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ABSTRACT

In the current global context, Environmental, Social és Governance (ESG) could
undoubtedly be a revolutionary tool if it is coupled with the constraints that force not
only the issuance of audited non-financial reports but also emphasize the significant im-
pact that the indicators contained therein have on the market position of organizations.
Although public administration permeates the economy as a whole and should play a cru-
cial role in achieving sustainable development goals in the modern state, it is still the
classic “polluting” industries that are at the centre of recent sustainability initiatives.

The involvement of public administrations would be vital, given that their economic
weight remains significant, even when compared to other actors in terms of carbon emis-
sions. The indirect impact of public administrations and the example they set should not
be neglected. It would have been worthwhile to make it compulsory for public companies
to issue non-financial statements concurrently with their financial statements. At the
same time, a framework could be developed within which each specialized public body
could work.

Unlike market actors, in the case of public institutions, the decision to introduce ESG
reporting could lead to a faster start-up due to centralization. At the same time, it is im-
portant to bear in mind that data collection may pose the first major obstacle for many
public institutions. However, the integration of operational and management data into an
information system could yield benefits beyond ESG considerations, such as identifying
cost-saving opportunities.

Keywords: ESG B good governance indicators B sustainability
of public administration M sustainable development

[1] Project no. TKP2021-NKTA-51 has been implemented with the support provided by the
Ministry of Innovation and Technology of Hungary from the National Research, Development
and Innovation Fund, financed under the TKP2021-NKTA funding scheme.
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I.  THE ROLES AND RESPONSIBILITIES OF PUBLIC ADMINISTRATION SECTOR

When looking at the roles and responsibilities of public administration sector
from a new perspective, in the context of sustainability, it is worth reviewing the
linkages and contexts along which these roles, responsibilities and tasks can be
understood. Magyary’s definition of public administration® as the administra-
tion of the state is too general to provide a basis for further analysis.

According to Lajos Lorincz’s organizatorganizational approach, the subsys-
tems of public administration are the individual organs, the activities and func-
tions of the organization, and the staff. Of which the latter subsystem is the one
that “sets the organization and the system of functions in action and keeps them
in motion.”®

A more complex, systemic understanding of public administration is that it
is the executive branch of government, which can thus take binding decisions to
implement state strategies and objectives, and can also use state coercion to en-
force them, and “organise and deliver public services”™ through the established
administrative organizational system.

However, this approach also does not make it easier to understand the sus-
tainability mission and objectives, which are increasingly being emphasised by
states at the level of public administration.

The closest approach to this is the model presented by Andras Patyi as a sci-
entific model of French public administration.

The clustering presented here may already be suitable for fitting the UN Sus-
tainable Development Goals and the ESG domains to the functions within each
model.

1. State 2. Economic 3. Social 4. Cultural and edu-
sovereignty functions functions cational functions
external sove- issuing national cur- healthcare, scientific research,
reignty rency, housing and urban education,
internal sove- | specific sectors (energy, development, providing informa-
reignty waste, utilities, agricul- protection of tion,
political func- ture) interests and social | heritage protection
tions economic and financial protection,
coordination, regional protection and
planning, restructuring of
investment and credit | certain social struc-
system, taxation, price tures
regulation

Table 1. The French model of public administration
(Source: Patyi, 2017, 19.)

[2] Jo6zsa, 2019.
[3] Imre, 2016,152-173.
[4] Balazs, 2018.
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In a broad sense, the institutional system for implementing public admin-
istration includes, in addition to the organizational system of public adminis-
tration, solutions where the state does not implement tasks directly through its
own bodies, but with the involvement of other non-state or semi-state actors.
This is called indirect or indirect public administration.

The institutional system of public administration in the broad sense is thus
formed by the simultaneous use of direct and indirect solutions, although the
proportion of direct and indirect solutions may vary considerably from country
to country and from period to period.”!

II. THE PUBLIC GOVERNANCE AND SOCIAL ASPECTS OF SUSTAINABILITY

From a sustainability perspective and for the analysis of ESG linkages, we will
lookin detail at functions 2, 3, 4, namely economic, social, cultural and educational.

In our understanding of sustainability, function 4 (cultural and educational
aspects) is part of pillar 3, the social pillar, so we tend to identify these functions
at the level of the individual and society.

Sustainable development and sustainability transition analysis is a relatively
newer discipline and research topic. Nevertheless, recognising the importance
of the subject, many universities and research centres are now addressing the
issue of sustainability transition.[! The issue of sustainability (unsustainability)
itself only became prevalent worldwide in the mid-20th century, as the environ-
mental impacts of socio-economic development became more and more appar-
ent. Given that the initial period was more a period of awakening and identi-
fication of problems, the transition to sustainability can only be considered
to have taken place when large, long-term, multidimensional and fundamental
transformations of large socio-technical systems are taking place.[®! This also
means that we understand transition as programmes and/or planning at nation-
allevel and internationally. It therefore does not mean a passive event or positive
changes as a result of individual actions. It is a process of coordinated, conscious
and planned action involving several areas (society, technology), with a clearly
defined purpose and direction.

Starting from the classical triple bottom line - TBL (People, Planet, Profit) defi-
nition comes from John Elkington, founder of Sustain Ability? - of sustainable
development: environment society (including individual interests) - economy. I

[5] Arvaetal,2014.

