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1.0 Keeping Course Through Headwinds

The board of directors holds a stewardship role
that no other body in the company can occupy. It
approves strategy, oversees execution, and answers to
shareholders for the long-term value creation of the firm!!
Increasingly, that long-term value creation is based on
environmental  sustainability.?  Reporting  obligations
(e.g., EU’s Corporate Sustainability Reporting Directive),
climate-related disclosure standards®, science-based
targets, and rising shareholder expectations have
moved environmental sustainability from a corporate
social responsibility appendix into the strategic agenda
of almost every listed company.® > ¢ The board is the
body that signs off on environmental commitments,
approves susfainability strategies and answers  for
whether commitments are kept.” 8

The board, in parficular, has reason to care whether
environmental sustainability is integrated into investment
decisions. Strategy approval is not strategy execution.
Many corporate sustainability commitments live or die in
capital allocation decisions, i.e., the strategic decisions
through which companies build plants, fleets, buildings,
and production lines that will define their financial and
environmental footprint for the next twenty, thirty, or forty
years.”
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These investments are largely irreversible, and lock in
environmental trajectories that short-term action cannot
later steer back on course? If the consideration of
environmental impacts does not seriously enter this
investment decision process, the board's strategy risks
staying a line on the chart rather than a course the
company actually sails! Sustainability commitments
approved atf the top can fail to shape investment
decisions, decision-making  and
governance architecture of capital allocation contains
predictable biases that systematically devalue long-
term  sustainability considerations. These biases
sharpen in times of quarterly profit pressure and
macro-economic headwinds. With rising capital costs,
tariff uncertainty, and squeezed margins, trimming
sustainability from long-horizon investment decisions
can seem unavoidable. Yet — we argue - the board
is uniquely positioned to hold the course and keep the
company from veering off its sustainability objectives
and long-term value creation strategy.

because the

A 20-month research engagement with the Hilti Lab
at the University of St. Gallen examined how a large
industrial firm navigated exactly this challenge in its
strategic capital allocation.” This article summarises our
research’s implications for boards:

1. We identify three biases embedded in standard
capital allocation governance that systematically
discount the value of long-ferm environmental
sustainability and ask how board members can test
for these biases.

2. We develop three integrafion instruments, the
temporal bridge, the attention anchor, and the
structural coupler, through which these biases can
be counteracted in practice. For each instrument,
we identify the distinctive role the board plays.

We illustrate the biases and integration instruments through
an in-depth case study of Hilti AG (see case call-out).
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The Hilti Case: Sustainable Value Creation as the

North Star

Hilti  Group, a family-owned  multinational
headquartered in Schaan (liechtenstein), supplies
the global construction and energy sectors with
products, systems, software, and services. Founded
in 1941, the company employs around 34,000
people across more than 120 countries and reported
net sales of approximately CHF 6.4 billion in 2024.
Hilti has embedded environmental sustainability
info its «lead 2023» strategy and committed to
net-zero greenhouse gas emissions across ifs value
chain by 2050, validated by the Science Based
Targets initiative. The findings reported here draw
on a 20-month quadlitative research engagement
(April 2024 to November 2025) comprising >60
interviews, 15 focus groups, two steering committee
observations, five workshops, and analysis of
external and internal documents.

2.0 The Three Steering Biases the Board Should
Test For

Standard capital allocation governance, ie., the
rules, templates, and thresholds, that have evolved
over decades to optimise financial returns, contfains
three biases that can steer long-term sustainable
value creation out of investment decisions.* 15 1¢ We
call them «temporal bias», «monetisation bias», and
«structural bias».
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Figure 1: Three steering biases in capital allocation

Temporal bias

Focus on short-term value
maximisafion at the expense of
long-term value creation

Company

Monetisation bias

Overemphasis on financial
metrics and deprioritisation of
non-financial mefrics

2.1 Temporal Bias: Short Horizons Crowd Out
Long-Term Value

Investments in plant design, building standards, fleet
choices, and technology platforms chart financial
and environmental trajectories for decades” Most
companies evaluate them using standard appraisal
fools, e.g., net present value, internal rate of refurn,
payback period, that privilege short- to medium-term
cash impacts.® ' Hurdle rates and stage-gate policies
compound this, institutionalising short-termism and the
preference for liquidity preservation, while shareholder
pressure for near-term returns adds further weight.
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Corporate goal
Sustainable Value
Creation

Structural bias

Disintegrated financial and
sustainability measurement
and evaluation systems

Environmental impacts, by confrast, are long-term
and path-dependent.?% ?' The result: even strategically
important decarbonisation investments appear weak
when judged through short-horizon financial metrics,
and profitability dominates.

