mechanisms to tackle societal grand challenges and furnish service
companies with real-world sustainability management solutions. Each section also provides
concluding remarks and lines of future inquiry.
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Figure 1. Three anchoring mechanisms to embed sustainability in services.

2. The Adoption of Sustainability in Services: External and Internal Anchoring
Mechanisms
2.1. External Mechanisms: Corporate Information Disclosure and CSR Reporting

One of the main motivations underlying corporate information disclosure is to re-
duce information asymmetry between the company and outsiders, which is crucial for
companies to attract and retain investors, but also to maintain and improve reputation.
In a world where companies are under pressure to be accountable for their socioenviron-
mental footprint, sustainability reports have been gaining in importance [17–20]. Most
companies reporting about their Corporate Social Responsibility (CSR hereafter) activi-
ties do it to signal their achievements, while some use CSR reports as a greenwashing
mechanism [21–24].

2.1.1. CSR Reporting Specificities and Determinants

CSR reporting differs from financial reporting in several ways: (1) it focuses on
information that is more heterogenous and targets a wider spectrum of user, (2) it is not
exclusively focused on the core business of the firm, (3) it is hard to quantify in monetary
terms, and (4) it is generally done on a voluntary basis. These different features show how
challenging it is to standardize CSR disclosures and highlight the importance of adopting a
global reporting framework such as the Global Reporting Initiatives (GRI) or Sustainability
Accounting Standards Board (SASB) standards.

The GRI provides a best practice impact reporting framework, which is used by the
majority of the largest firms [25–28]. While this type of framework was initially supposed
to increase the credibility and comparability of CSR reports, various studies document that
it is often used inconsistently [29] and opportunistically, either for social legitimation or
impression management purposes [30–36]. Moreover, given the voluntary nature of CSR
reporting, the propensity of firms to disclose information varies greatly across contexts.

The literature documents that CSR disclosures are influenced by both firm-specific
characteristics and external pressures. Regarding firm-specific factors, CSR reporting
is positively associated with firm size, ownership structure, corporate governance, and
management-specific characteristics. Indeed, larger companies are more scrutinized
and, thus, tend to disclose CSR information in a higher quantity and of better quality
(e.g., [37–39]). Furthermore, the greater the ownership dispersion, the higher the likeli-
hood that the firm discloses information [40]. In other words, the greater the information
asymmetry and the larger the pool of investors with whom the firm needs to communicate,
the more likely it is to report about CSR activities. In addition, Dalla Via and Perego [41]
document that, the stronger the level of corporate governance, the more likely it is that
the firm will disclose CSR information, which is in line with Mallin et al. [42], who find
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a positive association between stakeholder-orientation and CSR reporting. Next, as ex-
plained by Christensen et al. [43], CSR reporting is positively associated with managers’
education [44], opinions (e.g., [45,46]), ethnicity [47], confidence [48], and expertise [49].
Finally, industry-specific characteristics play a major role in explaining voluntary disclo-
sure. Indeed, firms in industries that are perceived as unethical or unsustainable (alcohol,
tobacco, oil, or firearms) disclose more on their actions than other firms [50], mainly for
legitimization purposes.

For what concerns external incentives, stakeholders’ pressure has been shown to
have a strong impact on information disclosure [51], such as shareholder activism [52].
Various studies highlight that institutional investors are especially likely to put pressure on
companies to enhance transparency regarding CSR activities [53,54]. In addition, standard
setters, politics, and governments also play a key role in influencing CSR reporting [55–57].

2.1.2. Mandatory CSR Reporting

Given the underlying role of CSR reporting in informing firms’ stakeholders, making
it mandatory will increase its credibility and transparency, and enhance the comparison
of firms’ CSR actions. However, due to the high level of heterogeneity in CSR practices,
it will also increase complexity and create incremental costs. Business activities vary
tremendously across companies, and so does the materiality of such activities. Providing
firms with flexibility in terms of reporting might be necessary to allow them to disclose
informative content, while it might lead to compliance issues. Consequently, the real
benefits related to reporting harmonization should occur within industries, which would
make it easier to compare CSR activities from one company to the next.