[6] Seethe homepage of STRN.

[7] Takala, 1991, 585-597.

[8] Markard - Raven - Truffer, 2012, 955-967.
[9] Avelino, 2016, 557-567.

[10] Elkington, 2013.
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start with the definition of sustainable development, which emphasises the har-
mony between social well-being and natural resources: “sustainable development
means improving the quality of human life while remaining within the carrying
capacity of supporting ecosystems” (Economics of Natural Resources).!*!

Sustainable development is a term that is commonly used, but no one is quite
sure what it means.'? Defining the concept and content of sustainable develop-
ment is a recurring issue.[3M4.05108 [t would be important to clarify what we
mean by sustainable development in terms of measurability, so that we can iden-
tify what is not sustainable and track the direction of change. A more precise
definition can be given if we delimit precisely which sub-area we want to study
sustainability. In this context, environmental sustainability is defined as ,the
balance, resilience and interconnectedness that allows the needs of human so-
ciety to be met without compromising the ability of ecosystems to regenerate,
thereby enabling these needs to be met in the long term, without loss of biodiver-
sity as a result of human activities.”l'”!

The UN 2030 Sustainable Development Goals (SDGs) should be integrated into
national plans and strategies to set baselines and enable effective data collection.
Measurability is therefore an important part of achieving the goals in this case.[*®!

Both the public sector and local governance have to respond to new global
and local challenges, and so there are significant changes in their tasks, organi-
zational structures and specific tasks that require new knowledge, new compe-
tencies and new tools. This is also reflected in the fact that, in addition to the tra-
ditional tasks of modern public administration listed above, tasks closely linked
to sustainability are emerging.

For example, climate change, pollution and water use, or the provision of
clean energy, which is not only an environmental but also a social issue, both in
terms of production and distribution and storage.

“Climate change, global warming and the myriad of negative health and en-
vironmental impacts associated with it are a challenge for states, requiring in-
creasing attention and effective solutions compared to new and traditional pub-
lic administration tasks (home affairs, foreign affairs).”[*"!

Of course, environmental and other sustainability issues cannot be treated
as a purely domestic matter. “Only extensive inter-state cooperation can ensure
the development of costly monitoring and hazard prevention systems, new reg-

[11] Kerekes, 1998.

[12] Daly, 1997.

[13] Lélé 1991, 607-621.

[14] Costanza - Patten, 1995, 193-196.

[15] Kates - Parris - Leiserowitz, 2005, 1-13.

[16] Holden - Linnerud - Banister, 2016, 213-226.

[17] Morelli, 2011, 1-9.

[18] UN: Promotion of sustained economic growth and sustainable development, 2019.
[19] Jézsa, 2019.
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ulation and coordination of urban and rural planning. These are new tasks that
require public and social cooperation, where the efforts of individual countries
can only achieve partial success, and where coordinated, planned action is es-
sential for a number of reasons.”

The 4th Industrial Revolution, in turn, poses further challenges for public ad-
ministrations, which must keep pace with exponential growth. All these changes
and new demands are increasingly intertwined with sustainable development
and the competences required to achieve it. Technological progress, and thus the
industrial revolutions, have brought about major transformations in all aspects
of their daily lives. Technological and social changes have a combined impact
on different social and economic sectors (e.g. education, industry, agriculture,
services, and hence employment) and the transformation of these sectors has
repercussions on technology and society itself.

The first industrial revolution put the power of water and steam at the ser-
vice of production. In the second, electricity made mass production possible. In
the third, electronics and information technology made it possible to automate
processes. Since the middle of the last century, the fourth industrial revolution,
building on the third, has blurred the boundaries between the physical, digital
and biological worlds by merging technologies (artificial intelligence, robotics,
self-driving vehicles, 3-D printing, nanotechnology, biotechnology, etc.)%

The third industrial revolution has already brought an uncontrollable amount
of information to our desks. The indiscriminate flow of data, knowledge and news
that is available to everyone is out of our control. By the time of the 4th industrial
revolution, data fraud or theft and cyber-attacks were among the top 10 threats.!

The ongoing fourth industrial revolution is not only changing the way society
worKks, it is also transforming individuals themselves. “The digital revolution,
and the rapid and free access to information, has enabled greater attention to be
paid to previously hidden problems. It makes inequalities visible and less accept-
able to most of the world,”?% says Peter Mauer - Red Cross, Switzerland.

The fact that the world’s GDP per capita is growing faster than the world’s pop-
ulation is a sign that we could achieve global prosperity. Automation means that
less and less human labour is needed to make products. A basicincome is no longer
a utopia. If we wanted it, no one would have to starve, because the goods produced
in the world could ensure ,decent poverty” for all. But it is also a real possibility
that inequalities, and with them tensions, will continue to grow in the world.

However, economic development has not only led to more comfortable living
and prosperity in much of the world but also to increased inequality at the global
and regional levels. Meanwhile, the complexity of global problems has increased
as environmental pressures have increased (population growth in some parts
of the world and consumption growth in others) and globalisation and political

[20] Schwab, 2015.
[21] WEEF: The Global Risks Report..., 2019.
[22] WEF: The Fourth Industrial Revolution, 2016.

