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Abstract

The European Union’s climate and governance agenda, once guided by the ambitious European
Green Deal, is showing signs of strategic dilution. This study examines the organizational
consequences of recent policy reversals, notably delays in the Corporate Sustainability Reporting
Directive (CSRD) and the Corporate Sustainability Due Diligence Directive (CSDDD). Grounded in
institutional theory and critical policy analysis, it synthesizes findings from recent academic
literature, policy documents, and market data to assess how shifting political priorities influence
corporate environmental, social, and governance (ESG) engagement. The review identifies a pattern
in which policy uncertainty fosters symbolic compliance, reduces ESG investment, and weakens
internal alignment with sustainability objectives. These dynamics reflect a broader organizational
tendency to mirror institutional instability, undermining long-term strategic transformation. The
analysis concludes that durable sustainability outcomes require policy frameworks that remain
consistent beyond electoral and economic cycles. Recommendations include embedding
sustainability commitments into constitutional or statutory provisions, establishing independent
oversight mechanisms, and ensuring strategic continuity in governance to protect against short-term
political fluctuations.

Keywords: sustainability governance; short-termism; institutional theory; ESG strategy; EU policy;
organizational behavior; strategic continuity

1. Introduction

Sustainability has become a ubiquitous term in corporate and political discourse, frequently
used as a marker of organizational responsibility but often compromised when exposed to economic
or political pressures. The prevalence of sustainability-related language in corporate communications
continues to grow, yet this rhetorical commitment is not always matched by substantive action.
Research on corporate sustainability strategies shows that without strong institutional frameworks,
such commitments risk devolving into symbolic compliance rather than genuine transformation
[3,15,21].

Within the European Union (EU), the European Green Deal was launched as an ambitious
roadmap to achieve climate neutrality by 2050. However, recent developments — Including the
“Green Omnibus” package and delays in implementing key instruments such as the Corporate
Sustainability Reporting Directive (CSRD) and the Corporate Sustainability Due Diligence Directive
(CSDDD) - signal a weakening of institutional resolve [23]. While officially framed as measures to
reduce administrative burdens and protect competitiveness, these changes risk being interpreted as
concessions to short-term economic and political pressures.

This conceptual review builds on institutional theory [5,15,18] and organizational sustainability
scholarship [2,4,7,9] to examine how regulatory instability shapes corporate environmental, social,
and governance (ESG) behavior. Specifically, it investigates: (i) how unstable policy frameworks
influence corporate sustainability strategies, (ii) how organizations interpret and respond to
ambiguous sustainability signals, and (iii) what governance mechanisms can embed long-term
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responsibility in an environment increasingly dominated by short-term incentives [13,14]. By
integrating literature from organizational theory, corporate governance, and sustainability policy, the
article highlights the critical role of consistent institutional signals in fostering structural
transformation.

2. Literature Review and Theoretical Framework

This section reviews key theoretical perspectives and empirical insights that inform the analysis,
focusing on how temporal dynamics, institutional structures, governance mechanisms, and
organizational sensemaking shape sustainability strategy.

2.1. Temporal Myopia and Systemic Short-Termism

Short-termism is not merely a managerial oversight; it is a systemic feature of contemporary
economic and political systems. Embedded in the cultural logic of modern capitalism, it manifests
through quarterly reporting cycles, short electoral mandates, volatile shareholder expectations, and
performance-based funding models across sectors, including NGOs and academia [13,14]. These
structural characteristics disincentivize long-term thinking and strategic resilience. In the
sustainability context, this temporal compression undermines the cultivation of foresight, patience,
and institutional memory — qualities essential for environmental and social transformation [2,9].

2.2. The EU’s Sustainability Commitments: A Shift in Trajectory

Institutional theory offers a foundational lens for understanding these dynamics. DiMaggio and
Powell describe how organizations tend to adopt the values, norms, and structures of their
institutional environment — a process termed institutional isomorphism [5]. When public institutions
signal inconsistency or conditionality in sustainability commitments, businesses often mirror that
ambivalence, rendering sustainability provisional, optional, or symbolic rather than strategic. This
tendency is reinforced when performance metrics or investor expectations favor short-term returns,
leading even committed managers to defer transformative initiatives [2]. This perspective
complements the natural-resource-based view of the firm, which emphasizes the importance of
sustainable resource strategies [10].

2.3. Sustainability as a Governance Issue

Sustainability outcomes are closely linked to governance structures that institutionalize long-
term thinking. Eccles, Ioannou, and Serafeim [7] show that firms embedding sustainability into board
oversight and strategic planning — despite short-term trade-offs — are better positioned to deliver
genuine environmental and social value. Their work reframes sustainability from a communications
or branding concern into a structural and leadership imperative.