In some countries (e.g., the U.S.), firms are prohibited from omitting material informa-
tion in their filings [43]. Assuming that, effectively, companies do not withhold material
CSR information, the real effect of mandating CSR disclosures would then not be to provide
new material information to stakeholders, but rather to enhance comparability across
companies. However, such an assumption appears tenuous. Various studies show that
companies are usually not transparent with regards to disclosing material CSR information
(e.g., [49,58]). Consequently, imposing CSR standards may, in all likelihood, reduce such
information asymmetry.

2.1.3. Sustainability Assurance

Non-financial disclosures are increasingly popular; thus, the need for an external
independent verification is becoming crucial to ensure a minimum level of accuracy, credi-
bility, and transparency [24,59], and to mitigate greenwashing concerns [60]. Consequently,
a set of clear standards are required, involving information that must be verifiable, and
thus audited. Given the heterogeneity and the specificity of CSR information, auditing
such information is far from a trivial endeavor. In some cases, it might involve scientific
knowledge (e.g., measuring pollution levels, health impact, etc.) that auditors (most of
the time) do not have access to. Given that the current market for sustainability assurance
is not yet subject to strict regulations [61], it is not dominated by big players such as the
Big Four companies. Instead, accounting firms appear to be ‘holding their own’ against
non-accounting assurance providers (e.g., consulting firms, NGOs), leading to significant
differences in terms of assurance process and expertise, which raises the question of the
quality of the assurance provided.

Prior studies document mixed results regarding the association of CSR performance
and external assurance demand. For instance, Alon and Vidovic [23] and Clarkson et al. [62]
showed that higher CSR performers are associated with a higher propensity to have their
CSR report audited, while Braam et al. [63] found that poorer environmental performance
leads to a higher likelihood of demanding external assurance in specific contexts. In other
words, it is not clear yet whether good performers have a higher propensity to demand
an audit because they disclose true and verifiable information and want it to be explicit,
and/or whether poor performers want to distance themselves from greenwashers by having
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their CSR report (including potentially unverifiable boilerplate information) audited [24],
or both. In any case, mandating an audit of CSR reports would solve this issue (every listed
company would have to have its CSR report audited), while the question related to audit
quality would remain.

2.1.4. Current Challenges and Future Research Directions

Among the major challenges underlying sustainability reporting, is that it is becoming
crucial for companies to develop the ability to collect and measure data in a timely and effi-
cient way, while management teams need to be inclined to disclose sensitive/controversial
information in a transparent way (balanced report) [20]. Digital information management
tools are important to disseminate information to stakeholders in a way that is both timely
and consistent with their needs. Indeed, sustainability is a continuous issue that con-
trasts with the lagging nature of reporting. For this reason, CSR reports will need to be
complemented by more dynamic/interactive communication tools [20].

Given the heterogeneity of service firms activities and strategies [64–66], and, con-
sequently, the potential wide range of underlying CSR activities, developing tailor-made
reporting standards (i.e., industry-specific), or at least providing some flexibility to adapt
general standards to the company’s activities, seems necessary to avoid compliance and
over-complexity issues. Moreover, Casado-Diaz et al. [67] show that the disclosure of CSR
activities for service firms leads to higher investor reactions than for firms that make prod-
ucts, which also highlights the importance of making sure that CSR disclosures by service
firms are not only aimed at developing a positive image by feeding stakeholders with what
they want to hear (i.e., greenwashing). Indeed, the purpose of CSR reporting goes further
than simply being a tool for brand development, it should be part of a credible, reliable, and
timely mosaic of information for stakeholders about the true societal and environmental
impacts of the firm’s activities. Further studies could analyze the propensity of firms in
specific service sub-sectors to disclose verifiable information, and also investigate whether
CSR reports’ audit quality varies across these sub-sectors depending on the companies’
ownership structure, governance, and/or institutional features. Last but not least, a wider
approach and definition of CSR information materiality in the service industry needs to be
developed, one that accounts for the whole spectrum of companies’ stakeholders.

2.2. Internal Mechanisms: System-Level Transformation of Business Models

This section addresses the challenges and opportunities that service firms face when
incorporating sustainability into their business by means of system-level transformation of
their business model and/or adoption of sustainability innovation and management. A
sustainable business model can be defined as “a business model that creates, delivers, and
captures value for all its stakeholders without depleting the natural, economic, and social
capital it relies on” [68] (p. 4).