THE APPLICATION OF ESG IN THE PUBLIC SECTOR - MEASURING... 185



FORUM

and economic tensions have increased. Thus, we are less likely to talk of “just”
environmental education, but rather of education for sustainable development,
which refers to wider sustainability issues.!

“Itis naivety or cynicism to claim that economic growth will solve environmen-
tal problems, because it is the opposite: it causes them. Especially when economic
growth is based, as is unfortunately the case in developing countries, on the use of
less than cutting-edge technologies and the growth of environmentally intensive
economic sectors (intensive monoculture agriculture, mining, heavy industry,
chemical industry, furniture industry based on unsustainable forestry, etc.).”?4

It is clear from the above, and also from the 2015 UN Sustainable Develop-
ment Goals® that we have reached a point in the 21st century where we are able
to recognise the extreme complexity, gravity and urgency of the problem.

And while the goals are now accompanied by action plans and indicators, there
is little sign yet that we are up to the challenge. Although theories and calculations
have been made on the risks of not taking action”! and economic analyses of the
main risk factors are published year after year, it is likely that, in the absence of
constraints, these have only found an understanding audience at the academic level.

There has been a clear increase in scientific interest in sustainability issues
in recent decades (Figure 1-3).
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Figure 1. Number of articles registered on Science Direct related to “Suatinability”, “Sus-
tainable Development”, “Environmental Protection” and “Environmental Management”
(Source: own editing based on Elsevier database)

[23] Rest, 2002, 79-85.

[24] Boda, 2006.

[25] UN: Sustainable Development Goals, 2015.

[26] UN: Statistics SDG Indicators Database, 2021.

[27] Stern, 2006.

[28] WEF: The Global Risks Report 2018. Geneva: World Economic Forum, 2018.
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Figure 2. Number of articles registered on Science Direct related to “Environmental Aware-
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(Source: own editing based on Elsevier database)
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Figure 3. Number of articles registered on Science Direct related to “ESG Performance”

(Source: own editing based on Elsevier database)

However, as scientific interest and research potential have increased, envi-
ronmental performance indicators have not improved. One only has to look at the
change in the global ecological footprint (Figure 4), which, apart from a small reduc-
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tion in 2008 (financial crisis), has been steadily increasing, indicating an increase
in our environmental burden relative to the Earth’s carrying capacity. The red area
indicates where we have exceeded the limits of the Earth’s carrying capacity.

World
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Figure 4. Global Ecological Footprint vs Biocapacity (gha)
(Source: GFN 2022)%

While some countries are better off, countries with a significant share of
the world’s population (e.g. China, India) are experiencing steady growth. Ris-
ing incomes and purchasing power are driving consumption, mobility and often
waste. Meanwhile, incoming foreign companies tend to relocate their more pol-
luting plants to these countries, which in turn increases industrial emissions,
leading to further environmental degradation.B”

The expected improvement in the environmental status based on the envi-
ronmental Kuznets curve is therefore not due to economic development (largely
due to globalisation).

In his 1955 workBY, Simon Kuznets (Nobel Prize in Economics, 1971) ob-
served that the evolution of income inequality within a society tends to initially

[29] Global Footprint Network: Country Trends, 2022.
[30] Boda, 2006
[31] Kuznets, 1955, 19-111.
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increase as national income grows, but once a threshold is reached, these ine-
qualities begin to decrease.

The graph of this relationship is an inverted U-shaped curve. In their 1995
study,® Grossman and Krueger show a similar relationship between harmful
environmental pressures and national income. This relationship is called the en-
vironmental Kuznets curve.B*

While there are certainly positive trends and efforts (electric vehicles, in-
creasing share of renewables, etc.), overall these cannot reverse the trend. Mean-
while, more and more people are speaking out to urge decision-makers to take
account of global threats and take radical action to tackle the problem.

Unfortunately, research also shows that only major global crises such as the
financial crisis of 2008 or the COVID pandemic that started in 2019 have been
able to produce results that have even led to a visible reduction in the size of
the ecological footprint or carbon footprint.? The impact of the COVID epidem-
ic has also brought sustainability and health considerations to the forefront of
consumption,% which could be considered a further positive outcome if it had
brought about lasting change. Unfortunately, however, the lesson of the crises
was not the discovery of new lifestyle opportunities and the development of a
more frugal behaviour, but that consumption reached its previous level relative-
ly quickly as the threat passed.B¢!

There is, of course, an economic dimension to this, which has been a key to
the survival of certain service sectors (e.g. hospitality, tourism). In other sectors,
however, it was the pandemic that brought about a significant recovery.

The months of COVID closures were also a very exciting time for public admin-
istrations. From the organization and financing of services to the management of
social aspects, it faced a number of challenges for which it is impossible to be ad-
equately prepared, even if the chances of a pandemic outbreak were significant.

III. ESG AS AN ECONOMIC TOOL TO ACHIEVE THE SDGS

As the EU strives to become the “first climate-neutral continent”, it has start-
ed to develop a number of instruments to achieve this. At the heart of these are
ESGE”l and EU taxonomy as part of wider regulation of market actors, such as
the Finance Disclosure Regulation (SFDR) and the Corporate Sustainability Re-
porting Directive (CSRD). Companies have already taken significant steps to re-

[32] Grossman - Krueger, 353-377.

[33] Stern, 2004, 1419-1439.

[34] Rugani - Caro, 2020.