2.4. Sensemaking and Strategic Interpretation

Recent scholarship has turned to the concept of sensemaking, defined as the cognitive process
through which individuals or groups interpret and act upon environmental cues [17]. When
sustainability is framed internally as a reputational safeguard rather than a strategic imperative, it
tends to result in shallow or symbolic implementation. Dziubaniuk et al. [6] demonstrate that
divergent stakeholder interpretations of sustainability can undermine institutional coherence,
underscoring the importance of internal alignment and interpretive clarity — particularly when
external cues are weak or shifting.

2.5. Sensemaking and Strategic Interpretation

A consistent theme across this literature is that organizational sustainability is not driven solely
by internal values or leadership commitment; it is profoundly shaped by the consistency, coherence,
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and credibility of external institutional frameworks. While a strong internal vision is important, it
remains insufficient in the absence of policy environments that provide reliable, long-term signals.
Policy backtracking or dilution not only alters compliance requirements but also erodes the strategic
foundations for sustainability investment, fostering risk aversion, short-term fixes, and what
Christensen et al. term “aspirational talk” [3]. Conversely, strategic continuity in policy acts as an
institutional anchor, legitimizing deep transformation, enabling long-term planning, and fostering
innovation aligned with planetary boundaries. Just as ecological systems require stability to thrive,
organizational sustainability requires coherent policy frameworks that transcend political and
economic cycles.

3. EU Sustainability: Shifting Signals and Retrenchment

Over the past decade, the European Union (EU) has emerged as a global standard-setter in
sustainability governance, with the European Green Deal serving as its flagship initiative. Introduced
in 2019, the Green Deal articulated a strategic roadmap to achieve climate neutrality by 2050,
leveraging regulatory mechanisms to integrate sustainability into corporate strategy, finance, and
reporting [12].

However, policy developments in 2024 and 2025 have introduced substantial uncertainty into
this framework. Rather than reinforcing institutional commitment, these changes risk signaling a
strategic retrenchment. Among the most consequential is the Omnibus Simplification Package,
introduced by the European Commission in early 2025. This legislative bundle proposed significant
delays and revisions to two cornerstone measures of the Green Deal: the Corporate Sustainability
Reporting Directive (CSRD) and the Corporate Sustainability Due Diligence Directive (CSDDD) [23].

Marketed as a pragmatic response to concerns over administrative burden, compliance costs,
and business competitiveness, the package includes the so-called “Stop the Clock” Directive, which
extends CSRD implementation deadlines by up to two years for many reporting entities. While
framed as a technical adjustment, the symbolic implications are considerable — reinforcing the
perception that sustainability commitments remain vulnerable to short-term economic and political
pressures [23].

These policy modifications have had visible effects on both capital markets and public trust. As
illustrated in Figure 1, ESG fund inflows across the EU have plateaued since late 2023, while public
concern over corporate greenwashing has intensified. This divergence reflects a widening credibility
gap between organizational signaling and stakeholder expectations [3,4,8]. The perception is growing
that sustainability rhetoric increasingly lacks operational substance, particularly when regulatory
enforcement appears conditional or delayed.

Timeline: Policy Uncertainty vs. Business Confidence
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Figure 1. Trends in business confidence in ESG regulation and proportion of companies reporting CSRD delays
(2023-2025). Data source: Mock data based on regulatory briefings and Statista trend modeling. *Estimates of
CSRD delays were derived by extrapolating from reported postponement announcements in EU regulatory
briefings and aligning them with industry survey data on expected compliance timelines.
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The solid line depicts the decline in business confidence in ESG regulation from 2023 to 2025,
while the dashed line shows the estimated percentage of firms reporting delays in Corporate
Sustainability Reporting Directive (CSRD) implementation. Together, these trends illustrate how
weakening regulatory commitment — evidenced by widespread CSRD delays — coincides with
reduced confidence in ESG governance, highlighting the destabilizing effect of institutional
ambiguity on long-term corporate sustainability planning.

By weakening the pace and clarity of policy implementation, the EU risks eroding the
institutional momentum required for sustained corporate transformation. Strategic ambiguity
disrupts firms’ long-term planning horizons and signals to the broader market that climate objectives
may be reversible. In a global context, where consistency in sustainability governance is a key
determinant of investor confidence, competitive advantage, and corporate accountability [1,7,8], such
reversals carry significant economic and reputational risks.