2.2.1. Sustainable Business Models

Different mainstream theories, namely stakeholder theory, legitimacy theory, insti-
tutional theory, and signaling theory, offer different economic, social, and institutional
explanatory interpretations of the changing forces involved in sustainability management
becoming an imperative for organizations [69]. Introducing sustainability innovations in
the firm’s business model attempts to provide them with greater adaptive capacity and
sustainable ways of doing business [70].

Current research illustrates alternative pathways to create business model innovations
that enhance sustainability [71]. However, research suggests that the service sector still
falls behind transforming their businesses and adopting novel managerial practices. One
common motive is the lack of strategic leeway, particularly in labor-intensive service
activities [72]. A long tradition of research has highlighted the uniqueness of services
in adopting a more strategic mindset. For example, Thomas [73] stated that there is a
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consensus among academics and experts that the service industry activity is big on tactics
but light on strategy.

For the most part, service firms face two main organizational challenges. First,
they tend to struggle to create sustainable business model innovation and conceptual-
ize/implement sustainable business models. Sustainable business models require sustain-
ability innovations to propel systemic change at the strategic, managerial, and operational
levels [74]. New business models and value propositions are holistic and leverage the
social, financial, and environmental impact of the business at multiple levels: the company
itself, the local, regional, and national communities of interest, the industry in which it
operates, its competitors, allies, and suppliers, and, finally, social and institutional stake-
holders, including customers, groups of interest, and society at large [75]. As Geissdoerfer
et al. [76] suggest, “This can comprise the development of entirely new business models,
the diversification into additional business models, the acquisition of new business models,
or the transformation from one business model to another”.

Table 1 shows three frameworks or types of sustainable business model innovation.
Each framework is tied to a specific ambition, involves different opportunities and risks,
and requires attention to resource management. These frameworks could guide service
firms’ management teams during their business model innovation process by identifying
the scope, opportunities, risks, resources, and timeline. Given the lack of research tailored
to services, each of these elements points to areas where future studies can address this
important aspect of the implementation of sustainable business models and derive strategic
implications.

Table 1. Overview of strategies of sustainable business model innovation, based on Geissdoerfer
et al. [76].

Framework Scope Opportunities Risks Resource
Intensity Plan

Transform
existing business
model

Changing existing
business model

- Adjustment
- Revision
- Transformation

- Resistance
- Multi-

stakeholder
conflict

Existing
resources Shorter-term

Diversify
existing business
model

Creating
additional
business model

- Exploration
- Redesign
- Development

- Cost
- Long-term
- Conflict of

interest

Existing and new
resources Longer-term

Acquire
additional
business models

Integrating
external business
model

- Improvement
- Adjustment
- Adoption

- Cost
- Integration

conflict
- Overlap

Existing and new
resources Shorter term

Different frameworks or types of business model are transformed into explicit im-
plementation strategies. Ritala et al. [77] have proposed nine “archetypes” or generic
sustainable business models. Each archetype places emphasis on certain distinctive pur-
poses and implementation strategies, including major environmental innovations around
the maximization of material and energy efficiency; closing existing resource loops; substi-
tuting existing processes with renewables and natural processes. Major social innovations
are related to the delivery of functionality instead of ownership; adopting a stewardship
role; encouraging sufficiency. Finally, economic innovations contain repurposing and up-
cycling for society and the environment; fostering inclusive value creation; developing
sustainable scale-up solutions. Each archetype includes more or less wide-ranging guidance
on how to transform business models toward sustainability.
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2.2.2. Circular Economy Business Models

Recent studies have advanced specific frameworks to redefine how businesses rethink
their supply chains and value propositions, specifically the implementation of circular
economy business models [78,79]. The circular economy is a socio-technical transition from
the dominant linear economy model to a transformative, restorative, and regenerative
economy by means of a “regenerative system in which resource input and waste, emission,
and energy leakage are minimized by slowing, closing, and narrowing material and energy
loops. This can be achieved through long-lasting design, maintenance, repair, reuse,
remanufacturing, refurbishing, and recycling” [80] (p. 759).

For example, Lüdeke-Freund et al. [81] propose several patterns to adopt circular
economy business models, including a specific focus on repairing, reusing, refurbishing,
recycling, repurposing, and using organic feedstock. Moreover, De Jesus et al. [82] present
a framework for pro-circular innovation strategies and conclude that the main driving
forms of innovation linked to design, manufacturing, logistics, and end-of-life management
are innovations related to recycling and recovery, and innovations connecting supply and
demand.