[35] Leal Filho et al., 2022.

[36] Barua, 2021.

[37] European Commission: Sustainable finance.
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spond to the regulatory requirements for ESG reporting. However, this activity
is expected to increase further as the scope of reporting obligations continues
to broaden and additional regulations are adopted or enacted. Foremost among
these is the EU taxonomy, which we expect to define and measure what is and
what is not “green”.l®

The EU taxonomy Regulation (2020/852) was adopted in June 2020. It out-
lines the process of identifying sustainable economic activities that are aligned
with one or more of six environmental objectives.

The EU taxonomy is a classification system that makes it possible to deter-
mine which economic activities can be considered “environmentally sustain-
able”. An economic activity can be classified as green or “environmentally sus-
tainable” only if it meets the “performance thresholds” set by the EU.

The EU taxonomy also set forth four (4) requirements that economic activi-
ties must meet in order to be aligned with the taxonomy:

— making a substantial contribution to at least one environmental objec-

tive.
— ,Do No Significant Harm’ (DNSH) to any other environmental objective.
— For an economic activity to be certified as being environmentally

sustainable in accordance with the Taxonomy, it must make a sub-
stantial contribution to at least one of the six environmental objec-
tives while simultaneously having no significant detrimental im-
pact on the other five.

— complying with minimum social safeguards.

— complying with the technical screening criteria.

The six EU environmental objectives laid by the Taxonomy Regulation lays

— climate change mitigation,

— climate change adaptation,

— sustainable use and protection of water and marine resources,
— transition to a circular economy,

— pollution prevention and control, and

— protection and restoration of biodiversity and ecosystems.

(European Commission, 2020)
There are three main groups EU taxonomy rules apply to:
— Financial market participants, including occupational pension
providers, offering financial products in the EU;
— Large companies are required to report under the Non-Financial Report-
ing Directive (NFRD), which is set to be revised by the CSRD; and
— The EU and its member states.

[38] Pettingale - de Maupeou - Reilly, 2022.
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There are more than 210 SDG indicators available on the SDG Global Database
by countries, regions or time period.

For instance, in the case of Hungary, the official database contains 413 data
for a single year (2020). It is clear that the tracking of these data and their use for
decision-making requires considerable resources. The weighting between indi-
cators is not clear either, although there is flexibility at the country level. Priori-
ties are decided on a region-by-region and country-by-country basis, taking into
account local specificities and areas of development.%

H Environment M Social B Governance

1: End Poverty

2: Zero Hunger

3: Good Health and Well-Being

4: Quality Education

5: Gender Equality

6: Clean Water and Sanitation

7: Affordable and Clean Energy

8: Decent Work and Economic Growth

9: Industry, Innovation, and Infrastructure
10: Reduced Inequalities

11: Sustainable Cities and Communities
12: Responsible Consumption and Production
13: Climate Action

14: Life Below Water

15: Life on Land

16: Peace, Justice, and Strong Institutions
17: Partnerships for the Goals

Figure 5. ESG dimensions of the Sustainable Development Goals
(Source: SustainoMetric)“"

IV. THE ROLE OF ESG IN PROMOTING SUSTAINABLE PUBLIC ADMINISTRATION

The ESG aims in part to address greenwashing. It is also an important objective
to serve as a tool for economic actors to accelerate progress towards the SDG tar-
gets. Although the targets are usually interpreted at the country level, implemen-
tation cannot be envisioned without the cooperation of all actors in the economy.

This also means that public resources can only achieve their purpose if they
are used by the right firms in the right places to foster a sustainable economic
transformation. It is therefore necessary to give priority to those companies that
have a sustainable performance. But clear requirements are needed to give pref-
erence. In other words, it must be well-defined and measurable when a company
is considered sustainable.

[39] UN: Statistics SDG Indicators Database, 2021.
[40] SustainoMetric: ESG to SDGs: Connected Paths to a Sustainable Future, 2022.
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In the SDGs, goal 16 addresses the main public service tasks., namely 16.1,
16.2,16.4 and 16.a put a great deal of emphasis on the monopoly of violence gov-
ernments are entrusted with: ensure the safety of citizens and prevent violence
by other groups. It sets, second, the basic rights of citizens: enjoying a legal iden-
tity (16.9), participating in decision-making (16.7), and accessing justice (16.3).
Finally, it establishes some principles of good administration: promoting the
rule of law (16.3), protecting fundamental freedoms (16.10), corruption-fighting
(16.5), non-discrimination (16.b), access to information (16.10), and effective-
ness, accountability and transparency of public administrations (16.6).”™!

In summary, the ESG EU Taxonomy is a new tool designed (and still being de-
veloped) to support the EU’s Green Deal objectives. It aims to ensure that not only
the governments and individuals are responsible for the sustainability transition
success, but also the companies. The missing link to its success has been the finan-
cial sector because it has a crucial role to play in enabling the move to a green and
sustainable economy. It is obvious that sustainability cannot be achieved solely
through regulation but requires the alignment of market interest.

AsThave already cited, the EU has committed to become carbon-neutral by 2050
and has created the European Green Deal. This is a system of rules and guidelines
to accelerate the green transition. The EU Action Plan on Sustainable Finance was
created as a new tool of the European Green Deal, to foster financing the transition
by encouraging more funds of the investors to be invested into sustainable projects,
assets and companies. The EU taxonomy serves as a key element of this plan.