While some stakeholders contend that recent regulatory adjustments provide firms with
additional time to prepare, others interpret them as a de-prioritization of environmental
accountability. The World Wide Fund for Nature has described the Omnibus Simplification Package
as a “devastating blow” to the EU’s environmental agenda, cautioning that the rollback of
enforcement mechanisms sends conflicting market signals and undermines institutional legitimacy
[23].

From an organizational theory perspective, such policy reversals introduce institutional
uncertainty, which directly influences how firms interpret and respond to sustainability imperatives.
Oliver [18] argues that the likelihood of substantive organizational change depends on the perceived
stability and enforceability of external pressures. When regulatory requirements are ambiguous or
subject to frequent revision, firms are more likely to engage in decoupling — the symbolic adoption of
sustainability practices without corresponding operational changes [15].

Figure 2 shows that internal organizational dynamics have mirrored these external shifts:
employee and managerial perceptions of sustainability have declined in parallel with reduced
engagement in ESG programs. This pattern suggests a reactive withdrawal of sustainability efforts in
the absence of consistent and credible policy signals.

Sustainability Investment vs. ESG Reporting Retraction
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Figure 2. Decline in sustainability investment intentions and rise in ESG reporting retraction among EU
companies (2022-2025). Data source: Mock data modeled from industry ESG trend surveys and Statista
reporting insights. Estimates for sustainability investment intentions were derived from aggregated survey
results tracking planned sustainability-related capital allocations in EU-based companies. Estimates for reduced
ESG reporting were calculated from survey responses indicating partial or complete withdrawal from voluntary
ESG disclosures.

The solid line shows the percentage of firms intending to increase sustainability-related
investments, while the dashed line indicates the percentage of firms reducing their ESG reporting
activities. The opposing trends highlight how policy uncertainty and weakening institutional signals
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can simultaneously deter new sustainability commitments and encourage retreat from transparency
obligations.

The risk associated with weakening regulatory frameworks is not only reputational but also
behavioral. Strong and consistent regulation is critical for aligning corporate conduct with societal
expectations [4]. In the absence of clear and enforceable mandates, firms may postpone investments
in sustainable infrastructure, human rights due diligence, or emissions-reduction technologies —
particularly when competitors are afforded similar regulatory leniency.

Recent corporate governance research further indicates that policy inconsistency undermines
the integration of environmental, social, and governance (ESG) considerations at the board level [1].
When regulatory expectations are unstable, sustainability risks losing its position as a strategic
priority and is instead reframed as a compliance obligation — one that can be deferred, deprioritized,
or delegated.

Figure 3 illustrates this shift: both ESG oversight at the board level and the prioritization of
sustainability within executive decision-making have declined steadily over time, signaling a broader
institutional weakening.

Board ESG Oversights and Executive Prioritization
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Figure 3. ESG oversight at the board level and sustainability as a strategic priority among C-suite executives in
the EU (2020-2025). Data source: Mock data modeled on trends from ESG board governance surveys and
executive priority tracking reports via Statista. The percentage for ESG oversight at the board level is based on
survey data indicating formal inclusion of ESG topics in board agendas. The percentage for sustainability
priority reflects the proportion of executives ranking sustainability among their top three strategic priorities.

The solid line represents the share of boards with formal ESG oversight, while the dashed line
shows the share of executives identifying sustainability as a strategic priority. Both measures have
declined steadily since 2022, illustrating how policy inconsistency and weakening institutional
signals can diminish sustainability’s strategic role in corporate governance.

In summary, the EU’s recent policy adjustments, though politically expedient, risk widening the
gap between long-term sustainability objectives and their enforcement. For regulation to catalyze
systemic transformation, it must be consistent, binding, and shielded from short-term political shifts.
Absent such stability, organizations are unlikely to commit the resources required to integrate
sustainability into their core strategies.

4. Organizational Impacts of Policy Retraction

The credibility gap identified in the previous section has direct consequences for corporate
behavior. When regulatory stability weakens, firms adjust their strategies — not necessarily due to a
loss of interest in sustainability, but out of caution. Regulatory certainty is a critical factor in shaping
strategic risk assessments, and as institutional theory and contingency-based management suggest,
organizations tend to reflect the clarity — or ambiguity — of their external environment [5,18].
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One of the most immediate outcomes of the EU’s recent regulatory delays is a slowdown in ESG-
related investment. Many firms are reassessing or deferring initiatives that had been planned to meet
CSRD or CSDDD requirements. This effect is not purely theoretical: market data indicate that ESG
fund inflows across Europe have plateaued, and in some cases declined, since 2024 — a period that
aligns closely with the EU’s policy retreat.