Board members should test for: whether the
company's finance manual allows for temporal
elasticity in environmentally material asset categories,
e.g., buildings, fleets, energy infrastructure, or whether
payback and depreciation rules apply uniformly across
the board. Where the rules are uniform, sustainability-
relevant projects often fail to clear the gate before
evaluation has begun. The board can ask management
to name the asset categories in which payback or
depreciation has been deliberately calibrated to long-
horizon environmental benefits.
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2.2 Monetisation Bias: What Cannot Be Priced
Does Not Count

In corporations, value is offen expressed in a single
language: CHF, EUR, USD.?? Management control
systems are built around these monetary metrics: retumn
on investment, economic value added, return on capital
employed.? ? Environmental impacts, by contrast, are
typically expressed in physical or qualitative terms:
tonnes of CO2, cubic metres of waste water consumption,
species at risk. These numbers carry high uncertainty, and
the monetary franslation of environmental impact is itself
the subject of active scholarly debate.? Carbon prices,
internal shadow prices, and lifecycle-based costing
have increasingly emerged as tools to bridge this gap
for the companies’ carbon footprint, but their steering
influence in capital allocation remains contested.?
They are rarely decisive, because they are barely
understood at scale. In trade-offs, monetary indicators
are treated as hard facts and environmental ones as soft,
so susfainability arguments are readily overruled when
capital is allocated.?”

Board members should test for: how environmental
and financial information are weighed against each
other when they conflict. The signal lies in the trade-off
cases, not the win-win ones.
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The board can ask management to walk through one
recent investment where financial and environmental
indicators  pointed in different directions: which
considerafions were freated as hard consfraints
and which as soft preferences? When the trade-off
surfaced, how were environmental impacts translated
info a form that could weigh against financial metrics,
through an internal price or through narratives? Did
the translation shift the decision, or did the project
come out the same way it would have without it2 The
board'’s question is not how environmental impacts are
measured, but whether they carry decision weight only
when expressed in monetary terms.

2.3 Structural Bias: Two Systems, No Integration

In most large companies, sustainability controls
have grown up alongside, not inside, the financial
management system: two dashboards, two reporting
lines, two evaluative logics.?® While sustainability
indicators, scenarios, and carbon prices increasingly
exist within companies, they typically sit in separate
reports, teams, and processes from core CAPEX,
budgeting, and  performance  management.?’
Integration architectures vary — from parallel systems
through overlay and embedded designs to full fusion
— yet most firms remain in infermediate configurations
where coupling is weak.?” Integration quality, not the
number of ESG metrics, predicts whether sustainability
actually shapes investment decisions.?® The result: dual
objectives are formulated af the top, but investment
decisions are governed almost entirely by the traditional
financial control architecture, and environmental
criteria merely accompany them.*°
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Board members should test for: whether investment
dossiers present financial and environmental evidence
as a single infegrated package, or whether they arrive
as parallel documents. Three further questions reveal the
architecture. Do escalation thresholds make sub-threshold
sustainability investments visible at corporate level, or do
they keep the crow's nestlooking only at large-ficket items?
Are coupling roles codified in the finance manual, or do
they depend on individual goodwille Are environmental
and financial metrics designed into the same decision
inferfaces, or do they live in separate systems connected
only by occasional reporting? Where the answers point
to parallel rather than integrated, structural bias is shaping
CAPEX, even if the strafegy at the top suggests otherwise.