¢ A zero pollution Europe

¢ Preserving Europe's ¢ Transitionto a
natural capital circular economy

* Sustainable e Farm to Fork

European

transport

Green Deal

e Towards a

¢ Achieving climate green CAP

neutrality

* Take everyone along
(Just Transition
Mechanism

e Clean, reliable and
affordable energy

¢ Financing the transition

Figure 6. The sustainability initiatives of the EU Green Deal
(Source: Crabbendam and Descio)*!

[41] Bouckaert - Loretan - Troupin, 2016.
[42] Noor - Descio, 2022.
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1. The ESG framework and its uses

Environmental, Social and Governance (ESG) frameworks are sets of guide-
lines that help companies manage their ESG commitments. They also provide
direction on how to create ESG reports, which are used to document and disclose
ESG progress.

From different perspectives, there are different approaches that better de-
scribe the essence of ESG. From an investor perspective, ESG is a risk manage-
ment tool.

Sustainability rating agencies base their ratings on the inherent sustainabil-
ity risk of a company, and how a company manages those risks. The ESG rating
agencies analyse the information of the disclosures in the ESG reports of the
companies or direct communication between the analysts and the companies.
Companies can perform an ESG risk analysis and decide what topics are finan-
cially material to their performance using one of the reporting standards. Dur-
ing the ESG risk analysis process, the company has an opportunity to re-align its
purpose, strategy, and performance metrics.

From the perspective of business partners and individual citizens, ESG is a
transparency tool. However, for business partners, ESG performance is also of
paramount importance from an investment perspective because of the focus on
the supply chain. It greatly facilitates the achievement of ESG targets and report-
ing if a company chooses suppliers that are themselves ESG compliant.

It could be said that ESG and the EU Taxonomy have stirred the “standing
water” of CSR.

A combination of the depletion of CSR reporting and the lack of measurability
of sustainability performance has led to the establishment of this market regula-
tor, which is intended to encourage investment in a “green direction”.

The three pillars of ESG refer to the sustainability basic elements: environ-
mental, social, and governance. Unlike the TBL presented earlier, ESG takes a
horizontal view of the economic aspects.

The environmental factors refer to an organization’s environmental im-
pact(s) and risk management practices. The social pillar refers to an organiza-
tion’s relationships with stakeholders, but also an organization’s impact on the
communities in which it operates.

A hallmark of ESG is how social impact expectations have extended outside
the walls of the company and to supply chain partners. The governance, or cor-
porate governance, refers to how an organization is led and managed. It refers to
how leadership’s incentives are aligned with stakeholder expectations and what
types of internal controls exist to promote transparency and accountability on
the part of leadership.**

[43] Peterdy, 2022.
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Figure 7. Symobols of the three pillars of ESG

(Source: EU definitions)

Environmental Social Governance
Climate Strategy Equality Salary
Biodiversity Diversity Board composition
Renewable energy Consumer protection Tax strategy
Water management Health and safety Accounting standards

Energy efficiency Training and develop- Bribery and corruption
ment
KIR systems Supply chain transpar- Ethics and values

ency

Carbon neutrality

Human rights

Transparency

Waste management

Data protection

Shareholders’ rights

Transportation

Work/life balance

Remuneration
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Table 2. The pillars of ESG with example elements
(Source: Own work based on EU definitions)
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Figure 8. The ESG dimensions
(Source: PwC, 2022)14

When talking about the elements of the ESG pillars, it is important to map the
links of ESG pillars to the Sustainable Development Goals - the global sustainabil-
ity compass. As I mentioned earlier, it is important to conceptualize ESG within
the context of global trends. The SDGs are the conceptual framework within which
country leaders think about the attainment of sustainable development. As such,

the ESG has been one of the missing tools to get the business sector in motion.

[44] PwC: Environmental, Social & Governance What's it all about?, 2022.
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Environmental

Social

Governance

6. Clean Water and
Sanitation
7. Affordable and Clean
Energy
9. Industry, Innovation
and Infrastructure
11. Sustainable Cities
and Communities
12. Responsible Con-
sumption and Produc-

1. No Poverty

2.Zero Hunger
3. Good Health and Well-being

4. Quality Education
5. Gender Equality
6. Clean Water and Sanitation
8. Decent Work and Economic
Growth
9. Industry, Innovation and
Infrastructure

5. Gender Equality

8. Decent Work and Econo-

mic Growth

9. Industry, Innovation and

Infrastructure
11. Sustainable Cities and
Communities
12. Responsible Consump-
tion and Production
13. Climate Action

tion
13. Climate Action
14. Life Below Water
15. Life on Land

10. Reduced Inequality
12. Responsible Consumption
and Production
16. Peace and Justice Strong
Institutions

16. Peace and Justice
Strong Institutions
17. Partnerships to achieve
the Goal

Table 3. The 17 SDGs by ESG category
(Source: Seetra, 2021)

V. THE RELATIONSHIP BETWEEN THE FUNCTIONS OF PUBLIC
ADMINISTRATION AND SUSTAINABILITY FRAMEWORKS

Public administration tasks cover the administrative services needed to help
build and strengthen society. Public administration plays an important role in
ensuring that laws and regulations, civil rights, municipal budgets and health
and safety codes are enforced to protect the community they serve.