2.2.3. Sustainability Practices

Finally, there is a considerable amount of research in organizational and management
studies on how to define, measure, and assess sustainability and the different sustainability
innovations and practices for services. For example, Lozano [83] provides an analysis of
different voluntary tools, approaches, and initiatives to engage with sustainability based
on 16 of the most widely used initiatives, including “life cycle assessment, eco-design,
cleaner production, corporate social responsibility, and sustainability reporting” (p. 982).
Gunasekaran and Spalanzani [84] compared sustainability practices in manufacturing and
services for sustainable business development. There is a growing number of studies
on sustainability practices in banking, consulting, foodservice, transportation, tourism,
and hospitality [85–88]. Specifically, scholars have shown how to integrate sustainability
innovations in key practices and operations, such as managing and reducing waste, energy
consumption, recyclability practices, or implementing green supply chains [12,89–91].

2.2.4. Current Challenges and Future Research Directions

Different business model patterns and circular innovation strategies imply redefining
all major business model dimensions. In introducing sustainable business models, service
firms can greatly benefit from addressing the need to close resource flows and adopt a
circular economy business model. Given the lack of studies devoted to service activities,
each circular innovation strategy and pattern proposed opens up interesting venues for
future research. Likewise, different theoretical models and archetypes proposed by the
literature offer firms in different service activities guidance on how to innovate their
business model toward sustainability [76,77]. Whether and how retailers, technology
service providers, consulting firms, or tourism activities transform their business models to
close resource loops, deliver functionality, or encourage sufficiency are areas where future
research is needed. Although research on sustainable business models is exploding, there
is still an absence of evidence-based research on how different types of business models are
transformed into explicit implementation strategies tailored to service providers. This is
one of the biggest current challenges that services are confronting, and one that deserves
more science-based and evidence-based research interest.

At the operational and implementation level, the link between sustainability initiatives
and sustainable business models remains unclear [7]. In the services realm, there are few
empirical studies examining adaptation and transformation processes to generate business
value at the economic, social, and environmental levels. There is a clear lack of research on
the different sustainability practices and solutions that may contribute to building up the
business model for sustainability in the services industry.
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2.3. Internal Mechanisms: Management Control and Governance

This section focuses on the challenges and opportunities for service firms to embed
sustainability into service business by means of internal sustainability management control
and governance mechanisms [92].

2.3.1. Issues in Sustainability Management Control

Sustainability control is considered a key driver of organizations’ transition towards
more sustainable business models. It supports sustainability strategy and influences the
behaviors of organizational actors towards its goals [93–95]. More specifically, it refers to
the use of planning and control systems and procedures (e.g., strategic planning, budgeting,
costing, internal reporting, and performance measurement, evaluation, and rewarding)
by which managers assure that resources are obtained and used effectively and efficiently
to achieve the organization’s objectives [96]. Accordingly, an emerging body of empirical
research and many corporate examples show that sustainability control systems help
managers build and implement sustainability strategies by providing key information that
support multi-criteria decision-making [97] and drives the motivation of managers and
employees to achieve sustainability goals [97,98].

While extant research explores the transformative potential of sustainability control
systems, empirical evidence on how these control systems are used and the extent to which
they translate into organizational change is lacking [99,100]. Although there are an increas-
ing number of academic studies on sustainability control, many relevant questions remain
largely unanswered. These include how organizations design or adapt their planning and
control practices to support decision making that produces substantial improvement in
social and environmental performance; how managers can balance financial goals and the
multiple sustainability goals effectively over time; how to measure sustainability perfor-
mance congruently and accurately [97].

Based on key notions from the extant literature in sustainability and management
control, in this study, we identify three major control issues that relate to the implementation
of sustainability strategy at the organization level. Additionally, for each control issue
identified, we recognize areas for fruitful future research.