3.0 The Board'’s Role in Recalibrating the
Instruments

In our research we identified three integration instruments
through which environmental sustainability can be
integrated into existing decision-making systems for
capital allocation.”

Each instrument consists of a combination of corporate
control practices and governance tools that have the
potential to jointly address these biases.

We call these instruments «temporal bridge», «attention
anchor», and «structural couplers. The Board of Directors
and the Executive Board play complementary roles in
activating these instruments.

The Executive Board installs and operates them in the
day-to-day architecture of capital allocation, through
the finance manual, the dashboards, the investment
templates, and the coupling roles. The Board of Directors
authorises and oversees them, sefting the strategic
direction, approving the principle of integration, and
ensuring that the instruments hold across financial
cycles. Throughout this section, where we describe «the
board's role», we refer primarily to the oversight role of
the Board of Directors, recognising that the Executive
Board is the body that puts the instruments into practice.

Figure 2: The board’s role in integrating sustainability in strategic decision making

31 Klaiber,J., Stroehle, J., Wirmsperger, F., & Berndt, T. (forthcoming).
Integrating environmental sustainability info capital allocation: A levers
of control perspective. [Working Paper]
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3.1 The Temporal Bridge: Connecting Short-
Horizon Discipline to Long-Horizon Impact

The temporal bridge addresses temporal bias by
changing how time enters investment evaluation, so that
long-term environmental impacts can be understood,
compared, and weighed against short-term financial
returns. It works through three coordinated controls.

First, the rules in the finance manual stretch: payback
windows, depreciation periods, and lease terms
become designable parameters for asset categories
where long-horizon benefits are material, rather than
fixed defaults that apply uniformly to everything. The
case research documented an Executive Board
adjusting maximum lease lengths for electric vehicles
in selected markets, allowing longer leasing periods to
reconcile capital discipline with decarbonisation, with
the explicit recognition that this was a triple conflict
between operational expenditure, capital expenditure,
and sustainability that only the Executive Board could
resolve. Second, investment evaluation tools change
shape: lifecycle costing, lifecycle assessment, and
intensity mefrics (such as tonnes of CO2 per unit of
sales) bring long-run environmental impacts into the
same calculation as financial returns, so the extended
horizon shows up in the numbers, not just in the narrative.
Third, strategic review forums sequence multi-year
commitments and revisit them when trajectories slip, so
long-horizon investments do not quietly disappear in
the next annual budget round.

The board’s role in the temporal bridge is to authorise
the recalibration that management cannot authorise
alone. Payback norms, depreciation rules, and hurdle
rates shape reported capital efficiency, so changing
them is a governance decision. The board approves
the principle of temporal flexibility in the finance
manual, defines the asset categories in which it
applies, and sefs the caps and eligibility criteria that
preserve overall discipline. It also protects the bridge
across cycles. Without periodic board-level review
of progress against long-horizon commitments, even
strong environmental projects are postponed when
budgets tighten. The case research documented a
2023 budget freeze in which a planned ventilation
modernisation was deferred, and the long-term impact
was lost. The board has the standing to keep the long
view on the agenda when short-term pressures rise.
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3.2 The Attention Anchor: Converting Awareness
into Decision-Salient Action

The attention anchor addresses monetisation bias by
turning diffuse awareness of environmental impacts into
clear signals that move capital. It works through three
reinforcing controls.

First, the gates that filtler which projects reach
managerial scrutiny are resef so that sustainability
enters consideration upfront, rather than as a late-stage
addendum: certification standards function as qualifying
screens at project scoping, and environmental impact
fields become mandatory in investment proposal
templates. Second, the dashboards, cockpits, and
management reports that already sfructure atfention
place environmental indicators next to financial ones, at
the same level of visibility and with defined weight in the
decision. In the case research, environmental indicators
were positioned next fo refurn on capital employed
on the corporate cockpit, visible at group level among
maijor finance mefrics, signalling that they belonged in
the same conversation. Third, the meetings, reviews, and
forums that already exist for financial steering include
environmental impacts on the standing agenda, so
impacts are routinely discussed rather than periodically
reported.