The EC nominated a Technical Expert Group (TEG) which issued its final
summary report on the Taxonomy Regulation in March 2020. The TEG decided
to employ the NACEZ2 industrial classification system of economic activities for
defining the technical screening criteria of the EU taxonomy. However, the EU
Taxonomy aims to have extensive coverage, with 72 economic activities includ-
ed, those activities were prioritised according to their contribution to total GHG
emissions in the EU in 2017.
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GHG Share of GHG

- 0,
NACE Macro-sector (1000 Tonne) (% of GHG from all NACE
Macro-sectors)

A. Agriculture, forestry and fishing 520,860 14.7%
B. Mining and quarrying 79,624 2.3%

C. Manufacturing 846,421 23.9%

D. Electricity, gas, steam and air 1,072,529 30.3%

conditioning supply
E. Water supply, sewerage, waste 163,285 4.6%
management and remediation

F. Construction 60,058 1.7%
H. Transportation and storage 535,602 15.2%

J. Information and communication 10,396 0.3%
L. Real estate activities 6,246 0.2%
Total A-F, H, ], L 3,295,022 93.2%

Table 4. Prioritised sectors based on CO? emission
(Source: OECD, 2020)%#)

Because the publicadministration sector has not yet been included in the pri-
oritised sectors, there are currently no specific technical screening criteria for
this sector.

Based on common interests, there is a growing need for the public adminis-
tration sector to participate in non-financial reporting initiatives and demon-
strate the usefulness of ESG initiatives. It is evident from the indirect impact of
governmental operations, priorities, decision-making processes, resource real-
location strategies, and the role of the public administration sector as a promot-
er of the transition to sustainable development.

[45] OECD: The European Union sustainable finance taxonomy, 2020.
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Figure 9. Organization in the European Public Sector
(Source: Maroto - Rubalcaba, 2005)*

The institutional framework of public
administrationin a broad sense

(Non-governmental bodies with public
administration functions)

The institutional framework of public
administration in the narrow sense

(Public administration bodies)

Law enforcement Civil public
bodies administration
Public bodies
State Administration Local government

State autonomous Individuals
bodies

Figure 10. The institutional framework of public administration in a broad sense
(Source: Arva et al., 2014)*

The public-sector organizations (PSOs) are experiencing accountability pres-
sure from stakeholders due to their pivotal role in society. PSOs are expected
to deliver services and create public value in compliance with the principles of
economic, environmental and social sustainability.™8!

[46] Maroto - Rubalcaba 2005.
[47] Arva— Balazs — Barta — Veszprémi, 2014.
[48] Manes-Rossi et al.,, 2020, 639-669.
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Such expectations refer to various PSOs, including - among others - national
and local governments, state-owned enterprises, higher education and health-
care institutions. Sustainability entails responsibilities for long-term value cre-
ation and is not always compatible with the information provided via traditional
financial reports.*”!

As de Oliveira Bellini and co-authors summarize in their paper, there is ample
evidence suggesting that sustainability reports from the public sector should
be the focus of interest. This sector plays a pivotal role in promoting sustain-
able development, and governments rely on sustainability factors when defining
their agendas to meet overarching objectives for which they are responsible. On
the other hand “the public sector has the civic responsibility of properly man-
aging public goods, resources, and facilities with the aim of supporting sustain-
able development objectives and promoting public interest, and its organiza-
tions should be open and transparent in managing their actions.” Due to their
size and influence, public agencies are expected to take the lead by publicizing
their activities in order to promote sustainability.>%

One of the validated reporting frameworks is the most appropriate way to
produce high-quality reports, both in terms of content and format. Regarding
the reporting standards and frameworks, there is still a confusing abundance
on the market.

There are several ESG standards, frameworks and ratings which aim to sup-
port the non-financial reporting practices.

— European Financial Reporting Advisory Group (EFRAG) Sustainability
Reporting Board

— Global Reporting Initiative (GRI)

— Sustainability Accounting Standards Board (SASB)

— International Sustainability Standards Board (ISSB)

— Climate Disclosure Standards Board (CDSB—initiative of CDP)

— International Integrated Reporting Council (IIRC)

— Task Force on Climate-Related Financial Disclosures (TCFD)

— Global Real Estate Industry Benchmark (GRESB):

— Dow Jones Sustainability Indices (D]SI):

— Bloomberg Terminal ESG Analysis:

— Institutional Shareholder Services (ISS E&S) Quality Score (ISS):

— CDP (formerly known as the Carbon Disclosure Project)

— MSCI ESG Ratings

— S&P Global Corporate Sustainability Assessment (CSA)

— Sustainalytics

— Vigeo Eiris

[49] Argento - Culasso - Truant, 2019, 484-507.
[50] de Oliveiraetal, 2019, 1-28.
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The not complete list is based on the information of Green Business Bureau®"
and Novisto®2.,

However, there is a promising agreement between the five benchmark en-
tities in sustainability matters, CDP (formerly the Carbon Disclosure Project),
Climate Disclosure Standards Board (CDSB), Global Reporting Initiative (GRI),
International Integrated Reporting Council (IIRC) and Sustainability Accounting
Standards Board (SASB), will allow for a single standard reporting model that
connects sustainability data with financial information.3!