2.3.2. Motivation

The first control issue refers to how the use of formal management control systems (i.e.,
compensation plans) risk undermining individual motivation to achieve results. Arguably,
the extant literature shows that managers and employees perform tasks under the influence
of two types of motivation: the intrinsic motivation driven by the willingness to accomplish
their work, and the extrinsic motivation driven by formal incentives that provide rewards in
exchange for their effort [101]. Additionally, intrinsic and extrinsic motivations are proven
to interact, with this interaction potentially affecting the achievement of performance
results [101,102]. In particular, some studies argue that extrinsic motivation linked to
formal incentive systems could crowd out the effect of intrinsic motivation, creating a
negative effect on performance conditional on the intensity of the crowding-out effect [102].
In the field of sustainability management, social goals are often associated with the intrinsic
motivation of individuals [103]. As a result, the use of formal control systems, such
as monetary bonuses, could affect the influence of intrinsic motivation linked to social
behaviors and could therefore be associated with reduced overall performance [103]. On the
contrary, other studies look at psychological factors such as wage equity, social preferences,
and teamwork (e.g., [104,105]), and argue that monetary incentives have a positive effect on
intrinsic motivation by increasing the frequency of the rewarded behaviors and therefore
produce enhanced performance [106].

Linked to motivation, there is the question of how to set up targets for social and
environmental goals. Based on Locke and Latham [107,108], target difficulty is positively
associated with individual performance, as it increases both effort intensity and duration,
until goals become excessively difficult. Moreover, target attainment is likely to motivate
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individuals to exert effort when searching for efficiencies and thinking “outside-the-box”
as they explore original and better ways to reach the challenging targets [108–110]. Given
the greater complexity of setting objectives and challenging social and environmental
performance targets, the validity of these arguments remains, to a large extent, an open
question in a sustainability setting. An exception is the work of Ioannou et al. [111], which
shows that firms setting more difficult targets or providing monetary incentives are able to
complete higher percentages of their targets. Moreover, they found that the combined use of
ambitious targets and monetary incentives negatively affect the level of target completion.

2.3.3. Performance Measures

The second control issue refers to the measurability of sustainability performance.
As previously mentioned, sustainability performance includes not only environmental
aspects (e.g., reducing carbon footprint), but also social aspects (e.g., fighting modern
slavery, providing local communities with access to water). Prior research shows that
environmental and social aspects differ in terms of their measurability properties [111,112].

On the one hand, organizations tend to use environmental performance metrics that
rely on scientific evidence and procedures on how to measure environmental impact.
For example, initiatives such as the Global Reporting Initiative and the Greenhouse Gas
(GHG) Protocol provide standardized methodologies to enable an organization to quantify
the environmental impact of its carbon emissions, water usage, and energy consump-
tion [113]. Organizations have, therefore, a relatively rich set of environmental metrics that
are standardized, objective, and likely to be employed as credible and rigorous targets.
Accordingly, in the last decade, a growing number of organizations have been adopting
science-based targets to reduce carbon emissions in accordance with limiting global tem-
perature increases to less than 2 ◦C above pre-industrial levels, based on the 2015 Paris
Agreement [114]. Nevertheless, many environmental metrics suffer from controllability
issues, particularly for individual managers and employees responsible for environmen-
tal decisions and actions who struggle to evaluate and monitor environmental metrics.
Given the influence of externalities on an organization’s environmental performance, the
influenceability of environmental metrics through an individual’s action can remain lim-
ited, hindering the contractibility, or contractual clarity, of these metrics for performance
evaluation [111,112,115,116].

On the other hand, organizations still lack a widely accepted set of objective standards
for social performance metrics that capture the multiple relationships with their stakehold-
ers. Current measurement proposals often combine objective and subjective procedures
and include metrics with unclear signal-to-noise ratios and uncertainty regarding their
potential for manipulation [113]. In line with this evidence, prior work [113,117] argues
that the design of social performance metrics is still a work in progress, with managers
and scholars exploring various options yet struggling to reach consensus. As such, some
studies contend that measuring social performance is more difficult than environmental
performance, with lower consensus and standardization raising concerns regarding the ver-
ifiability and contractibility of these metrics and, thereby, explaining (in part) the reduced
integration in management control systems [111–113].

Prior work also examined the managerial and performance implications of using
environmental and social metrics in control systems [111,113,117,118]. In particular, some
studies distinguish substantive and symbolic uses of environmental and social metrics,
showing different effects on sustainability performance [118].