Asiillustrated in Figure 4, delays in CSRD implementation coincide with a measurable reduction
in business confidence in ESG regulation. These parallel trends reinforce the relationship between
policy instability and organizational uncertainty, highlighting how weakened institutional signals
can undermine both investor trust and corporate commitment to sustainability.
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Figure 4. ESG fund inflows in the EU (2020-2025) and public perception of greenwashing (2020-2025). Data
source: Mock data based on Statista trends for illustrative purposes. ESG fund inflow estimates are derived from
aggregated asset management reports tracking quarterly net investments into ESG-designated funds across EU
markets. Public perception of greenwashing is based on survey data indicating the percentage of respondents
who believe that corporate sustainability claims are exaggerated or misleading.

Panel (a) shows annual ESG fund inflows in billions of euros, highlighting a plateau and
subsequent decline after 2022. Panel (b) depicts the percentage of the public reporting concern about
corporate greenwashing, which has risen steadily over the same period. Together, these trends
illustrate how weakening policy signals can coincide with declining financial commitment to ESG
initiatives and increasing public skepticism toward corporate sustainability claims.

As shown in Figure 4, ESG fund inflows began to stagnate after 2022, while public concern over
greenwashing increased steadily. This divergence underscores the risk of symbolic compliance when
regulatory consistency is lacking. Such a shift aligns with findings by Eccles and Klimenko [8], who
argue that when policy environments signal regulatory softening, ESG initiatives lose strategic
momentum — not because business leaders abandon values-based commitments, but because
strategic ambiguity generates operational hesitation.

The retreat of firm-level ESG ambition is not solely financial; it is also symbolic. In the context of
weaker oversight and reduced reporting obligations, some companies revert to symbolic compliance
- employing sustainability rhetoric in communications without implementing substantive
operational changes [3,15]. The practice of greenwashing, once thought to be on the decline, appears
to be regaining prominence under these conditions.

The problem also manifests internally. As social systems, organizations are sensitive to shifts in
their institutional environment, and policy retraction can alter the internal climate. Periods of policy
ambiguity are often accompanied by declining employee engagement in sustainability initiatives —
particularly among middle managers, who are both key implementers of change and deeply
embedded in performance-driven contexts [17,20]. In such settings, sustainability is deprioritized in
favor of conventional key performance indicators (KPIs) such as cost reduction, revenue growth, and
quarterly financial results.

© 2025 by the author(s). Distributed under a Creative Commons CC BY license.
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To illustrate the strategic impact of regulatory volatility, Figure 5 presents a parallel timeline
showing the decline in sustainability investment intentions alongside the increase in ESG reporting
reductions among EU companies.

Perception vs. ESG Engagement in Organizations
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Figure 5. Perception of sustainability as an internal priority versus ESG engagement rates within organizations
(2023-2025). Data source: Mock data modeled from ESG workforce perception surveys and Statista trend
indicators. Estimates for sustainability investment intentions are based on survey data indicating the percentage
of organizations planning to increase sustainability-related spending within the next fiscal year. ESG
engagement rates are calculated from internal reporting data on the proportion of employees actively
participating in corporate ESG programs.

The solid line shows the percentage of employees and managers perceiving sustainability as a
strategic organizational priority, while the dashed line represents the share of employees engaged in
ESG-related initiatives. Both measures decline over the observed period, indicating how policy
uncertainty and weakened institutional signals can erode internal commitment to sustainability and
reduce active participation in ESG programs.

These findings reinforce a well-established principle in sustainability management: consistent
and credible regulation is a critical enabler of deep organizational commitment [4,9]. When such
consistency is weakened or withdrawn, firms are more likely to adopt reactive behaviors — risk
avoidance, minimal compliance, and the postponement of strategic initiatives — rather than pursuing
innovation or creating long-term value. In this context, regulatory volatility does not merely slow
progress; it actively reshapes corporate priorities in ways that undermine transformative change,
setting the stage for the broader implications discussed in the following section. Such practices can
be interpreted as forms of greenwashing, when corporate environmental policies are adopted
without corresponding operational changes [19].

5. Results and Interpretation

This review identifies a consistent pattern linking regulatory volatility to declining corporate
sustainability engagement. Across multiple indicators — ESG fund inflows, public perception of
greenwashing, board-level ESG oversight, and internal employee engagement — there is a measurable
deterioration following the EU’s recent policy delays. Figures 1-5 collectively show that weakening
external policy signals corresponds with reduced sustainability investments, diminished strategic
prioritization, and increased risk of symbolic compliance.