There is some difference between “standards” and “frameworks”. A stan-
dard is a specific set of requirements for reporting. It contains detailed criteria,
of “what” should be reported on a specific topic. Standards involve a public in-
terest focus, independence, due process, and public consultation, strengthening
the basis of what is being asked. A framework is a set of principles providing
guidance but not the methodology of collection or reporting itself.

When to use frameworks instead of standards? It could work when a specific
standard does not exist, or when the specific organization has a strong internal
driver to develop its own standards, which might be even more sophisticated or
more appropriate to the context than existing ones.

We would face certain difficulties when trying to find the right industry
standards that align with the activities of the public administration sector. It
is not challenging to deal with those public activities that exist in the business
sector - such as healthcare, transportation, education or urban development. In
those cases, applying the standards means choosing the right sector and enlarg-
ing the scope and aims according to the governmental strategy. It is still crucial
to select the proper performance indicators since they are not solely determined
by the overall goals. It is also a disturbing aspect how those institutions could
manage data collection according to the guidelines of the standards.

There is a more important task at hand: determining the reporting structure
of the public administration itself. This is not only because of social responsibil-
ities - although that should be the main consideration - but also because of the
economic, employment, and social cohesion aspects. Evidently, those aspects are
interlinked. However, given that one crucial mission of the ESG is to influence
the economy through reporting tools, it is important to highlight the economic
weight of public administration.

[51] Courtnell, 2022.
[52] ESG Innovation Team: List of Key ESG Reporting Frameworks, Standards and Ratings, 2022.
[53] CDP: Five global organisations..., 2020.
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Year Number of employees: Administrative Average annual
Public administration staff as a per- wage bill (based on
and defence; compulsory | centage of total | employer expendi-
social security (NACE: O) employment ture) billion HUF
2010 327.17 8.45% 1021.74
2011 317.27 8.13% 1042.50
2012 333.11 8.41% 1145.75
2013 377.73 9.37% 1343.81
2014 414.43 9.81% 1518.99
2015 455.96 10.52% 1743.14
2016 482.82 10.77% 1959.33
2017 474.79 10.44% 2 089.92
2018 437.72 9.50% 2097.01
2019 419.73 9.04% 2204.70
2020 406.57 8.83% 234331
2021 424.85 9.17% 2528.00

Table 5. The socio-economic importance of the Hungarian public administration in figures
(Source: KSH, 2022, HR portal, 20225%)

In the next chapter, I will illustrate the implementation by examining the con-
nection between the various functions of public administration sectors (accord-
ing to the model used by Patyi) and the SASB sectoral standards. Establishing
some of these links might seem self-evident, while determining others require a
creative approach.

In order to map the materiality and determine the ESG key performance indi-
cators for monitoring, enhancement, and reporting, it is imperative to compre-
hensively map and define each sector of activity in accordance with the report-
ing standards. This process completes the materiality map, which best describes
the activities of the organization.

[54] KSH: 20.1.1.9. Number of employed persons by industries, economic branches and sex, 2022.
[55] HR portal: Bérkalkulator, 2022.
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| SASB sector classification

State sovereignty

external sovereignty

internal sovereignty

Services/Professional & Commercial Services

political functions

Economic functions

issuing national cur-
rency

Services/Professional & Commercial Services

specific sectors (en-
ergy, waste, utilities,
agriculture)

Renewable Resources & Alternative Energy

Infrastructure/ Electric Utilities & Power Generators, Gas
Utilities & Distributors, Real Estate, Real Estate Services, Waste
Management, Water Utilities & Services

Food & Beverage/Agricultural Products, Meat, Poultry & Dairy,
Processed Foods

economic and financial
coordination, regional
planning,

Services/Professional & Commercial Services
Financials/ Asset Management & Custody Activities, Commer-

investment and credit
system, taxation, price
regulation

cial Banks, Consumer Finance, Insurance, Investment Banking &
Brokerage, Mortgage Finance, Security & Commodity Exchanges

Social functions

healthcare,

Health Care/ Health Care Delivery,
Health Care Distributors, Managed Care

housing and urban
development,

Transportation/Rail Transportation, Road Transportation

protection of interests
and social protection,

Food & Beverage/Restaurants

protection and re-
structuring of certain
social structures

Services/Professional & Commercial Services

Cultural and educational functions

scientific research,

Services/ Education
Services/Professional & Commercial Services

Education,

Services/ Education

providing information,

Technology & Communications/Internet Media & Services, Tele-
communication Services
Services/ Advertising & Marketing

heritage protection

Services/Professional & Commercial Services

Table 6. Assessing public administration functions from an ESG perspective
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In practice, industry classifications remain flexible. According the register of
the SASB reporting, the 110 organizations with the word “public” in their name,
which may indicate that they are public institutions, public companies, or ad-
ministrative bodies, are grouped into 38 sectors. The most common of these is
the Asset Management & Custody Activities, and the Commercial Bank. Consid-
ering this, it is understandable that non-financial reporting requirements were
first introduced to the financial sector.

In Hungary, the Hungarian National Bank has been mandated to develop a
recommendation to financial institutions on the use of non-financial reporting.

My recommendation for the rest of the public administration, which does not
fit into any of the specific sectors, is to implement the “Services/Professional &
Commercial Services” standards, because they are broad enough and overlap with
the rest of the public service sector according to the description given by the SASB.