The board’s role in the aftention anchor is to define
what the organisation sees. The board sets the agenda
for what appears on ifs own dashboards, what is
required in investment proposal templates submitted for
approval, and what is presented at strategic reviews.
These design choices cascade. Where environmental
impact appears at the level the board reviews, attention
follows throughout the organisation; where it appears
only in separafe reports, it remains organisationally
peripheral regardless of strategic commitment. The
board also has the authority to require an explicit first-
gate environmental qualifier in capital allocation, asking
whether an investment meets a science-based target
or comparable threshold before financial evaluation
begins. Finance managers in the case research
recommended exactly this design as the way to prevent
environmental considerations from sliding back into
qualitative narrative. This is a governance choice with
material consequences for which projects proceed, and
it can be made only at board level.



3.3 The Structural Coupler: Keeping Financial and
Environmental Systems Interoperable

The structural coupler addresses structural bias by
enabling financial and sustainability systems to work
together without collapsing them into a single metric. It
works through three interrelated controls.

First, finance manuals, decision templates, and
cerfification ecosystems codify the integratfion: lifecycle
costing and CO2 become mandatory sections in the
standard decision request template, so environmental
and financial information travel together through the
same approval channels. Second, infegrated decision
interfaces present financial and environmental impacts
side by side in single dossiers, not in parallel documents.
The case research documented an industrial plant
decision in which lifecycle costing revealed that an
additional upfront investment generated annual energy
savings alongside productivity gains, re-ranking the
option in favour of the environmentally superior design
once both impacts appeared in the same calculation.
Third, named coupling roles, typically finance-
sustainability-project management triads, are formally
responsible for keeping the integration alive at each
stage of the investment process, and their responsibilities
are written info the finance manual rather than left to
personal goodwill. The principle running through all
three moves: reuse the existing instruments that already
structure capital allocation, rather than building parallel
sustainability channels that risk being marginalised when
pressure rises.

The board’s role in the structural coupler is to insist on
integration rather than parallel reporting. The board
approves the finance manual as the single authoritative
source of capital allocation governance and requires
that environmental requirements live inside if, not in a
separate sustainability handbook. The board reviews
integrated investment dossiers and declines to approve
proposals that arrive with environmental impact in
an annex. The board codifies the coupling roles and
ensures they have formal standing in the investment
review process. When financial pressure rises, the
case research showed that even committed individual
champions reverted to single-code financial criteria
where the artefacts and roles were not codified. The
board’s task is to make the coupling structural rather than
personal, so that integration survives the next downcycle
and does not depend on which individuals happen to
be in post.
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4.0 The Point of Departure

Sustainability strategies do not run aground because
boards lack ambition; they drift because the rules and
templates below deck quietly steer capital elsewhere.
The board's distinctive contribution is to set the course,
authorise the recalibration of the instruments, and keep
watch from the quarterdeck to not deviate from the
course when short-term pressures rise. The temporal
bridge, the atffention anchor, and the structural coupler
are the instruments. The board is the navigator.

The Board’s Navigation Checklist

What boards should do

» Calibrate the instruments: Approve temporal
flexibility in the finance manual, so investments
with long-horizon environmental benefits are
evaluated over their real lifetimes, not a uniform
payback rule.

* Decide what shows up on the chart: Require
environmental impact to appear next to
financial metrics on the same templates,
dashboards, and approval gates the board
itself reviews.

* Have one bridge, not two: Require financial
and environmental evidence to be displayed
together through a single investment dossier,
integrated dashboard and codified coupling
roles, rather than in parallel systems.

* Keep watch through every cycle: Review
progress against long-horizon commitments
at regular intervals, especially when budgets
fighten and sustainability projects are first
overboard.

»  Sustainability is the compass, not the cargo:
Sustainable value generation is the main
course, not a narrative annex that rides along
with the decision but carries no weight when it
conflicts with monetary metrics.



	26-05-U8_NICG_Winter_Booklet_A4_Web.pdf
	HSG_BoardEssential_NICG_2026.pdf
	26-05-U8_NICG_Winter_Booklet_A4_Web