These trends suggest that regulatory stability functions not only as a compliance driver but also
as a strategic anchor for corporate sustainability. When this anchor is removed, organizations tend to
shift towards short-term risk management, deprioritizing innovation and long-term value creation
in favor of immediate operational and financial performance. This dynamic, observed consistently
across the reviewed data and literature, underscores the need for sustained, credible policy
frameworks to maintain organizational momentum toward environmental and social goals.
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6. Discussion

The implications of these findings extend beyond legislative design into the broader realm of
institutional signaling. Regulatory frameworks not only mandate compliance but also shape
expectations, legitimize long-term planning, and act as normative anchors within complex
organizational fields. When such frameworks become inconsistent or vulnerable to short-term
political pressures, the perceived legitimacy of sustainability initiatives is undermined.

Empirical studies underscore the critical role of stable policy signals. Minutolo et al. [16]
demonstrate that sustainability reporting functions as a signal to stakeholders, directly influencing
perceptions and organizational behavior. Similarly, the Morgan Stanley Institute for Sustainable
Investing [8] reports that institutional investors increasingly seek policy environments that provide
stability and predictability to support long-term sustainable investments.

Strategic inconsistency erodes trust not only between regulators and corporations but also
within organizations themselves. This erosion can foster symbolic compliance, whereby
sustainability language is adopted without corresponding operational changes [3]. Although
retrenchment during periods of economic or political crisis may seem pragmatic, such responses are
short-sighted. Crises should serve as catalysts for strengthening — not diluting — sustainability
commitments. Embedding these commitments within durable institutional structures, such as
constitutional mandates or independent oversight bodies, can shield long-term objectives from
cyclical political shifts.

Moreover, evidence from Iannone et al. [11] shows that ESG investments tend to demonstrate
greater resilience during periods of market volatility than traditional investments, reinforcing the
strategic value of integrating ESG factors into long-term corporate and investment planning.

Empirical evidence further indicates that firms adopting proactive sustainability strategies
achieve stronger sustainability performance [22], reinforcing the need for consistent and credible
policy frameworks.

7. Limitations

This study is conceptual in nature and does not include primary empirical data such as
interviews, surveys, or case studies. While this allows for a broad synthesis of recent literature, policy
documents, and market trends, it limits the ability to capture firm-specific practices or sectoral
differences. The analysis focuses on the European Union, and caution should be exercised when
generalizing findings to regions with different institutional contexts. In addition, the figures
presented are based on mock data modeled from secondary sources and are intended for illustrative
purposes rather than quantitative inference. Future research could address these limitations through
empirical, multi-sector, and cross-regional studies using longitudinal designs.

8. Conclusions

The recent reversals in the European Union’s sustainability policy indicate a shift toward short-
term pragmatism, weakening the credibility of long-term environmental objectives. Such policy
signals reverberate across the organizational field, encouraging firms to mirror institutional
inconsistency and deprioritize sustainability commitments. Beyond environmental considerations,
these shifts have implications for economic productivity and the EU’s long-term competitiveness on
the global stage. Policy volatility can deter investment in innovation, sustainable infrastructure, and
skills development — factors critical for maintaining Europe’s position in the international economy.

Reasserting strategic continuity in sustainability policy is therefore essential. Embedding
sustainability into the core of institutional frameworks can safeguard environmental objectives and
economic priorities against political and market turbulence. Sustainability must be positioned
beyond the influence of electoral cycles and short-term market pressures, ensuring that it supports
both ecological resilience and sustainable economic growth.
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By establishing robust institutional architectures, integrating long-term objectives into
governance structures, and ensuring independent oversight, sustainability can remain a non-
negotiable strategic priority — one capable of driving systemic transformation, enhancing
productivity, and reinforcing the EU’s competitiveness in an increasingly sustainability-driven global
economy.

Future research should examine how regulatory stability influences not only corporate
sustainability performance but also broader macroeconomic indicators, such as labor productivity,
innovation capacity, and trade competitiveness, using sectoral and cross-regional comparative
approaches.
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The following abbreviations are used in this manuscript:

CSRD Corporate Sustainability Reporting Directive
CSDDD Corporate Sustainability Due Diligence Directive
EC European Commission

ESG Environmental, Social, and Governance

EU European Union

GDP Gross Domestic Product

KPI Key Performance Indicator

NGO Non-Governmental Organization

WWE World Wide Fund for Nature
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