“The industry includes companies that rely on the unique skills and knowl-
edge of their employees to serve a range of clients. Offerings include, but are not
limited to, management and administration consulting services, such as staffing
and executive search services; legal, accounting, and tax preparation services;
and financial and non-financial information services.”

However, it is essential for the public sector to have specific standards and
an EU Taxonomy classification, even if it is not considered a priority based on
the carbon emission. But just like Scope 3 in the ESG, the indirect emission of the
public sector could be much larger than the direct emission of some prioritized
sector emission. It is also important to consider that not only the amount of car-
bon emissions, but also the trend in emissions is key to achieving zero emissions.
“Between 1995 and 2015, global scopes 1, 2, and 3 emissions grew by 47%, 78%,
and 84%, to 32, 10, and 45 Pg CO2"B71,

[56] EC: EMAS registered companies, 2023.
[57] Hertwich - Wood, 2018.
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Electric Utilities & Power Generators NN 5
Advertising & Marketing HEEN 5
Professional & Commercial Services NI o
Media & Enterrainment I o
Multiline and Specialty Retailers & Distributors  ESS—— &
Conunersizl Banks S 10
Asset Management & Custody Activities EEE——————— 10

1] 2 4 B B 10 12

Figure 11. Classification of companies according to SASB sectoral standards
(Source: Made by the author, based on the EC 2023 data and information)

Once an organization is properly aligned with one or more sector standards,
a materiality assessment can be undertaken, which is the basis for data collec-
tion and the selection of key performance indicators, and thus for the prepara-
tion of a quality report.

A more appropriate solution for public administrations would be for the leg-
islators to focus more on this issue and present it as a sector in its own right, rec-
ognising the importance of the sector. In parallel, public administrations should
be among the first to develop a reporting framework (based on the EMAS data)
and be allowed to join the ESG system leading by example.
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Figure 12. EMAS registered entities by sectors
(Source: EC, 2023)
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Despite the many tools available to foster a sustainable transition, govern-
ments’ efforts are still lagging behind. The reason for not focusing on the public
sector in the case of EMAS may be explained by the target group of the manufac-
turing enterprise sector (Honkasalo, 1998), which was initially targeted. However,
in the case of ESG, where the green reform was launched with a clear economic
actor in mind - financial institutions - there is no reason for public sector organi-
zations not to be obliged to implement an ESG strategy, to report and to be audited.

Where should one start? The answer seems simple. The sustainable transfor-
mation of public procurement and employment are two of the most important
areas where the introduction of ESG thinking in the public sector could make
significant breakthroughs, both environmentally and socially.

Regarding the direct aspects, all the institutions could and should analyse
their own operations. General government expenditure in the EU on “general
public services” amounted to €875 billion or 6.0 % of GDP in 2021. Furthermore,
it is very complex to examine and manage the cost systems in the public sector.
This is because of the complexity of public administration, the nonexistence of
a standardized and well-tested cost methodology in the public sector. Therefore
it is even more challenging to track ESG aspects. Every year in the EU, over 250
000 public authorities spend around €2 trillion (around 13.6% of GDP) on the
purchase of services, works and supplies.

The indirect but still manageable aspects are the public procurement topics.
The share of public procurement varies across the EU. The average total general
government expenditure in the EU is around 50% of the GDP (France had the
highest at 59% in 2021), while in Hungary in 2021 it was 48.4% of the GDP. The
highest expenditure categories are education, general public services, econom-
ic affairs, health, old age, and social protection (which amount to around 22%
of the total general government expenditure). These figures draw attention not
only to environmental issues but also to the social dimension.®!

VL. CONCLUSIONS

While public administration permeates the economy as a whole, and should
play a crucial role in the modern state in achieving sustainable development
goals, we see that the classic ,polluting” industries are still the focus of recent
sustainability initiatives.

ESG will undoubtedly be a revolutionary tool if it is coupled with the con-
straints that force not only the issuance of audited non-financial reports but also
emphasize the significant impact that the indicators contained therein have on
the market position of organizations.

[58] OECD: Government at a Glance, 2023.
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The involvement of public administrations would be vital, not only because
their economic weight cannot be diminished, even when compared to actors in
terms of carbon emissions. In this context, it would also be important to mea-
sure the carbon footprint of economic sectors in an ESG-compatible way as soon
as possible, not only taking into account direct emissions, but also digging down
to scope 3 when making the inventory.

In addition, the indirect impact of public administrations and the example
they set should not be neglected. It would have been worthwhile to make it com-
pulsory for public companies to issue non-financial statements at the same time
as financial statements. At the same time, a framework could be developed with-
in which each specialised public body could start to work.

Unlike market actors, in the case of public institutions, the decision to intro-
duce ESG reporting could lead to a faster start-up due to centralization. At the
same time, we should bear in mind that data collection may represent the first
major obstacle for many public institutions. However, the integration of opera-
tional and management data into an information system would also have bene-
fits beyond ESG, such as identifying cost-saving opportunities.

Theere has been little mentioning of the social study in this study, but this
should be the subject of further analysis. By definition, public administration is
a system of bodies set up to serve the public good. Nevertheless, there is still a
lot of room for improvement in the identification of stakeholders and in under-
standing their needs.
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