2.3.4. Multiplicity of Tasks

The third control issue refers to the multiplicity of decisions and actions that achieving
sustainability goals requires. To implement a sustainability strategy, the board of directors
and, in turn, executive managers, should delegate the responsibility of improving sustain-
ability performance across the organizational hierarchy [119]. As corporate sustainability
includes different aspects, delegation often entails assigning managers and employees with
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multiple tasks with potentially incongruent goals and needing a long-time horizon for im-
plementation [120,121]. As a result, multiple and competing goals combined with resource
scarcity make effort allocation difficult for managers and employees [117,122]. This implies
that managers and employees must trade off among the multiple tasks assigned, giving
preference (at least in the short term) to some goals whose outcomes are beneficial to a
certain group of stakeholders at the expense of others [123].

In this context, contingent conditions such as the pressure to reach financial objectives
and the influence of certain organizational and individual factors (such as organizational
culture, managers’ entrenchment, and career advancement requirements) may affect man-
agers’ effort and resource allocation decisions. This could eventually lead to biased deci-
sions that do not yield sufficient sustainability performance improvements [123]. In line
with this argument, Flammer et al. [118] show that managers tend to focus their attention
more on those stakeholders who have a short-term effect on financial performance (i.e.,
consumers and employees), rather than on those who do not have an immediate effect on
financial performance, (i.e., natural environment and local communities).

The effective design of control systems (e.g., capital budgeting and compensation
plans) should address this concern and encourage managers and employees to allocate
effort “optimally” among the multiple tasks assigned [122].

2.3.5. Current Challenges and Future Research Directions

As a result of the contrasting arguments in relation to the first control issue—the rela-
tionship between the use of formal management control systems and individual motivation,
evidence remains inconclusive on the role of control systems to motivate managers and
employees in services to pursue sustainability goals. In particular, little is known about
the intensity of the motivational power needed by formal control systems to compensate
for the negative crowding-out effect on intrinsic motivation and to produce a substantive
positive effect. It seems crucial for academic scholars and business leaders to expand
their knowledge of the design properties of control systems for service companies when
it comes to motivating managers and employees to implement a sustainability strategy.
As for the second control issue—the measurability of sustainability performance, service
organizations have a number of metrics to assess sustainability performance both in en-
vironmental aspects and social aspects Yet, little is known regarding their measurement
properties (verifiability, controllability, and congruence), which managers in services would
need for substantive governance reforms. Finally, the third control issue emphasizes the
multiplicity of decisions and actions involved in sustainability goals’ achievement. Yet,
extant literature provides no sufficient guidance regarding how to design management
control systems that mitigate biases in effort and resource allocation while contributing to
the effective implementation of sustainability strategy in services. These open questions
represent fascinating areas to pursue in future research.

3. Conclusions

It is of the utmost importance to tackle society’s ‘grand challenges’ and encourage
firms in the service industry to transition to a more sustainable business model. This
requires new managerial tools to forge a new mindset, for which not all service companies
are fully equipped with the necessary best practices or have access to the knowledge
that they require. This paper intends to contribute to the literature on service firms and
sustainability by analyzing three anchoring mechanisms that can be deployed to embed
sustainability principles and practices in service organizations.

First, CSR information has specificities that make it heterogenous, difficult to verify,
and hard to quantify. While it is generally disclosed on a voluntary basis, its credibility
appears to be a significant issue. Understanding the determinants of firms’ CSR infor-
mation disclosure, and adapting the reporting framework, is crucial for standard setters
to evolve towards a more globalized reporting context, making information reliable and
comparable across companies. Taking the firm’s perspective, it is also crucial to understand
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stakeholders’ (updated) expectations, as well as what is considered as material from a
stakeholder’s point of view. Indeed, new trends and standards will require companies to
adapt quickly to a dynamic and ever-changing environment. Moreover, service companies
will have to develop and acquire digital tools as well as internal expertise, allowing them
to report/disseminate specific, relevant, and measurable information on a timely basis.
Besides the company–stakeholders’ relationship, an independent third party is needed to
provide assurance regarding the information disclosed, namely auditors. As a result, the
external assurance market is also quickly evolving and plays a prominent role in making
audited CSR information reliable. However, greater standardization of audit processes and
auditors’ expertise is required to reach this goal.

Second, management and innovation systems and practices are constantly being
reviewed, developed, and updated. Specifically, the adoption of sustainable business
models and the implementation of sustainability innovation and management are shown
to play a key role in steering sustainability transitions in service firms [71]. This transition
implies the professionalization of management in certain service activities. It also requires
the adoption of formal innovation strategies that embed sustainability principles in the
management and delivery of services [124].

Finally, we identify three major management control issues that make the implementa-
tion of sustainability strategy complex for service organizations and, thus, often hamper its
effectiveness. Sustainability control systems (e.g., strategic planning, budgeting, costing,
internal reporting, and performance measurement, evaluation, and rewarding) are crucial
to promote the transformation of services towards sustainability [93] as they provide key
information for improved decision-making [97] and drive management behavior towards
achieving environmental and social goals [97,98]. Yet, service companies encounter diffi-
culties in integrating sustainability aspects into organizational processes and management
decisions [125], with motivational power, performance measurement, and a multiplicity
of goals being major barriers. In particular, the use of monetary variable compensation
tied to specific sustainability goals could produce adverse effects if the intrinsic motivation
of employees is crowded out [101]. Setting up challenging yet motivating targets for sus-
tainability goals is no easy feat, yielding often to lower performance improvement [108].
In addition, measuring environmental and social performances would require a wide
set of objective standards that accurately assess the impact on the natural environmental
and the quality of the multiple relationships with stakeholders. However, differences in
measurability across a large set of metrics and low standardization raise concerns regarding
their verifiability and contractibility, leading to reduced integration [111–113]. Finally, sus-
tainability decision-making is tough as it often requires trading (at least in the short-term)
the multiple environmental and social activities off. Yet, the design of control systems such
as capital budgeting and incentives rarely helps management allocate, over time, resources
and effort “efficiently” across the multiple and potentially incongruent sustainability goals.

Managerial Implications

This paper has important managerial implications. First, while the introduction of
mandatory CSR reporting may have some benefits, it might also have unexpected detri-
mental managerial implications. As explained by Gatti et al. [126], if companies have the
obligation to disclose CSR information, it may reduce management’s “involvement in the
definition and design of CSR programs” (p. 963), favoring reactivity over proactivity [127].
As a consequence of a reduced engagement in CSR by managers, the overall CSR strategy
becomes at risk of being inefficient. Moreover, for CSR programs to have effective social and
environmental impacts, business leaders will have to go beyond expectations. Companies
will need to recruit well-trained CSR-oriented managers who are able to communicate with
a variety of stakeholders. The companies that will stand out will be the most creative and
proactive ones, which in turn will prove to be the best strategy to succeed both from a
societal and a financial point of view. Second, the field of sustainable business models and
sustainability innovation highlights the priorities that can be expected to foster a sustain-
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ability transition for service firms. Services must embrace business model patterns and
circular innovation strategies tailored to their specific needs and priorities [128]. Managers
in these companies need to acknowledge the fact that services face a turning point in
sustainability management as incremental innovations are no longer enough to deliver the
scale of transformation required [129]. Finally, building effective ways to motivate man-
agers and employees can represent a key driver for continuous improvement in the areas
of corporate sustainability, especially once law-hanging fruits are harvested and it becomes
more difficult for organizations to find new patterns to substantial enhancement [130].
The management of service companies, and, more generally, of other organizations, will
benefit significantly from gaining a better understanding of key trade-offs and measure-
ment properties of environmental and social performances. Main benefits of improved
performance sustainability measurement and identification of significant trade-offs are
twofold. On the one hand, managers will be able to design performance measurement
systems that are more informative and focus their attention on main priorities, thus leading
to more effective decision-making and timely actions distributed over time. On the other
hand, managers shall build systems that estimate and measure their effort and results
with greater accuracy, enabling a more meaningful performance evaluation and mitigating
manipulation of results [113].

In conclusion, deepening the conceptual roots of sustainability in service firms by iden-
tifying the key mechanisms to cope with external demands and the internal dimensions of
management control, governance, and innovation are the critical factors that service firms
need to address. We hope that this paper can be of interest and value to the service man-
agement research community and that it may lead to empirical tests on the importance of
adopting external and internal company-level mechanisms of transparency, accountability,
and innovation to prompt system-level adoption of sustainability in service organizations.
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